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To Our Shareholders 
 

I am pleased to report to you the results of operations for Howard Bancorp, Inc., and its 
subsidiary Howard Bank, for the year ended December 31, 2006. Last year, in this annual 
report, we described our first full year of operations as the year that the vision for a local 
Howard County Bank began to take hold. This second full year of operation, 2006, was 
the year that the company began to make an impact- on our community, with our growing 
customer base, and for our shareholders. The impact is seen in the accompanying 
financial results, and was driven by the introduction of sophisticated products and 
services, an expanded delivery system, additions to our team of experienced banking 
professionals but, most importantly, consistent execution on our strategy of delivering 
expert advice in a signature  hands-on manner. Howard Bank was founded on the vision 
of a better way to do banking, one that would meld a broad offering of sophisticated 
products and services, comparable to those offered by the largest banks in the country, 
but delivered with face to face advice from experienced bankers in a high touch, 
personalized manner that relies on customization and flexibility rather than �in the box� 
solutions.  We are showing measurable success in realizing that vision. 
 
As you will see in the following pages, we entered 2006 with a little over $69 million in 
loans and just under $76 million in deposits. During the year we have experienced 
enviable growth in our balance sheet, with year end assets of $148 million, loans in 
excess of $120 million, and deposits of over $123 million. The 2006 loan growth of $51 
million or 73% was achieved primarily through our targeted mix of commercial real 
estate, construction and commercial loans and lines of credit. I am pleased to report that 
even with the rapid growth in loans, we have had no asset quality issues to date. The loan 
growth was funded almost entirely with customer deposits. Total deposits grew by $47 
million or 62%, with demand deposits, which are the lowest cost source of funding and 
most representative of full operating relationships with our customers, up more than 
100% over the levels at December 31, 2005. This balance sheet growth continued 
through the first quarter of 2007 with March 31st 2007 total assets well in excess of the 
$150 million milestone. Total revenues, which are, at this point, primarily dependent on 
net interest income generated by the balance sheet growth, rose from $2.5 million in 2005 
to $4.6 million for 2006, an increase of 116%, while total operating expenses for our 
growing institution only increased by 20% for the year. This almost six-fold growth in 
revenues over expenses allowed us to reduce our 2006 losses to $746 thousand, which 
represented an improvement of over 70% from the 2005 loss of $2.5 million.   
 
This growth in the balance sheet and associated revenues allowed us to achieve our first 
ever quarterly profit for the third quarter of 2006. This profit was in line with our original 
projections for attaining profitability based upon the operation of two branches.  As we 
expanded our delivery network with the addition of a third branch location which opened 
at the very end of the third quarter of 2006, the increased occupancy costs coupled with 
the additional staff required, raised our overall operating expenses to a point which 
resulted in a net loss for the fourth quarter of 2006.  This was anticipated and reflects the 
commitment to strategic, discrete investments in our infrastructure that we believe will 



allow us to continue to deliver long term increases in shareholder value. During the 
fourth quarter of 2006, Howard Bancorp, Inc., the parent company of Howard Bank, 
executed a credit facility. The net proceeds of the holding company�s borrowing were 
invested as additional capital into Howard Bank to facilitate its continued growth. Upon 
receipt of the additional capital, the Bank was able to increase the maximum amount that 
it may lend to any one borrower, thus permitting the Bank to, in the short term, increase 
the level of outstanding loans by repurchasing loan participations sold and in the longer 
term, to more easily serve the many high growth small businesses who find our value 
proposition compelling. This utilization of the holding company structure to facilitate 
interim capitalization strategies was a key reason for the formation of Howard Bancorp, 
as approved by shareholders in 2005.  Howard Bancorp, Inc. then commenced a private 
placement offering for accredited investors to issue up to 365,000 shares which added $5 
million in additional capital.  With the proceeds of this offering we were able to repay the 
amount borrowed.  
 
In addition to the advancements made in our financial performance and the strengthening 
in our capital base due to both reduced losses and the private placement, there were 
several other operating highlights realized in 2006 which are detailed in the 
accompanying annual report: 
 

� Community recognition   
 
� Progress on Branch delivery expansion  
 
� Introduction of new services and expansion of non-branch delivery channels 

 
We are pleased that we have been able to achieve the above results during a period that 
has been challenging not just for community banks but for financial services firms of all 
sizes in almost all markets throughout the country. Banks are traditionally reliant upon 
net interest income as a major revenue source, and results are, therefore, influenced by 
both the level and relationship of interest rates over different time horizons. The flat 
and/or inverted interest rate curve prevalent for much of Howard Bank�s history means 
that the �normal� returns that a bank can realize by pricing loans and deposits and 
investing excess funds in high quality liquid securities to achieve a desired spread have 
been compromised. As a result, most banks are operating at historically compressed net 
interest margins. Our strategic focus, throughout our history, on keeping a prudently high 
percentage of funds invested in higher earning assets- commercial loans � and funding 
those assets with a higher level of lower cost transaction deposits helps us to manage this 
difficult environment and, as a result, we are maintaining a margin higher than many of 
both our de novo bank peers and our more established competitors- albeit lower than 
historical margins formerly available to many in the banking industry. Our strategy of 
balance sheet growth will also help to mitigate the bottom line impact of this margin 
environment until the yield curve returns to a more normal slope. 
 
Compounding the challenge, Howard Bancorp is focused on a growth imperative in a 
period for which many are predicting an economic slowdown. Most banks are heavily 
influenced by economic growth. When the economy is growing, there is much more 
corporate expansion and thus the need for financing from local banks. As the economy 
slows, and certain cyclically strong sectors like construction undergo some adjustments, 



there is generally more moderate financing activities, which affects the levels of growth 
that a bank can achieve. Our presence in, and strategic focus on Howard County, a 
wealthy market with ample opportunities for growth, should mitigate this challenge as 
well.  We are closely following, among other positive signs for the medium term outlook, 
the opportunities related to federal government expenditures, including but not limited to 
the Base Realignment and Closure (BRAC). 
 
Although we are faced, like any company in an increasingly competitive marketplace, 
with such operating hurdles, we are confident that we have the right combination of   
both strategic vision, and disciplined execution on brand differentiation, sophisticated 
products, knowledgeable staff, and a growing delivery mechanism that will allow us to 
overcome any external obstacles and continue on our path to continued success and 
overall growth in the long term value of each shareholders investment. 
 
We are very gratified by the reception that Howard Bank has received in the community. 
We believe that this positive community reception, as evidenced by more customers with 
more accounts and by consistent recognition for both our leadership successes and our 
message of a sophisticated small business and owner focused Bank is a major part of the 
reason for our accomplishments. The other equally important reason for our success is the 
continued support and contributions made by our shareholder base. From our earliest 
capital raising days in 2003, we have emphasized that if Howard Bancorp is to achieve its 
aspiration to substantively enrich our stakeholders - shareholders, employees and 
customers - both materially and experientially and, in the process, to materially 
strengthen the fabric of the communities we serve, our shareholder selection and support 
can make all the difference. If you reading this report are not a customer, if you are not a 
referral source, you are minimizing the return on your� and your fellow shareholders� 
investment. If you are a customer and referral source, on behalf of our Board of 
Directors, management and staff, I would like to thank you for your support and look 
forward to seeing you at our annual meeting and at our annual referral recognition event. 
You have contributed materially to the impact that we have had financially and 
experientially in this community. .You make us successful! 
 

Sincerely, 

Mary Ann Scully 
Chairman, President and CEO of Howard Bancorp and Howard Bank 
 





We’re not a new bank anymore. And that is very exciting.

In the past year, the assets, loans and deposit base of 

Howard Bank have increased significantly. We achieved our  

first profitable quarter in the third quarter of 2006 and our 

impact on the businesses and residents of this county has 

grown daily, and through that impact we have enhanced 

shareholder value. While our primary goal in 2006 was 

successful execution of our strategy, as evidenced in 

financial results, we were also striving to make a difference 

and to enrich all of our stakeholders – our investors, 

customers, colleagues and community – in both material  

and intangible ways.

We are very proud of the contribution this bank has made to 

the Howard County Community. Yet as anxious as we have 

been to contribute immediately to the people of this county 

we have always recognized the cumulative effect that days and months and years of service can produce, 

not only for our customers but also for our investors. To that end, 2006 was representative of our ongoing 

commitment to execution, anticipation and preparation for the future. It was a year in which Howard Bank 

successfully executed on our plans to introduce new products and services, to grow our delivery structure and 

to reap the immediate and longer term benefits of additional capital. Our focus on execution dovetailed with 

our growing impact on small businesses, on individual banking customers, on the community, on the economic 

environment of Howard County and on shareholder return. And it was a year where we validated our vision, 

mission and strategies and positioned ourselves to have an even greater impact in the future.

   POSITIONED TO MAKE 
AN EVEN GREATER IMPACT.



A GROWING IMPACT 
ON SMALL BUSINESSES.

Our core mission remains the work we do with the people who 

own and operate small businesses. Every business has unique 

needs; yet every relationship starts with a similar conversation.  

It’s a time when we listen to the hopes and dreams of 

entrepreneurs. We want to understand where they want to be 

in a year, in five years, in ten. That way, we can arrive at unique 

banking solutions to best help them get where they want to go. 

Our business customers come to us for everything from operating 

accounts and cash management services to working capital lines 

of credit, construction and real estate loans, and term loans. 

They’ve also come to expect our unique hands-on approach to 

banking. Our relationships don’t stop when a loan is closed or 

an operating account is opened. Our business customers know 

they have someone they can talk to anytime they want. They’ve 

also gotten used to getting calls from us. We like to know how 

everything is going. And we use the most sophisticated banking 

services to make sure our small business customers have 

everything they need to succeed. 

In 2006, we increased the product and service offerings available 

to small businesses. These included a Free Small Business Checking package loaded with extra features; the 

Celebration Money Market that rewards higher balances with higher rates; Live Wire, a secure e-mail service 

that automatically and instantaneously transmits information on incoming and outgoing wire transfers; and a 

Workplace Banking Program for employees of our business customers. In addition, we enhanced Business Online 

Banking to make it even more convenient and introduced a Repo Sweep cash management product to help a 

business optimize the return on its operating funds. In 2007 we’ve launched Business Advantage, a new business 

credit card, and a new remote deposit banking service that complements our very successful courier service and 

that allows a business customer to electronically scan and “deposit” checks in the convenience of their own 

office and with an extended deposit cut-off time.

Strong commercial loan activity continued in 2006, the product of not only healthy economic activity in the 

region, but also our ability to listen carefully, customize solutions and provide rapid turnaround. Our small 

business financing included commercial real estate construction, office condominiums, flex space, receivables 

and inventory financing. Our new Sustainability Loan Fund, the only one of its kind in the county, focuses on 

offsetting some of the initially higher costs associated with “green” buildings by providing more favorable  

interest rates and amortization schedules.

FDIC EQUAL HOUSING
LENDER



We may be a bank created for small businesses,  

but our commitment to serve the individual 

customer, is equally strong. This past year saw our 

customers benefit from competitive CDs, money 

market accounts, checking accounts and credit 

products. Customers also continued to praise 

our unique ATM surcharge rebate program, which 

permits fee free ATM usage – from ATMs down the 

street to ATMs worldwide. It was the first of its  

kind in Maryland and its popularity grew in 2006. 

Plus, we continued to make banking easy and 

rewarding for our individual customers by 

introducing and enhancing other personal banking 

products. We launched our high-rate Maximum Checking account 

and provided even greater security measures for preventing identity 

theft in Consumer Online Banking and Web BillPay along with new 

features and significant enhancements to navigation and ease of 

use. We also created and promoted limited time specials such as 

our Penalty Free and Bump-up 

CDs that provided the bank with 

funding and resulted in strong 

foot traffic to our branches.

A GROWING IMPACT 
ON INDIVIDUALS AND FAMILIES.

FDICEQUAL HOUSING
LENDER

FDICEQUAL HOUSING
LENDER

FDICEQUAL HOUSING
LENDER



A GROWING IMPACT ON THE COMMUNITY 
AND THE BUSINESS ENVIRONMENT.

A NEW BRANCH, NEW INVESTORS 
AND SOME MUCH-APPRECIATED RECOGNITION.

Member  
FDICEQUAL HOUSING

LENDER

410-750-0020
www.howardbank.com

Hats off from Howard Bank.
It’s nice to be surrounded by people we know.

Congratulations to three of our fast growing business 
clients on joining us as Smart CEO Future 50 winners:

Evolution
Super Book Deals

Offit Kurman
 

In September of 2006, Howard Bank opened its third branch 

in the Maple Lawn community. Our first “from the ground up” 

branch, it gives us access to the growing Maple Lawn area of 

the county and to existing homes and businesses on both sides 

of Route 29. We expect to break ground in 2007 on our fourth 

branch, at Centennial Lane and Route 40, a heavily traveled and 

vibrant corridor that will expand our convenience and increase  

our visibility and awareness. 

In the last quarter of 2006,  

we had a private placement 

stock offering that resulted in 

raising $5 million of capital. 

Our capital strategy of having a wide base of largely local shareholders remains 

a key underpinning of the bank’s business plan and supports our ability 

to successfully offer personalized service without sacrificing either product 

functionality or lending availability. This capital has allowed us to create and 

depend upon strategic partnerships in technology, marketing and compliance, 

as well as to continue to invest in experienced personnel and a growing 

physical branch infrastructure.

TWO’S COMPANY
THREE’S A

BIGGER COMPANY.

Member  
FDICEQUAL HOUSING

LENDER
©2006 Howard Bank. All rights reserved.

 
 

 
 

 
 

 
 

 

 

HOWARD BANK’S THIRD BRANCH IS NOW OPEN AT  
jOHNS HOPKINS ROAD NEAR MAPLE LAWN.

5.30%
APY* 
13-MONTH CD

5.00%
APY* 
5-MONTH
PENALTY-FREE CD

APY* 
30-MONTH 
BUMP-UP CD

5.70%

6011 University Blvd., Suite 370 
Ellicott City, Maryland 21043

www.howardbank.com

In 2006, Howard Bank continued to set itself apart from other financial 

institutions in the market through its contributions to the well-being of 

Howard County. Our efforts took the form of board leadership, fundraising 

expertise, volunteerism, unique bank products such as the Public Servant 

Loan Program and Sustainability Loan Fund, and financial support.

As our impact on this county and the region has grown, so too has our 

ability to do our jobs. We’ve become even better listeners allowing us to 

understand even more quickly the nature of a customer’s situation and 

expectations. Our fast turnaround time has become even faster, thanks 

in part to our recognition as a Small Business Administration Preferred 



Lender. Our financial solutions for customers remain 

unique and are often the product of persistence and 

innovative strategies. Our knowledge level has increased. 

Our experience is broader than ever. The result in 2006 

has been an increase in our customer base; greater 

convenience at all access points including branches, ATM 

and online; and growth in loans, deposits and assets.

In addition, Howard Bank was formally recognized in  

2006 on several fronts. We were one of just five 

companies, and the first bank ever, to win the Howard 

County Economic Development Authority Annual 

Achievement Award for our leadership, community support 

and our contributions to the economic development of the 

county. And Howard Bank was recognized by SmartCEO 

Magazine as one of the Greater Baltimore region’s  

“Future 50”, a designation awarded to select firms that  

have demonstrated exceptional revenue growth.

A COMMUNITY POISED FOR EVEN MORE HOWARD BANK IMPACT
The banking environment in Howard County once again changed dramatically in 2006 as Pennsylvania-based PNC 

purchased Mercantile Bank and Trust and its local Howard County affiliate Citizens National Bank. This came after 

the sale of The Columbia Bank and BUCS Federal to out of state banks. The effects of the changing local banking 

environment were only beginning to be felt in 2006. In the months ahead as the signs outside these local banks are 

replaced by signs of bigger regional banks, and as the faces inside begin to change, customers of these banks will 

begin to feel the change as well. Already, Howard Bank has welcomed several new customers who need consistency 

and predictability from their banking partner and who want to know that their bank is locally owned and managed.

In 2006, we set the groundwork for 2007, a year in which we will heavily promote our local standing in the county 

and to contrast our approach with the out-of-market, large institution approach that de-emphasizes personal contact 

and centralizes decision-making, resulting in reduced customer service, flexibility, local knowledge and senior 

level responsiveness. Howard Bank focuses on creating the “right” culture, maintaining the “right” organizational 

structure, and attracting and retaining the “right” people to not only support the bank’s overall mission but also to  

seize the opportunities created by bank mergers and acquisitions.

2006. A year of execution. A year of growth. A year of impact. A year of preparation.

Member  
FDIC EQUAL HOUSING

LENDER

410-750-0020
www.howardbank.com

Bank mergers are usually not a good thing for customers. Take the mergers of The Columbia Bank with Fulton Financial, Bucs Federal Bank with 
Community Banks and, most recently, Mercantile Bank and Trust (Citizens National Bank) with PNC. First, nobody asked you. You woke up one day 
and your bank was no longer your bank. And these mergers have had, and will continue to have, a significant impact on the level of localized banking 
expertise that is available to you. When the mask of new products and high introductory rates is lifted, what will remain are reduced, less personalized 
services. The big banks may have the best of intentions, but their attention will be spread over too large of an area.

But, you have a choice. That’s the thing. And the current situation presents the perfect time to take a good, hard look at what your bank is doing for you. 
If you’re a customer of one of the affected banks you once had a banking relationship with someone who was focused on you and who understood this 
market. Now you have something very different.

What do you do? You can stay with your current “new” bank. They will tell you nothing has changed. All of us who started Howard Bank were once part 
of big banks and we can say from experience that we’ve been there, done that. In fact, seeing what happens during these acquisitions is a big part of 
the reason that we opened Howard Bank. So, yes, a lot will change. You’ll notice shifts in your bank’s culture and priorities. And the people will change. 
Critical banking decisions and policies for your new bank will be made in Pennsylvania or wherever the new headquarters is located. Many decisions that 
affect you, your family and maybe even your business will no longer be made here in your community. 

Howard Bank is locally owned and managed and is dedicated to localized community banking. Our people, those with in-depth market knowledge 
and expertise, are right here. We have consciously built this bank in a way that allows us to take the time to know our customer’s situation, needs, 
wants and dreams and to provide the kinds of solutions that big banks are simply not equipped to do. 
We also believe in providing the finest products. Checking accounts that feature no Howard Bank ATM fees 
and no surcharges on ATMs worldwide, savings and money market accounts that are highly competitive, 
loans that make it possible for you to get where you want to go and full-featured online banking that gives 
you maximum convenience. It’s about Hands On, sophisticated banking.

You have a choice. If you don’t like the way someone else has changed your bank, just change banks. Call us or 
visit one of our branches in Ellicott City, Columbia, or Maple Lawn. We’ll stop what we’re doing to say hello. 
We’re not too big to do that. 

JUST MAYBE, ALL OF 
THESE BANK MERGERS 

REPRESENT AN 
  OPPORTUNITY FOR YOU.







Howard Bancorp, Inc. and Subsidiary 

Consolidated Balance Sheets 

December 31,
2006 2005

ASSETS
Cash and due from banks 4,763,247$ 2,324,221$
Federal funds sold 10,989,043 7,995,922 

Total cash and cash equivalents 15,752,290 10,320,143 

Securities available-for-sale 9,290,753 13,297,790 
Nonmarketable equity securities 278,300 72,600 

Loans, net of unearned income 120,008,686 69,227,719 
Allowance for credit losses (1,346,000) (775,500)

Net loans 118,662,686 68,452,219 

Bank premises and equipment, net 2,711,221 1,386,745 
Interest receivable and other assets 1,044,760 605,177

Total assets 147,740,010$ 94,134,674$

LIABILITIES 
Noninterest-bearing deposits 20,622,900$ 10,097,093$
Interest-bearing deposits 102,423,725 65,650,403

Total deposits 123,046,625 75,747,496 

Federal funds purchased & agreements to repurchase securities 3,066,751 -
Long-term borrowings 3,400,000 -
Accrued expenses and other liabilities 711,139 429,161

Total liabilities 130,224,515 76,176,657 

COMMITMENTS AND CONTINGENCIES

SHAREHOLDERS' EQUITY
Common stock - par value of $0.01

authorized 5,000,000 shares; issued and outstanding
2,256,538 shares in 2006 and  2,238,295 in 2005 22,565 22,383 

Capital surplus 22,802,882 22,540,070 
Accumulated deficit (5,320,145) (4,574,078) 
Accumulated other comprehensive gain/(loss) 10,193 (30,358)

Total shareholders� equity 17,515,495 17,958,017
Total liabilities and shareholders� equity 147,740,010$ 94,134,674$

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

For the Period from
June 30, 2004

For the Year For the Year (Date of Inception)
Ended Ended to

December 31, 2006 December 31, 2005 December 31, 2004
INTEREST INCOME
Interest and fees on loans 6,755,358$ 2,523,536$ 78,789$
Interest and dividends on securities 620,359 259,146 157,092
Other interest income 355,137 314,105 66,354

Total interest income 7,730,854 3,096,787 302,235

INTEREST EXPENSE
Deposits 3,187,611 1,049,479 119,257
Short-term borrowings 117,083 1,561 -
Long-term borrowings 8,197 - -

Total interest expense 3,312,891 1,051,040 119,257

NET INTEREST INCOME 4,417,963 2,045,747 182,978
Provision for credit losses 570,500 654,500 121,000
Net interest income after provision for credit losses 3,847,463 1,391,247 61,978

NONINTEREST INCOME
Service charges on deposit accounts 52,194 17,982 1,055
Other operating income 142,215 70,498 8,105

Total noninterest income 194,409 88,480 9,160

NONINTEREST EXPENSE
Compensation and benefits 2,634,905 2,174,242 1,001,903
Occupancy and equipment 899,407 742,390 367,051
Marketing and business development 401,420 284,290 263,832
Professional fees 240,651 222,811 359,116
Data processing fees 269,937 171,033 10,723
Communication and data lines 63,342 65,868 15,635
Other operating expense 278,277 343,331 102,718

Total noninterest expense 4,787,939 4,003,965 2,120,978

LOSS BEFORE INCOME TAXES (746,067) (2,524,238) (2,049,840)
Income tax benefit - - -
NET LOSS (746,067)$ (2,524,238)$ (2,049,840)$

BASIC AND DILUTED LOSS PER COMMON SHARE (0.33)$ (1.39)$ (2.43)$

DIVIDENDS PAID PER COMMON SHARE -$ -$ -$

Average common shares outstanding 2,243,522 1,817,053 843,334

The accompanying notes are an integral part of these financial statements.                                                            
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Consolidated Statements of Changes in Shareholders� Equity 

Accumulated
other

Number of Common Capital Accumulated comprehensive
shares stock surplus deficit loss Total

Balances at June 30, 2004 - -$ -$ -$ -$ -$

Comprehensive loss:
Net loss - - - (2,049,840) - (2,049,840) 
Other comprehensive loss net of tax:
Net unrealized loss on securities - - - - (18,727) (18,727) 

Total comprehensive loss - - - (2,049,840) (18,727) (2,068,567) 
Issuance of Common Stock
net of costs 1,677,500 16,775 16,688,725 - - 16,705,500 

Balances at December 31, 2004 1,677,500 16,775 16,688,725 (2,049,840) (18,727) 14,636,933 

Comprehensive loss:
Net loss - - - (2,524,238) - (2,524,238) 
Other comprehensive loss net of tax:
Net unrealized loss on securities - - - - (11,631) (11,631) 

Total comprehensive loss - - - (2,524,238) (11,631) (2,535,869) 
Issuance of Common Stock:
Exercise of options 1,550 16 15,684 - - 15,700 
Rights offering, net of costs 536,540 5,365 5,582,365 - - 5,587,730 
Public offering, net of costs 22,705 227 249,528 - - 249,755 

Stock-based compensation - - 3,768 - - 3,768 

Balances at December 31, 2005 2,238,296 22,383 22,540,070 (4,574,078) (30,358) 17,958,017 

Comprehensive loss:
Net loss - - - (746,067) - (746,067) 
Other comprehensive loss net of tax:
Net unrealized gain on securities - - - - 40,551 40,551 
Total comprehensive loss - - - (746,067) 40,551 (705,516) 

Issuance of Common Stock:
Exercise of options 18,242 182 199,266 - - 199,448 

Stock-based compensation - - 63,546 - - 63,546 

Balances at December 31, 2006 2,256,538 22,565$ 22,802,882$ (5,320,145)$ 10,193$ 17,515,495$

The accompanying notes are an integral part of these financial statements.              
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Consolidated Statements of Cash Flows 

For the Period from
June 30, 2004

For the Year For the Year (Date of Inception)
Ended Ended to

December 31, 2006 December 31, 2005 December 31, 2004
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss (746,067)$ (2,524,238)$ (2,049,840)$
Adjustments to reconcile net loss to net cash used by operating activities:
Provision for credit losses 570,500 654,500 121,000 
Depreciation 258,409 214,851 61,542 
Stock-based compensation 63,546 3,768 -
Net discount accretion of investments securities (11,978) (63,339) (43,964) 
Increase in interest receivable (362,496) (274,208) (41,233) 
Increase in interest payable 106,818 68,192 3,403 
(Increase) decrease in other assets (282,788) 15,353 (322,888) 
Increase in other liabilities 175,159 150,885 206,681 

Net cash used in operating activities (228,897) (1,754,236) (2,065,299) 

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of investment securities available-for-sale (13,566,467) (23,765,983) (17,968,216) 
Proceeds from sale/maturities of investment securities available-for-sale 17,626,034 22,481,670 5,976,883 
Net increase in loans outstanding (50,780,967) (58,385,509) (10,842,210) 
Purchase of premises and equipment (1,582,885) (383,586) (1,279,552) 

Net cash used in investing activities (48,304,285) (60,053,408) (24,113,095) 

CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in noninterest-bearing deposits 10,525,807 7,176,251 2,920,842 
Net increase in interest-bearing deposits 36,773,322 47,159,488 18,490,915 
Net increase in short-term borrowings 3,066,751 - -
Proceeds from issuance of long-term debt 3,400,000 - -
Proceeds from issuance of common stock, net of cost 199,449 5,853,185 16,705,500 

Net cash provided by financing activities 53,965,329 60,188,924 38,117,257 

Net  increase (decrease) in cash and cash equivalents 5,432,147 (1,618,720) 11,938,863 

Cash and cash equivalents at beginning of period 10,320,143 11,938,863 -

Cash and cash equivalents at end of period 15,752,290$ 10,320,143$ 11,938,863$

SUPPLEMENTAL INFORMATION
Cash payments for interest 3,080,793$ 981,287$ 115,854$
Cash payments for income taxes -$ -$ -$

The accompanying notes are an integral part of these financial statements.                                                            
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Notes to Consolidated Financial Statements 
 
Note 1:  Summary of Significant Accounting Policies 
 
Nature of Operations

On December 15, 2005, Howard Bancorp, Inc. (�Bancorp�) acquired all of the stock and became the holding company of Howard 
Bank (the �Bank�) pursuant to the Plan of Reorganization approved by the shareholders of the Bank and by federal and state 
regulatory agencies.  Each share of the Bank common stock was converted into two shares of Bancorp common stock effected by the 
filing of Articles of Exchange on that date, and the shareholders of the Bank became the shareholders of Bancorp.  The accompanying 
consolidated financial statements of Bancorp and its wholly-owned subsidiary bank (collectively the �Company�) have been prepared 
in accordance with accounting principles generally accepted in the United States of America and are presented as if the exchange of 
shares occurred on June 30, 2004 (date of inception).  The financial statements for the period from June 30, 2004 to December 31, 
2004 reflect only the operations of the Bank, since the Bancorp had not been formed at that time. 
 
Howard Bancorp, Inc. was incorporated in April of 2005 under the laws of the State of Maryland and is a bank holding company 
registered under the Bank Holding Company Act of 1956.  The Company is a single bank holding company with one subsidiary, 
Howard Bank, which operates as a state trust company with commercial banking powers regulated by the Maryland Division of 
Financial Regulation.  On June 30, 2004, the Bank completed its initial capital raising efforts and issued shares of common stock for 
gross proceeds of $16.775 million.  The Bank�s operations through that date were limited to taking the necessary actions to organize 
and capitalize the Bank.  The Bank commenced operations on August 9, 2004 after successfully meeting the conditions of the State of 
Maryland to receive its charter authorizing it to commence operations as a bank, obtaining the approval of the Federal Deposit 
Insurance Corporation to insure its deposit accounts, and meeting certain other regulatory requirements.  On October 31, 2005, the 
Bank completed a common stock offering to shareholders, raising additional equity capital of $5.8 million, net of issuance costs, in 
exchange for the issuance of 559,245 shares of Bank common stock.  Substantially all of the shares offered were purchased by 
existing shareholders. On December 14, 2006 Bancorp commenced a private placement offering under which up to 365,000 shares of 
common stock would be issued to accredited and sophisticated investors (as defined by Rule 501 and described in Rule 506(b)(ii)(2) 
of Regulation D of the Securities Act of 1933, as amended). At December 31, 2006 Bancorp had not received any proceeds from the 
private placement offering. As of February 13, 2007 Bancorp received and accepted subscriptions for the 365,000 shares available in 
the private placement offering, resulting in net proceeds of $5.0 million. 
 
The Company is a diversified financial services company providing commercial banking, insurance, investments, mortgage banking 
and consumer finance through banking branches, the internet and other distribution channels to businesses, business owners, 
professionals and other consumers located primarily in Howard County, Maryland.  
 
The following is a description of the Company�s significant accounting policies. 
 

Principles of Consolidation

The consolidated financial statements include the accounts of Bancorp and its subsidiary bank.  All significant intercompany accounts 
and transactions have been eliminated.  The parent company only financial statements report investments in the subsidiary bank under 
the equity method. Certain reclassifications have been made to the prior year�s consolidated financial statements to conform to current 
period presentation. 
 

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America 
(�GAAP�) requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period. Actual results could differ from those estimates.  Material estimates that are particularly susceptible to 
significant changes in the near-term relate to the determination of the allowance for credit losses and other-than-temporary impairment 
of investment securities. 
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Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, amounts due from banks, cash items in the process of clearing, federal funds sold, 
and interest-bearing deposits with banks which mature in less than 90 days.  Generally, federal funds are sold as overnight 
investments.  
 

Investment Securities

Marketable equity securities and debt securities not classified as held-to-maturity are classified as available-for-sale.  Securities 
available-for-sale are acquired as part of the Bank's asset/liability management strategy and may be sold in response to changes in 
interest rates, loan demand, changes in prepayment risk and other factors.  Securities available-for-sale are carried at estimated fair 
value, with unrealized gains or losses based on the difference between amortized cost and fair value reported as accumulated other 
comprehensive income (loss), net of deferred taxes, a separate component of shareholders� equity, when appropriate.  Realized gains 
and losses, using the specific identification method, are included as a separate component of noninterest income.  Related interest and 
dividends are included in interest income.  Declines in the fair value of individual available-for-sale securities below their cost that are 
other than temporary result in write-downs of the individual securities to their fair value.  Factors affecting the determination of 
whether an other-than-temporary impairment has occurred include a downgrading of the security by a rating agency, a significant 
deterioration in the financial condition of the issuer, or that management would not have the intent and ability to hold a security for a 
period of time sufficient to allow for any anticipated recovery in fair value. 
 

Nonmarketable Equity Securities 

Nonmarketable equity securities include equity securities that are not publicly traded or are held to meet regulatory requirements such 
as Federal Home Loan Bank stock.  These securities are accounted for at cost. 
 

Loans

Loans are stated at their principal balance outstanding, plus deferred origination costs, less unearned discounts and deferred 
origination fees. Interest on loans is credited to income based on the principal amounts outstanding.  Origination fees and costs are 
amortized to income over the contractual life of the related loans.  Accrual of interest on a loan is discontinued when the loan is 
delinquent more than ninety days unless the collateral securing the loan is sufficient to liquidate the loan.  All interest accrued but not 
collected for loans that are placed on non-accrual or charged-off is reversed against interest income.  Interest on these loans is 
accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual.  Loans are returned to accrual status 
when all principal and interest amounts contractually due are brought current and future payments are reasonably assured. 
 
Management considers loans impaired when, based on current information, it is probable that the Company will not collect all 
principal and interest payments according to contractual terms.  Loans are tested for impairment no later than when principal or 
interest payments become ninety days or more past due and they are placed on nonaccrual.  Management also considers the financial 
condition of the borrower, cash flows of the loan and the value of the related collateral.  Impaired loans do not include large groups of 
smaller balance homogeneous loans such as residential real estate and consumer installment loans which are evaluated collectively for 
impairment.  Loans specifically reviewed for impairment are not considered impaired during periods of �minimal delay� in payment 
(ninety days or less) provided eventual collection of all amounts due is expected.  The impairment of a loan is measured based on the 
present value of expected future cash flows discounted at the loan�s effective interest rate, or the fair value of the collateral if 
repayment is expected to be provided by the collateral.  Generally, the Company�s impairment on such loans is measured by reference 
to the fair value of the collateral.  Interest income on impaired loans is recognized on the cash basis. 
 

Allowance for Credit Losses

The allowance for credit losses is maintained at a level believed adequate by management to absorb probable losses inherent in the 
loan portfolio and is based on the size and current risk characteristics of the loan portfolio, an assessment of individual problem loans, 
actual loss experience, current economic events in specific industries and geographic areas including unemployment levels and other 
pertinent factors including regulatory guidance and general economic conditions.  Determination of the allowance is inherently 
subjective as it requires significant estimates, including the amounts and timing of expected future cash flows on impaired loans, 
estimated losses on pools of homogenous loans based on historical loss experience and consideration of economic trends, all of which 
may be susceptible to significant change.  Credit losses are charged off against the allowance, while recoveries of amounts previously 
charged off are credited to the allowance.  A provision for credit losses is charged to operations based on management�s periodic 



7

evaluation of the factors previously mentioned, as well as other pertinent factors.  Evaluations are conducted at least quarterly and 
more often if deemed necessary. 
 
The allowance for credit losses consists of a specific component and a nonspecific component.  The components of the allowance for 
credit losses represent an estimation done pursuant to either Statement of Financial Accounting Standards (�SFAS�) No. 5 
�Accounting for Contingencies,� or SFAS No. 114 �Accounting by Creditors for Impairment of a Loan.�  The specific component of 
the allowance for credit losses reflects expected losses resulting from analysis developed through credit allocations for individual 
loans.  The credit allocations are based on a regular analysis of all loans over a fixed-dollar amount where the internal credit rating is 
at or below a predetermined classification.  The specific component of the allowance for credit losses also includes management�s 
determination of the amounts necessary for concentrations and changes in portfolio mix and volume. 
 
The nonspecific portion of the allowance is determined based on management�s assessment of general economic conditions, as well as 
economic factors in the individual markets in which the Company operates including the strength and timing of economic cycles and 
concerns over the effects of a prolonged economic downturn in the current cycle.  This determination inherently involves a higher risk 
of uncertainty and considers current risk factors that may not have yet manifested themselves in the Bank�s historical loss factors used 
to determine the specific component of the allowance and it recognizes knowledge of the portfolio may be incomplete.   
 

Premises and Equipment

Premises and equipment are stated at cost less accumulated depreciation and amortization computed using the straight-line method. 
Premises and equipment are depreciated over the useful lives of the assets, which generally range from 3 to 10 years for furniture, 
fixtures and equipment, 3 to 5 years for computer software and hardware.  Leasehold improvements are amortized over the terms of 
the respective leases or the estimated useful lives of the improvements, whichever is shorter.  The costs of major renewals and 
betterments are capitalized, while the costs of ordinary maintenance and repairs are included in noninterest expense. 
 

Income Taxes

The Company uses the liability method of accounting for income taxes.  Under the liability method, deferred-tax assets and liabilities 
are determined based on differences between the financial statement carrying amounts and the tax bases of existing assets and 
liabilities (i.e., temporary differences) and are measured at the enacted rates that will be in effect when these differences reverse. 
Deferred income taxes will be recognized when it is deemed more likely than not that the benefits of such deferred income taxes will 
be realized; accordingly, no deferred income taxes or income tax benefits have been recorded by the Company.  
 

Net Loss Per Common Share

Basic net loss per common share is computed by dividing net loss attributable to common shareholders by the weighted average 
number of common shares outstanding during the year.  Diluted net loss per common share is computed by dividing net loss available 
to common shareholders by the weighted average number of common shares outstanding during the year including any potential 
dilutive effects of common stock equivalents, such as options and warrants.  No consideration was given to the outstanding options or 
warrants because of their anti-dilutive effect on net loss. 
 

Costs Associated with Start-Up Activities 

The Company expensed costs incurred during the start-up phase of organization in accordance with the American Institute of Certified 
Public Accountants� Statement of Position 98-5 �Reporting on the Costs of Start-Up Activities,� which requires such costs to be 
expensed in the period incurred.  Included in the total noninterest expenses of $2,120,978 reflected on the Statement of Operations for 
the period ended December 31, 2004, is approximately $697,930 incurred prior to the commencement of operations of the Bank on 
August 9, 2004. 
 

Stock-Based Compensation

Prior to January 1, 2006, employee compensation expense under stock option plans was reported only if options were granted below 
market price at grant date in accordance with the intrinsic value method of Accounting Principles Board Opinion (�APB�) No. 25, 
�Accounting for Stock Issued to Employees.� Because the exercise price of the Company�s employee stock options always equaled 
the market price of the underlying stock on the date of grant, no compensation expense was recognized on options granted.  
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The Company adopted the provisions of SFAS No. 123R, �Share-Based Payments (Revised 2004),� on January 1, 2006. SFAS No. 
123R eliminates the ability to account for stock-based compensation using APB 25 and requires that such transactions be recognized 
as compensation cost in the income statement based on their fair value on the measurement date, which, for the Company, is the date 
of grant. The Company transitioned to fair-value based accounting for stock-based compensation using a modified version of 
prospective application (�modified prospective application�). Under modified prospective application, as it is applicable to the 
Company, SFAS No. 123R applies to new awards and to awards modified, repurchased, or cancelled after January 1, 2006. 
Additionally, compensation cost for the portion of awards for which the requisite service has not be rendered (generally referring to 
non-vested awards) that were outstanding as of January 1, 2006 will be recognized as the remaining requisite service is rendered 
during the period of and/or the period after the adoption of SFAS No. 123R. The attribution of compensation cost for those earlier 
awards is based on the same method and on the same grant-date fair values previously determined for pro forma disclosures required 
for companies that did not previously adopt the fair value accounting method for stock-based employee compensation. Compensation 
expense for non-vested awards is based on the fair value of the awards, which is generally the Black Scholes value of the stock option 
on the measurement date, which for the Company, is the date of grant, and is recognized ratably over the service period of the award.  
 
SFAS No. 123R requires pro forma disclosures of net income and earnings per share for all periods prior to the adoption of the fair 
value accounting method for stock-based employee compensation. The pro forma disclosures presented in Note 13 � Stock Options 
and Warrants use fair value method of SFAS No. 123 to measure compensation expense for stock-based employee compensation 
plans for the years prior to 2006. 
 
During 2005, the Board of Directors of the Company accelerated the vesting periods associated with certain previously issued stock 
options making them immediately fully vested and exercisable.  In addition, all options granted during 2005 were granted such that 
those options were fully vested and exercisable as of their grant date. This resulted in a charge to compensation expense in the amount 
of $3,768 for 2005. 
 

NEW ACCOUNTING PRONOUNCEMENTS 
 
In February 2006, the FASB issued Statement No. 155 (�SFAS No. 155�) �Accounting for Certain Hybrid Financial Instruments�an 
amendment of FASB Statements No. 133 and 140.� SFAS No. 155 resolves issues addressed in Statement 133 Implementation Issue 
No. D1, �Application of Statement 133 to Beneficial Interests in Securitized Financial Assets.�  This statement permits fair value 
remeasurement for any hybrid financial instrument that contains an embedded derivative, establishes a requirement to evaluate 
interests in securitized financial assets, clarifies various aspects of Statement 133, and amends Statement 140 to eliminate the 
prohibition on a qualifying special-purpose entity from holding a derivative financial instrument that pertains to a beneficial interest 
other than another derivative financial instrument. This Statement is effective for all financial instruments acquired or issued after the 
beginning of an entity�s first fiscal year that begins after September 15, 2006. The adoption of this standard is not anticipated to have a 
material impact on the Company�s financial statements. 
 
In March 2006, the FASB issued Statement No. 156 (�SFAS No. 156�) �Accounting for Servicing of Financial Assets�an 
amendment of FASB Statement No. 140.� SFAS No. 156 requires an entity to recognize a servicing asset or servicing liability each 
time it undertakes an obligation to service a financial asset by entering into a servicing contract and that these are initially measured at 
fair value, if practicable. This statement permits the choice between the �amortization method� and the �fair value measurement 
method� for the subsequent measurement of the servicing assets or servicing liabilities and allows for a one-time reclassification of 
available-for-sale securities to trading securities at initial adoption.  SFAS No. 156 requires separate presentation of servicing assets 
and servicing liabilities in the consolidated balance sheets and additional disclosures. Adoption of this Statement should be as of the 
beginning of its first fiscal year that begins after September 15, 2006. This statement is not anticipated to have a material impact on 
the Company�s financial statements.  
 
In July 2006, the FASB released FASB Interpretation No. 48 (�FIN 48�) �Accounting for Uncertainty in Income Taxes,� an 
interpretation of FASB Statement No. 109 �Accounting for Income Taxes.�  FIN 48 provides guidance on the measurement, 
recognition, and disclosure of tax positions taken or expected to be taken in a tax return. The interpretation also provides guidance on 
derecognition, classification, interest and penalties, and disclosure.  FIN 48 prescribes that a tax position should only be recognized if 
it is more-likely-than-not that the position will be sustained upon examination by the appropriate taxing authority.  A tax position that 
meets this threshold is measured as the largest amount of benefit that is greater than 50 percent likely of being realized upon ultimate 
settlement.  The cumulative effect of applying FIN 48 is to be reported as an adjustment to the beginning balance of retained earnings 
in the period of adoption.  FIN 48 is effective for fiscal years beginning after December 15, 2006.  As there are no current or deferred 
taxes, this will not presently impact the Company. For future periods in which there will be recordation of taxes, this is not anticipated 
to have a material impact on the Company�s financial statements.  
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In September 2006, the FASB issued Statement No. 157 (�SFAS No. 157�) �Fair Value Measurements.� This Statement defines fair 
value, establishes a framework for measuring fair value in generally accepted accounting principles (�GAAP�), and expands 
disclosures about fair value measurements. While the Statement applies under other accounting pronouncements that require or permit 
fair value measurements, it does not require any new fair value measurements. SFAS No. 157 defines fair value as the price that 
would be received to sell an asset or paid to transfer a liability (an exit price) in an orderly transaction between market participants at 
the measurement date. In addition, the Statement establishes a fair value hierarchy, which prioritizes the inputs to valuation techniques 
used to measure fair value into three broad levels. Lastly, SFAS No. 157 requires additional disclosures for each interim and annual 
period separately for each major category of assets and liabilities. The Statement is effective for financial statements issued for fiscal 
years beginning after November 15, 2007, and interim periods within those fiscal years. Management does not expect the adoption of 
this Statement to have a material impact on the Company�s consolidated financial statements. 
 

Note 2:  Cash and Due from Banks   

Regulation D of the Federal Reserve Act requires that banks maintain reserve balances with the Federal Reserve Bank based 
principally on the type and amount of their deposits.  During 2006, the Company maintained balances at the Federal Reserve (in 
addition to vault cash) to meet the reserve requirements as well as balances to partially compensate for services.  Additionally, the 
Company maintained balances with the Federal Home Loan Bank and two domestic correspondents as compensation for services they 
provided to the Company. 
 

Note 3:  Investments Securities   

The amortized cost and estimated fair values of investments available for sale are as follows: 
 

December 31, 2006 December 31, 2005
Gross Gross Gross Gross

Amortized Unrealized Unrealized Estimated Amortized Unrealized Unrealized Estimated
Cost Gains Losses  Fair Value Cost Gains Losses  Fair Value

U.S. Federal
agencies 6,986,519$ -$ 4,209$ 6,982,310$ 13,328,148$ -$ 30,358$ 13,297,790$

Mortgage-backed 2,294,041 16,130 1,728 2,308,443 - - - -
9,280,560$ 16,130$ 5,937$ 9,290,753$ 13,328,148$ -$ 30,358$ 13,297,790$

Gross unrealized losses and fair value by investment category and length of time the individual securities have been in a continuous 
unrealized loss position at December 31, 2006 are as follows. As of December 31, 2005, all continuous unrealized losses were held 
less than twelve months. 
 

Less than 12 months           12 months or more                    Total
Gross Gross Gross

Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

U.S. Federal
agencies 3,985,430$ 1,089$ 996,880$ 3,120$ 4,982,310$ 4,209$

Mortgage-backed 893,370 1,728 - - 893,370 1,728 
4,878,800$ 2,817$ 996,880$ 3,120$ 5,875,680$ 5,937$

The available-for-sale investment portfolio has a fair value of approximately $9.3 million.  All of the bonds are rated AAA.  The 
unrealized losses that exist are the result of market changes in interest rates since the original purchase.  These factors coupled with 
the fact that the Company has both the intent and ability to hold these investments for a period of time sufficient to allow for any 
anticipated recovery in fair value substantiates that the unrealized losses in the available for sale portfolio are temporary.  
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The amortized cost and estimated fair values of investments available for sale by contractual maturity are shown below: 
 

Amortized Estimated Fair Amortized Estimated Fair
Cost Value Cost Value

Amounts maturing:
One year or less 5,986,519$ 5,982,510$ 12,328,148$ 12,306,850$
After one year through five years 1,895,098 1,893,170 1,000,000 990,940 
After five years through ten years 1,398,943 1,415,073 - -

9,280,560$ 9,290,753$ 13,328,148$ 13,297,790$

2006 2005

There were no sales of investment securities during 2006 or 2005.  At December 31, 2006, $4.1 million fair value of securities was 
pledged as collateral for certain government deposits.  The outstanding balance of no single issuer, except for U. S. Government and 
U. S. Government agency securities, exceeded ten percent of shareholders� equity at December 31, 2006. 
 

Note 4:  Nonmarketable Equity Securities   

At December 31, 2006 and 2005, the Company�s investment in nonmarketable equity securities consisted of Federal Home Loan Bank 
of Atlanta stock which is required for continued membership.  These investments are carried at cost.   

Note 5:  Loans  

The Company makes loans to customers primarily in Howard County, Maryland and surrounding communities.  A substantial portion 
of the Company�s loan portfolio consists of loans to businesses secured by real estate and/or other business assets.      
 
Loans, net of unamortized deferred fees, are summarized by type as follows:  
 

December 31,
2006 2005

Real estate construction 33,336,975$ 20,428,757$
Residential real estate 17,677,567 7,383,036 
Commercial mortgage 31,504,647 18,408,693 
Commercial 35,693,389 22,895,658 
Consumer 1,796,108 111,575
Total loans 120,008,686$ 69,227,719$

Activity in the allowance for credit losses for the years ended December 31, 2006, 2005 and 2004 are shown below: 
 

December 31,
2006 2005 2004

Balance at beginning of year 775,500$ 121,000$ -$
Provision for credit losses 570,500 654,500 121,000 
Loan charge-offs - - -
Loan recoveries - - -
Balance at end of year 1,346,000$ 775,500$ 121,000$

At December 31, 2006 and 2005, there were no loans deemed to be impaired. 
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Note 6:  Premises and Equipment 

Premises and equipment include the following at: 
December 31,

2006 2005
Building and leasehold improvements 1,912,734$ 588,909$
Furniture and equipment 1,197,895 938,835 
Software 135,393 135,393

3,246,022 1,663,137 
Less: accumulated depreciation and amortization 534,801 276,392 

Net premises and equipment 2,711,221$ 1,386,745$

The Company occupies banking and office space in three locations under noncancellable lease arrangements accounted for as 
operating leases.  The initial lease periods range from 10 to 20 years and provide for one or more 5-year renewal options. In 
November of 2005, the Company entered into a noncancellable lease arrangement for a fourth branch location.  The fourth branch 
location is projected to open in early 2008. The lease term of this arrangement is 15 years and allows for up to three 5-year renewal 
options.  Rent expense applicable to operating leases amounted to $574,949 and $509,490 for the year ended December 31, 2006 and 
2005, respectively and $288,654 for the period from June 2004 (inception date) to December 31, 2004.   
 
At December 31, 2006, future minimum lease payments under noncancellable operating leases having an initial term in excess of one 
year are as follows: 
 
Year ended December 31,
2007 771,541$
2008 860,428 
2009 880,759 
2010 907,658 
2011 931,086 
Thereafter 6,473,910 

Total minimum lease payments 10,825,381$

Note 7:  Deposits 
 
The following table details the composition of deposits and the related percentage mix of total deposits, respectively: 
 

December 31,
2006 % of Total 2005 % of Total

Noninterest-bearing demand 20,622,900$ 16 % 10,097,093$ 13 %
Interest-bearing checking 17,901,905 15 4,993,631 7
Money market accounts 16,831,082 14 29,352,156 39 
Savings 846,458 1 585,636 1
Certificates of deposit $100,000 and over 25,453,405 21 8,734,832 11 
Certificates of deposit under $100,000 41,390,875 33 21,984,148 29 

Total deposits 123,046,625$ 100 % 75,747,496$ 100 %

The contractual maturities of certificates of deposits greater than $100,000 are shown in the following table: 
 
Three months or less       6,131,698$
More than three months through six months          10,170,694 
More than six months through twelve months                7,231,578 
Over twelve months                                         1,919,435

Total                                                    25,453,405$
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Interest expense on deposits for the periods ended 2006, 2005 and 2004 were as follows: 
 

For the Period from
June 30, 2004

(Date of Inception)
to

December 31, 2006 December 31, 2005 December 31, 2004
Interest-bearing checking 354,514$ 11,711$ 2,780$
Savings and money market 696,304 377,908 97,744 
Certificates of deposit $100,000 and over 654,847 219,685 12,384 
Certificates of deposit under $100,000 1,481,946 440,175 6,350 

Total 3,187,611$ 1,049,479$ 119,257$

Note 8:  Short-Term Borrowings 

Short-term borrowings consist of securities sold under agreement to repurchase for the year ended December 31, 2006.  There were no 
short-term borrowings as of December 31, 2005.  Information relating to short-term borrowings is presented below: 
 

December 31, 2006
Amount Rate

At year end 3,066,751$ 3.75 %
Average for the year 3,280,964$ 3.57 %
Maximum month-end balance 5,527,143$

The Company pledges U.S. Government Agency securities, based upon their fair value, as collateral for 100% of the principal and 
accrued interest of its repurchase agreements. 
 
If the Company should need to supplement its liquidity it could borrow, subject to collateral requirements, up to approximately $19.8 
million on a line of credit arrangement with the Federal Home Loan Bank of Atlanta.  Under this arrangement there were no 
borrowings outstanding at December 31, 2006 or December 31, 2005. 
 

Note 9:  Long-Term Borrowings 

During 2006, Bancorp initiated a $5 million revolving line of credit with a local correspondent bank. As of December 31, 2006 long-
term debt consisted of $3.4 million advanced under this credit line. This variable rate debt has a rate of 8.0% with interest only 
payments for the first eighteen months followed by principal and interest amortization for three years. As of February 6, 2007, all 
advances under this agreement were repaid and no subsequent advances were drawn.   
 

Note 10:  Income Taxes 

Federal and state income tax expense (benefit) consists of the following for the year ended December 31, 2006 and 2005: 
 

2006 2005 2004

Current federal income tax -$ -$ -$
Current state income tax - - -
Deferred federal income tax expense (benefit) - - -
Deferred state income tax expense (benefit) - - -

Total income tax expense (benefit) -$ -$ -$
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The following table is a summary of the tax effect of temporary differences that give rise to a significant portion of deferred tax assets: 
 

2006 2005
Net operating loss carryforwards 1,617,955$ 1,557,604$
Organizational costs 27,639 41,459 
Unrealized loss on securities - 11,724 
Deferred loan fees and costs, net - 2,189 
Allowance for credit losses 455,334 241,184 
Other 28,062 20,718 

Total deferred tax assets 2,128,990 1,874,878 
Less valuation allowance (2,002,563) (1,801,411) 

Deferred tax assets, net of valuation allowance 126,427 73,467 

Deferred tax liabilities:
Deferred loan fees and costs, net 2,079 -
Unrealized gain on securities 3,937 -
Depreciation and amortization 120,411 73,467 

Total deferred tax liabilities 126,427 73,467
Net deferred tax assets (liabilities) -$ -$

No income tax benefit or deferred tax asset is reflected in the financial statements.  Deferred tax assets are recognized for future 
deductible temporary differences and tax loss carryforwards if their realization is deemed �more likely than not.� 
 
At December 31, 2006, the Company had approximately $4.2 million in tax loss carryforwards, which expire in 2024 through 2026. 
Realization depends on generating sufficient taxable income before the expiration of the loss carryforward periods.  The amount of 
loss carryforward available for any one year may be limited if the Company is subject to the alternative minimum tax. 
 

Note 11:  Related Party Transactions 
 
In the normal course of business, loans are made to officers and directors of the Company, as well as to their related interests.  In the 
opinion of management, these loans are consistent with sound banking practices, are within regulatory lending limitations and do not 
involve more than the normal risk of collectibility.  The following table presents a summary of changes in loans to the Company�s 
executive officers, directors and their related interests during the years:  
 

2006 2005
Balance January 1 3,957,378$ -$
Additions 2,407,928 4,066,943 
Repayments 253,188 109,565 

Balance December 31 6,112,118$ 3,957,378$

Note 12:  Financial Instruments with Off-Balance Sheet Risk 
 
The Company is a party to financial instruments with off-balance sheet risk in the normal course of business.  These financial 
instruments may include commitments to extend credit, standby letters of credit and purchase commitments.  The Company uses these 
financial instruments to meet the financing needs of its customers.  Financial instruments involve, to varying degrees, elements of 
credit, interest rate, and liquidity risk.  These do not represent unusual risks, and management does not anticipate any losses which 
would have a material effect on the accompanying financial statements. 
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Outstanding loan commitments and lines and letters of credit are as follows: 
 

December 31,
2006 2005

Unfunded loan commitments 37,656,035$ 22,676,122$
Unused lines of credit 20,341,957 11,329,308 
Letters of credit 2,254,509 2,495,376 

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.  The Company generally requires collateral to support financial instruments with credit risk on the same basis as it does for 
on-balance sheet instruments.  The collateral is based on management�s credit evaluation of the counterparty.  Commitments have 
fixed expiration dates or other termination clauses and may require payment of a fee.  Since many of the commitments are expected to 
expire without being drawn upon, the total commitment amount does not necessarily represent future cash requirements.  Each 
customer�s credit-worthiness is evaluated on a case-by-case basis. 
 
Standby letters of credit are conditional commitments issued 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. 
 

Note 13:  Stock Options and Warrants  
 
Bancorp initially raised $4,775,000 of capital by selling to its founders investment units consisting of one share of common stock and 
a fully detachable warrant equal to .25 shares of common stock per unit.  The warrants were issued in recognition of the financial and 
organizational risk undertaken by the purchasers in the organizational offering.  The warrants are immediately exercisable and will 
expire ten (10) years from the date of issuance.  As of December 31, 2006 there have been no exercises of these warrants and the 
Company has outstanding warrants to purchase 119,376 shares at the price of $10.00 per share.  
 
The Company�s stock incentive plans provide for awards of nonqualified and incentive stock options.  Employee stock options can be 
granted with exercise prices at the fair market value (as defined within the plan) of the stock at the date of grant and with terms of up 
to ten years.  Except as otherwise permitted in the plan, upon termination of employment for reasons other than retirement, permanent 
disability or death, the option exercise period is reduced or the options are canceled.   
 
During 2005, the Board of Directors of the Company accelerated the vesting periods associated with previously issued stock options 
making them immediately fully vested and exercisable.  Stock based compensation expense of $3,768 was recorded upon the 
acceleration of the options.  In addition, the options granted in 2005 were granted such that those options were fully vested and 
exercisable as of their grant date.   
 
Stock options may also be granted to non-employee members of the Board of Directors as compensation for attendance and 
participation at meetings of the Board of Directors and meetings of the various committees of the Board.  The Company also 
maintained an Advisory Board, for which non-employee members were compensated via stock options for meeting attendance.  These 
nonqualified stock options can be granted with terms up to ten years, vest immediately, and are fully exercisable at time of grant. 
 
The following table summarizes the Company�s stock option activity and related information for the years ended: 
 

2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise

Shares Price Shares Price Shares Price
Outstanding at beginning of period 231,184 10.30$ 117,024 10.00$ - -
Granted 14,040 11.70 119,110 10.59 117,024 10.00$
Exercised (18,242) 10.93 (1,550) 10.13 - -
Forfeited (2,570) 10.36 (3,400) 10.00 - -
Outstanding at end of year 224,412 10.34$ 231,184 10.30$ 117,024 10.00$
Exercisable at end of year 224,412 10.34$ 231,184 10.30$ 12,385 10.00$
Weighted average fair value of options

granted during the year 3.38$ 4.38$ 3.73$
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Proceeds from stock option exercises totaled $199 thousand in 2006, $16 thousand in 2005 and $0 in 2004. Shares issued in 
connection with stock option exercises are issued from available authorized shares. During 2006 and 2005 18,242 and 1,550 shares 
respectively, were issued in connection with stock option exercises. 

Stock-based Compensation Expense.  As stated in Note 1 � Significant Accounting Policies, the Company adopted the provisions of 
SFAS No. 123R on January 1, 2006. SFAS No. 123R requires that stock-based compensation be recognized as compensation cost in 
the income statement based on their fair values on the measurement date, which, for the Company, is the date of the grant. As a result 
of applying the provisions of SFAS No. 123R during 2006, the Company recognized additional stock-based compensation expense 
related to stock options of $64 thousand. The increase in stock-based compensation expense related to stock options resulted in a 
$0.03 decrease in both basic and diluted earnings per share during 2006.  

Valuation of Stock-Based Compensation.  The fair value of the Company�s stock options granted as compensation is estimated on the 
measurement date, which, for the Company, is the date of grant. The fair value of stock options was calculated using the Black-
Scholes option-pricing model. The weighted-average fair value of stock options granted was $3.38 for options granted in 2006, $4.38 
for 2005 and $3.73 for 2004. The Company estimated expected market price volatility and expected term of the options based on 
historical data and other factors. The weighted-average assumptions used to determine the fair value of options granted are detailed in 
the table below:  

2006 2005 2004
Risk-free interest rate 4.89 % 4.52 % 4.01 %
Expected dividend yield 0 % 0 % 0 %
Expected volatility 20 % 15 % 15 %
Expected lives (in years) 5 10 10

The following table illustrates the effect on net income and earnings per share if the Company had applied the fair value recognition 
provisions of SFAS No. 123 to stock-based compensation prior to its adoption in 2006. 
 

December 31,
2005 2004

Net loss, as reported (2,524,238)$ (2,049,840)$
Add stock-based compensation expense

determined under the fair value method, net of
related tax effects that is included in net loss 3,768 -

Less pro forma stock-based compensation
expense determined under the fair value
method, net of related tax effects (847,436) (92,268) 

Pro forma net loss (3,367,906)$ (2,142,108)$
Loss per common share:

Basic and Diluted - as reported (1.39)$ (2.43)$
Basic and Diluted - pro forma (1.85)$ (2.54)$

Note 14:  Profit Sharing Plan 
 
The Company sponsors a defined contribution retirement plan through a Section 401(k) profit sharing plan.  Employees may 
contribute up to 15% of their pretax compensation.  Participants are eligible for matching Company contributions up to 4% of eligible 
compensation dependent on the level of voluntary contributions.  Company matching contributions totaled $69,414, $58,095 and 
$13,593 in 2006, 2005 and 2004, respectively.  The Company�s matching contributions vest immediately.  
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Note 15:  Losses per Common Share 

The table below shows the presentation of basic and diluted loss per common share for the years ended: 
 

2006 2005 2004

Net loss applicable to common stock (numerator) (746,067)$ (2,524,238)$ (2,049,840)$

Average common shares outstanding (denominator) 2,243,522 1,817,053 843,334 
Basic and diluted loss per common share (0.33)$ (1.39)$ (2.43)$

Note 16:  Risk-Based Capital 

The Federal Deposit Insurance Corporation Improvement Act of 1991 (FDICIA) required that the federal regulatory agencies adopt 
regulations defining five capital tiers for banks: well capitalized, adequately capitalized, undercapitalized, significantly 
undercapitalized and critically undercapitalized.  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.  
 
Quantitative measures, established by the regulators to ensure capital adequacy, require that the Bank and Bancorp maintain minimum 
ratios (set forth below) of capital to risk-weighted assets.  There are three categories of capital under the guidelines.  Tier 1 capital 
includes common shareholders� equity, qualifying preferred stock and trust preferred securities, less goodwill and certain other 
deductions (including the unrealized net gains and losses, after applicable income taxes, on securities available for sale carried at fair 
value).  Tier 2 capital includes preferred stock not qualifying as Tier 1 capital, subordinated debt, the allowance for credit losses and 
net unrealized gains on marketable equity securities, subject to limitations by the guidelines.  Tier 2 capital is limited to the amount of 
Tier 1 capital (i.e., at least half of total capital must be in the form of Tier 1 capital).  Tier 3 capital includes certain qualifying 
unsecured subordinated debt. 
 
Under the guidelines, capital is compared to the relative risk related to the balance sheet.  To derive the risk included in the balance 
sheet, one of four risk weights (0%, 20%, 50% and 100%) is applied to the different balance sheet and off-balance sheet assets, 
primarily based on the relative credit risk of the counterparty.  For example, claims guaranteed by the U.S. government or one of its 
agencies are risk-weighted at 0%.  Off-balance sheet items, such as loan commitments, are also applied a risk weight after calculating 
balance sheet equivalent amounts.  One of four credit conversion factors (0%, 20%, 50% and 100%) is assigned to loan commitments 
based on the likelihood of the off-balance sheet item becoming an asset.  For example, certain loan commitments are converted at 50% 
and then risk-weighted at 100%.  The capital amounts and classification are also subject to qualitative judgments by the regulators 
about components, risk weightings, and other factors. 
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Management believes that, as of December 31, 2006 and 2005, the Bank met all capital adequacy requirements to which they are 
subject. 

(in thousands) Amount    Ratio Amount    Ratio Amount    Ratio
As of December 31, 2006:

Total capital ( to risk-weighted assets)
Howard Bank 22,121$ 17.80 % 9,944$ 8.00 % 12,430$ 10.00 %
Howard Bancorp 18,851$ 15.52 % 9,718$ 8.00 % N/A

Tier 1 capital (to risk-weighted assets)
Howard Bank 20,775$ 16.71 % 4,972$ 4.00 % 7,458$ 6.00 %
Howard Bancorp 17,505$ 14.41 % 4,859$ 4.00 % N/A

Tier 1 capital (to average assets)
(Leverage ratio)
Howard Bank 20,775$ 14.79 % 5,617$ 4.00 % 7,021$ 5.00 %
Howard Bancorp 17,505$ 12.47 % 5,617$ 4.00 % N/A

As of December 31, 2005:
Total capital ( to risk-weighted assets)

Howard Bank 18,766$ 24.21 % 6,200$ 8.00 % 7,750$ 10.00 %
Howard Bancorp 18,760$ 24.55 % 6,114$ 8.00 % N/A

Tier 1 capital (to risk-weighted assets)
Howard Bank 17,990$ 23.21 % 3,100$ 4.00 % 4,650$ 6.00 %
Howard Bancorp 17,984$ 23.53 % 3,057$ 4.00 % N/A

Tier 1 capital (to average assets)
(Leverage ratio)
Howard Bank 17,990$ 20.23 % 3,557$ 4.00 % 4,446$ 5.00 %
Howard Bancorp 17,984$ 20.22 % 3,557$ 4.00 % N/A

action provisions
For capital

adequacy purposesActual 

To be well
capitalized under

the FDICIA
prompt corrective

The bank is currently prohibited from paying dividends without the prior approval of the State Banking Commissioner. 
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Note 17:  Fair Value 

The following table presents required information in accordance with SFAS No. 107, �Disclosures about Fair Value of Financial 
Instruments,� at December 31, 2006 and 2005. The fair value of a financial instrument is the amount at which the instrument could be 
exchanged in a current transaction between willing parties, other than in a forced or liquidation sale. Fair value estimates are based on 
quoted market prices where available or calculated using present value techniques. Since quoted market prices are not available on 
many of our financial instruments, estimates may be based on the present value of estimated future cash flows and estimated discount 
rates.   

Carrying Fair Carrying Fair
Amount Value Amount Value

Financial Assets
Cash and cash equivalents 15,752,290$ 15,752,290$ 10,320,143$ 10,320,143$
Securities available-for-sale 9,290,753 9,290,753 13,297,790 13,297,790 
Nonmarketable equity securities 278,300 278,300 72,600 72,600 
Loans 120,008,686 118,292,936 69,227,719 68,759,278 

Financial Liabilities
Deposits 123,046,625 122,717,366 75,747,496 75,717,966 
Short-term borrowings 3,066,751 3,066,751 - -
Long-term borrowings 3,400,000 3,400,000 - -

2006 2005

The following methods and assumptions were used to estimate the fair value of financial instruments where it is practical to estimate 
fair value: 
 
Cash and cash equivalents: The fair value of cash and cash equivalents is estimated to approximate the carrying amounts.. 
 
Securities available-for-sale: Based of quoted market prices. See Note 3 for additional information 
 
Nonmarketable equity securities: Because these securities are not marketable, the carrying amount approximates the fair value. 
 
Loans: For variable rate loans the carrying amount approximates the fair value. For fixed rate loans the fair value is calculated by 
discounting estimated cash flows using current rates at which similar loans would be made to borrowers with similar credit ratings and 
for the same remaining maturities. The estimated cash flows do not anticipate prepayments. 
 
Deposits: The carrying amount of non-maturity deposits such as demand deposits, money market and saving deposits approximates 
the fair value. The fair value of deposits with predetermined maturity dates such as certificate of deposits is estimated by discounting 
the future cash flows using current rates of similar deposits with similar remaining maturities. 
 
Short-term borrowing: Variable rate repurchase agreements carrying amounts approximate the fair values at the reporting date. 
 
Long-term borrowing: Because the borrowing is a variable rate instrument, the carrying amount approximates the fair value. 
 
Management has made estimates of fair value discount rates that it believes to be reasonable. However, because there is no market for 
many of these financial instruments, management has no basis to determine whether the fair value presented for loans would be 
indicative of the value negotiated in an actual sale. 
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Note 18:  Parent Company Financial Information 
 
The condensed financial statement for Howard Bancorp, Inc. (Parent Only) is presented below: 
 
Howard Bancorp, Inc. 

Balance Sheets 

December 31, December 31,
2006 2005

ASSETS
Cash and cash equivalents 279,631$ 3,066$
Investment in subsidiary 20,784,735 17,959,951 
Other assets 10,577 -

Total assets 21,074,943$ 17,963,017$

LIABILITIES 
Long-term debt 3,400,000$ -$
Other Liabilities 159,448 5,000

Total liabilities 3,559,448 5,000 

SHAREHOLDERS' EQUITY
Common stock - par value of $0.01

authorized 5,000,000 shares; issued and outstanding
2,256,538 shares in 2006 and 2,238,295 shares in 2005 22,565 22,383 

Capital surplus 22,802,882 22,540,070 
Accumulated deficit (5,320,145) (4,574,078) 
Accumulated other comprehensive gain/(loss) 10,193 (30,358)

Total shareholders� equity 17,515,495 17,958,017
Total liabilities and shareholders�equity 21,074,943$ 17,963,017$

Statements of Operations 
For the Period from

June 30, 2004
(Date of Inception)

For the Year Ended December 31, to
2006 2005 December 31, 2004

INTEREST EXPENSE
Long-term borrowings $ 8,197 $ - $ -

NONINTEREST EXPENSE
Compensation and benefits 63,546 - -
Other operating expense 8,557 5,701 -

Total noninterest expense 72,103 5,701 -
Loss before income tax and equity 

in undistributed income of subsidiary (80,300) (5,701) -
Income tax benefit - - -
Loss before equity in undistributed income of subsidiary (80,300) (5,701) -
Equity in undistributed loss of subsidiary (665,767) (2,518,537) (2,049,840)

Net loss (746,067)$ (2,524,238)$ (2,049,840)$
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Statements of Cash Flows 

For the Period from
June 30, 2004

(Date of Inception)
For the Year Ended December 31, to

2006 2005 December 31, 2005
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss (746,067)$ (2,524,238)$ (2,049,840)$
Adjustments to reconcile net loss to net cash used by operating activities:
Stock-based compensation 63,546 3,768 -
Equity in undistributed loss of subsidiary 665,767 2,518,536 2,049,840
Increase in other assets (10,577) - -
Increase in other liabilities 154,448 5,000 -
Net cash provided by operating activities 127,117 3,066 -

CASH FLOWS FROM INVESTING ACTIVITIES:
Investment in subsidiary (3,450,000) - -

Net cash used in investing activities (3,450,000) - -
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of long-term borrowings 3,400,000 -
Proceeds from issuance of common stock, net of cost 199,448 - -

Net cash provided by financing activities 3,599,448 - -

Net increase in cash and cash equivalents 276,565 3,066 -
Cash and cash equivalents at beginning of period 3,066 - -
Cash and cash equivalents at end of period 279,631$ 3,066$ -$
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Howard Bancorp, Inc.
 

CORPORATE HEADQUARTERS    
 

Howard Bancorp, Inc. 
6011 University Boulevard 
Suite 370 
Ellicott City, MD 21043 
 

Phone: (410) 750-0020 
Fax:     (410) 750-8588 
 

Website: www.howardbank.com

COMMON STOCK 

Howard Bancorp, Inc.�s Common Stock is listed on the 
NASDAQ Over-the-Counter Bulletin Board (OTCBB) under the 
symbol HBMD.OB 
 

TRANSFER AGENT 

Shareholders seeking information on stock transfer 
requirements, lost certificates, or other shareholder matters 
should contact our transfer agent: 
 

Registrar and Transfer Company 
10 Commerce Drive 
Cranford NJ 07016-3572 
(800) 368-5948 
E-mail: info@rtco.com
Website: www.rtco.com

MARKET MAKERS 

In order to facilitate shareholders or other investors in the 
purchase or sale our common stock, there are several firms 
which make a market in our common stock. The Company�s 
market makers can be viewed at the About Us � Investor 
Relations section of the Bank�s website www.howardbank.com.

ANNUAL MEETING 
 

The annual meeting of Stockholders of Howard Bancorp, Inc.  
will be held on Wednesday, May 16, 2007 at 6:00 p.m. at: 
Howard Community College, 
Student Service Building,  
Room 400,  
10901 Little Patuxent Parkway,  
Columbia, MD 21044 
 

INVESTOR RELATIONS 
 

Howard Bancorp, Inc.�s Annual Report, Regulatory Filings, and 
other corporate publications are on our website at 
www.howardbank.com or are available to shareholders upon 
request, without charge, by writing: 
 

George C. Coffman 
Executive Vice President and Chief Financial Officer 
Howard Bancorp, Inc. 
6011 University Boulevard 
Suite 370 
Ellicott City, MD 21043 
 

Phone: (410) 750-0020 
Fax:     (410) 750-8588 
E-mail: gcoffman@howardbank.com

INDEPENDENT AUDITORS 
 

Stegman & Company 
405 East Joppa Road 
Suite 100 
Baltimore, MD 21286 
 
Phone: (410) 823-8000 
Phone: (800) 686-3883 
Website: www.stegman.com
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