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April 23, 2021 

On behalf of our Board of Directors, we are pleased to present our 2020 Annual Report.  Below 

is a recap of events in 2020. 

• While 2020 presented many challenges as a result of the COVID-19 coronavirus 

pandemic, our staff did an outstanding job in providing the same quality service to our 

customer base through the drive-up service and by appointment, when necessary.  We 

are also pleased to report that we were able to maintain our staffing levels, keeping 

everyone employed during these trying times which enabled us to assist our business 

customers through our participation in the government stimulus programs.  We are very 

thankful for the outstanding efforts of the entire team. 

 

• Elmer Bancorp’s net income was $1.469 million for the year ended 2020 compared to 

$2.067 million for the year 2019.  Earnings were significantly impacted by a year-over-

year increase in the loan loss provision of $732,700 reflecting the uncertainties 

surrounding the coronavirus impact on our business customers.  Other factors impacting 

earnings included higher employment costs, professional fees, data processing expenses, 

lower service charge fee income and a lower interest rate environment in 2020. 

 

• As a result of the Paycheck Protection Program (PPP) and other government stimulus 

efforts, our balance sheet numbers showed significant growth.  As participants in the 

PPP program, The First National Bank of Elmer approved over $32.0 million in PPP 

loans to over 250 local businesses customers which assisted in saving over 4,000 jobs 

in the communities we serve.  In addition, during 2020, over 215 customers had 

requested loan payment deferrals or payments of interest only on loans totaling $94.4 

million in accordance with the Coronavirus Aid Relief and Economic Security Act 

(CARES Act).  At December 31, 2020, none of the Company’s customers remained in 

deferment and all have resumed contractual monthly payments. 

 

• Elmer Bancorp’s total assets were $330.4 million at December 31, 2020, an increase of 

$44.6 million over December 31, 2019.  Core assets (excluding PPP related assets) 

surpassed the $300 million plateau ending the year at $306.3 million, an increase of 

$20.5 million over year-end 2019.  Total loans were $279.4 million at December 31, 

2020, $36.1 million higher than December 31, 2019.  Core loans (excluding PPP related 

balances) totaled $255.3 million, $12.0 million higher than year-end 2019, representing 

a 4.9% increase.  Deposits totaled $300.4 million at December 31, 2020, an increase of 

$43.2 million from the December 31, 2019 level of $257.2 million. 
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• As more and more New Jersey residents continue to be vaccinated, we look forward to 
a more normal working environment.  The Bank has continued to strive to be involved 
and supportive of many civic and charitable organizations.  Our hope is to soon be back 
to in-person visits with our clients, friends, and neighbors.  As we dealt with the COVID-
19 pandemic, The First National Bank of Elmer was honored to be selected as the “Best 
Community Bank” by SJ Magazine in 2020 and our CEO, Brian W. Jones was 
recognized as one of 2020 “Top CEO’s” by the same publication. 

 
• Shareholders’ equity at December 31, 2020 totaled $28.2 million, an increase of $1.4 

million over year-end 2019.  Book value per share at December 31, 2020 was $24.55 
per common share compared to $23.32 per common share at December 31, 2019. 
 

• The First National Bank of Elmer’s Tier 1 Risk Based Capital Ratio was 12.52%, well      
above the 6.00% minimum capital requirement. The Bank was categorized as well-
capitalized under the regulatory framework. 

 

We very much appreciate our loyal customer base, our team members and our shareholders for 
their continued support during these unprecedented times.  Through it all, Elmer Bancorp 
remains strong and will continue to respond well to the challenges presented.  Thank you all for 
your continued support. 

 

Respectfully, 

 

 

Cindee F. Low        Brian W. Jones 
Chairman of the Board       President/CEO 

 



 

 

 
 

INDEPENDENT AUDITOR’S REPORT 
 
Board of Directors and Shareholders  
Elmer Bancorp, Inc. 
 
Report on the Financial Statements 
 

We have audited the accompanying consolidated statement of financial condition of Elmer Bancorp, 
Inc. and subsidiaries, which comprise the consolidated statements of financial condition as of  
December 31, 2020 and 2019; the related consolidated statements of income, comprehensive income, 
changes in shareholders’ equity, and cash flows for the years then ended; and the related notes to the 
consolidated financial statements. 
 

Management’s Responsibility for the Financial Statements 
 

Management is responsible for the preparation and fair presentation of these consolidated financial 
statements in accordance with accounting principles generally accepted in the United States of America; 
this includes the design, implementation, and maintenance of internal control relevant to the preparation 
and fair presentation of consolidated financial statements that are free from material misstatement, 
whether due to fraud or error. 
 

Auditor’s Responsibility 
 

Our responsibility is to express an opinion on these consolidated financial statements based on our 
audits. We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the consolidated financial statements are free of material misstatement. 
 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the consolidated financial statements. The procedures selected depend on the auditor’s judgment, 
including the assessment of the risks of material misstatement of the consolidated financial statements, 
whether due to fraud or error. In making those risk assessments, the auditor considers internal control 
relevant to the entity’s preparation and fair presentation of the financial statements in order to design 
audit procedures that are appropriate in the circumstances but not for the purpose of expressing an 
opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness 
of significant accounting estimates made by management, as well as evaluating the overall presentation 
of the consolidated financial statements. 
 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 
 

Opinion 
 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Elmer Bancorp, Inc. and subsidiaries as of December 31, 2020 and 
2019, and the results of their operations and their cash flows for the years then ended, in accordance 
with accounting principles generally accepted in the United States of America. 
 
 
 
 
 
Cranberry Township, Pennsylvania 
April 7, 2021 
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2020 2019
ASSETS 
Cash and cash equivalents:

Cash and due from banks 3,530,482$     3,291,113$     
Interest-bearing deposits with other institutions  38,928           33,717           
Federal funds sold 29,162,000     17,798,000     

Total cash and cash equivalents 32,731,410     21,122,830     

Investment securities:
Securities available-for-sale, at fair value 8,472,383       11,975,324     
Securities held-to-maturity (fair value of $0 and $241,722) -                 240,000          

Total investment securities 8,472,383       12,215,324     

Restricted stock, at cost 374,800          364,900          
Loans receivable, net of allowance for loan losses of  

$4,179,898 in 2020 and $3,391,166 in 2019 275,190,281   239,924,309   

Bank owned life insurance (BOLI) 6,791,238       5,208,665       
Premises and equipment, net 3,410,138       3,544,283       
Deferred income taxes 1,438,274       1,328,419       
Other real estate owned (OREO) 173,285          858,585          
Accrued interest receivable 1,157,792       671,661          
Other assets 677,102          610,330          

TOTAL ASSETS 330,416,703$ 285,849,306$ 

LIABILITIES AND SHAREHOLDERS’ EQUITY
LIABILITIES
Deposits: 

Demand 97,474,195$   76,022,656$   
Savings, NOW, and money market deposits 151,305,720   127,323,713   
Other interest-bearing time deposits 51,643,778     53,851,835     

Total deposits 300,423,693   257,198,204   

Accrued interest payable 30,350           57,146           
Accrued expenses and other liabilities 1,761,955       1,832,261       

TOTAL LIABILITIES 302,215,998   259,087,611   

SHAREHOLDERS’ EQUITY 
Common stock, $0.10 par value; 3,000,000 shares  
  authorized; 1,219,680 shares issued; outstanding  
     1,148,677 shares at December 31, 2020

and 1,147,427 shares at December 31, 2019 121,968          121,968          
Additional paid-in capital 623,949          651,870          
Retained earnings 29,694,598     28,409,194     
Accumulated other comprehensive loss (43,052)          (185,904)        
Treasury stock at cost: 71,003 shares at 
  December 31, 2020 and 72,253 shares at December 31, 2019 (2,196,758)      (2,235,433)      

TOTAL SHAREHOLDERS’ EQUITY 28,200,705     26,761,695     

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 330,416,703$ 285,849,306$ 

ELMER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31,

 
See accompanying notes to consolidated financial statements.  



 

3 

 

2020 2019
INTEREST AND DIVIDEND INCOME 

Loans receivable, including fees 12,190,666$    11,433,043$     
Securities available-for-sale 171,149          276,802            
Securities held-to-maturity 2,133              10,647              
Interest on federal funds sold 57,897            463,287            
Interest-bearing deposits with other institutions 524                10,537              

Total interest and dividend income 12,422,369     12,194,316       

INTEREST EXPENSE 
Deposits 930,538          1,065,029         

Total interest expense 930,538          1,065,029         

NET INTEREST INCOME 11,491,831     11,129,287       

Provision for loan losses 931,000          198,334            

NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 10,560,831     10,930,953       

NONINTEREST INCOME 
Service charges on deposit accounts 295,968          457,022            

Other service charges and fees 417,792          402,813            
Increase in cash surrender value of BOLI 182,573          138,801            
Net gain (loss) on sale of OREO (32,601)           27,180              
Other income 64,068            47,915              

Total noninterest income 927,800          1,073,731         

NONINTEREST EXPENSE 
Salaries and employee benefits 5,349,957       5,230,161         
Occupancy and equipment expense, net 1,044,815       1,120,355         
Data processing 1,038,417       981,953            
Federal insurance premiums 232,119          155,074            
Professional fees 613,112          241,141            
Loan related expenses 100,744          155,599            
Telecommunications 191,878          187,696            
OREO expenses 93,849            172,481            
Other expense 826,448          894,252            

Total noninterest expense 9,491,339       9,138,712         

Income before income tax expense 1,997,292       2,865,972         
Income tax expense 528,100          799,300            

NET INCOME 1,469,192$     2,066,672$       

EARNINGS PER SHARE: 
    Basic 1.28$              1.80$               

Diluted 1.28$              1.80$               

Weighted average shares outstanding 1,148,373       1,147,279         

ELMER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Years ended December 31,

 
 

 

 

See accompanying notes to consolidated financial statements.  
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2020 2019

Net income 1,469,192$  2,066,672$  

Other comprehensive income: 

Investment securities available for sale:

Change in net unrealized gain (loss)

    on investment securities available for sale 209,862      422,543      

Tax effect (44,071)       (88,734)       

Net of tax effect 165,791      333,809      

Postretirement plan adjustment:

Net unrealized (loss) gain on defined benefit plan (29,036)       (179,297)     

Tax effect 6,097          37,654        

Net of tax effect (22,939)       (141,643)     

Total other comprehensive income 142,852      192,166      

Total comprehensive income 1,612,044$  2,258,838$  

ELMER BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years ended December 31,

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See accompanying notes to consolidated financial statements.
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Accumulated 
Additional Other Total

Common Paid-in Retained Comprehensive Treasury Shareholders’
Stock Capital Earnings Loss Stock Equity

Balance, December 31, 2018 121,968$      680,048$      27,030,979$  (378,070)$     (2,269,466)$  25,185,459$ 

Net income -               -               2,066,672      -               -               2,066,672     

Cash dividends declared - $0.60 per share -               -               (688,457)       -               -               (688,457)       

Other comprehensive income -               -               -               192,166        -               192,166        

Issuance of restricted stock -               (34,033)        -               -               34,033          -                  

Restricted stock compensation expense -               5,855           -               -               -               5,855           

Balance, December 31, 2019 121,968        651,870        28,409,194    (185,904)       (2,235,433)    26,761,695   

Net income -               -               1,469,192      -               -               1,469,192     

Cash dividends declared - $0.16 per share -               -               (183,788)       -               -               (183,788)       

Other comprehensive income -               -               -               142,852        -               142,852        

Issuance of restricted stock -               (38,675)        -               -               38,675          -                  

Restricted stock compensation expense -               10,754          -               -               -               10,754          

Balance, December 31, 2020 121,968$      623,949$      29,694,598$  (43,052)$       (2,196,758)$  28,200,705$ 

ELMER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR YEARS ENDED DECEMBER 31, 2020 AND 2019

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See accompanying notes to consolidated financial statements. 
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2020 2019

OPERATING ACTIVITIES 
Net income 1,469,192$    2,066,672$    
Adjustments to reconcile net income to net cash provided 
  by operating activities: 

Depreciation  257,748        261,346        
Provision for loan losses 931,000        198,334        
Investment securities amortization, net 130,556        104,289        
Loan origination cost accretion, net (518,292)       (85,695)         
Deferred income taxes (160,023)       (177,712)       
Net loss (gain) on sale of OREO 32,601          (27,180)         
Write-down of OREO 51,362          123,946        
Restricted stock compensation expense 10,754          5,855            
Decrease (increase) in accrued interest receivable (486,131)       136,352        
Decrease in accrued interest payable (26,795)         (35,311)         
Increase in cash surrender value of BOLI (182,573)       (138,801)       
Other, net (153,920)       28,634          

 Net cash provided by operating activities 1,355,479      2,460,729      

INVESTING ACTIVITIES 
Proceeds from maturities of investment in interest-earning time deposits -                   496,000        
Investment securities available-for-sale:

Proceeds from maturities, calls, and repayment of principal 3,582,247      1,629,701      
Investment securities held-to-maturity:

Purchases -                   (1,973,635)    
Proceeds from maturities, calls, and repayment of principal 240,000        2,233,635      

Purchases of regulatory stock (12,200)         (35,700)         
Redemptions of regulatory stock 2,300            -                   

Net increase in loans receivable, net (35,828,081)   (4,044,031)    
Proceeds from sales of OREO 750,737        425,150        
Purchases of premises and equipment (123,603)       (350,189)       
Purchase of BOLI (1,400,000)    (2,000,000)    

Net cash used in investing activities (32,788,600)   (3,619,069)    

FINANCING ACTIVITIES 
Net increase in deposits 43,225,489    1,447,653      
Dividends paid on common stock (183,788)       (688,457)       

Net cash provided by financing activities 43,041,701    759,196        

(Increase) decrease in cash and cash equivalents 11,608,580    (399,144)       

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 21,122,830    21,521,974    

CASH AND CASH EQUIVALENTS AT END OF YEAR 32,731,410$  21,122,830$  

Supplemental disclosures of cash flow information: 

  Cash paid during the year for: 
Interest 957,333$       1,100,340$    

Income taxes 776,000$       530,000$       

Loans transferred to OREO during the year 149,400$       924,431$       

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

ELMER BANCORP, INC. AND SUBSIDIARIES

 
See accompanying notes to consolidated financial statements.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  

 

Nature of Operations 

 

Elmer Bancorp, Inc., (the “Corporation”) is a bank holding company incorporated in the State of New Jersey.  

 

The First National Bank of Elmer (the “Bank”) operates under a national bank charter and provides a complete 

line of business and personal banking products.  The Bank operates through its six full-service offices located in 

Cumberland, Gloucester and Salem counties in New Jersey, including its main office located at 10 South Main 

Street, Elmer, New Jersey.  The majority of the Bank’s activities are with customers located within Southern 

New Jersey. The Bank does not have any significant concentrations in any one industry or with any one customer.  

 

The Bank faces significant competition in attracting deposits and originating loans. Our most direct competition 

for deposits historically has come from the many financial institutions operating in our market area, including 

commercial banks, savings banks, savings and loan associations and credit unions, and, to a lesser extent, from 

other financial service companies, such as brokerage firms and insurance companies.  As a national bank, the 

Bank is subject to regulation by the Office of the Comptroller of the Currency and the Federal Deposit Insurance 

Corporation and is periodically examined by such regulatory authorities. As a consequence of the regulation of 

commercial banking activities, the Bank’s business is particularly susceptible to future federal legislation and 

regulations.  

 

Basis of Financial Statement Presentation  

 

The accounting and reporting policies of the Corporation conform to accounting principles generally accepted 

in the United States of America (“GAAP”). A summary of significant accounting and reporting policies 

applied in the presentation of the accompanying consolidated financial statements follows.  

 

The accompanying consolidated financial statements include the accounts of Elmer Bancorp, Inc. and its wholly 

owned subsidiaries, The First National Bank of Elmer and First Elmer Investment Corporation. Since these 

financial statements are presented on a consolidated basis, the term “Corporation” as used herein may refer to 

Elmer Bancorp, Inc. individually as a bank holding company or inclusive of consolidated subsidiaries.  All 

significant inter-company balances and transactions have been eliminated in consolidation. Certain prior period 

amounts may have been reclassified to conform to current year presentations. Such reclassifications had no effect 

on consolidated shareholders’ equity or consolidated net income. In the opinion of management, all accounting 

entries and adjustments, including normal recurring accruals, necessary for a fair presentation of the financial 

position and the results of operations for the periods presented have been made. Events occurring subsequent to 

the date of the balance sheet have been evaluated for potential recognition or disclosure in the consolidated 

financial statements through the date of the issuance of the consolidated financial statements.  

 

Use of Estimates 

 

The preparation of consolidated financial statements in conformity with GAAP requires management to make 

estimates and assumptions that affect the reported amounts of assets and liabilities as of the date of the statement 

of financial condition and the reported amounts of revenues and expenses during the reporting period. Actual 

results could differ from those estimates. Material estimates that are particularly susceptible to significant change 

in the near term relate to the determination of the allowance for loan losses, fair value measurements, the 

valuation of other real estate owned, measurement of the defined benefit plan obligation, and the calculation of 

deferred tax assets. 

 
Cash and Cash Equivalents 

 

For the purpose of reporting the Consolidated Statement of Cash Flows, the Corporation considers cash and cash 

equivalents to include cash on hand, amounts due from banks, and interest-bearing bank balances with other 

institutions with original maturities of 90 days or less, and Federal funds sold.   

 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  

 

Investment Securities 

 

The Bank classifies investment securities as either available-for-sale (“AFS”) or held-to-maturity (“HTM”). 

Investment securities classified as AFS are carried at fair value with unrealized gains and losses excluded from 

earnings and reported in a separate component of equity, net of related income tax effects. Investment securities 

classified as HTM are carried at cost, adjusted for amortization of premium and accretion of discount over the 

term of the related investments, using the interest method. Investment securities are classified as HTM when 

management has the positive intent and ability to hold them to maturity.  Gains and losses on sales of investment 

securities are recognized upon realization utilizing the specific identification method.  Declines in the fair value 

of HTM and AFS securities below their cost that are deemed to be other-than-temporary are reflected in earnings 

as realized losses. Gains and losses on the sale of securities are recorded on the trade date and are determined 

using the specific identification method. See Note 2 and Note 3 for additional information. 

 

Other-Than-Temporary Impairments on Available-for-Sale Securities  

 

One of the significant estimates related to AFS securities is the evaluation of investments for  

other-than-temporary impairments. If a determination is made that a debt security is other-than-temporarily 

impaired, the Bank will estimate the amount of the unrealized loss that is attributable to credit factors and all 

other noncredit related factors. The credit related component will be recognized as an other-than-temporary 

impairment charge in noninterest income as a component of gain (loss) on securities, net. The noncredit related 

component will be recorded as an adjustment to accumulated other comprehensive income, net of tax. 

 
The evaluation of securities for impairments is a quantitative and qualitative process, which is subject to risks 

and uncertainties and is intended to determine whether declines in the fair value of investments should be 

recognized in current period earnings. The risk and uncertainties include changes in general economic 

conditions, the issuer’s financial condition and/or future prospects, the effects of changes in interest rates or 

credit spreads, and the expected recovery period. 

 
On a quarterly basis, the Bank evaluates the securities portfolio for other-than-temporary impairment. Securities 

that are in an unrealized loss position are reviewed to determine if an other-than-temporary impairment is present 

based on certain quantitative factors. The primary factors considered in evaluating whether a decline in value is 

other-than-temporary include: (a) the length of time and extent to which the fair value has been less than cost or 

amortized cost and the expected recovery period of the security, (b) the financial condition, credit rating, and 

future prospects of the issuer, (c) whether the debtor is current on contractually obligated interest and principal 

payments, and (d) whether the Bank intends to sell the security and whether it is more likely than not that the 

Bank will not be required to sell the security. At December 31, 2020, the Bank concluded that unrealized losses 

on available-for-sale securities were only temporarily impaired. 

 
Restricted Stock 

 
The Bank owns restricted stock investments in the Federal Home Loan Bank of New York (FHLB),  

the Federal Reserve Bank of Philadelphia (FRB), and the Atlantic Community Bankers Bank (ACBB).  

These restricted stocks are reflected on the Consolidated Statement of Financial Condition at cost. At  

December 31, 2020, the Bank held $271,100 in stock at FHLB, $23,700 in stock at FRB, and $80,000 in stock 

at ACBB. At December 31, 2019, the Bank held $261,200 in stock at FHLB, $23,700 in stock at FRB, and 

$80,000 in stock at ACBB. 

 

Under the Bank’s membership agreement with the FHLB, required stock purchases are based on a percentage 

of outstanding borrowings and a percentage of unused borrowing capacity and may also include a percentage of 

assets sold to the FHLB. The stock is bought from and sold to the FHLB based upon its $100 par value.  

 

 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  

 

These restricted stocks do not have a readily determinable fair value and, as such, are classified as restricted 

investment in bank stock, are carried at cost and evaluated for impairment, as necessary. The restricted stocks’ 

value is determined by the ultimate recoverability of the par value rather than by recognizing temporary declines. 

The determination of whether the par value will ultimately be recovered is influenced by criteria such as the 

following: (a) the significance of the decline in net assets of the FHLB as compared to the capital stock amount 

and the length of time this situation has persisted, (b) commitments by the FHLB to make payments required by 

law or regulation and the level of such payments in relation to the operating performance, (c) the impact of 

legislative and regulatory changes on the customer base of the FHLB, and (d) the liquidity position of the FHLB. 

Management evaluated the restricted stocks and concluded that the restricted stocks were not impaired for the 

periods presented herein. 

 
Loans 

 

The Bank grants mortgage, commercial, and consumer loans to individuals and businesses. A substantial portion 

of the loan portfolio is represented by mortgage loans throughout the Southern New Jersey region. The ability 

of the Bank’s debtors to honor their contracts is dependent upon the real estate and general economic conditions 

in this area. 

 
Loans receivable that management has the intent and ability to hold for the foreseeable future, or until maturity 

or pay-off, generally are reported at their outstanding principal balances adjusted for any charge-offs, net of 

unearned discount, allowance for credit losses and unearned loan fees. Unearned discounts on discounted loans 

are recognized as income over the contractual term of the loans using a method that approximates the interest 

method. For all other loans, interest is accrued daily on the outstanding principal balances. Loan origination fees 

are deferred and recognized as an adjustment of the yield on the related loans using the interest method. 

 

The accrual of interest on mortgage, commercial, and consumer loans is discontinued at the time the loan is 

generally 90 days delinquent unless the credit is well-secured and in the process of collection. 

 
All interest accrued but not collected for loans that are placed on nonaccrual or charged-off is reversed against 

interest income. The interest on these loans is accounted for on the cash basis or cost-recovery method, depending 

on management’s assessment of the collectability of principal and interest, until qualifying for return to accrual. 

Loans are returned to accrual status when all the principal and interest amounts contractually due are brought 

current and future payments are reasonably assured. 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  

 
Allowance for Loan Losses 

 

The allowance for loan losses is established through a provision for loan losses charged to earnings. Loan losses 

are charged against the allowance for loan losses when management believes that collectability of the principal 

is unlikely. Subsequent recoveries, if any, are credited to the allowance. 

 
The allowance for loan losses is evaluated on a quarterly basis by management and is based upon management’s 

periodic review of the collectability of the loans in light of historical experience, the nature and volume of the 

loan portfolio, adverse situations that may affect the borrower’s ability to repay, estimated value of any 

underlying collateral, and prevailing economic conditions. 

 
In determining the level of the allowance, the Bank segments the loan portfolio into various loan segments as 

follows: 
 

• Consumer  

• Residential real estate 

• Commercial real estate  

• Commercial 

• Construction and development. 
 

The loan portfolio is further segmented by class for the purposes of monitoring delinquency status and risk rating 

(Special Mention, Substandard not Impaired, Substandard Impaired). Classes include the separation of the 

commercial real estate segment into construction and development, non-owner occupied, and owner occupied.  

  

The allowance for loan losses consists of specific and general components and, at times, it may include an 

unallocated component. The specific component relates to impaired loans, which consist of commercial, 

commercial mortgage, commercial construction, and residential mortgage loans for which it is probable that the 

Bank will not be able to collect all amounts due according to the contractual terms of the loan agreement. The 

Bank individually evaluates such loans for impairment and does not aggregate these loans by major risk 

classifications. The amount of impairment for these types of impaired loans is determined by the difference 

between the present value of the expected cash flows related to the loan, using the original interest rate, and its 

recorded value; or, as a practical matter in the case of a collateral dependent loan, the difference between the fair 

value of the collateral and the recorded amount of the loans. The general component covers non-impaired loans 

and is based on historical loss experience adjusted for qualitative factors. 

 

This evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more 

information becomes available. 
 

A loan is considered impaired when, based on current information and events, it is probable that the Bank 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 classified as 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, generally at the fair 

value of the underlying collateral if the loan is collateral dependent. See Note 4 and Note 5 for additional 

information on the loan portfolio and the allowance for loan losses. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  

 

Troubled Debt Restructuring (TDR) 
 

Troubled debt restructurings occur when a creditor, for economic or legal reasons related to a debtor’s financial 

condition, grants a concession to the debtor that it would not otherwise consider, such as: 
 

• Reduction of the stated interest rate 

• Extension of the maturity date or dates at a stated interest rate lower than the current market rate for 

new debt with similar risk 

• Reduction of the face amount or maturity amount of the debt as stated in the instrument or other 

agreement 
 

A concession does not include an insignificant delay or shortfall in contractually required principal or interest 

payments, which may arise depending on specific facts and circumstances from a borrower’s temporary 

operational downturns or seasonal delays. 

 

Segment Reporting 
 

As a community-oriented financial institution, substantially all of the Bank’s operations involve the delivery of 

loan and deposit products to customers. The Bank makes operating decisions and assesses performance based 

on an ongoing review of these community banking operations, which constitute the only operating segment for 

financial reporting purposes. 

 
Bank-Owned Life Insurance 
 

The Bank invests in bank-owned life insurance (BOLI) on a chosen group of employees. The policies were 

purchased to help offset the increase in the costs of various fringe benefit plans, including healthcare. The Bank 

is the owner of the pre-retirement split-benefit policies and in accordance with FASB ASC Topic 325 

“Investments in Insurance Contracts”, the amount recorded is the cash surrender value, which is the amount 

realizable. Income from the increase in cash surrender value of the policies is included in noninterest income on 

the Consolidated Statements of Income. In the event of the death of an insured individual under these policies, 

the Bank would receive a death benefit which would be recorded as non-interest income. 

 

Mortgage Servicing Rights (MSR) 
 

The Bank recognizes as a separate asset the rights to service mortgage loans, whether those rights are acquired 

through purchase or loan origination activities. MSR are amortized in proportion to and over the estimated period 

of net servicing income. The estimated fair value of MSR is determined through a discounted analysis of future 

cash flows, incorporating numerous assumptions including servicing income, servicing costs, market discount 

rates, prepayment speeds, and default rates. Impairment of the MSR is assessed on the fair value of those rights 

with any impairment recognized as a component of loan servicing fee income.  The balance of the fee asset at 

December 31, 2020 and 2019 was $72,925 and $87,022, respectively. 

 

Other Real Estate Owned (“OREO”) 
 

Real estate acquired as a result of foreclosure (including in-substance foreclosures), or by deed in lieu of 

foreclosure is classified as OREO and is initially recorded at the estimated fair market value, less the estimated 

cost to sell, at the date of foreclosure, thereby establishing a new cost basis.  If the fair value declines subsequent 

to foreclosure, an OREO write-down is recorded through expense and the OREO balance is lowered to reflect 

the current fair value. Operating costs after acquisition are expensed. The historical average holding period for 

such properties is generally less than two years. See Note 7 for additional information. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  

 

Premises and Equipment 
 

Land is carried at cost. Buildings, improvements and equipment are stated at cost less accumulated depreciation. 

Depreciation of equipment is computed on the straight-line method over the assets’ estimated useful lives. 

Buildings and improvements are depreciated over the estimated useful life of the improvement. The estimated 

useful lives for calculating depreciation are as follows: 

 

Years 

Buildings and improvements 7–39 

Furniture, fixtures and equipment 3–12 

Computer equipment 3–5 
 

Maintenance and repairs are charged to operations as incurred. The cost and accumulated depreciation of the 

premises and equipment retired or sold are eliminated from the property accounts at the time of retirement or 

sale, and the resulting gain or loss, if applicable, is reflected in current operations.  See Note 6 for additional 

information. 
 

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 Corporation, 

(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 Corporation 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 the specific asset.   
 

Income Taxes 
 

Income taxes are provided for the tax effects of transactions reported in the financial statements and consist of 

taxes currently due and deferred taxes related to temporary differences between book and tax bases of various 

accounts. Deferred tax assets and liabilities represent the future tax return consequences of those differences, 

which will either be taxable or deductible when the assets and liabilities are recovered or settled. 
 

Deferred tax assets and liabilities are reflected at income tax rates applicable to the period. As changes in tax 

laws or rates are enacted, deferred tax assets and liabilities are adjusted through the provision for income taxes. 

The Corporation files a consolidated federal tax return and individual component state tax returns as required by 

the current state tax code.  See Note 12 for additional information. 

 

Advertising Costs 
 

Advertising costs are charged to expense in the year incurred. Advertising expenses totaled $73,929 and $90,718 

for the years ended December 31, 2020 and December 31, 2019, respectively. 

 

Off–Balance–Sheet Financial Instruments 
 

Credit-related financial instruments. In the ordinary course of business, the Bank has entered into commitments 

to extend credit, including commercial letters of credit and standby letters of credit. Such financial instruments 

are recorded when they are funded.  See Note 10 for additional information. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  

 

Fair Value of Financial Instruments 
 

The fair value of a financial instrument is the current amount that would be exchanged between willing parties, 

other than in a forced liquidation. Fair value is best determined based upon quoted market prices. However, in 

many instances, there are no quoted market prices for the Corporation’s various financial instruments. In cases 

where quoted market prices are not available, fair values are based on estimates using present value or other 

valuation techniques. See Note 14 and Note 15 for additional information. 

 

Retirement Plans 

 

401(k) plan. Employees who are at least 21 years of age may elect to make “before tax” 401(k) contributions to 

the plan between 1% and 100% of compensation, up to $19,500.  Eligibility is immediate upon hire.  Employees 

who are at least 50 years of age may make additional “catch-up” contributions up to $6,500. The Bank will 

match 50% up to 6% of compensation deferred by eligible employees. Contributions vest based on the schedule 

of the plan.  See Note 16 for additional information.   

 

Defined benefit post-retirement plan. The Bank has an unfunded defined benefit post-retirement plan that 

provides life and health insurance benefits to retired individuals. Employees who retire at age 65 or older with a 

minimum of 25 years of service are eligible for payment of 100 percent of basic health care benefit premiums. 

The level of benefits paid will continue at the same level as prior to retirement (i.e., employee/spouse coverage).  

Additionally, optional coverage may be obtained at the expense of the former employee. The plan is reviewed 

annually and may be modified or terminated at the discretion of the Board of Directors. The Board of Directors 

voted to change the plan effective January 1, 2009, so that only current retirees and current employees hired 

before June 30, 1984, who retire at age 65 or after would be eligible under the medical plan provision and only 

current retirees would continue to receive the life insurance plan provision. Future retirees would no longer be 

eligible.  See Note 16 for additional information. 

 

Restricted stock awards.  Expense on restricted stock awards is based on the fair value of the shares on the grant 

date and is expensed on a straight-line basis over the service period. 

 

Treasury Stock 

 

Stock held in the Treasury by the Corporation is accounted for using the cost method, which treats stock held in 

treasury as a reduction of total shareholders’ equity.  As shares of treasury stock are reissued, the shares are 

issued using the average cost basis of the shares in the treasury at the time of issuance. 

 

Earnings per Common Share 

 

Earnings per common share is computed by dividing net income available to common shareholders by the 

weighted-average common shares outstanding. 

 

Comprehensive Income 

 

Accounting principles generally require that recognized revenue, expenses, gains, and losses be included in net 

income. Although certain changes in assets and liabilities are reported as a separate component of the equity 

section of the Consolidated Statement of Financial Condition, such items, along with net income, are components 

of comprehensive income.  See Note 18 for additional information. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

Revenue Recognition  
 

Under Topic ASC 606, the Bank applies the following steps when recognizing revenue from contracts with 

customers unless the revenue is related to a financial instrument and is scoped out of Topic 606: (i) identify the 

contract, (ii) identify the performance obligations, (iii) determine the transaction price, (iv) allocate the 

transaction price to the performance obligations and (v) recognize revenue when a performance obligation is 

satisfied.  The Bank’s contracts with customers are generally short term in nature, typically due within one year 

or less or cancellable by the Bank or the Bank’s customer upon a short notice period. Performance obligations 

for the Bank’s customer contracts are generally satisfied at a single point in time, typically when the transaction 

is complete, or over time. The Bank typically receives payment from customers and recognizes revenue 

concurrent with the satisfaction of our performance obligations.  In most cases, this occurs within a single 

financial reporting period.  For payments received in advance of the satisfaction of performance obligations, 

revenue recognition is deferred until such time as the performance obligations have been satisfied.  In cases 

where the Bank has not received payment despite satisfaction of our performance obligations, an estimate of the 

amount due in the period our performance obligations have been satisfied is accrued.  

 

Under ASC Topic 606, management determined that the primary sources of revenue emanating from interest 

and dividend income on loans and investments along with noninterest revenue resulting from investment 

securities gains, loans servicing, gains on loans sold and earnings on BOLI are not within scope of this Topic.  

The main sources of noninterest income within the scope of the standard are service charges on deposit accounts 

and other service charges and fees. The Bank has contracts with its deposit customers where fees are charged if 

certain parameters are not met. 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 Company has an 

unconditional right to the fee consideration. The Bank also has transaction fees related to specific transactions 

or activities resulting from a customer request or activity that include overdraft fees, online banking fees, 

interchange fees, ATM 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 upon the completion of the 

requested service/transaction.   

 

Gains and losses on the sale of OREO are recognized at the completion of the property sale when the buyer 

obtains control of the real estate and all the performance obligations of the Bank have been satisfied. Evidence 

of the buyer obtaining control of the asset include transfer of the property title, physical possession of the asset, 

and the buyer obtaining control of the risks and rewards related to the asset. If the Bank agrees to provide 

financing to facilitate the sale of OREO, additional analysis is performed to ensure that the contract for sale 

identifies the buyer and seller, the asset to be transferred, payment terms, and that the contract has a true 

commercial substance and that collection of amounts due from the buyer are reasonable. In situations where 

financing terms are not reflective of current market terms, the transaction price is discounted impacting the 

gain/loss and the carrying value of the asset. The Bank does not make it a standard practice to provide the 

financing for OREO sales. 

 

The Bank determined that the level of disaggregation of revenue as reported on the Consolidated Statement of 

Income provided a sufficient level of detail in order to properly analyze the significant revenue streams of the 

Bank and therefore no further disaggregation of any revenue streams within the scope of ASC 606 was 

considered to be necessary. 
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NOTE 2 - INVESTMENT SECURITIES  

 

The amortized cost, gross unrealized gains and losses, and fair values of investment securities are as follows as 

of December 31, 2020 and 2019:  

Gross Gross
Amortized Unrealized Unrealized Fair

December 31, 2020 Cost Gains Losses Value
Investment securities available-for-sale

Debt securities
      U.S. government agency securities 1,160,558$   48,995$        -$                 1,209,553$   
      State and municipal securities 3,706,158     84,458          -                  3,790,616     
   Mortgage-backed securities 3,446,261     32,879          (6,926)          3,472,214     

        Total securities available-for-sale 8,312,977$   166,332$      (6,926)$        8,472,383$   

Gross Gross
Amortized Unrealized Unrealized Fair

December 31, 2019 Cost Gains Losses Value
Investment securities available-for-sale

Debt securities
      U.S. government agency securities 2,439,599$   912$            (10,552)$       2,429,959$   
      State and municipal securities 3,916,313     36,932          (2,664)          3,950,581     
   Mortgage-backed securities 5,669,868     1,501           (76,585)        5,594,784     

        Total securities available-for-sale 12,025,780$ 39,345$        (89,801)$       11,975,324$ 

Investment securities held-to-maturity
Debt securities

      State and municipal securities 240,000$      1,722$          -$                 241,722$      

        Total securities held-to-maturity 240,000$      1,722$          -$                 241,722$      

 
 

State and municipal securities and mortgage-backed securities with carrying values of $5,332,576 and 

$8,349,886 at December 31, 2020 and 2019, respectively, were pledged to secure public deposits and for other 

purposes required or permitted by laws. 

 

At December 31, 2020, there were no investments held-to-maturity. 

 

The following is a schedule of maturities of investment securities available-for-sale at December 31, 2020. 

Expected maturities may differ from contractual maturities because borrowers may have the right to call or 

prepay obligations with or without call or prepayment penalties. 

 

Amortized Fair

Cost Value

Due within one year -$                -$                

Due after one year through five years 1,773,498     1,790,251     

Due after five years through ten years 1,700,914     1,740,325     

Due after ten years 4,838,565     4,941,807     

    Total 8,312,977$   8,472,383$   

Available-for-Sale
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NOTE 2 - INVESTMENT SECURITIES (Continued) 

 

The Bank had no gross realized gains or losses recognized on the sale of investment securities during the years 

ended December 31, 2020 and December 31, 2019. No investment securities were transferred between 

classifications during 2020 or 2019. 
 

 

NOTE 3 – UNREALIZED LOSSES ON INVESTMENT SECURITIES 

 

The following table shows securities gross unrealized losses and fair value aggregated by security category and 

length of time that individual securities have been in a continuous unrealized loss position, at  

December 31, 2020 and 2019: 

 

Gross Gross Gross

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses

U.S. government agency

  securities -$              -$            -$               -$             -$                -$             

State and municipal securities -                -              -                 -              -                  -               

Mortgage-backed securities 934,576      (3,414)      122,297       (3,512)      1,056,873     (6,926)       

Total 934,576$    (3,414)$    122,297$     (3,512)$     1,056,873$   (6,926)$     

Gross Gross Gross

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses

U.S. government agency

  securities 1,251,651$ (8,190)$    997,338$     (2,362)$     2,248,989$   (10,552)$    

State and municipal securities 580,722      (2,664)      -                 -              580,722$      (2,664)$     

Mortgage-backed securities -                -              4,517,450    (76,585)     4,517,450     (76,585)     

Total 1,832,373$ (10,854)$   5,514,788$  (78,947)$   7,347,161$   (89,801)$    

December 31, 2020

Less than Twelve Months Twelve Months or Greater Total

December 31, 2019

Less than Twelve Months Twelve Months or Greater Total

 
 

 

The Bank reviews its position quarterly and has asserted at December 31, 2020, the declines outlined in the 

above table represent temporary declines and the Bank does not intend to sell these securities nor is it more likely 

that the Bank will be required to sell these securities before recovery of their cost basis, which may be at maturity. 

There were 6 positions that were temporarily impaired at December 31, 2020. The Bank has concluded that the 

unrealized losses disclosed above are not other than temporary, but are the result of interest rate changes, sector 

credit ratings changes, or company-specific ratings changes that are not expected to result in the non-collection 

of principal and interest during the period. 
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NOTE 4 – LOANS 

 

Loans receivable consist of the following: 

    2020 2019

Commercial 40,025,773$   15,871,770$   

Commercial real estate:

Non-owner occupied 68,635,356     68,567,527     

Owner occupied 59,650,169     60,697,036     

Total commercial real estate 128,285,525   129,264,563   

Construction and development 9,417,407       12,086,215     

Residential real estate 95,859,816     78,765,641     

Consumer 6,543,196       7,617,655       

     Loans receivable, gross 280,131,717   243,605,844   

Less:

  Allowance for loan losses (4,179,898)     (3,391,166)     

  Net deferred loan fees (761,538)        (290,369)        

     Loans receivable, net 275,190,281$ 239,924,309$ 

At December 31,

 
 
During 2020, the Company participated in the Paycheck Protection Program (“PPP”), administered directly by the 

U.S. SBA. The PPP provides loans to small businesses who were affected by economic conditions as a result of 

COVID-19 to provide cash-flow assistance to employers who maintain their payroll (including healthcare and certain 

related expenses), mortgage interest, rent, leases, utilities and interest on existing debt during the COVID-19 

emergency. As of December 31, 2020, the Company had outstanding principal balances of $24.7 million. The PPP 

loans are fully guaranteed by the SBA and may be eligible for forgiveness by the SBA to the extent that the proceeds 

are used to cover eligible payroll costs, interest costs, rent, and utility costs over a period of up to 24 weeks after the 

loan is made as long as certain conditions are met regarding employee retention and compensation levels. PPP loans 

deemed eligible for forgiveness by the SBA will be repaid by the SBA to the Company. PPP loans are included in the 

Commercial loan category. 

 

In accordance with the SBA terms and conditions on these PPP loans, the Company received approximately $1.3 

million in fees associated with the processing of 251 loans. Upon funding of the loans, these fees were deferred and 

will be amortized over the life of the loan as an adjustment to yield in accordance with FASB ASC 310-20-25-2. 

 

 

Year-end nonaccrual loans, segregated by class of loans, were as follows: 

 

2020 2019

Commercial -$                 -$                 

Commercial real estate:

Non-owner occupied 201,823        180,101        

Owner occupied 794,511        515,938        

Construction and development -                  157,511        

Residential real estate 590,344        736,847        

Consumer -                  4,392           

  Total non-accrual loans 1,586,678$   1,594,789$   

At December 31,
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NOTE 4 – LOANS (Continued) 

 

The following table presents impaired loans as of December 31, 2020 and 2019:  

  

December 31, 2020

Unpaid 

Principal 

Balance

Recorded 

Investment 

with No 

Allowance

Recorded 

Investment 

with 

Allowance

Total 

Recorded 

Investment

Related 

Allowance

Average 

Recorded 

Investment

Interest 

Income 

Recognized

Commercial real estate:

       Non-owner occupied 887,562$    660,526$   -$              660,526$   -$             422,872$    24,878$    

       Owner occupied 1,361,221   1,337,244  -               1,337,244  -              1,421,284   29,258      

Construction and development -                -               -               -               -              139,565      -              

Residential real estate 3,138,968   2,685,916  407,552     3,093,468  92,925      2,705,268   126,758    

Consumer 55,751       23,042       32,709       55,751       378          58,610        2,877        

Total 5,443,502$ 4,706,728$ 440,261$   5,146,989$ 93,303$    4,747,599$ 183,771$  

December 31, 2019

Unpaid 

Principal 

Balance

Recorded 

Investment 

with No 

Allowance

Recorded 

Investment 

with 

Allowance

Total 

Recorded 

Investment

Related 

Allowance

Average 

Recorded 

Investment

Interest 

Income 

Recognized

Commercial real estate:

       Non-owner occupied 407,138$    180,101$   -$              180,101$   -$             279,037$    -$             

       Owner occupied 560,472      515,938     -               515,938     -              520,835      -              

Construction and development 237,640      157,511     -               157,511     -              416,983      -              

Residential real estate 3,375,954   2,741,310  595,476     3,336,786  112,261    3,615,337   130,634    

Consumer 105,719      64,972       -               64,972       -              70,720        3,445        

Total 4,686,923$ 3,659,832$ 595,476$   4,255,308$ 112,261$  4,902,912$ 134,079$  

 
 

The following tables present loans by past due status as of December 31, 2020 and 2019:  

 

Current

30-59 Days 

Past Due

60-89 

Days Past 

Due

Greater 

than 90 

Days Past 

Due

90 + Days 

and Accruing

Total Past 

Due Total Loans

December 31, 2020

Commercial 39,868,732$   157,041$    -$            -$               -$                157,041$    40,025,773$   

Commercial real estate:

Non-owner occupied 68,533,093     -                -              102,263      -                  102,263      68,635,356     

Owner occupied 58,855,658     -                -              794,511      -                  794,511      59,650,169     

Construction and development 9,417,407       -                -              -                -                  -                9,417,407       

Residential real estate 95,052,054     224,263      -              583,499      -                  807,762      95,859,816     

Consumer 6,489,373       30,781        -              23,042        23,042         53,823        6,543,196       

Total 278,216,317$ 412,085$    -$            1,503,315$ 23,042$       1,915,400$ 280,131,717$ 

Current

30-59 Days 

Past Due

60-89 

Days Past 

Due

Greater 

than 90 

Days Past 

Due

90 + Days 

and Accruing

Total Past 

Due Total Loans

December 31, 2019

Commercial 15,871,770$   -$               -$            -$               -$                -$               15,871,770$   

Commercial real estate:

Non-owner occupied 68,487,511     -                -              80,016        -                  80,016        68,567,527     

Owner occupied 59,640,848     996,505      -              59,683        -                  1,056,188   60,697,036     

Construction and development 11,928,704     -                -              157,511      -                  157,511      12,086,215     

Residential real estate 77,186,200     853,549      -              725,892      -                  1,579,441   78,765,641     

Consumer 7,587,621       25,642        -              4,392         -                  30,034        7,617,655       

Total 240,702,654$ 1,875,696$ -$            1,027,494$ -$                2,903,190$ 243,605,844$ 
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NOTE 4 – LOANS (Continued) 

 

The following tables represent credit exposures by internally assigned grades as of December 31, 2020 and 

December 31, 2019 for the commercial loan portfolio. The grading analysis evaluates the capability of the 

borrower to repay the contractual obligations of the loan agreements as scheduled. The Bank’s internal credit 

risk grading system is based on experiences with similarly graded loans. 

 

The Bank’s internally assigned grades are as follows: “Pass” loans are protected by the current net worth and 

paying capacity of the obligor or by the value of the underlying collateral. “Special Mention” loans have a 

potential weakness or risk exists, which could cause a more serious problem if not corrected. “Substandard” 

loans have a well-defined weakness based on objective evidence and are characterized by the distinct possibility 

that the Bank will sustain some loss if the deficiencies are not corrected. “Doubtful” loans have all the 

weaknesses inherent in a substandard asset. In addition, these weaknesses make collection or liquidation in full 

highly questionable and improbable, based on existing circumstances. “Loss” loans are considered uncollectible, 

or of such value that continuance as an asset is not warranted. 
 

December 31, 2020 Pass

Special 

Mention Substandard Doubtful Loss Total

Commercial 40,025,773$   -$              -$               -$         -$       40,025,773$   

Commercial real estate:

Non-owner occupied 65,070,721     -                3,564,635    -           -         68,635,356     

Owner occupied 57,631,578     425,211      1,593,380    -           -         59,650,169     

Construction and development 9,417,407       -                -                 -           -         9,417,407       

        Total 172,145,479$ 425,211$    5,158,015$  -$         -$       177,728,705$ 

December 31, 2019 Pass

Special 

Mention Substandard Doubtful Loss Total

Commercial 15,871,770$   -$              -$               -$         -$       15,871,770$   

Commercial real estate:

Non-owner occupied 67,974,163     -                593,364       -           -         68,567,527     

Owner occupied 57,529,713     1,108,412   2,058,911    -           -         60,697,036     

Construction and development 11,928,704     -                157,511       -           -         12,086,215     

        Total 153,304,350$ 1,108,412$ 2,809,786$  -$         -$       157,222,548$ 

Risk Ratings

Risk Ratings
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NOTE 4 – LOANS (Continued) 

 

The following table presents residential real estate and consumer performing and non-performing loans based 

solely on payment activity for the periods ended December 31, 2020 and 2019 that have not been assigned an 

internal risk grade. 

 

December 31, 2020 Performing Non-Performing Total

Residential real estate 95,269,472$      590,344$           95,859,816$      

Consumer 6,520,154         23,042              6,543,196          

   Total 101,789,626$    613,386$           102,403,012$     

December 31, 2019 Performing Non-Performing Total

Residential real estate 78,028,794$      736,847$           78,765,641$      

Consumer 7,613,263         4,392                7,617,655          

   Total 85,642,057$      741,239$           86,383,296$      

 
 

Loan modifications that were considered TDRs completed during the year are as follows: 

Pre- Post-

Modification Modification

Outstanding Outstanding

Number of Recorded Recorded

Troubled Debt Restructurings Contracts Investment Investment

Commercial real estate 1           $ 159,749             $ 159,749           

Residential real estate -        -                    -                  

Consumer 1           4,247                4,247              

2           $ 163,996             $ 163,996           

Pre- Post-

Modification Modification

Outstanding Outstanding

Number of Recorded Recorded

Contracts Investment Investment

Residential real estate 1           $ 82,693               $ 82,693             

1           $ 82,693               $ 82,693             

During the Year Ended December 31, 2019

Troubled Debt Restructurings

During the Year Ended December 31, 2020

 
 

As of December 31, 2020, there are no commitments to lend additional funds to any borrower whose loan terms 

have been modified in a TDR. As of December 31, 2020, the Bank did not have any loan modifications classified 

as TDR which subsequently defaulted.  The allowance for loan losses related to TDRs totaled $93,303 at 

December 31, 2020 and $107,357 at December 31, 2019. 
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NOTE 4 – LOANS (Continued) 

For the year ended December 31, 2020, over 215 of the Company’s customers had requested loan payment 

deferrals or payments of interest only on loans totaling $94.4 million. In accordance with Section 4013 of 

the CARES Act and the interagency guidance issued on April 7, 2020, these short-term deferrals are not 

considered troubled debt restructurings. As of December 31, 2020, none of the Company’s customers 

remained in deferment and all have resumed contractual monthly payments. 

 

NOTE 5 – ALLOWANCE FOR LOAN LOSSES 

 

The following summarizes activity related to the allowance for loan losses, by portfolio segment, for the years 

ended December 31, 2020 and 2019. 

Commercial Construction and Residential

Commercial Real Estate Development Real Estate Consumer Unallocated Total

Balance, December 31, 2019 207,289$    1,702,224$ 479,273$         767,709$ 89,561$    145,110$    3,391,166$ 

Provision for loan losses 99,290       270,778      205,849           149,927   (5,606)      210,761      930,999      

Charge-offs -                (8,275)        (93,764)           (32,202)   (9,770)      -                (144,011)     

Recoveries -                -                -                     150         1,594       -                1,744         

Balance, December 31, 2020 306,579$    1,964,727$ 591,358$         885,584$ 75,779$    355,871$    4,179,898$ 

Commercial Construction and Residential

Commercial Real Estate Development Real Estate Consumer Unallocated Total

Balance, December 31, 2018 227,741$    1,668,522$ 302,168$         732,755$ 97,501$    210,556$    3,239,243$ 

Provision for loan losses (23,378)      33,702        213,085           46,536     (6,165)      (65,446)      198,334      

Charge-offs -                -                (36,012)           (12,557)   (3,352)      -                (51,921)      

Recoveries 2,926         -                32                   975         1,577       -                5,510         

Balance, December 31, 2019 207,289$    1,702,224$ 479,273$         767,709$ 89,561$    145,110$    3,391,166$ 

For the Year ended December 31, 2019

For the Year ended December 31, 2020

 
 

The Bank’s recorded investment in loans as of December 31, 2020 and 2019, related to each balance in the 

allowance for loan losses by portfolio segment and disaggregated based on the Bank’s impairment methodology 

was as follows:  

 

Commercial Construction Residential

Commercial Real Estate and Development Real Estate Consumer Unallocated Total

Allowance for loan losses:

Individually evaluated for impairment -$                -$                  -$                    92,925$       378$          -$                93,303$         

Collectively evaluated for impairment 306,579       1,964,727       591,358            792,659       75,401       355,871       4,086,595       

     Total 306,579$      1,964,727$     591,358$          885,584$      75,779$      355,871$      4,179,898$     

Loans: 

Individually evaluated for impairment -$                1,997,770$     -$                    3,093,468$   55,751$      -$                5,146,989$     

Collectively evaluated for impairment 40,025,773   126,287,755   9,417,407         92,766,348   6,487,445   -                  274,984,728   

     Total 40,025,773$ 128,285,525$ 9,417,407$       95,859,816$ 6,543,196$ -$                280,131,717$ 

Commercial Construction Residential

Commercial Real Estate and Development Real Estate Consumer Unallocated Total

Allowance for loan losses:

Individually evaluated for impairment -$                -$                  -$                    112,261$      -$              -$                112,261$        

Collectively evaluated for impairment 207,289       1,702,224       479,273            655,448       89,561       145,110       3,278,905       

     Total 207,289$      1,702,224$     479,273$          767,709$      89,561$      145,110$      3,391,166$     

Loans: 

Individually evaluated for impairment -$                696,039$        157,511$          3,336,786$   64,972$      -$                4,255,308$     

Collectively evaluated for impairment 15,871,770   128,568,524   11,928,704       75,428,855   7,552,683   -                  239,350,536   

     Total 15,871,770$ 129,264,563$ 12,086,215$      78,765,641$ 7,617,655$ -$                243,605,844$ 

At December 31, 2019

At December 31, 2020
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NOTE 6 – PREMISES AND EQUIPMENT 

 

The following is a summary of the cost and accumulated depreciation of premises and equipment. 

 

   2020 2019

Land 1,261,771$   1,261,771$   

Premises and improvements 6,365,702     6,384,577     

Furniture, fixtures, and equipment 1,984,887     1,920,440     

     Total 9,612,360     9,566,788     

Accumulated depreciation (6,202,222)    (6,022,505)    

Premises and equipment, net 3,410,138$   3,544,283$   

At December 31, 

 
Depreciation expense for the years ended December 31, 2020 and 2019 amounted to $257,748 and $261,346, 

respectively. 

 

 

NOTE 7 – OTHER REAL ESTATE OWNED 

 

Other real estate owned (“OREO”) totaled $173,285 and $858,585 at December 31, 2020 and December 31, 

2019, respectively.  At December 31, 2020 residential real estate loans in process of foreclosure totaled $460,251. 

 

 

NOTE 8 - DEPOSITS  

 

The aggregate amount of time deposits in denominations of $250,000 or more at December 31, 2020 and 2019 

was approximately $7,528,531 and $6,160,979, respectively.   

 

At December 31, 2020, the scheduled maturities of CDs and other time deposits are as follows: 

 

   

2021 33,729,394$    

2022 12,634,180      

2023 2,332,850        

2024 1,141,312        

2025 1,806,042        

Total 51,643,778$    
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NOTE 9 – SHORT-TERM BORROWINGS  

 

The Bank entered into continuing lending agreements regarding advances with the Federal Reserve Bank of 

Philadelphia, the Federal Home Loan Bank of New York, and Atlantic Community Bankers Bank. 

 

Under the Federal Reserve Bank agreement, the Bank can borrow overnight advances at the Federal Reserve 

discount window. Advances are payable on demand and include interest at the rate in effect when the advance 

is made. In addition, the Bank is required to pledge collateral as agreed upon. As of December 31, 2020, and 

2019, the collateral value of the real estate loans pledged was $54,261,735 and $51,823,926, respectively, with 

no outstanding advances. 

 

Under the Federal Home Loan Bank agreement, the Bank can borrow overnight advances for an unlimited length 

of time. There is no mandatory pay down to zero within a certain number of days, but acknowledgment must be 

made daily to maintain a balance. As of December 31, 2020, and 2019, the collateral value of the  

real estate loans pledged was $1,905,120 and $1,950,545, respectively, with no outstanding advances.  

The Bank is eligible to borrow, based on pledged collateral, up to 30 percent of its total assets. As of  

December 31, 2020, the Bank has a maximum borrowing capacity with the Federal Home Loan Bank of 

approximately $99,125,011. 

 

Under the Atlantic Community Bankers Bank agreement, the Bank can borrow overnight advances up to 

$4,000,000 with a mandatory pay down to zero within 14 days, with no collateral required. As of  

December 31, 2020 and December 31, 2019, the Bank had no outstanding advances.  

 

 

NOTE 10 – OFF-BALANCE SHEET ACTIVITIES 

 

Credit-Related Financial Instruments. To meet the financing needs of its customers in the normal course of 

business, the Bank is a party to financial instruments with off-balance-sheet risk. These financial instruments 

include commitments to extend credit, standby letters of credit, and commercial letters of credit. Such 

commitments involve, to varying degrees, elements of credit and interest rate risk in excess of the amount 

recognized in the Consolidated Statements of Financial Condition. 

 

The Bank’s exposure to credit loss is represented by the contractual amount of these commitments. The Bank 

follows the same credit policies in making commitments and conditional obligations as it does for on-balance 

sheet instruments.  Total reserves for off-balance sheet commitments at December 31, 2020 and 2019 were 

$40,000 which are included in accrued expenses and other liabilities in the Consolidated Statements of Financial 

Condition. 

 

The following financial instruments were outstanding whose contract amounts represent credit risk: 

 

   2020 2019

Bounce overdraft account commitments 1,889,776$   2,010,922$   

Unfunded commitments and lines of credit 33,527,969   28,000,134   -                  

Commercial and standby letter of credit 1,127,901     1,258,901     

Total 36,545,646$ 31,269,957$ 

At December 31,

 
Commitments to extend credit are agreements to lend to a customer as long as there are no violations of any 

condition established in the contract. Commitments generally 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 amounts do not necessarily represent future cash requirements. The amount 

of collateral obtained, if it is deemed necessary by the Bank upon extension of credit, is based on management’s 

credit evaluation of the customer. 
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NOTE 10 – OFF-BALANCE SHEET ACTIVITIES (Continued) 

 

Unfunded commitments, available commercial lines of credit, and overdraft protection agreements are 

commitments for possible future extensions of credit to existing customers. These lines of credit may be either 

unsecured or contain collateral. At December 31, 2020 and 2019, the Bank’s unfunded commitment total 

included commitments to provide overdraft protection totaling $1,889,776 and $2,010,922 respectively. These 

commitments are included above to be consistent with regulatory requirements. 

 

Commercial and standby letters of credit are conditional commitments issued by the Bank to guarantee the 

performance of a customer to a third party. Those letters of credit are primarily issued to support public and 

private borrowing arrangements. Most letters of credit have expiration dates within one year. The credit risk 

involved in issuing letters of credit is essentially the same as that involved in extending loan facilities to 

customers. The Bank holds collateral supporting those commitments for which collateral is deemed necessary.  

 

The Bank was not required to perform on any financial guarantees during the years ended  

December 31, 2020 and 2019. The Bank did not incur any losses on its commitments during years ended 

December 31, 2020 or 2019. 

 

 

NOTE 11 – SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK 
 

The majority of the Bank’s business activity is with customers located within the southern region of the State of 

New Jersey and the majority of investments in municipal securities involve governmental entities within the 

Bank’s market area.  

 

 

NOTE 12 - INCOME TAXES 

 

The provision for income taxes consists of: 

 

2020 2019

Federal:

Current 310,298$         679,665$             

Deferred 9,655              (143,962)              

319,953           535,703               

State:

Current 377,825           297,347               

Deferred (169,678)         (33,750)               

208,147           263,597               

Total 528,100$         799,300$             

For the Years Ended December 31,
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NOTE 12 - INCOME TAXES (Continued) 

 

The tax effects of deductible and taxable temporary differences that give rise to significant portions of the 

deferred tax assets and deferred tax liabilities, are as follows:  

 

2020 2019

Deferred tax assets (liabilities):

Allowance for loan losses 1,253,970$ 1,003,622$ 

Deferred loan fees 128,472      124,622      

Nonaccrual loan interest 14,097       11,758       

Post retirement benefits 125,102      164,361      

Accumulated depreciation (31,248)      24,623       

Net unrealized gain on securities available-for-sale (33,475)      10,596       

Other (18,644)      (11,163)      

Net deferred tax assets 1,438,274$ 1,328,419$ 

At December 31,

 
 

No valuation allowance was established at December 31, 2020, in view of certain tax strategies, coupled with 

the anticipated future taxable income as evidenced by the Corporation’s earnings potential.  

 

 

The following is a reconciliation of the Corporation’s effective income tax rate:  

 % of  % of

Pre-tax Pre-tax

Amount Income Amount Income

Provision at statutory rate 419,431$      21.0% 601,854$      21.0%

State income tax expense 163,451        8.2% 244,029        8.5%

Tax exempt interest (17,619)        -0.9% (20,963)        -0.7%

BOLI income (38,340)        -1.9% (29,148)        -1.0%

Other, net 1,177           0.1% 3,528           0.1%

Actual income tax expense and

  effective rate 528,100$      26.5% 799,300$      27.9%

2020 2019

For the Years Ended December 31,

 
 

Management evaluated the Corporation’s tax position and concluded that the Corporation had taken no uncertain 

tax positions that require adjustments to the financial statements to comply with the provisions of this guidance. 

Consequently, no accrual for interest and penalties was deemed necessary for the year ended December 31, 2020. 

The Corporation files tax returns in the U.S. Federal jurisdiction and the State of New Jersey. Generally, the 

Corporation is no longer subject to income tax examinations by the U.S. federal tax authorities for years before 

December 31, 2017, and by New Jersey tax authorities for years before December 31, 2016. 
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NOTE 13 – RELATED PARTIES  

 

The Bank has transactions in the ordinary course of business with directors, principal officers, their immediate 

families, and affiliated companies in which they are principal stockholders (commonly referred to as  

related parties), on the same terms, including interest rates and collateral, as those prevailing at the time for 

comparable transactions with others. The Bank held deposits of $3,301,784 and $1,428,951 for related parties at 

December 31, 2020 and 2019, respectively.  During 2020 and 2019, interest paid by the Bank on these deposits 

amounted to $4,255 and $3,753, respectively.  

 

A summary of the activity on related-party loans, comprised of directors and executive officers and their related 

companies, consist of the following: 

 

   

2020 2019

Balance at beginning of year 348,708$        1,265,330$    

Additions 1,600,000       2,115,000      

Repayments (1,701,265)      (2,391,483)     

Other (1) -                 (640,139)        

Balance at end of year 247,443$        348,708$       

For the Years Ended December 31,

 

(1) Other represents the December 31, 2018 balances of a retired director. 
 

 

 

NOTE 14 – FAIR VALUE OF FINANCIAL INSTRUMENTS    

 

Cash and due from banks, interest-bearing deposits with other institutions, Federal funds sold, investment in 

interest-earning time deposits, bank owned life insurance, restricted stock and accrued interest: The carrying 

amounts of these financial instruments approximate their fair value. 

 
The estimated fair values and related carrying amounts of the Bank’s remaining financial instruments not carried 

at fair value on a recurring basis are as follows: 

 

Carrying Fair

Value Value Level I Level II Level III

Financial assets:

Loans receivable, net 275,190,281$   270,781,002$  -$                  -$                  270,781,002$   

Financial liabilities:

Deposits 300,423,693$   300,823,963$  248,779,915$ -$                  52,044,048$     

Carrying Fair

Value Value Level I Level II Level III

Financial assets:

Investment securities held-to-maturity 240,000$         241,722$         -$                  241,722$        -$                    

Loans receivable, net 239,924,309$   240,660,011$  -$                  -$                  240,660,011$   

Financial liabilities:

Deposits 257,198,204$   257,002,246$  203,346,369$ -$                  53,655,877$     

At December 31, 2019

At December 31, 2020

 
 

 

  

 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 

27 

 

NOTE 15 – FAIR VALUE MEASUREMENT 

 

The following disclosures show the hierarchal disclosure framework associated with the level of pricing 

observations utilized in measuring assets and liabilities at fair value. The three broad levels of pricing 

observations are as follows: 

 

   Level I: Quoted prices are available in active markets for identical assets or liabilities as of the reported 

date. 

 

   Level II: Pricing inputs are other than the quoted prices in active markets, which are either directly or 

indirectly observable as of the reported date. The nature of these assets and liabilities includes 

items for which quoted prices are available but traded less frequently and items that are fair-

valued using other financial instruments, the parameters of which can be directly observed. 

 

   Level III: Valuations derived from valuation techniques in which one or more significant inputs or 

significant value drivers are unobservable. 

 

This hierarchy requires the use of observable market data when available. 

 

The fair value of investment securities available-for-sale is equal to the available quoted market price. If no 

quoted market price is available, fair value is estimated using the quoted market price for similar securities.  

 

The Bank has measured impairment on impaired loans generally based on the fair value of the loan’s collateral. 

Fair value is generally determined based upon independent third-party appraisals of the properties. In some cases, 

management may adjust the appraised value due to the age of the appraisal, changes in market conditions, or 

observable deterioration of the property since the appraisal was completed. Additionally, management makes 

estimates about expected costs to sell the property, which are also included in the net realizable value. If the fair 

value of the collateral-dependent loan is less than the carrying amount of the loan, a specific reserve for the loan 

is made in the allowance for loan losses or a charge-off is taken to reduce the loan to the fair value of the collateral 

(less estimated selling costs) and the loan is included in the table above as a Level III measurement. If the fair 

value of the collateral exceeds the carrying amount of the loan, then the loan is not included in the table below 

as it is not currently being carried at its fair value.  At December 31, 2020 there were no collateral-dependent 

impaired loans that had specific reserves or that had been written down to their fair value during the year.  At 

December 31, 2019, the fair values shown below exclude estimated selling costs of $49,000. 

 

OREO properties are recorded at the estimated fair market value, less the estimated cost to sell, at the date of 

foreclosure.  Fair market value is determined as described above. 
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NOTE 15 – FAIR VALUE MEASUREMENT (Continued) 

 

The following tables present the assets reported on the Consolidated Statement of Financial Condition at their 

fair value as of December 31, 2020 and 2019, by level within the fair value hierarchy. Financial assets and 

liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value 

measurement. 

Level I Level II Level III Total
Assets measured at fair value
  on a recurring basis:

Investment securities
  available-for-sale:

U.S. government agencies -$                 1,209,553$   -$                 1,209,553$   
State and municipal securities -$                 3,790,616$   -$                 3,790,616$   
Mortgage-backed securities -$                 3,472,214$   -$                 3,472,214$   

Assets measured at fair value
  on a nonrecurring basis:

Other real estate owned, net -$                 -$                 173,285$      173,285$      

Level I Level II Level III Total
Assets measured at fair value
  on a recurring basis:

Investment securities
  available-for-sale:

U.S. government agencies -$                 2,429,959$   -$                 2,429,959$   
State and municipal securities -$                 3,950,581$   -$                 3,950,581$   
Mortgage-backed securities -$                 5,594,784$   -$                 5,594,784$   

Assets measured at fair value
  on a nonrecurring basis:

Impaired loans -$                 -$                 383,211$      383,211$      
Other real estate owned, net -$                 -$                 687,182$      687,182$      

At December 31, 2020

At December 31, 2019
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NOTE 15 – FAIR VALUE MEASUREMENT (Continued) 

 

The following tables provide a listing of significant unobservable inputs used in the fair value measurement 

process for items valued utilizing Level III techniques as of December 31, 2020 and 2019: 

Valuation Unobservable Weighted 

Fair Value Technique(s) Inputs Range Average

Other real estate owned, net 173,285$ Appraisal of collateral Appraisal adjustments 17% 17%

Valuation Unobservable Weighted 

Fair Value Technique(s) Inputs Range Average

Impaired loans 383,211$ Appraisal of collateral Appraisal adjustments 17% 17%

Other real estate owned, net 687,182$ Appraisal of collateral Appraisal adjustments 17% 17%

At December 31, 2019

Quantitative Information About Level III Fair Value Measurements

At December 31, 2020

Quantitative Information About Level III Fair Value Measurements
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NOTE 16 - EMPLOYEE BENEFITS  

 

401k Plan 

 

For the years ended December 31, 2020 and 2019, expense attributed to the 401k plan amounted to $104,631 

and $100,560, respectively. 

 

Defined Benefit Plan 

 

The following table sets forth the change in plan assets and benefit obligation.  

 

2020 2019

Change in projected benefit obligation:

Projected benefit obligation at beginning of year 1,080,670$       901,200$         

Service cost 4,452               3,316              

Interest cost 34,308             37,372            

Actuarial (gain) loss 43,208             179,297           

Benefits paid (48,508)            (40,515)           

Projected benefit obligation at end of year 1,114,130        1,080,670        

Change in plan assets:

Contributions 48,508             40,515            

Benefits paid (48,508)            (40,515)           

Funded status at end of year (1,114,130)$     (1,080,670)$     

Amounts recognized in Statement of Financial Condition: 

        Current liabilities (50,585)$          (50,206)$         

        Noncurrent liabilities (1,063,545)       (1,030,464)       

(1,114,130)$     (1,080,670)$     

Amounts recognized in accumulated other 

    comprehensive income consist of:

        Net loss 213,902           184,866           

Accumulated other comprehensive income 213,902$         184,866$         

For the Years Ended December 31,

 
 

The accumulated benefit obligation was $1,114,130 and $1,080,670 at December 31, 2020 and 2019, 

respectively. 
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NOTE 16 - EMPLOYEE BENEFITS (Continued) 

 

Components of Net Periodic Benefit Cost 

 

The following are the components of net periodic benefit cost. 

 

2020 2019

Net periodic benefit cost:

Service cost 4,452$             3,316$            

Interest cost 34,308             37,372            

Amortization of unrecognized loss 14,172             -                     

Net periodic benefit cost 52,932$           40,688$           

For the Years Ended December 31,

 
 

Assumptions 

 

Weighted-average assumptions used to determine benefit obligations. 

 

2020 2019

Weighted average assumptions (end of year):

Discount rate 2.50% 3.25%

Rate of compensation increase N/A N/A

At December 31,

 
 

 

Weighted-average assumptions used to determine net periodic benefit cost. 

 

2020 2019

Weighted average assumptions (beginning of year):

Discount rate 3.25% 4.25%

Salary increase rate N/A N/A

Amortization period - gains and losses (years) 5.42 3.96

Amortization periods - plan amendments (years) 3.76 2.94

First year trend rate 6.50% 6.50%

Ultimate trend rate 5.00% 5.00%

Year rate reaches the ultimate trend rate 2026 2025

For the Years Ended December 31,

 
The long-term rate of return on plan assets gives consideration to returns currently being earned on plan assets, 

as well as future rates expected to be returned. 

 

 
2021 50,585$        

2022 53,297         

2023 55,570         

2024 57,340         

2025 59,890         

2026-2030 320,189        

Total 596,871$      
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NOTE 16 - EMPLOYEE BENEFITS (Continued) 

 

Restricted Stock Plan 
 

The Company maintains a Restricted Stock Plan (the Plan) whereby certain employees are eligible to receive 

awards of restricted stock based upon performance related requirements.  Awards granted under the Plan are in 

the form of the Company’s common stock and may be subject to certain vesting requirements including in the 

case of employees, continuous employment, or service with the Company.  The Plan assists the Company in 

attracting, retaining, and motivating employees to make substantial contributions to the success of the 

Company and to increase the emphasis on the use of equity as a key component of compensation. The 

following table details the vesting, awarding, and forfeiting of unearned restricted shares during 2020: 

 

 

Weighted

Shares Average Cost

Nonvested Shares, Beginning of Year 1,100     18.25$         

Granted 1,250     13.00           

Forfeited -            -                  

Vested -            -                  

Nonvested Shares, End of Year 2,350     15.46$         

 
Compensation cost related to restricted stock is recognized based on the market price of the stock at the grant 

date over the vesting period.  Compensation expense related to restricted stock was $10,754 and $5,855 for the 

years ended December 31, 2020 and 2019, respectively. The per share weighted-average grant-date fair value of 

restricted shares granted during 2020 and 2019 was $18.25 and $13.00, respectively.  At December 31, 2020, 

the total compensation cost related to nonvested awards that has not yet been recognized was $19,716, which is 

expected to be recognized over the next 3 years. 

 

 

NOTE 17 - REGULATORY MATTERS  

 

Loans  

 

Federal law prevents the Corporation from borrowing from the Bank unless the loans are secured by specific 

collateral. Further, such secured loans are limited in amount to 10 percent of the Bank’s common stock and 

capital surplus. Loans or advances are limited to 15 percent of the Corporation’s capital stock and surplus. 

 

Dividends  

 

The Bank is subject to a dividend restriction that generally limits the amount of dividends that can be paid by a 

national bank. Prior approval of the Office of the Comptroller of the Currency (OCC) is required if the total of 

all dividends declared by a national bank in any calendar year exceeds net profits, as defined for the year, 

combined with its retained net profits for the two preceding calendar years less any required transfers to surplus.  

 

At December 31, 2020 the Bank’s retained earnings available for the payment of dividends prior to regulatory 

approval was $2,683,619 plus 2021 net profits retained up to the date of the dividend declaration. 
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NOTE 17 - REGULATORY MATTERS (Continued) 

Capital Requirements 

Banks and bank holding companies are subject to regulatory capital requirements administered by 

federal banking agencies. Capital adequacy guidelines and, additionally for banks, prompt corrective action 

regulations, involve quantitative measures of assets, liabilities, and certain off-balance sheet items 

calculated under regulatory accounting practices. Capital amounts and classifications are also subject to 

qualitative judgments by regulators. Failure to meet capital requirements can initiate regulatory action. 

Management believes as of December 31, 2020 and December 31, 2019, the Corporation and the 

Bank meet all capital adequacy requirements to which it is subject.  

The Bank is subject to various regulatory capital requirements administered by the federal banking 

agencies. Failure to meet minimum capital requirements can initiate certain mandatory, and possibly, 

additional discretionary actions by regulators that, if undertaken, could have a direct material effect on the 

Bank’s financial statements. Under capital adequacy guidelines and the regulatory framework for prompt 

corrective action, the Bank must meet specific capital guidelines that involve quantitative measures of the 

Bank’s assets, liabilities and certain off-balance sheet items as calculated under regulatory accounting 

practices. The Bank’s capital amounts, and classification are also subject to qualitative judgments by the 

regulators about components, risk weightings and other factors. 

In addition to the capital requirements, the Federal Deposit Insurance Corporation Improvement Act (FDICIA) 

established five capital categories ranging from “well capitalized” to “critically undercapitalized”. Should any 

institution fail to meet the requirements to be considered “adequately capitalized”, it would become subject to a 

series of increasingly restrictive regulatory actions. 

As of December 31, 2020, the Corporation and the Bank were categorized as well-capitalized under the 

regulatory framework for prompt corrective action.  Quantitative measures established by regulation to ensure 

capital adequacy require the Corporation and the Bank to maintain minimum amounts and ratios (set forth in the 

table below) of Total risk based capital, Common Equity Tier I (CET I) risk based capital, and Tier I risk based 

capital (as defined in the regulations) to risk weighted assets (as defined), and of Tier I leverage ratio (as defined) 

to average assets (as defined). 
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NOTE 17 - REGULATORY MATTERS (Continued) 

 

Capital Requirements (Continued) 

 

The actual capital amounts, ratios and regulatory guidelines for the Corporation and the Bank are as follows: 

 

December 31, 2020 Amount Ratio Amount Ratio Amount Ratio

Risk based capital ratios:

Tier 1 risk based capital 

Corporation 28,170,832$   12.53% 13,493,723$    6.00% 17,991,631$    8.00%

Bank 28,154,237$   12.52% 13,493,723$    6.00% 17,991,631$    8.00%

CET 1 risk based capital

Corporation 28,170,832$   12.53% 10,120,292$    4.50% 14,618,200$    6.50%

Bank 28,154,237$   12.52% 10,120,292$    4.50% 14,618,200$    6.50%

Total risk based capital

Corporation 30,999,416$   13.78% 17,991,631$    8.00% 22,489,538$    10.00%

Bank 30,982,820$   13.78% 17,991,631$    8.00% 22,489,538$    10.00%

Tier 1 leverage ratio

Corporation 28,170,832$   8.47% 13,307,271$    4.00% 16,634,088$    5.00%

Bank 28,154,237$   8.46% 13,307,271$    4.00% 16,634,088$    5.00%

December 31, 2019 Amount Ratio Amount Ratio Amount Ratio

Risk based capital ratios:

Tier 1 risk based capital 

Corporation 26,860,577$   12.25% 13,158,945$    6.00% 17,545,260$    8.00%

Bank 26,812,675$   12.23% 13,158,945$    6.00% 17,545,260$    8.00%

CET 1 risk based capital

Corporation 26,860,577$   12.25% 9,869,209$     4.50% 14,255,524$    6.50%

Bank 26,812,675$   12.23% 9,869,209$     4.50% 14,255,524$    6.50%

Total risk based capital

Corporation 29,610,539$   13.50% 17,545,260$    8.00% 21,931,575$    10.00%

Bank 29,562,637$   13.48% 17,545,260$    8.00% 21,931,575$    10.00%

Tier 1 leverage ratio

Corporation 26,860,577$   9.42% 11,403,450$    4.00% 14,254,312$    5.00%

Bank 26,812,675$   9.41% 11,403,445$    4.00% 14,254,306$    5.00%

Minimum Capital Prompt Corrective

Actual Requirement Action Provisions

Actual Requirement Action Provisions

Minimum

Capitalized Under

To Be Well

To Be Well

Minimum

Capitalized Under

Minimum Capital Prompt Corrective
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NOTE 18 - ACCUMULATED OTHER COMPREHENSIVE LOSS  
 

The activity in accumulated other comprehensive loss for the years ended December 31, 2020 and 2019 is as 

follows: 

Defined Unrealized

Benefit Gains (Losses)

Pension on Securities

Plan Available-for-Sale Total

Balance at December 31, 2018 (4,400)$                 (373,670)$             (378,070)$             

Other comprehensive income (loss) 

  before reclassifications (141,643)               333,809                 192,166                 

Period change (141,643)               333,809                 192,166                 

Balance at December 31, 2019 (146,043)               (39,861)                 (185,904)               

Other comprehensive income (loss) 

  before reclassifications (34,136)                 165,792                 131,656                 

Reclassification adjustments:

  Pension 11,196                   -                              11,196                   

Period change (22,940)                 165,792                 142,852                 

Balance at December 31, 2020 (168,983)$             125,931$              (43,052)$               

Accumulated Other Comprehensive Loss

 
 

 

The following table presents significant amounts reclassified out of each component of accumulated other 

comprehensive loss: 

  

  

 

Comprehensive Loss Components December 31, 2020 
(3)

December 31, 2019 
(3)

Defined benefit pension plan 
(1)

:

   Amortization of unrecognized loss 14,172$                      -$                        Other expense

   Related income tax expense (2,976)                        -                          Income tax expense

Net effect on accumulated other comprehensive loss

  for the period 11,196                        -                          

Total reclassifications for the period 11,196$                      -$                        

(1) Included in the computation of net periodic pension cost. See Note 16, “Employee Benefits” for additional details.

(2) Amounts in parenthesis indicate credits. 

(3)There were no reclassifications for the year ended December 31, 2019.

Details About Accumulated Other

Affected Line Item 

in the Consolidated 

Statement of 

Income

Amount Reclassified from Accumulated Other

Comprehensive Loss For the Year Ended: 
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NOTE 19 – RISKS AND UNCERTAINTIES 

 

COVID-19 Loan Forbearance Programs 

Section 4013 of the CARES Act provides that banks may elect not to categorize a loan modification as a TDR if the 

loan modification is (1) related to COVID-19; (2) executed on a loan that was not more than 30 days past due as of 

December 31, 2019; and (3) executed between March 1, 2020, and the earlier of (A) 60 days after the date on which 

the national emergency concerning the novel coronavirus disease (COVID–19) outbreak declared by the President on 

March 13, 2020, under the National Emergencies Act terminates, or (B) December 31, 2020.  

 
On April 7, 2020, federal banking regulators issued a revised interagency statement that included guidance on their 

approach for the accounting of loan modifications in light of the economic impact of the COVID-19 pandemic. The 

guidance interprets current accounting standards and indicates that a lender can conclude that a borrower is not 

experiencing financial difficulty if short-term modifications are made in response to COVID-19, such as payment 

deferrals, fee waivers, extensions of repayment terms, or other delays in payment that are insignificant related to the 

loans in which the borrower is less than 30 days past due on its contractual payments at the time a modification 

program is implemented. 
 
According to the Interagency Statement on Loan Modifications and Reporting for Financial Institutions Working with 

Customers Affected by the Coronavirus (Revised) issued by the federal bank regulatory agencies on April 7, 2020, 

short-term loan modifications not otherwise eligible under Section 4013 that are made on a good faith basis in response 

to COVID-19 to borrowers who were current prior to any relief are not TDRs. This includes short-term (e.g., six 

months) modifications such as payment deferrals, fee waivers, extensions of repayment terms, or other delays in 

payment that are insignificant. See Note 4 for additional information on forbearance loan activity. 

 

In addition, the risk-rating on COVID-19 modified loans did not change, and these loans will not be considered past 

due until after the deferral period is over and scheduled payments resume. The credit quality of these loans will be 

reevaluated after the deferral period ends.  

 

 

NOTE 20 – SUBSEQUENT EVENTS 
 

Management has reviewed events occurring through April 7, 2021, the date the financial statements were issued, and 

no subsequent events occurred requiring accrual or disclosure. 
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