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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the Quarter Ended March 31, 2011 Commission file number 000-29599
PATRIOT NATIONAL BANCORP, INC.

(Exact name of registrant as specified in its charter)

Connecticut
(State of incorporation)

06-1559137
(I.R.S. Employer Identification Number)

900 Bedford Street, Stamford, Connecticut 06901
(Address of principal executive offices)

(203) 324-7500
(Registrant�s telephone number)

Check whether the registrant (1) filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the past 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days: Yes þ No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes o No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company in Rule 12b-2 of the Exchange Act:

Large Accelerated Filer o Accelerated Filer o Non-Accelerated Filer o Smaller Reporting Company þ
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act): Yes
o No þ
State the number of shares outstanding of each of the registrant�s classes of common equity, as of the latest practicable
date.
Common stock, $0.01 par value per share, 38,362,727 shares outstanding as of the close of business April 29, 2011.
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PART I � FINANCIAL INFORMATION
Item 1: Consolidated Financial Statements
PATRIOT NATIONAL BANCORP, INC.
CONSOLIDATED BALANCE SHEETS

March 31, 2011
December 31,

2010
(Unaudited)

ASSETS
Cash and due from banks:
Noninterest bearing deposits and cash $ 5,902,555 $ 4,613,211
Interest bearing deposits 140,645,166 131,711,047
Federal funds sold 10,000,000 10,000,000
Short-term investments 501,074 453,400

Total cash and cash equivalents 157,048,795 146,777,658

Securities:
Available for sale securities, at fair value (Note 2) 38,539,143 40,564,700
Other Investments 3,500,000 3,500,000
Federal Reserve Bank stock, at cost 2,175,900 1,192,000
Federal Home Loan Bank stock, at cost 4,508,300 4,508,300

Total securities 48,723,343 49,765,000
Loans receivable (net of allowance for loan losses: 2011: $12,208,476,
2010: $15,374,101) (Note 3) 466,869,274 534,531,213
Accrued interest and dividends receivable 2,325,703 2,512,186
Premises and equipment, net 4,915,587 5,270,312
Cash surrender value of life insurance 20,516,592 20,348,332
Other real estate owned 950,000 16,408,787
Deferred tax asset (Note 9) � �
Other assets 8,365,016 8,711,366

Total assets $ 709,714,310 $ 784,324,854

LIABILITIES AND SHAREHOLDERS� EQUITY
Liabilities
Deposits (Note 4):
Noninterest bearing deposits $ 55,691,927 $ 51,058,373
Interest bearing deposits 525,591,104 595,750,456

Total deposits 581,283,031 646,808,829

Borrowings:
Repurchase agreements 7,000,000 7,000,000
Federal Home Loan Bank borrowings 50,000,000 50,000,000

Total borrowings 57,000,000 57,000,000
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Junior subordinated debt owed to unconsolidated trust 8,248,000 8,248,000
Accrued expenses and other liabilities 4,990,464 5,095,837

Total liabilities 651,521,495 717,152,666

Commitments (Note 7)

Shareholders� equity
Preferred stock, no par value; 1,000,000 shares authorized,
no shares issued and outstanding � �
Common stock, $.01 par value, 100,000,000 shares authorized;
38,374,432 shares issued; 38,362,727 shares outstanding 383,744 383,744
Additional paid-in capital 105,050,433 105,050,433
Accumulated deficit (48,381,943) (39,399,345)
Less: Treasury stock, at cost: 2011 and 2010 11,705 shares (160,025) (160,025)
Accumulated other comprehensive income 1,300,606 1,297,381

Total shareholders� equity 58,192,815 67,172,188

Total liabilities and shareholders� equity $ 709,714,310 $ 784,324,854

See Accompanying Notes to Consolidated Financial Statements.
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PATRIOT NATIONAL BANCORP, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

Three Months Ended
March 31,

2011 2010
Interest and Dividend Income
Interest and fees on loans $ 6,956,561 $ 9,096,489
Interest on investment securities 274,183 489,564
Dividends on investment securities 69,901 69,286
Interest on federal funds sold 4,026 3,361
Other interest income 61,890 31,815

Total interest and dividend income 7,366,561 9,690,515

Interest Expense
Interest on deposits 1,865,349 3,117,316
Interest on Federal Home Loan Bank borrowings 418,875 418,875
Interest on subordinated debt 70,398 69,333
Interest on other borrowings 76,082 76,081

Total interest expense 2,430,704 3,681,605

Net interest income 4,935,857 6,008,910

Provision for Loan Losses 6,981,629 727,000

Net interest (loss) income after provision for loan losses (2,045,772) 5,281,910

Non-interest Income
Mortgage brokerage referral fees 13,000 26,884
Loan application, inspection & processing fees 16,799 35,828
Fees and service charges 280,901 253,521
Earnings on cash surrender value of life insurance 168,260 130,111
Other income 103,890 92,124

Total non-interest income 582,850 538,468

Non-interest Expenses
Salaries and benefits 3,214,515 3,361,284
Occupancy and equipment expense 1,354,567 1,416,150
Data processing 327,804 348,934
Advertising and promotional expenses 157,974 83,633
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Professional and other outside services 881,707 1,063,595
Loan administration and processing expenses 37,059 95,803
Regulatory assessments 611,268 694,843
Insurance expense 230,774 273,297
Other real estate operations 270,507 978,691
Material and communications 200,138 201,282
Other operating expenses 233,363 209,432

Total non-interest expenses 7,519,676 8,726,944

Loss before income taxes (8,982,598) (2,906,566)

Provision for Income Taxes � (225,000)

Net loss $ (8,982,598) $ (3,131,566)

Basic and diluted loss per share $ (0.23) $ (0.66)

See Accompanying Notes to Consolidated Financial Statements.
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PATRIOT NATIONAL BANCORP, INC
CONSOLIDATED STATEMENTS OF SHAREHOLDERS� EQUITY
(Unaudited)

Accumulated
Additional Other

Number of Common Paid-In Accumulated Treasury Comprehensive
Shares Stock Capital Deficit Stock Income Total

Three months
ended
March 31, 2010

Balance at
December 31,
2009 4,762,727 $ 9,548,864 $ 49,651,534 $ (24,000,400) $ (160,025) $ 821,337 $ 35,861,310

Comprehensive
loss
Net loss � � � (3,131,566) � � (3,131,566)
Unrealized
holding gain on
available for sale
securities, net of
taxes � � � � � 344,376 344,376

Total
comprehensive
loss (2,787,190)

Balance,
March 31, 2010 4,762,727 $ 9,548,864 $ 49,651,534 $ (27,131,966) $ (160,025) $ 1,165,713 $ 33,074,120

Three months
ended
March 31, 2011

Balance at
December 31,
2010 38,362,727 $ 383,744 $ 105,050,433 $ (39,399,345) $ (160,025) $ 1,297,381 $ 67,172,188

Comprehensive
loss
Net loss � � � (8,982,598) � � (8,982,598)
Unrealized
holding gain on
available for sale

� � � � � 3,225 3,225
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securities, net of
taxes

Total
comprehensive
loss (8,979,373)

Balance,
March 31, 2011 38,362,727 $ 383,744 $ 105,050,433 $ (48,381,943) $ (160,025) $ 1,300,606 $ 58,192,815

See Accompanying Notes to Consolidated Financial Statements.
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PATRIOT NATIONAL BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Three Months Ended
March 31,

2011 2010
Cash Flows from Operating Activities:
Net loss $ (8,982,598) $ (3,131,566)
Adjustments to reconcile net loss to net cash used in operating activities:
Amortization and accretion of investment premiums and discounts, net 54,861 45,171
Amortization and accretion of purchase loan premiums and discounts, net 2,514 1,338
Provision for loan losses 6,981,629 727,000
Amortization of core deposit intangible 3,753 3,975
Earnings on cash surrender value of life insurance (168,260) (130,111)
Depreciation and amortization 347,700 389,515
Loss on sale of other real estate owned 58,215 52,977
Impairment writedown on other real estate owned 165,764 701,197
Changes in assets and liabilities:
Increase (decrease) in deferred loan fees 149,244 (134,918)
Decrease in accrued interest and dividends receivable 186,483 7,713
Decrease in other assets 342,597 853,474
(Decrease) increase in accrued expenses and other liabilities (107,350) 401,878

Net cash used in operating activities (965,448) (212,357)

Cash Flows from Investing Activities:
Purchases of available for sale securities � (15,162,500)
Principal repayments on available for sale securities 1,975,898 1,502,234
Proceeds from repurchase of excess stock by the Federal Reserve Bank 190,200 �
Purchases of Federal Reserve Bank Stock (1,174,100) �
Proceeds from sale of loans 46,440,794 �
Net decrease in loans 14,087,758 19,670,978
Purchase of other real estate owned (481,165) �
Proceeds from sale of other real estate owned 15,715,973 112,623
Refund (purchase) of bank premises and equipment 7,025 (24,634)

Net cash provided by investing activities 76,762,383 6,098,701

Cash Flows from Financing Activities:
Net decrease in demand, savings and money market deposits (7,445,003) (8,359,465)
Net decrease in time certificates of deposits (58,080,795) (41,133,952)

Net cash used in financing activities (65,525,798) (49,493,417)

Net increase (decrease) in cash and cash equivalents 10,271,137 (43,607,073)

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

Table of Contents 10



Cash and Cash Equivalents:
Beginning 146,777,658 107,799,432

Ending $ 157,048,795 $ 64,192,359
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PATRIOT NATIONAL BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS, Continued
(Unaudited)

Three Months Ended
March 31,

2011 2010

Supplemental Disclosures of Cash Flow Information
Interest paid $ 2,355,998 $ 3,658,816

Income taxes paid $ 8,534 $ 2,080

Supplemental disclosures of noncash investing and financing activities:

Unrealized holding gain on available for sale securities arising during the period $ 5,202 $ 555,444

See Accompanying Notes to Consolidated Financial Statements.
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PATRIOT NATIONAL BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Note 1: Basis of Financial Statement Presentation
The Consolidated Balance Sheet at December 31, 2010 has been derived from the audited financial statements of
Patriot National Bancorp, Inc. (�Bancorp� or �the Company�) at that date, but does not include all of the information and
footnotes required by accounting principles generally accepted in the United States of America for complete financial
statements.
The accompanying unaudited financial statements and related notes have been prepared pursuant to the rules and
regulations of the Securities and Exchange Commission. Accordingly, certain information and footnote disclosures
normally included in financial statements prepared in accordance with accounting principles generally accepted in the
United States of America have been omitted. The accompanying consolidated financial statements and related notes
should be read in conjunction with the audited financial statements of Bancorp and notes thereto for the year ended
December 31, 2010.
The information furnished reflects, in the opinion of management, all normal recurring adjustments necessary for a
fair presentation of the results for the interim periods presented. The results of operations for the three months
March 31, 2011 are not necessarily indicative of the results of operations that may be expected for the remainder of
2011.
Note 2: Investment Securities
The amortized cost, gross unrealized gains, gross unrealized losses and approximate fair values of available-for-sale
securities at March 31, 2011 and December 31, 2010 are as follows:

Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
March 31, 2011:

U. S. Government agency mortgage-backed
securities $ 34,541,671 $ 738,434 $ (2,929) $ 35,277,176
Auction rate preferred equity securities 1,899,720 1,362,247 � 3,261,967

$ 36,441,391 $ 2,100,681 $ (2,929) $ 38,539,143

December 31, 2010:

U. S. Government agency mortgage-backed
securities $ 36,572,430 $ 900,286 $ (838) $ 37,471,878
Auction rate preferred equity securities 1,899,720 1,193,102 � 3,092,822

$ 38,472,150 $ 2,093,388 $ (838) $ 40,564,700

8
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The following table presents the gross unrealized loss and fair value of Bancorp�s available-for-sale securities,
aggregated by the length of time the individual securities have been in a continuous loss position, at March 31, 2011
and December 31, 2010:

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

March 31, 2011:

U. S. Government mortgage -
backed securities $ 340,570 $ (2,929) $ � $ � $ 340,570 $ (2,929)

Totals $ 340,570 $ (2,929) $ � $ � $ 340,570 $ (2,929)

December 31, 2010:

U. S. Government mortgage -
backed securities $ 86,375 $ (838) $ � $ � $ 86,375 $ (838)

Totals $ 86,375 $ (838) $ � $ � $ 86,375 $ (838)

At March 31, 2011, four securities had unrealized holding losses with aggregate depreciation of 0.86% from the
amortized cost. There were no securities with unrealized losses greater than 5% of amortized cost. At December 31,
2010, two securities had unrealized losses with aggregate depreciation of 1.0% from the amortized cost. There were
no securities with unrealized losses greater than 5% of amortized cost.
Bancorp performs a quarterly analysis of those securities that are in an unrealized loss position to determine if those
losses qualify as other-than-temporary impairments. This analysis considers the following criteria in its determination:
the ability of the issuer to meet its obligations, an impairment due to a deterioration in credit, management�s plans and
ability to maintain its investment in the security, the length of time and the amount by which the security has been in a
loss position, the interest rate environment, the general economic environment and prospects or projections for
improvement or deterioration.
Management believes that none of the unrealized losses on available-for-sale securities noted above are other than
temporary due to the fact that they relate to interest rate changes on mortgage-backed securities issued by U.S.
Government agencies. Management considers the issuers of the securities to be financially sound, and the Company
expects to receive all contractual principal and interest related to these investments. Because the Company does not
intend to sell the investments, and it is not more-likely-than-not that the Company will be required to sell the
investments before recovery of their amortized cost basis, which may be maturity, the Company does not consider
those investments to be other-than-temporarily impaired at March 31, 2011.

9
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The amortized cost and fair value of available-for-sale debt securities at March 31, 2011 by contractual maturity are
presented below. Actual maturities of mortgage-backed securities may differ from contractual maturities because the
mortgages underlying the securities may be called or repaid without any penalties. Because mortgage-backed
securities are not due at a single maturity date, they are not included in the maturity categories in the following
maturity summary:

Amortized Cost Fair Value
Maturity:
> 10 years $ � $ �
Mortgage-backed securities 34,541,671 35,277,176

Amortized Cost Fair Value
Total $ 34,541,671 $ 35,277,176

Amortized Cost Fair Value
Note 3: Loans Receivable and Allowance for Loan Losses
A summary of the Company�s loan portfolio at March 31, 2011 and December 31, 2010 is as follows:

March 31, December 31,
2011 2010

Real Estate
Commercial $ 212,785,433 $ 228,842,489
Residential 157,743,571 187,058,318
Construction 39,639,058 63,889,083
Construction to permanent 10,315,902 10,331,043
Commercial 18,873,362 14,573,790
Consumer home equity 37,432,068 42,884,962
Consumer installment 2,047,248 1,932,763

Total Loans 478,836,642 549,512,448
Premiums on purchased loans 239,912 242,426
Net deferred costs 1,196 150,440
Allowance for loan losses (12,208,476) (15,374,101)

Loans receivable, net $ 466,869,274 $ 534,531,213

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

Three months ended
March 31,

2011 2010

Balance, beginning of period $ 15,374,101 $ 15,794,118
Provision for loan losses 6,981,629 727,000
Loans charged-off (4,153,547) (1,583,247)
Recoveries of loans previously charged-off 20,606 123,925
Transferred to loans held-for-sale (6,014,313) �

Balance, end of period $ 12,208,476 $ 15,061,796
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At March 31, 2011 and December 31, 2010, the unpaid balances of loans delinquent 90 days or more and still
accruing interest were $223,289 and $3,374,242, respectively. All borrowers of said loans at March 31, 2011 continue
to make interest payments, but these loans have matured and were in the process of being renewed.
The unpaid principal balances of loans on nonaccrual status and considered impaired were $32.5 million at March 31,
2011 and $89.1 million at December 31, 2010. On March 24, 2011, the Bank completed the sale of certain
non-performing assets that included 21 non-accruing loans with an aggregate net book value of $52.4 million (net of
related specific reserves) and 4 OREO properties with an aggregate carrying value of $14.4 million. The sale of
$66.8 million of non-performing assets was consummated for a cash purchase price of $60,602,036 which represented
90.7% of the Bank�s net book value for these assets.
If non-accrual loans had been performing in accordance with their original terms, Bancorp would have recorded
approximately $1.0 million of additional income during the quarter ended March 31, 2011 and $2.3 million during the
quarter ended March 31, 2010.
For the three months ended March 31, 2011 and 2010, the interest collected and recognized as income on impaired
loans was approximately $431,000 and $733,000, respectively.
At March 31, 2011, there were 16 loans totaling $32.9 million that were considered �troubled debt restructurings,� all of
which are included in impaired loans, as compared to December 31, 2010 when there were 19 loans totaling
$38.0 million, all of which were included in impaired loans. At March 31, 2011, 7 of the 16 loans aggregating
$18.0 million were accruing loans and 9 loans aggregating $14.9 million were non-accruing loans.
The Company�s lending activities are conducted principally in Fairfield and New Haven Counties in Connecticut and
Westchester County, New York City and Long Island, New York. The Company grants commercial real estate loans,
commercial business loans and a variety of consumer loans. In addition, the Company had granted loans for the
construction of residential homes, residential developments and for land development projects. A moratorium on all
new construction loans was instituted by management in July 2008. All residential and commercial mortgage loans are
collateralized by first or second mortgages on real estate. The ability and willingness of borrowers to satisfy their loan
obligations is dependent in large part upon the status of the regional economy and regional real estate market.
Accordingly, the ultimate collectability of a substantial portion of the loan portfolio and the recovery of a substantial
portion of any resulting real estate acquired is susceptible to changes in market conditions.
The Company has established credit policies applicable to each type of lending activity in which it engages, evaluates
the creditworthiness of each customer and, in most cases, extends credit of up to 75% of the market value of the
collateral at the date of the credit extension depending on the Company�s evaluation of the borrowers� creditworthiness
and type of collateral. In the case of construction loans, the maximum loan-to-value was 65% of the �as completed�
market value. The market value of collateral is monitored on an ongoing basis and additional collateral is obtained
when warranted. Real estate is the primary form of collateral. Other important forms of collateral are accounts
receivable, inventory, other business assets, marketable securities and time deposits. While collateral provides
assurance as a secondary source of repayment, the Company ordinarily requires the primary source of repayment to be
based on the borrower�s ability to generate continuing cash flows on all loans not related to construction.
The Company does not have any lending programs commonly referred to as subprime lending. Subprime lending
generally targets borrowers with weakened credit histories typically characterized by payment delinquencies, previous
charge-offs, judgments, bankruptcies, or borrowers with questionable repayment capacity as evidenced by low credit
scores or high debt-burdened ratios.
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The following table sets forth activity in our allowance for loan losses, by loan type, for the period ended March 31,
2011. The following table also details the amount of loans receivable, net, that are evaluated individually, and
collectively, for impairment, and the related portion of allowance for loan losses that is allocated to each loan portfolio
segment.

Commercial Construction

Three months ended March 31, 2011 Commercial Real Estate Construction
to

Permanent Residential Consumer Unallocated Total
Allowance for loan losses:
Beginning Balance $ 441,319 $ 7,632,355 $ 3,478,058 $ 491,446 $ 2,363,838 $ 578,612 $ 388,473 $ 15,374,101
Charge-offs � (934,588) (1,760,760) � (1,458,199) � � (4,153,547)
Recoveries 240 � 17,694 � � 2,672 � 20,606
Transferred to loans held-for sale � (963,461) (1,369,354) � (3,681,498) � � (6,014,313)
Provision 149,313 842,195 2,572,464 38,299 3,873,621 (128,576) (365,687) 6,981,629

Ending Balance $ 590,872 $ 6,576,501 $ 2,938,102 $ 529,745 $ 1,097,762 $ 452,708 $ 22,786 $ 12,208,476
Ending balance: individually
evaluated for impairment $ 78,286 $ 1,887,042 $ 1,657,278 $ 187,094 $ � $ � $ � $ 3,809,700

Ending balance: collectively evaluated
for impairment $ 512,586 $ 4,689,459 $ 1,280,824 $ 342,651 $ 1,097,762 $ 452,708 $ 22,786 $ 8,398,776

Total Allowance for Loan Losses $ 590,872 $ 6,576,501 $ 2,938,102 $ 529,745 $ 1,097,762 $ 452,708 $ 22,786 $ 12,208,476

Total Loans ending balance $ 18,873,362 $ 212,785,433 $ 39,639,058 $ 10,315,902 $ 157,743,571 $ 39,479,316 $ � $ 478,836,642

Ending balance:
individually evaluated for impairment $ 1,362,000 $ 20,461,392 $ 13,907,356 $ 1,364,694 $ 11,927,547 $ 1,516,977 $ � $ 50,539,966

Ending balance:
collectively evaluated for impairment $ 17,511,362 $ 192,324,041 $ 25,731,702 $ 8,951,208 $ 145,816,024 $ 37,962,339 $ � $ 428,296,676

12

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

Table of Contents 18



Table of Contents

The Company monitors the credit quality of its loans receivable in an ongoing manner. Credit quality is monitored by
reviewing certain credit quality indicators. Management has determined that loan-to-value ratios (LTVs), (at period
end) and internally assigned risk ratings are the key credit quality indicators that best help management monitor the
credit quality of the Company�s loans receivable. Loan-to-value ratios used by management in monitoring credit
quality are based on current period loan balances and original values at time of origination (unless a current appraisal
has been obtained as a result of the loan being deemed impaired or the loan is a maturing construction loan).
The Company has a risk rating system as part of the risk assessment of its loan portfolio. The Company�s lending
officers are required to assign a risk rating to each loan in their portfolio at origination. When the lender learns of
important financial developments, the risk rating is reviewed accordingly, and adjusted if necessary. Similarly, the
Loan Committee can adjust a risk rating. The Director�s Loan Committee, meets on a regular basis and reviews all
loans rated �special mention� or worse. In addition, the Company engages a third party independent loan reviewer that
performs semi-annual reviews of a sample of loans, validating the Bank�s risk ratings assigned to such loans. The risk
ratings play an important role in the establishment of the loan loss provision and to confirm the adequacy of the
allowance for loan losses.
When assigning a risk rating to a loan, management utilizes the Bank�s internal nine-point risk rating system. Loans
deemed to be �acceptable quality� are rated 1 through 5, with a rating of 1 established for loans with minimal risk and
borrowers exhibiting the strongest financial condition. Loans rated 1 � 5 are considered �Pass�. Loans that are deemed to
be of �questionable quality� are rated 6 (special mention). An asset is considered �special mention� when it has a potential
weakness based on objective evidence, but does not currently expose the Company to sufficient risk to warrant
classification in one of the following categories. Loans with adverse classifications (substandard, doubtful or loss) are
rated 7, 8 or 9, respectively. An asset is considered �substandard� if it is not adequately protected by the current net
worth and paying capacity of the obligor or of the collateral pledged, if any. Substandard assets have well defined
weaknesses based on objective evidence, and are characterized by the �distinct possibility� that the Company will
sustain �some loss� if the deficiencies are not corrected. Assets classified as �doubtful� have all of the weaknesses inherent
in those classified �substandard� with the added characteristic that the weaknesses present make �collection or liquidation
in full,� on the basis of currently existing facts, conditions, and values, �highly questionable and improbable.� Assets
classified as �loss� are those considered �uncollectible� and of such little value that their continuance as assets without the
establishment of a specific loss reserve is not warranted.
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The following table details the credit risk exposure of loans receivable, by loan type and credit quality indicator at
March 31, 2011:
CREDIT RISK PROFILE BY CREDITWORTHINESS CATEGORY

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

LTVs: < 75% >= 75% < 75% >= 75% < 75% >= 75% < 75% >= 75% < 75% >= 75% < 75% >= 75% Other Total
Internal
Risk Rating
Pass $ 12,638,504 $ 413,296 $ 125,971,796 $ 9,408,746 $ 627,784 $ �$ �$ �$ 96,850,024 $ 41,830,172 $ 32,292,893 $ 575,265 $ 1,458,206 $ 322,066,686
Special
Mention 700,862 177,925 27,115,428 4,661,064 11,897,872 4,485,209 1,709,333 � 521,451 � 274,340 3,029,363 � 54,572,847
Substandard
& Doubtful 4,782,005 160,770 15,266,412 30,361,987 5,693,859 16,934,334 � 8,606,569 3,659,013 14,882,911 99,235 1,736,237 13,777 102,197,109

$ 18,121,371 $ 751,991 $ 168,353,636 $ 44,431,797 $ 18,219,515 $ 21,419,543 $ 1,709,333 $ 8,606,569 $ 101,030,488 $ 56,713,083 $ 32,666,468 $ 5,340,865 $ 1,471,983 $ 478,836,642

CREDIT RISK PROFILE

Commercial
Real

Construction
to Residential

Commercial Estate Construction Permanent Real Estate Consumer Totals
Performing $ 17,511,362 $ 196,982,562 $ 29,231,702 $ 8,951,208 $ 155,243,570 $ 38,386,339 $ 446,306,743
Non
Performing 1,362,000 15,802,871 10,407,356 1,364,694 2,500,001 1,092,977 32,529,899

Total $ 18,873,362 $ 212,785,433 $ 39,639,058 $ 10,315,902 $ 157,743,571 $ 39,479,316 $ 478,836,642
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The following table details the credit risk exposure of loans receivable, by loan type and credit quality indicator at
December 31, 2010:
CREDIT RISK PROFILE BY CREDITWORTHINESS CATEGORY

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

LTVs: < 75% >= 75% < 75% >= 75% < 75% >= 75% < 75% >= 75% < 75% >= 75% < 75% >= 75% Other Total
Internal
Risk Rating
Pass $ 11,225,261 $ 256,296 $ 124,645,152 $ 9,449,059 $ 1,272,028 $ 350,000 $ �$ �$ 91,534,348 $ 51,996,851 $ 35,192,214 $ � 1,917,783 $ 327,838,992
Special
Mention 704,053 181,600 35,253,018 4,645,738 15,059,704 4,485,209 1,709,333 � 2,088,700 2,907,285 3,146,244 2,879,621 � 73,060,505
Substandard
& Doubtful 1,424,161 782,419 13,792,482 41,057,040 10,712,146 32,009,996 � 8,621,710 18,052,003 20,479,131 99,235 1,567,648 14,980 148,612,951

$ 13,353,475 $ 1,220,315 $ 173,690,652 $ 55,151,837 $ 27,043,878 $ 36,845,205 $ 1,709,333 $ 8,621,710 $ 111,675,051 $ 75,383,267 $ 38,437,693 $ 4,447,269 $ 1,932,763 $ 549,512,448

CREDIT RISK PROFILE

Commercial
Real

Construction
to Residential

Commercial Estate Construction Permanent Real Estate Consumer Totals
Performing $ 13,358,840 $ 202,054,317 $ 33,003,060 $ 8,951,208 $ 159,270,574 $ 43,724,749 $ 460,362,748
Non
Performing 1,214,950 26,788,172 30,886,023 1,379,835 27,787,744 1,092,976 89,149,700

Total $ 14,573,790 $ 228,842,489 $ 63,889,083 $ 10,331,043 $ 187,058,318 $ 44,817,725 $ 549,512,448
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Included in loans receivable are loans for which the accrual of interest income has been discontinued due to
deterioration in the financial condition of the borrowers. The recorded balance of these nonaccrual loans was
$32.5 million and $89.1 million at March 31, 2011, and December 31, 2010 respectively. Generally, loans are placed
on non-accruing status when they become 90 days or more delinquent, or earlier if deemed appropriate, and remain on
non-accrual status until they are brought current, have six months of performance under the loan terms, and factors
indicating reasonable doubt about the timely collection of payments no longer exist. Therefore, loans may be current
in accordance with their loan terms, or may be less than 90 days delinquent and still be on a non-accruing status.
Additionally, certain loans that cannot demonstrate sufficient global cash flow to continue loan payments in the future
and certain trouble debt restructures (TDRs) are placed on non-accrual status.
The following table sets forth the detail, and delinquency status, of non-accrual loans and past due loans at March 31,
2011:

Non-Accrual and Past Due Loans
Total Non-

>90 Days
Past

Accrual
and

31-60
Days 61-90 Days

Greater
Than Total Past Due and Past Due

2011 Past Due Past Due 90 Days Due Current Accruing Loans
Commercial
Pass $ � $ � $ � $ � $ � $ 160,000 $ 160,000
Special Mention � � � � � 63,289 63,289
Substandard � � 797,088 797,088 564,912 � 1,362,000

Total
Commercial $ � $ � $ 797,088 $ 797,088 $ 564,912 $ 223,289 $ 1,585,289
Commercial
Real Estate
Substandard $ 215,947 $ 1,444,681 $ 11,040,965 $ 12,701,593 $ 3,101,278 $ � $ 15,802,871

Total
Commercial
Real Estate $ 215,947 $ 1,444,681 $ 11,040,965 $ 12,701,593 $ 3,101,278 $ � $ 15,802,871
Construction
Substandard $ � $ 2,562,975 $ 3,103,580 $ 5,666,555 $ 4,740,801 $ � $ 10,407,356

Total
Construction $ � $ 2,562,975 $ 3,103,580 $ 5,666,555 $ 4,740,801 $ � $ 10,407,356
Construction to
Permanent
Substandard $ � $ � $ � $ � $ 1,364,694 $ � $ 1,364,694

Total
Construction to
Permanent $ � $ � $ � $ � $ 1,364,694 $ � $ 1,364,694
Residential Real
Estate
Substandard $ � $ � $ 2,500,001 $ 2,500,001 $ � $ � $ 2,500,001
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Total Residential
Real Estate $ � $ � $ 2,500,001 $ 2,500,001 $ � $ � $ 2,500,001
Consumer
Substandard $ � $ � $ 1,092,977 $ 1,092,977 $ � $ � $ 1,092,977

Total Consumer $ � $ � $ 1,092,977 $ 1,092,977 $ � $ � $ 1,092,977

Total $ 215,947 $ 4,007,656 $ 18,534,611 $ 22,758,214 $ 9,771,685 $ 223,289 $ 32,753,188
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The following table sets forth the detail, and delinquency status, of non-accrual loans and past due loans at
December 31, 2010:

Non-Accrual and Past Due Loans
Total Non-

>90 Days
Past

Accrual
and

31-60
Days 61-90 Days

Greater
Than Total Past Due and Past Due

2010 Past Due Past Due 90 Days Due Current Accruing Loans
Commercial
Special
Mention $ � $ � $ � $ � $ � $ 63,289 $ 63,289
Substandard 350,000 100,000 698,767 1,148,767 66,183 175,000 1,389,950

Total
Commercial $ 350,000 $ 100,000 $ 698,767 $ 1,148,767 $ 66,183 $ 238,289 $ 1,453,239
Commercial
Real Estate
Substandard $ 269,672 $ 6,449,096 $ 13,521,123 $ 20,239,891 $ 6,548,281 $ � $ 26,788,172

Total
Commercial
Real Estate $ 269,672 $ 6,449,096 $ 13,521,123 $ 20,239,891 $ 6,548,281 $ � $ 26,788,172
Construction
Substandard $ 1,517,943 $ 4,059,516 $ 13,736,985 $ 19,314,444 $ 11,571,579 $ 3,135,953 $ 34,021,976

Total
Construction $ 1,517,943 $ 4,059,516 $ 13,736,985 $ 19,314,444 $ 11,571,579 $ 3,135,953 $ 34,021,976
Construction
to Permanent
Substandard $ � $ � $ � $ � $ 1,379,835 $ � $ 1,379,835

Total
Construction
to Permanent $ � $ � $ � $ � $ 1,379,835 $ � $ 1,379,835
Residential
Real Estate
Substandard $ � $ � $ 15,897,248 $ 15,897,248 $ 11,890,496 $ � $ 27,787,744

Total
Residential
Real Estate $ � $ � $ 15,897,248 $ 15,897,248 $ 11,890,496 $ � $ 27,787,744
Consumer
Substandard $ � $ � $ 1,092,976 $ 1,092,976 $ � $ � $ 1,092,976

Total
Consumer $ � $ � $ 1,092,976 $ 1,092,976 $ � $ � $ 1,092,976
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Total $ 2,137,615 $ 10,608,612 $ 44,947,099 $ 57,693,326 $ 31,456,374 $ 3,374,242 $ 92,523,942

These non-accrual and past due amounts included loans deemed to be impaired of $32.5 million and $89.1 million at
March 31, 2011, and December 31, 2010, respectively. Loans past due ninety days or more and still accruing interest
were $223,000 and $3.4 million at March 31, 2011, and December 31, 2010 respectively, and consisted of loans that
are current as to payment but past maturity where payoff is pending or in the process of renewal.
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The following table sets forth the detail and delinquency status of loans receivable, by performing and non-performing
loans at March 31, 2011.

Performing (Accruing) Loans Total Non-

Greater Total
Accrual
and

31-60
Days

61-90
Days

Than
90 Total Past Performing Past Due

2011 Past Due Past DueDays Due Current Loans Loans Total Loans
Commercial
Pass $ �$ �$ �$ �$ 12,891,800 $ 12,891,800 $ 160,000 $ 13,051,800
Special Mention � � � � 815,498 815,498 63,289 878,787
Substandard � � � � 3,580,775 3,580,775 1,362,000 4,942,775

Total Commercial $ �$ �$ �$ �$ 17,288,073 $ 17,288,073 $ 1,585,289 $ 18,873,362
Commercial Real Estate
Pass $ �$ �$ �$ �$ 135,380,542 $ 135,380,542 $ �$ 135,380,542
Special Mention � � � � 31,776,492 31,776,492 � 31,776,492
Substandard 1,236,000 915,762 � 2,151,762 27,673,766 29,825,528 15,802,871 45,628,399

Total Commercial Real Estate $ 1,236,000 $ 915,762 $ �$ 2,151,762 $ 194,830,800 $ 196,982,562 $ 15,802,871 $ 212,785,433
Construction
Pass $ �$ �$ �$ �$ 627,784 $ 627,784 $ �$ 627,784
Special Mention � � � � 16,383,081 16,383,081 � 16,383,081
Substandard � � � � 12,220,837 12,220,837 10,407,356 22,628,193

Total Construction $ �$ �$ �$ �$ 29,231,702 $ 29,231,702 $ 10,407,356 $ 39,639,058
Construction to Permanent
Pass $ �$ �$ �$ �$ �$ �$ �$ �
Special Mention � � � � 1,709,333 1,709,333 � 1,709,333
Substandard � � � � 7,241,875 7,241,875 1,364,694 8,606,569

Total Construction to
Permanent $ �$ �$ �$ �$ 8,951,208 $ 8,951,208 $ 1,364,694 $ 10,315,902
Residential Real Estate
Pass $ �$ �$ �$ �$ 138,680,196 $ 138,680,196 $ �$ 138,680,196
Special Mention � � � � 521,451 521,451 � 521,451
Substandard 2,907,285 � � 2,907,285 13,134,638 16,041,923 2,500,001 18,541,924

Total Residential Real Estate $ 2,907,285 $ �$ �$ 2,907,285 $ 152,336,285 $ 155,243,570 $ 2,500,001 $ 157,743,571
Consumer
Pass $ 15,655 $ �$ �$ 15,655 $ 34,310,709 $ 34,326,364 $ �$ 34,326,364
Special Mention � � � � 3,303,703 3,303,703 � 3,303,703
Substandard 168,589 � � 168,589 587,683 756,272 1,092,977 1,849,249

Total Consumer $ 184,244 $ �$ �$ 184,244 $ 38,202,095 $ 38,386,339 $ 1,092,977 $ 39,479,316

Total $ 4,327,529 $ 915,762 $ �$ 5,243,291 $ 440,840,163 $ 446,083,454 $ 32,753,188 $ 478,836,642

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

Table of Contents 26



18

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

Table of Contents 27



Table of Contents

The following table sets forth the detail and delinquency status of loans receivable, net, by performing and
non-performing loans at December 31, 2010.

Performing (Accruing) Loans Total Non-
Greater Total Accrual and

31-60
Days

Than
60 Total Past Perfoming Past Due

2010 Past Due Days Due Current Loans Loans Total Loans
Commercial
Pass $ � $ � $ � $ 11,481,557 $ 11,481,557 $ � $ 11,481,557
Special Mention � � � 822,364 822,364 63,289 885,653
Substandard � � � 816,630 816,630 1,389,950 2,206,580

Total
Commercial $ � $ � $ � $ 13,120,551 $ 13,120,551 $ 1,453,239 $ 14,573,790
Commercial
Real Estate
Pass $ � $ � $ � $ 134,094,210 $ 134,094,210 $ � $ 134,094,210
Special Mention � � � 39,898,756 39,898,756 � 39,898,756
Substandard � � � 28,061,351 28,061,351 26,788,172 54,849,523

Total
Commercial
Real Estate $ � $ � $ � $ 202,054,317 $ 202,054,317 $ 26,788,172 $ 228,842,489
Construction
Pass $ � $ � $ � $ 1,622,029 $ 1,622,029 $ � $ 1,622,029
Special Mention � � � 19,544,913 19,544,913 � 19,544,913
Substandard � � � 8,700,165 8,700,165 34,021,976 42,722,141

Total
Construction $ � $ � $ � $ 29,867,107 $ 29,867,107 $ 34,021,976 $ 63,889,083
Construction to
Permanent
Pass $ � $ � $ � $ � $ � $ � $ �
Special Mention � � � 1,709,333 1,709,333 � 1,709,333
Substandard 1,127,875 � 1,127,875 6,114,000 7,241,875 1,379,835 8,621,710

Total
Construction to
Permanent $ 1,127,875 $ � $ 1,127,875 $ 7,823,333 $ 8,951,208 $ 1,379,835 $ 10,331,043
Residential Real
Estate
Pass $ 198,357 $ � $ 198,357 $ 143,332,842 $ 143,531,199 $ � $ 143,531,199
Special Mention 2,907,285 � 2,907,285 2,088,700 4,995,985 � 4,995,985
Substandard � � � 10,743,390 10,743,390 27,787,744 38,531,134

Total Residential
Real Estate $ 3,105,642 $ � $ 3,105,642 $ 156,164,932 $ 159,270,574 $ 27,787,744 $ 187,058,318
Consumer
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Pass $ � $ � $ � $ 37,109,997 $ 37,109,997 $ � $ 37,109,997
Special Mention 168,589 � 168,589 5,857,276 6,025,865 � 6,025,865
Substandard � � � 588,887 588,887 1,092,976 1,681,863

Total Consumer $ 168,589 $ � $ 168,589 $ 43,556,160 $ 43,724,749 $ 1,092,976 $ 44,817,725

Total $ 4,402,106 $ � $ 4,402,106 $ 452,586,400 $ 456,988,506 $ 92,523,942 $ 549,512,448
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The following table summarizes impaired loans as of March 31, 2011:

Recorded
Unpaid
Principal

2011 Investment Balance
Related
Allowance

With no related allowance recorded:
Commercial $ 1,236,317 $ 1,627,637 $ �
Commercial Real Estate 8,616,291 9,119,235 �
Construction 1,726,344 1,874,386 �
Construction to Permanent � � �
Residential 11,927,547 12,047,680 �
Consumer 1,516,977 1,939,800 �

Total: $ 25,023,476 $ 26,608,738 $ �

With an allowance recorded:
Commercial $ 125,683 $ 141,149 $ 78,286
Commercial Real Estate 11,845,101 15,272,361 1,887,042
Construction 12,181,012 14,535,354 1,657,278
Construction to Permanent 1,364,694 1,425,000 187,094
Residential � � �
Consumer � � �

Total: $ 25,516,490 $ 31,373,864 $ 3,809,700

Commercial $ 1,362,000 $ 1,768,786 $ 78,286
Commercial Real Estate 20,461,392 24,391,596 1,887,042
Construction 13,907,356 16,409,740 1,657,278
Construction to Permanent 1,364,694 1,425,000 187,094
Residential 11,927,547 12,047,680 �
Consumer 1,516,977 1,939,800 �

Total: $ 50,539,966 $ 57,982,602 $ 3,809,700

At March 31, 2011, the recorded investment of impaired loans was $50.5 million, with related allowances of
$3.8 million.
Included in the table above at March 31, 2011, are 23 loans with carrying balances of $25.0 million that required no
specific reserves in our allowance for loan losses; 18 non-accruing loans aggregating $13.9 million and 5 accruing
TDR loans aggregating $11.1 million. Loans that did not require specific reserves at March 31, 2011 have sufficient
collateral values, less costs to sell, supporting the carrying balances of the loans. In some cases, there may be no
specific reserves because the Company already charged-off the specific impairment. Once a borrower is in default, the
Company is under no obligation to advance additional funds on unused commitments.
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Note 4: Deposits
The following table is a summary of Bancorp�s deposits at:

March 31, December 31,
2011 2010

Non-interest bearing $ 55,691,927 $ 51,058,373

Interest bearing
NOW 25,161,243 19,297,225
Savings 57,979,524 57,041,943
Money market 73,803,322 92,683,478
Time certificates, less than $100,000 219,759,502 251,296,558
Time certificates, $100,000 or more 148,887,513 175,431,252

Total interest bearing 525,591,104 595,750,456

Total Deposits $ 581,283,031 $ 646,808,829

Included in time certificates are certificates of deposit through the Certificate of Deposit Account Registry Service
(CDARS) network of $1,463,252 and $2,879,838 at March 31, 2011 and December 31, 2010, respectively. These are
considered brokered deposits. Pursuant to the Agreement discussed in Note 8, the Bank�s participation in the CDARS
program, as an issuer of deposits to customers of other banks in the CDARS program, may not exceed 10% of total
deposits.
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Note 5: Loss per share
Bancorp is required to present basic income (loss) per share and diluted income (loss) per share in its consolidated
statements of operations. Basic income (loss) per share amounts are computed by dividing net income (loss) by the
weighted average number of common shares outstanding. Diluted income (loss) per share reflects additional common
shares that would have been outstanding if potentially dilutive common shares had been issued, as well as any
adjustment to income that would result from the assumed issuance. Potential common shares that may be issued by
Bancorp relate to outstanding stock options and are determined using the treasury stock method. Bancorp is also
required to provide a reconciliation of the numerator and denominator used in the computation of both basic and
diluted loss per share.
The following is information about the computation of loss per share for the three months ended March 31, 2011 and
2010:
Three months ended March 31, 2011

Weighted Average

Net Loss
Common Shares

O/S Amount
Basic and Diluted Loss Per Share
Loss attributable to common shareholders $ (8,982,598) 38,362,727 $ (0.23)

Three months ended March 31, 2010

Weighted Average

Net Loss
Common Shares

O/S Amount
Basic and Diluted Loss Per Share
Loss attributable to common shareholders $ (3,131,566) 4,762,727 $ (0.66)

Note 6: Other Comprehensive Income
Other comprehensive income, which is comprised solely of the change in unrealized gains and losses on
available-for-sale securities, is as follows:

Three Months Ended Three Months Ended
March 31, 2011 March 31, 2010

Before
Tax

Net of
Tax

Before
Tax Net of Tax

Amount
Tax
Effect Amount Amount Tax Effect Amount

Unrealized holding gains
arising during the period $ 5,202 $ (1,977) $ 3,225 $ 555,443 $ (211,067) $ 344,376

Reclassification adjustment
for gains recognized in
income � � � � � �

Unrealized holding gains on
available for sale securities,
net of taxes $ 5,202 $ (1,977) $ 3,225 $ 555,443 $ (211,067) $ 344,376
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Note 7: Financial Instruments with Off-Balance Sheet Risk
In the normal course of business, the Company is a party to financial instruments with off-balance-sheet risk to meet
the financing needs of its customers. These financial instruments include commitments to extend credit and standby
letters of credit and involve, to varying degrees, elements of credit and interest rate risk in excess of the amounts
recognized in the balance sheets. The contractual amounts of these instruments reflect the extent of involvement the
Company has in particular classes of financial instruments.
The contractual amounts of commitments to extend credit and standby letters of credit represent the amounts of
potential accounting loss should: the contracts be fully drawn upon; the customers default; and the values of any
existing collateral become worthless. The Company uses the same credit policies in making commitments and
conditional obligations as it does for on-balance-sheet instruments and evaluates each customer�s creditworthiness on a
case-by-case basis. Management believes that the Company controls the credit risk of these financial instruments
through credit approvals, credit limits, monitoring procedures and the receipt of collateral as deemed necessary.
Financial instruments whose contractual amounts represent credit risk at March 31, 2011 are as follows:

Commitments to extend credit:
Future loan commitments $ 12,232,022
Home equity lines of credit 18,771,768
Unused lines of credit 12,914,391
Undisbursed construction loans 1,536,329
Financial standby letters of credit 52,000

$ 45,506,510

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments to extend credit generally have fixed expiration dates, or other termination
clauses, and may require payment of a fee by the borrower. Since these commitments could expire without being
drawn upon, the total commitment amounts do not necessarily represent future cash requirements. The amount of
collateral obtained, if deemed necessary by the Company upon extension of credit, is based on management�s credit
evaluation of the counterparty. Collateral held varies but may include residential and commercial property, deposits
and securities.
Standby letters of credit are written commitments issued by the Company to guarantee the performance of a customer
to a third party. The credit risk involved in issuing letters of credit is essentially the same as that involved in extending
loan facilities to customers. Newly issued or modified guarantees that are not derivative contracts are recorded on the
Company�s consolidated balance sheet at the fair value at inception. No liability related to guarantees was required to
be recorded at March 31, 2011.
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Note 8: Regulatory and Operational Matters
The Company and the Bank are subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory; and possibly additional
discretionary, actions by regulators that, if undertaken, could have a direct material effect on the Company�s financial
statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the
Company and the Bank must meet specific capital guidelines that involve quantitative measures of the Company�s and
the Bank�s assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices.
The Company�s and the Bank�s capital amounts and classification are also subject to qualitative judgments by the
regulators about components, risk weightings, and other factors.
Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to
maintain minimum amounts and ratios (set forth in the table below) of total and Tier I capital (as defined in the
regulations) to risk-weighted assets (as defined), and of Tier I capital (as defined) to average assets (as defined). In
addition, due to the Bank�s asset profile and current economic conditions in its markets, the Bank�s capital plan
pursuant to the Agreement described below targets a minimum 9% Tier 1 leverage capital ratio.
In February 2009 the Bank entered into a formal written agreement (the �Agreement�) with the Office of the
Comptroller of the Currency (the �OCC�). Under the terms of the Agreement, the Bank has appointed a Compliance
Committee of outside directors and the Chief Executive Officer. The Committee must report quarterly to the Board of
Directors and to the OCC on the Bank�s progress in complying with the Agreement. The Agreement requires the Bank
to review, adopt and implement a number of policies and programs related to credit and operational issues. The
Agreement further provides for certain asset growth restrictions for a limited period of time together with limitations
on the acceptance of certain brokered deposits and the extension of credit to borrowers whose loans are criticized. The
Bank may pay dividends during the term of the Agreement only with prior written permission from the OCC. The
Agreement also requires that the Bank develop and implement a three-year capital plan. The Bank has taken or put
into process many of the steps required by the Agreement, and does not anticipate that the restrictions included within
the Agreement will impair its current business plan.
In June 2010 the Company entered into a formal written agreement (the �Reserve Bank Agreement�) with the Federal
Reserve Bank of New York (the �Reserve Bank�). Under the terms of the Reserve Bank Agreement, the Board of
Directors of the Company are required to take appropriate steps to fully utilize the Company�s financial and managerial
resources to serve as a source of strength to the Bank including taking steps to insure that the Bank complies with the
Agreement with the OCC. The Reserve Bank Agreement requires the Company to submit, adopt and implement a
capital plan that is acceptable to the Reserve Bank. The Company must also report to the Reserve Bank quarterly on
the Company�s progress in complying with the Reserve Bank Agreement. The Agreement further provides for certain
restrictions on the payment or receipt of dividends, distributions of interest or principal on subordinate debentures or
trust preferred securities and the Company�s ability to incur debt or to purchase or redeem its stock without the prior
written approval of the Reserve Bank. The Company has taken or put into process many of the steps required by the
Reserve Bank Agreement, and does not anticipate that the restrictions included within the Reserve Bank Agreement
will impair its current business plan.
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The Company�s and the Bank�s actual capital amounts and ratios at March 31, 2011 and December 31, 2010 were:

To Be Well
Capitalized Under

For Capital Prompt Corrective

Actual
Adequacy
Purposes Action Provisions

(dollars in thousands) Amount Ratio Amount Ratio Amount Ratio

March 31, 2011

The Company:

Total Capital (to Risk Weighted Assets) $ 70,398 18.14% $ 31,047 8.00% N/A N/A
Tier 1 Capital (to Risk Weighted Assets) 64,843 16.71% 15,522 4.00% N/A N/A
Tier 1 Capital (to Average Assets) 64,843 8.71% 29,779 4.00% N/A N/A

The Bank:

Total Capital (to Risk Weighted Assets) $ 67,888 17.50% $ 31,035 8.00% $ 38,793 10.00%
Tier 1 Capital (to Risk Weighted Assets) 62,336 16.07% 15,516 4.00% 23,274 6.00%
Tier 1 Capital (to Average Assets) 62,336 8.38% 29,755 4.00% 37,193 5.00%

December 31, 2010

The Company:

Total Capital (to Risk Weighted Assets) $ 80,358 17.08% $ 37,643 8.00% N/A N/A
Tier 1 Capital (to Risk Weighted Assets) 73,822 15.69% 18,822 4.00% N/A N/A
Tier 1 Capital (to Average Assets) 73,822 9.16% 32,219 4.00% N/A N/A

The Bank:

Total Capital (to Risk Weighted Assets) $ 77,705 16.54% $ 37,582 8.00% $ 46,978 10.00%
Tier 1 Capital (to Risk Weighted Assets) 71,178 15.15% 18,791 4.00% 28,187 6.00%
Tier 1 Capital (to Average Assets) 71,178 8.84% 32,203 4.00% 40,253 5.00%
On October 15, 2010, the Company issued and sold to PNBK Holdings LLC, 33,600,000 shares of its common stock
at a purchase price of $1.50 per share. The shares sold to PNBK Holdings LLC represent 87.6% of the Company�s
current issued and outstanding common stock. Another factor of this transaction is that the Company has a new
Chairman of the Board of Directors, as well as a new President and CEO. These changes to management are key
components to the recovery plan and will help the Bank reach its goal of restored profitability.
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Restrictions on dividends, loans and advances
The Company�s ability to pay dividends is dependent on the Bank�s ability to pay dividends to the Company. Pursuant
to the February 9, 2009 Agreement between the Bank and the OCC, the Bank can pay dividends to the Company only
pursuant to a dividend policy requiring compliance with the Bank�s OCC-approved capital program, in compliance
with applicable law and with the prior written determination of no supervisory objection by the Assistant Deputy
Comptroller. In addition to the Agreement, certain other restrictions exist regarding the ability of the Bank to transfer
funds to the Company in the form of cash dividends, loans or advances. The approval of the OCC is required to pay
dividends in excess of the Bank�s earnings retained in the current year plus retained net earnings for the preceding two
years. As of March 31, 2011, the Bank had an accumulated deficit; therefore, dividends may not be paid to the
Company. The Bank is also prohibited from paying dividends that would reduce its capital ratios below minimum
regulatory requirements.
The Company�s ability to pay dividends and incur debt is also restricted by the Reserve Bank Agreement. Under the
terms of the Reserve Bank Agreement, the Company has agreed that it shall not declare or pay any dividends or incur,
increase or guarantee any debt without the prior written approval of the Reserve Bank and the Director of the Division
of Banking Supervision and Regulation (the �Director�) of the Board of Governors.
Loans or advances to the Company from the Bank are limited to 10% of the Bank�s capital stock and surplus on a
secured basis.
Recent Legislative Developments
The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the �Act�) was signed into law on July 21,
2010. The Act is a significant piece of legislation that will have a major impact on the financial services industry,
including the organization, financial condition and operations of banks and bank holding companies. Management is
currently evaluating the impact of the Act; however, uncertainty remains as to its operational impact, which could
have a material adverse impact on the Company�s business, results of operations and financial condition. Many of the
provisions of the Act are aimed at financial institutions that are significantly larger than the Company and the Bank.
Notwithstanding this, there are many other provisions that the Company and the Bank are subject to and will have to
comply with, including any new rules applicable to the Company and the Bank promulgated by the Bureau of
Consumer Financial Protection, a new regulatory body dedicated to consumer protection. As rules and regulations are
promulgated by the agencies responsible for implementing and enforcing the Act, the Company and the Bank will
have to address each to ensure compliance with applicable provisions of the Act and compliance costs are expected to
increase.
Note 9: Income Taxes
The determination of the amount of deferred tax assets which are more likely than not to be realized is primarily
dependent on projections of future earnings, which are subject to uncertainty and estimates that may change given
economic conditions and other factors. A valuation allowance related to deferred tax assets is required when it is
considered more likely than not that all or part of the benefit related to such assets will not be realized. Management
has reviewed the deferred tax position of the Company at March 31, 2011. The deferred tax position has been affected
by several significant transactions in the past three years. These transactions include increased provision for loan
losses, the increasing levels of non-accrual loans and other-than-temporary impairment write-offs of certain
investments. As a result, the Company is in a cumulative net loss position at March 31, 2011, and under the applicable
accounting guidance, has concluded that it is not more-likely-than-not that the Company will be able to realize its
deferred tax assets and, accordingly, has established a full valuation allowance totaling $16.9 million against its
deferred tax asset at March 31, 2011. The valuation allowance is analyzed quarterly for changes affecting the deferred
tax asset. If, in the future, the Company generates taxable income on a sustained basis, management�s conclusion
regarding the need for a deferred tax asset valuation allowance could change, resulting in the reversal of all or a
portion of the deferred tax asset valuation allowance.
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As measured under the rules of the Tax Reform Act of 1986, the Company has undergone a greater than 50% change
of ownership in 2010. Consequently, use of the Company�s net operating loss carryforward and certain built in
deductions available against future taxable income in any one year may be limited. The maximum amount of
carryforwards available in a given year is limited to the product of the Company�s fair market value on the date of
ownership change and the federal long-term tax-exempt rate, plus any limited carryforward not utilized in prior years.
The Company is currently analyzing the impact of its recent ownership change. There is a full valuation allowance
against the deferred tax assets as the Company does not believe that it is more likely than not that the Company will
generate sufficient taxable income to realize the deferred tax assets. Accordingly, the Company does not believe the
analysis will result in a material impact to the consolidated financial statements.
Note 10: Fair Value and Interest Rate Risk
The Company uses fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. Fair value is best determined
based upon quoted market prices. However, in certain instances, there are no quoted market prices for certain assets or
liabilities. In cases where quoted market prices are not available, fair values are based on estimates using present value
or other valuation techniques. Those techniques are significantly affected by the assumptions used, including the
discount rate and estimates of future cash flows. Accordingly, the fair value estimates may not be realized in an
immediate settlement of the asset or liability.
Fair value measurements focus on exit prices in an orderly transaction (that is, not a forced liquidation or distressed
sale) between market participants at the measurement date under current market conditions. If there has been a
significant decrease in the volume and level of activity for the asset or liability, a change in valuation technique or the
use of multiple valuation techniques may be appropriate. In such instances, determining the price at which willing
market participants would transact at the measurement date under current market conditions depends on the facts and
circumstances and requires the use of significant judgment.
The Company�s fair value measurements are classified into a fair value hierarchy based on the markets in which the
assets and liabilities are traded and the reliability of the assumptions used to determine fair value. The three categories
within the hierarchy are as follows:

o Level 1 Inputs - Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting
entity has the ability to access at the measurement date.

o Level 2 Inputs - Inputs other than quoted prices included in Level 1 that are observable for the asset or
liability, either directly or indirectly. These might include quoted prices for similar assets or liabilities in
active markets, quoted prices for identical or similar assets or liabilities in markets that are not active, inputs
other than quoted prices that are observable for the asset or liability (such as interest rates, volatilities,
prepayment speeds, credit risks, etc.) or inputs that are derived principally from or corroborated by market
data by correlation or other means.

o Level 3 Inputs - Unobservable inputs for determining the fair values of assets or liabilities that reflect an
entity�s own assumptions about the assumptions that market participants would use in pricing the assets or
liabilities.
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The fair value measurement level of an asset or liability within the fair value hierarchy is based on the lower level of
any input that is significant to the fair value measurement. Valuation techniques used need to maximize the use of
observable inputs and minimize the use of unobservable inputs.
A description of the valuation methodologies used for assets and liabilities recorded at fair value, and for estimating
fair value for financial and non-financial instruments not recorded at fair value, is set forth below.
Cash and due from banks, federal funds sold, short-term investments and accrued interest receivable and payable:
The carrying amount is a reasonable estimate of fair value. These financial instruments are not recorded at fair value
on a recurring basis.
Available-for-Sale Securities: These financial instruments are recorded at fair value in the financial statements.
Where quoted prices are available in an active market, securities are classified within Level 1 of the fair value
hierarchy. If quoted prices are not available, then fair values are estimated by using pricing models (i.e., matrix
pricing) or quoted prices of securities with similar characteristics and are classified within Level 2 of the fair value
hierarchy. Examples of such instruments include government agency bonds and mortgage-backed securities, and
money market preferred equity securities. Level 3 securities are instruments for which significant unobservable inputs
are utilized. Available-for-sale Securities are recorded at fair value on a recurring basis.
Loans: For variable rate loans, which reprice frequently and have no significant change in credit risk, carrying values
are a reasonable estimate of fair values, adjusted for credit losses inherent in the portfolios. The fair value of fixed rate
loans is estimated by discounting the future cash flows using the period end rates, estimated by using local market
data, at which similar loans would be made to borrowers with similar credit ratings and for the same remaining
maturities, adjusted for credit losses inherent in the portfolios. The Company does not record loans at fair value on a
recurring basis. However, from time to time, nonrecurring fair value adjustments to collateral-dependent impaired
loans are recorded to reflect partial write-downs based on the observable market price or current appraised value of
collateral. Fair values estimated in this manner do not fully incorporate an exit-price approach to fair value, but
instead are based on a comparison to current market rates for comparable loans.
Other Real Estate Owned: The fair values of the Company�s other real estate owned (�OREO�) properties are based on
the estimated current property valuations less estimated selling costs. When the fair value is based on current
observable appraised values, OREO is classified within Level 2. The Company classifies OREO within Level 3 when
unobservable adjustments are made to appraised values. The Company does not record other real estate owned at fair
value on a recurring basis.
Deposits: The fair value of demand deposits, regular savings and certain money market deposits is the amount payable
on demand at the reporting date. The fair value of certificates of deposit and other time deposits is estimated using a
discounted cash flow calculation that applies interest rates currently being offered for deposits of similar remaining
maturities, estimated using local market data, to a schedule of aggregated expected maturities on such deposits. The
Company does not record deposits at fair value on a recurring basis.
Short-term borrowings: The carrying amounts of borrowings under short-term repurchase agreements and other
short-term borrowings maturing within 90 days approximate their fair values. The Company does not record
short-term borrowings at fair value on a recurring basis.
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Junior Subordinated Debt: Junior subordinated debt reprices quarterly and as a result the carrying amount is
considered a reasonable estimate of fair value. The Company does not record junior subordinated debt at fair value on
a recurring basis.
Federal Home Loan Bank Borrowings: The fair value of the advances is estimated using a discounted cash flow
calculation that applies current Federal Home Loan Bank interest rates for advances of similar maturity to a schedule
of maturities of such advances. The Company does not record these borrowings at fair value on a recurring basis.
Other Borrowings: The fair values of longer term borrowings and fixed rate repurchase agreements are estimated
using a discounted cash flow calculation that applies current interest rates for transactions of similar maturity to a
schedule of maturities of such transactions. The Company does not record these borrowings at fair value on a
recurring basis.
Off-balance sheet instruments: Fair values for the Company�s off-balance-sheet instruments (lending commitments)
are based on interest rate changes and fees currently charged to enter into similar agreements, taking into account the
remaining terms of the agreements and the counterparties� credit standing. The Company does not record its
off-balance-sheet instruments at fair value on a recurring basis.
The following table details the financial assets measured at fair value on a recurring basis as of March 31, 2011 and
December 31, 2010, and indicates the fair value hierarchy of the valuation techniques utilized by the Company to
determine fair value:

Quoted Prices
in Significant Significant

Active Markets Observable Unobservable Balance
for Identical

Assets Inputs Inputs as of

March 31, 2011 (Level 1) (Level 2) (Level 3)
March 31,
2011

Securities available for sale $ � $ 38,539,143 $ � $ 38,539,143

Quoted Prices
in Significant Significant

Active Markets Observable Unobservable Balance
for Identical
Assets Inputs Inputs as of

December 31, 2010 (Level 1) (Level 2) (Level 3)
December 31,

2010

Securities available for sale $ � $ 40,564,700 $ � $ 40,564,700

Certain financial assets and financial liabilities are measured at fair value on a nonrecurring basis; that is, the
instruments are not measured at fair value on an ongoing basis but are subject to fair value adjustments in certain
circumstances (for example, when there is evidence of impairment).
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The following tables reflect financial assets measured at fair value on a non-recurring basis as of March 31, 2011 and
December 31, 2010, segregated by the level of the valuation inputs within the fair value hierarchy utilized to measure
fair value:

Quoted Prices
in Significant Significant

Active Markets Observable Unobservable Balance
for Identical

Assets Inputs Inputs as of

March 31, 2011 (Level 1) (Level 2) (Level 3)
March 31,
2011

Impaired Loans (1) $ � $ � $ 4,577,157 $ 4,577,157

Other real estate owned (2) $ � $ � $ 950,000 $ 950,000

December 31, 2010

Impaired Loans (1) $ � $ � $ 30,999,865 $ 30,999,865

Other real estate owned (2) $ � $ � $ 10,103,199 $ 10,103,199

(1) Represents carrying value for which adjustments are based on the appraised value of the collateral.

(2) Represents carrying value for which adjustments are based on the appraised value of the property.
The Company discloses fair value information about financial instruments, whether or not recognized in the
consolidated balance sheet, for which it is practicable to estimate that value. Certain financial instruments are
excluded from disclosure requirements and, accordingly, the aggregate fair value amounts presented do not represent
the underlying value of the Company.
The estimated fair value amounts have been measured as of March 31, 2011 and December 31, 2010 and have not
been reevaluated or updated for purposes of these financial statements subsequent to those respective dates. As such,
the estimated fair value of these financial instruments subsequent to the respective reporting dates may be different
than amounts reported on those dates.
The information presented should not be interpreted as an estimate of the fair value of the Company since a fair value
calculation is only required for a limited portion of the Company�s assets and liabilities. Due to the wide range of
valuation techniques and the degree of subjectivity used in making the estimates, comparisons between the Company�s
disclosures and those of other bank holding companies may not be meaningful.
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The following is a summary of the carrying amounts and estimated fair values of the Company�s financial instruments
at March 31, 2011 and December 31, 2010 (in thousands):

March 31, 2011 December 31, 2010
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value

Financial Assets:
Cash and noninterest bearing balances due from
banks $ 5,903 $ 5,903 $ 4,613 $ 4,613
Interest-bearing deposits due from banks 140,645 140,645 131,711 131,711
Federal funds sold 10,000 10,000 10,000 10,000
Short-term investments 501 501 453 453
Other investments 3,500 3,500 3,500 3,500
Available-for-sale securities 38,539 38,539 40,565 40,565
Federal Reserve Bank stock 2,176 2,176 1,192 1,192
Federal Home Loan Bank stock 4,508 4,508 4,508 4,508
Loans receivable, net 466,869 476,967 534,531 542,360
Accrued interest receivable 2,326 2,326 2,512 2,512

Financial Liabilities:
Demand deposits $ 55,692 $ 55,692 $ 51,058 $ 51,058
Savings deposits 57,980 57,980 57,042 57,042
Money market deposits 73,803 73,803 92,683 92,683
NOW accounts 25,161 25,161 19,297 19,297
Time deposits 368,647 374,116 426,728 432,466
FHLB Borrowings 50,000 51,014 50,000 51,195
Securities sold under repurchase agreements 7,000 7,784 7,000 7,796
Subordinated debentures 8,248 8,248 8,248 8,248
Accrued interest payable 804 804 729 729
The Company assumes interest rate risk (the risk that general interest rate levels will change) as a result of its normal
operations. As a result, the fair values of the Company�s financial instruments will change when interest rate levels
change and that change may be either favorable or unfavorable to the Company. Management attempts to match
maturities of assets and liabilities to the extent believed necessary to minimize interest rate risk. However, borrowers
with fixed rate obligations are less likely to prepay in a rising rate environment and more likely to prepay in a falling
rate environment. Conversely, depositors who are receiving fixed rates are more likely to withdraw funds before
maturity in a rising rate environment and less likely to do so in a falling rate environment. Management monitors rates
and maturities of assets and liabilities and attempts to minimize interest rate risk by adjusting terms of new loans and
deposits and by investing in securities with terms that mitigate the Company�s overall interest rate risk.
Off-balance sheet instruments
Loan commitments on which the committed interest rate is less than the current market rate were insignificant at
March 31, 2011 and December 31, 2010. The estimated fair value of fee income on letters of credit at March 31, 2011
and December 31, 2010 was insignificant.
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Note 11: Recent Accounting Pronouncements
In February 2010, the FASB issued ASU No. 2010-06 Topic 820 �Improving Disclosures about Fair Value
Measurements� which amended the existing guidance related to Fair Value Measurements and Disclosures. The
amendments require the following new fair value disclosures:

� Separate disclosure of the significant transfers into and out of Level 1 and Level 2 fair value measurements,
and a description of the reasons for the transfers.

� In the rollforward of activity for Level 3 fair value measurements (significant unobservable inputs),
purchases, sales, issuances, and settlements should be presented separately (on a gross basis rather than as
one net number).

In addition, the amendments clarify existing disclosure requirements, as follows:
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