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Quaint Oak Bancorp, Inc.

Consolidated Statements of Income
Years Ended December 31,

2022 2021

(In thousands, except share
and per share data)
Interest Income

Interest on loans, including fees $ 31,781 $ 24,592
Interest and dividends on investment securities, interest-bearing deposits with
others, and Federal Home Loan Bank stock 685 403
Total Interest Income 32,466 24,995
Interest Expense
Interest on deposits 6,043 3,063
Interest on Federal Home Loan Bank short-term borrowings 737 31
Interest on Federal Home Loan Bank long-term borrowings 1,355 518
Interest on Federal Reserve Bank borrowings 15 81
Interest on other short-term borrowings 107 162
Interest on subordinated debt 520 520
Total Interest Expense 8,777 4,375
Net Interest Income 23,689 20,620
Provision for Loan Losses 2475 2,201
Net Interest Income after Provision for Loan Losses 21,214 18,419
Non-Interest Income
Mortgage banking and title abstract fees 3,103 2,499
Real estate sales commissions, net 298 170
Insurance commissions 593 509
Other fees and services charges 650 255
Loan servicing income 1,868 149
Income from bank-owned life insurance 89 83
Net gain on loans held for sale 12,500 6,881
Gain on the sale of SBA loans 310 1,147
Gain on sale of investment securities available for sale - 362
Loss on sales and write-downs of other real estate owned - (73)
Total Non-Interest Income, net 19411 11,982
Non-Interest Expense
Salaries and employee benefits 20,137 15,538
Directors’ fees and expenses 286 252
Occupancy and equipment 1,904 1,621
Data processing 690 901
Professional fees 748 659
FDIC deposit insurance assessment 658 331
Advertising 568 351
Amortization of other intangible 49 49
Other 2,220 1,385
Total Non-Interest Expense 27,260 21,087
Income before Income Taxes 13,365 9,314
Income Taxes 3,054 2,492
Net Income $ 10,311 $ 6822
Net Income Attributable to Noncontrolling Interest $ 2448 $ 418
Net Income Attributable to Quaint Oak Bancorp, Inc. $ 7863 $ 6,404

See accompanying notes to consolidated financial statements.
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Quaint Oak Bancorp, Inc.

Consolidated Statements of Income

Earnings per share — basic $ 3.85 $ 3.21
Average shares outstanding - basic 2,042,740 1,995,468
Earnings per share - diluted $ 3.65 $ 3.06
Average shares outstanding - diluted 2,152,889 2,093,108

See accompanying notes to consolidated financial statements.
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Quaint Oak Bancorp, Inc.

Consolidated Statements of Comprehensive Income

Years Ended December 31,

2022 2021
(In Thousands)

Net Income $10.311 $6.822

Other Comprehensive Loss:
Unrealized (losses) gains on investment securities available for sale (59) 242
Income tax effect 12 (51)

Reclassification adjustment for gain on sale of investment

securities included in net income ) (362)
Income tax effect - 176

Net other comprehensive loss 47) (95)
Total Comprehensive Income $10,264 $6,727
Comprehensive Income Attributable to Noncontrolling Interest $2,448 $418
Comprehensive Income Attributable to Quaint Oak Bancorp, Inc. $7,816 $6,309

See accompanying notes to consolidated financial statements.
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Quaint Oak Bancorp, Inc.

Consolidated Statements of Stockholders’ Equity

Unallocated
Common Accumulated
Number of Additional Stock Held Other Total
Shares Paid-in Treasury by Benefit Comprehensive  Retained  Noncontrolling  Stockholders’
Outstanding  Amount Capital Stock Plans Income (Loss) Earnings Interest Equity
BALANCE - DECEMBER 31, 2020 1,986,528 $28 $15,282 $(5,114) $(51) $118 $18,465 $- $28,728
Common stock allocated by ESOP
(10,821 shares) 134 51 185
Contribution of shares to ESOP from
Treasury 4,000 56 24 80
Treasury stock purchased (1,398) (25) (25)
Reissuance of treasury stock
under 401(k) Plan 5,262 63 33 96
Reissuance of treasury stock
under stock incentive plan 9,421 (58) 58 -
Reissuance of treasury stock
for exercised stock options 7,500 40 47 87
Stock based compensation expense 168 168
Noncontrolling interest initial
contribution 1,702 1,702
Cash dividends declared
($0.42 per share) (839) (839)
Net income 6,404 418 6,822
Other comprehensive loss, net (95) (95)
BALANCE - DECEMBER 31, 2021 2,011,313 $28 $15,685 $(4,977) $- $23 $24,030 $2,120 $36,909
Contribution of shares to ESOP
from Treasury 16,000 244 99 343
Reissuance of treasury stock for
capital raise 105,904 1,724 659 2,383
Treasury stock purchased (2,147) 49) (49)
Reissuance of treasury stock
under 401(k) Plan 4,420 73 27 100
Reissuance of treasury stock
under stock incentive plan 9,123 (57) 57 -
Reissuance of treasury stock
for exercised stock options 23,000 69 192 261
Stock based compensation expense 168 168
Net income attributable to
noncontrolling interest 2,448 2,448
Cash dividends declared
($0.50 per share) (1,018) (1,018)
Noncontrolling interest distribution (279) 279)
Net income 7,863 7,863
Other comprehensive loss, net 47 47)
BALANCE -DECEMBER 31, 2022 2,167,613 $28 $17,906 $(3,992) $- $(24) $30,875 $4,289 $49,082

See accompanying notes to consolidated financial statements.
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Quaint Oak Bancorp, Inc.

Consolidated Statements of Cash Flows

Cash Flows from Operating Activities
Net income

Adjustments to reconcile net income to net cash used in operating activities:

Provision for loan losses

Depreciation expense

Amortization of operating right-of-use assets
Amortization of subordinated debt issuance costs
Amortization of other intangible

Net amortization of securities premiums
Accretion of deferred loan fees and costs, net
Deferred income taxes

Stock-based compensation expense

Net realized loss on sale of foreclosed real estate
Gain on sale of investment securities available for sale
Net gain on loans held for sale

Loans held for sale-originations

Loans held for sale-proceeds

Gain on the sale of SBA loans

Increase in the cash surrender value of bank-owned life insurance

Changes in assets and liabilities which provided (used) cash:
Accrued interest receivable
Prepaid expenses and other assets
Accrued interest payable
Accrued expenses and other liabilities
Net Cash Used in Operating Activities

Cash Flows from Investing Activities
Purchase of interest-earning time deposits
Redemption of interest-earning time deposits
Principal repayments on investment securities available for sale
Proceeds from the sales of investment securities available for sale
Net increase in loans receivable
Purchase of Federal Home Loan Bank stock
Redemption of Federal Home Loan Bank stock
Proceeds from the sale of foreclosed real estate
Acquisition, net of cash acquired
Capitalized expenditures on other real estate owned
Purchase of premises and equipment
Net Cash Used in Investing Activities
Cash Flows from Financing Activities

Net increase in demand deposits, money markets, and savings accounts

Net increase (decrease) in certificate accounts
Increase in advances from borrowers for taxes and insurance
Proceeds from Federal Home Loan Bank short-term borrowings
Repayment of Federal Home Loan Bank short-term borrowings
Proceeds from Federal Home Loan Bank long-term borrowings
Repayment of Federal Home Loan Bank long-term borrowings
Proceeds from Federal Reserve Bank borrowings
Repayment of Federal Reserve Bank borrowings
Proceeds from other short-term borrowings
Repayment of other short-term borrowings
Dividends paid
Noncontrolling interest capital distribution
Proceeds from issuance of treasury stock for capital raise
Purchase of treasury stock
Proceeds from the reissuance of treasury stock
Proceeds from the exercise of stock options
Net Cash Provided by Financing Activities
Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents — Beginning of Year
Cash and Cash Equivalents — End of Year

See accompanying notes to consolidated financial statements.

Years Ended December 31,

2022 2021
(In Thousands)

$ 10,311 $ 6,822
2,475 2,201
437 344

325 164

34 34

49 49

- 6
(1,944) (4,988)
(222) (336)
511 433

- 73
- (362)
(12,500) (6,881)
(521,710) (406,216)
508,811 369,379
(310) (1,147)
(89) (83)
(323) (89)
(2,085) 1,603
410 (262)
—3.582 _1.891
(12,238) (37.361)
(2,133) (2,467)
6,224 4,006
1,004 1,066

- 5,862
(218,119) (42,536)
(10,980) (1,113)
6,557 600

- 563

- 1,259
- (350)
(560) (619)
(218.007) (33.729)
84,041 111,838
18,041 (19,517)
1,330 370
198,500 26,000
(131,300) (10,000)
79,000 -
36,171) (5,000)
60,200 -
(57,095) (44,239)
5,489 -
- (10,889)
(1,018) (839)
(279) -
2,383 -
49 (25)

100 96

261 87
223.433 47.882
(6,812) (23,208)
10,705 33913
$.3,893 $.10,705
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Quaint Oak Bancorp, Inc.

Consolidated Statements of Cash Flows

Years Ended December 31,
2022 2021
Supplementary Disclosure of Cash Flow and Non-Cash Information: (In Thousands)
Cash payments for interest $_8.367 $_4,563
Cash payments for income taxes $_2,900 $_2,293
Initial recognition of operating lease right-of use assets $_1,050 $___670
Initial recognition of operating lease obligations $_1,050 $__ 670

See accompanying notes to consolidated financial statements.
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Quaint Oak Bancorp, Inc.

Notes to Consolidated Financial Statements
Note 1 - Nature of Operations

The consolidated financial statements include the accounts of Quaint Oak Bancorp, Inc., a Pennsylvania chartered
corporation (the “Company” or “Quaint Oak Bancorp”) and its wholly owned subsidiary, Quaint Oak Bank, a
Pennsylvania chartered stock savings bank (the “Bank”), along with its wholly owned subsidiaries. At December 31,
2022, the Bank has six wholly-owned subsidiaries, Quaint Oak Mortgage, LLC, Quaint Oak Real Estate, LLC, Quaint
Oak Abstract, LLC, QOB Properties, LLC, Quaint Oak Insurance Agency, LLC, and Oakmont Commercial, LLC,
each a Pennsylvania limited liability company. The mortgage company offers mortgage banking in the Lehigh Valley,
Delaware Valley and Philadelphia County regions of Pennsylvania. The real estate and abstract companies offer real
estate sales and title abstract services, respectively, primarily in the Lehigh Valley region of Pennsylvania. These
companies began operation in July 2009. In February, 2019, Quaint Oak Mortgage opened a mortgage banking office
in Philadelphia, Pennsylvania. QOB Properties, LLC began operations in July 2012 and holds Bank properties
acquired through a foreclosure proceeding or acceptance of a deed in lieu of foreclosure. Quaint Oak Insurance
Agency, LLC began operations in August 2016 and provides a broad range of personal and commercial insurance
coverage solutions. Oakmont Commercial, LLC was formed in October 2021 and operates as a multi-state specialty
commercial real estate financing company. As of January 4, 2021, the Bank holds a majority equity position in
Oakmont Capital Holdings, LLC, a multi-state equipment finance company based in West Chester, Pennsylvania with
a second significant facility located in Albany, Minnesota. All significant intercompany balances and transactions
have been eliminated.

The Bank is subject to regulation by the Pennsylvania Department of Banking and Securities and the Federal Deposit
Insurance Corporation. Pursuant to the Bank’s election under Section 10(1) of the Home Owners’ Loan Act, the
Company is a savings and loan holding company regulated by the Board of Governors of the Federal Reserve System.
The market area served by the Bank is principally Bucks, Montgomery and Philadelphia Counties in Pennsylvania
and the Lehigh Valley area in Pennsylvania. The Bank has three regional offices located in the Delaware Valley,
Lehigh Valley and Philadelphia markets. The principal deposit products offered by the Bank are money market
accounts, certificates of deposit, non-interest bearing checking accounts for businesses and consumers, and savings
accounts. The principal loan products offered by the Bank are fixed and adjustable rate residential and commercial
mortgages, construction loans, commercial business loans, home equity loans, and lines of credit.

Note 2 - Summary of Significant Accounting Policies

Use of Estimates

The preparation of the financial statements in conformity with accounting principles generally accepted in the
United States of America 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 income and expenses during the reporting period. Actual results could
differ from those estimates. The Company’s most significant estimates are the determination of the allowance
for loan losses and valuation of deferred tax assets.

Significant Group Concentrations of Credit Risk

The Bank has a significant concentration of loans in Philadelphia County, Pennsylvania. The concentration of
credit by type of loan is set forth in Note 7. Although the Bank has a diversified loan portfolio, its debtors’ ability
to honor their contracts is influenced by the region’s economy. During the year ended December 31, 2022, one
investor purchased a total of 38% of all loans sold by the Bank from its mortgage loans held for sale, and the sales
to this investor accounted for approximately 35% of the gain on mortgage loans sold during the year. During the
year ended December 31, 2022, one investor purchased a total of 51% of all loans sold by the Bank from its
equipment loans held for sale, and the sales to this investor accounted for approximately 60% of the gain on
equipment loans sold during the year.
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Quaint Oak Bancorp, Inc.

Notes to Consolidated Financial Statements (Continued)
Note 2 - Summary of Significant Accounting Policies (Continued)

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include non-interest earning and interest-earning
demand deposits and money market accounts with various financial institutions, all of which mature within ninety
days of acquisition.

Investment Securities

Management determines the appropriate classification of debt securities at the time of purchase and reevaluates
such designation as of each balance sheet date.

Securities classified as available for sale are those securities that the Company intends to hold for an indefinite
period of time but not necessarily to maturity. Any decision to sell a security classified as available for sale would
be based on various factors, including significant movement in interest rates, changes in maturity mix of the
Company’s assets and liabilities, liquidity needs, regulatory capital requirements, and other similar factors.
Securities available for sale are carried at fair value. Unrealized gains and losses are reported in other
comprehensive income, net of related deferred tax effects. Realized gains and losses, determined on the basis of
the cost of the specific securities sold, are included in earnings. Premiums and discounts are recognized in interest
income using the interest method over the terms of the securities.

Securities classified as held to maturity are those debt securities the Company has both the intent and ability to
hold to maturity regardless of the changes in market conditions, liquidity needs, or changes in general economic
conditions. These securities are carried at cost adjusted for amortization of premium and accretion of discount,
which are recognized in interest income using the interest method over the terms of the securities.

The Company follows the accounting guidance related to recognition and presentation of other-than-temporary
impairment. This accounting guidance specifies that (a) if a company does not have the intent to sell a debt
security prior to recovery and (b) it is more likely than not that it will not have to sell the debt security prior to
recovery, the security would not be considered other-than-temporarily impaired unless there is a credit loss. When
an entity does not intend to sell the security, and it is more likely than not the entity will not have to sell the
security before recovery of its cost basis, it will recognize the credit component of an other-than-temporary
impairment of a debt security in earnings and the remaining portion in other comprehensive income. For held-
to-maturity debt securities, the amount of an other-than-temporary impairment recorded in other comprehensive
income for the noncredit portion of a previous other-than-temporary impairment should be amortized
prospectively over the remaining life of the security on the basis of the timing of future estimated cash flows of
the security. The Company recognized no other-than-temporary impairment charges during the years ended
December 31, 2022 and 2021.

Federal Home Loan Bank Stock

Federal law requires a member institution of the Federal Home Loan Bank (FHLB) system to hold restricted stock
of its district Federal Home Loan Bank according to a predetermined formula. FHLB stock is carried at cost and
evaluated for impairment. When evaluating FHLB stock for impairment, its value is determined based on the
ultimate recoverability of the par value of the stock. We evaluate our holdings of FHLB stock for impairment
each reporting period. No impairment charges were recognized on FHLB stock during the years ended December
31,2022 and 2021.
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Quaint Oak Bancorp, Inc.

Notes to Consolidated Financial Statements (Continued)
Note 2 - Summary of Significant Accounting Policies (Continued)

Loans Receivable

Loans receivable that management has the intent and ability to hold for the foreseeable future or until maturity or
payoff are stated at their outstanding unpaid principal balances, net of an allowance for loan losses and any
deferred fees. Interest income is accrued on the unpaid principal balance. Loan origination fees and costs are
deferred and recognized as an adjustment of the yield (interest income) of the related loans. The Bank is generally
amortizing these amounts over the contractual life of the loan.

The loans receivable portfolio is segmented into residential loans, commercial real estate loans, construction
loans, commercial business, and consumer loans. The residential loan segment has two classes: one-to-four
family residential owner occupied loans and one-to-four family residential non-owner occupied loans. The
commercial real estate loan segment consists of the following classes: multi-family (five or more) residential,
commercial real estate and commercial lines of credit. Construction loans are generally granted for the purpose
of building a single residential home. Commercial business loans are loans to businesses primarily for purchase
of business essential equipment. Business essential equipment is equipment necessary for a business to support
or assist with the day-to-day operation or profitability of the business. The consumer loan segment consists of
the following classes: home equity loans and other consumer loans. Included in the home equity class are home
equity loans and home equity lines of credit. Included in the other consumer are loans secured by saving accounts.

The accrual of interest is generally discontinued when principal or interest has become 90 days past due unless
the loan is in the process of collection and is either guaranteed or well secured. When a loan is placed on
nonaccrual status, unpaid interest credited to income in the current year is reversed and unpaid interest accrued
in prior years is charged against the allowance for loan losses. Interest received on nonaccrual loans generally is
either applied against principal or reported as interest income, according to management’s judgment as to the
collectability of principal. Generally, loans are restored to accrual status when the obligation is brought current,
has performed in accordance with the contractual terms for a reasonable period of time and the ultimate
collectability of the total contractual principal and interest is no longer in doubt.

Allowance for Loan Losses

The allowance for loan losses represents management’s estimate of losses inherent in the loan portfolio as of the
balance sheet date and is recorded as a reduction to loans. The allowance for loan losses is increased by the
provision for loan losses, and decreased by charge-offs, net of recoveries. Loans deemed to be uncollectible are
charged against the allowance for loan losses, and subsequent recoveries, if any, are credited to the allowance.
AlL or part, of the principal balance of loans receivable are charged off to the allowance as soon as it is determined
that the repayment of all, or part, of the principal balance is highly unlikely. Because all identified losses are
immediately charged off, no portion of the allowance for loan losses is restricted to any individual loan or groups
of loans, and the entire allowance is available to absorb any and all loan losses.

The allowance for loan losses is maintained at a level considered adequate to provide for losses that can be
reasonably anticipated. Management performs a quarterly evaluation of the adequacy of the allowance. The
allowance is based on the Company’s past loan loss experience, known and inherent risks in the portfolio, adverse
situations that may affect the borrower’s ability to repay, the estimated value of any underlying collateral,
composition of the loan portfolio, current economic conditions and other relevant factors. This evaluation is
inherently subjective as it requires material estimates that may be susceptible to significant revision as more
information becomes available.

The allowance consists of specific, general and unallocated components. The specific component relates to loans
that are identified as impaired. For loans that are identified as impaired, an allowance is established when the
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Quaint Oak Bancorp, Inc.

Notes to Consolidated Financial Statements (Continued)
Note 2 - Summary of Significant Accounting Policies (Continued)

Allowance for Loan Losses (Continued)

discounted cash flows (or collateral value or observable market price) of the impaired loan is lower than the
carrying value of that loan. The general component covers pools of loans by loan class. These pools of loans are
evaluated for loss exposure based upon historical loss rates for each of these categories of loans, adjusted for
qualitative factors. These significant factors may include changes in lending policies and procedures, changes in
existing general economic and business conditions affecting our primary lending areas, credit quality trends,
collateral value, loan volumes and concentrations, seasoning of the loan portfolio, recent loss experience in
particular segments of the portfolio, duration of the current business cycle and bank regulatory examination
results. The applied loss factors are re-evaluated quarterly to ensure their relevance in the current economic
environment. Residential mortgage lending generally entails a lower risk of default than other types of lending.
Consumer loans and commercial real estate loans generally involve more risk of collectability because of the type
and nature of the collateral and, in certain cases, the absence of collateral. It is the Company’s policy to establish
a specific reserve for loss on any delinquent loan when it determines that a loss is probable. An unallocated
component is maintained to cover uncertainties that could affect management’s estimate of probable losses. The
unallocated component of the allowance reflects the margin of imprecision inherent in the underlying assumptions
used in the methodologies for estimating specific and general losses in the portfolio.

A loan is considered impaired when, based on current information and events, it is probable that the Company
will be unable to collect the scheduled payments of principal or interest when due according to the contractual
terms of the loan agreement. Factors considered by management in determining impairment include payment
status, collateral value and the probability of collecting scheduled principal and interest payments when due.
Loans that experience insignificant payment delays and payment shortfalls generally are not considered impaired.
Management determines the significance of payment delays and payment shortfalls on a case-by-case basis,
taking into consideration all of the circumstances surrounding the loan and the borrower, including the length of
the delay, the reasons for the delay, the borrower’s prior payment record and the amount of the shortfall in relation
to the principal and interest owed. Impairment is measured on a loan by loan basis by either the present value of
expected future cash flows discounted at the loan’s effective interest rate or the fair value of the collateral if the
loan is collateral dependent. An allowance for loan losses is established for an impaired loan if its carrying value
exceeds its estimated fair value. The estimated fair values of substantially all of the Company’s impaired loans
are measured based on the estimated fair value of the loan’s collateral.

A loan is considered a troubled debt restructuring (“TDR?”) if the Company, for economic or legal reasons related
to a debtor’s financial difficulties, grants a concession to the debtor that it would not otherwise consider.
Concessions granted under a TDR typically involve a temporary or permanent reduction in payments or interest
rate or an extension of a loan’s stated maturity date at less than a current market rate of interest. Loans identified
as TDRs are designated as impaired.

For loans secured by real estate, estimated fair values are determined primarily through third-party appraisals.
When a real estate secured loan becomes impaired, a decision is made regarding whether an updated certified
appraisal of the real estate is necessary. This decision is based on various considerations, including the age of the
most recent appraisal, the loan-to-value ratio based on the original appraisal and the condition of the property.
Appraised values are discounted to arrive at the estimated selling price of the collateral, which is considered to
be the estimated fair value. The discounts also include estimated costs to sell the property.

The allowance calculation methodology includes further segregation of loan classes into risk rating categories.
The borrower’s overall financial condition, repayment sources, guarantors and value of collateral, if appropriate,
are evaluated annually for all loans (except one-to-four family residential owner-occupied loans) where the total
amount outstanding to any borrower or group of borrowers exceeds $750,000, or when credit deficiencies arise,
such as delinquent loan payments. Credit quality risk ratings include regulatory classifications of special mention,
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Quaint Oak Bancorp, Inc.

Notes to Consolidated Financial Statements (Continued)
Note 2 - Summary of Significant Accounting Policies (Continued)

Allowance for Loan Losses (Continued)

substandard, doubtful and loss. Loans criticized as special mention have potential weaknesses that deserve
management’s close attention. If uncorrected, the potential weaknesses may result in deterioration of the
repayment prospects. Loans classified substandard have a well-defined weakness or weaknesses that jeopardize
the liquidation of the debt. They include loans that are inadequately protected by the current sound net worth and
paying capacity of the obligor or of the collateral pledged, if any. Loans classified doubtful have all the
weaknesses inherent in loans classified substandard with the added characteristic that collection or liquidation in
full, on the basis of current conditions and facts, is highly improbable. Loans classified as a loss are considered
uncollectible and are charged to the allowance for loan losses. Loans not classified are rated pass. In addition,
Federal regulatory agencies, as an integral part of their examination process, periodically review the Company’s
allowance for loan losses and may require the Company to recognize additions to the allowance based on their
judgments about information available to them at the time of their examination, which may not be currently
available to management. Based on management’s comprehensive analysis of the loan portfolio, management
believes the current level of the allowance for loan losses is adequate.

Loans Held for Sale

Loans originated by the Bank’s mortgage banking subsidiary, Quaint Oak Mortgage, LLC, are intended for sale
in the secondary market and are carried at the lower of cost or fair value (LOCOM). Gains and losses on loan
sales (sales proceeds minus carrying value) are recorded in noninterest income, and direct loan origination costs,
commissions and fees are deferred at origination of the loan and are recognized in noninterest income upon sale
of the loan. Oakmont Capital Holdings, LLC originates commercial business loans for the purchase of business
essential equipment for sale primarily to other financial institutions.

Bank Owned Life Insurance (“BOLI”)

The Company purchases bank owned life insurance as a mechanism for funding various employee benefit costs.
The Company is the beneficiary of these policies that insure the lives of certain officers of its subsidiaries. The
Company has recognized the cash surrender value under the insurance policies as an asset in the Consolidated
Balance Sheets. Changes in the cash surrender value are recorded in non-interest income in the Consolidated
Statements of Income.

Premises and Equipment

Land is carried at cost. Premises and equipment are stated at cost less accumulated depreciation. Depreciation is
computed on the straight-line method over the expected useful lives of the related assets that range from three to
thirty-nine years. The costs of maintenance and repairs are expensed as incurred. Costs of major additions and
improvements are capitalized.

Intangible Assets

Intangible assets on the consolidated balance sheets represent the acquisition by Quaint Oak Insurance Agency
of the renewal rights to a book of business on August 1, 2016 at a total cost of $1.0 million. Based on a valuation,
$515,000 of the purchase price was determined to be goodwill and $485,000 was determined to be related to the
renewal rights to the book of business and deemed an other intangible asset. The renewal rights are being
amortized over a ten year period based upon the annual retention rate of the book of business. Also included in
goodwill is $2.1 million recognized as part of the acquisition of Oakmont Capital Holdings, LLC.

The Company will complete a goodwill and other intangible asset analysis at least on an annual basis or more
often if events and circumstances indicate that there may be impairment.
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Quaint Oak Bancorp, Inc.

Notes to Consolidated Financial Statements (Continued)
Note 2 - Summary of Significant Accounting Policies (Continued)

Other Real Estate Owned

Other real estate owned or foreclosed assets are comprised of property acquired through a foreclosure proceeding
or acceptance of a deed in lieu of foreclosure and loans classified as in-substance foreclosures. A loan is classified
as in-substance foreclosure when the Bank has taken possession of the collateral regardless of whether formal
foreclosure proceedings take place. Other real estate properties are initially recorded at fair value, net of estimated
selling costs at the date of foreclosure, establishing a new cost basis. After foreclosure, valuations are periodically
performed by management and the real estate is carried at the lower of cost or fair value less estimated costs to
sell. Net revenue and expenses from operations and additions to the valuation allowance are included in other
expenses.

The Company held no other real estate owned (OREQ) at December 31, 2022 or December 31, 2021.

Mortgage Servicing Rights

Included in other assets are mortgage servicing rights recognized as separate assets when mortgage loans are sold
and the servicing rights are retained. These capitalized mortgage servicing rights are amortized into non-interest
income in proportion to, and over the period of, the estimated future net servicing period of the underlying
mortgage loans. Mortgage servicing rights totaled $330,000 and $323,000 at December 31, 2022 and 2021,
respectively. During the year ended December 31, 2022 and 2021, approximately $58,000 and $33,000 in
amortization was recognized, respectively.

Advertising Costs

The Company expenses all advertising costs as incurred. Advertising costs are included in non-interest expense
on the Consolidated Statements of Income.

Transfers of Financial Assets

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

Income Taxes

Deferred income taxes are provided on the liability method whereby deferred tax assets are recognized for
deductible temporary differences and deferred tax liabilities are recognized for taxable temporary differences.
Temporary differences are the differences between the reported amounts of assets and liabilities and their tax
basis. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more
likely than not that some portion of the deferred tax assets will not be realized. Deferred tax assets and liabilities
are adjusted for the effects of changes in tax laws and rates on the date of enactment.
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Quaint Oak Bancorp, Inc.

Notes to Consolidated Financial Statements (Continued)
Note 2 - Summary of Significant Accounting Policies (Continued)

Income Taxes (Continued)

The Company follows guidance related to accounting for uncertainty in income taxes, which sets out a consistent
framework to determine the appropriate level of tax reserves to maintain for uncertain tax positions. A tax position
is recognized as a benefit only if it is more likely than not that the tax position would be sustained in a tax
examination, with a tax examination presumed to occur. The amount recognized is the largest amount of tax
benefit that has more than 50 percent likelihood of being realized upon examination. For tax positions not meeting
the more likely than not test, no tax benefit is recorded. The Company had no material uncertain tax positions or
accrued interest and penalties as of December 31,2022 and 2021. The Company’s policy is to account for interest
as a component of interest expense and penalties as components of other expense. The Company is no longer
subject to examination by taxing authorities for the years before January 1, 2019.

Comprehensive Income

Accounting principles generally accepted in the United States of America require that recognized revenue,
expenses, gains and losses be included in net income. Although certain changes in assets and liabilities, such as
unrealized gains and losses on available for sale securities, are reported as a separate component of the
stockholders’ equity section of the balance sheet, such items, along with net income, are components of
comprehensive income.

Treasury Stock and Unallocated Common Stock

The acquisition of treasury stock by the Company, including unallocated stock held by certain benefit plans, is
recorded under the cost method. At the date of subsequent reissue, treasury stock is reduced by the cost of such
stock based on an average cost method with any excess proceeds credited to additional paid-in capital.

Share-Based Compensation

Stock compensation accounting guidance requires that the compensation cost relating to share-based payment
transactions be recognized in financial statements. That cost is measured based on the grant date fair value of the
equity or liability instruments issued. The stock compensation accounting guidance covers a wide range of share-
based compensation arrangements including stock option and restricted share plans.

The stock compensation accounting guidance requires that compensation cost for all stock awards be calculated
and recognized over the employees’ service period, generally defined as the vesting period. For awards with
graded-vesting, compensation cost is recognized on a straight-line basis over the requisite service period for the
entire award. A Black-Scholes model is used to estimate the fair value of stock options, while the closing price
of the Company’s common stock on the grant date is used for restricted stock awards.

At December 31, 2022, the Company has outstanding equity awards under three share-based plans: the 2008
Stock Option Plan, the 2013 Stock Incentive Plan and the 2018 Stock Incentive Plan. Awards under these plans
were made in May 2013 and 2018. These plans are more fully described in Note 14.

The Company also has an employee stock ownership plan (“ESOP”). This plan is more fully described in Note

14. As ESOP shares are committed to be released and allocated among participants, the Company recognizes
compensation expense equal to the average market price of the shares over the period earned.
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Earnings Per Share

Amounts reported in earnings per share reflect earnings available to common stockholders for the period divided
by the weighted average number of shares of common stock outstanding during the period, exclusive of unearned
ESOP shares, unvested restricted stock (RRP) shares and treasury shares. Stock options and unvested restricted
stock are regarded as potential common stock and are considered in the diluted earnings per share calculations to
the extent they would have a dilutive effect if converted to common stock, computed using the “treasury stock”
method.

Revenue from Contracts with Customers

The Company records revenue from contracts with customers in accordance with Accounting Standards
Codification Topic 606, “Revenue from Contracts with Customers” (“Topic 606”). Under Topic 606, the
Company must identify the contract with a customer, identify the performance obligations in the contract,
determine the transaction price, allocate the transaction price to the performance obligations in the contract, and
recognize revenue when (or as) the Company satisfies a performance obligation. In certain circumstances,
noninterest income is reported net of associated expenses.

The Company’s primary sources of revenue are derived from interest and dividends earned on loans and
investment securities, mortgage banking revenue, including gains on the sale of mortgage loans, income from
bank-owned life insurance, and other financial instruments that are not within the scope of Topic 606. The main
types of non-interest income within the scope of the standard are as follows:

Other Fees and Service Charges: The Bank has contracts with its commercial checking deposit customers where
fees are charged if the account balance falls below predetermined levels defined as compensating balances. These
agreements can be cancelled at any time by either the Bank or the deposit customer. Revenue from these
transactions is recognized on a monthly basis as the Bank has an unconditional right to the fee consideration. The
Bank also has transaction fees related to specific transactions or activities resulting from customer request or
activity that include overdraft fees, wire fees, and other transaction fees. All of these fees are attributable to
specific performance obligations of the Bank where the revenue is recognized at a defined point in time,
completion of the requested service/transaction.

Abstract Title Fees: The Bank provides abstract title services through its wholly owned subsidiary, Quaint Oak
Abstract, LLC. Fees for these services are recognized as revenue immediately after the completion of the real
estate settlement.

Real Estate Sales Commissions, Net: The Bank provides real estate sales services through its wholly owned
subsidiary, Quaint Oak Real Estate, LLC. Commission income is earned for these services and recognized as
revenue immediately after the completion of the real estate settlement.

Insurance Commissions: Insurance income generally consist of commissions from the sale of insurance policies
and performance-based commissions from insurance companies. The Bank recognizes commission income from
the sale of insurance policies when its wholly owned subsidiary, Quaint Oak Insurance Agency, LLC, acts as an
agent between the insurance carrier and policyholder, arranging for the insurance carrier to provide policies to
policyholders, and acts on behalf of the insurance carrier by providing customer service to the policyholder during
the policy period. Commission income is recognized over time, using the output method of time elapsed, which
corresponds with the underlying insurance policy period, for which the Bank is obligated to perform under
contract with the insurance carrier. Commission income is variable, as it is comprised of a certain percentage of
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Revenue from Contracts with Customers (Continued)

the underlying policy premium. The Bank estimates the variable consideration based upon the “most likely
amount” method, and does not expect or anticipate a significant reversal of revenue in future periods, based upon
historical experience. Payment is due from the insurance carrier for commission income once the insurance policy
has been sold. The Bank has elected to apply a practical expedient related to capitalizable costs, which are the
commissions paid to insurance producers, and will expense these commissions paid to insurance producers as
incurred, as these costs are related to the commission income and would have been amortized within one year or
less if they had been capitalized, the same period over which the commission income was earned. Performance-
based commissions from insurance companies are recognized at a point in time, when received, and no
contingencies remain.

Off-Balance Sheet Financial Instruments

In the ordinary course of business, the Bank has entered into off-balance sheet financial instruments consisting of
commitments to extend credit. Such financial instruments are recorded in the consolidated balance sheet when
they are funded.

Reclassifications

Certain items in the 2021 consolidated financial statements have been reclassified to conform to the presentation
in the 2022 consolidated financial statements. Such reclassifications did not have a material impact on the overall
consolidated financial statements.

Recent Accounting Pronouncements Not Yet Adopted

In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses: Measurement of Credit
Losses on Financial Instruments, which changes the impairment model for most financial assets. This Update is
intended to improve financial reporting by requiring timelier recording of credit losses on loans and other financial
instruments held by financial institutions and other organizations. The underlying premise of the Update is that
financial assets measured at amortized cost should be presented at the net amount expected to be collected,
through an allowance for credit losses that is deducted from the amortized cost basis. The allowance for credit
losses should reflect management’s current estimate of credit losses that are expected to occur over the remaining
life of a financial asset. The income statement will be effected for the measurement of credit losses for newly
recognized financial assets, as well as the expected increases or decreases of expected credit losses that have taken
place during the period. ASU 2016-13 is effective for annual and interim periods beginning after December 15,
2022, and early adoption is permitted for annual and interim periods beginning after December 15, 2018. With
certain exceptions, transition to the new requirements will be through a cumulative effect adjustment to opening
retained earnings as of the beginning of the first reporting period in which the guidance is adopted. We expect to
recognize a one-time cumulative-effect adjustment to the allowance for loan losses as of the beginning of the first
reporting period in which the new standard is effective but cannot yet determine the magnitude of any such one-
time adjustment or the overall impact of the new guidance on the consolidated financial statements.

As aresult of adopting this standard, effective January 1, 2023, the Company expects the increase in our allowance
for loan losses and our reserves for unfunded commitments combined to be less than 5%. These estimates are
subject to further refinements based on ongoing evaluations of our model, methodologies, and judgments, as well
as prevailing economic conditions and forecasts as of the adoption date. The adoption of ASU 2016-13 is not
expected to have a significant impact on our regulatory capital ratios.
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Recent Accounting Pronouncements Not Yet Adopted (Continued)

In January 2017, the FASB issued ASU 2017-04, Simplifying the Test for Goodwill Impairment. To simplify the
subsequent measurement of goodwill, the FASB eliminated Step 2 from the goodwill impairment test. In
computing the implied fair value of goodwill under Step 2, an entity had to perform procedures to determine the
fair value at the impairment testing date of its assets and liabilities (including unrecognized assets and liabilities)
following the procedure that would be required in determining the fair value of assets acquired and liabilities
assumed in a business combination. Instead, under the amendments in this Update, an entity should perform its
annual, or interim, goodwill impairment test by comparing the fair value of a reporting unit with its carrying
amount. An entity should recognize an impairment charge for the amount by which the carrying amount exceeds
the reporting unit’s fair value; however, the loss recognized should not exceed the total amount of goodwill
allocated to that reporting unit. A public business entity that is a U.S. Securities and Exchange Commission
(“SEC”) filer should adopt the amendments in this Update for its annual or any interim goodwill impairment tests
in fiscal years beginning after December 15, 2019. In November 2019, the FASB issued ASU 2019-10, Financial
Instruments — Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842), which
deferred the effective date for ASC 350, Intangibles — Goodwill and Other, for smaller reporting companies to
fiscal years beginning after December 15, 2022, and interim periods within those fiscal years. This update is not
expected to have a significant impact on the Company’s financial statements.

In May 2019, the FASB issued ASU 2019-05, Financial Instruments — Credit Losses, Topic 326, which allows
entities to irrevocably elect the fair value option for certain financial assets previously measured at amortized cost
upon adoption of the new credit losses standard. To be eligible for the transition election, the existing financial
asset must otherwise be both within the scope of the new credit losses standard and eligible for the applying the
fair value option in ASC 825-10.3. The election must be applied on an instrument-by-instrument basis and is not
available for either available-for-sale or held-to-maturity debt securities. For entities that elect the fair value
option, the difference between the carrying amount and the fair value of the financial asset would be recognized
through a cumulative-effect adjustment to opening retained earnings as of the date an entity adopted ASU 2016-
13. Changes in fair value of that financial asset would subsequently be reported in current earnings. For entities
that have not yet adopted ASU 2016-13, the effective dates and transition requirements are the same as those in
ASU 2016-13. For entities that have adopted ASU 2016-13, ASU 2019-05 is effective for fiscal years beginning
after December 15, 2019, including interim periods within those fiscal years. Early adoption is permitted once
ASU 2016-13 has been adopted. In November, 2019, the FASB issued ASU 2019-10, Financial Instruments —
Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 842), which deferred the
effective date for ASC 944, Financial Services — Insurance, for public business entities that are SEC filers, except
for smaller reporting companies, to fiscal years beginning after December 15, 2021, and interim periods within
those fiscal years and for all other entities, including smaller reporting companies, to fiscal years beginning after
December 15, 2023, and interim periods within fiscal years beginning after December 15, 2024. This Update is
not expected to have a significant impact on the Company’s financial statements.

In March 2020, the FASB issued ASU 2020-04, Reference Rate Reform (Topic 848): Facilitation of the Effects
of Reference Rate Reform on Financial Reporting, March 2020, to provide temporary optional expedients and
exceptions to the U.S. GAAP guidance on contract modifications and hedge accounting to ease the financial
reporting burdens of the expected market transition from LIBOR and other interbank offered rates to alternative
reference rates, such as Secured Overnight Financing Rate. Entities can elect not to apply certain modification
accounting requirements to contracts affected by what the guidance e calls reference rate reform, if certain criteria
are met. An entity that makes this election would not have to re-measure the contracts at the modification date or
reassess a previous accounting determination. Also, entities can elect various optional expedients that would allow
them to continue applying hedge accounting for hedging relationships affected by reference rate reform, if certain
criteria are met, and can make a one-time election to sell and/or reclassify held-to-maturity debt securities that
reference an interest rate affected by reference rate reform. The amendments in this ASU are effective for all
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entities upon issuance through December 31, 2022. The Company is currently evaluating the impact the adoption
of the standard will have on the Company’s financial position or results of operations.

In January 2021, the FASB issued ASU 2021-01, Reference Rate Reform (Topic 848), which provides optional
temporary guidance for entities transitioning away from the London Interbank Offered Rate (LIBOR) and other
interbank offered rates (IBORs) to new references rates so that derivatives affected by the discounting transition
are explicitly eligible for certain optional expedients and exceptions within Topic 848. ASU 2021-01 clarifies that
the derivatives affected by the discounting transition are explicitly eligible for certain optional expedients and
exceptions in Topic 848. ASU 2021-01 is effective immediately for all entities. Entities may elect to apply the
amendments on a full retrospective basis as of any date from the beginning of an interim period that includes or
is subsequent to March 12, 2020, or on a prospective basis to new modifications from any date within an interim
period that includes or is subsequent to the date of the issuance of a final update, up to the date that financial
statements are available to be issued. The amendments in this update do not apply to contract modifications made,
as well as new hedging relationships entered into, after December 31, 2022, and to existing hedging relationships
evaluated for effectiveness for periods after December 31, 2022, except for certain hedging relationships existing
as of December 31, 2022, that apply certain optional expedients in which the accounting effects are recorded
through the end of the hedging relationship. The Company is currently evaluating the impact the adoption of the
standard will have on the Company’s financial position or results of operations.

In March 2022, the FASB issued ASU 2022-02, Financial Instruments - Credit Losses (ASC 326): Troubled Debt
Restructurings (TDRs) and Vintage Disclosures. The guidance amends ASC 326 to eliminate the accounting
guidance for TDRs by creditors, while enhancing disclosure requirements for certain loan refinancing and
restructuring activities by creditors when a borrower is experiencing financial difficulty. Specifically, rather than
applying TDR recognition and measurement guidance, creditors will determine whether a modification results in
a new loan or continuation of existing loan. These amendments are intended to enhance existing disclosure
requirements and introduce new requirements related to certain modifications of receivables made to borrowers
experiencing financial difficulty. Additionally, the amendments to ASC 326 require that an entity disclose
current-period gross write-offs by year of origination within the vintage disclosures, which requires that an entity
disclose the amortized cost basis of financing receivables by credit quality indicator and class of financing
receivable by year of origination. The guidance is only for entities that have adopted the amendments in Update
2016-13 for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2022. Early
adoption using prospective application, including adoption in an interim period where the guidance should be
applied as of the beginning of the fiscal year. This Update is not expected to have a significant impact on the
Company’s financial statements,

Note 3 — Earnings Per Share

Earnings per share (“EPS”) consists of two separate components, basic EPS and diluted EPS. Basic EPS is computed
based on the weighted average number of shares of common stock outstanding for each period presented. Diluted
EPS is calculated based on the weighted average number of shares of common stock outstanding plus dilutive common
stock equivalents (“CSEs”). CSEs consist of shares that are assumed to have been purchased with the proceeds from
the exercise of stock options, as well as unvested restricted stock (RRP) shares. Common stock equivalents which are
considered antidilutive are not included for the purposes of this calculation. For the years ended December 31, 2022
and 2021, all unvested restricted stock program awards and outstanding stock options representing shares were
dilutive.

35



Quaint Oak Bancorp, Inc.

Notes to Consolidated Financial Statements (Continued)

Note 3 — Earnings Per Share (Continued)

The following table sets forth the composition of the weighted average shares (denominator) used in the basic and
dilutive earnings per share computations.

For the Year Ended
December 31,

2022 2021
Net Income $7,863,000 $6,404,000
Weighted average shares outstanding — basic 2,042,740 1,995,468
Effect of dilutive common stock equivalents 110,149 97,639
Adjusted weighted average shares outstanding — diluted 2,152,889 2,093,108
Basic earnings per share $ 385 $ 321
Diluted earnings per share $ 3.65 $ 3.06

Note 4 — Accumulated Other Comprehensive (Loss) Income

The following table presents the changes in accumulated other comprehensive (loss) income by component, net of
tax, for the years ended December 31, 2022 and 2021 (in thousands):

Unrealized Losses on

Investment Securities

Available for Sale (1)

2022 2021
Balance beginning of the year $23 $118
Other comprehensive (loss) income before reclassifications 47) 191
Amount reclassified from accumulated other comprehensive
(loss) income - (286)
Total other comprehensive loss “7n (95)
$24) $23

Balance end of the year

(1) All amounts are net of tax. Amounts in parentheses indicate debits.

The following table presents significant amounts reclassified out of each component of accumulated other
comprehensive (loss) income for the years ended December 32, 2022 and 2021 (in thousands):

Amount Reclassified from Accumulated Affected Line Item in the Statement of
Details About Other Comprehensive Loss Other Comprehensive (Loss) Income (1) Income
For the Year Ended December 31,
2022 2021
Sale of securities available for sale $- $362 Gain on sales of investment securities
Tax effect - (76) Income taxes
Total reclassification for the period - $286

(1) Amounts in parentheses indicate debits.

36

























































































https://www.quaintoak.com/investors
mailto:dcolyer@quaintoak.com
https://www.quaintoak.com
https://www.computershare.com
https://www.quaintoak.com







	Structure Bookmarks
	Document




