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Muncy Bank Financial, Inc.

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, 

As I reflect on the past year at The Muncy Bank and Trust Company, I am incredibly proud of 
everything that we have accomplished.  Our successes over the last year include the opening of two 
community offices, strengthening of our commercial services and E-banking products and replacing 
retiring employees with quality and knowledgeable team members. 

As we begin our 125th year in business, I am grateful to have joined such an esteemed institution, rich in 
its history of serving our communities.  It inspires great pride to work for a company that truly 
understands and is fully committed to community banking, and has exhibited integrity and resiliency 
across a broad range of economic environments.  

Financial Information 
Several items were addressed during the past year that made a direct impact to the company’s net 
income for 2017.  The signing of the Tax Cuts and Jobs Act of 2017 reduced the company’s net income 
by $711,000.  This is a one-time non-cash charge to the provision for income taxes that negatively 
impacted earnings per share by $0.48 per share based on the weighted-average number of shares 
outstanding for the twelve months ended December 31, 2017. The new law will have a positive impact 
on the company’s future earnings with the significant reduction in the corporate tax rate beginning in 
2018.  We also continued to increase our loan loss provision by adding $830,000 in 2017 compared to 
$525,000 in 2016 and $175,000 in 2015.  The increases were necessary because of several troubled long 
standing credits and loan growth. 

Financial highlights for Muncy Bank Financial, Inc. for the twelve months ended December 31, 2017 
include: 
 

 Dividends paid increased to $1.22/share compared to $1.14/share in 2016 
 Shareholders’ Equity increased 0.33% to $43,291,000 
 Net Loans increased 12.20% to $341,641,000 
 Total Assets increased 8.67% to $427,433,000 
 Deposits increased 6.44% to $356,302,000 
 Return on Average Assets was .68% 
 Return on Average Equity was 6.48% 

 
Net Income for the twelve months ended December 31, 2017 was $2,800,000 or $1.90 per share, 
compared to $3,932,000 or $2.63 per share for the same period in 2016.   
 
Increased Dividends 
The primary mission of The Muncy Bank and Trust Company is to maximize earning for its 
shareholders.  It is a goal of all of our employees and directors to make Muncy Bank Financial Inc. stock 
an investment that you plan on owning for the long term.  With the unlimited investment choices 
available to you, we are grateful that you have made Muncy Bank Financial, Inc. stock part of your 
investment portfolio.  Total dividend payout for 2017 was $1.22, a 7.02% increase over 2016.  The 
fourth quarter 2017 dividend represented the 329th consecutive dividend payout dating back to 1935.  
Muncy Bank Financial Inc. also increased its dividend payout for the last 27 years.   
  
Company Recognitions 
The company was once again highly recognized during 2017.  For the ninth consecutive year Muncy 
Bank Financial, Inc. was included on the American Banker Magazine’s ranking of the Top 200 
Community Banks.  During 2017, The Muncy Bank & Trust Company was named by American Banker 
Magazine and Best Companies Group as one the Best Banks to Work for, and in December 2017 we 
once again earned a 5-Star rating from BauerFinancial Inc. 
  



 

 

Loan Growth 
Maintaining the bank’s asset quality is an important goal for Muncy Bank, even with the bank’s loan 
growth of 12.20% in 2017, the bank’s loan portfolio remains strong.  Through December 31, 2017, the 
bank’s allowance for losses was $3,854,000 or 1.12% of loans outstanding. 
 
The My Line loan is a home equity line of credit with the ability to lock in 5 fixed rate/fixed term home 
equity loans.  The My Line has been well received by our employees and customers since being 
introduced in 2016 and has continued to become an important part of the bank’s loan product offering. 
 
Deposit Acquisition Plans 
While we experienced exceptional loan growth in 2017, acquiring deposits has been more challenging.  
We have developed a solid deposit accumulation plan, including Remote Deposit Capture (RDC) for our 
business customers and introducing several well received Certificate of Deposit specials offered during 
the fourth quarter of 2017. 
 
Improving our Commercial Service offerings to our business customers continues as a goal of the 
company.  An important project of our Commercial Service Department in 2017 was the rollout of 
RDC during the fourth quarter.  RDC allows business customers to make deposits from the 
convenience of their office.  RDC is a large part of the bank’s deposit acquisition plan and allows us to 
expand the bank’s footprint without building physical offices.  Going forward, we are dedicated to 
offering our business customers the type of products they require to help their business grow and 
prosper. 
 
Wealth Management/Trust Services 
Trust Services was introduced to our customers on March 30, 1962 and it has been an important part of 
The Muncy Bank & Trust Company ever since.  The Wealth Management/Trust Services Division is a 
reflection of what has made the company a success – incredible customer service with a fierce 
devotion to do the right thing for our customers as well as the community.  Expanding the Wealth 
Management/Trust Services continues to be a goal of the company. 
 
Investment Services 
Infinex is the bank’s broker-dealer and allows the bank to offer our customers a well -rounded financial 
services product line.  Educating our employees on the services offered in the Investment Services 
Department is an ongoing plan.  We understand how the services offered by our Investment Services 
Division can benefit our customers and allow Muncy Bank to become a comprehensive financial 
services company. 
 
New Community Offices 
Two new Community Offices opened in 2017 and have become an important part of the Muncy Bank 
family.  Much of the bank’s loan and deposit growth has occurred in the new offices and plans are in 
place to continue to grow in the new markets.  The Avis Community Office opened on January 23, 2017 
and has experienced exceptional growth during its first year.  The Avis office is staffed with experienced 
employees who are very familiar with the Western Lycoming and Clinton County market areas.  The 
second community office opened in 2017 was our Linden Office, which opened on July 10, 2017.  We 
are extremely pleased with how the office has been received in the Linden area after only being open 5 
months. 
 
On behalf of our Directors, Officers and Employees we thank you for your continued support and 
confidence. 
 
Sincerely, 

 
Robert. J. Glunk 
President & CEO 

 



Muncy Bank Financial, Inc.

2017 2016 2015 2014 2013
Net Income 2,799,659$      3,932,445$      $4,544,944 $4,761,192 $4,601,118
Earnings Per Share 1.90$               2.63$               $3.02 $3.09 $2.96
Return on Average Assets 0.68% 1.02% 1.23% 1.30% 1.34%
Dividends Paid Per Share 1.22$               1.14$               $1.00 $0.88 $0.80
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(In thousands, except per share data) 2017 2016

Cash and noninterest-bearing deposits 4,553$              5,973$              
Interest-bearing deposits with banks 2,437                2,236                
Federal funds sold -                       1,000                
Total cash and cash equivalents 6,990                9,209                

Available-for-sale securities 56,511              58,514              

Loans 345,495            307,903            
Allowance for loan losses (3,854)               (3,419)               
Loans, net 341,641            304,484            

Premises and equipment, net 8,335                6,497                
Accrued interest receivable 1,289                1,181                
Other real estate 384                   704                   
Bank-owned life insurance 10,515              10,260              
Other assets  1,768                2,495                

TOTAL ASSETS 427,433$          393,344$          

LIABILITIES:
Interest-bearing deposits 299,336$          284,918$          
Noninterest-bearing deposits 56,966              49,839              
Total deposits 356,302            334,757            

Borrowed funds 24,313              12,567              
Accrued interest payable 312                   283                   
Other liabilities 3,215                2,588                

Total liabilities 384,142            350,195            

SHAREHOLDERS’ EQUITY:
Common stock, par value $0.41 2/3; 3,626,684 shares authorized,
     1,626,684 shares issued 678                   678                   
Additional paid-in capital 3,345                3,345                
Retained earnings 43,160              42,151              
Accumulated other comprehensive loss (71)                    (595)                  
Treasury stock at cost, 163,175 shares in 2017 and 124,413 shares in 2016 (3,821)               (2,430)               
Shareholders’ equity, net 43,291              43,149              

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 427,433$          393,344$          

See Notes to Consolidated Financial Statements

ASSETS

LIABILITIES AND SHAREHOLDERS’ EQUITY

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2017 AND 2016
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(In thousands, except per share data) 2017 2016

INTEREST INCOME:
Interest and fees on loans 15,155$         14,287$         
Interest and dividends on investments:
    Taxable 187                173                
    Exempt from federal income tax 1,164             1,034             
Interest on deposits with banks 49                  50                  
Interest on federal funds sold 8                    5                    
Total interest income 16,563         15,549           

INTEREST EXPENSE:
Interest on deposits 1,993             1,943             
Interest on short-term borrowings 320                31                  
Interest on other borrowings 2                    2                    
Total interest expense 2,315           1,976             

NET INTEREST INCOME 14,248           13,573           

PROVISION FOR LOAN LOSSES 830              525                

NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 13,418         13,048           

NON-INTEREST INCOME:
Service charges on deposit accounts 1,095             1,053             
Income from bank-owned life insurance 347                336                
Investment services income 267                192                
Trust department income 238                235                
Other service charges and fees 234                182                
Other operating income 25                  23                  
Investment securities gains, net 11                  42                  
Total non-interest income 2,217           2,063             

NON-INTEREST EXPENSE:
Salaries and employee benefits 6,364             5,808             
Other 2,515             2,027             
Data processing 834                730                
Occupancy 693                501                
Pennsylvania shares tax 461                360                
Furniture and equipment 280                275                
Loss on sale of other real estate 67                301                
Total non-interest expense 11,214         10,002           

INCOME BEFORE PROVISION FOR INCOME TAXES 4,421             5,109             

PROVISION FOR INCOME TAXES 1,621           1,177             

NET INCOME 2,800$          3,932$           

BASIC EARNINGS PER SHARE 1.90$            2.63$             

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

FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

See Notes to Consolidated Financial Statements
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(In thousands) 2017 2016

Net income 2,800$        3,932$          

Other comprehensive loss:
Change in unrealized gain (loss) on available-for-sale securities 822              (1,330)          

Tax effect (280)             452               
Net realized gain included in net income (11)               (42)               

Tax effect 4                  14                 
Total other comprehensive income (loss) 535              (906)             
Comprehensive income 3,335$         3,026$          

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

FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

See Notes to Consolidated Financial Statements

(In thousands)

Balance, December 31, 2015 678$         3,316$         39,926$         311$          (2,764)$          41,467$             

Net income 3,932             3,932                 

Other comprehensive loss (906)           (906)                   

Sale of treasury stock (11,340 shares) 29                352                 381                    

Purchase of treasury stock (581 shares) (18)                 (18)                     

Cash dividends declared, $1.14 per share   (1,707)              (1,707)                

Balance, December 31, 2016 678           3,345           42,151           (595)           (2,430)            43,149               

Net income 2,800             2,800                 

Other comprehensive income 535            535                    

Reclassification of certain tax effects 11 (11)             

Purchase of treasury stock (38,762 shares) (1,391)            (1,391)                

Cash dividends declared, $1.22 per share   (1,802)              (1,802)                

Balance, December 31, 2017 678$         3,345$         43,160$         (71)$           (3,821)$          43,291$             

See Notes to Consolidated Financial Statements

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, 2017 AND 2016

ADDITIONAL
PAID-INCOMMON
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(In thousands) 2017 2016

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income 2,800$         3,932$         
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 316             269             
Provision for loan losses 830             525             
Amortization and accretion of investment securities 142             158             
Investment securities gains, net (11)              (42)              
Loss on sale of other real estate 67               301             
Writedown of other real estate 66               33               
Deferred taxes 3                 6                 
Revaluation of net deferred tax assets 711             
Increase in cash surrender value of life insurance (255)            (2,261)          
Change in:
Accrued interest receivable and other assets (64)              (238)            
Accrued interest payable and other liabilities 349            321             
Net cash provided by operating activities 4,954         3,004           

CASH FLOWS FROM INVESTING ACTIVITIES:
Available-for-sale securities:
     Proceeds from sales 2,712           1,104           
     Proceeds from calls and maturities 8,040           13,068         
     Purchases (8,069)          (26,117)        
Net increase in loans (38,233)        (4,212)          
Acquisition of premises and equipment (2,154)          (970)            
Proceeds from sale of other real estate 433             1,047           
Other real estate costs capitalized -                 (37)              
Net cash used by investing activities (37,271)      (16,117)        

CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in interest-bearing deposits 14,418         17,219         
Net increase in noninterest-bearing deposits 7,127           4,189           
Increase (decrease) in short-term borrowings 11,748         (5,732)          
Repayment of long-term borrowings (2)                (3)                
Dividends paid (1,802)          (1,707)          
Proceeds from sale of treasury stock -                 381             
Purchase of treasury stock (1,391)        (18)             
Net cash provided by financing activities 30,098       14,329         

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (2,219)          1,216           

CASH AND CASH EQUIVALENTS, BEGINNING 9,209         7,993           

CASH AND CASH EQUIVALENTS, ENDING 6,990$        9,209$         

SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid 2,285$        2,006$         
Income taxes paid 990$            1,080$         
Loans transferred to other real estate during the year 246$            107$           
Change in unrealized gain/loss on securities available-for-sale 812$            (1,372)$        

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

MUNCY BANK FINANCIAL, INC. AND SUBSIDIARY

See Notes to Consolidated Financial Statements
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(In thousands) 2017 2016

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income 2,800$         3,932$         
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 316             269             
Provision for loan losses 830             525             
Amortization and accretion of investment securities 142             158             
Investment securities gains, net (11)              (42)              
Loss on sale of other real estate 67               301             
Writedown of other real estate 66               33               
Deferred taxes 3                 6                 
Revaluation of net deferred tax assets 711             
Increase in cash surrender value of life insurance (255)            (2,261)          
Change in:
Accrued interest receivable and other assets (64)              (238)            
Accrued interest payable and other liabilities 349            321             
Net cash provided by operating activities 4,954         3,004           

CASH FLOWS FROM INVESTING ACTIVITIES:
Available-for-sale securities:
     Proceeds from sales 2,712           1,104           
     Proceeds from calls and maturities 8,040           13,068         
     Purchases (8,069)          (26,117)        
Net increase in loans (38,233)        (4,212)          
Acquisition of premises and equipment (2,154)          (970)            
Proceeds from sale of other real estate 433             1,047           
Other real estate costs capitalized -                 (37)              
Net cash used by investing activities (37,271)      (16,117)        

CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in interest-bearing deposits 14,418         17,219         
Net increase in noninterest-bearing deposits 7,127           4,189           
Increase (decrease) in short-term borrowings 11,748         (5,732)          
Repayment of long-term borrowings (2)                (3)                
Dividends paid (1,802)          (1,707)          
Proceeds from sale of treasury stock -                 381             
Purchase of treasury stock (1,391)        (18)             
Net cash provided by financing activities 30,098       14,329         

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (2,219)          1,216           

CASH AND CASH EQUIVALENTS, BEGINNING 9,209         7,993           

CASH AND CASH EQUIVALENTS, ENDING 6,990$        9,209$         

SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid 2,285$        2,006$         
Income taxes paid 990$            1,080$         
Loans transferred to other real estate during the year 246$            107$           
Change in unrealized gain/loss on securities available-for-sale 812$            (1,372)$        

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

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, 2017 AND 2016 

 
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 
headquartered 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 seven 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. 

 
 Cash and Cash Equivalents and Cash Flows 
 
 Cash and cash equivalents include cash on hand and in banks and federal funds sold. Interest-earning 

deposits mature within 90 days and are carried at cost. Net cash flows are reported for loan, deposit, and 
short-term borrowing transactions.  Based on deposit levels, the Bank must maintain cash and other 
reserves for the Federal Reserve Bank of Philadelphia (FRB). 

 
 Investment Securities 
 
 Available-for-sale securities include debt and restricted equity securities 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 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 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 the 
length of time and the extent to which the fair value has been less than cost, the financial condition and 
near-term prospects of the issuer, and 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 



7

 

 

losses on sales of investment securities represent the differences between net proceeds and carrying 
values determined by the specific identification method. 

 
 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 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 and 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 inprecision inherent in the underlying assumptions used in the methodology 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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 Mortgage Banking Activity 
 
 The Company originates certain loans for the express purpose of selling such loans in the secondary 

market.  The Company maintains servicing rights for many of these loans.  At December 31, 2017 and 
2016, the Company serviced loans for the benefit of others totaling approximately $22,668,000 and 
$20,167,000, 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 $227,000 and $181,000 during the 
years ended December 31, 2017 and 2016, respectively. 

 
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. 

 
 Premises and Equipment 
 
 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. 

 
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. 

 
 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. 
 
 Income Taxes 
 
 The Company and Bank file a consolidated federal income tax return.  Deferred tax assets and liabilities 

result from temporary differences in financial and income tax methods of accounting, and are reflected at 
currently enacted income tax rates. As changes in tax laws or rates are enacted, deferred tax assets and 
liabilities are adjusted through the provision for income taxes.  

 
 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 earnings per share and dividends per share was 1,477,009 in 2017 and 1,496,660 in 2016. 
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 Use of Estimates 
 
 The preparation of consolidated financial statements in conformity with generally accepted accounting 

principles 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. 

 
 Material estimates that are particularly susceptible to significant change relate to the determination of the 

allowance for loan losses, valuation of net deferred tax assets and liabilities, other than temporary 
impairment of securities, fair value of financial instruments, and the valuation of real estate acquired 
through, or in lieu of, foreclosure on settlement of debt. 

 
 Reclassification of Comparative Amounts 
 
 Certain items previously reported have been reclassified to conform to the current year’s reporting 

format. Such reclassifications did not effect net income or shareholders’ equity. 
 
 Recent Accounting Standards to be Adopted 
 
 In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update 

(ASU) 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 goods or services.  In August 2015, FASB issued ASU 2015-14, Revenue from 
Contracts with Customers (Topic 606): Deferral of the Effective Date, to defer the effective date of ASU 
2014-09.  In March 2016, FASB issued ASU 2016-08, Revenue from Contracts with Customers (Topic 
606): Principal versus Agent Considerations (Reporting Revenue Gross versus Net), which clarifies the 
implementation guidance on principal versus agent considerations.  In April 2016, FASB issued ASU 
2016-10, Revenue from Contracts with Customers (Topic 606): Identifying Performance Obligations and 
Licensing, which clarifies identifying performance obligations and the licensing implementation 
guidance.  In May 2016, FASB issued ASU 2016-12, Revenue from Contracts with Customers (Topic 
606): Narrow Scope Improvements and Practical Expedients.  This update provides an election that 
permits an entity to exclude sales taxes from the transaction price, specifies that noncash consideration 
should be measured at contract inception, permits an entity to determine and allocate the transaction price 
on the basis of all satisfied and unsatisfied performance obligations in a modified contract at transition, 
and defines a completed contract.  In December 2016, FASB issued ASU 2016-20, Technical Corrections 
and Improvements to Topic 606, Revenue from Contracts with Customers, which further clarifies some 
narrow aspects of ASU 2014-09.  In February 2017, FASB issued ASU 2017-05, Other Income Gains 
and Losses from the Derecognition of Nonfinancial Assets (Subtopic 610-20):  Clarifying the Scope of 
Asset Derecognition Guidance and Accounting for Partial Sales of Nonfinancial Assets which provides 
additional guidance concerning other income from derecognition of nonfinancial assets established by 
ASU 2014-09.  These ASUs are effective for fiscal years beginning after December 15, 2018.  The 
Company has not yet determined the effect of the adoption of these standards on the consolidated 
financial statements. 

 
 In November 2015, FASB issued ASU 2015-17, Income Taxes - Balance Sheet Classification of 

Deferred Taxes (Topic 740).  ASU 2015-17 requires deferred tax liabilities and assets be classified as 
noncurrent in a classified balance sheet. This ASU is effective for annual periods 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 ASU 2016-01, Financial Instruments - Overall (Subtopic 825-10) - 

Recognition and Measurement of Financial Assets and Financial Liabilities. ASU 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 
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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. 

 
 In June 2016, FASB issued ASU 2016-13, Financial Instruments - Credit Losses (Topic 326): 

Measurement of Credit Losses on Financial Instruments. ASU 2016-13 replaces the incurred loss model 
for estimating credit losses with a new model, the current expected loss model.  Under ASU 2016-13, 
balance sheets must include an allowance that reflects the current estimate of expected credit losses on 
financial assets, along with estimated cash flows from these assets that the Company does not expect to 
collect.  This ASU is effective for fiscal years beginning after December 15, 2020. The Company has not 
yet determined the effect of the adoption of this standard on the consolidated financial statements. 

 
 In March 2017, FASB issued ASU 2017-08, Nonrefundable Fees and Other Costs (Subtopic 310-20):  

Premium Amortization on Purchased Callable Debt Securities.  ASU 2017-08 shortens the amortization 
period for premiums paid on callable debt securities from the maturity date to the earliest call date.  This 
amendment eliminates circumstances where a debt security purchased at a premium is called prior to its 
maturity date, which causes the holder to recognize a loss on the unamortized premium,  Amortization of 
the premium over a shorter period results in a lower yield to maturity on the debt security, which reflects 
the economic substance of the instrument and the reasonable expectation that the debt security will be 
called at its earliest callable date when the coupon rate is expected to remain above the current market 
interest rate.  Callable debt securities purchased at a discount will continue to be amortized to the 
maturity date.  This ASU is effective for fiscal years beginning after December 15, 2018.  The Company 
has not yet determined the effect of the adoption of this standard on the consolidated financial statements. 

 
 Recent Accounting Standard Adopted 
 
 In February 2018, FASB issued ASU 2018-02, Income Statement - Reporting Comprehensive Income 

(Topic 220): Reclassification of Certain Tax Effects from Accumulated Comprehensive Income.  ASU 
2018-02 allows a reclassification from accumulated other comprehensive income to retained earnings for 
stranded tax effects resulting from the Tax Cuts and Jobs Act of 2017. This ASU is effective for years 
beginning after December 15, 2018, with early adoption permitted, and is to be applied retrospectively to 
each period (or periods) in which the effect of the change, in the U.S. federal corporate income tax rate in 
the Tax Cuts and Jobs Act, is recognized.  The Company adopted ASU 2018-02 for the year ended 
December 31, 2017.  The Company’s adoption of ASU 2018-02 did not have a material effect on the 
consolidated financial statements. 

 
2. RESTRICTIONS ON CASH AND NONINTEREST-BEARING DEPOSITS 
 
 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, 2017 and 2016 was 
approximately $1,592,000 and $2,651,000, 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. 
 
   
  



11

 

3. 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, 2017 and 2016: 
 

  
 

The following table presents the significant amounts reclassified out of each component of accumulated 
comprehensive income (loss) for the years ended December 31, 2017 and 2016: 
 

 
 
4. INVESTMENT SECURITIES 
 
 The amortized cost and estimated fair value of investment securities are as follows: 
 

  
 

(In Thousands)

 Unrealized Gain 
(Loss) on Available  for 

Sale  Securities 
Balance, December 31, 2015 311$                              

Other comprehensive loss before reclassifications, net of tax (878)                               
Amounts reclassified from accumulated other comprehensive income (loss), net of tax (28)                                 
Net change in other comprehensive income (906)                               

Balance, December 31, 2016 (595)                               

Other comprehensive gain before reclassifications, net of tax 542                                
Amounts reclassified from accumulated other comprehensive income (loss), net of tax (7)                                   
Net change in other comprehensive income (loss) 535                                
Reclassification related to tax effect of unrealized gains (11)                                 
Balance, December 31, 2017 (71)$                               

2017 2016
Net realized gains on available-for-sale securities  $                     11  $                      42 Investment securities gains, net
Income tax effect                          (4)                        (14) Provision for income taxes

 $                       7  $                      28 

Amount Reclassified from Accumulated 
Other Comprehensive Income (Loss)

(In Thousands)
Details about accumulated other comprehensive 
income (loss)

Affected Line Item in the 
Consolidated Statements of Income

(In Thousands) 
Amortized 

Cost

Gross 
Unrealized 

Gains

Gross 
Unrealize
d Losses

Estimated 
Fair Value

December 31, 2017:
Available-for-Sale Securities:
U.S. government and agency securities  $       5,053  $             -    $           83  $       4,970 
State and political securities         47,969              295             341         47,923 
Mortgage-backed securities           2,354                50               11           2,393 
Other debt securities                50                 -                 -                  50 

Total debt securities         55,426              345             435         55,336 
Restricted equity securities           1,175                 -                 -             1,175 

Total available-for-sale securities  $     56,601  $          345  $         435  $     56,511 

December 31, 2016:
Available-for-Sale Securities:
U.S. government and agency securities  $       5,555  $              2  $           76  $       5,481 
State and political securities         50,225              170          1,064         49,331 
Mortgage-backed securities           3,052                82               15           3,119 

Total debt securities         58,832              254          1,155         57,931 
Restricted equity securities              583                 -                 -                583 

Total available-for-sale securities  $     59,415  $          254  $      1,155  $     58,514 
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 The amortized cost and estimated fair value of debt securities at December 31, 2017 by contractual 
maturity, are shown below. 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. 

 

  
 
 Investment securities with a carrying value of approximately $54,978,000 and $55,470,000 at December 

31, 2017 and 2016, respectively, were pledged to secure public and trust funds, certain other deposits and 
for other purposes as provided by law. 

 
 At December 31, 2017 and 2016, there is no concentration of investments that exceed 10% of 

shareholders’ equity of any individual issuer, excluding those guaranteed by the U.S. government or its 
agencies. 

 
 Total gross proceeds from sales of securities available-for-sale were $2,712,000 and $1,104,000 for 2017 

and 2016, respectively. The following table represents gross realized gains and losses on those 
transactions which were recognized using the specific identification method: 

 

  
 
 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, 2017 and 2016. 

 

 
 
 At December 31, 2017 and 2016, there were 89 and 139 individual securities in an unrealized loss 

position.  The declines outlined in the above table represent temporary declines and the Company does 
not intend to sell and does not believe they will be required to sell these securities before recovery of 
their cost basis, which may be at maturity. Any impairment of the investment securities portfolio is not 
other than temporary but is the result of interest rate changes that are not expected to result in the non-
collection of principal and interest. 

 
  

(In Thousands) 
Amortized 

Cost
Estimated 
Fair Value

Available-for-Sale Securities:
Due in one year or less  $       6,146  $       6,163 
Due after 1 year to 5 years         24,526         24,389 
Due after 5 years to 10 years         17,054         17,081 
Due after 10 years           7,700           7,703 
Total debt securities $     55,426 $     55,336 

(In Thousands) 2017 2016
Gross realized gains:

U.S. government and agency securities  $             -    $            31 
State and political securities                11                11 

Total gross realized gains  $            11  $            42 

(In Thousands) 
Estimated 
Fair Value

Gross 
Unrealized 

Losses
Estimated 
Fair Value

Gross 
Unrealized 

Losses
Estimated 
Fair Value

Gross 
Unrealized 

Losses
December 31, 2017:
U.S. government and agency securities  $             -    $             -    $        4,970  $             83  $        4,970  $             83 
State and political securities            8,983                 80          10,569               261          19,552               341 
Mortgage-backed securit ies               360                   5               251                   6               611                 11 
Total  $        9,343  $             85  $      15,790  $           350  $      25,133  $           435 

December 31, 2016:
U.S. government and agency securities  $        5,229  $             76  $             -    $             -    $        5,229  $             76 
State and political securities          32,340            1,060               596                   4          32,936            1,064 
Mortgage-backed securit ies               551                 15                 -                   -                 551                 15 
Total  $      38,120  $        1,151  $           596  $               4  $      38,716  $        1,155 

Less than 12 Months 12 Months or Greater Total
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5. LOANS AND ALLOWANCE FOR LOAN LOSSES 
 

 Major segments of the loan portfolio are summarized as follows as of December 31, 2017 and 2016: 
  

  
 
 At December 31, 2017 and 2016, net unamortized loan fees and costs of approximately $448,000 and 

$410,000, 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 

Clinton, 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. 

 
 Allowance for Loan Losses 
 
 The following tables present the activity in 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, 2017 and 2016.  Activity in the 
allowances is presented for the years ended December 31, 2017 and 2016. 

 

 
 
 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. 

(In Thousands) 2017 2016
Personal  $       7,650  $        8,076 
Credit lines         45,967          32,020 
Business         93,677          71,028 
Real Estate       198,201        196,779 

Gross loans       345,495        307,903 
Allowance for loan losses         (3,854)           (3,419)

Loans, net  $   341,641  $    304,484 

(In Thousands) Personal
Credit 
Lines Business Real Estate Unallocated Total

2017:
Beginning balance  $            29  $           128  $        1,268  $       2,326  $         (332)  $       3,419 
Charge offs              (24)              (193)               (38)            (159)            (414)
Recoveries                  1                   5                 -                  13                19 
Provision              109               248               (31)              171               333              830 
Ending balance  $          115  $           188  $        1,199  $       2,351  $               1  $       3,854 

Individually evaluated for
impairment  $            86  $              -    $             11  $            11  $             -    $          108 

Collectively evaluated for
impairment  $            29  $           188  $        1,188  $       2,340  $               1  $       3,746 

2016:
Beginning balance  $            26  $             63  $           853  $       2,607  $           409  $       3,958 
Charge offs              (31)              (202)             (440)            (399)         (1,072)
Recoveries                  6                   2                 -                  -                    8 
Provision                28               265               855              118             (741)              525 
Ending balance  $            29  $           128  $        1,268  $       2,326  $         (332)  $       3,419 

Individually evaluated for
impairment  $            -    $              -    $           500  $            -    $             -    $          500 

Collectively evaluated for
impairment  $            29  $           128  $           768  $       2,326  $         (332)  $       2,919 
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 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. 

 
 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, 2017 and 2016: 

  

 
 
 The following table presents the recorded investment, unpaid principal balance, and related allowance of 

impaired loans by segment as of December 31, 2017 and 2016: 
 
 

  

(In Thousands) Personal
Credit 
Lines Business Real Estate Total

December 31, 2017:
Total loans  $       7,650  $      45,967  $      93,677  $   198,201  $    345,495 
Individually evaluated for impairment              106                 20            1,091           1,798            3,015 
Collectively evaluated for impairment           7,544          45,947          92,586       196,403        342,480 

December 31, 2016:
Total loans  $       8,076  $      32,020  $      71,028  $   196,779  $    307,903 
Individually evaluated for impairment                -                 842            5,359           5,108          11,309 
Collectively evaluated for impairment           8,076          31,178          65,669       191,671        296,594 

(In Thousands) 
Recorded 

Investment
Unpaid 

Principal
Related 

Allowance
December 31, 2017:
With no related allowance 
recorded:

Personal  $            -    $              -   
Credit lines                20               290 
Business              870            1,292 
Real Estate           1,411            1,656 
Total  $       2,301  $        3,238 

With an allowance
recorded:

Personal  $          106  $           106  $             86 
Credit lines                -                    -                   -   
Business              221               221                 11 
Real Estate              387               387                 11 
Total  $          714  $           714  $           108 

Total:
Personal  $          106  $           106  $             86 
Credit lines                20               290                 -   
Business           1,091            1,513                 11 
Real Estate           1,798            2,043                 11 

   Total  $       3,015  $        3,952  $           108 
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The following table presents the average recorded investment in impaired loans and related interest 
income recognized for December 31, 2017 and 2016: 

 

  
 
 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. 

(In Thousands) 
Recorded 

Investment
Unpaid 

Principal
Related 

Allowance
December 31, 2016:
With no related allowance 
recorded:

Credit lines  $          842  $           842 
Business                -                    -   
Real Estate           5,108            5,108 
Total  $       5,950  $        5,950 

With an allowance
recorded:

Credit lines  $            -    $              -    $             -   
Business           5,359            5,359               500 
Real Estate                -                    -                   -   
Total  $       5,359  $        5,359  $           500 

Total:
Credit lines  $          842  $           842  $             -   
Business           5,359            5,359               500 
Real Estate           5,108            5,108                 -   

     Total  $     11,309  $      11,309  $           500 

(In Thousands) 

Average 
Recorded 

Investment

Interest 
Income 

Recognized

Cash Basis 
Interest 

Recognized
December 31, 2017:

Personal  $            21  $               6  $               6 
Credit lines              485                 30                 30 
Business           2,411               174               174 
Real Estate           3,458               337               337 
Total  $       6,375  $           547  $           547 

December 31, 2016:
Credit lines  $          823  $               2  $               2 
Business           6,497                 10                 10 
Real Estate           5,389                 16                 16 
Total  $     12,709  $             28  $             28 
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 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, 2017 and 2016: 
 

  
 
 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, 2017 and 2016: 

 

 

(In Thousands) Personal
Credit 
Lines Business Real Estate Total

December 31, 2017:
Strong  $       7,531  $      44,942  $      84,621  $   189,595  $    326,689 
Watch                84               234            6,001           3,217            9,536 
Special mention                -                 647            2,076                -              2,723 
Substandard                35               144               979           5,389            6,547 

Total  $       7,650  $      45,967  $      93,677  $   198,201  $    345,495 

December 31, 2016:
Strong  $       8,046  $      32,020  $      51,095  $   193,443  $    284,604 
Watch                23                  -            11,060           1,782          12,865 
Substandard                  7                  -              8,873           1,444          10,324 
Doubtful                -                    -                   -                110               110 

Total  $       8,076  $      32,020  $      71,028  $   196,779  $    307,903 

(In Thousands) Current
30-59 Days 
Past Due

60-89 Days 
Past Due

90+ Days 
Past Due

Total Past 
Due Total Loans

O ver 90 
Days and 
Accruing

December 31, 2017:
Personal  $       7,484  $             34  $           112  $            20  $           166  $       7,650  $              4 
Credit  lines         45,859                 72                 14                22               108         45,967                  2 
Business         93,659                  -                   -                  18                 18         93,677                -   
Real Estate       196,685               944                 83              489            1,516       198,201                -   

Total  $   343,687  $        1,050  $           209  $          549  $        1,808  $   345,495  $              6 

December 31, 2016:
Personal  $       7,963  $             72  $             12  $            29  $           113  $       8,076  $            -   
Credit  lines         31,790                 12                   1              217               230         32,020                -   
Business         70,915               113                 -                  -                 113         71,028                -   
Real Estate       194,198            1,098                 -             1,483            2,581       196,779                -   

Total  $   304,866  $        1,295  $             13  $       1,729  $        3,037  $   307,903  $            -   
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 Nonaccrual Loans 
 
 The following table presents loans by segment on nonaccrual status as of December 31, 2017 and 2016: 
 

  
 
 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. 

 
 Loan modifications that are considered TDRs completed during the years ended December 31, 2017 and 

2016 were as follows: 
 

 
 
 The Company has allocated approximately $11,000 and $322,000 of specific allowance for the above 

TDRs at December 31, 2017 and 2016, respectively.  The Company has no commitments to loan 
additional funds to borrowers whose loans have been modified.   

 
 Loan modifications considered troubled debt restructurings made during the twelve months previous to 

December 31, 2017 and December 31, 2016, that defaulted during the corresponding twelve month 
periods were as follows: 

  

  
 
  6. PREMISES AND EQUIPMENT 
 
 Premises and equipment are summarized as follows: 
 

  
 

(In Thousands) 2017 2016
Personal  $            16  $               7 
Credit Lines                20               213 
Business                18                  -   
Real Estate              872            1,376 

Total  $          926  $        1,596 

(In Thousands, Except 
Number of Loans)

Number of 
Loans

Pre-Modification 
O utstanding 

Recorded 
Investment

Post-Modification 
O utstanding 

Recorded 
Investment

Number of 
Loans

Pre-Modification 
O utstanding 

Recorded 
Investment

Post-Modification 
O utstanding 

Recorded 
Investment

Business 1  $                         700  $                         700  -  $                           -    $                           -   
Real Estate 3                             526                             530 3                          1,796                          1,796 

20162017

(In Thousands, Except 
Number of Contracts)

Number of 
Contracts

Recorded 
Investment 

Number of 
Contracts

Recorded 
Investment 

Business 1  $          700  -  $            -   
Real Estate 1              223  -                -   

2017 2016

(In Thousands) 2017 2016
Land  $      2,150  $      1,798 
Premises          7,476          5,964 
Furniture and fixtures             955          1,494 
Construction in progress                -               609 

Total        10,581          9,865 
Accumulated depreciation         (2,246)         (3,368)

Premises and equipment, net  $      8,335  $      6,497 
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 Depreciation of bank premises and equipment charged against earnings amounted to approximately 
$316,000 and $269,000 for the years ended December 31, 2017 and 2016, respectively. 

 
  7. DEPOSITS 
 
 At December 31, 2017, the scheduled maturities of certificates of deposits are as follows (in thousands): 
 

  
 
 Certificates of deposit of $250,000 or more totaled approximately $24,519,000 and $29,493,000 at 

December 31, 2017 and 2016, respectively.  Interest expense related to these deposits was approximately 
$226,000 and $307,000 for the years ended December 31, 2017 and 2016, respectively. 

 
  8. BORROWED FUNDS 
 
 Borrowed funds include the following as of December 31: 
 

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

these agreements ranged from .0001% to 1.955% at December 31, 2017 and 2016. 
 (b) 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 and are included in other borrowed funds (c).  
The Company has a borrowing limit under these arrangements of approximately $193,850,000 
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. 

 (c) Other borrowed funds consist of separate loans with the FHLB.  These loans bear interest at rates 
which range from 1.40% to 6.42% and mature at various dates through year 2026. 

 
 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 short-term borrowed funds and long-term 

borrowed funds at December 31, 2017 (in thousands): 
 

 
 
  
  

2018  $        97,600 
2019            24,565 
2020            10,798 
2021              5,731 
2022            12,693 
Total  $      151,387 

(In Thousands) 2017 2016
Securities sold under agreements to repurchase (a)  $        4,975  $        5,427 
Overnight borrowings (b)            9,305            7,105 
Other short-term borrowed funds (c)          10,000                 -   
Other long-term borrowed funds (c)                 33                 35 

 $      24,313  $      12,567 

2018 10,003$      
2019 3                 
2020 3                 
2021 3                 
2022 3                 
Thereafter 18               

Total 10,033$      
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 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: 
 

  
 
 The table below shows the remaining contractual maturity of agreements by collateral pledged at 

December 31, 2017 and 2016: 
  

  
 
 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 $6,378,000 and $5,532,000 at December 31, 2017 and 2016, 
respectively. 

 
  9. INCOME TAXES 
 
 The provision or benefit for income taxes is comprised of the following for the year ended December 31, 

2017 and 2016: 
 

  
 
 The following temporary differences gave rise to the net deferred tax asset position at December 31, 2017 

and 2016: 
 

  
 
  
  

(In Thousands) 2017 2016
Average daily balance during the year  $        5,426 $        5,155 
Average interest rate during the year 0.97% 0.39%
Maximum month-end balance during the year  $        5,595 $        6,880 
Weighted average interest rate at year-end 1.47% 0.39%

(In Thousands) 2017 2016
Repurchase agreements and repurchase-to-maturity transactions:
U.S. government and agency securities  $        4,975  $        5,427 

O vernight and Continuous

(In Thousands) 2017 2016
Currently payable  $       907  $    1,171 
Deferred benefit               3               6 
Revaluation of net deferred tax asset           711              -   

Provision for income taxes  $    1,621  $    1,177 

(In Thousands) 2017 2016
Deferred tax assets:

Allowance for loan losses  $       764  $    1,088 
Supplemental retirement           639           907 
Accrued interest receivable on nonaccrual loans             20             66 
Unrealized holding loss on available-for-sale securities             19           307 
Write down on other real estate             15             11 

Total        1,457        2,379 
Deferred tax liabilit ies:

Premises and equipment           287           204 
Other             21             36 

Total           308           240 
Deferred tax asset, net  $    1,149  $    2,139 
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 A reconciliation between the expected statutory income tax rate and the effective income tax rate on 
income before income tax follows for the year ended December 31, 2017 and 2016: 

 

  
 
 On December 22, 2017, the Tax Cuts and Jobs Act (Act) was signed into law. Among other changes, the 

Act reduces the corporate federal income tax rate from 34% to 21% effective January 1, 2018. As a result 
of these changes made by the Act, the Company made the determination to revalue its net deferred tax 
asset, as deferred tax assets and liabilities are to be measured using enacted rates expected to apply in 
years in which the deferred tax assets and liabilities are expected to be recovered or settled. The 
revaluation of the deferred tax assets and liabilities are adjusted through provision for income taxes in the 
year the changes in tax laws are enacted.  The revaluation of the net deferred tax asset resulted in 
additional income tax of $711 which includes $11 relating to the other comprehensive income 
reclassification adjustment. 

 
 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 2017 and 2016, the Company was not 
required to recognize interest or penalties related to income taxes. 

 
 The Company, as of December 31, 2017, 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. 

 
10. EMPLOYEE BENEFIT PLANS 
 
 The Company offers a 401(k) savings plan covering eligible employees.  The Company may make 

matching contributions equal to a discretionary percentage that is determined by the Board of Directors. 
Participants are at all times fully vested in their contributions and vest over a period of six years 
regarding the employer contribution. Contribution expense for the years ended December 31, 2017 and 
2016, amounted to approximately $294,000 and $281,000, 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. 

 
11. 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: 

 

  
 
 The Company held related party deposits of approximately $1,201,000 and $1,224,000 at December 31, 

2017 and 2016, respectively. 
  

(In Thousands) Amount Amount
Provision at statutory rate  $    1,503    34.0  %  $      1,737    34.0 %
Tax-exempt income         (645)   (14.6)            (609)   (11.9)
Nondeductible interest expense             19      0.4               15      0.3 
Revaluation of net deferred tax asset          711   16.1               -         -   
Other, net             33      0.8               34      0.7 
Effective income tax and rate  $    1,621    36.7  %  $      1,177    23.1 %

%
2017

%
2016

(In Thousands) 
Beginning 

Balance Additions
Amounts 
Collected

Ending 
Balance

2017  $      5,940  $      4,356  $      2,914 $      7,382 
2016          5,685          3,195          2,940         5,940 
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12. 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. 

 
 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 are as follows at December 31, 2017 

and 2016: 
 

  
 
 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. 

 
13. 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 effect 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. 

 

(In Thousands) 2017 2016
Commitments to grant loans  $         707 $      3,005 
Unfunded commitments under lines of credit        44,097       31,531 
Standby letters of credit             420         1,519 
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 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, 2017 and 2016, that the Company meets all capital adequacy requirements to which it is 
subject. 

 
 As of March 31, 2016, 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, 
Tier 1 capital and Common Equity 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. 

 

 
 

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 $40,522,000 at 
December 31, 2017, 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, 2017 and 2016. 
 
14. 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 

(In Thousands) Amount Amount Amount
December 31, 2017:
Total Capital (to Risk-Weighted Assets)

Company  $   46,829 17.0 %  $   22,052 8.0 %  $   27,565 10.0 %
Bank       46,828 17.0       22,052 8.0       27,565 10.0

Tier I Capital (to Risk-Weighted Assets)
Company       43,378 15.7       16,539 6.0       22,052 8.0
Bank       43,377 15.7       16,539 6.0       22,052 8.0

Common Equity T ier I Capital (to Risk-Weighted Assets)
Company       43,378 15.7       12,404 4.5       17,917 6.5
Bank       43,377 15.7       12,404 4.5       17,917 6.5

Leverage Capital (to Average Total Assets)
Company       43,378 10.2       17,001 4.0       21,251 5.0
Bank       43,377 10.2       17,001 4.0       21,251 5.0

December 31, 2016:
Total Capital (to Risk-Weighted Assets)

Company  $   47,090 17.6 %  $   21,413 8.0 %  $   26,766 10.0 %
Bank       46,342 17.3       21,413 8.0       26,766 10.0

Tier I Capital (to Risk-Weighted Assets)
Company       43,743 16.3       16,060 6.0       21,413 8.0
Bank       42,995 16.1       16,060 6.0       21,413 8.0

Common Equity T ier I Capital (to Risk-Weighted Assets)
Company       43,743 16.3       12,045 4.5       17,398 6.5
Bank       42,995 16.1       12,045 4.5       17,398 6.5

Leverage Capital (to Average Total Assets)
Company       43,743 11.2       15,649 4.0       19,561 5.0
Bank       42,995 11.0       15,649 4.0       19,561 5.0

Ratio
Actual

Ratio

For Capital Adequacy 
Purposes

Ratio

To Be Well 
Capitalized
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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, 2017 and 2016 were as follows: 
 

  
 
 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 2017 and 2016. 

 

(In Thousands) Level I Level II Level III Total
December 31, 2017:
Available-for-sale securities:

U.S. government and agency securities  $              -    $      4,970  $             -    $       4,970 
State and political securities                  -          47,923                 -           47,923 
Mortgage-backed securities                  -            2,393                 -             2,393 
Other debt securities                  -                 50                 -                  50 

Total  $              -    $    55,336  $             -    $     55,336 

December 31, 2016:
Available-for-sale securities:

U.S. government and agency securities  $              -    $      5,481  $             -    $       5,481 
State and political securities                  -          49,331                 -           49,331 
Mortgage-backed securities                  -            3,119                 -             3,119 

Total  $              -    $    57,931  $             -    $     57,931 
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 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, 2017 and 2016 are as follows: 
 

  
 
 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 2017 and 2016. 

 
 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: 
 

  
 
 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) Level I Level II Level III Total
December 31, 2017:
Impaired loans  $              -    $            -    $        2,907  $       2,907 
Other real estate                  -                  -                 384              384 
Total  $              -    $            -    $        3,291  $       3,291 

December 31, 2016:
Impaired loans  $              -    $            -    $      10,809  $     10,809 
Other real estate                  -                  -                 704              704 
Total  $              -    $            -    $      11,513  $     11,513 

(In Thousands) 
Fair Value 
Estimate Valuation Technique Unobservable  Input Range

December 31, 2017:
Impaired loans  $       2,907 Appraisal of collateral Appraisal adjustments     0-63%
Other real estate              384 Appraisal of collateral Appraisal adjustments     0-25%

December 31, 2016:
Impaired loans  $     10,809 Appraisal of collateral Appraisal adjustments     0-25%
Other real estate              704 Appraisal of collateral Appraisal adjustments     0-25%

Q uantitative Information about Level III Fair Value Measurements

(In Thousands) 
Carrying 
Amount Fair Value Level I Level II Level III

December 31, 2017:
FINANCIAL ASSETS:
Cash and cash equivalents  $   6,990  $      6,990  $6,990  $      -    $        -   
Investment securities     56,511        56,511          -    56,511            -   
Loans, net   341,641      344,992          -            -    344,992 
Accrued interest receivable       1,289          1,289          -      1,289            -   
Bank-owned life insurance     10,515        10,515          -    10,515            -   

FINANCIAL LIABILITIES:
Deposits   356,302      342,513          -            -    342,513 
Borrowed funds     24,313        24,313          -    24,280           33 
Accrued interest payable          312             312          -         312            -   
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 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. 
 
 Investment Securities 
 
 The fair values of 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. 
 
 Bank-Owned Life Insurance 
 
 The carrying value of bank-owned life insurance approximates fair value based on applicable redemption 

provisions. 

(In Thousands) 
Carrying 
Amount Fair Value Level I Level II Level III

December 31, 2016:
FINANCIAL ASSETS:
Cash and cash equivalents  $   8,209  $      8,209  $8,209  $      -    $        -   
Federal funds sold       1,000          1,000    1,000          -              -   
Investment securities     58,514        58,514          -    58,514            -   
Loans, net   304,484      307,498          -            -    307,498 
Accrued interest receivable       1,181          1,181          -      1,181            -   
Bank-owned life insurance     10,260        10,260          -    10,260            -   

FINANCIAL LIABILITIES:
Deposits   334,757      323,375          -            -    323,375 
Borrowed funds     12,567        12,567          -    12,532           35 
Accrued interest payable          283             283          -         283            -   
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 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, 2017 and 2016.  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. 
 
15. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY 
 
 Following are condensed financial statements for Muncy Bank Financial, Inc.: 
 

  

  
 
  

CO NDENSED BALANCE SHEETS DECEMBER 31, 

(In Thousands) 2017 2016
ASSETS:

Cash  $              1  $          749 
Investment in subsidiary         43,290         42,400 

Total assets  $     43,291  $     43,149 
SHAREHOLDERS’ EQUITY:

Common stock  $          678  $          678 
Additional paid-in capital           3,345           3,345 
Retained earnings         43,160         42,151 
Accumulated other comprehensive income              (71)            (595)
Treasury stock         (3,821)         (2,430)

Total shareholders’ equity  $     43,291  $     43,149 

CO NDENSED STATEMENTS O F INCO ME FO R THE YEARS ENDED DECEMBER 31, 

(In Thousands) 2017 2016
INCOME:

Dividends from subsidiary  $       2,445  $       1,707 
Equity in undistributed earnings of subsidiary              355           2,225 

Net income  $       2,800  $       3,932 

CO NDENSED STATEMENTS O F CASH FLO WS FO R THE YEARS ENDED DECEMBER 31, 

(In Thousands) 2017 2016
OPERATING ACTIVITIES:

Net income  $       2,800  $       3,932 
Adjustments to reconcile net income to net cash provided by 
operating activities:

Equity of undistributed earnings of subsidiary            (355)         (2,225)
Net cash provided by operating activities           2,445           1,707 

FINANCING ACTIVITIES:
Dividends paid         (1,802)         (1,707)
Proceeds from sale of treasury stock                 -                381 
Purchase of treasury stock         (1,391)              (18)

Net cash used by financing activities         (3,193)         (1,344)
NET (DECREASE) INCREASE IN CASH            (748)              363 
CASH, BEGINNING OF YEAR              749              386 
CASH, END OF YEAR  $              1  $          749 

 

18. SUBSEQUENT EVENTS 
 
 Subsequent events have been evaluated through March 9, 2018, which is the date the financial statements 

were available to be issued. 
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