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This Annual Report to Shareholders contains forward-looking statements. Such forward-looking statements may
be identified by the use of such words as “may”, “will’, “believe”, “expect”, “anticipate”, should”, “planned”,
“‘estimated”, and “potential”. Such forward-looking statements are subject to certain risks and uncertainties that
could cause actual results to differ materially from those anticipated in the forward-looking statements. Factors
that might cause such a difference include, but are not limited to, changes in the interest rate environment,
management’s business strategy, national, regional, and local market conditions, and legislative and regulatory

conditions.

Readers should not place undue reliance on forward-looking statements, which reflect management’s view only
as of the date hereof. The Bank undertakes no obligation to publicly revise these forward-looking statements to
reflect subsequent events or circumstances.
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Dear Shareholders:

We are pleased to present blueharbor bank’s Annual Report for the year ending December 31, 2024. This year
has been marked by significant milestones and resilient performance amidst a dynamic economic landscape.

Financial Highlights

* Total Assets: Surpassed the $500 million mark, reaching $506.8 million—an 18% increase compared to 2023.
« Loan Growth: Achieved a robust 21% increase, with loans growing by $75 million over the year.

« Deposit Growth: Total deposits grew by 18%, amounting to $440.7 million.

* Net Interest Income: Increased to $17.34 million, up from $15.4 million in 2023.

* Net Income: Reported at $6.79 million, a 5% decrease from the previous year.

Asset Quality and Capital Position

Our asset quality remains exceptional, with zero non-performing assets reported throughout the year. The bank’s
capital position is robust, maintaining a total risk-based capital ratio of 14.1%.

Shareholder Value

Reflecting our strong capital and earnings performance, the Board declared two special dividends of $0.20 per
share each, paid on July 5 and December 13, 2024.

Strategic Initiatives

In July 2024, we authorized a $1 million share repurchase program, underscoring our commitment to enhancing
shareholder value. Also, in September 2024, we opened our branch in Mount Airy and are off to a nice start there.

Looking Ahead

After the past two years of rapid deposit rate increases our net interest income began to “right size’ itself in the
last half of the year as loan margins improved significantly. We expect 2025 to be a solid year for us on many
fronts. Our focus will remain on maintaining a rock-solid balance sheet, prudent growth, exceptional customer
service, and of course delivering value to our shareholders.

| want to close by expressing my sincere gratitude and appreciation to our dedicated employees. And while there
is no “secret sauce” our special ingredient has always been our exceptional team of which | am most proud. And
to our loyal customers and supportive shareholders for their unwavering trust and commitment, | thank you.

Sincerely,

e piathiZ .

Joe |. Marshall, Jr.
President and Chief Executive Officer
March 21, 2024
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Report of Independent Auditor

To the Board of Directors and Stockholders
of blueharbor bank

Opinion

We have audited the accompanying financial statements of blueharbor bank (the “Bank”), which comprise the
balance sheets as of December 31, 2024 and 2023, and the related statements of income, comprehensive income,
changes in shareholders’ equity, and cash flows for the years then ended, and the related notes to the financial
statements.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Bank as of December 31, 2024 and 2023, and the results of its operations and its cash flows for
the years then ended in accordance with accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We are required to be independent of the Bank and to
meet our other ethical responsibilities in accordance with the relevant ethical requirements relating to our audits.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with accounting principles generally accepted in the United States of America, and for the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about the Bank’s ability to continue as a going concern
within one year after the date that the financial statements are available to be issued.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance but is not absolute assurance and, therefore, is not a guarantee
that an audit conducted in accordance with generally accepted auditing standards will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than
for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control. Misstatements are considered material if there is a substantial likelihood that,
individually or in the aggregate, they would influence the judgment made by a reasonable user based on the
financial statements.

In performing an audit in accordance with generally accepted auditing standards, we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.

e |dentify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.



e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Bank’s internal control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the financial
statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about the Bank’s ability to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audits, significant audit findings, and certain internal control related matters that
we identified during the audits.

CZM?ZWM

Louisville, Kentucky
March 21, 2025



BLUEHARBOR BANK
BALANCE SHEETS

DECEMBER 31, 2024 AND 2023

ASSETS

Cash and Cash Equivalents:
Cash and due from banks
Federal funds sold
Interest-bearing deposits

Total Cash and Cash Equivalents

Investment securities available-for-sale

Federal Home Loan Bank stock

Loans, net of allowance for credit losses of $4,131,598 and
$3,422,010 at December 31, 2024 and 2023, respectively

Property and equipment, net

Accrued interest receivable

Bank owned life insurance

Other assets

Total Assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Deposits:

Noninterest-bearing

Interest-bearing

Total Deposits

Other borrowings
Accrued interest payable
Other liabilities

Total Liabilities
Commitments and contingencies (Notes 3, 6, and 12)

Stockholders' Equity:

Preferred stock, 5,000,000 shares authorized;
no shares issued and outstanding

Common stock, $5 par value; 20,000,000 shares authorized;
2,962,744 and 2,929,092 shares issued and outstanding
at December 31, 2023 and 2022, respectively

Surplus

Retained earnings

Accumulated other comprehensive loss

Total Stockholders' Equity
Total Liabilities and Shareholders' Equity

2024 2023
$ 9019421 $ 5,891,834
200,000 200,000
19,647,761 9,330,230
28,867,182 15,422,064
27,258,696 36,612,688
493,100 286,500
428,625,231 353,374,699
10,866,141 11,085,545
1,523,986 1,297,124
4,383,798 4,282,522
4,738,619 7,767,496

$ 506,756,753

$ 430,128,638

$ 124,830,378

$ 113,809,224

315,902,704 261,020,082
440,733,082 374,829,306
4,000,000 -
435,534 329,928
6,398,400 5,566,682
451,567,016 380,725,916
14,813,870 14,645,460
8,977,100 8,964,914
35,178,322 29,572,050
(3,779,555) (3,779,702)
55,189,737 49,402,722

$ 506,756,753

$ 430,128,638

The accompanying notes to the financial statements are an integral part of these statements.
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BLUEHARBOR BANK
STATEMENTS OF INCOME

YEARS ENDED DECEMBER 31, 2024 AND 2023

Interest Income:
Loans and fees on loans
Investment securities
Federal funds sold and interest-bearing deposits

Total Interest Income

Interest Expense:
Deposits
Borrowings

Total Interest Expense

Net Interest Income

Provisions for credit losses

Net Interest Income after Provisions for Credit Losses

Noninterest Income:
Service charges on deposit accounts
Debit card network fees
Gain on sale of loans held for sale
Gain on sale of property and equipment
Bank owned life insurance income
Wealth management income
Leasing income
Fund income
Other income

Total Noninterest Income

Noninterest Expenses:
Salaries and employee benefits
Occupancy expense
Equipment expense
Data processing expense
Professional services
Advertising expense
Regulatory expense
Other expense

Total Noninterest Expense

Net income before income taxes
Income tax expense

Net Income

2024 2023
23,499,551 18,382,521
987,168 1,081,063
1,083,633 574,132
25,570,352 20,037,716
8,219,183 4,609,544
12,952 32,333
8,232,135 4,641,877
17,338,217 15,395,839
719,328 300,489
16,618,889 15,095,350
255,573 187,158
568,644 514,951
168,992 206,815
- 9,550
101,276 95,162
223,577 239,309
634,720 631,140
232,601 842,523
16,145 18,715
2,201,528 2,745,323
6,049,212 4,470,878
701,425 710,770
218,112 218,432
1,540,911 1,630,670
556,496 502,960
51,497 39,051
240,163 220,964
832,934 841,009
10,190,750 8,634,734
8,629,667 9,205,939
1,842,758 2,045,976
6,786,909 7,159,963

The accompanying notes to the financial statements are an integral part of these statements.
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BLUEHARBOR BANK
STATEMENTS OF INCOME (CONTINUED)

YEARS ENDED DECEMBER 31, 2024 AND 2023

2024 2023
Basic earnings per common share $ 231§ 2.46
Diluted earnings per common share $ 225 § 2.36
Weighted average common shares outstanding 2,942,628 2,913,484
Weighted average dilutive shares outstanding 3,017,928 3,034,434

The accompanying notes to the financial statements are an integral part of these statements.
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BLUEHARBOR BANK
STATEMENTS OF COMPREHENSIVE INCOME

YEARS ENDED DECEMBER 31, 2024 AND 2023

Net income

Other comprehensive income (loss):
Investment securities available-for-sale:
Unrealized gain(loss) on investment securities available-for-sale
arising during the period
Tax effect
Total other comprehensive income (loss)

Comprehensive income

2024 2023

$ 6,786,909 $ 7,159,963
190 575,393
(43) (132,226)
147 443,167

$ 6,787,056 $ 7,603,130

The accompanying notes to the financial statements are an integral part of these statements.
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BLUEHARBOR BANK

STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

YEARS ENDED DECEMBER 31, 2024 AND 2023

Balance, December 31, 2022

Accumulated

Adoption of new accounting standard -

Net income

Other comprehensive loss
Stock based compensation
Stock option exercise
Restricted stock grant

Stock repurchase

Balance, December 31, 2023

Net income

Other comprehensive income

Stock based compensation
Stock option exercise
Restricted stock grant
Stock repurchase

Cash Dividends

Balance, December 31, 2024

Other Total
Common Stock Retained Comprehensive Shareholders'
Shares Amount Surplus Earnings Loss Equity

2,935482 § 14,677,410 9,404,543 $ 22,631,252 (4,222,869) $ 42,490,336
- - (219,165) - (219,165)

- - - 7,159,963 - 7,159,963

- - - - 443,167 443,167

- - 277,230 - - 277,230

19,800 99,000 45,105 - - 144,105

19,750 98,750 (98,750) - - -
(45,940) (229,700) (663,214) - - (892,914)

2,929,092 14,645,460 8,964,914 29,572,050 (3,779,702) 49,402,722
- - - 6,786,909 - 6,786,909

- - - - 147 147

- - 244,027 - - 244,027

49,800 249,000 95,347 - - 344,347

4,000 20,000 (20,000) - - -
(20,118) (100,590) (307,188) (407,778)
- - - (1,180,637) - (1,180,637)

2,962,774 $ 14,813,870 8,977,100 $ 35,178,322 (3,779,555) $ 55,189,737

The accompanying notes to the financial statements are an integral part of these statements.
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BLUEHARBOR BANK
STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2024 AND 2023

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash flows
from operating activities:
Depreciation
Amortization of operating lease right of use asset
Provision for credit losses
Amortization of premium on securities, net of accretion
Deferred income tax benefit
Bank owned life insurance income
Stock based compensation
Originations of loans held for sale
Proceeds from sales of loans held for sale
Gain on sale of loans held for sale
Gain on sale of property and equipment
Change in operating assets and liabilities:
Increase in accrued interest receivable
Decrease (increase) in other assets
Increase in accrued interest payable
Increase in other liabilities

Net cash flows from operating activities

Cash flows from investing activities:
Purchases of Federal Home Loan Bank stock
Principal payments on investment securities
Net increase in loans
Net purchases of property and equipment

Net cash flows from investing activities

Cash flows from financing activities:
Net increase in deposits
Increase in Federal Home Loan Bank advances
Proceeds from stock option exercise
Repurchase of common stock
Dividends paid on common stock

Net cash flows from financing activities

Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

2024 2023
6,786,909 $ 7,159,963
551,065 508,568
51,804 58,630
711,630 300,489
29,803 83,693
(242,986) (21,633)
(101,276) (95,162)
244,027 277,230
(7,225,093) (10,857,668)
7,394,085 11,064,483
(168,992) (206,815)
- (9,550)
(226,862) (223,469)
3,352,432 (3,787,342)
105,606 293,596
699,302 889,923
11,961,454 5,434,936
(206,600) (78,900)
9,324,379 5,036,568
(75,962,162) (21,354,262)
(331,661) (153,516)
(67,176,044) (16,550,110)
65,903,776 15,342,958
4,000,000 -
344,347 144,105
(407,778) (892,914)
(1,180,637) -
68,659,708 14,594,149
13,445,118 3,478,975
15,422,064 11,943,089
28,867,182 $ 15,422,064

The accompanying notes to the financial statements are an integral part of these statements.
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BLUEHARBOR BANK
STATEMENTS OF CASH FLOWS (CONTINUED)

YEARS ENDED DECEMBER 31, 2024 AND 2023

Supplemental disclosure of cash flow information:
Interest paid

Income taxes paid

Change in unrealized loss on investment securities
Issuance of restricted common stock

Recognition of operating lease right-of-use assets

Recognition of operating lease liabilities

Adoption of ASC 2016-13

2024 2023
$ 8,126,529 $ 4,348,281
$ 2,003,000 $ 1,974,000
$ 190 § 575,393
$ 20,000 $ 98,750
$ (132,416) $ (52,680)
$ 132,416 $ 52,680
$ - 8 219,165

The accompanying notes to the financial statements are an integral part of these statements.
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BLUEHARBOR BANK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2024 AND 2023

Note 1—Nature of business and summary of significant accounting policies

Organization — blueharbor bank (the “Bank”) was incorporated on January 3, 2008, under the laws of the state of
North Carolina (“NC”) and commenced operations on January 8, 2008. The Bank currently serves Iredell and
Surry Counties, NC, and surrounding areas through its banking offices in Mooresville, Statesville, and Mount Airy,
NC. The Bank opened the Huntersville branch in November 2008, the Statesville branch in April 2015, the
Downtown Mooresville branch in October 2017, and the Mount Airy Branch in September 2024. The Bank also
opened loan production offices in Belmont, NC in June 2019, Morehead City, NC in December 2019, and Hickory,
NC in January 2024. In August 2022, the Bank closed the Downtown Mooresville branch and in September 2022,
the Bank relocated its Statesville Branch to the newly constructed branch building. In April 2023, the Bank closed
the Huntersville branch and in January 2024, the Bank closed the Morehead City loan production office. As a
state-chartered bank, which is not a member of the Federal Reserve, the Bank is subject to regulation by the
North Carolina Commissioner of Banks and the Federal Deposit Insurance Corporation (“FDIC”).

The accounting and reporting policies of the Bank follow generally accepted accounting principles (“U.S. GAAP”)
and general practices within the financial services industry. Following is a summary of the more significant policies:

Critical Accounting Policies — Management believes the policies with respect to the methodology for the
determination of the allowance for credit losses and asset impairment judgments involve a high degree of
complexity. Management must make difficult and subjective judgments which require assumptions or estimates
about highly uncertain matters. Changes in these judgments, assumptions, or estimates could cause reported
results to differ materially. These critical policies and their application are periodically reviewed with the Audit
Committee and the Board of Directors.

Use of Estimates — In preparing financial statements in conformity with U.S. GAAP, management is required to
make estimates and assumptions that affect the reported amounts of assets and liabilities as of the date of the
balance sheet and reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates. Material estimates that are particularly susceptible to significant change in the near
term relate to the determination of the allowance for credit losses, the valuation of real estate acquired in
connection with or in lieu of foreclosure on loans, the valuation of investment securities available-for-sale, and the
valuation of deferred tax assets.

Cash and Cash Equivalents — For the purpose of presentation in the statements of cash flows, cash and cash
equivalents are defined as those amounts included in the balance sheet caption “cash and due from banks”,
“federal funds sold”, and “interest-bearing deposits.”

Securities — Certain debt securities that management has the positive intent and ability to hold to maturity are
classified as “held-to-maturity” and recorded at amortized costs. Trading securities are recorded at fair value with
changes in fair value included in earnings. Securities not classified as held-to-maturity or trading are classified as
“available-for-sale” and recorded at fair value, with unrealized gains and losses excluded from earnings and
reported in other comprehensive income.

Purchase premiums and discounts are recognized in interest income using the interest method over the terms of
the securities. Gains and losses on the sale of securities are recorded on the trade date and are determined using
the specific identification method.

Allowance for Credit Losses — Available-for-Sale Securities - For available-for-sale securities, management
evaluates all investments in an unrealized loss position on a quarterly basis, and more frequently when economic
or market conditions warrant such evaluation. If the Bank has the intent to sell the security, or it is more likely than
not that the Bank will be required to sell the security, the security is written down to fair value, and the entire loss
is recorded in earnings.

1



BLUEHARBOR BANK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2024 AND 2023

Note 1—Nature of business and summary of significant accounting policies (continued)

If either of the above criteria is not met, the Bank evaluates whether the decline in fair value is the result of credit
losses or other factors. In making the assessment, the Bank may consider various factors including the extent to
which fair value is less than amortized cost, performance on any underlying collateral, downgrades in the ratings
of the security by a rating agency, the failure of the issuer to make scheduled interest or principal payments and
adverse conditions specifically related to the security. If the assessment indicates that a credit loss exists, the
present value of cash flows expected to be collected is compared to the amortized cost basis of the security and
any excess is recorded as an allowance for credit loss, limited to the amount that the fair value is less than the
amortized cost basis. Any amount of unrealized loss that has not been recorded through an allowance for credit
loss is recognized in other comprehensive income.

Changes in the allowance for credit loss are recorded as provision for (or reversal of) credit loss expense. Losses
are charged against the allowance for credit loss when management believes an available-for-sale security is
confirmed to be uncollectible or when either of the criteria regarding intent or requirement to sell is met. At
December 31, 2024, there was no allowance for credit loss related to the available-for-sale portfolio.

Accrued interest receivable on available-for-sale debt securities totaled $147,224 at December 31, 2024 and was
excluded from the estimate of credit losses.

Loans Held for Sale — Loans held for sale consist of residential mortgage loans secured by one-to-four family
residential properties in the markets the Bank serves. Loans originated with the intent to sell in the secondary
market are classified as held for sale. Loans held for sale are carried at cost, which is estimated to be fair value
given the short period of time a loan is held for sale. The fair value of loans held for sale is impacted by changes
in market interest rates; however, given that loans held for sale are generally sold within a week or two of
origination, the short time they are held on the balance sheet minimizes the risk of changes in value. Mortgage
loans held for sale are underwritten to the standards of the secondary market purchaser to ensure they will be
purchased at cost plus the anticipated mortgage fee income consisting of origination fees due to blueharbor bank.
The difference between the carried cost and sales price is recognized as a gain on sale of loans held for sale.

Loans Receivable - Loans that management has the intent and ability to hold for the foreseeable future or until
maturity or payoff are reported at amortized cost. Amortized cost is the principal balance outstanding, net of
purchase premiums and discounts and deferred fees and costs. Accrued interest receivable related to loans
totaled $1,372,079 at December 31, 2024 and was reported in accrued interest receivable on the consolidated
balance sheets. Interest income is accrued on the unpaid principal balance. Loan origination fees, net of certain
direct origination costs, are deferred and recognized in interest income using methods that approximate a level
yield without anticipating prepayments.

The accrual of interest is generally discontinued when a loan becomes 90 days past due and is not well
collateralized and in the process of collection, or when management believes, after considering economic and
business conditions and collection efforts, that the principal or interest will not be collectible in the normal course
of business. Past due status is based on contractual terms of the loan. A loan is considered to be past due when
a scheduled payment has not been received 30 days after the contractual due date.

All accrued interest is reversed against interest income when a loan is placed on nonaccrual status. Interest
received on such loans is accounted for using the cost-recovery method, until qualifying for return to accrual.
Under the cost-recovery method, interest income is not recognized until the loan balance is reduced to zero. Loans
are returned to accrual status when all the principal and interest amounts contractually due are brought current,
there is a sustained period of repayment performance, and future payments are reasonably assured.

The Bank elected not to measure an allowance for credit losses for accrued interest receivable and instead elected
to reverse interest income on loans or securities that are placed on nonaccrual status, which is generally when
the instrument is 90 days past due, or earlier if the Bank believes the collection of interest is doubtful. The Bank
has concluded that this policy results in the timely reversal of uncollectible interest.
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BLUEHARBOR BANK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2024 AND 2023

Note 1—Nature of business and summary of significant accounting policies (continued)
Allowance for Credit Losses - Loans

The allowance for credit losses is a valuation account that is deducted from the loans' amortized cost basis to
present the net amount expected to be collected on the loans. Loans are charged off against the allowance when
management believes the uncollectibility of a loan balance is confirmed. Expected recoveries do not exceed the
aggregate of amounts previously charged-off and expected to be charged-off. Accrued interest receivable is
excluded from the estimate of credit losses.

The allowance for credit losses represents management’s estimate of lifetime credit losses inherent in loans as
of the balance sheet date. The allowance for credit losses is estimated by management using relevant available
information, from both internal and external sources, relating to past events, current conditions, and reasonable
and supportable forecasts.

The Bank measures expected credit losses for loans on a pooled basis when similar risk characteristics exist. The
Bank has segmented the loan portfolio by federal call report code and calculates the allowance for credit losses
for each using a weighted average remaining maturity (WARM) methodology for each of the pools. The Bank’s
historical charge-off rates (peer rates are used for segments that do not have loss histories) and loan portfolio’s
remaining life are used. The historical charge-off rates for each segment are calculated using the Bank’s historical
call report data back to inception (January 2008). If sufficient charge-off data for the Bank is not available, then
the peer historical charge-off rate is used.

Historical charge-off rates are forecasted for one quarter into the future as being similar to the most recent eight
quarters. Senior Management reviews the forecast period quarterly and adjusts as needed depending upon their
analysis. After the forecast period, the charge-off rate reverts to the historical mean over a period not to exceed
three years, depending upon management analysis at the reporting date. The reversion occurs on a straight-line
basis.

Additionally, the allowance for credit losses calculation includes subjective adjustments for qualitative risk factors
that are likely to cause estimated credit losses to differ from historical experience. These qualitative adjustments
may increase or reduce reserve levels and include adjustments for lending management experience and risk
tolerance, loan review and audit results, asset quality and portfolio trends, loan portfolio growth, industry
concentrations, trends in underlying collateral, external factors and economic conditions not already captured.

Loans that do not share risk characteristics are evaluated on an individual basis. When the borrower is
experiencing financial difficulty and repayment is expected to be provided through operation or sale of the
collateral, the expected credit losses are based on the fair value of collateral at the reporting date, adjusted for
selling costs as appropriate.

Property and Equipment — Bank premises, furniture and equipment, and leasehold improvements are carried at
cost, less accumulated depreciation and amortization computed by the straight-line method over the following
estimated useful lives:

Years
Leasehold improvements 1-6
Furniture and equipment 2-7
Building 15-39

Other Real Estate Owned — Real estate properties acquired through, or in lieu of, loan foreclosure are to be sold
and are initially recorded at fair value less anticipated cost to sell at the date of foreclosure establishing a new
cost basis. After foreclosure, valuations are periodically performed by management, and the real estate is carried
at the lower of carrying amount or fair value less cost to sell. Revenue and expenses from operations and changes
in the valuation allowance are included in other real estate expense in the accompanying income statements.
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BLUEHARBOR BANK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2024 AND 2023

Note 1—Nature of business and summary of significant accounting policies (continued)

Transfers of Financial Assets — Transfers of financial assets are accounted for as sales when control over the
assets has been surrendered. Control over transferred assets is deemed to be surrendered when (1) the assets
have been isolated from the Bank, (2) the transferee obtains the right (free of conditions that constrain it from
taking advantage of that right) to pledge or exchange the transferred assets, and (3) the Bank does not maintain
effective control over the transferred assets through an agreement to repurchase them before their maturity.

Bank Owned Life Insurance — Bank owned life insurance represents the cash surrender value of policies on a
certain officer of the Bank.

Federal Home Loan Bank Stock — The Bank is required to maintain an investment in the capital stock of the
Federal Home Loan Bank (“FHLB”) of Atlanta. No ready market exists for the stock, it has no quoted market value,
and it is carried at cost. The FHLB stock also serves as collateral whenever the Bank borrows from the FHLB.

Leases — The Bank has applied Accounting Standards Update (“ASU”) 2016-02, Leases, using the modified
retrospective method and practical expedients for transition. The Bank has developed a methodology to estimate
the right-of use (“ROU”) assets and lease liabilities, which is based on the present value of lease payments. The
ROU asset and operating lease liability are recorded in other assets and other liabilities, respectively, in the
balance sheet.

Allowance for Credit Losses — Unfunded Commitments - Financial instruments include off-balance sheet credit
instruments, such as commitments to make loans and commercial letters of credit issued to meet customer
financing needs. The Bank’s exposure to credit loss in the event of nonperformance by the other party to the
financial instrument for off-balance sheet loan commitments is represented by the contractual amount of those
instruments. Such financial instruments are recorded when they are funded.

The Bank records an allowance for credit losses on off-balance sheet credit exposures, unless the commitments
to extend credit are unconditionally cancelable, through a charge to provision for unfunded commitments in the
Bank’s income statements. The allowance for credit losses on off-balance sheet credit exposures is estimated by
loan segment at each balance sheet date under the current expected credit loss model using the same
methodologies as portfolio loans, taking into consideration the likelihood that funding will occur as well as any
third-party guarantees. The allowance for unfunded commitments is included in other liabilities on the Bank’s
consolidated balance sheets.

Income Taxes — Provision for income taxes is based on amounts reported in the income statement (after exclusion
of non-taxable income such as interest on state and municipal securities) and consists of taxes currently due plus
deferred taxes on temporary differences in the recognition of income and expense for tax and financial statement
purposes. Deferred tax assets and liabilities are included in the financial statements at currently enacted income
tax rates applicable to the period in which the deferred tax assets or liabilities are expected to be realized or
settled. As changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through the
provision for income taxes.

Adeferred income tax liability relating to unrealized appreciation (or the deferred tax asset in the case of unrealized
depreciation) on investment securities available-for-sale is recorded in other liabilities (assets) when applicable.
Such unrealized appreciation or depreciation is recorded as an adjustment to equity in the financial statements
and not included in income until realized. Accordingly, the resulting deferred income tax liability or asset is also
recorded as an adjustment to equity.

Stock-Based Compensation — The Bank accounts for all stock-based compensation under the fair value
recognition provisions of Financial Accounting Standards Board (“FASB”) ASC 718, Compensation — Stock
Compensation. Compensation expense is recognized as salaries and employee benefits on the statements of
income.
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BLUEHARBOR BANK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2024 AND 2023

Note 1—Nature of business and summary of significant accounting policies (continued)

Basic Earnings Per Share — Basic earnings per share is computed by dividing income available to common
shareholders by the weighted average number of shares outstanding during the period, after giving retroactive
effect to stock splits and dividends.

Diluted Earnings Per Share — The computation of diluted earnings per share is similar to the computation of basic
earnings per share except that the denominator is increased to include the number of additional common shares
that would have been outstanding if dilutive potential common shares had been issued. The numerator is adjusted
for any changes in income or loss that would result from the assumed conversion of those potential common
shares using the treasury stock method.

Comprehensive Income — Annual comprehensive income reflects the change in the Bank’s equity during the year
arising from transactions and events other than investment by and distributions to shareholders. It consists of net
income plus certain other changes in assets and liabilities that are reported as separate components of
shareholders’ equity rather than as income or expense. The components of comprehensive income are also
presented in a separate Statement of Comprehensive Income.

Reclassifications — Some items in the prior year financial statements were reclassified to conform to the current
presentation. Such reclassifications had no effect on previously reported net income or shareholders’ equity.

Fair Value of Financial Instruments — Fair value information about financial instruments is required to be disclosed,
whether or not recognized in the balance sheet. In cases where quoted market prices are not available, fair values
are based on estimates using present value or other valuation techniques. Those techniques are significantly
affected by the assumptions used, including the discount rate and estimates of future cash flows. In that regard,
the derived fair value estimates cannot be substantiated by comparison to independent markets and, in many
cases, could not be realized in immediate settlement of the instruments. Accordingly, the aggregate fair value
amounts presented do not represent the underlying value of the Bank.

The following methods and assumptions were used by the Bank in estimating its fair value disclosures for financial
instruments:

Securities — Fair values for securities, excluding restricted equity securities, are based on quoted market
prices, where available. If quoted market prices are not available, fair values are based on quoted market
prices of comparable instruments. The carrying values of restricted equity securities approximate fair values.

Loans Held for Sale — Loans held for sale are carried at cost, which is estimated to be fair value given the
short period of time a loan is held for sale.

Individually Evaluated Loans — Fair values for individually evaluated loans are estimated using discounted
cash flow analysis or underlying collateral values, where applicable.

Other Real Estate Owned — Fair values for other real estate owned are primarily based upon independent
observable market prices or appraised values of the collateral. Fair values may also be based upon the
currently listed sales price for the foreclosed asset.

Revenue Recognition — The Bank has applied ASU 2014-09, Revenue from Contracts with Customers, using a
modified retrospective approach. The Bank’s revenue is comprised of net interest income and noninterest income.
The scope of ASU Topic 606 explicitly excludes net interest income as well as many other revenues for financial
assets and liabilities including loans, leases, and securities. Accordingly, the majority of the Bank’s revenues are
not affected.
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NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2024 AND 2023

Note 1—Nature of business and summary of significant accounting policies (continued)

The following table presents the Bank’s noninterest income by revenue stream for the years ended December 31,
2024 and 2023. Iltems outside the scope of ASU Topic 606 are noted as such.

2024 2023

Service charges on deposit accounts $ 255,573 $ 187,158
Debit card network fees 568,644 514,951
Gain on sale of loans held for sale * 168,992 206,815
Bank owned life insurance income * 101,276 95,162
Gain on sale of property and equipment - 9,550
Wealth management income 223,577 239,309
Leasing income * 634,720 631,140
Fund income * 232,601 842,523
Other income * 16,145 18,715

Total noninterest income $ 2,201,528 $ 2,745,323

* Not within the scope of ASU Topic 606.
A description of the Bank’s revenue streams accounted for under ASU Topic 606 follows:

Service Charges on Deposit Accounts — The Bank earns fees from its deposit customers for transaction-
based, account maintenance, and overdraft services. Transaction-based fees are recognized at the time
the transaction is executed as that is the point in time the Bank fulfills the customer’s request. Account
maintenance fees are earned over the course of a month, representing the period over which the Bank
satisfies the performance obligation. Overdraft fees are recognized at the point in time that the overdraft
occurs. Service charges on deposits are withdrawn from the customer’s account balance.

Debit Card Network Fees — The Bank earns interchange fees from debit cardholder transactions conducted
through the VISA payment network. Interchange fees from cardholder transactions represent a percentage
of the underlying transaction value and are recognized daily, concurrently with the transaction processing
services provided to the cardholder.

Wealth Management Income — The Bank earns wealth management fees from its contracts with trust and
brokerage customers to manage assets for investment and/or to transact on their accounts. These fees are
earned as the Bank provides the contracted monthly or quarterly services and are generally assessed based
on a tiered scale of the market value of assets under management at month-end. Fees that are transaction
based, including trade execution services, are recognized at the point in time that the transaction is
executed, i.e., the “trade date”. Other related services provided, which include financial planning services
that are based on a fixed fee schedule, are recognized when the services are rendered.

Recent Accounting Pronouncements — The following is a summary of recent authoritative pronouncements that
may affect accounting, reporting, and disclosure of financial information by the Bank:

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies
are not expected to have a material impact on the Bank’s financial position, results of operations or cash flows.
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NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2024 AND 2023

Note 1—Nature of business and summary of significant accounting policies (continued)
Accounting Standards Adopted in 2024

On January 1, 2023, the Bank adopted ASU 2016-13 Financial Instruments — Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments (ASC 326). This standard replaced the incurred loss
methodology with an expected loss methodology that is referred to as the current expected credit loss (“CECL”)
methodology. CECL requires an estimate of credit losses for the remaining estimated life of the financial asset
using historical experience, current conditions, and reasonable and supportable forecasts and generally applies
to financial assets measured at amortized cost, including loan receivables and held-to-maturity debt securities,
and some off-balance sheet credit exposures such as unfunded commitments to extend credit. Financial assets
measured at amortized cost will be presented at the net amount expected to be collected by using an allowance
for credit losses.

In addition, CECL made changes to the accounting for available-for-sale debt securities. One such change is to
require credit losses to be presented as an allowance rather than as a write-down on available-for-sale debt
securities if management does not intend to sell and does not believe that it is more likely than not they will be
required to sell.

The Bank adopted ASC 326 and all related subsequent amendments thereto effective January 1, 2023, using the
modified retrospective approach for all financial assets measured at amortized cost and off-balance sheet credit
exposures. The transition adjustment of the adoption of CECL included an increase in the allowance for credit
losses on loans of $4,119, which is presented as a reduction to net loans outstanding, and an increase in the
allowance for credit losses on unfunded loan commitments of $280,436, which is recorded within Other Liabilities.
The Bank recorded a net decrease to retained earnings of $219,165 as of January 1, 2023, for the cumulative
effect of adopting CECL, which reflects the transition adjustments noted above, net of the applicable deferred tax
assets recorded. Results for reporting periods beginning after January 1, 2023, are presented under CECL while
prior period amounts continue to be reported in accordance with previously applicable accounting standards
(“Incurred Loss”).

The Bank adopted ASC 326 using the prospective transition approach for debt securities for which other-than-
temporary impairment had been recognized prior to January 1, 2023. As of December 31, 2022, the Bank did not
have any other-than-temporarily impaired investment securities. Therefore, upon adoption of ASC 326, the Bank
determined that an allowance for credit losses on available-for-sale securities was not deemed material.

The following table illustrates the impact of on the allowance for credit losses from the adoption of ASC 326:

January 1, 2023 December 31, 2022

As Reported Under Pre-ASC 326 Impact of ASC
ASC 326 Adoption December 326 Adoption
Assets:
Loans, at amortized cost
Allowance for credit losses on loans:
Commercial Real Estate $ 1,843,725 $ 1,453,036 $ 390,689
Consumer Real Estate 1,094,854 925,435 169,419
Commercial and Industrial 207,845 218,020 (10,175)
Consumer 29,144 33,346 (4,202)
Other (Unallocated) - 541,612 (541,612)
Allowance for credit losses on loans $ 3,175,568 $ 3,171,449 4,119
Liabilities:
Allowance for credit losses for unfunded commitments $ 280,436 $ - $ 280,436.00
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NOTES TO THE FINANCIAL STATEMENTS
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Note 2—Restrictions on cash

To comply with banking regulations, the Bank is required to maintain certain cash reserve balances. On March 26,
2020, the Federal Reserve reduced the reserve requirement to zero percent and has kept it at zero percent since
that time.

Note 3—Securities

The amortized cost and estimated fair value of securities available for sale along with gross unrealized gains and
losses and allowance for credit losses are summarized as follows:

Amortized Unrealized Unrealized Allowance for Fair
Cost Gains Losses Credit Losses Value
December 31, 2024
U.S. Government and
federal agencies $ 1,242,164  $ - $ (139,692) $ - $ 1,102,472
Mortgage-backed securities 12,199,801 - (1,977,819) - 10,221,982
Municipal securities 15,223,969 714 (2,453,461) - 12,771,222
Corporate debt securities 3,500,000 - (336,980) - 3,163,020
$ 32,165,934 $ 714 $ (4,907,952) $ - $ 27,258,696
Amortized Unrealized Unrealized Allowance for Fair
Cost Gains Losses Credit Losses Value
December 31, 2023
U.S. Treasuries $ 7,477,728 $ - $ (117,415)  $ - $ 7,360,313
U.S. Government and
federal agencies 1,327,475 - (148,382) - 1,179,093
Mortgage-backed securities 13,496,245 - (2,003,595) - 11,492,650
Municipal securities 15,718,668 58,171 (2,179,042) - 13,597,797
Corporate debt securities 3,500,000 - (517,165) - 2,982,835
$ 41,520,116 $ 58,171 $ (4,965599) $ - $ 36,612,688

The fair value of securities pledged public deposits combined were $206,766 and $217,163 at December 31, 2024
and 2023, respectively.

There were no sales of investment securities for the years ended December 31, 2024 and 2023.
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Note 3—Securities (continued)

As of December 31, 2024, one mortgage-backed security and four municipal securities with a combined fair value
of $2,857,834 and unrealized losses of $45,059 had been in a continuous loss position for less than 12 months.
Four government agency securities, 24 mortgage-backed securities, 20 municipal securities, and five corporate
debt securities with a combined fair value of $27,388,259 and unrealized losses of $4,777,675 had been in a
continuous unrealized loss position for more than 12 months. As of December 31, 2023, one mortgage-backed
security and three municipal securities with a combined fair value of $2,250,505 and unrealized losses of $18,026
had been in a continuous loss position for less than 12 months. Four U.S. treasuries, four government agency
securities, 24 mortgage-backed securities, 18 municipal securities, and five corporate debt securities with a
combined fair value of $30,821,689 and unrealized losses of $4,947,574 had been in a continuous unrealized loss
position for more than 12 months.

The scheduled maturities of available-for-sale debt securities were as follows:

December 31, 2024

Amortized Fair
Cost Value
Due in less than one year $ - $ 19,542
Due in one to three years 780,048 753,483
Due in three to five years - -
Due in five to ten years 7,199,159 6,660,974
Due after ten years 24,186,727 19,824,697

$ 32,165,934 $ 27,258,696

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more
frequently when economic or market concerns warrant such evaluation. Consideration is given to (1) the length
of time and the extent to which the fair value has been less than cost, (2) the financial condition and near-term
prospects of the issuer, and (3) the intent and ability of the Bank to retain its investment in the issuer for a period
of time sufficient to allow for any anticipated recovery in fair value. The unrealized losses in the Bank’s investment
portfolio relate principally to current interest rates for similar types of securities. In analyzing an issuer’s financial
condition, management considers whether the securities are issued by the federal government or its agencies,
whether downgrades by bond rating agencies have occurred, and the results of reviews of the issuer’s financial
condition. As management has the ability to hold debt securities for the foreseeable future, no declines are
deemed to be other-than-temporary.

At December 31, 2024, the Bank had $60,648 and $804,634 invested in Plexus Fund Il and IV, respectively. The
purpose of the funds is to invest in small businesses to promote growth, expansion, and modernization of the
sector, by working in partnership with the Small Business Administration as a source of additional funding. These
investments are carried at par in other assets and are tested annually for impairment. The Bank has committed to
invest a total of $1,000,000 and $1,500,000 in Plexus Fund Ill and IV, respectively.

The Bank had $493,100 and $286,500 of investments in FHLB stock as of December 31, 2024 and 2023,
respectively. The FHLB stock is carried at cost and does not have a readily determinable market value.
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Note 4—Loans receivable

The major components of loans, excluding loans held for sale, on the balance sheet at December 31, 2024 and
2023 are as follows:

2024 2023
Commercial Real Estate $ 214,370,403 $ 191,483,724
Consumer Real Estate 171,451,075 127,406,010
Commercial and Industrial 44,394,841 35,480,769
Consumer 2,026,279 1,767,730
Total 432,242,598 356,138,233
Deferred loan fees and origination costs, net 514,231 658,476
Allowance for credit losses (4,131,598) (3,422,010)
Loans, net of allowance $ 428,625,231 $ 353,374,699

As of December 31, 2024, there were $145,484,450 of loans pledged to the FHLB of Atlanta to secure a
$84,967,723 line of credit with $4,000,000 outstanding balance. As of December 31, 2023, there were
$95,072,694 of loans pledged to the FHLB of Atlanta to secure a $54,766,272 line of credit with no outstanding
balance. At December 31, 2024, there were $15,952,964 of loans pledged to the Federal Reserve Bank to secure
a $14,186,438 line of credit with no outstanding balance. At December 31, 2023, there were $17,878,814 of loans
pledged to the Federal Reserve Bank to secure a $15,511,606 line of credit with no outstanding balance.

Note 5—Allowance for credit losses and credit quality

The following tables summarizes the activity related to the allowance for credit losses for the years ended
December 31, 2024 and December, 31, 2023 under the CECL methodology.

Commercial Consumer Commercial
December 31, 2024 Real Estate Real Estate and Industrial Consumer Other Total
Allowance for credit losses:
Beginning balance $ 1925822 $ 1,198,282 § 279,956 % 17950 $ - $ 3,422,010
Charge-offs - (16,842) - - - (16,842)
Recoveries 12,500 2,301 - - - 14,801
Provision 421,115 220,821 68,098 1,595 - 711,629
Ending balance - total $ 2,350,437 $ 1404562 $ 348,054 $ 19,545 § - $ 4,131,598
Commercial Consumer Commercial
December 31, 2023 Real Estate Real Estate and Industrial Consumer Other Total
Allowance for credit losses:
Beginning balance $ 1,453,036 $ 925435 $ 218,020 $ 33,346 $ 541,612 $ 3,171,449
Adjustment to allowance for 390,689 169,419 (10,175) (4,202) (541,612) 4,119
Charge-offs - - - - - -
Recoveries 12,500 - - - - 12,500
Provision 69,597 103,428 72,111 (11,194) - 233,942
Ending balance - total $ 1925822 $§ 1,198,282 $ 279,956 $ 17,950 $ - $ 3,422,010
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Note 5—Allowance for credit losses and credit quality (continued)

Internally assigned risk ratings assist the Bank in determining the risk profile of each loan in the loan portfolio and
changes in the internally assigned risk ratings are useful in monitoring trends in the loan portfolio quality. The four
categories used by the Bank are Pass, Special mention, Substandard and Doubtful and can be generally
described as follows:

Pass — These loans have a risk profile which range from superior quality with minimal credit risk to loans
requiring management attention but still have an acceptable risk profile and continue to perform primarily
as contracted.

Special Mention — These loans generally have underwriting guideline tolerances and/or exceptions with no
identifiable mitigating factors. These loans may also be currently performing satisfactorily but with potential
weaknesses that may, if not corrected, weaken the asset or inadequately protect the Bank’s position at
some future date. Potential weaknesses are the result of deviations from prudent lending practices. The
loans may also have adverse economic conditions that developed subsequent to the loan origination that
do not jeopardize liquidation of the debt but do substantially increase the level of risk.

Substandard — These loans are inadequately protected by the current sound net worth and paying capacity
of the obligor or of the collateral pledged, if any. Loans classified as substandard must have a well-defined
weakness or weaknesses that jeopardize the liquidation of the debt; they are characterized by the distinct
possibility that the Bank will sustain some loss if the deficiencies are not corrected. These loans are no
longer considered to be adequately protected due to the borrower’s declining net worth, lack of earnings
capacity, declining collateral margins and/or unperfected collateral positions. A possibility of loss of a portion
of the loan balance cannot be ruled out. The repayment ability of the borrower is marginal or weak and the
loan may have exhibited excessive overdue status or extensions and/or renewals.

Doubtful — The loans have all the weaknesses inherent in loans classified Substandard, plus 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. The ability of the borrower to service the
debt is extremely weak, overdue status is constant, the debt has been placed on nonaccrual status, and no
definite repayment schedule exists. Certain events may occur which would salvage the debt including an
injection of capital into the borrower, alternative financing obtained by the borrower or liquidation of assets
or the pledging of additional collateral by the borrower.
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Note 5—Allowance for credit losses and credit quality (continued)

The following table presents the Bank’s recorded investment in loans by credit quality indicators by year of
origination as of December 31, 2024:

Term Loans by Year of Origination

2024 2023 2022 2021 2020 Prior Rewolving Total
Commercial real estate
Pass $39,360,293 $21,932,429 § 47,495,865 $46,518,829 $27,618,738 $28,319,620 $ 2845406 $214,091,180
Special Mention - - - - - 123,786 - 123,786
Substandard - - - - - 155,437 - 155,437

Doubtful

Total commercial real estate $39,360,293 § 21,932,429 § 47,495,865 $46,518,829 $27,618,738 $28598843 § 2845406 $214,370,403

Current period gross write-offs ~ § - 3 - 3 - § - § - § - 9 - § -

Consumer real estate

Pass $37,502,734  § 24,400,556 $ 13,772,980 $18,362,585 $ 4,912,846 $ 7,371,975 $ 64,683,732 $171,007,408
Special Mention 70,000 - - - - - 317,314 387,314
Substandard - - - - - - 56,353 56,353
Doubtful

Total consumer real estate $37,572,734  $24,400,556 $ 13,772,980 $18,362,585 § 4,912846 $ 7,371,975 § 65,057,399 $171,451,075

Current period gross write-offs ~ $ - 8 - $ - 3 -8 -8 - 3 - $ -

Commercial and Industrial
Pass $17,648472 § 6,272,616 $ 7,393,258 $ 3241717 § 95107 $ 2518532 $§ 7,225,139 § 44,394,841
Special Mention - - -

Substandard - - - - - - - .
Doubtful

Total commercial and industrial $17,648,472 § 6,272,616 § 7,393258 § 3241717 § 95107 § 2,518,532 § 7,225139 § 44,394,841

Current period gross write-offs ~ § - 3 - 3 - § - § - 9 - 9 - § -
Consumer
Pass $ 736647 § 220582 §$ 503982 $ 80,752 $ 281 § - $ 483,323 § 2,025,567
Special Mention - - - - - - - -
Substandard - - - - - - 712 712
Doubtful - - - - - - - -
Total consumer $ 736647 § 220582 § 503982 $§ 80,752 § 281§ - $ 484,035 § 2,026,279
Current period gross write-offs ~ $ - $ - $ - $ - $ - § 16842 § - $ 16,842
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Note 5—Allowance for credit losses and credit quality (continued)

The following is a past due aging analysis of the Bank’s loan portfolio, excluding loans held for sale, by loan class

as of December 31, 2024 and 2023:

30-59 Days 60-89 Days Greater than Total Past Due

Past Due and Past Due and 90 Days and and Still Nonaccrual Current Total
December 31,2024 Still Accruing _ Still Accruing  _ Still Accruing Accruing Loans Loans Loans
Commercial real estate $ - $ - $ - $ - 3 - $214370,403 $214,370,403
Consumer real estate - - - - - 171,451,075 171,451,075
Commercial and industrial - - - - - 44,394,841 44,394,841
Consumer - - - - - 2,026,279 2,026,279

$ - 3 - § - 3 - $ - $432,242,598  $432,242,598
December 31,2023
Commercial real estate $ - 8 - 8 -3 - 8 - $191,483,724 $191,483,724
Consumer real estate - - - - 43,877 127,362,133 127,406,010
Commercial and industrial - - - - - 35,480,769 35,480,769
Consumer - - - - - 1,767,730 1,767,730

$ - 3 - S - % - 8 43,877 $356,094,356  $ 356,138,233

At December 31, 2024, the Bank did not have any loans that were on nonaccrual. At December 31, 2023, the
Bank had one consumer real estate loan totaling $43,877 that was on nonaccrual.

The Bank did not recognize any interest income on nonaccrual loans during the year ended December 31, 2024.

The Bank did not write off any accrued interest receivables by reversing interest income during the year ended
December 31, 2024.

The Bank designates individually evaluated loans on nonaccrual status as collateral-dependent loans, as well as
other loans that management of the Bank designates as having higher risk. Collateral-dependent loans are loans
for which the repayment is expected to be provided substantially through the operation or sale of the collateral
and the borrower is experiencing financial difficulty. These loans do not share common risk characteristics and
are not included within the collectively evaluated loans for determining the allowance for credit losses. Under
CECL, for collateral-dependent loans, the Bank has adopted the practical expedient to measure the allowance for
credit losses based on the fair value of collateral. The allowance for credit losses is calculated on an individual
loan basis based on the shortfall between the fair value of the loan's collateral, which is adjusted for liquidation
costs/discounts, and amortized cost. If the fair value of the collateral exceeds the amortized cost, no allowance is
required.

As of December 31, 2024, the bank did not have any individually evaluated loans. The bank had one collateral-
dependent consumer real estate loan in the amount of $43,877 that was secured by residential real estate at
December 31, 2023. No allowance was required for this loan as the value of the collateral exceeded the amortized
cost.

Modifications made to borrowers experiencing financial difficulty

The allowance for credit losses incorporates an estimate of lifetime expected credit losses and is recorded on
each asset upon asset origination or acquisition. The starting point for the estimate of the allowance for credit
losses is historical loss information, which includes losses from modifications of receivables to borrowers
experiencing financial difficulty. The Bank uses a probability of default/loss given default model to determine the
allowance for credit losses. An assessment of whether a borrower is experiencing financial difficulty is made on
the date of a modification.
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Note 5—Allowance for credit losses and credit quality (continued)

Because the effect of most modifications made to borrowers experiencing financial difficulty is already included in
the allowance for credit losses because of the measurement methodologies used to estimate the allowance, a
change to the allowance for credit losses is generally not recorded upon modification. Occasionally, the Bank
modifies loans by providing principal forgiveness on certain of its real estate loans. When principal forgiveness is
provided, the amortized cost basis of the asset is written off against the allowance for credit losses. The amount
of the principal forgiveness is deemed to be uncollectible; therefore, that portion of the loan is written off, resulting
in a reduction of the amortized cost basis and a corresponding adjustment to the allowance for credit losses.

In some cases, the Bank will modify a certain loan by providing multiple types of concessions. Typically, one type
of concession, such as a term extension, is granted initially. If the borrower continues to experience financial
difficulty, another concession, such as principal forgiveness, may be granted.

At December 31, 2024, and December 31, 2023, the Bank did not have any loans modified to borrowers
experiencing financial difficulty.

Upon the Bank's determination that a modified loan (or portion of a loan) has subsequently been deemed
uncollectible, the loan (or a portion of the loan) is written off. Therefore, the amortized cost basis of the loan is
reduced by the uncollectible amount and the allowance for credit losses is adjusted by the same amount.

Unfunded commitments

The Bank maintains an allowance for off-balance sheet credit exposures such as unfunded balances for existing
lines of credit, commitments to extend future credit, as well as both standby and commercial letters of credit when
there is a contractual obligation to extend credit and when this extension of credit is not unconditionally cancellable
(i.e., the commitment cannot be canceled at any time). The allowance for off-balance sheet credit exposures is
adjusted as a provision for credit loss expense. The estimate includes consideration of the likelihood that funding
will occur, which is based on a historical funding study derived from internal information, and an estimate of
expected credit losses on commitments expected to be funded over its estimated life, which are the same loss
rates that are used in computing the allowance for credit losses on loans, and are discussed in Note 1.

On January 1, 2023, the Bank recorded an adjustment for unfunded commitments of $280,436 for the adoption
of ASC Topic 326. For the year ended December 31, 2024, the Bank recorded a provision for credit losses for
unfunded commitments of $7,699. At December 31, 2024, the liability for credit losses on off-balance sheet credit
exposures included in other liabilities was $416,006.

24



BLUEHARBOR BANK
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2024 AND 2023

Note 6—Property and equipment

Components of Property and Equipment — Components of property and equipment and total accumulated
depreciation at December 31, 2024 and 2023 are as follows:

2024 2023
Land $ 2,788,916 $ 2,788,916
Buildings and improvements 9,148,723 9,064,668
Furniture and equipment 1,134,439 916,264
Construction in process - 2,154
Property and equipment, net 13,072,078 12,772,002
Less accumulated depreciation (2,205,937) (1,686,457)
Property and equipment, net of depreciation $ 10,866,141 $ 11,085,545

Depreciation expense was $551,065 and $508,568 for the years ended December 31, 2024 and 2023,
respectively.

Lessee Leases — The Bank leases various office spaces for banking facilities under operating lease arrangements
with remaining lease terms of 5 months to 42 months. Future minimum lease payments required for all operating
leases at December 31, 2024 are as follows:

Years Ending December 31,

2025 $ 74,060
2026 36,360
2027 36,360
2028 36,360

$ 183,140

Total rent expense was $67,222 and $91,568 for the years ended December 31, 2023 and 1899, respectively.

The Bank maintains operating leases on buildings for the Mount Airy branch and the two loan production offices. As
of December 31, 2024, the Bank had operating ROU assets of $123,093 and operating lease liabilities of $124,883,
which are classified in other assets and other liabilities, respectively, in the balance sheet. As of December 31, 2023,
the Bank had operating ROU assets of $42,480 and operating lease liabilities of $43,070, which are classified in
other assets and other liabilities, respectively, in the balance sheet. The calculated amount of the ROU assets and
lease liabilities are impacted by the length of the lease term and the discount rate used to determine the present
value of the minimum lease payments. Certain lease arrangements contain extension options which typically range
from one to five years. These extension options are not included in the lease term as they are not generally
considered reasonably certain of exercise. Regarding the discount rate, the Bank utilizes its incremental borrowing
rate at lease inception, on a collateralized basis, over a similar term of the lease.
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Note 6—Property and equipment (continued)

The table below summarizes the annual activity of the Bank’s operating ROU assets:

2024 2023
Beginning balance, January 1 $ 42,480 $ 48,430
Operating ROU assets recognized during the year 132,416 52,680
Amortization of operating ROU assets (51,804) (58,630)
Ending balance $ 123,092 $ 42,480

The table below summarizes other information related to the Bank’s operating leases:

2024 2023
Cash paid for amounts related to operating leases $ 69,569 $ 91,568
Total operating lease costs 67,222 73,864
Weighted-average remaining lease term — operating leases, in years 3.31 1.54
Weighted-average discount rate — operating leases 4.67% 4.70%

The table below summarizes the maturity of remaining operating lease liabilities as of December 31, 2023:

Years Ending December 31,

2025 $ 44,160
2026 36,360
2027 36,360
2028 18,180

Total lease payments 135,060
Less interest (10,177)

Operating lease liability $ 124,883

Lessor Leases — The Bank’s only lessor lease is for the occupied office space at its operations facility. The lease
is not a sales-type or direct financing lease and is considered an operating lease. The lease has a defined term
of 15 years and has two renewal options for five years each. Income from operating leases is reported within
leasing income in the Bank’s income statement. The leasing income was $634,720 and $631,140 for the years

ended December 31, 2024 and 2023, respectively.

The table below summarizes the maturity of operating lease receivables as of December 31,2024

Years Ending December 31,

2025 $ 516,519
2026 526,850
2027 537,387
2028 548,134
2029 559,097
Over 5 years 2,811,129

Total lease receivables $ 5,499,116
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Note 7—Deposits

The aggregate amount of time deposits in denominations that met or exceeded the FDIC insurance limit of
$250,000 or more at December 31, 2024 and 2023 was $42,985,617 and $26,284,820, respectively. At
December 31, 2024, the scheduled maturities of time deposits are as follows:

Years Ending December 31,

2025 $ 83,886,466
2026 161,280
2027 111,971
2028 57,188
2029 286,222

$ 84,503,127

Brokered deposits totaled $18,256,834 and $7,031,450 as of December 31, 2024 and 2023, respectively.

At December 31, 2024, the Bank had one deposit relationship which comprised approximately 7% of total
deposits.

Note 8—Borrowings

Lines of Credit — The Bank has established credit facilities to provide additional liquidity if and as needed. These
credit facilities consist of unsecured lines of credit with correspondent banks for federal funds purchased totaling
$48,500,000, a secured line of credit with FHLB of Atlanta of $90,967,723, and a secured line of credit with the
Federal Reserve Bank of $14,186,438 for a total of $153,654,161 available. At December 31, 2024, the Bank had
a letter of credit in the amount of $2,000,000 with the FHLB. The letter of credit was established in 2020 to pledge
as collateral for public deposits that exceed the limits insured by the Federal Deposit Insurance Corporation. The
Bank also had $4,000,000 in advances outstanding with the FHLB.

Note 9—Fair value of financial instruments

The Bank utilizes fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. Securities available-for-sale, trading securities and derivatives, if present, are
recorded at fair value on a recurring basis. Additionally, from time to time, the Bank may be required to record at
fair value other assets on a nonrecurring basis, such as loans held for sale, loans held for investment and certain
other assets. Their nonrecurring fair value adjustments typically involve application of lower of cost or market
accounting or write-downs of individual assets.
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Note 9—Fair value of financial instruments (continued)

Fair Value Hierarchy — Under FASB ASC Topic 820, Fair Value Measurements and Disclosures, the Bank groups
assets and liabilities at fair values in three levels, based on the markets in which the assets and liabilities are
traded and the reliability of the assumptions used to determine fair value. These levels are:

Level 1 — Valuation is based upon quoted prices for identical instruments traded in active markets.

Level 2 — Valuation is based upon quoted prices for similar instruments in active markets, quoted prices for
identical or similar instruments in markets that are not active, and model-based valuation techniques for
which all significant assumptions are observable in the market.

Level 3 — Valuation is generated from model-based techniques that use at least one significant assumption
not observable in the market. These unobservable assumptions reflect estimates of assumptions that
market participants would use in pricing the asset or liability. Valuation techniques include use of option
pricing models, discounted cash flow models and similar techniques.

Following is a description of valuation methodologies used for assets and liabilities recorded at fair value.

Investment Securities Available-for-Sale — Investment securities available-for-sale are recorded at fair value on a
recurring basis. Fair value measurement is based upon quoted prices, if available. If quoted prices are not
available, fair values are measured using independent pricing models or other model-based valuation techniques
such as the present value of future cash flows, adjusted for the security’s credit rating, prepayment assumptions
and other factors such as credit loss assumptions. Level 1 securities include those traded on an active exchange,
such as the New York Stock Exchange, U. S. Treasury securities that are traded by dealers or brokers in active
over-the-counter markets, and money market funds. Level 2 securities include mortgage-backed securities issued
by government sponsored entities, municipal bonds, and corporate debt securities. Securities classified as Level
3 include corporate debt securities in less liquid markets.

Loans Held for Sale — Loans held for sale are carried at cost, which is estimated to be fair value given the short
period of time a loan is held for sale. Loans held for sale are reported in the Level 2 fair value category.

Individually Evaluated Loans — The Bank does not record loans at fair value on a recurring basis. The fair value
of individually evaluated loans is estimated using one of several methods, including collateral value, liquidation
value, and discounted cash flows. When the fair value of collateral is based on an observable market price or a
current appraised value, the Bank records the individually evaluated loan as Level 2. If the fair value of the loan
is based on criteria other than observable market prices or current appraised value, the loan is recorded as Level
3.

Other Real Estate Owned — Other real estate owned is adjusted to fair value upon transfer of the loans to
foreclosed assets. Other real estate owned is carried at the lower of the carrying value or fair value. Fair value is
primarily based upon independent observable market prices or appraised values of the collateral, which the Bank
considers to be Level 2 inputs. In addition, fair value may be based upon the currently listed sales price for the
foreclosed asset, which the Bank considers to be Level 3 inputs. Level 3 inputs are only used in the event that the
currently listed sales price of the collateral falls below the independent observable market prices or appraised
values of the collateral.

28



BLUEHARBOR BANK

NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2024 AND 2023

Note 9—Fair value of financial instruments (continued)

General — The Bank has no liabilities carried at fair value or measured at fair value on a recurring or nonrecurring
basis. Below is a summary of assets carried at fair value or measured at fair value on a recurring or nonrecurring

basis as of December 31, 2024 and 2023:

December 31,2024

Recurring Basis:

Investment in securities

available-for-sale:
US Government and federal
agencies

Mortgage-backed securities
Municipal securities
Corporate debt securities

Total assets at fair value

Nonrecurring Basis:

Individually evaluated loans, net of related

allowance for credit losses:
Consumer real estate

Total individually evaluated loans,

net of allowance for
creditlosses
Loans held for sale

Total assets at fair value

December 31,2023
Recurring Basis:
Investment in securities
available-for-sale:
US Treasuries
US Government and federal
agencies
Mortgage-backed securities
Municipal securities
Corporate debt securities

Total assets at fair value

Nonrecurring Basis:

Individually evaluated loans, net of related

allowance for credit losses:
Consumer real estate

Total individually evaluated loans,

net of allowance for
creditlosses
Loans held for sale

Total assets at fair value

Total Level 1 Level 2 Level 3
$ 1,102,472 $ - 1,102,472 -
10,221,982 10,221,982 -
12,771,222 12,771,222 -
3,163,020 2,311,351 851,669
$ 27,258,696 $ - 26,407,027 851,669
$ - $ - - -
$ - - - -
Total Level 1 Level 2 Level 3
$ 7,360,313 $ 7,360,313 - -
1,179,093 - 1,179,093 -
11,492,650 11,492,650 -
13,597,797 13,597,797 -
2,982,835 1,689,799 1,293,036
$ 36,612,688 $ 7,360,313 27,959,339 1,293,036
$ 43,877 $ - - 43,877
43,877 - - 43,877
$ 43,877 $ - - 43,877
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Note 9—Fair value of financial instruments (continued)

For Level 3 assets measured at fair value on a recurring or non-recurring basis as of December 31, 2024 and
2023, the significant unobservable inputs used in the fair value measurements were as follows:

General Range

Fair Value at Fair Value at Significant of Significant
December 31, December 31, Valuation Unobservable Unobservable
2024 2023 Technique Inputs Input Values
Individually evaluated, net of related
allowance for credit losses: $ - $ 43,877 Appraised Discounts to 0-18%
Value/ reflect current
Discounted market
Cash Flows/ conditions,
Market Value unltimate
of Note collectabilty,
and estimated
costs to sell

For assets and liabilities that are not presented on the balance sheet at fair value, the Bank uses the following
methods to determine fair value:

Fair value estimates are made at a specific point in time, based on relevant market information and information
about the financial instrument. These estimates do not reflect any premium or discount that could result from
offering for sale at one time the Bank’s entire holdings of a particular financial instrument. Because no market
exists for a portion of the Bank’s financial instruments, fair value estimates are based on judgments regarding
future expected loss experience, current economic conditions, risk characteristics of various financial instruments,
and other factors. These estimates are subjective in nature and involve uncertainties and matters of significant
judgment and therefore cannot be determined with precision. Changes in assumptions could significantly affect
the estimates.

Fair value estimates are based on existing on and off balance sheet financial instruments without attempting to
estimate the value of anticipated future business and the value of assets and liabilities that are not considered
financial instruments. Significant assets or liabilities not considered financial instruments include deferred tax
assets and premises and equipment. In addition, the tax ramifications related to the realization of the unrealized
gains and losses can have a significant effect on fair value estimates and have not been considered.

The Bank’s fair value methods and assumptions for assets and liabilities that are not presented on the balance
sheet at fair value are as follows:

Cash and Cash Equivalents, FHLB Stock, Accrued Interest Receivable, and Accrued Interest Payable —
The carrying value is a reasonable estimate of fair value.

Loans Held for Sale — The carrying value is a reasonable estimate of fair value based up the short period
of time these loans are held prior to sale in the secondary market.

Loans, Net — The carrying value for variable rate loans is a reasonable estimate of fair value due to
contractual interest rates based on prime. Fair value for fixed rate loans is estimated based upon discounted
future cash flows using discount rates comparable to rates currently offered for such loans.

Deposit Accounts — The fair value of certificates of deposit is estimated using rates currently offered for

deposits of similar remaining maturities. The fair value of all other deposit account types is the amount
payable on demand at year end.
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Note 9—Fair value of financial instruments (continued)

Repurchase Agreements, Federal Funds Purchased and FHLB Borrowings — The carrying value of variable
rate borrowings is considered to approximate fair value.

Commitments to Extend Credit and Standby Letters of Credit — The large majority of the Bank’s loan
commitments are at variable rates, and therefore, are subject to minimal interest rate risk exposure.
Therefore, the fair value of these financial instruments is considered to approximate the commitment
amount.

For loans, the carrying amount is net of unearned income and the allowance for credit losses. The fair value of
loans as of December 31, 2024 and 2023 was measured using an exit price notion.

Based on the limitations, methods, and assumptions noted, the estimated fair values of the Bank’s financial
instruments at December 31, 2024 and 2023 are as follows:

2024 2023
Carrying Fair Carrying Fair
Value Value Value Value
Financial assets:
Cash and cash equivalents $ 28,867,182 $ 28,867,182 $ 15,422,064 $ 15,422,064
Investment secuirities,
available-for-sale 27,258,696 27,258,696 36,612,688 36,612,688
FHLB stock 493,100 493,100 286,500 286,500
Loans held for sale - - - -
Loans, net 428,625,231 415,217,402 353,374,699 338,860,711
Financial liabilities:
Deposit accounts $440,733,082 $421,374,000 $ 374,829,306 $355,892,290

Note 10—Stock and earnings per share

Upon opening, the Bank issued 1,900,000 shares of common stock. Share data for all periods reported are
reflective of stock dividends issued in prior periods. The Bank is authorized to issue 20,000,000 shares of common
stock with a par value of $5 per share and 5,000,000 shares of preferred stock with no par value.

Earnings Per Share — The following table details the computation of basic and diluted earnings per common share
for the years ended December 31, 2024 and 2023:

2024 2023
Net income available to common shareholders $ 6,786,909 $ 7,159,963
Weighted average shares outstanding, basic 2,942,628 2,913,484
Effect of dilutive securities 75,300 120,950
Weighted average shares outstanding, diluted 3,017,928 3,034,434
Basic earnings per common share $ 2.31 $ 2.46
Dilutive earnings per common share $ 2.25 $ 2.36
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Note 11—Income taxes

Current and Deferred Income Tax Components — The components of income tax expense (substantially all federal)
for the years ended December 31, 2024 and 2023 are as follows:

2024 2023
Current $ 2,085,744 $ 2,067,609
Deferred benefit (242,986) (21,633)
Income tax expense $ 1,842,758 $ 2,045,976

Deferred Income Tax Analysis — The significant components of net deferred tax assets at December 31, 2024 and
2023 are summarized as follows:

2024 2023
Deferred tax assets:
Allowance for credit losses $ 838,099 $ 670,797
Unfunded Commitments 94,756 93,809
Unrealized losses on securities 1,127,683 1,127,727
Supplemental executive retirement plan accrual 1,242,766 955,622
Stock compensation expense 52,870 87,823
Other 23,353 115,071
Deferred tax asset 3,379,527 3,050,849
Deferred tax liabilities:
Deferred loan costs 326,389 327,232
Depreciation 402,081 430,580
Other 129,372 14,294
Deferred tax liability 857,842 772,106
Net deferred tax asset $ 2,521,685 $ 2,278,743

The net deferred tax asset is included in other assets on the balance sheet. The Bank measures deferred tax
assets and liabilities using enacted tax rates that will apply in the years in which the temporary differences are
expected to be recovered or paid.

The income tax expense for the years ended December 31, 2024 and 2023, is reconciled to the amount of income
tax computed at the federal statutory rate of 21 percent on income before income taxes as follows:

2024 2023
Tax expense at statutory rate $ 1,812,230 $ 1,933,247
State income tax expense, net of federal expense 161,433 179,617
Decrease in taxes resulting from:
Stock based compensation (74,090) (38,704)
Other, net (56,815) (28,184)
Income tax expense $ 1,842,758 $ 2,045,976
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Note 11—Income taxes (continued)

The Bank has analyzed the tax positions taken or expected to be taken in its tax returns and concluded it has no
liability related to uncertain tax positions.

The Bank files income tax returns with the federal and state governments. With few exceptions, the Bank is no
longer subject to federal and state income tax examinations by tax authorities for tax years prior to 2020.

Note 12—Commitments and contingencies

Litigation — In the normal course of business, the Bank may be involved in various legal proceedings. At
December 31, 2024, management is not aware of any pending or threatened litigation or unasserted claims or
assessments that could result in losses, if any, that would be material to the financial statements.

Financial Instruments with Off-Balance-Sheet Risk — The Bank is party to financial instruments with off-balance-
sheet risk in the normal course of business to meet the financing needs of its customers. These financial
instruments include commitments to extend credit and standby letters of credit. These instruments involve, to
varying degrees, credit risk in excess of the amount recognized in the balance sheet.

The Bank’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument
for commitments to extend credit and standby letters of credit is represented by the contractual amount of those
instruments. The Bank uses the same credit policies in making commitments and conditional obligations as for
on-balance-sheet instruments.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. Since many of the commitments are expected to expire without being
drawn upon, the total commitment amounts do not necessarily represent future cash requirements. The Bank
evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if
deemed necessary by the Bank upon extension of credit, is based on management’s credit evaluation of the party.
Collateral held varies but may include accounts receivable, inventory, property and equipment, residential real
estate, and income-producing commercial properties.

Standby letters of credit are conditional financial commitments issued by the Bank to guarantee the performance
of a customer to a third party. Those guarantees are primarily issued to support public and private borrowing
arrangements. The credit risk involved in issuing letters of credit is essentially the same as that involved in
extending loan facilities to customers. Collateral held varies as specified above and is required in instances which
the Bank deems necessary.

At December 31, 2024 and 2023, the following financial instruments were outstanding whose contract amounts
represent credit risk:

2024 2023
Commitments to grant loans $ 75,701,821 $ 64,621,208
Unfunded commitments under lines of credit 80,246,605 79,110,923
Standby letters of credit 141,299 118,430
Commitments to Plexus Fund Il and IV 525,000 525,000
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Note 12—Commitments and contingencies (continued)

Concentrations of Credit Risk — Substantially all of the Bank’s loans and commitments to extend credit have been
granted to customers in the Bank’s market area and such customers are generally depositors of the Bank. The
concentrations of credit by type of loan are set forth in Note 4. The Bank’s primary focus is toward consumer and

small business transactions, and accordingly, it does not have a significant number of loans or commitments to
any single borrower or group of related borrowers.

The Bank from time to time may have cash and cash equivalents on deposit with financial institutions that exceed
federally insured limits.

Note 13—Regulatory restrictions

Dividends — The Bank, as a North Carolina banking corporation, may pay dividends only out of undivided profits
(retained earnings) as determined pursuant to North Carolina General Statutes Section 53C. However, regulatory
authorities may limit payment of dividends by any bank when it is determined that such a limitation is in the public
interest and is necessary to ensure financial soundness of the bank.

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

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain
minimum amounts and ratios (set forth in the table below) of total, Tier | capital, and Common Tier | capital to
risk-weighted assets, and of Tier | capital to average assets, as all those terms are defined in the applicable
regulations. As of December 31, 2024 and 2023, the Bank met all capital adequacy requirements to which it was
subject.
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Note 13—Regulatory restrictions (continued)

As of December 31, 2024 and 2023, the Bank met the criteria to be considered well capitalized under the
regulatory framework for prompt corrective action. To be categorized as well capitalized, the Bank must maintain
minimum total risk-based, Tier | risk-based, and Tier | leverage ratios. These minimum requirements as well as
the Bank’s actual capital amounts and ratios are presented in the following table:

Minimum to be Well

Minimum Capital Capitalized Under Prompt
Actual Requirement Corrective Action Provisions
Amount Ratio Amount Ratio Amount Ratio

December 31, 2024
Total Capital

(to Risk-Weighted Assets) $ 63,517 14.1% $ 35,937 8.0% $ 44,921 10.0%
Tier 1 Capital

(to Risk-Weighted Assets) $ 58,969 13.1% $ 26,953 6.0% $ 35,937 8.0%
Common Equity Tier 1 Capital

(to Risk-Weighted Assets) $ 58,969 13.1% $ 20,215 4.5% $ 29,199 6.5%
Tier 1 Capital

(to Average Assets) $ 58,969 12.0% $ 19,691 4.0% $ 24,614 5.0%
December 31, 2023
Total Capital

(to Risk-Weighted Assets) $ 57,012 15.3% $ 29,824 8.0% $ 37,280 10.0%
Tier 1 Capital

(to Risk-Weighted Assets) $ 53,182 14.3% $ 22,368 6.0% $ 29,824 8.0%
Common Equity Tier 1 Capital

(to Risk-Weighted Assets) $ 53,182 14.3% $ 16,776 4.5% $ 24,232 6.5%
Tier 1 Capital

(to Average Assets) $ 53,182 12.4% $ 17,192 4.0% $ 21,491 5.0%

In July 2013, the Federal Reserve and the FDIC approved revisions to their capital adequacy guidelines and
prompt corrective action rules that implement the revised standards of the Basel Committee on Banking
Supervision, commonly called “Basel Ill,” and address relevant provision of the Dodd-Frank Act. Basel Ill refers
to two consultative documents released by the Basel Committee on Banking Supervision in December 2009, the
rules text released in December 2010, and loss absorbency rules issued in January 2011, which include significant
changes to bank capital, leverage, and liquidity requirements.

The rules include new risk-based capital and leverage ratios, which became effective on January 1, 2015, and
revise the definition of what constitutes “capital” for purposes of calculating those ratios. The new minimum capital
level requirements applicable to the Bank are: (i) a new common equity Tier 1 capital ratio of 4.5 percent; (ii) a
Tier 1 capital ratio of 6.0 percent (increased from 4.0 percent); (iii) a total capital ratio of 8.0 percent (unchanged
from current rules); and (iv) a Tier 1 leverage ratio of 4.0 percent for all institutions. The rules eliminated the
inclusion of certain instruments, such as trust preferred securities, from Tier 1 capital. Instruments issued prior to
May 19, 2010, are grandfathered for companies with consolidated assets of $15 billion or less. The rules
established a “capital conservation buffer” of 2.5 percent above the new regulatory minimum capital requirements,
which must consist entirely of common equity Tier 1 capital and result in the following minimum ratios: (i) a
common equity Tier 1 capital ratio of 7.0 percent, (ii) a Tier 1 capital ratio of 8.5 percent and (iii) a total capital ratio
of 10.5 percent. The new capital conservation buffer requirement was phased in beginning in January 2016 at
0.625 percent of risk-weighted assets and increased by that amount each year until fully implemented in January
2019 at 2.5%. An institution will be subject to limitations on paying dividends, engaging in share repurchases, and
paying discretionary bonuses if its capital level falls below the buffer amount. These limitations will establish a
maximum percentage of eligible retained income that may be utilized for such actions.
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Note 14—Transactions with related parties

The Bank has entered into transactions with its directors, significant shareholders and their affiliates (related
parties). Such transactions were made in the ordinary course of business on substantially the same terms and
conditions, including interest rates and collateral, as those prevailing at the same time for comparable transactions
with other customers, and did not, in the opinion of management, involve more than normal credit risk or present
other unfavorable features. Annual activity consisted of the following:

2024 2023
Beginning balance $ 2,032,781 $ 2,785,308
New loans and advances 1,072,433 820,545
Repayments (808,758) (1,573,072)
Ending balance $ 2,296,456 $ 2,032,781

Deposits and repurchase agreements from related parties held by the Bank at December 31, 2024 and 2023
amounted to $6,627,655 and $6,059,150, respectively.

Note 15—Employee benefit plans

Defined Contribution Plan — The Bank maintains a profit sharing plan pursuant to Section 401(k) of the Internal
Revenue Code of 1986, as amended (the “Code”). The plan covers substantially all full-time employees who are
21 years of age and have completed 90 days of service. Participants may contribute a percentage of
compensation, subject to a maximum allowed under the Code. In addition, the Bank matches certain contributions
and may make additional contributions at the discretion of the Board of Directors. The Bank’s contributions were
$129,695 and $115,610 for the years ended December 31, 2024 and 2023, respectively.

Supplemental Executive Retirement Plan — The Bank maintains a Supplemental Executive Retirement Plan
(“SERP”) for its President and Chief Executive Officer, Joe |. Marshall, Jr., to which benefits will be contributed to
the extent permitted by Section 409A of the Code. The SERP provides for an annual retirement benefit of 70
percent of Mr. Marshall's average annual compensation from the Bank during the three calendar years preceding
his retirement, continuing on a monthly basis thereafter for a period of 20 years and vesting 10 percent annually
from the date the agreement was signed and 100 percent upon a Change in Control. The liability for the SERP
was $5,456,114 and $4,159,399 for the years ended December 31, 2024 and 2023, respectively and is included
on the balance sheet under other liabilities. The expense related to funding the SERP was $1,296,715 and
$491,345 for the years ended December 31, 2024 and 2023, respectively.

Stock Compensation Plans — The Bank has adopted both an Incentive Stock Option Plan and a Nonstatutory
Stock Option Plan (each a “Plan” and collectively, the “Plans”). Under each Plan, up to 273,600 shares may be
issued for a total of 547,200 shares. Options granted under both Plans expire no more than 10 years from the
date of grant. The exercise price for each option shall be set by the Board of Directors at the date of grant, but
shall not be less than 100 percent of fair market value of the related stock at the date of the grant. Under both
Plans, option vesting terms shall be set by the Board of Directors at the date of grant. All options granted under
the Plans vest annually over a five-year period from the date of the grant. There was no compensation expense
related to options granted for the years ended December 31, 2024 and 2023. The Plans expired on June 19, 2018,
and no additional grants may be awarded under either Plan.
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Note 15—Employee benefit plans (continued)

A summary of stock options outstanding under each Plan during the years ended December 31, 2024 and 2023
is as follows:

Incentive Nonstatutory
Plan Plan

Balance, December 31, 2022 $ 27,600 $ 38,392
Forfeited (6,000) -
Exercised (8,400) (4,800)
Balance, December 31, 2023 13,200 33,592
Forfeited - (4,792)
Exercised (13,200) (28,800)
Balance, December 31, 2024 $ - $ -

The Bank has also adopted an Omnibus Incentive Plan (“Omnibus Plan”) whereby certain stock-based rights,
such as stock options, restricted stock, or performance units, may be granted to eligible directors and employees.
Under the Omnibus Plan, 271,857 shares of the authorized and unissued shares of the Bank’s common stock can
be awarded. Options granted under the Omnibus Plan expire no more than 10 years from the date of grant. The
exercise price for each option shall be set by the Board of Directors at the date of grant but shall not be less than
100 percent of fair market value of the related stock at the date of the grant. Under the Omnibus Plan, option
vesting terms shall be set by the Board of Directors at the date of grant. All options granted so far under the Plans
vest annually over a five-year period from the date of the grant. During the year ended December 31, 2024, 7,800
incentive stock options were exercised, and no incentive options were forfeited under the Omnibus Plan and
during the year ended December 31, 2023, 6,600 incentive stock options were exercised, and no incentive options
were forfeited under the Omnibus Plan.

The Bank granted 15,000 options under the Omnibus Plan during the year ended December 31, 2024, and the
Bank did not grant any options under the Omnibus Plan during the years ended December 31, 2023. The weighted
average fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option-
pricing model with the following assumptions:

Grant Date February 2024 March 2024 May 2024
Total number of options granted 7,500 2,500 5,000
Expected volatility 28.42% 24.19% 21.94%
Expected dividend 0.00% 0.00% 0.00%
Expected term (years) 5.00 5.00 5.00
Risk free rate 4.28% 4.25% 4.54%

Compensation expense related to options granted under the Omnibus Plan was $47,934 and $39,564 for the
years ended December 31, 2024 and 2023, respectively.
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Note 15—Employee benefit plans (continued)

For the year ended December 31, 2024, the Bank granted 4,000 shares of restricted stock at a weighted average
grant date fair value of $21.10 per share under the Omnibus Plan. During the year ended December 31, 2023,
the Bank granted 19,750 shares of restricted stock at a weighted average grant date fair value of $17.43 per share
under the Omnibus Plan. As of December 31, 2024 and 2023, there were 16,650 and 9,500 shares of restricted
stock vested, respectively. The Bank recognizes compensation expense on the restricted stock grants over the
period of time the restrictions are in place (three years or five years from the grant date). The Bank recognized
compensation expense for restricted stock granted under the Omnibus Plan of $196,093 and $238,414 during the
years ended December 31, 2024 and 2023, respectively. The total unrecognized compensation expense related
to the restricted stock grants under the Omnibus Plan was $176,469 and $288,162 as of December 31, 2024 and
2023, respectively.

Under the Omnibus Plan, total shares available to be issued were 98,036 and 127,236 at December 31, 2024 and
2023, respectively.

A summary of option activity under all plans during the periods ended December 31, 2024 and 2023 is presented
below:

Weighted Average
Average Remaining Aggregate
Options Exercise Contractual Intrinsic
Outstanding Price Term Value *
Outstanding, December 31, 2022 151,792 $ 7.65 4.67 years 1,375,669
Exercisable, December 31, 2022 100,200 $ 7.16 3.30 years -
Granted - -
Forfeited (6,000) 8.38
Exercised (19,800) 6.81
Outstanding, December 31, 2023 125,992 $ 7.69 4.09 years 1,596,843
Exercisable, December 31, 2023 94,200 $ 7.38 3.33 years -
Granted 15,000 20.55
Forfeited (4,792) 6.68
Exercised (49,800) 6.92
Outstanding, December 31, 2024 86,400 $ 10.47 5.99 1,091,463
Exercisable, December 31, 2024 55,200 $ 8.42 5.28 years

* The aggregate intrinsic value of stock options in the table above represents the total pre-tax intrinsic value (the
amount by which the current market value of the underlying stock exceeds the exercise price of the option) that
would have been received by the option holders had all option holders exercised their options on December 31,
2024, 2023, and 2022. This amount changes based on changes in the market value of the Bank’s stock. The
fair value (present value of the estimated future benefit to the option holder) of each option grant is estimated
on the date of grant using the Black-Scholes option pricing model.
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Note 15—Employee benefit plans (continued)

There were 16,800 and 18,600 options vested during the years ended December 31, 2024 and 2023, respectively.
Total unrecognized compensation expense related to outstanding non-vested stock options will be recognized
over the following periods:

Years Ending December 31,

2025 $ 52,436
2026 19,400
2027 19,400
2028 19,400
2029 19,400

$ 130,036

Note 16—Subsequent events

Subsequent events are events or transactions that occur after the balance sheet date, but before financial
statements are issued. Recognized subsequent events are events or transactions that provide additional evidence
about conditions that existed at the date of the balance sheet, including the estimates inherent in the process of
preparing financial statements. Nonrecognized subsequent events are events that provide evidence about
conditions that did not exist at the date of the balance sheet but arose after that date.

Management has reviewed the events occurring through March 21, 2025, the date the financial statements were
issued and no subsequent events occurred that require accrual or disclosure.
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Board of Directors

Kelley Earnhardt Miller (ChairMman) ........cooouiiiiiiii et JR Motorsports
ADIGAIT JENNINGS .ot et e et e e s et e e e e et e e e s anre e e Lake Norman Realty
O 10 T/ ] = SRR blueharbor bank
3 0T T =T =] = R Chick-fil-A, Inc.
ROCK PICKard, Jr. ... Central Carolina Insurance Agency
Bill Pope (Vice ChairMan) .........coooiuiiiiiiee ettt s et e e e e e e e st r e e e e e e s ennnbaeeeaaee s Pope McMillan, P.A.
R B. SI0@N, L. e e e Southeastern Data Cooperative
Louis Stanfield, Jr.........cccooiiiiiiii e, Stanfield & Blackman, LLC and Stanfield & Company, LLC
Lo [ == o 11 P Techmet Carbides, Inc.
Employees
JIMMArShall ......ooiiii e e President and Chief Executive Officer
DON FIOWE ...t Senior Vice President and Chief Credit Officer
Chris NIChOIS ......ocveiiiiiiiiie e Senior Vice President and Senior Commercial Lender
KM AIWEIL ... Senior Vice President and Commercial Banker
GOrdon QUAES .......coeeiiiiieeee e Senior Vice President and Market Executive
F N g o | Lo =Tt Yo ] o PO PRPPT PP Market President
Lindsey HUffMan...........ooooi e Vice President and Chief Financial Officer
107 I = 1 <o T o S Vice President and Controller
Gerald HUFfMaN ... Vice President and Commercial Lender
Cliff HUNNICUTE ... Vice President and Branch Manager
Thom KINCAIA ... e e e e Vice President and Commercial Lender
SC= T T =Y (=T =T o [ Vice President and Mortgage Lender
Heather TroUutman ..........ooovviiiiiiieeeeeeeeeeeeeeeeeeeee e Vice President and Mortgage Lender
Danielle JORNSON ........ccovviiiiiiiiiiiie Vice President and Deposit Operations Manager
Beth Mills.....coooei Vice President and Loan Operations Manager
=Yoo o TR Vice President and Senior Credit Officer
TINA BULCHET . Vice President and Branch Manager
Jennifer Mahaffey ... ..o et e e b e e Branch Manager
SEEANI BRANE ... i e e Loan Operations Specialist
[T 0o 1V o TP PRP Mortgage Loan Officer
TORY FOMENDEIY ... e Treasury Services Specialist
(03 141 o L= €1 Te [0 [=1 o SRR Operations Specialist
T oI o (o To] 1= OO PP PP OPPTPPPPP Operations Specialist
Blake HUNL ... e e e e ee e e e Commercial Banking Associate
Kelsey NOMWOOM ... Loan Compliance and Operations Specialist
RS TU oIS =1 01RO Executive Assistant
Maria Weatherman ......... ..ot e e e e Commercial Loan Assistant
G 1 L= T 1Y SRR Lead Universal Associate
LeSHE RAMIMEZ.....coiiiiiie et e e e e e e e e e e Lead Universal Associate
o = T ==Y OSSR Universal Associate
N[0 Y =T ] o [PPSR Universal Associate
LT 0 F= T I F= AV o £ o Universal Associate
RS T0 7= 0 - 1o 1o 1| SRS Universal Associate
L LSS T o P 1 Universal Associate
I [T To N T o 1= T PP UEPP PP Universal Associate
JUSHIN SAUNGEIS ...ttt s e e e st e e e e st e e e e st e e e e nnbeeeeenteeeeenaeeeeennees Universal Associate
SNEITY SPANN ..ottt e e e e e e e e e e e e e e e e et eeee e e e e e e abarereaeeeeeaanrrrees Universal Associate
L= L= TS 0100041 PSR SS Universal Associate
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Annual Meeting

The 2024 Annual Meeting of Shareholders of the Bank will be held on May 19th, 2024, at 4:30 p.m., Eastern
Daylight Savings Time, at the Bank’s headquarters, 106 Corporate Park Drive, Mooresville, North Carolina 28117.

Request for Information

Requests for information should be directed to Jim Marshall, President and Chief Executive Officer, at blueharbor
bank, Post Office Box 3546, Mooresville, North Carolina 28117.

Independent Auditors Stock Transfer Agent
Cherry Bekaert LLP Broadridge Corporate Issuer Solutions, Inc.
101 S. Fifth Street, Suite 2100 Post Office Box 1342
Louisville, KY 40202 Brentwood, NY 11717

Federal Deposit Insurance Corporation

The Bank is a member of the Federal Deposit Insurance Corporation. This Annual Report has not been reviewed,
or confirmed for accuracy or relevance by the Federal Deposit Insurance Corporation.

Mailing Address Internet Address

blueharbor bank http://www.blueharborbank.com/
Post Office Box 3546
Mooresville, North Carolina 28117

Stock Information

Market Information — The Bank’s common stock began trading on July 7, 2008. As of March 21, 2025, there were
approximately 385 holders of record, not including the number of persons or entities whose stock is held in
nominee or street name through various brokerage firms or banks. The Bank’s stock is traded on the OTCQX
Market under the symbol BLHK.

Dividend Information —On January 28, 2013, the Board of Directors declared a 20 percent stock dividend that was
paid on March 5, 2013, to shareholders of record at the close of business on February 15, 2013. On February 12,
2016, the Board of Directors declared a 20 percent stock dividend that was paid on March 21, 2016, to
shareholders of record at the close of business on February 29, 2016. On March 8, 2021 the Board of Directors
declared a $0.10 per share dividend to be paid on April 9, 2021 to shareholders of record at the close of business
on March 19, 2021. On June 17, 2024, the Board of Directors declared a $0.20 per share dividend to be paid on
July 5, 2024 to shareholders of record at the close of business on June 27, 2024 and on November 21, 2024, the
Board of Directors declared a $0.20 per share dividend to be paid on December 13, 2024 to shareholders of
record at the close of business on December 3, 2024. In determining whether to declare future dividends, the
Board of Directors will take into account the Bank’s operating results, capital requirements, financial condition, tax
considerations and other relevant factors including federal and state regulatory restrictions on dividends. Also, the
Bank’s ability to declare and pay future cash dividends will be dependent upon, among other things, restrictions
imposed by bank regulators and capital requirements of federal and state law.
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Stock Buyback — On January 29, 2013, the Bank reported the approval of a stock repurchase plan to repurchase
up to $250,000 of common stock over a twelve-month period, representing approximately 2.5 percent of the
common stock outstanding. No shares were repurchased during the approved twelve-month period. On October
21, 2015, the Bank reported the approval of a stock repurchase plan to repurchase up to $400,000 of common
stock over a twelve-month period, representing approximately 2.4 percent of the common stock outstanding. A
total of 20,300 shares of common stock were repurchased under this plan with a weighted-average per share
price of $7.66. In March of 2020, the Bank approved a stock repurchase plan to repurchase up to $500,000 of
common stock over a twelve-month period, representing approximately 2.2 percent of the common stock
outstanding. A total of 47,827 shares were repurchased under this plan with a weighted-average per share price
of $10.19. In February of 2021, the Bank approved a stock repurchase plan to repurchase up to $750,000 of
common stock over a twelve-month period, representing approximately 2.2 percent of the common stock
outstanding. In April 2022, this repurchase plan was extended 12 months to April 2023 and lowered to $400,000
of common stock. A total of 24,220 shares have been repurchased under this plan with a weighted-average per
share price of $13.62. In April of 2023, the Bank approved a stock repurchase plan to repurchase up to $500,000
of common stock over a twelve-month period, representing approximately one percent of the common stock
outstanding. A total of 25,220 shares were repurchased under this plan with a weighted average per share price
of $19.55. In August 2023, the Bank approved a stock repurchase plan to repurchase up to $500,000 of common
stock over a twelve-month period, representing less than one percent of the common stock outstanding. A total of
27,920 shares have been repurchased under this plan with a weighted average per share price of $19.47. In May
2024, the Bank approved a stock repurchase plan to repurchase up to $1,000,000 of common stock over a twelve-
month period, representing approximately 1.6% of the common stock outstanding. A total of 12,918 shares have
been repurchased under this plan with a weighted average per share price of $20.42.
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FIVE GREAT LOCATIONS TO SERVE YOU

Mooresville Branch Statesville Branch
Located in Morrison Plantation Located in Downtown Statesville
106 Corporate Park Drive 108 N. Tradd Street
Mooresville, NC 28117 Statesville, NC 28677
(704) 662-7700 (704) 380-3101
Mount Airy Branch Belmont Office
Located in Downtown Mount Airy 409 E. Catawba Street
954 N. Main Street Belmont, NC 28012
Mount Airy, NC 27030 (704) 461-8013

(336) 429-5990

Hickory Office
2131 North Center Street

Hickory, NC 28601
(828) 446-0838

FDIC www.blueharborbank.com P
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