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Our Mission

Our mission is to profitably
invest in the growth of our
communities through the
provision of financial
products and services to
create inclusive economic
development.
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Dear Fellow Shareholders:

In our letter last year, we looked ahead with excitement to the year 2025 due to the
opportunities which we believed would present themselves. While it was a year of strong
performance, it did not provide an opportunity to deploy capital in a way that marked
transformative growth for the Corporation. The year was consistent with our core aim of
creating durable, long-term value. We meet our long-term objectives through steady
execution against a disciplined strategy and continually improving our operations; all of
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We are a strategic organization in both thought and execution. As bankers, the
management of risk is our central discipline - understanding it, properly pricing it, and
ultimately choosing the risks to take. In 2025, events which were predictable and
consistent became less so. In our industry, the Community Development Financial
Institution Fund (“CDFI”) was deemed to have matured to the point of requiring much
less public support and to be capable of sustaining itself through private market
dynamics. The infrastructure for the requlation of all banks shrunk; all while emergent
economic risk due to private credit, global conflict, new trade regimes, and stubborn
inflation became clearer.
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The year 2025 also marked the return of mergers and acquisition activity in the
banking sector. Our industry is aging and community banks have underinvested in
talent and institutional succession. In the coming years, | believe we will see
continued consolidation among the over 4,000 remaining banks. Those that remain
independent will be those that have prepared themselves for opportunity.

It often goes unnoticed that at their core, banks have always been pioneers in the use
of technology. Just remember how revolutionary credit scoring, ATMs, online banking,
and remote deposit were when they first emerged. While the fundamental aspects of
what we do, attract deposits, lend, and manage risk, remain, the way that we perform
those tasks continues to evolve. Thoughtful investment and implementation of
technology will allow us to do more with less. It expands our market opportunity;
improves our ability to provide exceptional customer service, and it makes us more
efficient. We must always consider our customers and have a relentless focus on
competing in areas where we have a competitive advantage.

Bank Holding Company Awardee Awards
JP Morgan Chase & Co. Chase New Markets Corporation 15
Harbor Bankshares Corporation  Harbor Bankshares Corporation

U.S. Bancorp USBCDE, LLC 14
Truist Financial Corporation Truist Community Development Enterprise, LLC 12
Capital One Financial Corporation  Capital One Community Renewal Fund, LLC 11
PNC Financial Corporation PNC Community Partners, Inc. 10
BMO Financial Corporation BMO Harris New Markets Fund, LLC 9
Bank of America Corporation Bank of America CDE, LLC 8
Well Fargo & Company Wells Fargo Community Development Enterprises, Inc. 7
Broadway Financial Corporation City First New Markets Fund II, LLC 7
CitiGroup Inc. Citibank NMTC Corporation 6

Harbor Bankshares Corporation



Highlights:

Special Dividend
We announced a special dividend of $0.50 for common shareholders. This dividend
reflects our continued confidence in the Corporation’s financial health and prospects.

New Market Tax Credit Award

We were successful in being awarded our fourteenth allocation of New Markets Tax

Credit (“NMTC") authority from the U.S. Treasury CDFI Fund.Our NMTC franchise has
consistently competed successfully with some of the largest financial institutions in
the country. In 2025, Congress permanently extended NMTCs, which had previously

required periodic reauthorization.

EmpowerShares Money Market Fund

The Harbor Bank of Maryland offers the J.P. Morgan EmpowerShares Money Market
Funds under a distribution agreement. This product has grown to be a substantial
contributor of core fee income. In 2025, assets under our distribution agreement had a
high-water mark of more than $1.5 billion.

Capital Base

At year-end 2025, the Bank's Community Bank Leverage Ratio was 12.3%. This
indicator reflects the amount of true equity capital backing our balance sheet.Our
capital base reflects our financial stability and our capacity for strategic investment.

The Harbor Bankshares Corporation belongs to you, our shareholders. You have
entrusted us with your capital and with your patience and support, we have deployed it
thoughtfully and profitably.

On behalf of the entire team at Harbor, we thank you for your trust, confidence, and
support.

Sincerely,
HARBOR BANKSHARES CORPORATION

John D. Lewis Joseph Haskins, Jr.
President & CEO Chairman
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Habitat for Humanity Randolph Road Project

Harbor Bankshares is proud to support the Habitat
for Humanity Randolph Road Project through New
Market Tax Credits. This impactful partnership
helped bring 24 condos, 168 apartments, and 3
single-family homes to life at the Allium Place
community. The ribbon cutting ceremony marked

a significant milestone, providing 27 new
opportunities for homeownership and
strengthening the fabric of our local community.

The Enolia Apartments

Harbor Bankshares is honored to
support The Enolia Apartments on
Harford Road in Baltimore, Maryland.
The Enolia is a five-story, 151-unit
residential community developed by
MCB Real Estate on a 3.3 acre site at
4529 Harford Road. Designed to
support higher-education housing
needs, the property serves students
attending Morgan State University,
located less than a mile away,
providing convenient access to
campus while contributing to the
community’s growth and stability.

Harbor Bankshares Corporation 7
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Juneteenth Celebration

Harbor Bank hosted another annual Juneteenth
Celebration at our Northwood branch. Colleagues
and community members gathered for the
organization’s annual Juneteenth celebration,
recognizing history, culture, and unity. The event
fostered meaningful dialogue and collaboration,
reinforcing our ongoing commitment to community
engagement and inclusive growth.
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Silver Spring Art Exhibition

Harbor Bank celebrated the opening of our Silver
Spring branch with a special art exhibition featuring
Thangularity Mothership, a collaborative work by
George Clinton and Overton Lloyd. The event

W included an exclusive conversation between Clinton
and CEO John Lewis, highlighting the intersection of

art and community.

Silver Spring Grand Opening

Harbor Bank marked the opening of our Silver
Spring branch with a grand opening event.
Community members, leadership, and partners
gathered to commemorate the grand opening of the
branch. This new location reflects the
organization’s continued investment in growth,
relationship-building, and expanding access to
high-quality financial services within the
communities we serve.
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HARBOR BANKSHARES

C OR P ORATI ON

Consolidated Financial Statements
December 31, 2025 and 2024
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INDEPENDENT AUDITOR'S REPORT

To the Stockholders and Board of Directors
Harbor Bankshares Corporation

Opinion

We have audited the accompanying consolidated financial statements of Harbor Bankshares Corporation
and Subsidiaries (the Corporation), which comprise the consolidated balance sheets as of December 31,
2025 and 2024, the related consolidated statements of income, comprehensive income, changes in
stockholders’ equity and cash flows for the years then ended, and the related notes to the consolidated
financial statements (collectively, the financial statements).

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Corporation as of December 31, 2025 and 2024, and the results of their operations and their
cash flows for the years then ended in accordance with accounting principles generally accepted in the
United States of Amenca.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibiliies under those standards are further descrbed in the Auditor's
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the Corporation 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 Corperation’s ability to continue
as a going concemn for one year after the date of the financial statements are issued or 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 GAAS will always detect a material
misstatement when it exists. The risk of not detecting a materal misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the overmride 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 GAAS, we:

#+ Exercise professional judgment and maintain professional skepticism throughout the audit.

10

2025 Annual Report



* |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 nsks. Such procedures
include examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements.

« Obtain an understanding of intemal 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 Corporation’s internal control. Accordingly, no such opinion is expressed.

o [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.

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

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

Other Information Included in the Annual Report

Management is responsible for the other information included in the annual report. The other information
comprises the President's Letter but does not include the financial statements and our auditor's report
thereon. Our opinion on the financial statements does not cover the other information, and we do not
express an opinion or any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
and consider whether a matenal inconsistency exists between the other information and the financial
statements, or the other information otherwise appears to be matenally misstated. If, based on the work
performed, we conclude that an uncorrected material misstatement of the other information exists, we are
required to describe it in our report.

W Kyle [Siboine FC.

Richmond, Virginia
March 26, 2026

Harbor Bankshares Corporation
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Harbor Bankshares Corporation
Consolidated Balance Sheets
December 31, 2025 and 2024

December 31, December 31,
2025 2024
Assets
Cash and due from banks $ 2902318 3 R
Federal fimds sold 2,183,166 2,112,556
Interest-bearing deposits in other banks 25,930,520 33,660,843
Cash and cash equivalents 31,106,004 38,958.176
Investment securities 116,590,482 07,863,368
Federal Home Loan Bank stock, at cost 267,900 264,600
Loans, net of uneamed fees 221327302 233,956,598
Allowance for credit losses (2.570,103) (3,120,595)
Net loans 218,757,199 232 836,003
Accrued imterest receivable 2973153 2614211
Premuses and equipment, net 5,968.626 4,910,848
Bank-cwned Life insurance 6.984.017 6,813,197
Prepaid expenszes and other assets 10,339.824 10,143.913
Total assets $ 302,987 211 L3 304,406,316
Liahilities and Stockholders’ Equity
Noninterest-hearing deposits $ 73,722,193 3 61,632,085
Interest-bearing deposits 206,298,734 220,142 862
Total deposits 280,620,927 281,774,947
Apecrued mterest payable 318753 187348
Accomnts payable and other abilities 11,932,039 12,187,328
Total Liabilities 292 871 731 294 149623
Stockholders® Equity

Preferred stock, $0.01 par value; authorized, issued and cutstandimg 2, 700 fixed

rate noncumulative perpetual preferred shares, Series B $1,000 liguidation

at December 31, 2023 and 2024; anthonzed, issued and cutstanding

3,530 fixed rate noncumulative perpetual preferred shares, Seres C $1,000

hignidation preference; at December 31, 2025 and 2024; authorized, 1ssued and

outstanding 75,038 fixed rate noncurmulative perpetmal preferred shares, Senes D

$1,000 liguidation preference at December 31, 2023 and 2024 81,268.000 81,268,000
C‘umnmustmhm.ﬂlpﬂwlue autbmzedlﬂﬂﬂﬂmﬂshﬂes 1zsued and

outstanding 1217 333 shares at December 31, 2025, and 13sued and outstanding

1202074 shares at December 31, 2024, m addition to 33,793 common nonvoting

at December 31, 2025 and 2024 (including 24,630 and 25,146 unvested restricted 12,513 12,359
stock as of December 31, 2023 and 2024, respectively)
Additional pmcl—m ::aplta! 14,780,905 14,573 228
Betained eamings 3,840,702 5254973
Accummlated other comprehensive meome (Joss) 213370 (851,869)
Total stockholders’ equity 100,115,490 100,256,693
Total Babilities and stockholders’ equity b 302 087 211 % 394 406,316

The notes to consohidated financial statements are an mtegral part of these consclidated statements.
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Harbor Bankshares Corporation
Conszolidated Statements of (Loss) Income
For the Years Ended December 31, 2025 and 2024

For the Years Ended December 31,
2025 2024
Tnterest and fees on loans 13,978,086 14,546,864
Interest and drvidends on investment securities 4 456,802 2469176
Interest on deposits held n other banks 1401300 1,633,934
Interest on federal fimds sold 235475 139 746
Total interest and dividend mcome 20,072 563 18,789,720
Interest expense
Interest cm deposits 3,366,359 2772 264
Federal Home Loan Bank advances - 124 129
Federal Reserve Bank advances 3 32,021
Total interest expense 3,366,339 2,028 414
Net mferest income 16,706,004 13,861,306
Provision for credit losses 500,000 750,000
Net mterest meome after provision for credit losses 16,206 004 15,111,306
Mon-interest income
Management fees — New Market Tax Credits 3633941 3,837,751
Other charges, meluding deposit account service charges 502,813 400 540
Tvestment distnbution fees 1196957 203,522
Income from bank-owmed life insurance 170,820 169 977
Income from CDFI awards 917,397 3,214,567
Other non-mterest income 250435 283,162
Total non-mterest mcome 6,681 563 8,208,519
Non-interest expense
Salanes and employee benefits 10,611,532 0 808 997
Premmizes and equipment 2,547,632 2,221,268
Data processing 14659355 1,395 329
Professional services 2382 344 2,055,665
FDIC premiums and regulatory assessments 206,619 182,278
Marketing and advertising 708,801 049,750
Telecommmmications 204 532 256,960
Other operating expenses 2002169 2 814,335
Total non-interest expense 21119584 19,474 582
Income before income tax expense 1,767 982 4 445 243
Income tax expense 407 822 006 859
Net income 1,360,160 3,448 384
Preferred stock dividends (1,516,335) (799 305)
Met (loss) income available to common stockholders {156.173) 2640 079
{Loss) earnings per common share, basic and diluted 012 211
The notes to consohdated financial statements are an mtegral part of these conschdated statements.
Harbor Bankshares Corporation 13



Harbor Bankshares Corporation
Consolidated Statements of Comprehensive Income
For the Years Ended December 31, 2025 and 2024

For the Years Ended December 31,
2025 2024
Net income $ 1,360,160 $ 3448384
Other comprehensive income
Unrealized gain on investment securities available-for-sale 1,348,405 701,534
Income tax expense relating to mvestment securities
available-for-sale (283.166) (147.322)
Other comprehensive Incoms 1,065,239 334212
Total comprehensive income 3 2425399 b 4002595

The notes to conselidated financial statements are an mtegral part of these consolidated statements.
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Harbor Bankshares Corporation
Consolidated Statements of Changes in Stockholders® Equity
Years Ended December 31, 2025 and 2024

Accumulated
Addifional Orther Taotal
Common Preferred Paid-in Retained Comprebensive Stockholders’
Stock Stock Capital Earmings (Lioss) Income Equity

Balance, January 1, 2024 ] 12,155 § 81268000 514370154 § 3843083 5 (1406,0E1) § 08007222
Met income - - - 3,448 384 - 3448334
Other comprebensive moome - - - - 554,212 554,212
Cash dividends of 52_50 per

Seriez B and C preferred sharas - - - (15.575) - (15,575)
Cash dividends of 2.00% per

Series [ preferred shares - - - (T83.730) - (T83.730)
Cash dividends of 5100 per - - - (1,238.087) - (1,23B08T)

common share
Issnance of common stock 215 - 21%) - - -
Stock based compensation - - 218,339 - - 118,339
Fepurchase of common stack (22} - (24,0500 - - (24072
Balance December 31, 2024 5 12359 § 81268000 % 14573 228 5 52354075 § (BS1.EGO) 5§ 100.256,693
Met income - - - 1,360,160 - 1,360,160
Orther comprebensive moome - - - - 1,085,239 1,065,239
Cash dividends of 52_50 per

Series B and C preferred sharas - - - (15.57%) - (15.575)
Cash dividends of 2.00% per

Series I preferred shares - - - (1,500, T&0) - (1,500,760
Cash dividends of $1.00 per

common share - - - (1,258.008) - (1,258, 008)
Issnance of common stock 222 - (222) - - -
Stock based compensation - - 312,778 - - 312,778
Fepurchase of common stock (6E) - (104,878 - - (104 247
Balance December 31, 2025 5 12513 § 81 268 000 F 14 780 205 ¥ 3,840,702 g 213370 5 100115 490
The notes to consolidated financial statements are an integral part of these consolidated statements.

Harbor Bankshares Corporation 15



Harbor Bankshares Corporation
Consolidated Statements of Cash Flows
Years Ended December 31, 2025 and 2024

For the Years Ended December 31,
2025 2024
Cash flows from operating activities:
Net income 3 1,360,160 $ 3448384
Adjustments to reconcile net meome to net cash provided by operating activities:
Depreciation and amortization 613,568 483 530
Amortization and accretion of securities (492 8200 (157117
Prowizsion for credit losses 300,000 750,000
Increase i cash surrender value of life insurance (170,820) (169,977
Stock-based compensation expense 312,778 218339
Increase i accrued mterest receivable (358,942) (439,102)
Deferred income tax (benefit), net 368,764 (198.339)
Increase in prepaid expenses and other aszets (B47.841) {2,399.996)
Increase (dectease) in accrued interest payable 131,407 (446 (B8)
(Decrease) increase in accounts payable and other liabilities (255,289) 355,577
MNet cash provided by operating activities 1160963 1625211
Cash flows from investing activities:
Purchases of available-for-sale securities (89.917,547) (76,320,407
Proceeds from maturifies, payments, and calls of available-for-sale securities 73,033,652 56,820,000
Proceeds from matunities, payments and calls of held-to-matunty securties - 10,000,000
Purchases of Federal Home Loan Bank stock (3.300) (10,600
Purchase of loans - (12,073,.399)
Net decrease (nerease) n loans 13,578,804 (3,202,743)
Purchases of prenuses and equipment (1,671,346) {1.609,926)
et cash used In investing activities (4,979,737 (26.487.077)
Cash flows from financing activities:
Net decrease in deposits (1,154,020) (440,142)
Eepurchase of commen stock (10:,947) (24071
Cash dividends on preferred stock (1,516,333) (799.305)
Cash dividends on common stock (1,258 098) (1238087
Net cash used in financing activities (4,033.400) (2,501,606)
MNet decrease in cash and cash equivalents (7.832.172) (27.363.472)
Cash and cash equivalents, beginmmimg balance 38.938.176 66,321 648
Cash and cash equivalents, ending balance 3 31.106.004 b 38.058.176
Supplemental disclosure of cash flows information:
Cash paid for interest 5 3333132 $ 3,374,502
Cash paid for income taxes 830,000 1,180,000
Imitial recogmtion of operatmg lease right-of-use assets 685,503 879,796
Unrealized gain on available-for-sale securities 1348403 701,334

The notes to consolidated financial statements are an integral part of these consolidated statements.
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Harbor Bankshares Corporation
Notes to Consolidated Financial Statements

Note 1. Significant Accounting Policies

Nature of Operations

Harbor Bankshares Corporation (the “Corporation™) is a bank holding company organized under the laws of the State
of Maryland in 1992, The Corporation owns all the outstanding stock of Harbor Bankshares Capital Corporation
("HBCC™) and The Harbor Bank of Maryland (the “Bank™). HBCC owns 100% of Harbor Bankshares Asset
Management, I1.C, a limited liability company, and the Bank owns all the outstanding stock of the Bank’s subsidiary,
Harbor Financial Services. The Bank was incorporated under the laws of the State of Maryland in 1980 and began
opetrations in 1982

The Corporation, through its Community Development Entities, is allocated New Market Tax Credits ("NMTC™)
which is a U.S. federal program designed to encourage investment in low-income communities by providing tax
credits to private investors. These credits are a mechanism to attract capital for projects in areas that face economic
challenges, fostering positive change and growth.

The Bank is a commmercial bank headquartered in Baltimore, Maryland. The deposits of the Bank are insured up to
statutory limits by the Federal Deposit Insurance Corporation (“FDIC™). The Bank conducts general banking business
in locations and primarily serves the Baltimore, Maryland, metropolitan area. It offers checlking, savings and time
deposits, commercial real estate, personal, home improvement, antomobiles, and other installment and term loans.
The Bank is also a member of a national ATM network. The retail nature of the Bank allows for diversification of
depositors and borrowers, which limits its dependency upon a single or a few customers.

HBCC is an operating entity headquartered in Baltimore, Maryland. Its activities include providing private capital to
businesses through loans and principal investments.

Basis of Presentation

The accounting and reporting policies of the Corporation and its subsidiaries conform to accounting principles
generally accepted in the United States of America (“U.S. GAAP™) and to general practices in the banking industry.
Certain reclassifications have been made to amounts previously reported to conform to the classifications made in
2025, These reclassifications were immaterial and did not change total stockholders® equity or net income. The more
significant policies follow:

Principles of Consolidation
The consolidated finaneial statements include the accounts of the Corporation and ifs subsidiaries. Material
intercompany accounts and transactions have been eliminated in consolidation.

Use of Estimates

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

Material estimates that are particularly susceptible to significant change relate to the determination of the allowance
for credit losses and the valuation of deferred tax assefs. In connection with the determination of the allowances for
credit losses and foreclosed real estate, management obtains independent appraisals for significant properties.

Adoption of New Accounting Standards in 2025

In November 2023, the FASB issued ASU 202307, “Segment Reporting (Topic 280): Improvements fo Reportable
Segment Disclosures.” The amendments in this ASTJ are intended to improve greportable segment disclosure
requirements primarily through enhaneced disclosures about significant segment expenses. This ASU requires
disclosure of significant segment expenses that are regularly provided to the chief operating decision mark (CODM),
an amount for other segments items by reportable segment and a description of its composition, all annual disclosures
required by FASB AST Topic 250 in interim pericds as well, and the title and position of the CODM and how the
CODM uses the reported measures. Additionally, fhis ASU requires that at least one of the reported segment profit
and loss measures should be the measure that is most consistent with the measurement principles used in an entity’s
consolidated finaneial statements. Lastly, this ASIT requires public business entities with a single reportable segment
to provide all disclosures reguired by these amendments in this AST and all existing segment disclosures in

Harbor Bankshares Corporation 17



Harbor Bankshares Corporation
Notes to Consolidated Financial Statements

Note 1. Significant Accounting Policies (Continued)

Topic 280, This ASU 15 effective for fiscal years beginning after December 15, 2023, and interim periods within fiscal
vears beginning after December 15, 2024. Early adoption is permitted. The amendments should be applied
retrospectively. The Cotporation anficipates that adoption of the ASU will not have a material impact on the
Corporation’s consolidated financial statements.

In December 2023, the FASE issued ASU2023-09, “Income Taxes (Topic 740): Improvements to Income Tax
Diisclosures.” The amendments in this ASU require an entity to disclose specific categories in the rate reconciliation
and provide additional information for reconciling items that meet a gquantitative threshold, which is greater
than five percent of the amount computed by multiplying pretax income by the entity’s applicable stafutory rate, on
an annual basis. Additionally, the amendments in this ASU require an entity to disclose the amount of income taxes
paid (net of refunds received) disaggregated by federal, state, and foreign taxes and the amount of income taxes paid
(net of refunds received) disaggregated by individual jurisdictions that are equal to or greater than five percent of total
income taxes paid (net of refunds received). Lastly, the amendments in this ASU require an entity to disclose income
{(or loss) from continuing operations before income tax expense (or benefit) disaggregated between domestic and
foreign and income tax expense (or benefit) from continuing operations disaggregated by federal, state, and foreign.
This ASU was effective for annual periods beginning after December 13, 2024. The amendments should be applied
on a prospective basis; however, retrospective application is permutted. The adoption of the ASU did not have a
material impact on the Corporation’s consolidated financial statements.

Cash and Cash Equivalents

For purposes of the consolidated statements of cash flows, cash and cash equivalents include cash and balances due
from banks, federal funds sold and interest-bearing deposits in other banks and are generally in excess of amounts that
would be recoverable under Federal Deposit Insurance Corporation (“FDIC™) insurance. The amount of cash in excess
of FDIC insured limits totals $3,674,228 and $3,002,115 as of December 31, 2025 and 2024, respectively.

Investment Securities

Management determines the appropriate classification of debt securities at the time of purchase and re-evaluates such
designation as of each balance sheet date. Securities that may be sold prior to maturity are classified as available-for-
sale and carried at fair value with any adjustments to fair valoe, after tax, reported as a separate component of
stockholders’ equity. Securities that management has both the intent and ability to hold until maturity are classified
as held-to-maturity and are carried at cost. Premivms and discounts are recognized in interest income using a method
which approximates the interest method over the terms of the securities or to the first call date. The Corporation has
elected to exclude accrued interest receivable from the amortized cost basis.

For debt securities classified as available-for-sale, impairment is recognized in its entirety in net income if either (1)
we infend to sell the security or (it) it is more-likely-than-not that we will be required to sell the security before
recovery of its amortized cost basis. If, however, the Corporation does not intend to sell the security and it is not more-
likely-than-not that the Corporation will be required to sell the security before vecovery, the Corporation evaluates
unrealized losses to determine whether a decline in fair value below amortized cost basis 15 a result of a credit loss,
which occurs when the amortized cost basis of the security exceeds the present value of the cash flows expected to be
collected from the security, or other factors such as changes in market interest rates. If a credit loss exists, an allowance
for eredit losses is recorded that reflects the amount of the impairment related to credit losses, limited by the amount
by which the security’s amortized cost basis exceeds its fair value. Changes in the allowance for credit losses are
recorded in net income in the period of change and are included in provision for credit losses. Changes in the fair
walue of debt securities available-for-sale not resulting from eredit losses are recorded in other comprehensive income.
The Corporation regnlarly reviews unrealized losses in its investments in securities and cash flows expected to be
collected from impaived securities based on criteria incloding the extent to which market value is below amortized
cost, the financial health of and specific prospects for the issuer, the Corporation’s intention with regard to holding
the security to maturity and the likelihood that the Corporation would be required to sell the security before recovery.
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Note 1. Significant Accounting Policies (Continued)

Federal Home Loan Bank Stock

Federal Home Loan Bank of Atlanta (“FHLB™) stock is an equity interest in the FHLE, which does not have a readily
determinable fair value for purposes of 1.5, GAAP related to Accounting for Certain Investments in Debt and Equity
Securifies, because its ownership is restricted, and it lacks a market. FHLE stock represents the reguired investment
in the common stock of the Federal Home Ioan Bank of Atlanta according to a predetermined formula. FHLEB stock
can be sold back only at par value of $100 per share and only to the FHLE or another member institution.

Loans

Loans are generally carried at the amount of unpaid principal, less the allowance for credit losses and adjusted for
deferred loan origination fees and costs, which are recognized over the term of the loan as an adjustment to yield using
a method that appromimates the interest method. Discounts and premiums on purchased loans are amortized to interest
income using a method which approximates the interest method over the remaining period to confractual maturity,
adjusted for anticipated and actual prepayments.

Interest on loans is accrued based on the principal amounts outstanding. It is the Corporation’s policy to discontinue
the accrual of interest when the principal or interest is delinguent for 90 days or more, or if collection of principal and
interest in finll 15 in doubt.

Allowance for Credit Liosses

The allowance for credit losses is established through charges to earmings in the form of a provision for credit losses.
Loan losses are charged against the allowance for credit losses for the difference between the camrying value of the
loan and the estimated net realizable value or fair value of the collateral if collateral dependent, when management
believes that the collectability of the principal 15 unlikely. Subsequent recoveries, if any, are credited to the allowance.
The allowance for unfunded commitments is established through charges to earnings in the form of a provision for
credit losses and is included in other liabilities.

The allowance represents management’s cuarent estimate of expected credit losses over the contractual term of loans,
and is recorded at an amount that, in management’s judgment. reduces the recorded investment in loans to the net
amount expected to be collected. No allowance for credit loss is recorded on accroed interest receivable and amounts
written-off are reversed by an adjustment to interest income. Management’s judgment in determining the level of the
allowance iz based on evaluations of historical loan losses, current conditions, and reasonable and suppottable
forecasts relevant to the collectability of loans. Loans that share commeon nisk characteristics are evaluated collectively
using a loss-rate, to estimate the current expected credit losses on loans.

Management’s estimate of the allowance for credit losses that are collectively evaluated also includes a gualitative
assessment of available information relevant to assessing collectability that is not captured in the loss estimation
process. Factors considered by management include economic conditions incloding reasonable and supportable
forecasts of economic conditions; the nature and volume of the loan portfolio; the volume and severity of delinguencies
and adversely classified loan balances; lending policy and procedures; credit administration and lending staff; loan
review; concentrations of credit and the value of underlying collateral. This evaluation is inherently subjective, as it
requires estimates that are susceptible to significant revision as more information becomes available.

Loans that do not share common risk charactenistics with other loans are evaloated individoally and are not included
in the collective analysis. The allowance for credit losses on leans that are individually evaluated may be estimated
based on their expected cash flows, or, in the case of loans for which repayment is expected substantially through the
operation or sale of collateral when the borrower is expeniencing financial difficulty, may be measured based on the
fair value of the collateral less estimated costs fo sell.

Management believes that the allowance for credit losses is adequate. However, the determination of the allowance

requires significant judgment, and estimates of expected losses inherent in the loan portfolio can vary significantly
from the amounts observed. While management uses available information to recognize expected losses, future
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Note 1. Significant Accounting Policies (Continued)

additions to the allowance may be necessary based on changes in the loans comprising the loan portfolio and changes
in the financial condition of borrowers, such as may result from changes in economic conditions. In addition, various
regulatory agencies, as an integral part of their examination process, periodically review the Corporation’s loan
portfolio and allowance for credit losses. Such review may result in recognition of additions to the allowance based
on their judgments of information available to them at the time of their examunation.

Premises and Equipment

Land is carried at cost. Property and equipment are carried at cost less accummlated depreciation. Depreciation is
computed on the straight-line method over estimated useful lives of assets. Amortization of leasehold improvements
is recognized on a straight-line basis over the term of the lease or the life of the improvement, whichever is shorter.

The cost of maintenance and repairs is charged to expense as incurved whereas improvements are capitalized. The
range of estimated wseful lives for premises and equipment are as follows:

Buildings and land improvements 5 - 40 years

Leasehold improvements 3- 15 vears

Furniture, fixtures, and equipment 3 - 15 years
Foreclosed Real Estate

Real estate acquired through foreclosure or other means is recorded at the fair value of the real estate collateral at the
transfer date less estimated selling costs, establishing a new cost basis. Losses incwred at the time of the acquisition
of the property are charged to the allowance for credit losses. Subsequent reductions in the estimated fair value of the
property are included in non-interest expense. Costs to maintain other real estate owned are expensed as incorred.

Bank-Owned Life Insurance
The Bank maintains life insurance policies on certain officers and directors of the Bank The Bank recognizes the
cash surrender value that could be realized under the insurance policies as an asset in the consolidated balance sheets.

Stock Based Compensation

Stock granted under the Stock Incentive Plan issued to employees is valued at the fair market value at the date of
grant. Compensation expense is recognized for these awards at the fair market value of these awards at the date of
grant. For awards with graded wvesting compensation cost is recognized on a straight-line basis over the requisite
service period for the entire award.

Income Taxes

The provision for income taxes includes taxes payable for the current year and deferred income taxes. Defermred
income taxes are provided for the temporary differences between financial and taxable income  Deferred income
taxes and liabilities are determined based on the difference between the financial statement and tax bases of assets and
liabilities, using enacted tax rates in effect for the year in which the differences are expected to reverse. Deferred tax
assefs are reduced by a valvation allowance when, in the opinion of management. it is more likely than not that some
portion of the deferred tax asset will not be realized. Deferred tax assets and liabilities are adjusted through earnings
for the effects of changes in tax laws and rates on the date of enactment. The Corporation has recorded a partial
valuation allowance on its deferved tax assets. The net deferved tax asset is recorded in prepaid expenses and other
assets omn the Consolidated Balance Sheet as of December 31, 2025 and 2024,

Earnings (Loss) per Common Share

Basic earmings (loss) per commeon share represents net income (loss) available to commeon stockholders divided by
the weighted-average number of commeon shares outstanding during the period. Diluted earnings (loss) per common
share includes additional commen shares that would have been outstanding if dilutive potential common shares had
been issued, as well as any adjostment to income that would result from the assumed issuance. There were no
potentially dilutive shares during the years ended December 31, 2025 and 2024, Restricted stock with terms which
share in voting and dividend rights during the restricted penod are included in the basic weighted average shares
calculation.
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Note 1. Significant Accounting Policies (Continued)

Off-Balance Sheet Financial Instruments

The Corporation emters into off-balance sheet financial instruments consisting of commitments to extend credit, which
imvolve, to varying degrees, elements of credit and imterest rate risk in excess of the amounts recognized on the balance
sheet. The Corporation estimates expected credit losses on off-balance sheet financial instruments over the contractual
period in which the Corporation is exposed to credit risk via a confractual obligation to extend credit unless that
obligation is unconditionallty cancellable by the Corporation. The estimate includes consideration of the likelithood
that funding will occur and an estimate of expected credit losses on commitments expected to be fonded over its
estimated life.

Business Segments

The Corporation has determined that its corrent business and operations consist of one business segment, community
banking. These operations are conducted primarily through the Corporation’s subsidiary, The Harbor Bank of
Maryland; however, some community banling operations ate conducted through the Corporation primarily the
Corporation’s involvement mn the NMTC program. The Bank delivers a broad range nfﬁnaﬂcialpn:d.tm’ts and services,
including various loan and deposit products, to both individuals and businesses and ifs income is consolidated with
that of the Corporation. Major revenue sources include net interest income, management fees from the NMTC
program, investment distribution fees, income from CDFI awards, and service charges on deposit accounts. Expenses
mcludemtet&ﬂtpmdondepusttsamﬂbﬂnnmngs personnel, occupancy and equipment, and other expenses.
Management primarily uses net income to analyze profitability. The chief operating decision makers are consistent
at both the Corporation and Bank levels.

Revenne Recognition

The Corporation’s revenue includes net interest income on financial instruments and non-interest income. Specific
categories of revenue are presented in the Consolidated Statements of (Loss) Income. Most of the Corporation’s
revenue is not within the scope of Accounting Standard Update (AST)) 606 — Revenue firom Contracts with Customers.
For revenue within the scope of ASU 606, the Corporation provides services to customers and has related performance
obligations. The revenue from such services is recognized upon satisfaction of all confractual performance
obligations. The following discusses the key revenue streams within the scope of the revenne recognition guidance.

Management fees firom NMTC — The Corporation receives fee income related to the transfer of its NMTC, which
varies with each transaction, but which are all similar in nature. There are three types of fees associated with these
transactions. The first is a “sub-allocation fee™ that is paid to the Corporation when the tax credits are allocated to an
entity at the time a qualified equity investment is made. There is also a strocturing fee that is paid to the Corporation
for providing certain admunistrative, tax credit advisory and financial structuring services. These two fees are
recognized by the Corporation at the time the NMTC transaction is closed. The third type of fee is an asset
management fee that is paid to cover the admimistrative and servicing costs associated with ongoing compliance with
the NMTC reporting requirements. This fee is recognized as the services are rendered.

Other charges, including service charges on deposit accounts — Generally the Corporation receives compensation
when a customer issues checks drawn on insufficient funds or when a costomer or a non-customer utilizes the
Corporation’s ATM machines. Service charges on deposit accounts represent general service fees for monthly account
maintenance and activity or transaction-based fees and consist of transaction-based revenue, fime-based revenue (Le.,
service period), item-based revenme or some other individual attribute-based revenne. Revenue is recognized when
the Corporation’s performance obligation is completed, which is geperally monthly for account maintenance services
of when the transaction has been completed. Payment for such performance obligations is generally received at the
time the performance obligations are satisfied.

Invesiment distribution fees — Investment distribution fees are received by the Corporation for funds invested by third
parties into investment funds maintained by others and not on the Corporation’s Consolidated Balance Sheet. Income
is recognized monthly as the distribution fees are received and services are delivered and fulfilled.

Other income — The Corporation receives income from merchant discount fees and other transaction fees related to
specific services. Payment for such performance obligations is generally received at the time the transaction has been
completed.
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Significant Accounting Policies (Continued)

Income from CDFI Awards — The Corporation receives income from the CDFI Fund based on a successful application
process. As the Corporation achieves certain performance goals with respect to the crigination of loans or the delivery
of certain services in designated commmnities, as outlined in the grant agreement. income from the award is recognized
in proportion to the achievement of those goals to the total goal. In 2024, the Corporation received a Bank Enterprise
Award in the amount of $226, 167 and recognized the entire amount as income based on achievement of designated
goals_ In 2023, the Corporation received an Emergency Response Program award of $6,197 097 and recognized as of
December 31, 2025 and 2024, $917.597 and $2.988.400, respectively of the award as income based on a pro rata
achievement of the designated goals. The award was fully recognized as of December 31, 2025,

Recent Accounting Pronouncements
Management has the responsibility for the selection and use of appropmate accounting policies. The significant
accounting policies used by the Corporation are deseribed in the notes to the consolidated finanecial statements.

In November 2025, the Financial Accounting Standards Board (FASB) issued ASU 2025-08, “Financial
Instruments—Credit Losses (Topic 326): Purchased Loans.” The amendments in this ASU expand the population of
acquired financial assets accounted for vsing the gross-up approach. Acquired loans (excluding credit cards) are
deemed purchased seasoned loans and accounted for using the gross-up approach upon acquisition if criteria
established by the new guidance are met. This change aims to enhance comparability, consistency, and better reflect
the economics of acquiring financial assets. This ASU is effective for anmual reporting periods beginning after
December 15, 2026, and for interim reporting periods within those anmual reporting periods. Early adoption is
permitted in an interim or annual reporting period in which financial statements have not yet been issued or made
available for issnance. If an entity adopts this ASU in an interim reporting period, it should apply it as of the beginning
of that interim reporting period or the beginning of the annual reporting peried that includes that interim reporting
period. The Corporation anticipates that adoption of the ASU will not have a material impact on the Corporation’s
consolidated financial statements.

In November 2024, the Financial Accounting Standards Board (FASB) izsued AST 202403, “Income Statement—
Reporting Comprehensive Income—FExpense Disaggregation Disclosures (Subtopic 220-40): Disaggregation of
Income Statement Expenses.™ ASU 2024-03 requires public compamies to disclose, in the notes to the financial
statements, specified information about certain costs and expenses at each interim and annual reporting period. This
includes disclosing amounts telated to employee compensation, depreciation. and intangible asset amortization. In
addition, public companies will need to provide qualitative description of the amounts remaiming in relevant expense
captions that are not separately disaggregated quantitatively. The FASB subsequently issued AST 2025-01, “Income
Statement—FReporting Comprehensive Income—FExpense Disagpregation Disclosures (Subtopic 220-40): Clanfying
the Effective Date™, which amends the effective date of ASU 2024-03 to clarify that all public business entities are
required to adept the guidance in ASIUT 2024-03 in annual reporting periods beginning after December 15, 2026, and
interim periods within annnal reporting periods beginning after December 15, 2027, Early adoption of AST 2024-03
is permitted. The Corporation anticipates that adoption of the AST will not have a material impact on the Corporation’s
consolidated financial statements.

Restrictions on Cash and Due From Banks

The Bank may be required by the Federal Reserve or correspondent banks to mamtain a reserve balance based on
deposit liabilities. The balances at the Federal Reserve Bank as of December 31, 2025 and 2024, were $10,344,737
and $10,513_390, respectively with no restricted amount for 2025 or 2024. The balances required to be maintained at
a correspondent bank account were $1,500,000 and $2, 500,000, respectively for December 31, 2025 and 2024.
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Note 3. Securifies

The amortized cost and estimated fair value of secunties classified as available-for-sale at December 31, 2025 and
2024, are as follows:

December 31, 2025

Gross Gross
Amortized Unrealized Unrealized Fair
Cost (Gains Laosses Value
Securities Available-for-Sale
1.5, Government and Federal
Apgency obligations § 116320400 § 427814 £ {157,726) § 116500488
December 31, 2024
Gross Gross
Amortized Unrealized Unrealized Fair
Cost (Gains Loszes Value
Securities Available-for-Sale
1.5, Government and Federal
Apency obligations § 0mod43682 § 12741 $ (1,091,055 § 97865368

There were no sales of investment securities for the years ended December 31, 2025 and 2024

The amortized cost and estimated fair value of securities as of December 31, 2025, by confractual maturity, are shown
below. Expected maturities will differ from contractual maturities becanse borrowers may have the night to call or
prepay cbligations with or without call or prepayment penaliies.

December 31, 2025
Available-for-Sale

Amortized Fair

Cost Value
Due in one year or less $ 4040060 § 4950550
Drue after one year through five years 635,670,383 63,734,130
Due after five years through ten years 45.709.948 45885 808

$ 116,320,400 § 116,590 488

Securities with gross unrealized losses at December 31, 2025 and 2024 aggregated by investment category and length
of time that individual securities have been in a continuous loss position are as follows:

December 31, 2025
Less than 12 Months 12 Months or Greater Total
Gross Gross Gross
Fair TUnrealized Fair Unrealized Fair TUnrealized
Value Losses Value Losses Value Losses
Securities Available-for-Sale
.5, Government and Federal
Apency oblizatons 5 40 3E3 00E % (149358 ¥ 2476835 § (337 3 51860, 733 5 (157.726)
December 31, 2024
Less than 12 Months 12 Months or Greater Total
Gross Gross Gross
Fair Unrealized Fair TUnrealized Fair Unrealized
Value Losses Valoe Losses Value Losses
Securities Available-for-Sale
.5, Government and Federal
Agency oblizations 570,718 460 B (729534 510188478 § (361,521) § 80,006,947 5 (1,001,055)
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Securities (Continued)

At December 31, 2025, the Corporation held twenty-two investments with gross unrealized losses totaling $157,726
and at December 31, 2024, the Corporation held forty-two investments with gross unrealized losses totaling
$1,001.055. The gross unrealized losses resulted from decreaszes in market interest rates and spread volatility.
Management does not believe that any of the securities are experiencing unrealized losses due to reasons of credit
quality. Management believes that it 15 more likely than not that the Corporation will not be required to sell these
securities prior to maturity or a full recovery of the amortized cost.

Securities with a fair value of $29,645. 523 and $28 777 464 at December 31, 2025 and 2024, respectively, have been
pledged as collateral for demand, money market and certificate of deposit accounts.

Loans
The Corporation makes loans to customers primarily in the Baltimore Metropolitan Area and surrcunding counties.

Loans, net of deferred fees and costs of $217,082 and $247 334, as of December 31, 2025 and 2024, respectively,
were as follows:

December 31, December 31,
025 024

Feal estate loans

Eesidential $ 40,522, 231 b 43,033,014

Construction and land development 2 148 595 3,300,030

Commercial 146,222 373 154 367,061
Total real estate loans 188 803 0RO 200,722,105
Commercial and mduostrial 31,127,947 31,300,395
Clonsumer 1,306 266 3,934 098
Total loans 221327302 235,956,598
Allowance for credit losses (2,570,103) (3,120.595)
Total loans, net % 218757199 b3 232 836,003

Owerdraft deposits are reclassified as consumer loans and are included in the total loans on the consolidated balance
sheet. Overdrafts were $18,373 and $27.007 at December 31, 2025 and 2024, respectively.

Loans serviced for others by the Corporation under its NMTC Progyam total $333 200,000 and $289 100,000 at
December 31, 2025 and 2024, respectively.

Unamortized loan premiums total $1,518,613 and $1.804,906 at December 31, 2023 and 2024, respectively.

At December 31, 2025 and 2024, commercial and industrial loans inclode a loan of $3.595.574 and $3.607.356,
respectively, due from a nonconsolidated affiliate.
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Note 5. Credit Quality of Loans and the Allowance for Credit Losses

The Corporation cumently manages its credit produocts and respective exposure to credit losses by the followimng
specific portfolio segments which are levels at which the Corporation develops and documents its systematic
methodology to determine the allowance for credit losses attributable to each respective portfolio segment which are:

s Residential real estate — This category includes mortgage loans on one-to-four-family residences, and the
majority of leans are originated on properties in the Corporation’s primary market area. These loans are
typically offered for terms ranging from five to thirty years, typically with a five-year demand clanse, and
are amortized monthly with interest and principal due each month. Residential real estate loans are evaluated
for the adequacy of repayment sources at the time of approval, based upon measures including credit scores,
debt-to-mncome ratios, and collateral values. Loans may either be conforming or non-conforming. This
residential real estate category also includes home equity loans and limes of credit secured by second
mortgages on one-to-four-family residences.

s Construction and land development — This categery includes lending for construction and development of
residential properties, multifamily, as well as for the construction of commereial properties, including faith-
based properties. The Corporation finances the construction of commercial properties on a case-by-case basis.
Loan proceeds are disbursed doring the constmuction phase according to a draw schedule based on the stage
of completion. Construction loans are underwritten based on the estimated value of the property as completed.
Before funds are disbursed, the Corporation’s credit monitoring process for construction lending includes
property inspections throughout the construction process each time a draw is requested.

s Commercial real estate loans — The Corporation originates commercial veal estate loans primarily in its
market area. These loans are generally larger and involve greater risks than residential real estate loans.
Because payments on these loans are often dependent on the successful operation or management of the
property, repayment of such loans may be subject to a greater extent to adverse conditions in the real estate
market or the economy. The Cotporation seeks to minimize these risks in a variety of ways, including limiting
the size and loan-to-value ratios. The loans are typically originated with a five-year maturity, either a five-
year call or balloon. The Corporation's commercial real estate loans are typically secured by retail or
wholesale establishments service industries, farth-based properties and industrial or warehouse facilities.

s+ Commercial and industrial loans — This category includes secured and unsecured commercial business
loans and lines of credit to businesses primarily located in its market area. Most business loans have terms of
one to five years, with lines of credit that can be open for longer periods. The secunty for a business loan
depends on the amount borrowed, the business involved, and the strength of the borrower. Commercial
business lending entails significant risk, as the payments on such loans may depend upon successful operation
or management of the business imvolved. The Corporation attempts to it its sk of loss on such loans by
limiting the amount and the term, and by requiring personal goarantees of the principals of the business.

s Consumer loans — This category of loans includes primarily installment loans. The loans are generally
offered for terms of up to five years at fixed interest rates. Consumer loans are generally originated at higher
interest rates becanse of their higher risk. Repossessed collateral for a defanlted loan may not provide an
adequate source or repayment as a result of damage, loss, or depreciation. In addition, collections are
dependent on the borrower’s continning financial ability and thus are more likely to be adversely affected by
job loss or personal bankraptey.
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Note 5. Credit Quality of Loans and the Allowance for Credit Losses (Continned)

The following tables summarize the activity in the allowance for credit losses for the years ended December 31, 2025,
and 2024 and the distribution of the allowance for credit losses and loans receivable by loan portfolio class and
evaluation method as of December 31, 2025 and 2024

As of and for the Year Ended December 31, 2025

Construction Commercial
Residential and Land Commercial and
Real Estate Development Real Esfate Indusirial Consumer Unallocated Total
Beginning Balance § 250821 § 4744 § 2455063 § 178961 % 178819 § 51287 % 3,120,505
Charge-offs - - (458,252) (338,174) {187,132) - (1,183 558)
Becoveries 1,223 - 48,182 45,025 3E.636 - 133,066
Provision for
credit lpsses (42 TEE) 354 (193 354) 585,759 T7.550 72470 500,000
Ending Balance 5 200256 3§ 5008 8§ 1852530 § 271571 % 107873 § 123766 § 2.570,103
Acx of and for the Year Ended December 31, 2024
Construction Commercial
Residential and Land Commercial and
Real Estate Development Real Estate Industrial Consumer Unallocated Total
Beginning Balance § 08365 3§ 3727 8 1857898 3§ 473979 % 187925 3§ 85182 § 2.707,076
Charge-offs (140,347) - (1,333) (22.302) (275,993) - (440.0:65)
Fecoveries 21,066 - 1,078 55,061 26379 - 103,584
Provision for
credit lpsses 271737 1,017 08320 (327 68T) 240 508 (33, 895) T50.000
Ending Balance ] 250821 3 4744 § 24550963 3§ 178961 % 176819 § 51287 § 3,120 505

The following tables present the amortized cost basis of collateral-dependent individually evaluated loans by portfolio
segment as of December 31, 2025 and 2024.

As of December 31, 2025
BEeal Estate Other
Collateral Collateral Total
Residential real estate 3 401 868 ] - § 401 868
Construction and land development - - -
Commercial real estate 5,108,607 c 5,108,607
Commercial and mdustnal - 48284 48 284
Consumer = = -
§ 5510475 § 4% 184 § 5558759
As of December 31, 2024
Real Estate Other
Collateral Collateral Total
Residential real estate ] = % = 3 =
Construction and land development - - -
Commercial real estate T.084 209 = 7,004 209
Commercial and mdustnal - 610,669 610,669
Consumer N . -
§ 7,094 200 $ 610,669 § 7704878
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Note 5. Credit Quality of Loans and the Allowance for Credit Losses (Continued)

The Corporation did not identify any significant changes in the extent to which collateral secures its collateral
loans, whether in the form of general deterioration or from other factors duning the year ended December
31, 2025.

As part of the ongoing monitoring of the credit quality of the loan portfolio, management tracks certain credit quality
indicators including trends related to the risk prade of classified loans, net charge offs, nonperforming loans, credit
scores, and the general econemic conditions in the Corporation’s market area. The Corporation utilizes the following
internal rating system to monitor the credit quality of the overall loan portfolio:

s Pass— A pass loan is considered of sufficient quality to preclude a special mention or an adverse rating. Pass
assets are generally well protected by the current net worth and paying capacity of the obligor or by the valne
of the asset or underlying collateral. The pass classification also includes watch credits which have all of the
characteristics of a pass loan but watrant more than the normal level of supervision

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

s Substandard — A substandard loan is inadequately protected by the cumrent sound net worth and paying
capacity of the obligor or of the collateral pledged. if any. Substandard loans have a well-defined wealmess,
or wealmesses, which jeopardize the collection or liquidation of the debt. They are charactenized by the
distinet possibility that the Corporation will sustain some loss if the deficiencies are not corrected.

s  Doubtful - A doubtful loan has all wealnesses inherent in a substandard credit with the added factor that the
weaknesses make the collection or liguidation in full highly guestionable and improbable. Loans in this
category must be placed on non-acemial status and all payments applied to principal recapture and adequate
loss should be recorded. It 15 not necessary to classify an entire credit doubtful when collection of a specific
portion appears highly probable.

When assets are individually evalvated, the Corporation allocates a portion of the related credit loss allowances to
such assets as the Corporation deems prudent. Individuoally evaluated loans include loans that management has
determined do not share similar risk characteristics of any segment of pooled loans. Individually evaluated loans
include deficiencies m the bormmower’s overall financial condition, payment history, support available from financial
guarantors, changes in expected foture cash flows or the fair market valoe of any collateral.
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Note 5. Credit Quality of Loans and the Allowance for Credit Losses (Continued)

The following table summarizes the Corporation’s loans by yer of origination and intemally mgigned eredit fsk rating at December 31, 2025 and gross
charge-offs for the year ended December 31, 2025:

Residential real
st
PFass
Zpecial Mention
Substandard
Diowbaful

Tatal

Construction and
land development
Pazs

Pass
Special Mention
Subetandard
Dbl

Tatal

Commerdal and
indusirial
Pass
Special Mention
Substandard
Dionshatul
Tatal

Cansumer
Pass
Special Mention
Substandard
Db ful

Twial

Tuotal loans

Current period
gross charge-offs

Term Loans Amortized Cost by Origination Year

Revolving
2025 2024 2023 2022 2021 Prior Losns Toinl

§ 2,533,804  § 237,235 S452,520 % 2,068,674 % 2,055,702 $ 12,315,145 318,656,187 § £0,120,353

B 5 - : ¢ 401,368 £ 401,858

§ 7533804 & 237,035 5 452,520 % 2,060,674 8§ 2,955,702 § 14,717,013 $18.656,183 & 40,522,221

5 473,244 3 - 8125039 § o - % 032§ - %5 2,148,595
¥ 423,044 5 - 51,735,039 % - 3 -~ 5 Sz 5 - 5§ Z,l48,595

§U963,330 S17.527.256  $16036321 $24.T01630 §$29.641,314  SIZSRESI0 5 172,014  § 137,530,268

- é 2 - 1,982,279 485,346 £ 2,467,625

5 - 2,200,000 z g 4,024,383 g 6,224,383

§ 0,063,320 517,527,256 §19,136,321 524,702,630 & 31,623,593 § 43,006,239 § 172,014 § 136,202,273

§ L5HT427 S 374324 S 5922825 $9.538012 5 ZIR450 S 524,154 $8,494271 § 31,079,663

i 2 g i : 48,284 e 48,284

T 2587427 8 1784304 8 5002875 S 9538012 § 238650 § 57243%  $ 8404271 % 31120447

§  B2IM F T.ESY 5 101,380 S 2409 § 5,201 § 45865 $ 1039406 8 1,306,266

T 82 § 7853 5 101380 § 240913 5,201 § 43865 31039406 3 1306266

515,590,155 811,556,668  §26,83 285  $37.234.407 S 34813146 5 56931867  F2836L774  § 220,327,302

g - B 475789 5 41296 0§ 163646 3 - % 116542 85 14599 5§ |,183,558
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Note 5. Credit Quality of Loans and the Allowance for Credit Losses (Continned)

The following table summarizes the Corporation’s loans by year of crigmation and internally assigned credit risk

rating at December 31, 2024 and gross charge-offs for the year ended December 31, 2024:

Term Loans Amortized Cost by Origination Year

Revolving
2024 023 2022 iy Prior Loans Total
Residential real estate
Pass ¥ 366,374 §466635  F3096081 5 3172540 S 14843400 521108994  § 43,055,014
Special Mention - - - - - - -
Substandard - - z - E - :
Dioubtful - - - - - - -
Total § 366374 5466635 §3006981 § 3172540 § 14843400  §21,108994  § 43055014
Construction and land
development
Pass § 1470022 §1331.846 3 - 3 - § 497262 % - §  3300,030
Special Mention - - - . 2 = i
Subsmandard - - - - - - -
Doubtful - - - - - - -
Total § 1470022 51331846 5 g - % 4073262 3§ - 5 3300030
Commercial real estate
Pass 521816440 F17980850 526293625 532343003 546033612 3 BEZS00 5144759039
Special Mention - - - - 513,813 - 513,813
Substandard - 1612962 z - 4481247 - 7,094,209
Dioubrfl - - - - - - -
Total 521816440 520602821 526,203 625 532843003 5 51028672 5 BE2 500 5 1543467061
Commercial and
industrial
Pass ¥ 2,015,003 5§ 5804724 512,877,569 ¥ 243933 F77E. 504 $8,060.843 ¥ 30,689,726
Special Mention - - - - - - -
Substandard - - - - 110,669 500,000 G10,669
Droubtfal - - - - - - -
Total $ 2015003 3 S804724 512877560 % 243033 % BER233  § ES60.843 % 31300395
Consumer
Pass $ 15782 5 120483 5 2245494 $ 24571 % 57247 § 1387233 5 3261210
Special Mention : = 8,294 E - = 8,294
Subsmandard - - 43770 - - 14,224 63,004
Dioubrfl - - - - - -
Total 3 16782 § 120483 5 2304558 3 24571 3 57.247 5 1.401.457 § 3933098
Total loans § 26,585,611 3F2B335500 B44572733 536284047  § 68215004 531962704 5 23505463508
Current period gross
charge-offs 5 - 5128405 § 240345 & - 0§ 12975 0§ 58250 5 440,065
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Note 5. Credit Quality of Loans and the Allowance for Credit Losses (Continned)

The following tables present the amortized cost basis of past due loans, loans past due 90 days still accming, and
nonaccrual loans as of December 31, 2025 and 2024

December 31, 2025

Loans Recorded
Loans Loans 20 or More Investment =
30-59 Days  G0-89 Days Days Total Past Current ‘Total o0 Days and
Past Due Past Due Past Due Due Loans Loans Loans Accruing
Fesidential real estate ¥ 544710 § 08404 § 103484 5 DM4GSTE F 30575643 0§ 40522221 § N
Construction and
land development - - - - 2,148 505 2,148 595 -
Commercial real estate 40,879 - 2458411 3380200 142 E22 983 146,222,273 -
Commercial and
indnstrial 2000037 - 48184 3030221 28,088,726 31,127,947 -
Consumer 6,734 44 331 3,595 54660 1,251,606 1 304,266 3,505
Total loans § 4483260 § 252735 § 2703754 57430749  §3113 BE7 F53 0§ 221327302 3 3505
Nonaccrual Loans Nonaccrual Loans
with No Allowance with an Allowance Total Nonaccraal
for Credit Losses for Credit Losses Loans
Residential real estate 3 401 868 5 5 401,858
Constmuction and land development - -
Commercial real estate 4,210,032 4.210,032
Commercial and imdustrial 48284 48284
Consumer - -
] 4 660 184 H 5 4 660,184
December 31, 2024
Loans Recorded
Loans Loans 20 or More Invesiment =
30-59 Days  G0-89 Days Days Total Past Current ‘Total o0 Days and
Fast Due Past Due FPast Due Due Loans Loamns Loans Accruing
Fesidential real estate 5 1476985 % 18907 % - §F 1495E02 % 41550122 § 43055014 3 -
Construction and
land development - - - - 3,300,030 3,300,030 -
Commercial real estate 3,008 200 347 383 4.626,048 8,071,721 145,305 340 154 347,061 -
Commercial and
indnsrial 5,776 - 451,225 457,001 30,843 304 31,300,385 340,557
Consumer 38,185 82104 63,094 110,473 3 823 625 3,034 008 14,124
Total loans F$ 55192356 5 374584 § 5141267 F11035087 E224021 511 § 235056598 5 354,781
Nonaccroal Loans Nonaccraal Loams
with No Allowance with an Allowance Total Nonaccraal
for Credit Losses for Credit Losses Loans
Feesidential real estate 5 z ¥ 1 =
Constmction and land development - - -
Commercial real estate 1,287 678 3,338.370 4 626,048
Commercial and induastrial - 110,669 110,669
Consumer 40 769 - 49 7459
s 1,337,447 ¥ 3,440,030 5 4. 786,488
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Note 5. Credit Quality of Loans and the Allowance for Credit Losses (Continued)

At December 31, 2025, the Corporation had ten loans on non-accrual status with foregone interest in the amount of
$602,300. At December 31, 2024, the Corporation had thirteen loans on non-accrual status with foregone interest in
the amount of $432,713.

At December 31, 2025 there was one consumer loan past 90 days accroing interest and at December 31, 2024 there
was one cash secured commercial and industrial loan and three consumer loans past 90 days accruing interest.

A loan will be returned to accrual status when all of the principal and interest amounts contractually due are brought
current and management believes that future principal and interest amounts confractually due are reasonably assured,
which belief is typically evidenced by a sustained period of repayment performance by the borrower. The Corporation
accounts for individually evaluated loans under generally accepted accounting principles. When the Corporation
determines an individually evaluated loan requires a reserve, it provides an individual reserve for that portion of the
asset that is deemed uncollectible based on the present value of expected future cash flows discounted at the loan’s
original effective interest rate or based on the loan’s observable market price or fair value of the collateral if the loan

15 collateral dependent.

The following tables present loan modifications to borrowers experiencing financial difficulty that were made duning
the years ended December 31, 2025 and 2024, by loan portfolio segment:

Number of Interest Omly Term % of Total
December 31, 2025 Contracts Paymenis Extension Class of Loans
Commercial real estate 2 § 54623 § 600467 0.51%

Number of Interest Omly Term % of Total
December 31, 2024 Coniracts Pavments Extension Class of Loans
Commercial and indnstrial 1 $ 500,000 $ - 1.60%

None of the loans that were modified defaulted during the yvear ended December 31, 2025, and the loans remain current
with contractual payments as of December 31, 2023,

Certain directors and executive officers of the Cotporation and the Bank and certain affiliated entities of such directors
and executive officers have had loan transactions with the Corporation. The loans were made on substantially the
same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions with
unrelated persons and do not involve more than the normal risk of collectability.

The following table summarizes changes in amounts of loans outstanding. both direct and indirect, to those persons

during 2025 and 2024
2025 2024
Balance at January 1, $ 7871372 § 7964376
Additions 3.386.002 224 875
Repayments (5,490.723) (317.879)
EBEalance at December 31, $ 3,767.311 § 7871372
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Note 6. Premises and Equipment

Premuses and equipment at December 31, 2025 and 2024, were as follows:

2025 2024

Cost
Land $ 631900 8§ 631,900
Buildings and land improvements 3,418,886 3,380,936
Leasehold improvements 7833357 6,907,225
Furmiture, fixtures, and equipment 3,516,628 2 843035
Total 15,400,771 13,763,116
Less: accumulated depreciation (9.432.145) (8,852.268)

$ 5.968.626 $ 4910848

Depreciation expense totaled $613 568 and $483 530 for the years ended December 31, 2025 and 2024, respectively.
Note 7. Foreclozed Real Estate

The Corporation had no foreclosed real estate at December 31, 2025 and 2024 and did not dispose of foreclosed real
estate during the years ended December 31, 2025 and 2024,

At December 31, 2025 there were no residential loans in the process of foreclosure. At December 31, 2024 there were
no residential loans in the process of foreclosure.

Note 8. Deposits

Deposits as of December 31, 2025 and 2024 are summarized as follows:

2025 2024

Noninterest-bearing demand 3 73722193 § 61,632,085
Interest-bearing demand 44906529 50,333,747
Money market 50,060,330 50,677,862
Savings 22983918 22,020,498
Certificates of deposit 88,938 897 97,110,755
Total deposits § 280620927 § 281774947

Deposit accounts are federally insured up to $250,000 per depositor. The aggregate amount of certificates of deposit
with balances of $250,000 or more totaled $11,735,454 and $16,401,519 at December 31, 2025 and 2024, respectively.

At December 31, 2025, certificates of deposit and theiwr remaining maturities were as follows:

December 31,
2026 § 78051844
2027 8644423
2028 937 488
2029 260 891
2030 444 251

§ 88,938,807

The Corporation has four deposit relationships as of December 31, 2023 and four deposit relationships as of December
31, 2024 in excess of 3% of total deposits, totaling $64 064 832 and $61, 834,073, respectively.

Deposit balances of officers and directors totaled $2,845,230 and $3,818.307 at December 31, 2025 and 2024,
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Note 9. Borrowings

The Bank did not access borrowings during the year ended December 31, 2025, Dunng the vear ended December 31,
2024, the Bank's short-term borrowings from the Federal Reserve discount window peaked at $4, 500,000 and were
repaid prior to year-end. The Bank pledeed securities with a par value of $3,000,000 as collateral for these borrowings
which was released by the Federal Reserve upon repayment of the borrowings.

During the year ended December 31, 2024, the Bank’s short-term borrowings from the FHLE peaked at $20,000,000
and were repaid prior to vear-end. The Bank has an agreement with FHLB that allows it to obtain advances secured
by assets owned by the Bank. Total advances are limited to 30% and 25% of the Bank’s total assets as of December
31,2025 and 2024, respectively. As of December 31, 2025 and 2024, the Bank had credit availability of approximately
$117,000.000 and $87,800,000, respectively, with FHLB which would be limited by the portion of its residential real
estate and commercial real estate loans that were pledged as collateral. Loans that were deemed eligible to pledge as
collateral totaled approximately $59,900,000 and $63.100,000 at December 31, 2025 and 2024, respectively.

Note 10. Income Taxes

In in its most recently filed tax year, the Corporation filed income tax returns in the U.S. Federal jurisdiction and the
State of Maryland. With few exceptions, the Corporation is no longer subject to U5, Federal and State income tax
examinations by the tax authorities for years prior to 2022, The income tax provision reflected in the statements of
(loss) income consisted of the following components for the yvears ended December 31, 2023 and 2024:

2025 2024
Current expense § 393,337 L3 631,697
Deferred tax expense 191,626 188975
Change in valuation allowance (1771415 176,187
Total income tax expense $ 407822 % 005 850

A reconciliation of tax expense computed at the statutery federal tax rate and the recorded tax expense (in dollars and
percentages) for the year ended December 31, 2025 are as follows:

Dollar Percent
Tax at Federal statutory rate ¥ 371,276 21.0%
Tax effect of
Bank owned life insurance (36,082) 20
Other permanent differences 17,730 1.0
Change in valuation allowance 54898 3.1
Income tax expense (benefit) $ 407822 23.1%

A reconciliation of tax expense computed at the statutory federal rate and the recorded tax expense in percentages for
the year ended December 31, 2024 is as follows:

Percent

Tax at Federal statutory rate 21.0%
Tax effect of:

State and local income taxes, net of federal benefit 18
Bank owned life insurance (0.8)
Other permanent differences (0.4)
Change in valuation allowance 0.8
Income tax expense (benefit) 22.4%
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Note 10. Income Taxes (Continued)

During the years ended December 31, 2025 and 2024, the Corporation made payments to tax authorities for income

taxes set forth in the table below:
2025 2024
Federal $ 407822 % 827 956
State - 168,633
Total income tax expense $ 407822 $ 996850

The following table provides mformation on the significant components of Corporation’s deferred tax asset as of
December 31, 2025 and 2024:

2025 2024
Deferred income tax assets (liabilities):
Net operating loss 5 1,253,475 5 083,345
Accumulated depreciation 109218 320,703
Deferred compensation 34,400 185 76l
Allowance for credit losses 663,088 790,692
Nonaccrual loan interest 167,926 119,083
New Market tax credits 1927707 1,942 B35
Unrealized (gains) losses on investment
securities available-for- zale (56, 718) 226,446
Restricted stock awards 67,761 58,449
Right of use asset 25079 22 608
Deferred loan fees 59,741 6E,066
Deferred income tax asset 4252 571 4727 367
Less valnation allowance (1.539_498) (1,362.357)
Net deferred income tax asset % 2,713,079 $ 3365010

Management assesses the available positive and negative evidence to estimate whether sufficient future taxable
income will be generated to permit use of the existing deferred tax assets. Based on this evaloation as of December
31, 2025, a valuation allowance of $1,530 408 has been recorded to recognize only the portion of the deferved tax
asset that relates to the net operating loss carryforward for the State of Maryland and the Maryland component of the
deferred tax asset at the Banlke The amount of the remaining deferred tax asset valuation allowance could be released
if estimates of future taxable income dunng the canryforward period increase or if objective negative evidence in the
form of cumulative losses is no longer present and additional weight is given to subjective evidence such as our
projections for growth.

Note 11. Preferred Stock

On Apnl 5, 2021, the Corporation entered into a Preferred Stock Purchase Agreement with JP. Morgan Chase
Community Development Corporation to issue 2, 700 shares of the Corporation’s Fixed Fate Noncumulative Perpetual
Preferred Stock, Series B (the “Series B Preferred Stock™) for a total purchase price of $2,700,000. Holders of the
Series B Preferred Stock are entitled to receive noncumulative dividends at a rate of 1.00% of the stated amount per
vear, if and as declared by the Corporation’s board of directors. Dividends must be paid on the Series B Preferred
Stock for the most recently completed dividend period prior to paying dividends on the Cotporation’s common stock.

On May 21, 2021, the Corporation entered into a Preferred Stock Purchase Agreement with Wells Fargo Central
Pacific Holdings, Inc. to issue 3,530 shares of the Corporation’s Fixed Rate Noncumulative Perpetual Preferred Stock,
Series C (the “Series C Preferred Stock™) for a total purchase price of $3,530,000. Holders of the Series C Preferred
Stock are entitled to receive noncumulative dividends at a rate of 1% of the stated amount per year, if and as declared
by the Corporation’s board of directors. Dividends mmust be paid on the Series C Preferred Stock for the most recently
completed dividend period prior to paying dividends on the Corporation’s common stock.
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Note 11. Preferred Stock (Continued)

On May 18, 2022, the Corporation entered into a Preferred Stock Purchase Agreement with the United States
Department of the Treasury under the Emergency Capital Investment Program (“ECIP”) to issue 75,038 shares of the
Corporation’s Fixed Fate Noncumulative Perpetual Preferred Stock, Series D (the “Series D Preferred Stock™) for a
total purchase price of $75.038,000. Holders of the Seriez D Preferred Stock are entitled to receive noncumnlative
dividends at a maxinmm rate of 2% per year, with no dividends for the first twenty-four months following the
imvestment date, if and as declared by the Corporation’s board of directors. Dividends mmst be paid on the Series D
Preferred Stock for the most recently completed dividend period, after the first twenty-four months following the
investment date, prior fo paying dividends on the Corporation’s common stock and are based on the qualified lending
growth criteria listed in the terms of the ECIP agreement. After the tenth anniversary of the investment date, the
dividend rate will be fixed based on the average annual amount of lending in years two through ten. Dividends are
payable in arrears on a quarterly basis.

Established by the Consolidated Appropriations Act, 2021, the ECIP was created to encourage low- and moderate-
income community financial institutions and minority depository institutions to provide loans, grants, and forbearance
for small businesses, munority-owned busmesses, and consumers, especially low-income and underserved
comumunities, including persistent poverty counties, that may be disproportionately impacted by the economic effect
of the COVID-19 pandemic by providing direct and indirect capital investments in low- and moderate-income
community financial institutions.

The Series D Preferred Stock may be redeemed at the option of the Corporation on or after the fifth anniversary of
issuance (or earlier in the event of loss of regulatory capital treatment), subject to the approval of the appropniate
federal banking regulator and in accordance with the federal banking agencies’ regulatory capital regulations.

On January 8, 2025, the Corporation entered into the Option Agreement with the TS, Treasury, which grants the
Corporation the conditional option to repurchase the Series D Preferred Stock during the first 15 vears following the
Corporation’s issuance of the Preferred Stock. The purchase price for the Series D Preferred Stock under the Option

Agreement 1z based on a formula approximate to the fair value of the Series D Preferred Stock as of the date the
Option Agreement is executed, calculated as set forth 1n the Option Agreement, together with any accrued and unpaid
dividends thereon and could represent a discount from the Preferred Stock’s liguidation amount.

The purchase option may not be exercised during the first 10 years following the Corporation’s issuance of the Series
D Preferred Stock (“the ECIP Period™) unless and until the Corporation meets at least one of the following three
conditions (the “Threshold Conditions™): (1) an average of at least 60% of the Corporation’s loan onginations qualify
as “Deep Impact Lending™ over any 16 consecutive quarters, (2) an average of at least £5% of the Corporation’s “total
originations gualify as “Qualified Lending™ over any 24 qoarters ot (3) the Series D Preferved Stock has a dividend
rate of no more than 0.5% at each of six consecufive “Reset Dates.” in each case as defined in Option Agreement and
the terms of the Series D Preferved. In addition to satisfying a Threshold Condition, the Option Apgreement requires
that the Cotporation meet certain other eligibility conditions in order to exercise the purchase option in the future,
including compliance with the terms of the original ECIP purchase agreement and the terms of the Series D Preferred
Stock, maintaining qualification as either a certified community development financial institution or a minority
depository institution and satisfying other legal and regulatery criteria. The Corporation may designate a Mission
Aligned nonprofit Affiliate as the purchaser of the Series D Preferred Stock under the terms of the option agreement.

The earliest possible date by which a Threshold Condition may be met is June 30, 2028 which is the end of
the sixteenth consecutive guarter followmng the Orniginal Closing Date. However, the Corporation does not currently
meet any of the Threshold Conditions to exercise the purchase option, and there can be no assurance if and when the
Threshold Conditions will be met.

In addition to the requirement that a Threshold Condition be met, the Eepurchase Agreement requires that the
Corporation meet certain other eligibility conditions in order to exercise the purchase option in the fuoture, including
compliance with the terms of the criginal ECIP purchase agreement and the terms of the Preferred Stock, maintaining
qualification as either a CDFI or an MDI, and meeting other legal and regulatory criteria. Although the Corporation
currently meets the general eligibility eniteria, other than satisfying one of the Threshold Conditions, there can be no
assurance that the Corporation will meet such eriteria in the fotore.
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Note 11. Preferred Stock (Continued)

The Corporation began paying quarterly dividends on the Series D Preferred Stock beginming in the three-month
period ending June 30, 2024. Dividends on the Series D Preferred Stock totaled $1.500,760 and $783,730 for the years
ended December 31, 2025 and 2024, respectively, and has a current dividend rate of 2.0%.

Note 12. Employee Benefit Plans
Defined Contribution Eetirement Plan

The Corporation established a defined contribution retirement plan under Section 401(k) of the Internal Revenue Code,
which allows eligible employees to contribute a porfion of their annual compensation on a pre-tax basis, subject to
annual IRS limits. The plan provides for the Corporation to make contributions which will match employee deferrals
on a one-to-one basis up to 3% of an employee’s eligible compensation. Participants are 100% vested in their deferrals
and matching contributions made by the Corporation are subject to a vesting schedule and become fully vested after
five years of continnons service. Contributions were made by the Corporation in the amounts of $131, 626 and
$144,242 for the years ended December 31, 2025 and 2024, respectively.

Stock Incentive Plan

On June 16, 2021, the Corporation established a stock incentive plan to promote long-term growth and profitability of
the Corporation by providing key pecple with incentives to improve stockholder value and to contribute to the growth
and financial success of the Corporation and enabling the Corporation to attract and retain staff The Plan, which is
admunistered by the Corporation’s Compensation Committee, had up to 100,000 shares available for 1ssuance during
2033 and up to 100,000 shares in 2024 In 20235 and 2024, the Corporation granted 21,714 and 30,470 shares of restricted
stock, respectively, under the Plan  Stock granted under this Plan is valued at the fair value as of the date of grant with
one third of the shares vesting immediately upon grant and the remamnder vesting ratably on the next two anniversary
dates, provided the grantee has been comtinmously employed by the Corporation. Shares shall become fully vested due
to, retivement, disability, or death. The Corporation recorded compensation expense related to the restricted stock
awards of $312,778 and $218,339 during the years ended December 31, 2025 and 2024, respectively. As of December
31,2025, $168.641 of compensation expense remains to be recognized with a remaining life of 1.14 years.

Weighted Average
Shares Grant Date Fair
Value

Nonvested at December 31, 2024 23,146 % 033

Granted 21,714 17.64

Vested (22.230) 13.78

Forfeited = =
Nonvested at December 31, 2025 24,630 3 12.55
Fair value of vested shares & 2502015

The following table outlines the vesting schedule of the nonvested restricted stock awards as of December 31, 2025:

Number of
Year Ending Vesting
December 31, Restricted Shares
2026 9,372
2027 15,258
24 630
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Note 13. Operating Leases

The Corporation enters into leases in the normal course of business primarily for branch locations and loan production
offices. The Corporation’s leases have remaining terms ranging from one to five years, some of which include renewal
options to extend the lease for up to five years. The Corporation includes lease extensions if it is deemed reasonably
certain the Corporation will exercise the option.

Leases are classified as operating or finance leases at the lease commencement date. Lease expense for operating
leases is recognized on a straight-line basis over the lease term_ Right-of-use assets represent the Corporation’s right
to use an underlying asset for the lease term, and the lease habilities represent the Corporation’s obligation to make
lease payments arising from the lease. Lease liabilifies are recognized at the lease commencement date based on the
estimated present value of lease payments over the lease term. Lease liabilities represent the Corporation’s obligation
to make lease payments and are presented at each reporting date as the net present value of the remaining contractual
cash flows.

The Corporation uses the incremental borrowing rate at lease commencement to caleulate the present value of lease
payments when the rate implicit in the lease is not known. The Corporation’s incremental borrowing rate is based on
the FHLB amortizing advance rate for the comparable lease period.

The following table presents lease costs and other lease information:

Years Ended December 31,

2025 2024
Right of use aszets § 3357829 $ 24335650
Lease liabilities 3,458,962 2,518,129
Operating lease expense 705,386 714121
Weighted average discount rate 4.06% 3.50%
Weighted average lease term 7.61 years 5.74 years

Right-of-use assets are recorded in prepaid expenses and other assets on the Consolidated Balance Sheet. Lease
liabilities are recorded in accounts payable and other liabilities on the Consclidated Balance Sheet.

Future minimum payments for each of the five succeeding vears and thereafter under non-cancelable operating leases
consisted of the following at December 31, 2025:

December 31,
2026 s 610,171
2027 533,993
2023 511,946
2029 524,468
2030 337,538
Thereafter 1,358,496
Total lease payments 4.076,632
Imputed interest (617.670)
Total lease liabilities s 3.458.962

Note 14. (Loss) Earnings Per Common Share

Basic (loss) earnings per commeon share i3 calculated by dividing net (loss) income available to commeon stockholders
by the weighted average number of common shares outstanding doring the period. Restricted stock is included in the
average shares outstanding used to compute basic and dilutive earnings per common share, given its participation in
voting and dividend rights during the restriction period.
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Note 14. (Loss) Earnings Per Common Share {Continued)

Year Ended December 31,
2025 2024
Net (loss) income available to common stockholders (156.175) 5 2649 079
Baszic and dilutive:
Weighted average common shares outstanding 1274716 1,255,686
{Loss) earnings per common share (0.12) 5 211

Note 15. Regulatory Capital Requirements

The Bank i= subject to various regulatory capital requirements administered by the federal banlking 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 financial statements. Under capital adegquacy
guidelines and the regulatory framework for prompt comrective action, the Bank mmust meet specific capital guidelines
that involve guantitative measures of their assets, liabilities, and certain off-balance-sheet items as caleulated under
regulatory accounting practices. The capital amounts and classification are also subject to gualitative judgments by
the regulators about components, risk weightings and other factors.

In September 2019, the federal banking agencies jointly issued a final mle that provides for an optional, simplified
measure of capital adequacy, the Compmunity Bank Leverage Ratio framework (CBLR), for qualifyimg community
banking orgamizations, consistent with Section 201 of the Economic Growth, Regulatory Relief and Censumer
Protection Act. The final rule became effective on January 1, 2020. The CBLR removes the requirement for gqualifymg
banking organizations to calculate and report risk-based capital but rather only requires a Tier 1 to average assets
(leverage) ratio. Qualifying banking organizations that elect to use the CBLE and that maintain a leverage ratio of
greater than the required minimum will be considered to have satisfied the generally applicable risk-baszed and leverage
capital requirements in the agencies’ capital rules and, if applicable, will be considered to have met the well-capitalized
ratio requirements for purposes of section 38 of the Federal Deposit Insurance Act. Under the regulatory capital rules,
an institution electing to use the CBLR must maintain 3 mintmum leverage ratio of 9%. Qualifying instifutions are
allowed a two-guarter grace period to correct a ratio that falls below the required amount, provided the mstitution
maintains a ratio of more than 8%. At December 31, 2025 and 2024, the Bank was a qualifying institution and elected
to utilize the CBLR to measure capital adequacy. As such, the related amounts, and ratios for December 31, 2023, and
2024, are presented below using the CBLE.

As of December 31, 2025, and 2024, the most recent notification from the Bank’s regulators categorized the Bank as
“well-capitalized” under the regulatory framework for prompt comective action. There are no conditions or events
occurring since that notification that management believes have changed the Bank’s category.

The actual and required capital amounts and ratios of the Bank as of December 31, 2025, and 2024 were as follows:

To Be Well Capitalized
Under the Prompt
Capital Adequacy Corrective Action
Actual Purposes Provisions
Amount Ratio Amonni Ratio Amonnt Ratio
(dollars in thowsands)
As of December 31, 2025
Communiry Bank Leverage Fatio 5 46007 12.3% 5 30583 =8.0% § 34405 =9.0%
As of December 31, 2024
Community Bank Leverage Ratio 5 46052 12.4% 5 x4 =8.0% ¥ 33,552 =9.0%
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Harbor Bankshares Corporation
Notes to Consolidated Financial Statements

Note 15. Regulatory Capital Requirements {Continued)

In August of 2018, the Economic Growth, Regulatory Relief, and Consumer Protection Act (“"EGRRCPA”) divected
the Federal Reserve Board to revise the Small Bank Holding Company Policy Statement to raise the total consolidated
asset limit in the Policy Statement from $1 billion to $3 billion. The Corpeoration meets the conditions of the revised
policy statement and was exempt from the consohidated capital requirements at December 31, 2025 and 2024.

Bank and holding company regulations, as well as Maryland law, impose restrictions on dividend payments by the
Bank, as well as restricting extensions of credit and transfers of assets between the Bank and the Corporation. At
December 31, 2025, the Banl: is restricted from paying dividends to its parent company without regulatory approval.

Note 16. Fair Value Measurements

ASC Topic 820 provides a framework for measuring and disclosing fair value under US. GAAP. ASC Topic 820
requires disclosures about the fair value of assets and liabilities recognized in the consolidated balance sheet in periods
subsequent to initial recognition, whether the measuwrements are made on a recurring basis (for example, available-
for-sale investment securities) or a non-recuming basis (for example, collateral dependent loans).

ASC Topic 820 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability
(an exit price) in the principal or most advantageous market for the asset or lability in an orderly transaction between
market participants on the measurement date. ASC Topic 820 also establishes a fair value hierarchy, which requires
an entity to maximize the use of observable inputs and minimize the use of uncbservable inputs when measuring fair
walue.

The Corporation utilizes fair value measurements to record fair value adjustments to certain assets and to determine
fair value disclosures. Securities available-for-sale are recorded at fair value on a recurring basis. Additionally, from
time to time, the Corporation may be required to record at fair value all other assets on a non-recurring basis, such as
loans held for sale, loans held for investment and certain other assets. These non-recurning fair value adjustments
typically involve application of lower of cost or market accounting or write-downs of individual assets.

ASC Topic 820 establishes a fair value hierarchy that pricritizes the information used to develop those assumptions.
The fair value hierarchy is as follows:

Level 1 — Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active
markets.

Level 2 — Inputs to the valuation methodelogy include guoted prices for similar assets and liabilities in active markets,
quoted prices for identical or similar instruments in markets that are not active or by model-based techniques in which
all significant inputs are observable in the market for the asset or liability, for substantially the full term of the financial
instrument.

Level 3 — Inputs to the valuation methodology are uncbservable and significant to the fair value measurement and
based on the Corporation’s own assumptions about market participants’ assumptions.

The following is a description of the valuation methods used for instruments measured at fair value as the general
classification of such instruments pursuant to the applicable valuation method.
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Note 16. Fair Value Measurements {Continued)

Fair value measuremenis on a recurring basis

Securities available-for-sale — If quoted prices are available in an active market for identical assets, securities are
classified within Level 1 of the hierarchy. If quoted matrket prices are not available, then fair values are estimated
using pricing models, quoted prices of securities with similar characteristics or discounted cash flows and securities
are included within Level 2 of the lierarchy. As of December 31, 2025 and 2024, the Corporation has categorized its
investment securities available-for-zale as follows:

Level 1 Level 2 Level 3

December 31, 2025
Securities available-for-zale:
U.S. Government and
Federal Agency obligations $ - $116,590488  § -

December 31, 2024
Securities available-for-zale:
U.5. Government and
Federal Agency obligations $ - $ 97865368 § -

Fair value measurements on a non-recurring basis

Collateral dependent loans — The Corporation measures the need for credit reserves generally based on the fair value
of the loan’s collateral. Fair value is generally determined based upon independent appraisals of the properties, or
discounted cash flows based upon the expected proceeds. These assets are included as Lewvel 3 fair values. As of
December 31, 2025 and 2024 the fair values consisted of loan balances of $2,248,284 and §3.449_ 038 that have been
written down by $0 and $887 409, respectively, as a result of specific loan loss allowances.

Level 1 Level 2 Level 3
December 31, 2025
Collateral dependent loans 5 - 3 - g &
December 31, 2024
Collateral dependent loans $ - 5 - § 2,561,629

The following table presents quantitative information about Level 3 fair value measwements for selected financial
instruments measured at fair value on a non-recurring basis at December 31, 2025 and 2024:

Fair Value Range or
Value Technigue(s) Unobservable Inputs Rate Used
December 31, 2025
Dhiscoumt to reflect
Commercial real estate § 2,200,000 Appraised valoe current market conditions 11.50%
Discoumt to reflect
Conmercial and industrial $ 48284 Appraised vahae current market conditions 9.350%
December 31, 2024
Dhiscoumt to reflect
Commercial real estate § 2513345 Appraised valoe current market conditions 3.75-11.30%
Dhiscommt to reflect
Conmuercial and industrial 48284 Appraised valoe current market conditions 10.75%
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Harbor Bankshares Corporation
Notes to Consolidated Financial Statements

Note 16. Fair Value Measurements {Continued)
The remaming financial assets and liabilities are not reported on the consolidated balance sheet at fair value on a
recurring basis. The calculation of estimated fair values is based on market conditions at a specific point in time and
may not reflect current or foture fair values.
The estimated fair values of the Corporation’s financial instruments, whether carried at cost or fair value are as follows:

Fair Value Measurements at December 31, 2025 Using

Quoted
Prices in
Market for Other i mt
Identical Ohservable Unobservable
Carrying Assets Inpuis Inpuis Fair
Value {Level 1) {Level 2) (Level 3) Value
(dollars in thousands)
Financial assets:
Cach and cash equivalents § 31106 § 31,106 3 - § - $ 31,106
Secunities available-for-sale 116,590 - 116,590 - 116,590
Loans, net 218757 - - 2121325 212,125
Federal Home Loan Bank stock 268 268 - - 268
Accmued interest recervable 2973 2973 - - 2973
Financial hakilities:
Deposits 280,621 - 191 682 23.684 280366
Accmued interest payable 319 319 - - 319
Fair Value Measurements at December 31, 2024 Using
Qubtcd
Prices in
Active Significant
Market for Other Significant
Identical Ohszervable Unobservable
Carrying Assets Inputs Inputs Fair
Value {Level 1) {Level 2) (Level 3) Value
(dollars in thousands)
Financial assets:
Cazh and cash equivalents $ 38958 § 38058 $ - § - $ 38938
Securities availablefor-zale 07,2635 - 07,2635 - 07,863
Loans, net 232,836 L1 - 132 652 222 652
Federal Home Loan Bank stock 263 265 - = 263
Accrued interest receivable 2614 2614 - 2 2614
Fmancial habilities:
Deposits 281,773 - 184 664 96,356 281,220
Accrued interest payable 187 187 - 2 187

Note 17. Commitmenis and Contingencies

The Corporation is party to financial instuments 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 origimate loans. These loans
involve, to varying degrees, elements of credit and interest rate risk in excess of the amounts recognized on the
consolidated balance sheet.

The Corporation’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument
for loan commitments is represented by the contractual amount of these instruments. The Corporation uses the same
credit policies for these instruments as it does for on-balance sheet instruments. At December 31, 2025 and 2024, the
Corporation had in other liabilities $95 400 of reserves for unfunded commitments related to these financial
instruments with off-balance sheet risk.
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Note 17. Commitments and Contingencies {Continued)

The commitment to originate loans is an agreement to lend to a customer provided there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates and may require the payment of a fee.
The Corporation expects that a large majority of its commitments will be fulfilled subsequent to the balance sheet date
and therefore represent future cash requirements. The Corporation evaluates each customer’s creditworthiness on a
case-by-case basis. The amount of collateral obtained, if deemed necessary, i1s based on management’s credit
evaluation of the borrower.

Loan commitments representing off-balance sheet nisk were as follows:

December 31,
2025 2024
Commitments to extend credit £ 17.566,203 £ 21.100,398
Letters of credit 93 963 99 862
$ 17.660,258 $ 21.200260

Note 18. New Market Tax Credits Indemnifications

The Cotporaticn has indemnified certain tax eredit investors for potential Recapture Events in connection with the
Corporation’s participation in the Community Development Financial Institutions New Markets Tax Credit Program.
Events of Recapture include the Corporation or the applicable community development entity (“CDE") or subsidiary
CDE (“sub-CDE™) ceasing to be a CDE; redemption of investment in the sub-CDE; failure to meet certain compliance
requirements; and indemmitor’s gross negligence, fraud, willful misconduct, malfeasance, material vielation of law,
or bad faith action which results in a Recapture Event. The Corporation’s indemmification obligations total
$24.250429 as of December 31, 2025. The Corporation’s compliance obligations associated with each
indemmnification will expire over time as shown in the schedule below. In addition, the Corperation and sub-CDE
income tax refurns are subject to review and examination by Federal and State taxing authorities and are currently
open to andit under the applicable statutes of limitations by the Internal Revenue Service (“IRS™) for the years ended
December 31, 2022, through and including 2023.

Maturities of compliance obligations as of December 31, 2025, are as follows:

December 31,
2026 $ 5,065,600
2027 3,831,079
2028 3.427.000
2029 596,000
2030 3,985,750
2031 4.087.000
Thereafter 3.258.000

$ 24,250,429

The Corporation is in compliance with the miles and regulations of the Community Development Financial Institutions
New Markets Tax Credit Program and engages experts on an annual basis to monitor such compliance. Management
believes that the probability that the Corporation’s indemmnification oblizgations will be triggered is low.
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Locations

Fayette Northwood Commons Inner Harbor East

25 West Fayette Street 1509 Havenwood Road 1000 Lancaster Street, Suite C
Baltimore, Maryland 21201 Baltimore, Maryland 21218 Baltimore, Maryland 21202
410-528-1801 or 1-888-833-7920 443-687-8493 410-468-0600

Pimlico Science & Technology Park East Randallstown

5000 Park Heights Avenue 855 North Wolfe Street, Suite C 8530 Liberty Road
Baltimore, Maryland 21215 Baltimore, Maryland 21205 Randallstown, Maryland 21133
410-367-3331 410-675-1167 410-922-3005

Silver Spring

Loan Production Office
1010 Wayne Avenue, Suite 100 1070 Wayne Avenue Suite 210
Silver Spring, Maryland 20910 Silver Spring, Maryland 20910

301-478-4500 240-650-6230
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	Our mission is to profitably invest in the growth of our communities through the provision of financial products and services to create inclusive economic development.
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	Dear Fellow Shareholders:
	In our letter last year, we looked ahead with excitement to the year 2025 due to the opportunities which we believed would present themselves. While it was a year of strong performance, it did not provide an opportunity to deploy capital in a way that marked transformative growth for the Corporation. The year was consistent with our core aim of creating durable, long-term value. We meet our long-term objectives through steady execution against a disciplined strategy and continually improving our operations; all of this to be ready when opportunities present themselves.
	We are a strategic organization in both thought and execution. As bankers, the management of risk is our central discipline - understanding it, properly pricing it, and ultimately choosing the risks to take. In 2025, events which were predictable and consistent became less so. In our industry, the Community Development Financial Institution Fund (“CDFI”) was deemed to have matured to the point of requiring much less public support and to be capable of sustaining itself through private market dynamics. The infrastructure for the regulation of all banks shrunk; all while emergent economic risk due to private credit, global conflict, new trade regimes, and stubborn inflation became clearer.
	The year 2025 also marked the return of mergers and acquisition activity in the banking sector. Our industry is aging and community banks have underinvested in talent and institutional succession. In the coming years, I believe we will see continued consolidation among the over 4,000 remaining banks. Those that remain independent will be those that have prepared themselves for opportunity.
	It often goes unnoticed that at their core, banks have always been pioneers in the use of technology. Just remember how revolutionary credit scoring, ATMs, online banking, and remote deposit were when they first emerged.  While the fundamental aspects of what we do, attract deposits, lend, and manage risk, remain, the way that we perform those tasks continues to evolve. Thoughtful investment and implementation of technology will allow us to do more with less. It expands our market opportunity; improves our ability to provide exceptional customer service, and it makes us more efficient. We must always consider our customers and have a relentless focus on competing in areas where we have a competitive advantage.


	Bank Affiliated New Markets Tax Credit CDEs by Total Awards
	Bank Holding Company
	Awardee
	Awards
	JP Morgan Chase & Co.

	Harbor Bankshares Corporation
	Harbor Bankshares Corporation
	U.S. Bancorp
	USBCDE, LLC

	Truist Financial Corporation
	Capital One Financial Corporation
	PNC Financial Corporation
	BMO Financial Corporation
	Bank of America Corporation
	Well Fargo & Company
	Broadway Financial Corporation
	CitiGroup Inc.


	Highlights:
	Special Dividend
	We announced a special dividend of $0.50 for common shareholders. This dividend reflects our continued confidence in the Corporation’s financial health and prospects.

	New Market Tax Credit Award
	We were successful in being awarded our fourteenth allocation of New Markets Tax Credit (“NMTC”) authority from the U.S. Treasury CDFI Fund.Our NMTC franchise has consistently competed successfully with some of the largest financial institutions in the country. In 2025, Congress permanently extended NMTCs, which had previously required periodic reauthorization.

	EmpowerShares Money Market Fund
	The Harbor Bank of Maryland offers the J.P. Morgan EmpowerShares Money Market Funds under a distribution agreement. This product has grown to be a substantial contributor of core fee income. In 2025, assets under our distribution agreement had a high-water mark of more than $1.5 billion.

	Capital Base
	At year-end 2025, the Bank’s Community Bank Leverage Ratio was 12.3%. This indicator reflects the amount of true equity capital backing our balance sheet.Our capital base reflects our financial stability and our capacity for strategic investment.
	The Harbor Bankshares Corporation belongs to you, our shareholders. You have entrusted us with your capital and with your patience and support, we have deployed it thoughtfully and profitably.
	On behalf of the entire team at Harbor, we thank you for your trust, confidence, and support.
	Sincerely,  HARBOR BANKSHARES CORPORATION

	Habitat for Humanity
	Randolph Road Project

	The Enolia Apartments
	Juneteenth Celebration
	Silver Spring Art Exhibition
	Silver Spring Grand Opening

	Consolidated Financial Statements December 31, 2025 and 2024
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Harbor Bankshares Corporation
	2025 Annual Report
	Locations
	Fayette
	Northwood Commons
	Inner Harbor East
	Pimlico
	Science & Technology Park East
	Randallstown
	Silver Spring
	Silver Spring Loan Production Office




