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— __ RP®FINANCIAL,LC. —
Serving the Financial Services Industry Since 1988

August 12, 2011

Boards of Directors

Polonia MHC

Polonia Bancorp

Polonia Bank

3993 Huntingdon Pike, 3" Floor
Huntingdon Valley, Pennsylvania 19006

Members of the Boards of Directors:

At your request, we have completed and hereby provide an independent appraisal
("Appraisal”) of the estimated pro forma market value of the common stock which is to be issued
in connection with the mutual-to-stock conversion transaction described below.

This Appraisal is furnished pursuant to the requirements of the Code of Federal
Regulations 563b.7 and has been prepared in accordance with the “Guidelines for Appraisal
Reports for the Valuation of Savings and Loan Associations Converting from Mutual to Stock
Form of Organization” of the Office of Thrift Supervision (“OTS") and reissued by the Office of
the Comptroller of the Currency (“OCC”"), and applicable regulatory interpretations thereof.
Such Valuation Guidelines are relied upon by the Federal Reserve Board (“FRB") in the
absence of separate written valuation guidelines.

Description of Plan of Conversion

On August 16, 2011, the respective Boards of Directors of Polonia MHC (the “MHC"),
Polonia Bancorp (‘PBCP") and Polonia Bank, Huntingdon Valley, Pennsylvania (the “Bank”)
adopted a Plan of Conversion (the “Plan of Conversion”) whereby the MHC will convert to stock
form. As a result of the conversion, PBCP, which currently owns all of the issued and
outstanding common stock of the Bank, will be succeed by a Maryland corporation with the
name of Polonia Bancorp, Inc. (“Polonia Bancorp” or the “Company”). Following the conversion,
the MHC will no longer exist. For purposes of this document, the existing consolidated entity
will hereinafter be referred to as Polonia Bancorp or the Company. As of June 30, 2011, the
MHC had a majority ownership interest in, and its principal asset consisted of, approximately
57.60% of the common stock (the “MHC Shares”) of Polonia Bancorp. The remaining 42.40%
of Polonia Bancorp’s common stock is owned by public stockholders.

It is our understanding that Polonia Bancorp will offer its stock, representing the majority
ownership interest held by the MHC, in a subscription offering to Eligible Account Holders, Tax-
Qualified Employee Benefit Plans including the Bank's employee stock ownership plan (the
‘ESOP"), Supplemental Eligible Account Holders and Other Members, as such terms are
defined for purposes of applicable federal regulatory requirements governing mutual-to-stock
conversions. To the extent that shares remain available for purchase after satisfaction of all
subscriptions received in the subscription offering, the shares may be offered for sale to the
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public at large in a community offering and/or a syndicated community. Upon completing the
mutual-to-stock conversion and stock offering (the “second-step conversion”), the Company will
be 100% owned by public shareholders, the publicly-held shares of PBCP will be exchanged for
shares in the Company at a ratio that retains their ownership interest at the time the conversion
is completed and the MHC assets will be consolidated with the Company.

RP® Financial, LC.

RP® Financial, LC. (‘RP Financial”) is a financial consulting firm serving the financial
services industry nationwide that, among other things, specializes in financial valuations and
analyses of business enterprises and securities, including the pro forma valuation for savings
institutions converting from mutual-to-stock form. The background and experience of RP
Financial is detailed in Exhibit V-1. We believe that, except for the fee we will receive for our
appraisal, we are independent of the Company, the Bank, the MHC and the other parties
engaged by the Bank or the Company to assist in the stock conversion process.

Valuation Methodology

In preparing our Appraisal, we have reviewed the regulatory applications of the
Company, the Bank and the MHC, including the prospectus as filed with the FRB, the OCC and
the Securities and Exchange Commission (“SEC”). We have conducted a financial analysis of
the Company, the Bank and the MHC that has included a review of audited financial information
for the years ended December 31, 2006 through December 31, 2010 and a review of various
unaudited information and internal financial reports through June 30, 2011, and due diligence
related discussions with the Company's management; S.R. Snodgrass, A.C., the Company’s
independent auditor; Kilpatrick Townsend & Stockton LLP, the Company’s conversion counsel;
and Sandler O'Neill & Partners, L.P., the Company’s marketing advisor in connection with the
stock offering. All assumptions and conclusions set forth in the Appraisal were reached
independently from such discussions. In addition, where appropriate, we have considered
information based on other available published sources that we believe are reliable. While we
believe the information and data gathered from all these sources are reliable, we cannot
guarantee the accuracy and completeness of such information.

We have investigated the competitive environment within which Polonia Bancorp
operates and have assessed Polonia Bancorp's relative strengths and weaknesses. We have
kept abreast of the changing regulatory and legislative environment for financial institutions and
analyzed the potential impact on Polonia Bancorp and the industry as a whole. We have
analyzed the potential effects of the stock conversion on Polonia Bancorp’s operating
characteristics and financial performance as they relate to the pro forma market value of Polonia
Bancorp. We have analyzed the assets held by the MHC, which will be consolidated with
Polonia Bancorp’s assets and equity pursuant to the completion of the second-step conversion.
We have reviewed the economic and demographic characteristics of the Company's primary
market area. We have compared Polonia Bancorp's financial performance and condition with
selected publicly-traded thrifts in accordance with the Valuation Guidelines, as well as all
publicly-traded thrifts and thrift holding companies. We have reviewed the current conditions in
the securities markets in general and the market for thrift stocks in particular, including the
market for existing thrift issues, initial public offerings by thrifts and thrift holding companies, and
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second-step conversion offerings. We have excluded from such analyses thrifts subject to
announced or rumored acquisition, and/or institutions that exhibit other unusual characteristics.

The Appraisal is based on Polonia Bancorp’s representation that the information
contained in the regulatory applications and additional information furnished to us by Polonia
Bancorp and its independent auditor, legal counsel and other authorized agents are truthful,
accurate and complete. We did not independently verify the financial statements and other
information provided by Polonia Bancorp, or its independent auditor, legal counsel and other
authorized agents nor did we independently value the assets or liabilities of Polonia Bancorp.
The valuation considers Polonia Bancorp only as a going concern and should not be considered
as an indication of Polonia Bancorp’s liquidation value.

Our appraised value is predicated on a continuation of the current operating environment
for Polonia Bancorp and for all thrifts and their holding companies. Changes in the local, state
and national economy, the legislative and regulatory environment for financial institutions and
mutual holding companies, the stock market, interest rates, and other external forces (such as
natural disasters or significant world events) may occur from time to time, often with great
unpredictability and may materially impact the value of thrift stocks as a whole or the value of
Polonia Bancorp’s stock alone. It is our understanding that there are no current plans for selling
control of Polonia Bancorp following completion of the second-step conversion. To the extent
that such factors can be foreseen, they have been factored into our analysis.

The estimated pro forma market value is defined as the price at which Polonia Bancorp’s
common stock, immediately upon completion of the second-step stock offering, would change
hands between a willing buyer and a willing seller, neither being under any computsion to buy or
sell and both having reasonable knowledge of relevant facts.

Valuation Conclusion

Itis our opinion that, as of August 12, 2011, the estimated aggregate pro forma valuation
of the shares of the Company to be issued and outstanding at the end of the conversion offering
— including (1) newly-issued shares representing the MHC’s current ownership interest in the
Company and (2) exchange shares issued to existing public shareholders of PBCP — was
$19,965,824 at the midpoint, equal to 2,495,728 shares at $8.00 per share. The resulting range
of value and pro forma shares, all based on $8.00 per share, are as follows: $16,970,952 or
2,121,369 shares at the minimum; $22,960,696 or 2,870,087 shares at the maximum; and
$26,404,800 or 3,300,600 shares at the super maximum (also known as “maximum, as
adjusted”).

Based on this valuation and taking into account the ownership interest represented by
the shares owned by the MHC, the midpoint of the offering range is $11,500,000, equal to
1,437,500 shares at $8.00 per share. The resulting offering range and offering shares, all
based on $8.00 per share, are as follows: $9,775,000 or 1,221,875 shares at the minimum;
$13,225,000 or 1,653,125 shares at the maximum; and $15,208,752 or1,901,0940 shares at the
super maximum.
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Establishment of the Exchange Ratio

OCC regulations provide that in a conversion of a mutual holding company, the minority
stockholders are entitled to exchange the public shares for newly issued shares in the fully
converted company. The Boards of Directors of the MHC, PBCP and the Bank have
independently determined the exchange ratio, which has been designed to preserve the current
aggregate percentage ownership in the Company held by the public shareholders. The
exchange ratio to be received by the existing minority shareholders of the Company will be
determined at the end of the offering, based on the total number of shares sold in the offering
and the final appraisal. Based on the valuation conclusion herein, the resulting offering value
and the $8.00 per share offering price, the indicated exchange ratio at the midpoint is 0.7905
shares of the Company for every one share held by public shareholders. Furthermore, based
on the offering range of value, the indicated exchange ratio is 0.6719 at the minimum, 0.9091 at
the maximum and 1.0455 at the super maximum. RP Financial expresses no opinion on the
proposed exchange of newly issued Company shares for the shares held by the public
stockholders or on the proposed exchange ratio.

Limiting Factors and Considerations

The valuation is not intended, and must not be construed, as a recommendation of any
kind as to the advisability of purchasing shares of the common stock. Moreover, because such
valuation is determined in accordance with applicable OCC regulatory guidelines and is
necessarily based upon estimates and projections of a number of matters, all of which are
subject to change from time to time, no assurance can be given that persons who purchase
shares of common stock in the conversion offering, or prior to that time, will thereafter be able to
buy or sell such shares at prices related to the foregoing valuation of the estimated pro forma
market value thereof. The appraisal reflects only a valuation range as of this date for the pro
forma market value of Polonia Bancorp immediately upon issuance of the stock and does not
take into account any trading activity with respect to the purchase and sale of common stock in
the secondary market on the date of issuance of such securities or at anytime thereafter
following the completion of the second-step conversion.

RP Financial's valuation was based on the financial condition, operations and shares
outstanding of Polonia Bancorp as of June 30, 2011, the date of the financial data included in
the prospectus. The proposed exchange ratio to be received by the current public stockholders
of PBCP and the exchange of the public shares for newly issued shares of Polonia Bancorp’s
common stock as a full public company was determined independently by the Boards of
Directors of the MHC, PBCP and the Bank. RP Financial expresses no opinion on the proposed
exchange ratio to public stockholders or the exchange of public shares for newly issued shares.

RP Financial is not a seller of securities within the meaning of any federal and state
securities laws and any report prepared by RP Financial shall not be used as an offer or
solicitation with respect to the purchase or sale of any securities. RP Financial maintains a
policy which prohibits RP Financial, its principals or employees from purchasing stock of its
client institutions.

This valuation will be updated as provided for in the conversion regulations and
guidelines. These updates will consider, among other things, any developments or changes in
the financial performance and condition of Polonia Bancorp, management policies, and current
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conditions in the equity markets for thrift shares, both existing issues and new issues. These
updates may also consider changes in other external factors which impact value including, but
not limited to: various changes in the legislative and regulatory environment for financial
institutions, the stock market and the market for thrift stocks, and interest rates. Should any
such new developments or changes be material, in our opinion, to the valuation of the shares,
appropriate adjustments to the estimated pro forma market value will be made. The reasons for
any such adjustments will be explained in the update at the date of the release of the update.
The valuation will also be updated at the completion of Polonia Bancorp’s stock offering.

Respectfully submitted,
RP® FINANCIAL, LC.

W 7.

Rondld S. Rjggins
President and Managing Director

A

Gregory E~-Du
Director
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. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Polonia Bank (the "Bank"), chartered in 1923, is a federally chartered stock savings bank
headquartered in Huntingdon Valley, Pennsylvania. The Bank serves the Philadelphia
metropolitan area through the main office and six branch offices. The main office is located in
Montgomery County and the six branch offices are located in Philadelphia County. A map of
the Bank's branch office locations is provided in Exhibit I-1. The Bank is a member of the
Federal Home Loan Bank (“FHLB") system and its deposits are insured up to the maximum

allowable amount by the Federal Deposit Insurance Corporation (“FDIC").

Polonia Bancorp (“PBCP") is the federally-chartered mid-tier holding company of the
Bank. PBCP owns 100% of the outstanding common stock of the Bank. Since being formed in
2007, PBCP has engaged primarily in the business of holding the common stock of the Bank.
PBCP completed its initial public offering in January 2007, pursuant to which it sold 1,487,813
shares or 45% of its outstanding common stock to the public and issued 1,818,437 shares or
55% of its common stock outstanding to Polonia MHC (the “MHC"), the mutual holding company
parent of PBCP. Net proceeds realized from the public stock offering approximated $13.8
million. At June 30, 2011, PBCP had total assets of $279.5 million, deposits of $217.0 million
and equity of $27.7 million or 9.9% of total assets. PBCP’s audited financial statements for the

most recent period are included by reference as Exhibit I-2.

Plan of Conversion

On August 16, 2011, the respective Boards of Directors of the MHC, PBCP and the
Bank adopted a Plan of Conversion whereby the MHC will convert to stock form. As a result of
the conversion, PBCP, which currently owns all of the issued and outstanding common stock of
the Bank, will be succeeded by a Maryland corporation with the name of Polonia Bancorp, Inc.
(“Polonia Bancorp” or the “Company”). Following the conversion, the MHC will no longer exist.
For purposes of this document, the existing consolidated entity will hereinafter be referred to as
Polonia Bancorp or the Company. As of June 30, 2011, the MHC's ownership interest in
Polonia Bancorp equaled 1,818,437 shares or 57.60% of Polonia Bancorp’s total shares
outstanding and the public stockholders’ ownership interest in Polonia Bancorp equaled

1,338,659 shares or 42.40% of Polonia Bancorp's total shares outstanding.
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It is our understanding that Polonia Bancorp will offer its stock, representing the majority
ownership interest held by the MHC, in a subscription offering to Eligible Account Holders, Tax
Qualified Employee Benefit Plans including the Bank's employee stock ownership plan (the
“ESOP”), Supplemental Eligible Account Holders and Other Members, as such terms are
defined for purposes of applicable federal regulatory requirements governing mutual-to-stock
conversions. To the extent that shares remain available for purchase after satisfaction of all
subscriptions received in the subscription offering, the shares may be offered for sale to
members of the general public in a community offering and/or a syndicated community offering.
Upon completing the mutual-to-stock conversion and stock offering (the “second-step
conversion”), the Company will be 100% owned by public shareholders, the publicly-held shares
of PBCP will be exchanged for shares in the Company at a ratio that retains their ownership
interest at the time the conversion is completed and the MHC assets will be consolidated with

the Company.

Strategic Overview

Polonia Bancorp maintains a local community banking emphasis, with a primary
strategic objective of meeting the borrowing and savings needs of its local customer base.
Polonia Bancorp’s operating strategy has been fairly reflective of a traditional thrift operating
strategy, in which 1-4 family residential mortgage loans and retail deposits have constituted the
principal components of the Company’s assets and liabilities, respectively. In December 2010,
the Company completed an FDIC assisted acquisition of Earthstar Bank, a state chartered bank
headquartered in Sduthampton, Pennsylvania. Pursuant to the terms of the acquisition
agreement with the FDIC, the Bank assumed certain of the deposits and acquired certain assets
of Earthstar Bank from the FDIC as receiver for Earthstar Bank. Through the acquisition of
Earthstar Bank, the Company added approximately $67 in assets and assumed approximately
$90 million of deposits. Assets acquired by the Company included approximately $42 million of
loans (consisting primarily of 1-4 family permanent mortgage loans and muiti-family loans) and
approximately $8 million of investment securities. Earthstar Bank maintained four branch
offices, which were acquired by the Company and reopened as Polonia Bank branches. In May
2011, one of the Company’s branches was consolidated into a nearby Earthstar Bank branch

and one of Earthstar Bank’s branches was consolidated into the Company’s main office.

In connection with the acquisition of Earthstar Bank, the Company entered into loss

sharing agreements with the FDIC that collectively covered all of the acquired loans (the
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“covered loans”), except for approximately $1.3 million of consumer loans. Pursuant to the
terms of the loss share agreements, the FDIC will reimburse the Company for 80% of losses on
the covered loans and the Company will reimburse the FDIC for 80% of recoveries with respect
to losses for which the FDIC paid the Company an 80% reimbursement under the loss sharing
agreements. Pursuant to the FDIC-assisted acquisition, the Company recorded an FDIC
indemnification asset to reflect the loss-share arrangement provided by the FDIC. Covered
loans acquired from the FDIC totaled $40.5 million or $33.2 million net of fair value adjustments
of negative $7.3 million. The FDIC indemnification asset recorded at the time of the acquisition
equaled $5.4 million. As of June 30, 2011, the Company held $30.1 million of covered loans

and the FDIC indemnification asset equaled $5.4 million.

The FDIC-assisted acquisition of Earthstar Bank served to accelerate balance sheet
growth without comprising the Company’s credit risk exposure. The acquisition also provided
the Company with an increased branch presence and a larger customer base in the
Philadelphia metropolitan area, which would have been more expensive to achieve through
organic growth. Following the acquisition of Earthstar Bank, the Company continues to maintain
what is viewed as largely a traditional thrift operating strategy. Beyond 1-4 family permanent
mortgage loans, the Company’s loan portfolio includes diversification into commercial real
estate, multi-family, home equity and consumer loans. The covered loans purchased by the

Company also included a small balance of commercial business loans.

Investments serve as a supplement to the Company's lending activities, with recent
trends showing an increase in investment securities. Cash realized in connection with the
acquisition of Earthstar was in part redep!oyéd into investment securities. The Company’s
investment activities have emphasized investment in mortgage-backed securities, which are
guaranteed or insured by Government Sponsored Enterprises (“GSEs”). Other investments
maintained by the Company include corporate debt securities and a modest investment in

equities of financial services companies.

Asset growth has been funded with a combination of deposits and borrowings, with
deposit growth realized from acquisition of Earthstar Bank accounting for most of the
Company's deposit growth. Time deposits (“CDs”) comprise the largest portion of the
Company’s deposit composition. The Company utilizes borrowings as a supplemental funding
source to facilitate management of funding costs and interest rate risk, with FHLB advances

generally constituting the Company’s only source of borrowings.
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Polonia Bancorp’'s earnings base is largely dependent upon net interest income and
operating expense levels. The Company's net interest margin has increased since 2009, as the
decline in short-term interest rates and resulting steeper yield curve has facilitated higher
interest rate spreads for the Company. In particular, the Company's balance sheet is liability-
sensitive in the short-term and, therefore, funding costs have decreased more rapidly relative to
yields earned on less rate sensitive interest-earning assets. Operating expenses have generally
been maintained at relatively high levels, particularly in relation to the Company’s traditional
thrift operating strategy. The Company's operating expenses have consistently exceeded net
interest income, which along with somewhat limited revenues generated through sources of
non-interest operating income have resulted in relatively low returns on a core earnings basis

over the past several years.

The post-offering business plan of the Company is expected to remain consistent with
current strategic objectives. Specifically, Polonia Bancorp will continue to be an independent
community-oriented financial institution with a commitment to local real estate financing with
operations funded primarily by retail deposits. Growth strategies will continue to be
implemented within the context of managing the Company’s exposure to credit risk and interest

rate risk.

The Company’s Board of Directors has elected to complete a second-step conversion to
improve the competitive position of Polonia Bancorp. The capital realized from the stock
offering will increase the operating flexibility and overall financial strength of Polonia Bancorp.
The additional capital realized from stock proceeds will increase liquidity to support funding of
future loan growth and other interest-earning assets. Polonia Bancorp’s higher capital position
resulting from the infusion of stock proceeds will also serve to reduce interest rate risk,
particularly through enhancing the Company's interest-earning-assets-to-interest-bearing-
liabilities ("IEA/IBL") ratio. The additional funds realized from the stock offering will provide an
alternative funding source to deposits and borrowings in meeting the Company’s future funding
needs, which may facilitate a reduction in Polonia Bancorp’s funding costs. Additionally,
Polonia Bancorp’s higher equity-to-assets ratio will also better position the Company to take
advantage of expansion opportunities as they arise. Such expansion would most likely occur
through the acquisition of additional banking offices that would increase market penetration in
the markets currently served by the Company or to gain a market presence into nearby
complementary markets. The Company will also be bettered position to pursue growth through

acquisition of other financial service providers following the second-step conversion, given its
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strengthened capital position and ability to offer stock as consideration. The projected uses of

proceeds are highlighted below.

o Polonia Bancorp. The Company is expected to retain up to 50% of the net
offering proceeds. At present, funds at the Company level, net of the loan to the
ESOP, are expected to be primarily invested initially into liquid funds held as a
deposit at the Bank. Over time, the funds may be utilized for various corporate
purposes, possibly including acquisitions, infusing additional equity into the Bank,
repurchases of common stock, and the payment of cash dividends.

o Polonia Bank. Approximately 50% of the net stock proceeds will be infused into
the Bank in exchange for all of the Bank's newly issued stock. Cash proceeds
(i.e., net proceeds less deposits withdrawn to fund stock purchases) infused into
the Bank are anticipated to become part of general operating funds, and are
expected to be primarily utilized to fund loan growth over time.

Overall, it is the Company’s objective to pursue growth that will serve to increase
returns, while, at the same time, growth will not be pursued that could potentially compromise

the overall risk associated with Polonia Bancorp's operations.

Balance Sheet Trends

Table 1.1 shows the Company'’s historical balance sheet data for the past five and one-
half years. From year end 2006 through June 30, 2011, Polonia Bancorp’s assets increased at
a 7.3% annual rate. The acquisition of Earthstar Bank accounted for most of the Company’s
asset growth during the period, which added approximately $67 million to the Company’s assets
in 2010. After value adjustments, the increase in assets recorded by the Company from the
acquisition of Earthstar Bank was $64.8 million. The Company also received $30.5 million of
cash in connection with the acquisition of Earthstar Bank. Asset growth was primarily funded by
deposit growth, most of which was related to the approximately $90 million of deposits assumed
in the acquisition of Earthstar Bank. A summary of Polonia Bancorp’s key operating ratios for

the past five and one-half years is presented in Exhibit I-3.

Polonia Bancorp's net loan portfolio increased at a 9.5% annual rate from year end 2006
through June 30, 2011. Recent loan growth was supported by the acquisition of the Earthstar
Bank loans, which was partially offset by a decrease in the loans receivable portfolio. The
Company’s loans receivable portfolio declined from a peak balance of $164.8 million at year end
2008 to $139.6 million at June 30, 2011. The Company also maintained $30.1 million of
covered loans at June 30, 2011. Overall, after taking into account the covered loans, the
concentration of loans comprising assets increased from 55.0% at year end 2006 to 60.1% at
June 30, 2011,
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Jotal Amount of:

Assets

Cash and cash equivalents
Investment securities

Net loans (2)

FHLB stock

Bank-owned life insurance
FDIC indemnification asset
Deposits

Borrowings

Equity
Loans/Deposits

Full Service Offices

(1) Ratios are as a percent of ending assets.
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Table 1.1
Polonia Bancorp, Inc.
Historical Balance Sheet Data
12/31/06-
06/30/11
At Year Ended December 31, At June 30, Annual.

2006 2007 2008 2008 2010 2011 Growth Rate

Amount Pet(1 Amount Pct(1) Amount Pct(1) Amount Pet(1) Amount Pct(1) Amount Pct(1) Pct

($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%) (%)
$203,374  100.00% $200,597  100.00% $220,236  100.00% $218,071  100.00% $298,829 100.00% $279,525 100.00% 7.32%
31,866 15.67% 3,826 1.91% 4,671 2.12% 8,427 3.86% 54,005 18.07% 13,595 4.86% -17.25%
45,681 22.46% 45,885 22.87% 37,789 17.16% 44,382 20.35% 53,478 17.90% 77,923 27.88% 12.60%
111,923 55.03% 137,280 68.44% 163,759 74.36% 160,177  68.87% 170,473 57.05% 167,850 60.05% 9.42%
935 0.46% 1,271 0.63% 2,279 1.03% 2,279 1.05% 3,466 1.16% 3,128 1.12% 30.78%
3,981 1.96% 4,173 2.08% 3,936 1.79% 4,053 1.86% 4,140 1.39% 4,175 1.49% 1.06%
- 0.00% - 0.00% - 0.00% - 0.00% 5,397 1.81% 5,445 1.95% NM
$157,722 77.55% $163,217 81.37% $164,586 74.73% $164,207 75.30% $239,706 80.22% $217,035 77.64% 7.35%
6,245 3.07% 10,098 5.03% 28,553 12.96% 26,474 12.14% 28,426 9.51% 31,378 11.23% 43.15%
$11,777 5.79% $23,994 11.96% $23,604 10.72% $23,845 10.93% $27,260 9.12% $27,667 9.90% 20.90%

0.59% 0.78% 1.38% 1.39% 1.45% 1.44%
5 5 5 5. 9 7

(2) Includes $32.8 million and 30.1 million of covered loans at December 31, 2010 and June 30, 2011, respectively.

Sources: Polonia Bancorp's prospectus, audited and unaudited financial statements and RP Financial calculations.
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Trends in the Company'’s loans receivable portfolio composition show little variation over
the past five and one-half years, with the loan portfolio remaining concentrated in 1-4 family
permanent mortgage loans throughout the period. One-to-four family permanent mortgage
loans comprised 86.6% of loans receivable (excluding covered loans) at June 30, 2011, versus
88.8% of loans receivable at year end 2006. Commercial real estate/multi-family loans
constitute the primary area of lending diversification for the Company, comprising 7.0% and
4.6% of total loans receivable at June 30, 2011 and December 31, 2006, respectively. Other
areas of lending diversification for the Company include home equity loans and lines of credit
and consumer loans. Home equity loans and lines of credit accounted for 3.5% of the loans
receivable portfolio at June 30, 2011, versus 4.6% at year end 2006. Consumer loans, inclusive
of non-covered purchased consumer loans, comprised 2.9% of loans receivable at June 30,
2011 and 1.9% of loans receivable at year end 2006. The Company maintained $30.1 million of
covered loans at June 30, 2011, which consisted of $17.2 million or 57.3% of 1-4 family
permanent mortgage loans, $11.8 million or 39.1% of commercial real estate/multi-family loans

and $1.1 million or 3.6% of commercial business loans.

The intent of the Company's investment policy is to provide adequate liquidity and to
generate a favorable return within the context of supporting Polonia Bancorp’s overall credit and
interest rate risk objectives. It is anticipated that proceeds retained at the holding company level
will primarily be invested into investments with short-term maturities. Over the past five and
one-half years, the Company’s level of cash and investment securities (inclusive of FHLB stock)
ranged from a low of 20.3% of assets at year end 2008 to a high of 38.6% of assets at year end
2006. As of June 30, 2011, cash and investments equaled 33.9% of assets. Cash and
investments increased significantly in 2010 in connection with the acquisition of Earthstar Bank,
with total cash and investments amounting to 37.1% of assets at year end 2010. Since year
end 2010, the cash realized from the Earthstar Bank acquisition was mostly redeployed into
investments and to fund deposit run-off. Mortgage-backed securities have consistently
comprised the major portion of the Company’s investment holdings over the past five and one-
half years and are generally purchased as a means to deploy excess liquidity at more favorable
yields than other investment alternatives that are consistent with Polonia Bancorp's investment
philosophy. Mortgage-backed securities held by Polonia Bancorp consist of securities that are
guaranteed or insured by GSEs. As of June 30, 2011, the mortgage-backed securities portfolio
totaled $72.3 million. Mortgage-backed securities maintained as held to maturity equaled $59.4
million at June 30, 2011, with the remaining $12.9 million of the portfolio maintained as available
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for sale. As of June 30, 2011, the net unrealized gain on the available for sale mortgage-
backed securities portfolio equaled $570,000. Beyond the mortgage-backed securities portfolio,
investment securities held by the Company at June 30, 2011 consisted of corporate debt
securities ($5.6 million) and equity securities ($46,000), which were maintained as availabie for
sale and showed a net unrealized gain of $186,000 at June 30, 2011. Exhibit 1-4 provides
historical detail of the Company's investment portfolio. Other investments held by Company at
June 30, 2011 consisted of $3.1 million of FHLB stock. The Company also held cash and cash
equivalents