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Our Mission 
 
 
 
This Corporation was established as a “Hometown Bank” to provide a profit and 
to furnish the financial needs of its community, its people, and its businesses.  
We are in the financial services business, and no line of financial services under 
the law is beyond our charter as long as we are serving the needs of businesses 
and families of our community. 
 
The primary mission of this Bank is to maximize earnings for its shareholders.  
We want to maximize earnings over the long term; however, we will sacrifice 
short-term earnings for higher future profits when it is feasible. 
 
The Bank’s most important assets are our customers and employees.  Our 
products are designed to meet the needs of customers, our hours are set to meet 
the needs of customers, and our employees are hired to meet the needs of our 
customers.  High quality customer service is the true mission of this Bank. 
 
Without dedicated and responsible employees, it would be impossible for the 
Bank to be a responsible citizen of the community or to render the high quality 
service our customers deserve.  This Bank is and will be a responsible employer.  
All Bank employees will be treated with dignity and respect.  All will be given 
equal opportunity and a fair wage regardless of race, color, religion, sex or the 
presence of a protected disability. 
 
This Bank takes its citizenship duties seriously as a responsible citizen and a 
business leader of our community.  We will not knowingly take actions that are 
adverse to the best interest of our community, its businesses (including those in 
deprived neighborhoods), or its families (low income families). 
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Dear Shareholders, 
 
It is my pleasure to present the 2015 financial results for Muncy Bank Financial, Inc.  For the 
past 122 years, our bank has been a pillar of strength to the communities we serve.  Over all 
those years, our management has navigated through countless economic downturns, 
recessions, and the great depression.  Today, our bank is one of only 761 banks nationally 
with assets less than $500 million that have been in business for more than 120 years.  It is 
our belief that our experience separates The Muncy Bank and Trust Company from so many 
other banks, credit unions and brokerage houses.  Our goals and objectives remain focused 
on Main Street, not Wall Street, as our existence relies on our local economy. It is our 
commitment to our communities that has fueled our growth and expansion of our services and 
market areas. That commitment separates our bank from our peers in Pennsylvania and on a 
national level.  Our accomplishments for 2015 continue to reaffirm our success, as Muncy 
Bank Financial, Inc. and its wholly-owned subsidiary, The Muncy Bank and Trust Company, 
has continued to achieve exceptional financial performance. 
 
Financial Highlights 
Net income was $4,544,944 or $3.02 per share. For comparison, 2014 net income was 
$4,761,192 or $3.09 per share.  Our return on average assets (ROAA) was 1.23% and 
continues to exceed Pennsylvania banking averages of .90%.  While our operating income 
increased during 2015, our operating expenses outpaced that growth.  The largest increases 
were in health care and data processing expense. 
 
Shareholders’ equity increased $2,304,464 or 5.88% to $41,466,390 as of December 31, 
2015.  Our return on average equity (ROAE) was 11.47% and also exceeds Pennsylvania 
banking averages of 8.9% for the same period.  With this increase in equity, Muncy Bank 
Financial, Inc. increased dividends approximately 12% from $.88 per share in 2014 to $1.00 
per share in 2015.  The dividend yield was approximately 3.23% as of December 31, 2015.  
The December dividend was the 321st consecutive quarterly dividend spanning more than 80 
years.   
 
We continued to experience controlled balance sheet growth. Our loan portfolio increased 
$17,987,324 or 6.36% and totals $300,903,517.  Our asset quality remains strong, as our 
overall loan delinquency ratio as of December 2015 was .67% of gross loans.  The 
Pennsylvania bank average delinquency ratio was 1.47% as of December 2015. Our loan loss 
allowance totals $3,958,000 and represents 1.30% of total loans outstanding.   
 
Assets have increased $15,892,942 or 4.41% and total $376,134,069.  Deposits increased 
$1,834,492 or .59% and total $313,349,139.  While our deposit growth has slowed significantly 
in the last few years, we have continued to increase our net interest margin to 3.85% as of 
December 31, 2015 and is one of the highest averages in Pennsylvania among all sized 
banks. 
 
Long Term Stock Growth 
Your Muncy Bank Financial, Inc. common stock ended the year at approximately $31.00 per 
share.  While community bank stocks in general have seen little or no increase in market value 
over the last few years, our longer term shareholders have seen significant increases.  In 
December 2007, a purchase of 1000 shares of Muncy Bank Financial, Inc. common stock was 
valued at approximately $29,000.00. Over the next nine years, with dividends and a 2-for-1 
stock split in 2012, your investment is now valued at approximately $74,670.00 on December 
31, 2015, an increase of 157%.  Our book value continued to increase from approximately 
$25.89 on December 31, 2014 to $27.80 on December 31, 2015. 
 



Company Recognitions  
During 2015, Muncy Bank Financial, Inc. again received two national recognitions as 
published by American Banker Magazine.  In the May 2015 issue, Muncy Bank Financial, Inc. 
(MYBF) was ranked #22 on the “Top Community Bank List” in the United States.  This is the 
seventh consecutive year that the bank has been recognized.  This list includes all banks and 
thrifts with less than $2 billion in assets as of December 31, 2014.  In addition, the “Top 200 
Community Bank List” ranks institutions based on a three-year average return on equity 
(ROAE) for the three years ending December 31, 2012, 2013 and 2014. 
 
In November 2015, for the third year in a row, The Muncy Bank and Trust Company was 
named as one of the “Best Banks to Work For” in the nation.  The list includes all banks in the 
country with assets less than $3 billion.  Muncy Bank was ranked #36 in the United States and 
just one of three banks representing Pennsylvania. 
 
The Financial Management Consulting Group from Russell Springs, Kentucky, is a financial 
advisor who reviews financial information and ranks overall bank performance.  There are 172 
banks headquartered in Pennsylvania and based on their analysis, The Muncy Bank and Trust 
Company was ranked #6 in overall performance among all sized banks for 2015. 
 
Transition  
The year 2016 marks my 38th year in banking and my 30th year with The Muncy Bank and 
Trust Company, having been President and Chief Executive Officer since January 1997.   
During 2015, I spent a considerable amount of time thinking about my successor.  I read a 
quote from Archibald Marwizi, who is an author, trainer and speaker, from his book entitled, 
Making Success Deliberate.  He said, “Timing is a critical issue when it comes to succession.  
Passing the baton too early or too late could both cause irreparable damage. The timing just 
has to be right, but again you are responsible for creating or influencing the right conditions 
over the course of your leadership tenure.” 
 
On December 8, 2015, it was my pleasure to nominate Robert J. Glunk as my successor as I 
have announced my retirement effective December 31, 2016.  Rob will become the 8th 
President and CEO of The Muncy Bank and Trust Company, and President of Muncy Bank 
Financial, Inc.  Rob comes to our bank with 30 years of community banking experience, and 
most recently as President and CEO of another local financial institution.  Rob is a graduate of 
Jersey Shore Area High School, Lycoming College, and the Stonier Graduate School of 
Banking.   Rob has been very active in civic and community organizations and lives in Jersey 
Shore with his wife Lisa.  They have three children, Dr. Emily Glunk, Christopher Glunk, and 
Thomas Glunk.   
 
My role in 2016 will be Chairman of the Board for Muncy Bank Financial, Inc., and The Muncy 
Bank and Trust Company, and will continue to serve as a member of the Board of Directors.  
Rob and I will work very closely through our transition and succession plan and I am confident 
that our core values, which center around our community, shareholders, customers and 
employees, will not change.   
 
Thank you for your continued support of our “Hometown Bank”. 
 
Respectfully, 
 
 
 
Daniel C. Berninger 
Chairman of the Board 
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2015 2014 2013 2012 2011
$4,544,944 $4,761,192 $4,601,118 $4,841,682 $4,317,229
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2014
2015 Restated

Cash and due from banks 4,260,113$      5,927,389$      
Federal funds sold 1,000,000        1,000,000      

Total cash and cash equivalents 5,260,113        6,927,389        

Interest-bearing deposits with banks 2,733,023        2,571,970        

Available-for-sale securities 48,057,785      49,615,758      

Held-to-maturity securities 266                  382                 

Loans, net 300,903,517    282,916,193    

Bank premises and equipment, net 5,795,763        5,936,376        
Accrued interest receivable 1,120,601        1,118,218        
Other real estate 1,940,836        946,073           
Cash surrender value of life insurance 7,998,818        7,794,438        
Other assets  2,323,347        2,414,330        

TOTAL ASSETS 376,134,069$  360,241,127$  

LIABILITIES:
Interest-bearing deposits 267,699,442$  271,458,734$  
Noninterest-bearing deposits 45,649,697      40,055,913    

Total deposits 313,349,139    311,514,647    

Borrowed funds 18,301,337      6,723,122        
Accrued interest payable 312,870           316,777           
Other liabilities 2,704,333        2,524,655        

Total liabilities 334,667,679    321,079,201    

SHAREHOLDERS’ EQUITY:
Common stock, par value $.41 2/3 per share; 3,626,684 shares authorized,
     1,626,684 shares issued 677,785           677,785           
Additional paid-in capital 3,315,962        3,313,528        
Retained earnings 39,926,036      36,885,922      
Accumulated other comprehensive income 311,056           414,762         

Total 44,230,839      41,291,997      

Less treasury stock, 135,172 shares in 2015 and 114,365 shares in 2014, at cost 2,764,449        2,130,071        

Shareholders’ equity, net 41,466,390      39,161,926      

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 376,134,069$  360,241,127$  

ASSETS

LIABILITIES AND SHAREHOLDERS’ EQUITY

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS 

DECEMBER 31, 2015 AND 2014

See Notes to Consolidated Financial Statements
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2015 2014

INTEREST INCOME:
Interest and fees on loans 14,184,267$  13,913,033$  
Interest and dividends on investments:
    Taxable 227,009         286,243         
    Exempt from federal income tax 1,337,624      1,384,676      
Interest on deposits with banks 32,130           27,645           
Interest on federal funds sold 2,207             10,278         

Total interest income 15,783,237    15,621,875  

INTEREST EXPENSE:
Interest on deposits 2,045,086      2,160,610      
Interest on other borrowings 2,921             35,752           
Interest on short-term borrowings 24,352           19,353         

Total interest expense 2,072,359      2,215,715    

NET INTEREST INCOME 13,710,878    13,406,160    

PROVISION FOR LOAN LOSSES 175,000         225,000       

NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 13,535,878    13,181,160  

OTHER OPERATING INCOME:
Service charges on deposit accounts 895,802         864,425         
Investment services income 237,282         309,633         
Trust department income 200,000         181,051         
Other service charges and fees 134,032         106,015         
Other operating income 24,088           23,731           
Investment securities gains, net 21,746           6,849           

Total other operating income 1,512,950      1,491,704    

OTHER OPERATING EXPENSES:
Salaries and employee benefits 5,294,070      5,050,227      
Occupancy expense, net 544,332         529,125         
Furniture and equipment expense 286,882         308,241         
Other operating expenses 1,878,741      1,503,222      
Data processing expense 577,841         486,495         
Pennsylvania shares tax 331,754         301,218         
Loss on sale of bank premises and equipment  31,149         

Total other operating expenses 8,913,620      8,209,677    

INCOME BEFORE PROVISION FOR INCOME TAXES 6,135,208      6,463,187      

PROVISION FOR INCOME TAXES 1,590,264      1,701,995    

NET INCOME 4,544,944$    4,761,192$   

BASIC EARNINGS PER SHARE 3.02$             3.09$            

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME 

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

See Notes to Consolidated Financial Statements
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2015 2014

NET INCOME 4,544,944$ 4,761,192$

OTHER COMPREHENSIVE INCOME (LOSS):
Change in net unrealized gain (loss) on available-for-sale securities 
  arising during the year, net of tax (89,354)       514,854      
Reclassification adjustment for realized losses included in net income, net of tax (14,352)       (4,520)        

Other comprehensive income (loss), net (103,706)     510,334     

TOTAL COMPREHENSIVE INCOME 4,441,238$ 5,271,526$

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

See Notes to Consolidated Financial Statements
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Balance, December 31, 2013 (as restated) 677,785$ 3,226,763$ 33,477,839$ (95,572)$       (414,586)$     36,872,229$ 

Comprehensive income:
Net income 4,761,192     4,761,192     
Change in net unrealized gain 
    (loss) on available-for-sale
    securities, net of tax of
    $262,899 510,334      510,334      

Total comprehensive income 5,271,526     

Sale of treasury stock (16,219 shares) 86,765        527,997        614,762        

Purchase of treasury stock (59,616 shares) (2,243,482)    (2,243,482)   

Cash dividends declared, $0.88 per share  (1,353,109)  (1,353,109) 

Balance, December 31, 2014 (as restated) 677,785   3,313,528   36,885,922   414,762        (2,130,071)    39,161,926   

Comprehensive income:
Net income 4,544,944     4,544,944     
Change in net unrealized gain (loss)
    on available-for-sale
    securities, net of tax benefit of

$53,424 (103,706)     (103,706)    

Total comprehensive income 4,441,238     

Sale of treasury stock (6,902 shares) 2,434          224,467        226,901        

Purchase of treasury stock (27,709 shares) (858,845)       (858,845)      

Cash dividends declared, $1.00 per share  (1,504,830)  (1,504,830) 

Balance, December 31, 2015 677,785$ 3,315,962$ 39,926,036$ 311,056$      (2,764,449)$  41,466,390$ 

STOCK EQUITY, NETINCOME (LOSS)  STOCKCAPITAL EARNINGS

TOTAL
ACCUMULATED

COMPREHENSIVE
OTHER

TREASURY SHAREHOLDERS’RETAINED

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

ADDITIONAL
PAID-INCOMMON

See Notes to Consolidated Financial Statements
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2015 2014

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income 4,544,944$   4,761,192$    
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 300,080        324,141        
Provision for loan losses 175,000        225,000        
Amortization and accretion of investment securities 132,271        104,318        
Investment securities gains, net (21,746)         (6,849)           
Loss on sale of bank premises and equipment 31,149          
Writedown of other real estate 354,691        
Deferred taxes (75,553)         (95,855)         
Increase in cash surrender value of life insurance (204,380)       (209,129)       
Change in:
Accrued interest receivable and other assets 164,153        (330,830)       
Accrued interest payable and other liabilities 229,195        672,676      

Net cash provided by operating activities 5,598,655     5,475,813      

CASH FLOWS FROM INVESTING ACTIVITIES:
Available-for-sale securities:
     Proceeds from sales 573,900        471,700        
     Proceeds from repayment and maturities 13,483,860   9,793,824      
     Purchases of securities (12,767,442)  (12,078,399)  
Held-to-maturity securities,
     Proceeds from repayment and maturities 116               128               
Net increase in loans (19,555,929)  (20,693,633)  
Net (increase) decrease in interest-bearing deposits with banks (161,053)       12,541,916    
Acquisition of bank premises and equipment (159,467)       (485,838)       
Proceeds from sale of bank premises and equipment 126,695        
Proceeds from sale of other real estate 44,151          21,861        

Net cash used by investing activities (18,541,864)  (10,301,746)

CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in noninterest-bearing demand, savings and other deposit accounts 7,228,109     9,185,205      
Net decrease in certificates of deposit (5,393,617)    (3,647,931)    
Increase (decrease) in short-term borrowings 12,180,478   (281,350)       
Repayment of long-term borrowings (602,263)       (1,602,123)    
Dividends paid (1,504,830)    (1,353,109)    
Proceeds from sale of treasury stock 226,901        614,762        
Purchase of treasury stock (858,845)       (2,243,482)  

Net cash provided by financing activities 11,275,933   671,972      

NET DECREASE IN CASH AND CASH EQUIVALENTS (1,667,276)    (4,153,961)    

CASH AND CASH EQUIVALENTS, BEGINNING 6,927,389     11,081,350  

CASH AND CASH EQUIVALENTS, ENDING 5,260,113$   6,927,389$   

SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid 2,076,266$   2,260,567$   
Income taxes paid 1,562,881$   1,893,469$   
Total increase (decrease) in unrealized gain/loss on available-for-sale securities (157,130)$     773,233$      
Loans transferred to other real estate during the year 1,393,605$   778,029$      

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY

See Notes to Consolidated Financial Statements
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MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014 
 
  1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 
 
 Muncy Bank Financial, Inc. (Company) is a Pennsylvania corporation organized as the holding company 

of The Muncy Bank & Trust Company (Bank).  The Bank is a state chartered commercial bank located in 
Muncy, Pennsylvania, whose principal sources of revenues are derived from its commercial, mortgage, 
residential real estate, and consumer loan financing as well as providing deposit, investment and trust 
services to its customers serviced by its five community banking offices. 

 
 Basis of Accounting 
 
 The accompanying consolidated financial statements have been prepared on the accrual basis of 

accounting. 
 
 Principles of Consolidation 
 
 The accompanying consolidated financial statements include the accounts of the Company and its 

wholly-owned subsidiary, the Bank.  All significant intercompany balances and transactions have been 
eliminated. 

 
 Segment Reporting 
 
 Public business enterprises must report financial and descriptive information about their reportable 

operating segments.  The Company has determined that its only reportable segment is community 
banking. 

 
 Investment Securities 
 
 Held-to-maturity securities include debt securities that the Bank has the positive intent and ability to hold 

to maturity.  These securities are reported at amortized cost. 
 
 Available-for-sale securities include debt and restricted equity securities not classified as held-to-maturity 

and expected to be held for an indefinite period of time.  Such securities, except for restricted equity 
securities, are reported at fair value, with unrealized holding gains and losses excluded from earnings and 
reported as a separate component of shareholders’ equity, net of related federal income tax. 

 
 Restricted equity securities consist of Federal Home Loan Bank of Pittsburgh (FHLB) and Atlantic 

Central Bankers’ Bank stock and are restricted as to their marketability.  Because no ready market exists 
for these investments and they have no quoted market value, the Bank’s investment in these stocks are 
carried at cost and evaluated for impairment.  As a member of FHLB, the Bank is required to maintain a 
minimum investment in stock of the FHLB that varies with the level of advances outstanding with the 
FHLB. 

 
 Declines in the fair value of individual held-to-maturity and available-for-sale securities below their cost 

that are other than temporary result in write-downs of the individual securities to their fair value.  The 
related write-downs are included in earnings as realized losses.  Management evaluates securities for 
other-than-temporary impairment at least on a quarterly basis, and more frequently when economic or 
market concerns warrant such evaluation.  In estimating other-than-temporary impairment losses, 
management considers (1) the length of time and the extent to which the fair value has been less than 
cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of the 
Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated 
recovery in fair value. 

 
 The cost of investment debt securities is adjusted for amortization of premiums and accretion of 

discounts, computed by a method that approximates the effective interest method.  Realized gains and 
losses on sales of investment securities represent the differences between net proceeds and carrying 
values determined by the specific identification method. 
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MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014 
 
 Loans 
 
 Loans are stated at unpaid principal balance, net of unamortized deferred loan fees and costs, and an 

allowance for loan losses.  Interest on fixed rate real estate loans and most business loans is accrued on 
the principal balance using a 360-day year.  Interest on other loans is accrued over the term of each loan 
generally using the simple interest method based on a 365-day year.  The Company recognizes 
nonrefundable loan origination fees and certain direct loan origination costs over the life of the related 
loans as an adjustment of loan yield using the interest method. 

 
 A loan is considered past due when a required payment is not received by the scheduled due date and is 

considered delinquent when it is 30 days or more past due.  Loans are placed on nonaccrual status when 
principal or interest is past due 90 days or more and the collection of interest is doubtful except for 
residential mortgage loans secured by 1-4 family dwellings until it is established that funds are not 
available for repayment.  Interest accrued but not collected as of the date of placement on nonaccrual 
status is reversed and charged against current income.  Interest income on nonaccrual loans is recognized 
only to the extent of interest payments received.  Loans are returned to the accrual status when factors 
indicating doubtful collectability cease to exist. 

 
 The Company considers a loan to be impaired, based upon current information and events, if it is 

probable that the Company will be unable to collect the scheduled payments of principal or interest 
according to the contractual terms of the loan agreement.  The Company individually evaluates 
commercial loans for impairment.  Factors considered by management in determining impairment 
include payment status and collateral value.  The measurement of impaired loans is based on the present 
value of expected future cash flows discounted at the historical effective interest rate, except that all 
collateral-dependent loans are measured for impairment based on the fair value of the collateral.  The 
Company does not accrue interest on certain impaired loans.  While a loan is considered impaired, 
subsequent cash payments received either are applied to the outstanding principal balance or recorded as 
interest income, depending upon management’s assessment of the ultimate collectability of principal and 
interest. Large groups of smaller balance homogeneous loans are collectively evaluated for impairment.  
Accordingly, the Company does not separately identify individual consumer and residential loans for 
impairment disclosure, unless such loans are the subject of a restructuring agreement. 

 
 Allowance for Loan Losses 
 
 The allowance for loan losses is established as losses are estimated to have occurred through a provision 

for loan losses charged to earnings.  Loan losses are charged against the allowance when management 
believes the uncollectability of a loan balance is confirmed.  Subsequent recoveries, if any, are credited to 
the allowance.  The allowance for loan losses is evaluated on a regular basis by management and is based 
upon management’s periodic review of their ability to collect 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.  This evaluation is 
inherently subjective as it requires estimates that are susceptible to significant revision as more 
information becomes available. 

 
 The allowance consists of specific, pooled formula and unallocated components.  The specific component 

relates to loans that are classified as doubtful, substandard, or special mention.  For such loans that are 
also classified as impaired, an allowance is established when the discounted cash flows (or collateral 
value or observable market price) of the impaired loan is lower than the carrying value of that loan.  The 
pooled formula component covers non-classified loans and is based on historical loss experience adjusted 
for qualitative factors.  An unallocated component is maintained to cover uncertainties that could affect 
management’s estimate of probable losses.  The unallocated component of the allowance reflects the 
margin of imprecision inherent in the underlying assumptions used in the methodologies for estimating 
specific and pooled formula losses in the portfolio. 

 
 The Company’s charge-off policy considers each loan on an individual basis.  When all attempts have 

been exhausted and the loan appears that collection will not be possible, the loan is charged off.  All 
loans past due 120 days or more are charged off with the exception of loans secured by real estate, and it 
has been determined that sufficient equity exists to satisfy the debt. 
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MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014 
 

Troubled Debt Restructurings 
 

Loans are classified as a troubled debt restructuring if the Company has granted a concession to a 
borrower for economic or legal reasons related to a borrower’s financial difficulties.  Modified terms may 
include interest rate reductions, extension of payment terms, principal forgiveness, or other actions 
intended to minimize the Company’s loss and to avoid foreclosure or repossession of collateral.  In cases 
where loan terms are modified, the Company measures impairment related to the restructuring and a 
separate reserve of the allowance for loan losses may be necessary. 

 
 Other Real Estate 
 
 Other real estate acquired through foreclosure or other means is recorded at the lower of its carrying 

value or fair value of the property at the transfer date, less estimated selling costs.  Costs to maintain 
other real estate are expensed as incurred. 

 
 Bank Premises and Equipment 
 
 Bank premises and equipment are stated at cost, less accumulated depreciation.  Depreciation expense is 

computed using the straight-line method over the estimated useful lives of the assets.  Repair and 
maintenance expenditures which extend the useful life of an asset are capitalized and other repair 
expenditures are expensed as incurred.  When premises or equipment are retired or sold, the remaining 
cost and accumulated depreciation are removed from the accounts and any gain or loss is credited or 
charged to income. 

 
 Leasing 
 
 The Company is the lessor of land and buildings under various month-to-month operating leases. 
 
 Income Taxes 
 
 The Company and Bank file a consolidated federal income tax return.  Deferred income tax assets and 

liabilities are determined using the liability (or balance sheet) method.  Under this method, the net 
deferred tax asset or liability is determined based on the tax effects of the temporary differences between 
the book and tax basis of the various balance sheet assets and liabilities and gives current recognition to 
changes in tax rates and laws. 

 
 Per Share Data 
 
 Net income per share of common stock has been computed on the basis of the weighted-average number 

of shares of common stock outstanding during the period.  The number of common shares used in 
computing basic earnings per share and dividends per share was 1,504,702 in 2015 and 1,540,140 in 
2014. 

 
 Use of Estimates 
 
 The preparation of consolidated financial statements in conformity with accounting principles generally 

accepted in the United States of America (GAAP) requires management to make estimates and 
assumptions that affect reported amounts and disclosures.  Actual results could differ from estimated 
amounts. 

 
 The determination of the adequacy of the allowance for loan losses is based on estimates that are 

particularly susceptible to significant changes in the economic environment and market conditions.  In 
connection with the determination of the estimated losses on loans, management obtains independent 
appraisals for significant collateral. 

 
 The Company’s loans are generally secured by specific items of collateral including real property, 

consumer assets and business assets.  Although the Company has a diversified loan portfolio, a 
substantial portion of its debtors’ ability to honor their contracts is dependent on local economic 



9

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014 
 
 conditions.  While management uses available information to recognize losses on loans, further 

reductions in the carrying amounts of loans may be necessary based on changes in local economic 
conditions.  In addition, regulatory agencies, as an integral part of their examination process, periodically 
review the estimated losses on loans.  Such agencies may require the Company to recognize additional 
losses based on their judgments about information available to them at the time of their examination.  
Because of these factors, it is reasonably possible that the estimated losses on loans may change 
materially in the near term.  However, the amount of the change that is reasonably possible cannot be 
estimated. 

 
 Mortgage Banking Activity 
 
 The Company originates certain loans for the express purpose of selling such loans in the secondary 

market.  The Company maintains all servicing rights for these loans.  At December 31, 2015 and 2014, 
the Company serviced loans for the benefit of others totaling $16,475,571 and $15,371,639, respectively.  
Mortgage servicing rights should be recognized as separate assets upon sale of the loans and amortized 
over the estimated life of the loan serviced.  The Company has not recorded the asset and records the fees 
as revenue when received because the results are not materially different.  The Company recognized 
mortgage servicing fees of approximately $134,000 and $105,000 during the years ended December 31, 
2015 and 2014, respectively. 

 
 Cash Flows 
 
 The Company utilizes the net reporting of cash receipts and cash payments for certain deposit and 

lending activities.  The Company considers cash, amounts due from banks and federal funds sold as cash 
equivalents, all of which mature within 90 days.  Generally, federal funds are purchased and sold for one-
day periods. 

 
 Recent Accounting Standards To Be Adopted 
 
 In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update 

(ASU) No. 2014-09, Revenue from Contracts with Customers (Topic 606).  The core principle of ASU 
2014-09 is that an entity should recognize revenue to depict the transfer of promised goods or services to 
customers in an amount that reflects the consideration of which the entity expects to be entitled in 
exchange for these good or services. In August 2015, FASB issued ASU No. 2015-14, Revenue from 
Contracts with Customers (Topic 606): Deferral of the Effective Date, to defer the effective date of ASU 
2014-09. The ASU is effective for annual reporting periods beginning after December 15, 2017.  The 
Company has not yet determined the effect of the adoption of this standard on the Company’s 
consolidated financial statements. 

 
In April 2015, FASB issued ASU No. 2015-03, Interest - Imputation of Interest (Subtopic 835-30) 
requiring debt issuance costs related to a recognized debt liability be presented in the balance sheet as a 
direct deduction from the carrying amount of that debt liability. The ASU is effective for financial 
statements issued for fiscal years beginning after December 15, 2015, and interim periods within those 
fiscal years.  This update is not expected to have a significant impact on the Company’s consolidated 
financial statements. 

 
In April 2015, FASB issued ASU No. 2015-05, Intangibles - Goodwill and Other - Internal-Use Software 
(Subtopic 350-40).  ASU No. 2015-05 requires fees paid for a cloud computing arrangement that includes 
a software license be recorded consistently with other software licenses.  If a cloud computing 
arrangement does not contain a software license, the customer should account for the arrangement as a 
service contract.  This ASU is effective for annual periods beginning after December 15, 2015.  The 
Company has not yet determined the effect of the adoption of this standard on the consolidated financial 
statements. 

 
In November 2015, FASB issued ASU No. 2015-17, Income Taxes - Balance Sheet Classification of 
Deferred Taxes (Topic 740).  ASU No. 2015-17 requires deferred tax liabilities and assets be classified as 
noncurrent in a classified statement of financial position.  This ASU is effective for annual periods 
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beginning after December 15, 2017.  The Company has not yet determined the effect of the adoption of 
this standard on the consolidated financial statements. 
 
In January 2016, FASB issued No. ASU No. 2016-01, Financial Instruments - Overall (Subtopic 825-10) 
- Recognition and Measurement of Financial Assets and Financial Liabilities.  ASU No. 2016-01 
requires equity investments to be measured at fair value with changes in fair value recognized in net 
income; simplifies the impairment assessment of equity investments without readily determinable fair 
values by requiring a qualitative assessment to identify impairment; eliminates the requirement to 
disclose the fair value of financial instruments measured at amortized cost for entities that are not public 
business entities; requires an entity to present separately in other comprehensive income the portion of 
the total change in the fair value of a liability resulting from a change in the instrument-specific credit 
risk when the entity elects to measure the liability at fair value in accordance with the fair value option 
for financial instruments; requires separate presentation of financial assets and financial liabilities by 
measurement category and form of financial asset on the balance sheet or the accompanying notes to the 
financial statements. This ASU is effective for fiscal years beginning after December 15, 2017. The 
Company has not yet determined the effect of the adoption of this standard on the consolidated financial 
statements. 

Recent Accounting Standards Adopted 
 

In January 2014, FASB issued ASU No. 2014-04, Receivables - Troubled Debt Restructurings by 
Creditors (Subtopic 310-40):  Reclassification of Residential Real Estate Collateralized Consumer 
Mortgage Loans upon Foreclosure.  ASU No. 2014-04 clarifies when an in substance repossession or 
foreclosure occurs, that is, when a creditor should be considered to have received physical possession of 
residential real property collateralizing a consumer mortgage loan such that the loan receivable should be 
derecognized and the real estate property recognized.  The Company’s adoption of ASU No. 2014-04 did 
not have an effect on the consolidated financial statements. 

 
 In June 2014, FASB issued ASU No. 2014-11, Transfers and Servicing (Topic 860): Repurchase-to-

Maturity Transactions, Repurchase Financings, and Disclosures.  These amendments align the 
accounting for repurchase-to-maturity transactions and repurchase agreements executed as a repurchase 
financing with the accounting for other typical repurchase agreements.  These transactions would all be 
accounted for as secured borrowings.  A new disclosure is required for transactions economically similar 
to repurchase agreements in which the transferor retains substantially all of the exposure to the economic 
return on the transferred financial assets throughout the term of the transaction.  Expanded disclosures are 
required about the nature of collateral pledged in repurchase agreements and similar transactions 
accounted for as secured borrowings.  The Company’s adoption of ASU No. 2014-11 did not have an 
effect on the consolidated financial statements. 

 
 In August 2014, FASB issued ASU No. 2014-14, Receivables - Troubled Debt Restructurings by 

Creditors (Subtopic 310-40): Classification of Certain Government-Guaranteed Mortgage Loans upon 
Foreclosure.  Amendments were made to existing guidance related to the classification of certain 
government-guaranteed mortgage loans upon foreclosure.  It requires that a mortgage loan be 
derecognized and a separate other receivable be recognized upon foreclosure if: (1) the loan has a 
government guarantee that is not separable from the loan before foreclosure, (2) at foreclosure, the 
creditor has the intent to convey the real estate property to the guarantor and make a claim on the 
guarantee, and the creditor has the ability to recover under that claim, and (3) at foreclosure, any amount 
of the claim that is based on fair value of the real estate is fixed.  Upon foreclosure, the separate other 
receivable should be measured based on the amount of the loan balance (principal and interest) expected 
to be recovered from the grantor.  The Company’s adoption of ASU No. 2014-14 did not have an effect 
on the consolidated financial statements. 
 
Trust Assets and Income 
 

 Assets held by the Company in a fiduciary or agency capacity for its customers are not included in the 
consolidated financial statements since such items are not assets of the Company.  Trust income is 
reported on the cash basis, which is not materially different from the accrual basis. 
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 Treasury Stock 
 
 The purchase of the Company’s common stock is recorded at cost.  At the date of subsequent reissue, the 

treasury stock account is reduced by the cost of the stock on a specific identification method. 
 
  2. RESTATEMENT: 
 

Treasury stock and additional paid-in capital at the beginning of 2014 have been restated to correct an 
error in price per share as follows: 

 
  Additional Treasury 
  Paid-in Capital Stock 
 
 Balance, as previously reported $3,115,923 $(303,746) 
 Prior-period adjustment, correction of an error       110,840    (110,840) 
 
 Balance, as restated $3,226,763 $(414,586) 
 
  3. RESTRICTIONS ON CASH AND DUE FROM BANK ACCOUNTS: 
 
 Banks are required to maintain reserves, in the form of cash balances with the Federal Reserve Bank, 

against their deposit liabilities.  The amount of such reserves at December 31, 2015 and 2014 was 
approximately $1,494,000 and $2,691,000, respectively. 

 
 Deposits with any one financial institution are insured up to $250,000.  The Company maintains cash and 

cash equivalents with certain financial institutions in excess of federally insured limits. 
 
  4. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS): 
 
 The following presents the changes in accumulated other comprehensive income (loss) by component, 

net of tax for the years ended December 31, 2015 and 2014: 
 

 Unrealized Gains (Losses) on 
Available-For-Sale Securities 

  
Balance, December 31, 2013 
 

$ (95,572) 

Other comprehensive gain before reclassifications, net of tax   514,854 
Amounts reclassified from accumulated other comprehensive income (loss), net of tax   (4,520) 
Net change in other comprehensive income   510,334 
  
Balance, December 31, 2014   414,762 
  
Other comprehensive loss before reclassifications, net of tax  (89,354) 
Amounts reclassified from accumulated other comprehensive income (loss), net of tax   (14,352) 
Net change in other comprehensive income   (103,706) 
  
Balance, December 31, 2015 $ 311,056 
 
The following table presents the significant amounts reclassified out of each component of accumulated 
comprehensive income for the years ended December 31, 2015 and 2014: 
 
 Amount Reclassified from Accumulated  
 Other Comprehensive Income (Loss) (a)  
Details about accumulated other  Affected Line Item in the Statement 
comprehensive income (loss)  2015  2014 where Net Income is Presented 
    
Unrealized gains and losses on available-
for-sale securities: 

$ 21,746 
    (7,394) 

$ 6,849 
  (2,329) 

Investment securities gains, net 
Provision for income taxes 

 $ 14,352 $ 4,520  
   

(a)  Amounts in parenthesis indicate debits to net income.   
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  5. INVESTMENT SECURITIES: 
 
 The amortized cost and estimated fair value of investment securities are as follows (in thousands): 
 

  Gross Gross Estimated 
 Amortized Unrealized Unrealized Fair 
 
December 31, 2015: 

Cost Gains Losses Value 

Available-for-Sale Securities:     
Obligations of U.S. government corporations and     
 agencies $  3,771 $  28 $  14 $  3,785 
Obligations of state and political subdivisions 39,048 403 58 39,393 
Residential mortgage-backed securities     3,917   121      9    4,029 
     
Total debt securities 46,736 552 81   47,207 
     
Restricted equity securities       851             851 
     
Total available-for-sale securities $47,587 $552 $  81 $48,058 
     
December 31, 2014:     
Available-for-Sale Securities:     
Obligations of U.S. government corporations and     
 agencies $  5,032 $  24 $  22 $  5,034 
Obligations of state and political subdivisions 38,489 524 86 38,927 
Residential mortgage-backed securities 4,919 192 5 5,106 
Corporate securities       250       1          251 
     
Total debt securities 48,690 741 113 49,318 
     
Restricted equity securities       298             298 
     
Total available-for-sale securities $48,988 $741 $113 $49,616 

 
 The amortized cost and estimated fair value of debt securities at December 31, 2015 by contractual 

maturity, are shown below (in thousands).  Expected maturities will differ from contractual maturities 
because borrowers may have the right to call or prepay obligations with or without call or repayment 
penalties. 

 
  Estimated 
 Amortized Fair 
 Cost Value 
   
Available-for-Sale Securities:   
Due after 1 year through 5 years $  7,022 $  7,056 
Due after 5 years through 10 years 21,614 21,810 
Due after 10 years   14,183   14,312 
   
Total 42,819 43,178 

 
Residential mortgage-backed securities     3,917     4,029 
   
Total debt securities $46,736 $47,207 

 
 Investment securities with a carrying value of approximately $45,398,000 and $45,333,000 at December 

31, 2015 and 2014, respectively, were pledged to secure public and trust funds, certain other deposits and 
for other purposes as provided by law. 

 
 Gross realized gains on investment securities transactions are summarized below for the years ended 

December 31, 2015 and 2014.  These gains were recognized using the specific identification method. 
 

 2015 2014 
Available-for-sale securities:   
Proceeds $573,900 $471,700 
Gross gains 21,746 6,849 
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 Gross unrealized losses and fair values are shown in the following table, aggregated by investment 

category and length of time individual securities have been in a continuous unrealized loss position, at 
December 31, 2015 and 2014 (in thousands). 

 
 Less than 12 Months  12 Months or Greater  Total 
 Estimated Gross  Estimated Gross  Estimated Gross 
 Fair Unrealized  Fair Unrealized  Fair Unrealized 
 Value Losses  Value Losses  Value Losses 
       
December 31, 2015:       
Obligations of U.S. government       
 corporations and agencies $1,496 $  8 $   743 $  6 $  2,239 $  14 
Obligations of state and       
 political subdivisions 5,353 44 2,325 14 7,678 58 
Residential mortgage -       
 backed securities   1,001     9           1,001       9 
       
Total $7,850 $61 $3,068 $20 $10,918 $  81 
       
December 31, 2014:       
Obligations of U.S. government       
 corporations and agencies   $1,727 $22 $  1,727 $  22 
Obligations of state and       
 political subdivisions $3,159 $30 4,475 56 7,634 86 
Residential mortgage -       
 backed securities          420     5        420       5 
       
Total $3,159 $30 $6,622 $83 $  9,781 $113 

 
 At December 31, 2015 and 2014, the number of unrealized loss positions in investment securities totaled 

39 and 35, respectively.  Certain securities are guaranteed by either the U.S. government or other 
governments.  These unrealized losses relate principally to current interest rates for similar types of 
securities.  In analyzing an issuer’s financial condition, management considers whether the securities are 
issued by the federal government or its agencies, whether downgrades by bond rating agencies have 
occurred, and the results of reviews of the issuer’s financial condition.  As management has the ability to 
hold debt securities until maturity or for the foreseeable future, no declines are deemed to be other-than-
temporary. 

 
  6. LOANS AND ALLOWANCE FOR LOAN LOSSES: 
 

 Major segments of the loan portfolio are summarized as follows (in thousands) as of December 31, 2015 
and 2014: 

 
 2015 2014 
   
Personal $    8,867 $    9,396 
Credit lines 26,336 25,003 
Business 69,743 64,461 
Real Estate   199,916   188,066 
   
Gross loans 304,862 286,926 
Less allowance for loan losses       3,958       4,010 
   
Loans, net $300,904 $282,916 

 
 At December 31, 2015 and 2014, net unamortized loan fees and costs of $397,649 and $383,305, 

respectively, have been offset against the carrying value of loans shown above. 
 
 The Company grants commercial, industrial, residential and personal loans to customers primarily in 

Lycoming and Northumberland counties, Pennsylvania.  Although the Company has a diversified loan 
portfolio, a significant portion of its debtor’s ability to honor their contracts is dependent on, among other 
things, the economic conditions within this region. 
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 Allowance for Loan Losses 
 
 The following tables roll forward the balance of the allowance for loan losses by portfolio segment 

segregated into the amount required for loans individually evaluated for impairment and the amount 
required for loans collectively evaluated for impairment as of December 31, 2015 and 2014.  Activity in 
the allowances is presented for the years ended December 31, 2015 and 2014 (in thousands). 

 
  Credit  Real   
 Personal Lines Business Estate Unallocated Total 
2015:       
Beginning balance $ 49  $ 71 $1,009 $2,443 $438 $4,010 
Charge offs (4) (23) (172) (31)  (230) 
Recoveries   3    3 
Provision    (19)   12       16      195    (29)      175 
Ending balance $  26  $ 63 $  853 $2,607 $409 $3,958 
       
Individually evaluated for impairment  $   $ 12 $    15 $       6  $  $     33 
       
Collectively evaluated for impairment $  26  $ 51 $  838 $2,601 $409 $3,925 
       
2014:       
Beginning balance $113  $ 241 $  780 $2,768 $  92 $3,994 
Charge offs (13) (34) (45) (243)  (335) 
Recoveries   123  3  126 
Provision    (51)   (259)      274      (85)   346      225 
Ending balance $  49  $ 71 $1,009 $2,443 $438 $4,010 
       
Individually evaluated for impairment  $   $  $   108 $       4  $  $   112 
       
Collectively evaluated for impairment $  49  $ 71 $   901 $2,439 $438 $3,898 

 
 An allowance for loan losses (ALL) is maintained to absorb losses from the loan portfolio.  The ALL is 

based on management’s continuing evaluation of the risk characteristics and credit quality of the loan 
portfolio, assessment of current economic conditions, diversification and size of the portfolio, adequacy 
of capital, past and anticipated loss experience, and the amount of non-performing loans.  Management 
reviews the loan portfolio on a quarterly basis using a defined, consistently applied process in order to 
make appropriate and timely adjustments to the ALL. 

 
 Loans that are collectively evaluated for impairment are analyzed with pooled formula allowances being 

made as appropriate.  For pooled formula allowances, historical loss trends are calculated over a three-
year period and are used in estimation of losses in the current portfolio.  These historical loss amounts are 
modified by other qualitative factors which include national and local economic trends and conditions; 
levels of and trends in delinquency rates and nonaccrual loans; trends in volume and terms of loans; 
effect of changes in lending policies, experience, ability and depth of lending staff; value of underlying 
collateral; and concentrations of credit from a loan type, industry and/or geographic standpoint.  All 
qualitative factors remained the same during 2015 and 2014. 

 
 Impaired Loans 
 
 The following table summarizes the primary segments of the loan portfolio segregated into loans 

individually evaluated for impairment and loans collectively evaluated for impairment as of December 
31, 2015 and 2014 (in thousands): 

 
  Credit  Real  
 Personal Lines Business Estate Total 
December 31, 2015:      
      
Total loans $8,867 $26,336 $69,743 $199,916 $304,862 
      
Individually evaluated for impairment  $  $       42 $     529 $    1,736 $    2,307 
      
Collectively evaluated for impairment $8,867 $26,294 $69,214 $198,180 $302,555 
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  Credit  Real  
 Personal Lines Business Estate Total 
December 31, 2014:      
      
Total loans  $9,396 $25,003 $64,461 $188,066 $286,926 
      
Individually evaluated for impairment  $  $     136 $     794 $    2,161 $    3,091 
      
Collectively evaluated for impairment  $9,396 $24,867 $63,667 $185,905 $283,835 

 
 The following table summarizes the recorded investment and unpaid principal balances for impaired 

loans with the associated allowance amount, if applicable, at December 31, 2015 and 2014 (in 
thousands): 

 
    Average  Cash Basis 

 Recorded Unpaid Related Recorded Interest Income Interest 
December 31, 2015: Investment Principal Allowance Investment Recognized Recognized 
       
With no related allowance recorded:       
Personal       
Credit lines       
Business       
Real Estate                   
       
Total  $   $   $   $   $   $  
       
With an allowance recorded:       
Personal       
Credit lines $     42 $     42 $12 $     42 $  2 $  2 
Business 529 529 15 820 19 19 
Real Estate   1,736   1,736     6   1,743   59   59 
       
Total $2,307 $2,307 $33 $2,605 $80 $80 
       
Total:       
Personal       
Credit lines $     42 $     42 $12 $     42 $  2    2 
Business 529 529 15 820 19 19 
Real Estate   1,736   1,736     6   1,743   59   59 
       
Total $2,307 $2,307 $33 $2,605 $80 $80 
       
December 31, 2014:       
       
With no related allowance recorded:       
Personal       
Credit lines $   136 $   136  $   134 $    1 $    1 
Business       
Real Estate                   
       
Total $   136 $   136  $  $   134 $    1 $    1 
       
With an allowance recorded:       
Personal       
Credit lines       
Business $   794 $   794 $108 $   912 $  37 $  37 
Real Estate   2,161   2,161       4   2,175     97     97 
       
Total $2,955 $2,955 $112 $3,087 $134 $134 
       
Total:       
Personal       
Credit lines $   136 $   136  $   134 $    1 $    1 
Business 794 794 $108 912 37 37 
Real Estate   2,161   2,161       4   2,175     97     97 
       
Total $3,091 $3,091 $112 $3,221 $135 $135 
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 Credit Quality 
 
 The Company has developed credit quality indicators which are assigned to individual loans to measure 

and report credit risk exposure as follows: 
 
 Strong - minimum loss exposure; probability of serious rapid financial deterioration extremely small; 

excellent earnings record; and overall upward trends. 
 
 Satisfactory - credits of reasonably acceptable risk based on average credit strength and/or repayment 

sources.  Unfavorable factors may be present, but financial trends are generally positive.  The margin of 
protection is susceptible to more rapid deterioration.  Any negatives are adequately compensated for by 
the loan structure, administrative controls or collateral. 

 
 Watch - slightly below average quality.  Financial condition has both positive and negative aspects with 

some adverse tendencies noted.  Probability of deterioration if adverse factors prevail. 
 
 Special Mention - a special mention asset has potential weaknesses that deserve management’s close 

attention.  If left uncorrected, these potential weaknesses may result in deterioration of the repayment 
prospects for the asset or in the bank’s credit position at some future date. 

 
 Substandard - substandard loans are inadequately protected by the current sound worth and paying 

capacity of the obligor or of the collateral pledged, if any. 
 
 Doubtful - loans classified doubtful have all the weaknesses inherent in those classified substandard with 

the added characteristic that the weaknesses make collection or liquidation in full, on the basis of 
currently known facts, conditions and values, highly questionable and improbable. 

 
 Loss - loans classified loss are considered uncollectible and of such little value that their continuance as 

bankable assets is not warranted. 
 
 To help ensure that risk ratings are accurate and reflect the present and future capacity of borrowers to 

repay a loan as agreed, the Company has a loan rating process with layers of internal and external 
oversight.  Generally, personal, credit lines and real estate loans are included in the strong category 
unless a specific action, such as bankruptcy, repossession, death or significant delay in payment occurs to 
raise awareness of a possible credit event.  The Company’s loan officers are responsible for timely and 
accurate risk rating of the loans in each of their portfolios at origination and on an ongoing basis under 
management supervision.  All business loans are reviewed annually to ensure appropriateness of the 
credit quality.  In addition, the Company engages an external consultant to perform an annual loan 
review.  Generally, the external consultant reviews the 100 largest borrowing credits, a sample of credits 
from 101 to 125, delinquencies (30 days and over) and insider credits. 

 
 Loan portfolio segments are classified by credit quality indicators as of December 31, 2015 and 2014 (in 

thousands): 
 

 Personal Credit Lines Business Real Estate Total 
      
December 31, 2015:      
Strong $8,858 $26,336 $53,175 $198,152 $286,521 
Satisfactory      
Watch   10,171 826 10,997 
Special mention      
Substandard 9  6,397 938 7,344 
Doubtful      
Loss                
      
Total $8,867 $26,336 $69,743 $199,916 $304,862 
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 Personal Credit Lines Business Real Estate Total 
December 31, 2014:      
Strong $9,293 $25,003 $56,040 $185,896 $276,232 
Satisfactory      
Watch 101  1,742 696 2,539 
Special mention    110 110 
Substandard 2  6,679 1,364 8,045 
Doubtful      
Loss                
      
Total $9,396 $25,003 $64,461 $188,066 $286,926 

 
 Age Analysis of Past Due Loans 
 
 Management monitors the performance and credit quality of the loan portfolio by analyzing the length of 

time a recorded payment is past due.  The following table presents the loan portfolio segments 
summarized by aging categories as of December 31, 2015 and 2014 (in thousands): 

 
  30-59 60-89 90   Over 
  Days Days Days + Total Total 90 Days and 
 Current Past Due Past Due Past Due Past Due Loans Accruing 
December 31, 2015:        
Personal $    8,824 $    41 $    2  $     43 $    8,867  
Credit lines 26,180 139 2 $     15 156 26,336  
Business 69,306 160 73 204 437 69,743  
Real Estate   193,386   5,430   141      959   6,530   199,916    
        
Total $297,696 $5,770 $218 $1,178 $7,166 $304,862  $  

 
December 31, 2014:        
Personal $    9,378 $    18   $     18 $    9,396  
Credit lines 24,959 7 $  10 $     27 44 25,003  
Business 62,517 1,272  672 1,944 64,461  
Real Estate   183,767   3,372         927   4,299   188,066    
        
Total $280,621 $4,669 $  10 $1,626 $6,305 $286,926  $  

 
 Nonaccrual Loans 
 
 The following table presents loans by segment on nonaccrual status as of December 31, 2015 and 2014 

(in thousands): 
 2015 2014 
   
Credit Lines $  27 $     27 
Business 204 652 
Real Estate   768      654 
   
Total $999 $1,333 

 
 Troubled Debt Restructuring 
 
 The loan portfolio also includes certain loans that have been modified in a troubled debt restructuring 

(TDR), where economic concessions have been granted to borrowers who have experienced or are 
expected to experience financial difficulties.  These concessions typically result from loss mitigation 
activities and could include reductions in the interest rate, payment extensions, forgiveness of principal, 
forbearance, or other actions.  Certain TDRs are classified as nonperforming at the time of restructure and 
may only be returned to performing status after considering the borrower’s sustained repayment 
performance for a reasonable period, generally six months. 



Muncy Bank Financial, Inc.

18

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014 
 

 

 Loan modifications that are considered TDRs completed during the years ended December 31, 2015 and 
2014 were as follows: 

 
 2015  2014 
   Pre-Modification Post-Modification     Pre-Modification Post-Modification 
  Outstanding Outstanding     Outstanding Outstanding 
 Number of Recorded Recorded   Number of Recorded Recorded 
 Loans Investment Investment   Loans Investment Investment 
       
Personal       
Credit lines       
Business       
Real Estate 4 $200,667 $200,667 1 $127,161 $127,161 
         
       

 The Company has no commitments to loan additional funds to borrowers whose loans have been 
modified.  No business loans modified as TDRs as of December 31, 2014  had payment defaults within 
twelve months following the modification. 

 
  7. BANK PREMISES AND EQUIPMENT: 
 
 Bank premises and equipment are summarized as follows (in thousands): 
 

 December 31, 
 2015 2014 
   
Land $1,750 $1,750 
Bank premises 5,702 5,865 
Equipment, furniture and fixtures   1,444   1,211 
   
Total 8,896 8,826 
   
Less accumulated depreciation   3,100   2,890 
   
Bank premises and equipment, net $5,796 $5,936 

 
 Depreciation of bank premises and equipment charged against earnings amounted to $300,080 and 

$324,141 for the years ended December 31, 2015 and 2014, respectively. 
 
  8. OTHER REAL ESTATE: 
 

At December 31, 2015, the balance of other real estate includes $419,232 of foreclosed residential real 
estate properties recorded as a result of obtaining physical possession of the property. At December 31, 
2015, the recorded investment of consumer mortgage loans secured by residential real estate properties 
for which formal foreclosure procedures are in process totaled $735,929. 

 
  9. DEPOSITS: 
 
 At December 31, 2015, the scheduled maturities of certificates of deposits are as follows (in thousands): 
 

2016 $  83,971 
2017 40,826 
2018 6,848 
2019 3,910 
2020 5,666 
Thereafter           374 

 
Total $141,595 

 
 Certificates of deposit of $250,000 or more totaled approximately $29,613,000 and $25,092,000 at 

December 31, 2015 and 2014, respectively.  Interest expense related to these deposits was approximately 
$298,000 and $280,000 for the years ended December 31, 2015 and 2014, respectively. 
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10. BORROWED FUNDS: 
 
 Borrowed funds include the following as of December 31(in thousands): 
 

 2015 2014 
Securities sold under agreements to repurchase (a) $  4,606 $6,083 
Other borrowed funds (b) 13,695 640 
Federal Home Loan Bank of Pittsburgh (FHLB) advances (c)   
Federal funds purchased (d)       
   
Total borrowed funds $18,301 $6,723 

 
 (a) Securities sold under agreements to repurchase mature within 1 to 30 days.  The interest rates on 

these agreements ranged from .25% to .76% at December 31, 2015 and 2014. 
 (b) Other borrowed funds consist of separate loans with the FHLB.  These loans bear interest at rates 

which range from 0.43% to 6.42% per annum and mature at various dates through year 2026. 
 (c) The Bank has available two types of borrowings with the FHLB.  Advances under the FHLB “Open 

RepoPlus” are short-term borrowings maturing within one year and bear interest at a variable rate 
based on a requested interest payment frequency.  Advances under the FHLB “RepoPlus” and 
“Mid-Term Repo” are borrowings maturing from 1 day to 3 years and bear interest either at a fixed 
rate or an adjustable rate set at the time of funding.  The Company has a borrowing limit under 
these arrangements of approximately $170,599,000 exclusive of any outstanding advances.  All 
advances are collateralized by the Company’s FHLB stock, mortgage-backed securities and first 
mortgage loans under a blanket floating-lien agreement. 

(d) The Bank has an unsecured federal funds credit line which totals $5,000,000 with a correspondent 
bank. 

 
 The following table summarizes the maturities of other borrowed funds at December 31, 2015 (in 

thousands): 
 

2016 $13,658 
2017 3 
2018 3 
2019 3 
2020 3 
Thereafter          25 

 
Total $13,695 

 
 Securities Sold Under Agreements to Repurchase: 
 
 Repurchase agreements are secured borrowings.  The Company pledges investment securities to secure 

those borrowings. Information concerning repurchase agreements is summarized as follows (in 
thousands): 

 
 2015  2014 
   

Average daily balance during the year $4,704 $5,478 
Average interest rate during the year     0.34% 0.34% 
Maximum month-end balance during the year    5,318      5,672 
Weighted average interest rate at year-end     0.34%  0.34% 
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 The table below shows the remaining contractual maturity of agreements by collateral pledged at 

December 31, 2015 (in thousands): 
 
 Overnight and 

Continuous 
Up to 

30 Days 
 

30-90 Days 
Greater than 

90 Days 
 

Total 
Repurchase agreements and 
repurchase-to-maturity 
transactions: 

     

Obligations of U.S. Government       
Corporations and Agencies $4,606  $   $   $  $4,606 

 
 The fair value of securities pledged to secure repurchase agreements may decline.  The Company 

manages this risk by having a policy to pledge securities valued above the gross outstanding balance of 
repurchase agreements.  Securities sold under agreements to repurchase are secured by securities with a 
carrying amount of approximately $4,625,000 and $6,331,000 at December 31, 2015 and 2014. 

 
11. INCOME TAXES: 
 
 The provision for income taxes is comprised of the following (in thousands): 
 

 Years Ended 
 December 31, 
 2015 2014 
   
Currently payable $1,666 $1,798 
Deferred benefit      (76)      (96) 
   
Provision for income taxes $1,590 $1,702 

 
 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 (in thousands): 
 

 December 31, 
 2015 2014 
Deferred tax assets:   
Allowance for loan losses $1,272 $1,289 
Supplemental retirement 758 655 
Accrued interest receivable on nonaccrual loans         61        38 
   
Total   2,091   1,982 
   
Deferred tax liabilities:   
Premises and equipment 216 192 
Unrealized holding gain on available-for-sale securities 160 214 
Other        37        28 
   
Total      413      434 
   
Deferred tax asset, net $1,678 $1,548 

 
 A reconciliation between the expected statutory income tax rate and the effective income tax rate on 

income before income tax follows (in thousands): 
 

 Years Ended December 31, 
 2015 2014 
 Amount % Amount % 
     
Provision at statutory rate $2,086 34.0 $2,197 34.0 
Tax-exempt income (559) (9.1) (550) (8.5) 
Nondeductible interest expense 14 0.2 15 0.2 
Other, net        49   0.8      (40)  (0.6) 
     
Effective income tax and rate $1,590 25.9 $1,702 26.3 
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 The Company’s policy is to recognize interest related to income taxes in interest expense and interest 

income, and recognize penalties in operating expenses.  During 2015 and 2014, the Company was not 
required to recognize interest or penalties related to income taxes. 

 
 The Company, as of December 31, 2015, had taken no tax positions for which it is reasonably possible 

that the total amounts of unrecognized tax benefits will significantly increase or decrease within 12 
months. 

 
 Tax years 2012, 2013 and 2014 remain subject to examination by major tax jurisdictions. 
 
12. EMPLOYEE BENEFIT PLANS: 
 
 The Company maintains two defined contribution plans covering substantially all of its employees.  The 

Company has accrued the cost of its defined contribution plans for the years ended December 31, 2015 
and 2014.  The Company’s 401(k) defined contribution plan holds 148,640 and 148,842 shares of the 
Company’s stock at December 31, 2015 and 2014, respectively. Employee benefit plan expense for the 
years ended December 31, 2015 and 2014, amounted to approximately $320,000 and $353,000, 
respectively. 

 
 The Company has split-dollar life insurance policies on the lives of key executive officers at December 

31, 2015 and 2014, respectively.  The Company owns the cash surrender value while the death benefit 
proceeds in excess of the cash surrender value is endorsed to the key executive or beneficiary.  The 
policies were paid with a single premium and have a combined death benefit of approximately 
$4,951,000 and $4,933,000 at December 31, 2015 and 2014, respectively.  The cash surrender value of 
these policies was $2,424,288 and $2,360,842 at December 31, 2015 and 2014, respectively. 

 
 The Company sponsors two non-qualified, non-funded supplemental retirement plans, one for its 

executives and one for its directors, for which the Company has purchased cost recovery life insurance on 
the lives of the participants.  The participant is the insured person under the policy and the Company is 
the owner and beneficiary.  The amount of the coverage is designed to provide sufficient revenues to 
cover all costs of the plans if assumptions made as to mortality experience, policy earnings and other 
factors are realized.  At December 31, 2015 and 2014, the cash surrender value of these policies was 
$5,574,530 and $5,433,596, respectively. 

 
13. RELATED PARTY TRANSACTIONS: 
 
 In the normal course of business, loans are extended to directors, executive officers and their associates.  

In management’s opinion, all of these loans are on substantially the same terms and conditions as loans to 
other individuals and businesses of comparable creditworthiness.  A summary of loan activity for those 
directors, executive officers, and their associates is as follows (in thousands): 

 
 Beginning  Amounts Ending 
 Balance Additions Collected Balance 
     
2015 $5,246 $1,675 $1,236 $5,685 
2014 $4,872 $2,057 $1,683 $5,246 

 
 The Company held related party deposits of approximately $769,000 and $898,000 at December 31, 2015 

and 2014, respectively. 
 
14. OFF-BALANCE SHEET RISK: 
 
 The Company is a party to financial instruments with off-balance sheet risk in the normal course of 

business to meet the financing needs of its customers.  These financial instruments include commitments 
to extend credit and standby letters of credit.  These instruments involve, to varying degrees, elements of 
credit, interest rate or liquidity risk in excess of the amount recognized in the balance sheets.  The 
contract amounts of these instruments express the extent of involvement the Company has in particular 
classes of financial instruments. 
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 The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial 

instruments for commitments to extend credit, standby letters of credit and financial guarantees written is 
represented by the contractual amount of these instruments.  The Company uses the same credit policies 
in making commitments and conditional obligations as it does for on-balance sheet instruments.  The 
Company may require collateral or other security to support financial instruments with off-balance sheet 
credit risk. 

 
 Financial instruments whose contract amounts represent credit risk (in thousands): 
 

 December 31, 
 2015 2014 
 Fixed Variable Fixed Variable 
 Rate Rate Rate Rate 
     
Commitments to grant loans  $  $  1,589 $   202 $     459 
Unfunded commitments under lines of credit $6,188 $26,797 $9,387 $21,985 
Standby letters of credit $   230 $     238 $   130 $     794 

 
 Commitments to extend credit are legally binding agreements to lend to customers.  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 liquidity requirements.  The Company evaluates each 
customer’s creditworthiness on a case-by-case basis.  The amount of collateral obtained if deemed 
necessary by the Company on extension of credit is based on management’s credit assessment of the 
counterparty.  Collateral held varies but may include accounts receivable, inventory, property and 
equipment and income-producing commercial properties. 

 
 Unfunded commitments under commercial lines of credit, revolving credit lines and overdraft protection 

agreements are commitments for possible future extensions of credit to existing customers.  These lines 
of credit are uncollateralized and usually do not contain a specified maturity date and may not be drawn 
upon to the total extent to which the Company is committed. 

 
 Standby letters of credit are conditional commitments issued by the Company guaranteeing performance 

by a customer to a third party.  Standby letters of credit generally have fixed expiration dates or other 
termination clauses and may require payment of a fee.  The credit risk involved in issuing letters of credit 
is essentially the same as that involved in extending loan facilities to customers.  The Company policy for 
obtaining collateral, and the nature of such collateral, is essentially the same as that involved in making 
commitments to extend credit. 

 
15. COMMITMENTS AND CONTINGENCIES: 
 
 The Company and Bank are subject to claims and lawsuits which arise primarily in the ordinary course of 

business.  It is the opinion of management that the disposition or ultimate resolution of such claims and 
lawsuits will not have a material adverse effect on the consolidated financial statements of the Company. 

 
16. REGULATORY MATTERS: 
 
 Capital - The Company (on a consolidated basis) and the Bank are subject to various regulatory capital 

requirements administered by its primary federal regulator, the Federal Deposit Insurance Corporation 
(FDIC) and the Commonwealth of Pennsylvania Department of Banking and Securities (PA Banking 
Department).  Failure to meet the minimum regulatory capital requirements can initiate certain 
mandatory, and possible additional discretionary actions by regulators, and if undertaken, could have a 
direct material affect on the Company’s financial statements.  Under the regulatory capital adequacy 
guidelines and the regulatory framework for prompt corrective action, the Company must meet specific 
capital guidelines involving quantitative measures of the Company’s assets, liabilities, and certain off-
balance sheet items as calculated under regulatory accounting practices.  The Company’s capital amounts 
and classification under the prompt corrective action guidelines are also subject to qualitative judgments 
by the regulators about components, risk weightings, and other factors. 
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 Quantitative measures established by regulation to ensure capital adequacy require the Company to 

maintain minimum amounts and ratios, prior to January 1, 2015, of total risk-based capital and Tier I 
capital to risk-weighted assets (as defined in the regulations), and Tier I capital to average total assets (as 
defined).  Effective January 1, 2015, the Company is required to maintain minimum amounts and ratios 
of total capital, Tier 1 capital, and Common Equity Tier 1 capital to risk-weighted assets (as defined in 
regulations) and Leverage capital, which is Tier 1 capital to adjusted average total assets (as defined).  
Management believes, as of December 31, 2015 and 2014, that the Company meets all capital adequacy 
requirements to which it is subject. 

 
 As of June 30, 2013, the most recent notification from the PA Banking Department, the Company was 

categorized as well capitalized under the regulatory framework for prompt corrective action.  To remain 
categorized as well capitalized, the Company will have to maintain minimum total risk-based capital and 
Tier 1 capital to risk-weighted assets and Tier 1 capital to average total assets.  There are no conditions or 
events since the most recent notification that management believes have changed the Company’s prompt 
corrective action category. 

 
 The following table reflects the Company’s and Bank’s actual regulatory capital and ratios as well as the 

ratios required for the Company and Bank to be considered adequately capitalized under the regulatory 
framework for prompt corrective action (in thousands). 

 
    For Capital    
    Adequacy  To Be Well 
 Actual  Purposes  Capitalized 
 Amount Ratio  Amount Ratio  Amount Ratio 
December 31, 2015:         
Total Capital         
 (to Risk-Weighted Assets)         
 Company $44,402  17.1%  $20,715  8.0%  $25,893  10.0% 
 Bank 44,016  17.0   20,715  8.0  25,893  10.0 
Tier I Capital (to Risk-Weighted         
 Assets)         
 Company 41,156  15.9  15,536  6.0  20,715  8.0 
 Bank 40,770  15.8  15,536  6.0  20,715  8.0 
Common Equity Tier I Capital (to 
Risk-Weighted Assets) 

        

Company 41,156  15.9  11,652  4.5  16,831  6.5 
Bank 40,770  15.8  11,652  4.5  16,831  6.5 
Leverage Capital (to Average Total         
 Assets)         
 Company 41,156  11.0  14,935  4.0  18,668  5.0 
 Bank 40,770  10.9  14,935  4.0  18,668  5.0 
         
         
December 31, 2014:         
Total Risk-Based Capital         
 (to Risk-Weighted Assets)         
 Company $42,010  16.1%  $20,824  8.0%  $26,029  10.0% 
 Bank 40,992  15.8   20,824  8.0  26,029  10.0 
Tier I Capital (to Risk-Weighted         
 Assets)         
 Company 38,747  14.9  10,412  4.0  15,618  6.0 
 Bank 37,729  14.5  10,412  4.0  15,618  6.0 
Leverage Capital (to Average Total         
 Assets)         
 Company 38,747  10.6  14,661  4.0  18,326  5.0 
 Bank 37,729  10.3  14,661  4.0  18,326  5.0 

 
 Dividends - Banking regulations limit the amount of dividends that may be paid to the Company by the 

Bank without prior approval of the Bank’s regulatory agency.  Retained earnings against which dividends 
may be paid without prior approval of the banking regulators amounted to approximately $37,931,000 at 
December 31, 2015, subject to the minimum capital ratio requirements noted above. 

 
 Loans - Restrictions imposed by law prohibit the Company from borrowing from the Bank unless the 

loans are secured in specific amounts.  There were no loans outstanding at December 31, 2015 and 2014. 
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17. FAIR VALUE MEASUREMENTS: 
 
 The framework for measuring fair value provides a fair value hierarchy that prioritizes the inputs to 

valuation techniques used to measure fair value.  The hierarchy gives the highest priority to unadjusted 
quoted prices in active markets for identical assets or liabilities (Level I measurements) and the lowest 
priority to unobservable inputs (Level III measurements).  The three levels of the fair value hierarchy are 
described as follows: 

 
 Level I: Inputs to the valuation methodology are unadjusted quoted prices for identical assets or 

 liabilities in active markets that the Company has the ability to access. 
 
 Level II: Inputs to the valuation methodology include: 
 

- Quoted prices for similar assets or liabilities in active markets; 
- Quoted prices for identical or similar assets or liabilities in inactive markets; 
- Inputs other than quoted prices that are observable for the asset or liability; 
- Inputs that are derived principally from or corroborated by observable market data by 

correlation or other means. 
 
  If the asset or liability has a specified (contractual) term, the Level II input must be  
  observed for substantially the full term of the asset or liability. 
 
 Level III: Inputs to the valuation methodology are unobservable and significant to the fair value 

 measurement. 
 
 The asset or liability’s fair value measurement level within the fair value hierarchy is based on the lowest 

level of any input that is significant to the fair value measurement.  Valuation techniques used need to 
maximize the use of observable inputs and minimize the use of unobservable inputs.  Transfers of 
financial instruments between levels within the fair value hierarchy are recognized on the date 
management determines that the underlying circumstances or assumptions have changed. 

 
 The Company believes that its valuation techniques are appropriate and consistent with the techniques 

used by other market participants.  However, the use of different methodologies and assumptions could 
result in a different estimate of fair values at the reporting date. 

 
 Financial Assets Measured at Fair Value on a Recurring Basis 
 
 Investment securities measured at fair value on a recurring basis and the valuation method used at 

December 31, 2015 and 2014 are as follows (in thousands): 
 

 Level I Level II Level III Total 
December 31, 2015:     
Available-for-sale securities:     
Obligations of U.S. government corporations     

and agencies  $  3,785  $  3,785 
Obligations of state and political subdivisions  39,393  39,393 
Residential mortgage-backed securities        4,029        4,029 
     
Total  $  $47,207  $  $47,207 
         
December 31, 2014     
Available-for-sale securities:     
Obligations of U.S. government corporations     

and agencies  $  5,034  $  5,034 
Obligations of state and political subdivisions  38,927  38,927 
Residential mortgage-backed securities  5,106  5,106 
Corporate securities           251           251 
     
Total  $  $49,318  $  $49,318 
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 The Company held no investment securities classified as Level I.  The estimated fair values of all debt 

securities classified as Level II are obtained from nationally-recognized third-party pricing agencies.  The 
estimated fair values are derived primarily from cash flow models, which include assumptions for interest 
rates, credit losses, and prepayment speeds.  The significant inputs utilized in the cash flow models are 
based on market data obtained from sources independent of the Company (observable inputs), and are 
therefore classified as Level II within the fair value hierarchy.  The Company held no investment 
securities classified as Level III.  There were no transfers between valuation levels during 2015 and 2014. 

 
 Financial and Nonfinancial Assets Measured at Fair Value on a Nonrecurring Basis 
 
 Impaired loans (financial) and other real estate (nonfinancial) measured at fair value on a nonrecurring 

basis and the valuation methods used at December 31, 2015 and 2014 are as follows (in thousands): 
 

December 31, 2015: Level I Level II Level III Total 
Impaired loans:     
Personal       
Credit lines   $     30 $     30 
Business   514 514 
Real estate     1,730   1,730 
Total impaired loans   2,274 2,274 
Other real estate         1,941   1,941 
     
Total  $   $  $4,215 $4,215 
 
December 31, 2014: 

    

Impaired loans:     
Personal     
Credit lines   $   136 $   136 
Business   686 686 
Real estate     2,157   2,157 
Total impaired loans   2,979 2,979 
Other real estate            946      946 
     
Total  $   $  $3,925 $3,925 

 
 The fair value of loans considered impaired is generally based on the fair value of the loan’s collateral.  A 

collateral evaluation is performed periodically (typically quarterly) which may include a site visit, 
property pictures and discussions with realtors and other similar business professionals to ascertain 
current values.  Other real estate is valued based on the lower of carrying value or fair value provided by 
independent third-party appraisals of the properties, less estimated selling costs.  These assets are 
included as Level III fair values, based upon the lowest level that is significant to the fair value 
measurements.  There were no transfers between valuation levels in 2015 and 2014. 

 
 The following table presents additional quantitative information about assets measured at fair value on a 

nonrecurring basis and for which the Company has utilized Level III inputs to determine the fair value: 
 

 Quantitative Information about Level III Fair Value Measurements 
 Fair Value    
 Estimate    
 (in thousands) Valuation Technique Unobservable Input Range 
     
Assets at December 31, 2015:     
Impaired Loans $2,274 Third-party appraisal of 

collateral 
Appraisal adjustments     0-25% 

Other Real Estate 1,941 Third-party appraisal of 
collateral, less estimated 
selling costs  

Appraisal adjustments     0-25% 

     
Assets at December 31, 2014:     
Impaired Loans $2,979 Third-party appraisal of 

collateral 
Appraisal adjustments     0-25% 

Other Real Estate 946 Third-party appraisal of 
collateral, less estimated 
selling costs  

Appraisal adjustments     0-25% 
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 The following table presents fair value information about financial instruments, whether or not 

recognized in the consolidated balance sheets, for which it is practicable to estimate that value.  The 
actual carrying amounts and estimated fair values of the Company’s financial instruments that are 
included in the consolidated balance sheets are as follows (in thousands): 

 
 Carrying  
 Amount Level I Level II Level III Total 
December 31, 2015:      
FINANCIAL ASSETS:      
Cash and due from banks and interest- 
 bearing deposits with banks 

 
$    6,993 

 
$6,993 

 
 

 
 

 
$    6,993 

Federal funds sold 1,000 1,000   1,000 
Investment securities 48,058  $48,058  48,058 
Loans, net 300,904   $305,117 305,117 
Accrued interest receivable 1,121   1,121 1,121 
Cash surrender value of life insurance 7,999  7,999  7,999 
      
FINANCIAL LIABILITIES:      
Deposits 313,349   304,889 304,889 
Borrowed funds 18,301   18,301 18,301 
Accrued interest payable 312   312 312 
      
OFF-BALANCE SHEET      
FINANCIAL INSTRUMENTS:      
Lending commitments and letters of 
 credit 

 
$              

 
$            

 
$               

 
$               

 
$              

      
December 31, 2014:      
FINANCIAL ASSETS:      
Cash and due from banks and interest- 
 bearing deposits with banks 

 
$    8,499 

 
$8,499 

 
 

 
 

 
$    8,499 

Federal funds sold 1,000 1,000   1,000 
Investment securities 49,616  $49,616  49,616 
Loans, net 282,916   $288,857 288,857 
Accrued interest receivable 1,118   1,118 1,118 
Cash surrender value of  life 7,794  7,794  7,794 
insurance      
      
FINANCIAL LIABILITIES:      
Deposits 311,515   304,039 304,889 
Borrowed funds 6,723   6,723 6,723 
Accrued interest payable 317   317 317 
      
OFF-BALANCE SHEET      
FINANCIAL INSTRUMENTS:      
Lending commitments and letters of 
 credit 

 
$              

 
$           

 
$               

 
$               

 
$            

 
 Certain of the Company’s financial instruments are not measured at fair value in the consolidated 

financial statements.  In cases where quoted market prices are not available, fair values are based on 
estimates using present value or other valuation techniques.  Those techniques are significantly affected 
by the assumptions used, including the discount rate and estimates of future cash flows.  Accordingly, the 
fair value estimates may not be realized in an immediate settlement of the instrument.  Certain financial 
instruments and all nonfinancial instruments are excluded from disclosure requirements.  Therefore, the 
aggregate fair value amounts presented may not represent the underlying fair value on the Company. 

 
 The following methods and assumptions were used by the Company in estimating the fair value for 

financial instruments: 
 
 Cash and Due From Banks, Interest-Bearing Deposits with Banks and Federal Funds Sold 

(Carried at Cost) 
 
 The carrying amounts reported in the balance sheets approximate fair value due to the short-term nature 

of these assets and they do not present unanticipated credit concerns. 
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 Investment Securities 
 
 The fair values of held-to-maturity securities and investment securities available-for-sale are based on 

quoted market prices as of the balance sheet dates, where available.  In cases where a market price is not 
available, external pricing services that approximate fair value are used.  For certain instruments, fair 
value is estimated by obtaining quotes from independent securities dealers.  The carrying value of 
restricted equity securities approximates fair value based on the redemption provisions of the stock. 

 
 Loans (Carried at Cost) 
 
 Fair values are estimated for portfolios of loans with similar financial characteristics.  For variable-rate 

loans that reprice frequently and with no significant change in credit risk, fair values are based on 
carrying amounts.  The fair values for other loans (for example, fixed rate commercial real estate, rental 
property mortgage loans and commercial and industrial loans) are estimated using discounted cash flow 
analysis, based on interest rates currently being offered for loans with similar terms to borrowers of 
similar credit quality.  Loan fair value estimates include judgments regarding future expected loss 
experience and risk characteristics. 

 
 Accrued Interest Receivable and Payable (Carried at Cost) 
 
 The carrying value of accrued interest receivable and payable approximates fair value because they are 

generally received or paid in 90 days or less and do not present unanticipated credit concerns. 
 
 Cash Surrender Value of Life Insurance 
 
 The carrying value of cash surrender value of life insurance approximates fair value based on applicable 

redemption provisions. 
 
 Deposits (Carried at Cost) 
 
 The fair value of deposits with no stated maturity, such as noninterest-bearing demand deposits, savings 

and NOW accounts, and money market and checking accounts, is the amount payable on demand as of 
December 31, 2015 and 2014.  For time deposits, fair value is estimated by discounting the contractual 
cash flows using a discount rate equal to the rate currently offered for similar deposits of similar 
maturities. 

 
 Borrowed Funds (Carried at Cost) 
 
 Rates available to the Company for borrowed funds with similar terms and remaining maturities are used 

to estimate the fair value of borrowed funds. 
 
 Commitments to Extend Credit and Standby Letters of Credit (Disclosed at Cost) 
 
 There is no material difference between the notional amount and the estimated fair value of off-balance 

sheet items which are primarily comprised of unfunded loan commitments which are generally priced at 
market at the time of funding. 

 
18. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY: 
 
 Following are condensed financial statements for Muncy Bank Financial, Inc. (in thousands): 
 

 December 31, 
BALANCE SHEETS 2015 2014 
   
ASSETS:   
Cash $    386 $  1,018 
Investment in subsidiary   41,081   38,144 
   
Total assets $41,467 $39,162 



28

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014 
 

 

 December 31, 
SHAREHOLDERS’ EQUITY: 2015 2014 
Common stock $     678 $     678 
Additional paid-in capital 3,316 3,203 
Retained earnings 39,926 36,886 
Accumulated other comprehensive income 311 414 
Treasury stock    (2,764)    (2,019) 
   
Total shareholders’ equity $41,467 $39,162 
  
STATEMENTS OF INCOME Years Ended December 31, 
 2015 2014 
INCOME:   
Dividends from subsidiary $  1,505 $  1,353 
Equity in undistributed earnings     3,040     3,408 
   
Net income $  4,545 $  4,761 
  
 Years Ended December 31, 
STATEMENTS OF CASH FLOWS 2015 2014 
   
OPERATING ACTIVITIES:   
Net income $  4,545 $  4,761 
Adjustments to reconcile net income to net cash provided by operating activities,   
Undistributed earnings of subsidiary   (3,040)   (3,408) 
   
Net cash provided by operating activities     1,505     1,353 
     
FINANCING ACTIVITIES:   
Cash dividends paid (1,505) (1,353) 
Proceeds from sale of treasury stock 227 615 
Purchase of treasury stock      (859)   (2,243) 
   
Net cash used by financing activities   (2,137)   (2,981) 
   
DECREASE IN CASH (632) (1,628) 
   
CASH, BEGINNING     1,018    2,646 
   
CASH, ENDING  $     386 $ 1,018 

 
19. SUBSEQUENT EVENTS: 
 
 Subsequent events have been evaluated through February 10, 2016, which is the date the financial 

statements were available to be issued. 



 

 

 
 

INDEPENDENT AUDITORS’ REPORT 
 
 
Shareholders and Board of Directors 
Muncy Bank Financial, Inc. and Subsidiary 
Muncy, Pennsylvania: 
 
Report on the Consolidated Financial Statements 
 
We have audited the accompanying consolidated financial statements of Muncy Bank Financial, Inc. (a Pennsylvania 
corporation) and Subsidiary (Company), which comprise the consolidated balance sheets as of December 31, 2015 
and 2014, and 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 Consolidated 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. 
 
Auditors’ 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 from 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 auditors’ 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 auditors consider internal control relevant to the entity’s preparation and 
fair presentation of the consolidated 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 Muncy Bank Financial, Inc. and Subsidiary as of December 31, 2015 and 2014, 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. 

 
Montoursville, Pennsylvania 
February 10, 2016 
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