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Independent Auditor’s Report
Board of Directors and Audit Committee
Third Century Bancorp
Franklin, Indiana

We have audited the accompanying consolidated financial statements of Third Century Bancorp and
its subsidiaries, which comprise the consolidated balance sheets as of December 31, 2020 and 2019,
and the related consolidated statements of income, comprehensive income, stockholders’ equity and
cash flows for the years then ended, and the related notes to the consolidated financial statements.
Management’s Responsibility for the Financial Statements

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

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Third Century Bancorp and its subsidiaries as of
December 31, 2020 and 2019, and the results of their operations and their cash flows for the years
then ended in accordance with accounting principles generally accepted in the United States of
America.

Indianapolis, Indiana
February 26, 2021
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Third Century Bancorp
Consolidated Balance Sheets
December 31, 2020 and 2019

Assets
2020
Cash and due from banks
Interest-bearing demand deposits
Cash and cash equivalents
Available-for-sale securities
Loans held for sale
Loans, net of allowance for loan losses of $1,791,081 and $1,474,798
at December 31, 2020 and 2019
Premises and equipment
Cash surrender value of life insurance
Federal Home Loan Bank stock
Interest receivable
Other assets
Total assets

$

1,473,341
3,414,962
4,888,303
59,291,878
434,400

2019
$

137,043,170
1,634,213
4,083,412
1,012,500
686,135
552,468

1,154,329
2,684,675
3,839,004
36,723,537
713,000
126,544,430
1,772,727
3,994,453
1,012,500
571,057
897,246

$

209,626,479

$

176,067,954

$

32,049,127
110,870,207
34,199,076
177,118,410
11,705,339
327,377
189,151,126

$

23,501,742
85,377,507
36,926,355
145,805,604
12,250,000
440,730
158,496,334

Liabilities and Stockholders’ Equity
Liabilities
Deposits
Demand
Savings, NOW and money market
Time
Total deposits
Federal Home Loan Bank advances
Interest payable and other liabilities
Total liabilities
Stockholders’ Equity
Common stock, no par, authorized - 20,000,000 shares,
outstanding - 1,191,984 and 1,180,321 shares at
December 31, 2020 and 2019
Retained earnings
Accumulated other comprehensive income
Total stockholders’ equity
Total liabilities and stockholders’ equity

See Notes to Consolidated Financial Statements

11,380,579
7,323,324
1,771,450
20,475,353
$

209,626,479

11,353,839
5,918,197
299,584
17,571,620
$

176,067,954
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Third Century Bancorp
Consolidated Statements of Income
Years Ended December 31, 2020 and 2019

2020
Interest Income
Loans
Securities
Dividends on Federal Home Loan Bank stock
Deposits with financial institutions
Total interest and dividend income

$

2019

6,932,838
1,024,193
34,172
11,074
8,002,277

$

6,536,122
667,167
54,411
101,547
7,359,247

Interest Expense
Deposits
Federal Home Loan Bank advances
Total interest expense

895,339
155,364
1,050,703

1,060,460
230,372
1,290,832

Net Interest Income

6,951,574

6,068,415

335,469

120,601

Net Interest Income After Provision for Loan Losses

6,616,105

5,947,814

Noninterest Income
Fiduciary activities
Service charges on deposit accounts
Other service charges and fees
Net gains on investment sales
Net gains on loan sales
Other
Total noninterest income

44,511
97,019
335,775
122,769
1,679,031
223,567
2,502,672

120,994
142,514
229,089
324,309
201,118
1,018,024

Noninterest Expense
Salaries and employee benefits
Net occupancy expense
Equipment expense
Data processing fees
Professional fees
Directors’ fees
Bank charges
FDIC insurance premiums
Other
Total noninterest expense

4,188,282
405,066
260,962
510,611
261,233
242,150
47,986
55,483
1,018,152
6,989,925

3,289,465
377,034
204,440
606,080
174,960
194,280
32,601
5,640
825,794
5,710,294

Income Before Income Taxes

2,128,852

1,255,544

356,898

262,537

Provision for Loan Losses

Provision for Income Taxes
Net Income

$

1,771,954

$

993,007

Earning Per Share - basic and diluted

$

1.49

$

0.84

See Notes to Consolidated Financial Statements
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Third Century Bancorp
Consolidated Statements of Comprehensive Income
Years Ended December 31, 2020 and 2019

2020
Net Income

$

Other Comprehensive Income
Unrealized gain on available-for-sale securities
Related tax expense
Less: reclassification adjustment for realized gains in net income
Related tax expense
Net effect on other comprehensive income
Comprehensive Income

See Notes to Consolidated Financial Statements

1,771,954

2019
$

1,740,353
(365,475)
122,769
(25,781)
1,471,866
$

3,243,820

993,007

542,679
(113,962)
428,717
$

1,421,724
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Third Century Bancorp
Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2020 and 2019

Common
Stock
Balance, January 1, 2019

$

11,353,839

Retained
Earnings
$

Net income
Other comprehensive income
Cash dividends, $.28 per share

$

(129,133)

Total
$

993,007
(330,491)
11,353,839

Net income
Other comprehensive income
Stock-based compensation expense
Cash dividends, $.31 per share

5,918,197

299,584

17,571,620

1,771,954

1,771,954
1,471,866
26,740
(366,827)

1,471,866
26,740
(366,827)
$

See Notes to Consolidated Financial Statements

11,380,579

$

7,323,324

$

1,771,450

16,480,387
993,007
428,717
(330,491)

428,717

Balance, December 31, 2019

Balance, December 31, 2020

5,255,681

Accumulated
Other
Comprehensive
Income (Loss)

$

20,475,353
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Third Century Bancorp
Consolidated Statements of Cash Flows
Years Ended December 31, 2020 and 2019

2020
Operating Activities
Net income
Items not requiring (providing) cash
Depreciation and amortization
Loss on assets held for sale
Net gains on investment sales
Net gains on loan sales
Amortization of premiums and discounts on securities
Amortization of mortgage-servicing rights
Provision for loan losses
Stock-based compensation
Deferred income taxes
Increase in cash surrender value of bank-owned life insurance
Net changes in
Interest receivable
Other assets
Loans held for sale
Interest payable and other liabilities
Net cash provided by operating activities

$

1,771,954

2019
$

993,007

260,962
(122,769)
(1,679,031)
250,779
101,522
335,469
26,740
(97,764)
(88,959)

210,911
1,394
(324,309)
90,230
78,979
120,601
205,666
(94,767)

(115,078)
(50,241)
278,600
(31,663)
840,521

(104,881)
(460,398)
125,300
1,969
843,702

Investing Activities
Net change in interest-earning time deposits
Purchases of available-for-sale securities
Proceeds from sales of available-for-sale securities
Proceeds from maturities and calls of available-for-sale securities
Net change in loans
Proceeds from the sale of assets held for sale
Purchase of premises and equipment
Proceeds from disposal of premises and equipment
Net cash used in investing activities

(38,655,922)
7,207,460
10,615,238
(9,155,178)
(122,448)
(30,110,850)

496,000
(23,445,983)
5,259,250
1,970,405
296,106
(440,746)
237,743
(15,627,225)

Financing Activities
Net increase in demand deposits, money market, NOW and
savings accounts
Net change in certificates of deposit
Proceeds from Federal Home Loan Bank advances
Repayment of Federal Home Loan Bank advances
Dividends paid
Net cash provided by financing activities

34,040,085
(2,727,279)
34,455,339
(35,000,000)
(448,517)
30,319,628

15,358,938
5,706,668
44,750,000
(50,000,000)
(247,868)
15,567,738

Increase in Cash and Cash Equivalents

1,049,299

784,215

Cash and Cash Equivalents, Beginning of Year

3,839,004

3,054,789

Cash and Cash Equivalents, End of Year
Supplemental Cash Flows Information
Interest paid
Income taxes paid
Dividend payable

See Notes to Consolidated Financial Statements

$

4,888,303

$

3,839,004

$

1,098,963
265,000
-

$

1,273,077
170,000
82,623
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Third Century Bancorp
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

Note 1:

Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations
Third Century Bancorp (Company) is a bank holding company whose principal activity is the
ownership and management of its wholly owned subsidiaries, Mutual Savings Bank, MSB,
Holdings, Inc. and MSB Grizzly Corp.
The Company is primarily engaged in providing a full range of banking and financial services to
individual and corporate customers in Johnson County and surrounding counties. The Company is
subject to competition from other financial institutions. The Company is also subject to the
regulation of certain federal and state agencies and undergoes periodic examinations by those
regulatory authorities.
Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its subsidiaries.
All significant intercompany accounts and transactions have been eliminated in consolidation.
Use of Estimates
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.
Material estimates that are particularly susceptible to significant change relate to the determination
of the allowance for loan losses. In connection with the determination of the allowance for loan
losses, management obtains independent appraisals for significant properties. The uncertainties
related to the COVID-19 pandemic could cause significant changes to these estimates compared to
what was known at the time these consolidated financial statements were prepared.
Cash and Cash Equivalents
The Company considers all liquid investments with original maturities of three months or less to be
cash equivalents. At December 31, 2020 and 2019, cash equivalents consisted of interest-earning
demand deposits and federal funds sold.
At December 31, 2020, the Company’s cash accounts did not exceed federally insured limits
excluding approximately $3,166,000 of cash with the Federal Reserve Bank and Federal Home
Loan Bank of Indianapolis, which are not federally insured.
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Third Century Bancorp
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

Securities
The Company’s securities are classified as “available for sale” and recorded at fair value, with
unrealized gains and losses excluded from earnings and reported in other comprehensive income.
Purchase premiums and discounts are recognized in interest income using the interest method over
the terms of the securities. Gains and losses on the sale of securities are recorded on the trade date
and are determined using the specific identification method.
For debt securities with fair value below amortized cost when the Company does not intend to sell
a debt security, and it is more likely than not the Company will not have to sell the security before
recovery of its cost basis, it recognizes the credit component of an other-than-temporary
impairment of a debt security in earnings and the remaining portion in other comprehensive
income. For held-to-maturity debt securities, the amount of an other-than-temporary impairment
recorded in other comprehensive income for the noncredit portion of a previous other-thantemporary impairment is amortized prospectively over the remaining life of the security on the
basis of the timing of future estimated cash flows of the security.
Loans Held for Sale
Mortgage loans originated and intended for sale in the secondary market are carried at the lower of
cost or fair value in the aggregate. Net unrealized losses, if any, are recognized through a valuation
allowance by charges to income. Commitments to originate loans held for sale, if any, are recorded
at fair value.
Loans
Loans that management has the intent and ability to hold for the foreseeable future or until maturity
or payoffs are reported at their outstanding principal balances adjusted for unearned income,
charge-offs, the allowance for loan losses, any unamortized deferred fees or costs on originated
loans and unamortized premiums or discounts on purchased loans.
For loans amortized at cost, interest income is accrued based on the unpaid principal balance. Loan
origination fees, net of certain direct origination costs, as well as premiums and discounts, are
deferred and amortized as a level yield adjustment over the respective term of the loan.
For all loan classes, the accrual of interest is discontinued at the time the loan is 90 days past due
unless the credit is well-secured and in process of collection. Past due status is based on
contractual terms of the loan. For all loan classes, the entire balance of the loan is considered past
due if the minimum payment contractually required to be paid is not received by the contractual
due date. For all loan classes, loans are placed on nonaccrual or charged off at an earlier date if
collection of principal or interest is considered doubtful.
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Third Century Bancorp
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

Management’s general practice is to proactively charge down loans individually evaluated for
impairment to the fair value of the underlying collateral. Consistent with regulatory guidance,
charge-offs on all loan segments are taken when specific loans, or portions thereof, are considered
uncollectible. The Company’s policy is to promptly charge these loans off in the period the
uncollectible loss is reasonably determined.
For all loan portfolio segments except residential and consumer loans, the Company promptly
charges off loans, or portions thereof, when available information confirms that specific loans are
uncollectible based on information that includes, but is not limited to, (1) the deteriorating financial
condition of the borrower, (2) declining collateral values, and/or (3) legal action, including
bankruptcy, that impairs the borrower’s ability to adequately meet its obligations. For impaired
loans that are considered to be solely collateral dependent, a partial charge-off is recorded when a
loss has been confirmed by an updated appraisal or other appropriate valuation of the collateral.
The Company charges off residential and consumer loans, or portions thereof, when the Company
reasonably determines the amount of the loss. The Company adheres to timeframes established by
applicable regulatory guidance, which provides for the charge-down of 1-4 family first and junior
lien mortgages to the net realizable value, less costs to sell when the loan is 120 days past due,
charge-off of unsecured open-end loans when the loan is 120 days past due, and charge-down to
the net realizable value when other secured loans are 120 days past due. Loans at these respective
delinquency thresholds for which the Company can clearly document that the loan is both wellsecured and in the process of collection, such that collection will occur regardless of delinquency
status, need not be charged off.
For all loan classes, all interest accrued but not collected for loans that are placed on nonaccrual or
charged off are reversed against interest income. The interest on these loans is accounted for on
the cash-basis or cost-recovery method, until qualifying for return to accrual. Loans are returned to
accrual status when all the principal and interest amounts contractually due are brought current and
future payments are reasonably assured. Nonaccrual loans are returned to accrual status when, in
the opinion of management, the financial position of the borrower indicates there is no longer any
reasonable doubt as to the timely collection of interest or principal. The Company requires a
period of satisfactory performance of not less than six months before returning a nonaccrual loan to
accrual status.
When cash payments are received on impaired loans in each loan class, the Company records the
payment as interest income unless collection of the remaining recorded principal amount is
doubtful, at which time payments are used to reduce the principal balance of the loan. Troubled
debt restructured loans recognize interest income on an accrual basis at the renegotiated rate if the
loan is in compliance with the modified terms, no principal reduction has been granted and the loan
has demonstrated the ability to perform in accordance with the renegotiated terms for a period of at
least six months.
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Third Century Bancorp
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

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 income. Loan losses are charged against the allowance when
management believes the uncollectibility 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 the collectibility of the loans in light of historical experience, the
nature and volume of the loan portfolio, adverse situations that may affect the borrower’s ability to
repay, estimated value of any underlying collateral and prevailing economic conditions. This
evaluation is inherently subjective as it requires estimates that are susceptible to significant revision
as more information becomes available.
The allowance consists of allocated and general components. The allocated component relates to
loans that are classified as impaired. For those loans that are 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 general component covers nonimpaired loans and is based on historical charge-off experience by segment. The historical loss
experience is determined by portfolio segment and is based on the actual loss history experienced
by the Company over the prior two years. Management believes the two year historical loss
experience methodology is appropriate in the current economic environment. Other adjustments
(qualitative/environmental considerations) for each segment may be added to the allowance for
each loan segment after an assessment of internal or external influences on credit quality that are
not fully reflected in the historical loss or risk rating data.
A loan is considered impaired when, based on current information and events, it is probable that
the Company will be unable to collect the scheduled payments of principal or interest when due
according to the contractual terms of the loan agreement. Factors considered by management in
determining impairment include payment status, collateral value and the probability of collecting
scheduled principal and interest payments when due based on the loan’s current payment status and
the borrower’s financial condition including available sources of cash flows. Loans that experience
insignificant payment delays and payment shortfalls generally are not classified as impaired.
Management determines the significance of payment delays and payment shortfalls on a case-bycase basis, taking into consideration all of the circumstances surrounding the loan and the
borrower, including the length of the delay, the reasons for the delay, the borrower’s prior payment
record and the amount of the shortfall in relation to the principal and interest owed. Impairment is
measured on a loan-by-loan basis for nonhomogenous type loans such as commercial, nonowner
residential and construction loans by either the present value of expected future cash flows
discounted at the loan’s effective interest rate, the loan’s obtainable market price or the fair value
of the collateral if the loan is collateral dependent. For impaired loans where the Company utilizes
the discounted cash flows to determine the level of impairment, the Company includes the entire
change in the present value of cash flows as bad debt expense.
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Third Century Bancorp
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

The fair values of collateral dependent impaired loans are based on independent appraisals of the
collateral. In general, the Company acquires an updated appraisal upon identification of
impairment and annually thereafter for commercial, commercial real estate and multi-family loans.
If the most recent appraisal is over a year old, and a new appraisal is not performed, due to lack of
comparable values or other reasons, the existing appraisal is utilized and discounted based on the
age of the appraisal, condition of the subject property, and overall economic conditions. After
determining the collateral value as described, the fair value is calculated based on the determined
collateral value, less selling expenses. The potential for outdated appraisal values is considered in
our determination of the allowance for loan losses through our analysis of various trends and
conditions including the local economy, trends in charge-offs and delinquencies, etc. and the
related qualitative adjustments assigned by the Company.
Segments of loans with similar risk characteristics are collectively evaluated for impairment based
on the segment’s historical loss experience adjusted for changes in trends, conditions and other
relevant factors that affect repayment of the loans. Accordingly, the Company does not separately
identify individual consumer and residential loans for impairment measurements, unless such loans
are the subject of a restructuring agreement due to financial difficulties of the borrower.
In the course of working with borrowers, the Company may choose to restructure the contractual
terms of certain loans. In this scenario, the Company attempts to work-out an alternative payment
schedule with the borrower in order to optimize collectability of the loan. Any loans that are
modified are reviewed by the Company to identify if a troubled debt restructuring (“TDR”) has
occurred, which is when, for economic or legal reasons related to a borrower’s financial
difficulties, the Company grants a concession to the borrower that it would not otherwise consider.
Terms may be modified to fit the ability of the borrower to repay in line with its current financial
status and the restructuring of the loan may include the transfer of assets from the borrower to
satisfy the debt, a modification of loan terms, or a combination of the two. If such efforts by the
Company do not result in a satisfactory arrangement, the loan is referred to legal counsel, at which
time foreclosure proceedings are initiated. At any time prior to a sale of the property at
foreclosure, the Company may terminate foreclosure proceedings if the borrower is able to workout a satisfactory payment plan.
It is the Company’s policy to have any restructured loans which are on nonaccrual status prior to
being restructured remain on nonaccrual status until six months of satisfactory borrower
performance at which time management would consider its return to accrual status. If a loan was
accruing at the time of restructuring, the Company reviews the loan to determine if it is appropriate
to continue the accrual of interest on the restructured loan.
With regard to determination of the amount of the allowance for credit losses, troubled debt
restructured loans are considered to be impaired. As a result, the determination of the amount of
impaired loans for each portfolio segment within troubled debt restructurings is the same as
detailed previously.
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Third Century Bancorp
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

Premises and Equipment
Depreciable assets are stated at cost, less accumulated depreciation. Depreciation is charged to
expense using the straight-line and accelerated methods over the estimated useful lives of the
assets.
Long-lived Asset Impairment
The Company evaluates the recoverability of the carrying value of long-lived assets whenever
events or circumstances indicate the carrying amount may not be recoverable. If a long-lived asset
is tested for recoverability and the undiscounted estimated future cash flows expected to result
from the use and eventual disposition of the asset is less than the carrying amount of the asset, the
asset cost is adjusted to fair value and an impairment loss is recognized as the amount by which the
carrying amount of a long-lived asset exceeds its fair value. No asset impairment was recognized
during the years ended December 31, 2020 and 2019.
Federal Home Loan Bank Stock
Federal Home Loan Bank stock is a required investment for institutions that are members of the
Federal Home Loan Bank system. The required investment in the common stock is based on a
predetermined formula.
Mortgage-Servicing Rights
Mortgage-servicing assets are recognized separately when rights are acquired through purchase or
through sale of financial assets. Under the servicing assets and liabilities accounting guidance
(ASC 860-50), servicing rights resulting from the sale or securitization of loans originated by the
Company are initially measured at fair value at the date of transfer. The Company subsequently
measures each class of servicing asset using the amortization method. Under the amortization
method, servicing rights are amortized in proportion to and over the period of estimated net
servicing income. The amortized assets are assessed for impairment or increased obligation based
on fair value at each reporting date.
Fair value is based on market prices for comparable mortgage-servicing contracts, when available,
or alternatively, is based on a valuation model that calculates the present value of estimated future
net servicing income. The valuation model incorporates assumptions that market participants
would use in estimating future net servicing income, such as the cost to service, the discount rate,
the custodial earnings rate, an inflation rate, ancillary income, prepayment speeds and default rates
and losses. These variables change from quarter to quarter as market conditions and projected
interest rates change, and may have an adverse impact on the value of the mortgage-servicing right
and may result in a reduction to noninterest income.
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Third Century Bancorp
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

Each class of separately recognized servicing assets subsequently measured using the amortization
method are evaluated and measured for impairment. Impairment is determined by stratifying rights
into tranches based on predominant characteristics, such as interest rate, loan type and investor
type. Impairment is recognized through a valuation allowance for an individual tranche, to the
extent that fair value is less than the carrying amount of the servicing assets for that tranche. The
valuation allowance is adjusted to reflect changes in the measurement of impairment after the
initial measurement of impairment. Changes in valuation allowances are reported with other
income on the consolidated income statement. Fair value in excess of the carrying amount of
servicing assets for that stratum is not recognized.
Servicing fee income is recorded for fees earned for servicing loans. The fees are based on a
contractual percentage of the outstanding principal or a fixed amount per loan and are recorded as
income when earned. The amortization of mortgage-servicing rights is netted against loan
servicing fee income.
Income Taxes
The Company accounts for income taxes in accordance with income tax accounting guidance
(ASC 740, Income Taxes). The income tax accounting guidance results in two components of
income tax expense: current and deferred. Current income tax expense reflects taxes to be paid or
refunded for the current period by applying the provisions of the enacted tax law to the taxable
income or excess of deductions over revenues. The Company determines deferred income taxes
using the liability (or balance sheet) method. Under this method, the net deferred tax asset or
liability is based on the tax effects of the differences between the book and tax basis of assets and
liabilities, and enacted changes in tax rates and laws are recognized in the period in which they
occur. Deferred income tax expense results from changes in deferred tax assets and liabilities
between periods. Deferred tax assets are reduced by a valuation allowance if, based on the weight
of evidence available, it is more likely than not that some portion or all of a deferred tax asset will
not be realized.
Stock Compensation
The Company recognizes the fair value of stock-based awards to employees as compensation cost
over the requisite service period. The stock-based employee compensation plan is described more
fully in Note 13.
Earnings Per Share
Basic earnings per share represents income available to common stockholders divided by the
weighted-average number of common shares outstanding during each period.
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Third Century Bancorp
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

Revenue Recognition
Topic 606 creates a single framework for recognizing revenue from contracts with customers that
fall within its scope and revised when it is appropriate to recognize a gain (loss) from the transfer
of nonfinancial assets, such as foreclosed assets. The majority of the Company’s revenues come
from interest income and other sources, including loans and securities, that are outside the scope of
Topic 606. The Company’s services that fall within the scope of Topic 606, primarily service
charges and fiduciary activities, are presented within noninterest income in the accompanying
consolidated statements of income and are recognized as revenue as the Company satisfies its
obligation to the customer.

Note 2:

Restriction on Cash and Due From Banks

The Bank is required to maintain reserve funds in cash and/or on deposit with the Federal Reserve
Bank. The reserve required at December 31, 2020 was $0.

Note 3:

Securities

The amortized cost and approximate fair values, together with gross unrealized gains and losses, of
available for sale securities are as follows:
2020
Amortized
Cost
Available for sale
Mortgage-backed securities Government-sponsored
enterprises (GSE)
Securities issued by state or
political divisions
Total investment securities

$

22,596,720

Gross
Unrealized
Gains

$

34,452,816
$

57,049,536

465,128

Gross
Unrealized
Losses

$

1,788,609
$

2,253,737

(11,395)

Approximate
Fair
Value

$

$

(11,395)

23,050,453
36,241,425

$

59,291,878

2019
Amortized
Cost
Available for sale
Mortgage-backed securities Government-sponsored
enterprises (GSE)
Securities issued by state or
political divisions
Total investment securities

$

24,820,521

Gross
Unrealized
Gains

$

11,523,796
$

36,344,317

227,856

Gross
Unrealized
Losses

$

222,522
$

450,378

(59,407)

Approximate
Fair
Value

$

(11,751)
$

(71,158)

24,988,970
11,734,567

$

36,723,537
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Third Century Bancorp
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

The amortized cost and fair value of securities available for sale at December 31, 2020, by
contractual maturity, are shown below. Expected maturities will differ from contractual maturities
because issuers may have the right to call or prepay obligations with or without call or prepayment
penalties.
Available for Sale
Amortized
Fair
Cost
Value
Within one year
One to five years
Five to ten years
After ten years
Mortgage-backed securities - GSE
Totals

$

149,960
564,665
347,700
33,390,491
22,596,720

$

150,781
582,497
360,407
35,147,740
23,050,453

$

57,049,536

$

59,291,878

The fair value of certain investments are below their historical cost. Total fair value of these
investments at December 31, 2020 and 2019 was approximately $4,136,000 and $12,550,000,
which is approximately 7% and 34% of the Company’s investment portfolio for each reporting
period. These declines primarily resulted from increases in market interest rates and failure of
certain investments to maintain consistent credit quality ratings. Gross gains for 2020 were
approximately $122,000 related to sales of available for sale securities.
Based on evaluation of available evidence, including recent changes in market interest rates, credit
rating information and information obtained from regulatory filings, management believes the
declines in fair value for these securities are temporary.
Should the impairment of any of these securities become other than temporary, the cost basis of the
investment will be reduced and the resulting loss recognized in net income in the period the otherthan-temporary impairment is identified.
The following tables show the Company’s investments’ gross unrealized losses and fair value,
aggregated by investment category and length of time that individual securities have been in a
continuous unrealized loss position at December 31, 2020 and 2019:

Description of
Securities
Mortgage-backed securities - GSE
Total temporarily impaired
securities

December 31, 2020
12 Months or More
Fair
Unrealized
Value
Losses

Less Than 12 Months
Fair
Unrealized
Value
Losses

Total
Fair
Value

Unrealized
Losses

$

4,136,184

$

(11,395)

$

-

$

-

$

4,136,184

$

(11,395)

$

4,136,184

$

(11,395)

$

-

$

-

$

4,136,184

$

(11,395)
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December 31, 2019
Less Than 12 Months
Fair
Unrealized
Value
Losses

Description of
Securities
Mortgage-backed securities - GSE
Securities issued by state or
political divisions
Total temporarily impaired
securities

$

10,684,973

$

1,258,226

$

11,943,199

(56,632)

12 Months or More
Fair
Unrealized
Value
Losses
$

(11,751)

$

(68,383)

606,331

$

-

$

606,331

(2,775)

Total
Fair
Value
$

-

$

(2,775)

Unrealized
Losses

11,291,304

$

1,258,226

$

12,549,530

(59,407)
(11,751)

$

(71,158)

Mortgage-Backed Securities - GSE
The unrealized losses on the Company’s investment in mortgage-backed securities - GSE were
caused by changes in interest rates and illiquidity. The Company expects to recover the amortized
cost basis over the term of the securities. Because the decline in market value is attributable to
changes in interest rates and illiquidity, and not credit quality, and because the Company does not
intend to sell the investments and it is not more likely than not the Company will be required to sell
the investments before recovery of their amortized cost basis, which may be maturity, the
Company does not consider those investments to be other-than-temporarily impaired at
December 31, 2020.

Note 4:

Loans and Allowance for Loan Losses

Categories of loans at December 31, include:
2020
Mortgage loans on real estate
Residential 1-4 family
Commercial
Construction and land development
Multi-family
Equity lines of credit
Total mortgage loans on real estate
Commercial loans
Consumer and Other
Personal
Credit cards
Total consumer installment loans
Less
Net deferred loan fess, premiums and discounts
Allowance for loan losses
Loans, net

$

30,648,405
62,186,293
11,373,345
3,223,716
15,814,118
123,245,877
13,073,359

2019

$

38,374,177
56,432,268
6,899,326
2,968,217
14,035,410
118,709,398
6,113,531

2,366,630
394,412
2,761,042
139,080,278

2,867,431
500,341
3,367,772
128,190,701

246,027
1,791,081

171,473
1,474,798

$ 137,043,170

$ 126,544,430
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The risk characteristics of each loan portfolio segment are as follows:
Commercial Real Estate: These loans are viewed primarily as cash flow loans and
secondarily as loans secured by real estate. Commercial real estate lending typically involves
higher loan principal amounts and the repayment of these loans is generally dependent on the
successful operation of the property securing the loan or the business conducted on the property
securing the loan. Commercial real estate loans may be more adversely affected by conditions
in the real estate markets or in the general economy. The properties securing the Company’s
commercial real estate portfolio are diverse in terms of type and geographic location.
Management monitors and evaluates commercial real estate loans based on collateral and risk
grade criteria. As a general rule, the Company avoids financing single purpose projects unless
other underwriting factors are present to help mitigate risk. In addition, management tracks the
level of owner-occupied commercial real estate loans versus nonowner occupied loans.
Commercial: Commercial loans are primarily based on the identified cash flows of the
borrower and secondarily on the underlying collateral provided by the borrower. The cash
flows of borrowers, however, may not be as expected and the collateral securing these loans
may fluctuate in value. Most commercial loans are secured by the assets being financed or
other business assets such as accounts receivable or inventory and may incorporate a personal
guarantee; however, some short-term loans may be made on an unsecured basis. In the case of
loans secured by accounts receivable, the availability of funds for the repayment of these loans
may be substantially dependent on the ability of the borrower to collect amounts due from its
customers.
Residential and Consumer: With respect to residential loans that are secured by 1-4 family
residences and are generally owner-occupied, the Company generally establishes a maximum
loan-to-value ratio and requires private mortgage insurance if that ratio is exceeded. Home
equity loans are typically secured by a subordinate interest in 1-4 family residences, and
consumer loans are secured by consumer assets such as automobiles or recreational vehicles.
Some consumer loans are unsecured such as small installment loans and certain lines of credit.
Repayment of these loans is primarily dependent on the personal income of the borrowers,
which can be impacted by economic conditions in their market areas such as unemployment
levels. Repayment can also be impacted by changes in property values on residential
properties. Risk is mitigated by the fact that the loans are of smaller individual amounts and
spread over a large number of borrowers.
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The following tables present the balance in the allowance for loan losses and the recorded
investment in loans based on portfolio segment and impairment method as of December 31, 2020
and 2019:
2020
Commercial

Commercial
Real Estate

$

63,260
181,498
-

$

583,933
352,065
-

$

62,503
(8,929)
(34,454)
15,268

$

765,102
(189,165)
-

$

1,474,798
335,469
(34,454)
15,268

Balance, end of year

$

244,758

$

935,998

$

34,388

$

575,937

$

1,791,081

Ending balance: individually
evaluated for impairment

$

-

$

-

$

863

$

10,629

$

11,492

Ending balance: collectively
evaluated for impairment

$

244,758

$

935,998

$

33,525

$

565,308

$

1,779,589

$

13,073,359

$

76,783,354

$

2,761,042

$

46,462,523

Ending balance: individually
evaluated for impairment

$

-

$

-

$

138,773

$

1,863,875

Ending balance: collectively
evaluated for impairment

$

13,073,359

$

76,783,354

$

2,622,269

$

44,598,648

Allowance for loan losses:
Balance, beginning of year
Provision (credit) for loan losses
Losses charged off
Recoveries

Loans:
Ending balance

Consumer

Residential

Total

$ 139,080,278
$

2,002,648

$ 137,077,630

2019
Commercial

Commercial
Real Estate

$

65,421
(2,161)
-

$

480,188
103,745
-

$

81,852
(35,644)
(16,425)
32,720

$

710,441
54,661
-

$

1,337,902
120,601
(16,425)
32,720

Balance, end of year

$

63,260

$

583,933

$

62,503

$

765,102

$

1,474,798

Ending balance: individually
evaluated for impairment

$

-

$

-

$

17,966

$

37,698

$

55,664

Ending balance: collectively
evaluated for impairment

$

63,260

$

583,933

$

44,537

$

727,404

$

1,419,134

$

6,113,531

$

66,299,811

$

3,367,772

$

52,409,587

Ending balance: individually
evaluated for impairment

$

-

$

-

$

19,346

$

2,027,918

Ending balance: collectively
evaluated for impairment

$

6,113,531

$

66,299,811

$

3,348,426

$

50,381,669

Allowance for loan losses:
Balance, beginning of year
Provision (credit) for loan losses
Losses charged off
Recoveries

Loans:
Ending balance

Consumer

Residential

Total

$ 128,190,701
$

2,047,264

$ 126,143,437
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The Company utilizes a risk grading matrix to assign a risk grade to each of its loan portfolio.
Loans are graded on a scale of 1 to 9. A description of the general characteristics of the 9 risk
grades is as follows:
Grade 1 - Loans are considered EXCELLENT, with little or no perceived risk of loss, including
loans fully secured by liquid collateral. These loans are supported by current financial
statements with excellent liquidity, net worth, credit history and confirmed repayment ability.
Grade 2 - Loans are considered VERY GOOD, with nominal risk of loss. These loans are
supported by current financial statements with good liquidity, net worth and credit history. The
probability of serious financial deterioration is low. Collateral coverage for secured loans will
be good.
Grade 3 - Loans are considered to be NORMAL, with no apparent undue risk of loss. These
loans will conform to Company policy and be supported by current financial statements with
satisfactory liquidity, net worth and credit history. Collateral coverage will be satisfactory.
The borrowers will have average performance records with few, if any, credit problems.
Grade 4 - Loans are considered to be ACCEPTABLE, with a greater than normal risk, but still
considered bankable. These loans will generally agree to the Company’s policy, with few, if
any exceptions. These loans will be supported by financial statements with acceptable
liquidity, net worth and credit history. Collateral coverage will be acceptable. Although these
loans may require closer monitoring, they do not demonstrate any serious weakness.
Grade 5 - These loans are considered WATCH credits, with some signs of weakness and
require close monitoring. These loans appear to be collectable at present; however, if the
weaknesses are not corrected, increased risk is possible. These loans would not be considered
acceptable as new business. These credits are actively monitored by designated staff or
department head performing collection activity.
Grade 6 - These loans would be considered SPECIAL MENTION credits. These loans do not
currently expose the Company to a significant degree of risk to warrant further classification,
but do possess credit deficiencies or potential weaknesses deserving of management’s close
attention. Special Mention assets have a potential weakness or pose an unwarranted financial
risk that, if not corrected, could weaken the asset and increase risk in the future.
Grade 7 - These loans would be classified SUBSTANDARD. These loans may appear
collectable, but the potential for loss in the future may exist due to a collateral shortfall, a lack
of liquidity, poor earnings or excessive debt. These loans are characterized by a distinct
possibility that some loss will be sustained if the deficiencies are not corrected. If only a partial
recovery of the loan is reasonably certain, a reserve equal to the amount whose collectability is
uncertain should be established.
Grade 8 - These loans would be classified DOUBTFUL because full repayment is questionable.
Because of certain important pending factors or events that may strengthen the loan, a loss
classification is deferred until additional information is available.
Grade 9 - These loans would be classified LOSS. These loans are considered uncollectible
within a reasonable time frame. Loans will be classified LOSS when it is not practical or
desirable to defer writing off or reserving for the loan, even though full or partial recovery may
be possible at some future time.
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The following tables present the credit risk profile of the Company’s loan portfolio based on rating
category and payment activity as of December 31, 2020 and 2019:
2020
Commercial
Real Estate
Construction

Commercial
Real Estate Other

Residential

$ 10,551,566
197,208
2,324,585
-

$

11,373,345
-

$ 65,410,009
-

$ 13,073,359

$

11,373,345

$ 65,410,009

Commercial

Commercial
Real Estate
Construction

Commercial
Real Estate Other

Residential

$

5,958,203
155,328
-

$

6,899,326
-

$ 56,896,875
152,430
2,351,180
-

$

6,113,531

$

6,899,326

$ 59,400,485

Commercial
Grade:
1- 4 Pass
5 Watch
6 Special Mention
7 Substandard
8-9 Doubtful/Loss
Total

Consumer Credit Cards

Consumer Personal

$ 44,324,754
770,430
1,367,339
-

$

386,563
28
6,958
863
-

$

2,362,278
4,352
-

$ 134,408,515
967,666
2,335,895
1,368,202
-

$ 46,462,523

$

394,412

$

2,366,630

$ 139,080,278

Total

2019

Grade:
1- 4 Pass
5 Watch
6 Special Mention
7 Substandard
8-9 Doubtful/Loss
Total

Consumer Credit Cards

Consumer Personal

$ 50,286,590
733,454
1,389,543
-

$

478,964
10,031
6,162
5,184

$

2,661,964
113,975
91,492
-

$ 123,181,922
1,155,187
2,361,211
1,487,197
5,184

$ 52,409,587

$

500,341

$

2,867,431

$ 128,190,701

Total

The following tables present the Company’s loan portfolio aging analysis as of December 31, 2020
and 2019:
2020
30-59 Days
Past Due

60-89 Days
Past Due

Commercial
Commercial real estate:
Construction
Other
Consumer:
Credit card
Personal
Residential

$

$

Total loans

$

7,876

-

Greater
Than
90 Days
$

-

Total
Past Due
$

7,876

Current
$

Total
Loans

13,065,483

$ 13,073,359

> 90 Days
and
Accruing
$

-

-

-

-

-

11,373,345
65,410,009

11,373,345
65,410,009

-

386,588
255,574

32,164
65,638

97,772

418,752
418,984

394,412
1,947,878
46,043,539

394,412
2,366,630
46,462,523

-

845,612

$ 138,234,666

$ 139,080,278

650,038

$

97,802

$

97,772

$

$

-
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2019
30-59 Days
Past Due

60-89 Days
Past Due

Commercial
Commercial real estate:
Construction
Other
Consumer:
Credit card
Personal
Residential

$

$

Total loans

$

22,976

-

Greater
Than
90 Days
$

Total
Past Due

-

$

22,976

Current
$

6,090,555

$

Total
Loans

> 90 Days
and
Accruing

6,113,531

$

-

-

-

-

-

6,899,326
59,400,485

6,899,326
59,400,485

-

3,407
424,267
466,441

103,647

6,468
4,073

9,875
424,267
574,161

490,466
2,443,164
51,835,426

500,341
2,867,431
52,409,587

6,468
-

10,541

$ 1,031,279

$ 127,159,422

$ 128,190,701

917,091

$

103,647

$

$

6,468

The following tables present impaired loans for the years ended December 31, 2020 and 2019:
2020
Unpaid
Principal
Balance

Recorded
Balance
Loans without a specific valuation allowance:
Commercial
Consumer
Commercial real estate construction
Commercial real estate - other
Residential
Loans with a specific valuation allowance:
Commercial
Consumer
Commercial real estate construction
Commercial real estate - other
Residential
Total:
Commercial
Consumer
Commercial real estate construction
Commercial real estate - other
Residential

Specific
Allowance

Average
Investment
Impaired
Loans

Interest
Income
Recognized

$

127,116
1,751,076

$

127,116
1,751,076

$

-

$

112,628
1,877,577

$

6,333
76,203

$

11,657
112,799

$

11,657
112,799

$

863
10,629

$

14,304
90,668

$

318
6,074

$

138,773
1,863,875

$

138,773
1,863,875

$

863
10,629

$

126,932
1,968,245

$

6,651
82,277
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2019
Unpaid
Principal
Balance

Recorded
Balance
Loans without a specific valuation allowance:
Commercial
Consumer
Commercial real estate construction
Commercial real estate - other
Residential
Loans with a specific valuation allowance:
Commercial
Consumer
Commercial real estate construction
Commercial real estate - other
Residential
Total:
Commercial
Consumer
Commercial real estate construction
Commercial real estate - other
Residential

Specific
Allowance

Average
Investment
Impaired
Loans

Interest
Income
Recognized

$

1,915,119

$

1,915,119

$

-

$

10,206
1,908,025

$

184
107,501

$

19,346
112,799

$

19,346
112,799

$

17,966
37,698

$

14,932
90,668

$

1,172
6,074

$

19,346
2,027,918

$

19,346
2,027,918

$

17,966
37,698

$

14,932
10,206
1,998,693

$

1,172
184
113,575

Loans accounted for on a nonaccrual basis:
2020
Commercial
Commercial real estate:
Construction
Other
Consumer:
Credit card
Personal
Residential
Total

$

$

2019
-

$

-

-

-

110,274

4,073

110,274

$

4,073

The Company did not have any troubled debt restructurings during the years ended December 31,
2020 and 2019.
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Impact of COVID-19 on the Company
In March 2020, the COVID-19 coronavirus was identified as a global pandemic and began
affecting the health of large populations around the world. As a result of the spread of COVID-19,
economic uncertainties arose which can ultimately affect the financial position, results of
operations and cash flows of the Company, as well as the Company’s customers. In response to
economic concerns over COVID-19, in March 2020, the Coronavirus Aid, Relief, and Economic
Security Act (CARES Act) was passed into law by Congress. The CARES Act included relief for
individual Americans, health care workers, small businesses and certain industries hit hard by the
COVID-19 pandemic. The 2021 Consolidated Appropriations Act, passed by Congress in
December 2020, extended certain provisions of the CARES Act affecting the Company into 2021.
The CARES Act included several provisions designed to help financial institutions like the
Company in working with their customers. Section 4013 of the CARES Act, as extended, allows a
financial institution to elect to suspend generally accepted accounting principles and regulatory
determinations with respect to qualifying loan modifications related to COVID-19 that would
otherwise be categorized as a troubled debt restructuring (TDR) until January 1, 2022. The
Company has taken advantage of this provision to extend certain payment modifications to loan
customers in need. The Company modified other loans during 2020 under the guidance that have
since returned to normal repayment status as of December 31, 2020.
The CARES Act also approved the Paycheck Protection Program (PPP), administered by the Small
Business Administration (SBA) with funding provided by financial institutions. The 2021
Consolidated Appropriations Act approved a new round of PPP loans in 2021. The PPP provides
loans to eligible businesses through financial institutions like the Company, with loans being
eligible for forgiveness of some or all of the principal amount by the SBA if the borrower meets
certain requirements. The SBA guarantees repayment of the loans to the Company if the
borrower’s loan is not forgiven and is then not repaid by the customer. The Company earns a 1%
interest rate on PPP loans, plus a processing fee from the SBA for processing and originating a
loan. The Company originated approximately $8,600,00 in PPP loans during 2020, of which
approximately $4,700,000 are still outstanding at December 31, 2020.

Note 5:

Premises and Equipment

Major classifications of premises and equipment, stated at cost, are as follows:
2020
Land
Buildings and improvements
Equipment

$

310,507
2,349,160
812,630
3,472,297
(1,838,084)

$

310,507
2,803,546
2,238,906
5,352,959
(3,580,232)

$

1,634,213

$

1,772,727

Less accumulated depreciation
Net premises and equipment

2019
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Note 6:

Loan Servicing

Mortgage loans serviced for others are not included in the accompanying consolidated balance
sheets. The unpaid principal balance of mortgage loans serviced for others was approximately
$85,508,000 and $49,511,000 at December 31, 2020 and 2019, respectively.
2020
Mortgage-servicing rights
Balances, January 1
Servicing rights capitalized
Amortization of servicing rights
Balances, December 31
Fair value disclosures
Fair value as of the beginning of the period
Fair value as of the end of the period

Note 7:

2019

$

228,645
386,320
(101,522)

$

211,836
95,788
(78,979)

$

513,443

$

228,645

$

340,221
841,506

$

358,566
340,221

Interest-Bearing Deposits

Interest-bearing deposits in denominations of $250,000 or more were approximately $16,114,000
and $14,715,000 at December 31, 2020 and 2019, respectively.
At December 31, 2020, the scheduled maturities of time deposits are as follows:
2021
2022
2023
2024
2025
Thereafter

Note 8:

$

25,549,720
4,993,029
2,441,984
358,830
855,513
-

$

34,199,076

Federal Home Loan Bank Advances

The Federal Home Loan Bank advances are secured by loans totaling approximately $88,682,000
and $60,683,000 at December 31, 2020 and 2019, respectively. Advances at December 31, 2020,
at interest rates ranging from 0.83 to 1.73 percent are subject to restrictions or penalties in the event
of prepayment.
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As of December 31, 2020, the Company has $3,000,000 of putable advances that are subject to a
one-time call option five years after the issuance date. If the FHLB exercises their call option, the
advances would be pre-payable at the Company’s option at par and without penalty. If not prepaid,
the advances would convert to a LIBOR adjustable advance repricing quarterly.
Aggregate annual maturities of the advances at December 31, 2020, are:
2021
2022
2023
2024
2025
Thereafter

$

4,705,339
1,500,000
500,000
1,000,000
1,000,000
3,000,000

$

11,705,339

The Company has available a $3,000,000 line of credit from Zions Bank with no maturity date.
The Company is required to maintain a minimum cash balance of $200,000 at Zions Bank to serve
as collateral. There were no borrowings on this line of credit at December 31, 2020 and 2019.
The Company has available a $3,000,000 line of credit from FHLB with a maturity date of October
2021. There were $2,955,000 drawn on this line of credit at December 31, 2020 and no borrowings
as of December 31, 2019. This balance is included in the 2021 maturity schedule above.

Note 9:

Income Taxes

The provision for income taxes includes these components:
2020
Currently payable
Federal
State
Deferred
Federal
State
Total income tax expense

$

396,266
58,396

2019

$

(84,368)
(13,396)
$

356,898

23,144
33,727
165,907
39,759

$

262,537
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A reconciliation of income tax expense at the statutory rate to the Company’s actual income tax
expense is shown below:
2020
Computed at the statutory rate (21%)
Increase resulting from
State income taxes
Tax-exempt interest
Tax-exempt BOLI income
Other
Actual tax expense

$

447,059

2019
$

263,664

35,550
(119,398)
(18,691)
12,378
$

356,898

58,054
(39,836)
(19,894)
549
$

262,537

The tax effects of temporary differences related to deferred taxes shown on the consolidated
balance sheets were:
2020
Deferred tax assets
Allowance for loan losses
Goodwill
Cash basis deferrals
Other

$

Deferred tax liabilities
Depreciation
Unrealized gain on available-for-sale securities
FHLB stock dividend
Prepaid expenses
Cash basis deferrals
Mortgage-servicing rights
State tax

Net deferred tax asset (liability)

458,489
12,321
27,137
2,277
500,224

2019
$

66,777
470,892
15,289
10,473
134,436
14,471
712,338
$

(212,114)

390,956
18,448
3,725
413,129
76,567
79,636
15,538
12,252
74,786
61,314
11,658
331,751

$

81,378
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Retained earnings at December 31, 2020 and 2019, includes approximately $1,038,000 for which
no deferred federal income tax liability has been recognized. These amounts represent an
allocation of income to bad debt deductions for tax purposes only. Reduction of amounts so
allocated for purposes other than tax bad debt losses or adjustments arising from carryback of net
operating losses would create income for tax purposes only, which would be subject to the then
current corporate income tax rate. The deferred income tax liabilities on the preceding amounts
that would have been recorded if they were expected to reverse into taxable income in the
foreseeable future were approximately $218,000 at December 31, 2020 and 2019, respectively.
ASC Topic 740-10 prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax
return. It also provides guidance on derecognition, classification, interest and penalties, accounting
in interim periods, disclosure and transition. The Company did not identify any uncertain tax
positions that it believes should be recognized in the consolidated financial statements. The open
tax years subject to examination by taxing authorities are the years subsequent to 2017.

Note 10: Stockholders’ Equity and Regulatory Matters
Banks and bank holding companies are subject to various regulatory capital requirements
administered by the federal banking agencies. Failure to meet minimum capital requirements can
initiate actions by the regulatory agencies that, if undertaken, could have a material effect on the
Bank’s consolidated financial statements. Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, the Bank must meet specific capital guidelines that
involve quantitative measures of the Bank’s assets, liabilities and certain off-balance-sheet items as
calculated under U.S. GAAP, regulatory reporting requirements and regulatory capital standards.
The Bank’s capital amounts and classification are also subject to qualitative judgments by the
regulators about components, risk weightings and other factors. Furthermore, the Bank’s
regulators could require adjustments to regulatory capital not reflected in these consolidated
financial statements.
Quantitative measures established by regulatory capital standards to ensure capital adequacy
require the Bank to maintain minimum amounts and ratios (set forth in the table below) of total and
Tier I capital (as defined) to risk-weighted assets (as defined), common equity Tier I capital (as
defined) to total risk-weighted assets (as defined) to total risk-weighted assets (as defined) and of
Tier I capital (as defined) to average assets (as defined). Management believes, as of December 31,
2020 and 2019 that the Bank meets all capital adequacy requirements to which it is subject.
As of December 31, 2020, the most recent notification from the regulatory agency categorized the
Bank as well capitalized under the regulatory framework for prompt corrective action. To be
categorized as well capitalized, the Bank must maintain minimum total risk-based capital, Tier I
risk-based capital, common equity Tier I risk-based capital and Tier I leverage ratios as set forth in
the table. There are no conditions or events since that notification that management believes have
changed the Bank’s category.
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The Bank’s actual capital amounts and ratios are also presented in the table.

Actual
Amount
Ratio
As of December 31, 2020
Total risk-based capital
(to risk-weighted assets)
Tier I capital
(to risk-weighted assets)
Common Equity Tier 1
(to risk-weighted assets)
Tier I capital
(to average assets)
As of December 31, 2019
Total risk-based capital
(to risk-weighted assets)
Tier I capital
(to risk-weighted assets)
Common Equity Tier 1
(to risk-weighted assets)
Tier I capital
(to average assets)

$

$

For Capital Adequacy
Purposes
Amount
Ratio

$ 13,027,000

20,376,000

12.5%

18,585,000

11.4

9,771,000

6.0

13,027,000

8.0

18,585,000

11.4

7,328,000

4.5

10,585,000

6.5

18,585,000

8.9

8,358,000

4.0

10,448,000

5.0

18,589,000

13.3%

17,114,000

12.2

8,397,000

6.0

11,196,000

8.0

17,114,000

12.2

6,298,000

4.5

9,097,000

6.5

17,114,000

9.8

7,015,000

4.0

8,769,000

5.0

$ 11,196,000

8.0%

To Be Well Capitalized
Under Prompt Corrective
Action Provisions
Amount
Ratio

8.0%

$ 16,284,000

$ 13,995,000

10.0%

10.0%

The above minimum capital requirements exclude the capital conservation buffer required to avoid
limitations on capital distributions, including dividend payments and certain discretionary bonus
payments to executive officers. The capital conservation buffer was 2.50% at December 31, 2020.
The net unrealized gain or loss on available for sale securities is not included in computing
regulatory capital.

Note 11: Dividend and Capital Restrictions
Without prior approval, current regulations allow the Bank to pay dividends to the Company not
exceeding net profits (as defined) for the current year plus those for the previous two years. The
Bank normally restricts dividends to a lesser amount because of the need to maintain an adequate
capital structure.
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Note 12: Related Party Transactions
The Company has entered into transactions with certain executive officers, directors and their
affiliates (related parties). In management’s opinion, such loans and other extensions of credit and
deposits were made in the ordinary course of business and were made on substantially the same
terms (including interest rates and collateral) as those prevailing at the time for comparable
transactions with other persons. Further, in management’s opinion, these loans did not involve
more than normal risk of collectability or present other unfavorable features.
The aggregate amount of loans, as defined, to such related parties at December 31, 2020 and 2019
totaled approximately $3,272,000 and $1,908,000, respectively. Deposits from related parties held
by the Company at December 31, 2020 and 2019 totaled approximately $2,520,000 and
$1,358,000, respectively.

Note 13: Employee Benefits
The Company has a retirement savings plan covering substantially all employees. Employer
contributions of approximately $53,000 and $43,000 were charged to expense for 2020 and 2019,
respectively.
The Company’s 2019 Equity Incentive Plan (the Plan), permits the grant of equity to its employees
for up to 120,000 shares of common stock.
A summary of the status of the Company’s nonvested shares as of December 31, 2020, and
changes during the year then ended, is presented below:
Number of
Shares

Grant Date
Fair Value

Beginning balance
Granted
Vested
Forfeited

11,713
-

$

10
-

Ending balance

11,713

$

10

As of December 31, 2020, there was $90,000 of unrecognized compensation cost related to
nonvested share-based compensation arrangements granted under the Plan. The cost is expected to
be recognized over a weighted-average remaining period of 2 years.
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Note 14: Disclosures About Fair Value of Financial Instruments
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Fair value measurements
must maximize the use of observable inputs and minimize the use of unobservable inputs. There is
a hierarchy of three levels of inputs that may be used to measure fair value:
Level 1

Quoted prices in active markets for identical assets or liabilities

Level 2

Observable inputs other than Level 1 prices, such as quoted prices for similar assets
or liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data for substantially the
full term of the assets or liabilities

Level 3

Unobservable inputs supported by little or no market activity and are significant to
the fair value of the assets

Following is a description of the valuation methodologies and inputs used for instruments
measured at fair value on a recurring basis and recognized in the accompanying consolidated
balance sheets, as well as the general classification of such instruments pursuant to the valuation
hierarchy.
Available-for-Sale Securities
When quoted market prices are available in an active market, securities are classified within
Level 1 of the valuation hierarchy. If quoted market prices are not available, then fair values are
estimated by using pricing models, quoted prices of securities with similar characteristics or
discounted cash flows. The fair value measurements consider observable data that may include
dealer quotes, market spreads, cash flows, the U.S. Treasury yield curve, live trading levels, trade
execution data, market consensus prepayment speeds, credit information and the bond’s terms and
conditions. Level 2 securities include state or political divisions and mortgage-backed securities.
In certain cases where Level 1 or Level 2 inputs are not available, securities are classified within
Level 3 of the hierarchy. The Company obtains all fair value measurements from an independent
pricing service.
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The following table presents the fair value measurements of assets recognized in the accompanying
consolidated balance sheets measured at fair value on a recurring basis and the level within the fair
value hierarchy in which the fair value measurements fall at December 31, 2020 and 2019.
Fair Value Measurements Using
Quoted Prices
in Active
Significant
Markets for
Other
Significant
Identical
Assets
(Level 1)

Fair
Value
December 31, 2020
Available-for-sale securities
Mortgage-backed securities Government-sponsored
enterprises (GSE)
Securities issued by state or
political divisions

December 31, 2019
Available-for-sale securities
Mortgage-backed securities Government-sponsored
enterprises (GSE)
Securities issued by state or
political divisions

$

23,050,453

$

36,241,425

Observable
Inputs
(Level 2)

-

$

-

23,050,453

Unobservable
Inputs
(Level 3)

$

-

36,241,425

-

$

59,291,878

$

-

$

59,291,878

$

-

$

24,988,970

$

-

$

24,988,970

$

-

11,734,567
$

36,723,537

$

-

11,734,567
$

36,723,537

$

-

Following is a description of the valuation methodologies and inputs used for assets measured at
fair value on a nonrecurring basis and recognized in the accompanying consolidated balance sheets,
as well as the general classification of such assets pursuant to the valuation hierarchy. For assets
classified within Level 3 of the fair value hierarchy, the process used to develop the reported fair
value is described below.
Collateral-Dependent Impaired Loans, Net of ALLL
The estimated fair value of collateral-dependent impaired loans is based on the appraised fair value
of the collateral, less estimated cost to sell. Collateral-dependent impaired loans are classified
within Level 3 of the fair value hierarchy.
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The Company considers the appraisal or evaluation as the starting point for determining fair value
and then considers other factors and events in the environment that may affect the fair value.
Appraisals of the collateral underlying collateral-dependent loans are obtained when the loan is
determined to be collateral-dependent and subsequently as deemed necessary by the Management’s
office. Appraisals are reviewed for accuracy and consistency by the Management’s office.
Appraisers are selected from the list of approved appraisers maintained by management. The
appraised values are reduced by discounts to consider lack of marketability and estimated cost to
sell if repayment or satisfaction of the loan is dependent on the sale of the collateral. These
discounts and estimates are developed by the Management’s office by comparison to historical
results.
The following tables present the fair value measurements of assets recognized in the accompanying
consolidated balance sheets measured at fair value on a nonrecurring basis and the level within the
fair value hierarchy in which the fair value measurements fall at December 31, 2020 and 2019.

Fair
Value
Impaired loans collateral dependent

$

24,802

Fair
Value
Impaired loans collateral dependent

$

76,481

2020
Fair Value Measurements Using
Quoted Prices
in Active
Significant
Markets for
Other
Significant
Identical
Observable
Unobservable
Assets
Inputs
Inputs
(Level 1)
(Level 2)
(Level 3)

$

-

$

-

$

24,802

2019
Fair Value Measurements Using
Quoted Prices
in Active
Significant
Markets for
Other
Significant
Identical
Observable
Unobservable
Assets
Inputs
Inputs
(Level 1)
(Level 2)
(Level 3)

$

-

$

-

$

76,481
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Unobservable (Level 3) Inputs
The following tables present quantitative information about unobservable inputs used in
nonrecurring Level 3 fair value measurements at December 31, 2020 and 2019.
Fair Value at
December 31,
2020

Valuation
Technique

Unobservable
Inputs

Range

Market comparable properties

Marketability discount

15%

Valuation
Technique

Unobservable
Inputs

Range

Market comparable properties

Marketability discount

15%

Impaired loans collateral-dependent

$

24,802

Fair Value at
December 31,
2019
Impaired loans collateral-dependent

$

76,481

The following tables present estimated fair values of the Company’s financial instruments and the
level within the fair value hierarchy in which the fair value measurements fall at December 31,
2020 and 2019:
2020
Fair Value Measurements Using
Quoted Prices
in Active

Carrying
Amount
Financial assets
Cash and cash equivalents
Loans, net of allowance for loan losses
Loans held for sale
Federal Home Loan Bank Stock
Interest receivable
Financial liabilities
Deposits
Federal Home Loan Bank advances
Interest payable

$

4,888,303
137,043,170
434,400
1,012,500
686,135

177,118,410
11,705,339
54,500

Fair
Value

$

4,888,303
138,095,000
434,400
1,012,500
686,135

177,402,334
12,022,000
54,500

$

Significant

Markets for

Other

Significant

Identical

Observable

Unobservable

Assets
(Level 1)

Inputs
(Level 2)

Inputs
(Level 3)

4,888,303
434,400
-

142,919,334
-

$

1,012,500
686,135

$

138,095,000
-

34,483,000
12,022,000
54,500

-
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2019
Fair Value Measurements Using
Quoted Prices

Carrying
Amount
Financial assets
Cash and cash equivalents
Loans, net of allowance for loan losses
Loans held for sale
Federal Home Loan Bank Stock
Interest receivable
Financial liabilities
Deposits
Federal Home Loan Bank advances
Interest payable

$

3,839,004
126,544,430
713,000
1,012,500
571,057

145,805,604
12,250,000
102,760

Fair
Value

$

3,839,004
125,909,000
713,000
1,012,500
571,057

146,208,000
12,246,000
102,760

$

in Active
Markets for

Significant
Other

Significant

Identical
Assets
(Level 1)

Observable
Inputs
(Level 2)

Unobservable
Inputs
(Level 3)

3,839,004
713,000
-

108,879,000
-

$

1,012,500
571,057

$

125,909,000
-

37,329,000
12,246,000
102,760

-

The following methods and assumptions were used to estimate the fair value of each class of
financial instruments.
Cash and Cash Equivalents, Interest-Earning Time Deposits, Federal Home Loan Bank
Stock, Interest Receivable and Interest Payable
The carrying amount approximates fair value.
Loans
The fair value of loans are estimated on an exit price basis incorporating discounts for credit,
liquidity and marketability factors.
Loans Held For Sale
The carrying amount approximates fair value due to the insignificant time between origination and
date of sale. The carrying amount is the amount funded and accrued interest.
Deposits
Deposits include demand deposits, savings accounts, NOW accounts and certain money market
deposits. The carrying amount approximates fair value. The fair value of fixed-maturity time
deposits is estimated using a discounted cash flow calculation that applies the rates currently
offered for deposits of similar remaining maturities.
Federal Home Loan Bank Advances
Rates currently available to the Company for debt with similar terms and remaining maturities are
used to estimate the fair value of existing debt.
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Commitments to Originate Loans, Letters of Credit and Lines of Credit
The fair value of commitments to originate loans is estimated using the fees currently charged to
enter into similar agreements, taking into account the remaining terms of the agreements and the
present creditworthiness of the counterparties. For fixed-rate loan commitments, fair value also
considers the difference between current levels of interest rates and the committed rates. The fair
value of forward sale commitments is estimated based on current market prices for loans of similar
terms and credit quality. The fair values of letters of credit and lines of credit are based on fees
currently charged for similar agreements or on the estimated cost to terminate or otherwise settle
the obligations with the counterparties at the reporting date. The carrying values of these
instruments are immaterial at the respective balance sheet dates and are reasonable estimates of fair
value.

Note 15: Commitments
Commitments to Originate Loans
Commitments to originate loans are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Commitments generally have fixed
expiration dates or other termination clauses and may require payment of a fee. Since a portion of
the commitments may expire without being drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. Each customer’s creditworthiness is evaluated on a
case-by-case basis. The amount of collateral obtained, if deemed necessary, is based on
management’s credit evaluation of the counterparty. Collateral held varies, but may include
accounts receivable; inventory; property, plant and equipment; commercial real estate and
residential real estate.
At December 31, 2020 and 2019, the Company had outstanding commitments to originate loans
aggregating approximately $5,736,000 and $713,000, respectively. The commitments extended
over varying periods of time with the majority being disbursed within a one-year period and were
at fixed rates of interest.
Letters of Credit
Letters of credit are conditional commitments issued by the Company to guarantee the performance
of a customer to a third party. These guarantees are primarily issued to support public and private
borrowing arrangements, including commercial paper, bond financing and similar transactions.
The credit risk involved in issuing letters of credit is essentially the same as that involved in
extending loans to customers.
The Company had total outstanding performance letters of credit amounting to $2,650,000 and
$1,570,000 at December 31, 2020 and 2019, respectively, with terms of one year. In addition, the
Company had total outstanding financial letters of credit amounting to $296,000 and $481,000 at
December 31, 2020 and 2019, respectively, with terms ranging from two to three years.
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Lines of Credit
Lines of credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Lines of credit generally have fixed expiration dates. Since a
portion of the line may expire without being drawn upon, the total unused lines do not necessarily
represent future cash requirements. Each customer’s creditworthiness is evaluated on a case-bycase basis. The amount of collateral obtained, if deemed necessary, is based on management’s
credit evaluation of the counterparty. Collateral held varies, but may include accounts receivable;
inventory; property, plant and equipment; commercial real estate and residential real estate.
Management uses the same credit policies in granting lines of credit as it does for on-balance-sheet
instruments.
At December 31, 2020 and 2019, the Company had granted unused lines of credit to borrowers
aggregating approximately $42,307,000 and $32,664,000, respectively, for commercial lines and
open-end consumer lines.

Note 16: Condensed Financial Information (Parent Company Only)
Presented below is condensed financial information as to financial position, results of operations
and cash flows of the Company:
Condensed Balance Sheets
December 31,
2020
2019
(In Thousands)
Assets
Cash
Investment in common stock of subsidiary
Other assets
Total assets
Liabilities - other liabilities

$

3
20,356
242

$

26
17,414
215

$

20,601

$

17,655

$

126

$

83

Stockholdersʼ Equity
Total liabilities and stockholdersʼ equity

20,475
$

20,601

17,572
$

17,655
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Condensed Statement of Income
Years Ended December 31,
2020
2019
(In Thousands)
Income
Dividends from subsidiary

$

555

$

338

Expenses
Director fees
Other expenses
Total expenses

47
82
129

37
78
115

Income Before Income Tax and Equity in Undistributed
Income of Subsidiary
Income Tax Benefit

426
27

223
31

Income Before Equity in Undistributed Income
of Subsidiary

453

254

Undistributed Income of Subsidiary

1,319

739

Net Income

1,772

993

Other Comprehensive Income

1,472

429

Comprehensive Income

$

3,244

$

1,422

Condensed Statements of Cash Flows
Years Ended December 31,
2020
2019
(In Thousands)
Operating Activities
Net income
Undistributed income of subsidiary
Items not providing cash
Net cash provided by operating activities

$

Financing Activity - dividends paid
Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

$

1,772
(1,319)
(110)
343

$

993
(739)
(31)
223

(366)

(248)

(23)

(25)

26

51

3

$

26

Note 17: Subsequent Events
Subsequent events have been evaluated through February 26, 2021, which is the date the
consolidated financial statements were available to be issued.
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