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2016 2015

AVERAGE 
BALANCE ($)

INTEREST 
INC/EXP ($)

AVERAGE 
YIELD/COST (%)

AVERAGE 
BALANCE ($)

INTEREST 
INC/EXP ($)

AVERAGE 
YIELD/COST 

(%)

Interest-Earning Assets:
Residential real estate 259,800  9,900 3.81% 228,497  8,748 3.83%

Commercial and agriculture real estate 197,795   9,358 4.73% 186,513  8,662 4.64%

Commercial and agriculture loans 147,090 6,509 4.43% 134,051  5,925 4.42%

Consumer installment loans 27,280 1,529 5.61% 26,207 1,514 5.78%

TOTAL LOANS 631,965  27,297  4.32% 575,268  24,849 4.32%

Investments 212,974 4,808 2.26% 202,850 5,225 2.58%

Federal funds sold & other interest-earning assets 26,738 134 0.50% 14,538  36 0.25%

TOTAL INTEREST-EARNING ASSETS 871,677  32,239 3.70% 792,656  30,110 3.80%

Noninterest-earning assets 51,416 48,518

TOTAL ASSETS 923,093 841,174

Interest-Bearing Liabilities:
Interest-bearing checking 105,137 288 0.27% 95,546 229 0.24%

Money market and savings accounts 384,374  1,867  0.49% 334,876  1,246 0.37%

Time deposits 165,008 1,544 0.94% 160,349 1,389 0.87%

Borrowings 7,280 82 1.13% 21,030 134 0.64%

Junior subordinated debentures 6,931  432 6.23% 9,100  534 5.87%

TOTAL INTEREST-BEARING LIABILITIES 668,730  4,213 0.63% 620,901  3,532 0.57%

Noninterest-bearing deposits 182,721  155,917  

Other noninterest-bearing liabilities 7,313 8,009

TOTAL LIABILITIES 858,764 784,827

Total equity 64,329  56,347  

TOTAL LIABILITIES AND EQUITY 923,093 841,174

Net interest spread 3.07% 3.23%

Net interest income/margin on earning assets 28,026  3.22% 26,578  3.35%

Tax equivalent adjustment (717) (726)

Net interest income per fi nancial statements 27,309  25,852 
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REPORT OF INDEPENDENT AUDITORS’ REPORT 
 
February 28, 2017 
 
To the Board of Directors and 
Stockholders of Lyons Bancorp Inc.: 
 
We have audited the accompanying consolidated balance sheets of Lyons 
Bancorp Inc. and subsidiary as of December 31, 2016 and 2015, and the related 
consolidated statements of income, comprehensive income, stockholders’ equity, 
and cash flows for each of the years in the two-year period ended December 31, 
2016. These consolidated financial statements are the responsibility of Lyons 
Bancorp Inc. and subsidiary’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based on our audits. 
 
We conducted our audits in accordance with the standards of the Public Company 
Accounting Oversight Board (United States) and in accordance with auditing 
standards generally accepted In the United States of America. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about 
whether the consolidated financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the consolidated financial statements.  An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion. 
 
In our opinion, the consolidated financial statements referred to above present 
fairly, in all material respects, the consolidated financial position of Lyons Bancorp 
Inc. and subsidiary as of December 31, 2016 and 2015, and the results of their 
operations and their cash flows for each of the years in the two-year period ended 
December 31, 2016, in conformity with accounting principles generally accepted in 
the United States of America. 
 
 
 
 
 
Bonadio & Co., LLP 
Syracuse, New York 
February 28, 2017 

 
 
  
 
  
  
  
 

www.bonadio.com

432 North Franklin Street, Suite 60
Syracuse, New York 13204

p (315) 476-4004
f (315) 475-1513
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Consolidated Balance Sheets 
December 31, 2016 and 2015 
 
 2016  2015 

Assets (In thousands) 
 

Cash and due from banks $  14,458  $  15,416 
Interest-bearing deposits in banks 17,952  14,365 

 
Cash and Cash Equivalents 32,410  29,781 

 
Investment securities:    
 Available for sale 142,983  138,387 
 Held to maturity 56,826  51,222 
 Restricted equity securities 5,792  5,576 

 
Total Investment Securities 205,601  195,185 

 
Loans 678,691  605,201 
Less allowance for loan losses (7,796)  (8,188)

 
Net Loans 670,895  597,013 

 
Land, premises and equipment, net 20,097  20,880 
Bank owned life insurance 15,610  14,895 
Accrued interest receivable and other assets 11,519  9,879 

 
Total Assets $ 956,132  $  867,633 

 
Liabilities and Equity  

Liabilities 

Deposits:    
 Interest-bearing $ 663,519  $  599,194 
 Non-interest-bearing 196,554  172,917 

 
Total Deposits 860,073  772,111 

 
Borrowings from Federal Home Loan Bank 18,000  20,126 
Junior subordinated debentures 6,190  8,867 
Accrued interest payable and other liabilities 3,016  7,851 

 
Total Liabilities 887,279  808,955 

 

Equity 

Lyons Bancorp, Inc. stockholders’ equity:    
Preferred stock 3  - 
Common stock 1,599  1,507 
Paid-in capital 19,294  11,840 
Retained earnings 52,449  48,032 
Accumulated other comprehensive loss (4,271)  (2,540)
Treasury stock, at cost (277)  (217)

 
Total Lyons Bancorp, Inc. Stockholders’ Equity 68,797  58,622 

    
Noncontrolling interest 56  56 

Total Equity 68,853  58,678 
Total Liabilities and Equity $ 956,132  $ 867,633 
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Consolidated Statements of Income 
Years Ended December 31, 2016 and 2015 
 2016  2015 
 (In thousands, except per share data)
Interest Income 

Loans $ 27,297  $ 24,849 
Investment securities:    
 Taxable 3,486  3,062 
 Non-taxable 1,456  1,473 

Total Interest Income 32,239  29,384 
 

Interest Expense 
Deposits 3,699  2,864 
Borrowings 514  668 

Total Interest Expense 4,213  3,532 
 

Net Interest Income 28,026  25,852 
 

Provision for Loan Losses 1,100  1,275 
Net Interest Income after Provision for Loan Losses 26,926  24,577 

 

Noninterest Income 
Service charges on deposit accounts 2,888  2,800 
Cardholder fees 1,973  1,751 
Financial services fees 855  878 
Loan servicing fees 955  865 
Net realized gains from sales/calls of available for sale securities 470  167 
Realized gains on loans sold 1,275  1,070 
Earnings on investment in bank owned life insurance 416  388 
Other 420  353 

Total Noninterest Income 9,252  8,272 
 

Noninterest Expense 
Salaries and wages 10,719  9,543 
Pensions and benefits 3,481  3,301 
Occupancy 2,828  2,336 
Data processing 1,615  1,407 
Professional fees 1,562  1,296 
FDIC and OCC assessments 740  701 
Advertising 952  693 
Cardholder expense 845  670 
Office supplies 277  434 
Other  2,617  2,211 

Total Noninterest Expense 25,636  22,592 
 

Income before Income Taxes  10,542  10,257 
    

Income Tax Expense 2,941  2,886 
Net income attributable to noncontrolling interest and Lyons Bancorp, Inc. 7,601  7,371 
    

Less: Net income attributable to noncontrolling interest 5  5 
Net Income $  7,596  $  7,366 

  

Earnings Per Share – basic (1)  $    2.42  $    2.47 

Earnings Per Share – diluted (1) $    2.39  $    2.34 

 
(1) Per share amounts have been adjusted to reflect a 2-for-1 stock split in the form of a stock dividend, effective October 30, 2015. 
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Consolidated Statements of Comprehensive Income 
Years Ended December 31, 2016 and 2015 
 
 
  
 2016  2015 

 (In thousands) 
Net income $ 7,596  $ 7,366 
   
Other comprehensive (loss) income :   

Securities available for sale:   
Net unrealized  (losses) gains during the year (3,042) 868 
Reclassification adjustment for gains included in income (470) (167)

Securities held to maturity:   
Reclassification adjustment for amortization of unrealized losses included in income 262 84 

Changes in unrealized gains  during the year of restricted equity securities 51 22 
Pension and postretirement benefits:   

Amortization of prior service credit (3) (3)
Amortization of net loss 199 224 
Net actuarial  (loss) gain (28) 177 

Cash flow hedge:   
Losses on the effective portion of cash flow hedge (26) (121)
Reclassification adjustment for losses included in income 177 196 
 (2,880) 1,280 

Tax benefit (expense)  1,153 (512)
   

Other comprehensive (loss) income  (1,727) 768 
   

Comprehensive income $ 5,869 $ 8,134 
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Consolidated Statements of Stockholders’ Equity 
Years Ended December 31, 2016 and 2015 
 
(In thousands, except per share data)     
 

Preferred 

Stock

    Common 

Stock

Paid-In 

Capital

Retained 

Earnings

Accumulated 

Other 

Comprehensive 

Loss  

Treasury 

Stock 
Noncontrolling 

Interest Total

Balance - January 1, 2015 -    747    12,226  42,999      (3,308)    (214)      56  $ 52,506 
     
Net income attributable to noncontrolling 

interests and Lyons Bancorp, Inc. 
-

- - 7,366 -  - 

 

5  7,371 
Total other comprehensive income, net - - - - 768   -  -  768 
Stock split in the form of a stock dividend - 747 (747) - -  -   -  - 
Conversion of trust preferred securities - 13 337 - -  -   -  350 
Purchase of treasury stock - - - - -    (155)  -  (155) 
Deferred compensation shares awarded, net - - 24 - -  152  -  176 
Dividends to noncontrolling interests - - - - -  -  (5)  (5) 
Cash dividends declared, $0.78(1) per share - - - (2,333) -  -  -  (2,333) 

 
Balance – December 31, 2015 -     1,507 11,840  48,032      (2,540)    (217)      56  $ 58,678 

     
Net income attributable to noncontrolling 

interests and Lyons Bancorp, Inc. 
-

- - 7,596 -  - 

 

5  7,601 
Total other comprehensive income, net - - - - (1,731)  -  -  (1,731) 
Conversion of trust preferred securities  - 92 2,489 - -   -  2,581 
Issuance of preferred stock 3 - 4,928 - -  -  -  4,931 
Purchase of treasury stock - - - - -    (243)  -  (243) 
Deferred compensation shares awarded, net - - 37 - -  183  -  220 
Dividends to noncontrolling interests - - - - -  -  (5)  (5) 
Cash dividends declared, $1.01 per share - - - (3,179) -  -  -  (3,179) 

 
Balance – December 31, 2016  $             3 $    1,599 $  19,294 $  52,449 $     (4,271)  $  (277)  $    56  $ 68,853 

 
 

 
 
 
 
 
 
 

 
 

 
(1) Per share amounts have been adjusted to reflect a 2-for-1 stock split in the form of a stock dividend, effective October 30, 2015. 
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Consolidated Statements of Cash Flows 
Years Ended December 31, 2016 and 2015 
 2016  2015 
 (In thousands) 
Cash Flows from Operating Activities 

Net income  $    7,596     $    7,366   
Adjustments to reconcile net income to net cash provided by operating activities:    
  Provision for loan losses 1,100  1,275 
  Earnings on investment in bank owned life insurance (415)  (388)
  Net realized gain from sales/calls of available for sale securities (470)  (167)
  Realized gains on loans sold (1,275)  (1,070)
  Gain on sale of real estate owned and other repossessed assets (11)  - 
  Deferred compensation expense 291  234 
  Net amortization on securities 511  186 
  Depreciation and amortization 1,146  978 
  Deferred income tax benefit (7)   (125)
              Contribution to defined benefit pension plan                                                                                 (1,000)  (1,000)

                       Increase in accrued interest receivable and other assets (84)  (855)
  Increase in accrued interest payable and other liabilities (4,276)  1,295 
  Loans originated for sale (61,663)  (47,210)
  Proceeds from sales of loans 62,558  51,855 

 
Net Cash Provided by Operating Activities 4,001  12,374 

 
Cash Flows from Investing Activities 

Purchases of securities available for sale (98,694)  (50,288)
Proceeds from sales of securities available for sale 54,215  20,559 
Proceeds from maturities and calls of securities available for sale 36,207  32,945 
Purchases of held to maturity securities (20,580)  (6,955)
Proceeds from maturities of securities held to maturity 15,099  13,247 
Net increase in restricted equity securities (164)  589 
Proceeds from sales of commercial loans 1,266  2,691 
Net increase in portfolio loans (75,736)  (67,764)
Proceeds from sale of real estate owned, net and other repossessed assets 137  - 
Purchase of bank owned life insurance (300)  (823)
Premises and equipment purchases, net (363)  (5,417)

 
Net Cash Used in Investing Activities (88,913)  (61,216)

 
Cash Flows from Financing Activities 

Net increase in demand and savings deposits 92,491  75,959 
Net decrease in time deposits (4,529)  (2,050)
Net (decrease) increase in overnight borrowings from Federal Home Loan Bank 6,000  (22,600)
Proceeds from term borrowings from Federal Home Loan Bank -  5,000 
Repayment of term borrowings from Federal Home Loan Bank (8,126)  (1,065)
Net proceeds from sale of stock 4,931  - 
Purchase of treasury stock (243)  (155)
Dividends paid (2,983)  (2,299)

         
Net Cash Provided by Financing Activities 87,541  52,790 

 
             2,629  3,948 

 
Cash and Cash Equivalents – Beginning 29,781  25,833 
 
Cash and Cash Equivalents – Ending $  32,410  $  29,781 
 
Supplementary Cash Flow Information 

Interest paid $   4,226  $    3,534 
 

Income taxes paid, net of refund received $    3,104  $    3,306 
 
Non-cash Disclosure 

Transfer of loans to foreclosed real estate and other repossessed assets $           271  $        126 
Conversion of Trust III debentures to common stock $     2,582  $      350 



Lyons Bancorp, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2016 and 2015 
 

7 

Note 1 - Summary of Significant Accounting Policies 

Nature of Operations 
Lyons Bancorp, Inc. (the Company) provides a full range of commercial and retail banking services 
to individual and small business customers through its wholly-owned subsidiary, The Lyons National 
Bank (the Bank).  The Bank's operations are conducted in thirteen branches located in Wayne, 
Onondaga, Yates, Ontario, Monroe and Seneca Counties, New York.  The Company and the Bank are 
subject to the regulations of certain federal agencies and undergo periodic examinations by those 
regulatory authorities. 

The Company owns all of the voting common shares of Lyons Capital Statutory Trust I (Trust I), 
Lyons Capital Statutory Trust II (Trust II), Lyons Statutory Trust III (Trust III) and Lyons Statutory 
Trust IV (Trust IV).  Trust I was formed in 2003, Trust II was formed in 2004, Trust III was formed 
in 2009.  The Trusts were each formed for the purpose of securitizing trust preferred securities, the 
proceeds of which were advanced to the Company and contributed to the Bank as additional capital.  

The Bank owns all of the voting stock of Lyons Realty Associates Corp. (LRAC).  LRAC is a real 
estate investment trust which holds a portfolio of real estate mortgages.  In order to maintain its status 
as a real estate investment trust, LRAC holds the real estate mortgages until they are paid.  The real 
estate mortgages held by LRAC are included in loans on the consolidated balance sheet.   

Basis of Presentation 
The consolidated financial information included herein combines the results of operations, the assets, 
liabilities, and shareholders’ equity (including comprehensive income or loss) of the Company and all 
entities in which the Company has a controlling financial interest. All significant intercompany 
balances and transactions are eliminated in consolidation. 
  
Variable interest entities (VIEs) are required to be consolidated if it is determined the company is the 
primary beneficiary of a VIE.  The primary beneficiary of a VIE is the enterprise that has both the 
power and ability to direct the activities of the VIE that most significantly impact the VIE’s economic 
performance and an obligation to absorb losses or the right to receive benefits that could potentially 
be significant to the VIE. The Company’s wholly owned subsidiaries, Trust I, Trust II, and Trust III 
are VIE’s for which the Company is not the primary beneficiary. Accordingly, the accounts of these 
entities are not included in the Company’s consolidated financial statements, as discussed in Note 8. 
  

Reclassification 
 
Amounts in the prior years’ consolidated financial statements are reclassified when necessary to 
conform to the current year’s presentation. 
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Note 1 - Summary of Significant Accounting Policies (Continued) 

Use of Estimates 
The preparation of consolidated financial statements in conformity with accounting principles 
generally accepted in the United States of America (GAAP) requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the consolidated 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 in the near future relate to the 
determination of the allowance and provision for loan losses, actuarial assumptions associated with 
the Company’s benefit plans and deferred tax assets and liabilities. 

Recently Issued Accounting Pronouncements 

There are no recently issued accounting pronouncements that materially affect the Company’s 
consolidated financial statements this year. 

Investment Securities 
Securities are classified as held to maturity and carried at amortized cost when management has the 
positive intent and ability to hold them until maturity. Securities to be held for indefinite periods of 
time are classified as available for sale and carried at fair value, with the unrealized holding gains and 
losses reported as a component of other comprehensive income, net of tax. Securities held for resale 
for liquidity purposes are classified as trading and are carried at fair value, with changes in unrealized 
holding gains and losses included in income. Management determines the appropriate classification of 
securities at the time of purchase. Restricted equity securities consist primarily of Federal Reserve 
Bank and the Federal Home Loan Bank stock.   

Purchase premiums and discounts are recognized in interest income using the interest method or 
methods that approximate the interest method over the terms of the securities. Interest and dividends 
on securities are recognized in interest income using the interest method over the terms of the 
securities. Gains and losses on the sale of securities are determined using the specific identification 
method. 

On a quarterly basis, the Company performs an assessment to determine whether there have been any 
events or economic circumstances indicating that a security with an unrealized loss has suffered 
other-than-temporary impairment. A security is considered impaired if the fair value is less than its 
amortized cost basis at the reporting date. If impaired, the Company then assesses whether the 
unrealized loss is other-than-temporary. The assessment considers (i) whether the Company intends to  
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Note 1 - Summary of Significant Accounting Policies (Continued) 

Investment Securities - continued 

sell the security prior to recovery and/or maturity, (ii) whether it is more likely than not that the 
Company will have to sell the security prior to recovery and/or maturity and (iii) if the present value 
of the expected cash flows is not sufficient to recover the entire amortized cost basis.  If a debt 
security is deemed to be other-than-temporarily impaired, the credit loss component of an other-than-
temporary impairment write-down is recorded in earnings while the remaining portion of the 
impairment loss is recognized, net of tax, in other comprehensive income provided that the Company 
does not intend to sell the underlying security and it is more-likely-than not that the Company would 
not have to sell the security prior to recovery.  

The Company considers the following factors in determining whether a credit loss exists and the 
period over which the security is expected to recover: 

x The length of time and the extent to which the fair value has been less than the amortized cost 
basis; 

x The level of credit enhancement provided by the structure which includes, but is not limited 
to, credit subordination positions, excess spreads, overcollateralization, protective triggers; 

x Changes in the near term prospects of the issuer or underlying collateral of a security, such as 
changes in default rates, loss severities given default and significant changes in prepayment 
assumptions; 

x The level of excess cash flow generated from the underlying collateral supporting the 
principal and interest payments of the debt securities; and 

x Any adverse change to the credit conditions of the issuer of the security such as credit 
downgrades by the rating agencies. 

Loans 
The Bank grants real estate, commercial and consumer loans to its customers.  A substantial portion 
of the loan portfolio is represented by real estate loans in Wayne, Ontario, Yates, Onondaga, and 
Seneca Counties.  The Company’s loan portfolio includes residential real estate, commercial real 
estate, agricultural real estate, commercial and agricultural loans, and consumer installment classes.  
Residential real estate loans include classes for 1-4 family and home equity loans.  Consumer 
installment loans include classes for direct and indirect loans. 

 
Loans that management has the intent and ability to hold for the foreseeable future or until maturity or 
payoff are stated at their outstanding unpaid principal balances, net of an allowance for loan losses 
and any deferred fees or costs. Interest income is accrued on the unpaid principal balance. Loan 
origination fees, net of certain direct origination costs, are deferred and recognized as an adjustment 
of the yield (interest income) of the related loans. The Bank is generally amortizing these amounts 
over the contractual life of the loan.  Premiums and discounts on purchased loans are amortized as 
adjustments to interest income using the effective yield method.   



Lyons Bancorp, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2016 and 2015 
 

10 

Note 1 - Summary of Significant Accounting Policies (Continued) 

Loans - continued 
Interest income is accrued on the unpaid principal balance.  The accrual of interest on loans is 
discontinued at the time the loan is 90 days past due unless the credit is well-secured and in process of 
collection.  Credit card loans and other personal loans are typically charged off no later than 180 days 
past due.  Past due status is based on contractual terms of the loan.  In all cases, loans are placed on 
nonaccrual or charged-off at an earlier date if collection of principal or interest is considered doubtful.  
All interest accrued but not collected for loans that are placed on nonaccrual or charged off is 
reversed against interest income or the allowance for loan losses if the interest income was earned in a 
prior period.  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. 

 
Management, considering current information and events regarding the borrowers’ ability to repay 
their obligations, considers a loan to be impaired when it is probable that the Company will be unable 
to collect all amounts due according to the contractual terms of the loan agreement. When a loan is 
considered to be impaired, the amount of the impairment is measured based on the present value of 
expected future cash flows discounted at the loan’s effective interest rate, or at the loan’s observable 
fair value or the fair value of underlying collateral if the loan is collateral-dependent. Impairment 
losses are included in the allowance for loan losses through a charge to the provision for loan losses. 
Cash receipts on impaired loans are generally applied to reduce the principal balance outstanding. In 
considering loans for evaluation of impairment, management generally excludes smaller balance, 
homogeneous loans: residential mortgage loans, home equity loans, and all consumer loans, unless 
subject to a troubled debt restructuring. These loans are collectively evaluated for risk of loss. 

 
Loans Held for Sale 

Generally, loans held for sale consist of residential mortgage loans that are originated and are 
intended to be sold through agreements the Bank has with the Federal Home Loan Bank (FHLB) and 
the Federal Home Loan Mortgage Corporation (Freddie Mac).  Realized gains and losses on sales are 
computed using the specific identification method.  These loans are carried on the consolidated 
balance sheet at the lower of cost or estimated fair value determined in the aggregate. Residential 
loans held for sale totaled $1.2 million and $1 million at December 31, 2016 and 2015, respectively, 
and are included in loans on the consolidated balance sheets. 

During 2016 and 2015, the Company sold residential mortgage loans totaling $ 62.6 million and 
$51.9 million, respectively, and realized gains on these sales were $ 1.2 million and $906,000, 
respectively. These residential real estate loans are generally sold without recourse in accordance with 
standard secondary market loan sale agreements. When residential mortgage loans are sold, the 
Company typically retains all servicing rights, which provides the Company with a source of fee 
income. In connection with the sales in 2016 and 2015, the Company recorded mortgage-servicing 
assets of $589,000 and $448,000, respectively.  Amortization of mortgage-servicing assets amounted 
to $247,000 in 2016 and $235,000 in 2015.  Net mortgage-servicing assets included in the 
consolidated balance sheets totaled $1.3 million and $943,000 net of amortization, as of December 
31, 2016 and 2015, respectively.   
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Note 1 - Summary of Significant Accounting Policies (Continued) 

Loans Held for Sale - continued 
 
Government-guaranteed loans which may be sold after origination are not classified as held for sale in 
as much as sale of such loans is largely dependent upon the extent to which gains may be realized. 
During 2016 and 2015, the Company sold commercial loans backed by Small Business 
Administration guarantees totaling $1.1 million and $2.7 million, respectively, and realized gains on 
these sales were $72,000 and $164,000, respectively.  There were no commercial loans held for sale 
at December 31, 2016. 
 
Total loans serviced for others amounted to $269.3 million and $235.5 million at December 31, 2016 
and 2015, respectively. 

 
Allowance for Loan Losses 

The allowance for loan losses (allowance) is established as losses are estimated to have occurred in 
the loan portfolio.  The allowance is recorded through a provision for loan losses charged to earnings. 
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 is evaluated on a regular basis by management and is based upon management’s 
periodic review of the collectability of the loans in light of historical experience, the nature and 
volume of the loan portfolio, adverse situations that may affect the borrower’s ability to repay, 
estimated value of any underlying collateral and prevailing economic conditions.  This evaluation is 
inherently subjective as it requires estimates that are susceptible to significant revision as more 
information becomes available. 

The allowance consists of general, specific and unallocated components as further described below.  

General Component 

The general component of the allowance is based on historical loss experience adjusted for qualitative 
factors stratified by the following loan classes: residential real estate, commercial real estate, 
agricultural real estate, commercial and agricultural loans, and consumer installment segments.  
Management uses a rolling average of historical losses based on a time frame appropriate to capture 
relevant loss data for each loan class.  The historical loss factor is adjusted for the following 
qualitative factors: levels and trends in delinquencies; trends in volume and terms of loans; effects of 
changes in risk selection and underwriting standards and other changes in lending policies, 
procedures and practices; experience/ability/depth of lending management and staff; and national and 
local economic trends and conditions.  There were no changes in the Company’s policies or its 
methodology pertaining to the general component of the allowance during 2016 or 2015. 

The qualitative factors are determined based on the various risk characteristics of each loan type.  
Risk characteristics relevant to each loan type are as follows: 
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Note 1 - Summary of Significant Accounting Policies (Continued) 

Allowance for Loan Losses - continued 
Residential real estate - The Company generally does not originate loans with a loan-to-value ratio 
greater than 80 percent and does not grant subprime loans.  The majority of loans in this segment are 
collateralized by owner-occupied residential real estate and repayment is dependent on the credit 
quality of the individual borrower.  The overall health of the economy, including unemployment rates 
and housing prices, will have an effect on the credit quality in this class. 

Commercial real estate -   Loans in this class represent both extensions of credit for owner-occupied 
real estate and income-producing properties throughout the local region.  The underlying cash flows 
of the operating commercial businesses (owner-occupied) and income properties (non-owner 
occupied) can be adversely impacted by a downturn in the economy as evidenced by increased 
vacancy rates, which in turn, will have an effect on the credit quality in this class.  In a majority of 
cases, the Company obtains rent rolls annually and continually monitors the cash flows of non-owner 
occupied loans commensurate with sound lending practices. 

Agricultural real estate – Loans in this class represent extensions of credit for owner-occupied 
agricultural real estate throughout the local region.  The underlying cash flows generated by the 
agribusinesses can be adversely impacted by adverse climate and a weakened economy, which in 
turn, will have an effect on the credit quality in this class.  Management obtains annual tax returns 
and continually monitors the cash flows of these loans commensurate with sound lending practices. 

Commercial and Agricultural loans – Loans in these classes are made to businesses and generally 
secured by the assets of the business.  Repayment is expected from the cash flows of the business.  A 
weakened economy, and resultant decreased consumer spending, will have an effect on the credit 
quality in this class. 

Consumer installment loans – Loans in this segment may be secured or unsecured and repayment is 
dependent on the credit quality of the individual borrower.  Unemployment rates will have an effect 
on the credit quality in this class. 

Specific Component 

The specific component relates to loans that are classified as impaired.  Impairment is measured on a 
loan by loan basis for commercial and agricultural loans, commercial real estate and agricultural real 
estate by either the present value of expected future cash flows discounted at the loan’s effective 
interest rate or the fair value of the collateral, less costs to sell, if determined to be more appropriate.  
An allowance is established when the discounted cash flow or collateral value of the impaired loan is 
lower than the carrying value of that loan.  Large groups of smaller balance homogeneous loans are 
collectively evaluated for impairment.  Accordingly, the Company does not separately identify 
individual consumer or residential real estate loans for impairment disclosures, unless such loans are 
subject to a troubled debt restructuring agreement. 
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Note 1 - Summary of Significant Accounting Policies (Continued) 

Allowance for Loan Losses - continued 
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.   

All impaired loans require appraisals and/or chattel evaluations within 180 days of impairment, unless 
existing evaluation is less than 24 months old and no market or physical deterioration is noted. Re-
appraisals and/or re-evaluations are conducted whenever deemed appropriate, but typically performed 
on a 24 month cycle if repayment is predicated upon liquidation of collateral and evidence suggests 
collateral values may have deteriorated. 
 
Loans that experience insignificant payment delays and payment shortfalls generally are not classified 
as impaired.  Management determines the significance of payment delays and payment shortfalls on a 
case-by-case basis, taking into consideration all of the circumstances surrounding the loan and the 
borrower, including the length of the delay, the reason for the delay, the borrower’s prior payment 
record, and the amount of the shortfall in relation to the principal and interest owed. 

Unallocated Component 

An unallocated component is maintained to cover uncertainties that could affect management’s 
estimate of probable losses.  The unallocated component of the allowance reflects the margin of 
imprecision inherent in the underlying assumptions used in the methodologies for estimating 
allocated and general reserves in the portfolio. 

Troubled Debt Restructurings  
 

A modification of a loan constitutes a troubled debt restructuring (“TDR”) when a borrower is 
experiencing financial difficulty and the modification constitutes a concession.  Loans modified in a 
TDR often involve temporary interest-only payments, term extensions, reducing the interest rate for 
the remaining term of the loan, extending the maturity date at an interest rate lower than the current 
market rate for new debt with similar risk, requesting additional collateral, releasing collateral for 
consideration, or substituting or adding a new borrower or guarantor. 
 
Nonaccrual loans that are restructured remain on nonaccrual status, but may move to accrual status 
after they have performed according to the restructured terms for a period of time of at least six 
months.  

 
Land, Premises and Equipment 

Land is stated at cost.  Premises and equipment are recorded at cost and are generally depreciated by 
the straight-line method over the estimated useful lives of the assets. Buildings are generally 
depreciated over a useful life of thirty nine and one half years, furniture and equipment over a useful 
life of three to seven years, and leasehold improvements over the lesser of the asset’s useful life or the 
term of the lease.  
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Note 1 - Summary of Significant Accounting Policies (Continued) 

Bank Owned Life Insurance 
Bank owned life insurance (BOLI) was purchased by the Bank as a financing tool for employee 
benefits and to fund discriminatory retirement benefits for the Board of Directors and executive 
management.  The value of life insurance financing is the tax preferred status of increases in life 
insurance cash values and death benefits and the cash flow generated at the death of the insured.  The 
proceeds or increases in cash surrender value of the life insurance policy results in tax-exempt income 
to the Company.  The largest risk to the BOLI program is credit risk of the insurance carriers.  To 
mitigate this risk, annual financial condition reviews are completed on all carriers.  BOLI is stated on 
the Company’s consolidated balance sheets at its current cash surrender value. Increases in BOLI’s 
cash surrender value are reported as noninterest income in the Company’s consolidated statements of 
income. 

Foreclosed Real Estate 
Included in other assets are real estate properties acquired through, or in lieu of, loan foreclosure.  
These properties are initially recorded at fair value less estimated selling costs at the date of 
foreclosure.  Any write-downs based on the asset's fair value at date of foreclosure are charged to the 
allowance for loan losses.  After foreclosure, property held for sale is carried at the lower of the new 
basis or fair value less any costs to sell. Costs of significant property improvements are capitalized, 
whereas costs relating to holding property are expensed.  Valuations are periodically performed by 
management, and any subsequent write-downs are recorded as a charge to operations, if necessary, to 
reduce the carrying value of the property to the lower of its cost or fair value less cost to sell.     
Foreclosed real estate at December 31, 2015 was approximately $126,000.  The recorded investment 
in real estate in process of foreclosure at December 31, 2016 and 2015 was approximately $271,000 
and $27,000, respectively. There was no foreclosed real estate at December 31, 2016. 

Treasury Stock 
Treasury stock is recorded at cost.  Shares are reissued on the average cost method on a first in, first 
out basis, except for issuance of deferred compensation shares, which are discussed in Note 11. 

Interest Rate Swap Agreement 
The Company utilizes an interest rate swap agreement as part of its management of interest rate risk 
to modify the repricing characteristics of its floating-rate junior subordinate debentures.  For this 
swap agreement, amounts receivable or payable are recognized as accrued under the terms of the 
agreement, and the net differential is recorded as an adjustment to interest expense of the related 
debentures.  The interest rate swap agreement is designated as a cash flow hedge.  Therefore, the 
effective portion of the swap’s unrealized gain or loss was initially recorded as a component of other 
comprehensive income, net of tax.  The ineffective portion of the unrealized gain or loss, if any, is 
immediately reported in other operating income.  The Company considers its interest rate swap 
agreement to be fully effective and accordingly it has not recorded any gains or losses in earnings 
during 2016 or 2015. 

Advertising Costs 

Advertising costs are expensed as incurred.  
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Note 1 - Summary of Significant Accounting Policies (Continued) 

Noncontrolling Interest  
 

Noncontrolling interest represents the portion of ownership and interest expense that is attributable to 
the minority owners of LRAC.  The minority ownership is in the form of 8.50% cumulative preferred 
stock, and the dividends paid are included in noncontrolling interest as a charge against income. 
 

Income Taxes 
Income taxes are provided for the tax effects of certain transactions reported in the consolidated 
financial statements.  Income taxes consist of taxes currently due plus deferred taxes related primarily 
to temporary differences between the financial reporting and income tax basis of available for sale 
securities, the allowance for loan losses, premises and equipment, and prepaid and accrued employee 
benefits. The deferred tax assets and liabilities represent the future tax return consequences of the 
temporary differences, which will either be taxable or deductible when the assets and liabilities are 
recovered or settled.  Deferred tax assets and liabilities are reflected at income tax rates applicable to 
the period in which the deferred tax assets and liabilities are expected to be realized or settled. As 
changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through the 
provision for income taxes. The Company recognizes interest and penalties accrued on any 
unrecognized tax benefits as a component of income tax expense.  
 

Transfers of Financial Assets 
Transfers of financial assets are accounted for as sales when control over the assets has been 
surrendered.  Control over transferred assets is deemed to be surrendered when (1) the assets have 
been isolated from the Company, (2) the transferee obtains the right (free of conditions that constrain 
it from taking advantage of that right) to pledge or exchange the transferred assets, and (3) the 
Company does not maintain effective control over the transferred assets through an agreement to 
repurchase them before their maturity. 

Earnings Per Share 
Basic earnings per share represents income available to common shareholders divided by the 
weighted-average number of common shares outstanding during the period.  Diluted earnings per 
share reflects additional common shares that would have been outstanding if dilutive potential 
common shares had been issued, as well as adjustments to net income for interest expense relating to 
convertible securities, net of tax, that would result from the assumed issuance.  Treasury shares are 
not deemed outstanding for earnings per share calculations.  See Note 12 for earnings per share 
calculations. 

Comprehensive Income 
Accounting principles generally require that recognized revenue, expenses, gains and losses be 
included in net income.  Although certain changes in assets and liabilities are reported as a separate 
component of the equity section of the balance sheet, such items, along with net income, are 
components of comprehensive income. 
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Note 1 - Summary of Significant Accounting Policies (Continued) 

Statements of Cash Flows 
For the purpose of presentation in the consolidated statements of cash flows, cash and cash 
equivalents are defined as the sum of cash and due from banks, federal funds sold, and interest-
bearing deposits in banks with an original maturity of less than three months. 

Off-Balance-Sheet Financial Instruments 
In the ordinary course of business, the Bank has entered into off-balance-sheet financial instruments 
consisting of commitments to extend credit and standby letters of credit.  Such financial instruments 
are recorded in the consolidated financial statements when they are funded or related fees are incurred 
or received. 

Segment Reporting 

The Company has evaluated the activities relating to its strategic business units, and determined that 
these strategic business units are similar in nature, and managed accordingly.  The strategic business 
units are not reviewed separately to make operating decisions or assess performance.  Therefore, the 
Company has determined it has no reportable segments. 

 

Note 2 - Restrictions 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 required reserve at December 31, 2016 and 2015 was $16.4 million and $13.3 million, respectively. 
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Note 3 - Investments 

The amortized cost and fair value of investment securities, with gross unrealized gains and losses, are as 
follows at December 31, 2016 and 2015: 

(In thousands) 
Amortized 

Cost  

Gross 
Unrealized 

Gains  

Gross 
Unrealized 

Losses  
Fair 

Value 
 
December 31, 2016:       
 Available for Sale:        
  United States agencies $    39,496  $           -  $    (1,118)  $   38,378
  State and local governments 70,076  241  (731)  69,586
  Mortgage-backed securities 36,395  -  (1,376)  35,019
 
                 Total Available for Sale $ 145,967  $      241  $    (3,225)  $ 142,983 
 Held to Maturity:        
  State and local governments $     7,212  $        29  $             -  $     7,241 
  Mortgage-backed securities 47,614  359  (650)  47,323 
               Corporate 2,000  -  -  2,000 
 
                 Total Held to Maturity $   56,826  $      388  $       (650)  $   56,564 
       
 Restricted Equity Securities $     5,717  $        75  $             -  $     5,792   
 
 

 
 
 
(In thousands) 

Amortized 
Cost  

Gross 
Unrealized 

Gains  

Gross 
Unrealized 

Losses  
Fair 

Value 
 
December 31, 2015:      
 Available for Sale:        
  United States agencies $   41,432  $        107  $       (336)  $   41,203 
  State and local governments 67,514  1,235  (11)  68,738 
  Mortgage-backed securities 28,913  26  (493)  28,446 
 
                 Total Available for Sale $ 137,859  $    1,368  $    (840)  $ 138,387 
 
 Held to Maturity:        
  United States agencies $     2,784  $      169  $           -  $     2,953 
  State and local governments 5,231  48  -  5,279 
  Mortgage-backed securities 41,207  598  (98)  41,707 

Corporate 2,000  -  -  2,000 
 
                Total Held to Maturity $   51,222  $      815  $       (98)  $   51,939 
        
 Restricted Equity Securities $     5,552  $         24  $           -  $     5,576   
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Note 3 – Investments (Continued) 

All of the above mortgage-backed securities are residential direct pass through securities or collateralized 
mortgage obligations issued or backed by U.S. government sponsored enterprises (GSEs).  Restricted 
equity securities primarily include non-marketable Federal Home Loan Bank New York (FHLBNY) stock 
and non-marketable Federal Reserve Bank (FRB) stock, both of which are required to be held for 
regulatory purposes and for borrowing availability. The required investment in FHLBNY stock is tied to 
both the Company’s borrowing levels with the FHLB and commitments to sell residential mortgage loans 
to the FHLB. Holdings of FHLBNY stock and FRB stock totaled $4.8 million and $500,000 at December 
31, 2016, respectively, and $4.6 million and $500,000 at December 31, 2015, respectively. These 
securities are carried at par, which is also cost. The Company has an investment in Federal Agricultural 
Mortgage Corp (Farmer Mac) class A stock totaling $116,000 and $65,000 at December 31, 2016 and 
2015, respectively, in order to participate in certain lending activities with Farmer Mac. The stock is 
actively traded on the NYSE, pays a dividend, and is reflective of current market value.  Restricted equity 
securities also include miscellaneous investments carried at par, which is also cost. 

Restricted equity securities are held as a long-term investment and value is determined based on the 
ultimate recoverability of the par value.  Impairment of these investments is evaluated quarterly and is a 
matter of judgment that reflects management’s view of the issuer’s long-term performance, which 
includes factors such as the following: its operating performance; the severity and duration of declines in 
the fair value of its net assets related to its capital stock amount; its commitment to make payments 
required by law or regulation and the level of such payments in relation to its operating performance; and 
its liquidity and funding position. After evaluating these considerations, the Company concluded that the 
par value of these investments will be recovered and, as such, has not recognized any impairment on its 
holdings of restricted equity securities during the current year.  

The Company elected to transfer six available for sale (AFS) securities with an aggregate fair value of 
$25.2 million to a classification of held to maturity (HTM) on December 31, 2013. The transfer from AFS 
to HTM was recorded at the fair value of the AFS securities at the time of transfer. The net unrealized 
holding loss of $330,000, net of tax, at the date of transfer was retained in accumulated other 
comprehensive loss, with the associated pretax amount of the unrealized losses retained in the carrying 
amount of the HTM securities. Such amounts are being amortized to interest income over the remaining 
life of the securities. The fair value of the transferred AFS securities became the carrying amount of the 
HTM securities at December 31, 2013, with no unrealized gain or loss at this date. During 2016, 
$262,000 of net amortized holding loss was amortized into income with a remaining net unamortized loss 
of $82,000, net of tax. 
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Note 3 – Investments (Continued) 

The following table sets forth the Company’s investment in securities with unrealized losses of less than 
twelve months and unrealized losses of twelve months or more at December 31:  

 Less than 12 Months  12 Months or More Total 

(In thousands) 
Fair 

Value  
Unrealized 

Losses  
Fair 

Value 
Unrealized 

Losses 
Fair 

Value  
Unrealized 

Losses 
December 31, 2016:            
 United States agencies $   42,278  $       (1,118)  $       -  $    -  $  42,278  $     (1,118) 
 State and local  
  governments 41,774  (731)  -  -  41,774  (731) 
 Mortgage-backed  
  securities 60,357  (2,026)  -  -  60,357  (2,026) 
 $ 144,409  $     (3,875)  $      -  $     -  $  144,409  $  (3,875) 
 
 
 Less than 12 Months  12 Months or More Total 

(In thousands) 
Fair 

Value  
Unrealized 

Losses  
Fair 

Value  
Unrealized 

Losses 
Fair 

Value  
Unrealized 

Losses 
December 31, 2015:        
 United States agencies $   21,183   $       (180)  $  9,837  $    (156)  $  31,020  $     (336)
 State and local  
  governments 4,517  (9)  321      (2)  4,838  (11)
 Mortgage-backed  
  securities 19,492  (272)  8,746  (319)  28,238  (591)
 $   45,192  $     (461)  $  18,904  $     (477)  $  64,096  $     (938)
 
 
On a quarterly basis, the Company performs an assessment to determine whether there have been any 
events or economic circumstances indicating that a security with an unrealized loss has suffered other-
than-temporary impairment.  Consideration is given to (1) the length of time and the extent to which the 
fair value has been less than the amortized cost basis, (2) the financial condition of the issuer (and 
guarantor, if any) and adverse conditions specifically related to the security, industry or geographic area, 
(3) failure of the issuer of the security to make scheduled interest or principal payments, (4) any changes 
to the rating of a security by a rating agency, (5) the presence of credit enhancements, if any, including 
the guarantee of the federal government or any of its agencies, (6) whether the Company intends to sell or 
more likely than not be required to sell the debt  security, and (7) if the present value of the expected cash 
flow is not sufficient to recover the entire amortized cost. 
 
There were one hundred seventy three securities with unrealized losses at December 31, 2016, while at 
December 31, 2015 there were thirty securities with unrealized losses.  Substantially all of the unrealized 
losses on the Company's securities were caused by market interest rate changes from those in effect when 
the securities were purchased by the Company. The contractual terms of these securities do not permit the 
issuer to settle the securities at a price less than par value. Except for certain state and local government  
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Note 3 – Investments (Continued) 

obligations, all securities rated by an independent rating agency carry an investment grade rating. 
Financial information relating to unrated state and government obligations is reviewed for indications of 
adverse conditions that may indicate other-than-temporary impairment.  Because the Company does not 
intend to sell the securities with unrealized losses and it believes it is not likely to be required to sell the 
securities before recovery of their amortized cost basis, which may be, and is likely to be, maturity, the 
Company does not consider these securities to be other-than-temporarily impaired at December 31, 2016.  
In addition, there were no other-than-temporary impairment charges in 2016 and 2015. 
 
The amortized cost and fair value of debt securities at December 31, 2016, by contractual maturity, are 
shown below.  Expected maturities may differ from contractual maturities because borrowers may have 
the right to call or prepay obligations without call or prepayment penalties. 

 
 (In thousands) Available for Sale  Held to Maturity 

 
Amortized 

Cost  
Fair 

Value  
Amortized 

Cost  
Fair 

Value 
 
Due in one year or less $     2,752    $      2,768   $      3,251  $      3,252 
Due after one year through five years 60,317  60,110  1,356  1,365 
Due after five years through ten years 39,584  38,475  6,842  6,739 
Due after ten years 6,918  6,611  1,785  1,785 
Securities not due at a single maturity date 36,395  35,019  43,592  43,423 
        
 

 $  145,967  $  142,983  $   56,826  $  56,564 
 
During 2016, the Company sold $54.2 million of available for sale securities, while in 2015 the Company 
sold $20.6 million of available for sale securities.  Net gains on the sales of investments in 2016 were 
$470,000.  Gross gains on the sales of investment securities in 2015 were $167,000.  Investment 
securities with carrying amounts of $153.4 million and $125.7 million at December 31, 2016 and 2015, 
respectively, were pledged to secure deposits as required or permitted by law.  
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Note 4 – Loans 

Loans consist of the following at December 31, 2016 and 2015: 

   2016  2015 
Real estate: (In thousands) 

 Residential:     
 1-4 family  $   183,123  $   162,855 
 Home equity  102,436  84,158 
 Commercial   153,724  149,894 
 Agriculture   48,688  42,105 
 Total mortgage loans on real estate  487,971  439,012 
      
 Commercial loans  122,214  102,671 
 Agriculture loans  40,870  37,458 
      
 Consumer installment loans:     
 Direct   17,612  15,698 
 Indirect  10,024  10,362 
 Total consumer installment loans   27,636  26,060 
 
 Total loans   $ 678,691  $ 605,201 
 
 
Net unamortized loan origination costs totaled $1.6 million and $1.2 million at December 31, 2016 and 
2015, respectively and are included with their related loan class. 
 
The Company has transferred a portion of its originated commercial, commercial real estate, agriculture and 
agriculture real estate loans to participating lenders.  The amounts transferred have been accounted for as 
sales and are therefore not included in the Company’s accompanying consolidated balance sheets.  The 
Company and participating lenders share ratably in cash flows and any gains or losses that may result from a 
borrower’s lack of compliance with contractual terms of the loan.  The Company continues to service the 
loans on behalf of the participating lenders and, as such, collects cash payments from the borrowers, remits 
payments (net of servicing fees) to participating lenders and disburses required escrow funds to relevant 
parties.  At December 31, 2016 and 2015 the Company was servicing loans for participants aggregating 
$18.8 million and $18.7 million, respectively. 
 
Loans are considered past due if the required principal and interest payments have not been received as of 
the date such payments are due.  Generally loans are placed on nonaccrual status if principal or interest 
payments become 90 days or more past due and/or management deems the collectability of the principal 
and/or interest to be in question, as well as when required by regulatory requirements.   
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Note 4 – Loans (Continued) 

The following table presents past due loans by classes of the loan portfolio at December 31, 2016 and 
2015: 
 

(In thousands) Current 
30-89 Days 
Past Due  

90 Days and 
Greater  Total Loans  

Loans on 
Nonaccrual 

 
December 31, 2016:    
Residential real estate:    

1-4 family $  182,460 $           663  $               -   $    183,123  $                - 
Home equity 102,228 149  59  102,436  167 

Commercial real estate 153,369 355  -  153,724  - 
Agriculture real estate 48,688 -  -  48,688  - 
Commercial loans 120,127 905  1,182  122,214  1,297 
Agriculture loans 40,870 -  -  40,870  - 
Consumer installment loans:       

Direct  17,569 43  -  17,612  - 
Indirect  9,989 35  -  10,024  - 

 
                 Total  $  675,300 $      2,150  $    1,241  $   678,691  $     1,464 
 
 

(In thousands) Current 
30-89 Days 
Past Due  

90 Days and 
Greater  Total Loans  

Loans on 
Nonaccrual 

 
December 31, 2015:    
Residential real estate:    

1-4 family $  162,651 $           159  $    45  $    162,855  $         45 
Home equity 84,026 105  27  84,158  220 

Commercial real estate 146,143 3,561  190  149,894  2,838 
Agriculture real estate 42,105 -  -  42,105  - 
Commercial loans 101,208 646  817  102,671  1,015 
Agriculture loans 37,458 -  -  37,458  - 
Consumer installment loans:       

Direct  15,642 56  -  15,698  - 
Indirect  10,268 94  -  10,362  - 

 
                 Total  $    599,501 $    4,621  $   1,079  $      605,201  $     4,118 
 
 
At December 31, 2016 and 2015, there were no loans that were over 90 days delinquent and still accruing 
interest.  During 2016, the Company resolved a large problem loan which had been recorded as a non-
performing asset since 2010 and subject to litigation.  The Company’s settlement resulted in a $1.1 
million charge-off.  As a result, non-performing assets decreased by approximately $2.5 million at the 
time of the resolution. 
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Note 4 – Loans (Continued) 

Activity in the allowance for loan losses for the Years Ended December 31, 2016 and 2015 follows: 
(In thousands) 

               

2016 Commercial  
Commercial 
Real Estate  Agriculture  

Agriculture 
Real Estate  

Residential 
Real Estate  Consumer  Unallocated  Total 

Beginning balance $     2,007  $   2,911  $     453  $     442   $   1,729  $     376  $      270  $  8,188 

Provisions for loan losses 394  (99)  12  22  83  165  523  1,100 
Recoveries of loans 
previously charged off  11  34              -              -  18  81              -  144 

 
Loans charged off (245)  (1,084)              -              -  (48)  (259)              -  (1,636) 

Ending balance  $     2,167  $   1,762  $     465  $     464   $   1,782  $     363  $      793  $  7,796 

2015                

Beginning balance $     1,336  $   2,620  $     380  $     361   $   1,987  $     385  $      480  $  7,549 

Provisions for loan losses 700  745  73  81  (221)  107  (210)  1,275 
Recoveries of loans 
previously charged off  9  -              -              -  3  49              -  61 
 
Loans charged off (38)  (454)              -              -  (40)  (165)              -  (697) 

Ending balance  $     2,007  $   2,911  $     453  $     442   $   1,729  $     376  $      270  $  8,188 

 

The allocation of the allowance for loan losses by loan class is as follows at December 31, 2016 and 2015: 
 

(In thousands)                

December 31, 2016 Commercial  
Commercial 
Real Estate  Agriculture  

Agriculture 
Real Estate  

Residential 
Real Estate  Consumer  Unallocated  Total 

Amount of allowance 
for loan losses on loans 
individually evaluated 
for impairment $         900   	 $    -   	 $           - 	 $           - 	 $            -  	 $           -  	 $         - 	 $    900  

Amount of allowance 
for loan losses on loans 
collectively evaluated 
for impairment    1,267   	 1,762  	      465   	       464   	    1,782   	       363   	     793   	     6,896  

  Total allowance for    
loan losses $   2,167 	 $    1,762  	 $      465   	 $      464   	 $    1,782   	 $     363 	 $    793   	 $    7,796  

Loans individually 
evaluated for 
impairment  $       1.297   	 $    - 	 $           -   	  $        -    $            -  $         -   	 $         - 	 $     1,297   
Loans collectively 
evaluated for 
impairment   120,917 	  153,724 	  40,870 	  48,688 	 285,559  	 27,636 	          - 	 677,791 

  Total Loans  $ 122,214  	 $ 153,724 	 $ 40,870 	 $ 48,688 	
 

$285,559 	 $ 27,636 	 $         - 	 $678,691 
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Note 4 – Loans (Continued) 

 

 
December 31, 2015 Commercial  

Commercial 
Real Estate  Agriculture  

Agriculture 
Real Estate  

Residential 
Real Estate 	 Consumer  Unallocated  Total 

Amount of allowance 
for loan losses on loans 
individually evaluated 
for impairment $         674   	 $    907   	 $           - 	 $           - 	 $            - 	 $           -  	 $         - 	 $    1,581  

Amount of allowance 
for loan losses on loans 
collectively evaluated 
for impairment    1,333   	 2,004  	      453   	       442   	    1,729   	       376   	     270   	     6,607  

  Total allowance for 
loan losses $   2,007 	 $    2,911  	 $      453   	 $      442   	 $    1,729   	 $     376 	 $    270   	 $    8,188  

Loans individually 
evaluated for 
impairment  $       890   	 $    2,920 	 $           -   	  $        -    $            -  $         -   	 $         - 	 $    3,810   
Loans collectively 
evaluated for 
impairment   101,781 	  146,974 	  37,458 	  42,105 	 247,013 	 26,060 	          - 	 601,391 

  Total Loans  $ 102,671  	 $ 149,894 	 $ 37,458 	 $ 42,105 	
 

$247,013 	 $ 26,060 	 $         - 	 $605,201 

 
 
 
Management is committed to early recognition of loan problems and to maintaining an adequate 
allowance. At least quarterly, management reviews all commercial and commercial real estate loans and 
leases and agriculturally related loans with an outstanding principal balance of over $100,000 that are 
internally risk rated substandard or worse, giving consideration to payment history, debt service payment 
capacity, collateral support, strength of guarantors, local market trends, industry trends, and other factors 
relevant to the particular borrowing relationship. Through this process, management identifies impaired 
loans. For loans considered impaired, estimated exposure amounts are based upon collateral values or 
present value of expected future cash flows discounted at the original effective interest rate of each 
loan.  For commercial loans, commercial mortgage loans, agricultural mortgages and agricultural loans 
not specifically reviewed, and for homogenous loan portfolios such as residential mortgage loans and 
consumer loans, estimated exposure amounts are assigned based upon historical net loss experience and 
current charge-off trends, past due status, and management’s judgment of the effects of current economic 
conditions on portfolio performance. In determining and assigning historical loss factors to the various 
homogeneous portfolios, the Company calculates average net losses over a period of time and compares 
this average to current levels and trends to ensure that the calculated average loss factor is reasonable. 
 
Significant factors that could give rise to changes in these estimates may include, but are not limited to, 
changes in economic conditions in the local area, concentration of risk, changes in interest rates, and 
declines in local property values.  While management uses available information to recognize losses on 
loans, future additions to the allowance may be necessary. In addition, various regulatory agencies, as an 
integral part of their examination process, periodically review the Company’s allowance for loan losses. 
Such agencies may require the Company to recognize additions to the allowance based on their judgments 
about information available to them at the time of their examination. 
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Note 4 – Loans (Continued) 

The above allocation is neither indicative of the specific amounts or the loan categories in which future 
charge-offs may occur, nor is it an indicator of future loss trends. The allocation of the allowance to each 
category does not restrict the use of the allowance to absorb losses in any category.  
 
The following table summarizes information regarding impaired loans by loan portfolio class as of 
December 31, 2016 and 2015: 

(In thousands)  
Recorded 

Investment 

 
Unpaid 

Principal 
Balance 

 

Related 
Allowance 

 
Average 

Recorded 
Investment 

 
Interest 
Income 

Recognized 
December 31, 2016         
With no related allowance recorded:         
   Commercial loans  $       241    $        246    $           -  $        232    $         - 
   Commercial real estate  -  -  -  42  - 

           
With an allowance recorded:          
   Commercial loans  1,056  1,731  900  1,006  - 
   Commercial real estate  -  -  -  2,093  - 
      Total  $  1,297  $  1,977  $    900  $  3,373  $         -  

           
Summary:           
   Commercial  $  1,297  $  1,977  $     900  $  3,373   $         - 
   Agriculture  -  -  -  -  - 
      Total    $  1,297  $  1,977  $     900  $  3,373  $         - 

 

(In thousands) 

 
Recorded 

Investment  

Unpaid 
Principal 
Balance  

Related 
Allowance  

Average 
Recorded 

Investment  

Interest 
Income 

Recognized 
December 31, 2015         
With no related allowance recorded:         
   Commercial loans  $       125    $        125    $           -  $        50    $         2 
   Commercial real estate  190  229  -  201  - 

           
With an allowance recorded:          
   Commercial loans  890  897  674  516  - 
   Commercial real estate  2,648  3,295  907  2,803  - 
      Total  $    3,853  $    4,546  $    1,581  $  3,570  $         2  
           

Summary:           
   Commercial  $    3,853  $    4,546  $     1,581  $  3,570   $         2 
   Agriculture  -  -  -  -  - 
      Total  $    3,853  $    4,546  $     1,581  $  3,570  $         2 
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Note 4 – Loans (Continued) 

There were no troubled debt restructurings for the years ended December 31, 2016 or 2015.   

There were no troubled debt restructurings that defaulted in the first twelve months after restructuring was 
granted. 
 
 
Credit Quality 
The Company utilizes a ten grade internal loan rating system for commercial, commercial real estate, 
agriculture and agriculture real estate loans.  Loans that are rated “1” through “6” are considered “pass” 
rated loans with low to average risk.   
 
Loans rated a “7” are considered “special mention”.  These loans have potential weaknesses that deserve 
management’s close attention.  These weaknesses may, if not checked or corrected, weaken the asset or 
inadequately protect the Company’s position at some future date.   Borrowers may be experiencing 
adverse operating trends, or an ill-proportioned balance sheet.  Adverse economic or market conditions 
may also support a special mention rating.  These assets pose elevated risks, but their weakness does not 
yet justify a substandard classification.  
 
Loans rated an “8” are considered “substandard”.  Generally a loan is considered substandard if it is 
inadequately protected by the current net worth and paying capacity of the obligors and/or the collateral 
pledged.  Substandard loans have a high probability of payment default or they have other well-defined 
weaknesses.  They require more intensive supervision by Company management.  Substandard loans are 
generally characterized by current or unexpected unprofitable operations, inadequate debt service 
coverage, inadequate liquidity, or marginal capitalization. 
 
Loans rated a “9” are considered “doubtful”. Loans classified as doubtful have all the weaknesses 
inherent in those classified as substandard with the added characteristic that the weaknesses make 
collection or liquidation in full, on the basis of currently existing facts, highly questionable and 
improbable.  There were no doubtful loans at December 31, 2016 or 2015. 
 
Loans rated a “10” are considered uncollectible (“loss”) and of such little value that their continuance as 
loans is not warranted.  This classification does not mean that the loan has absolutely no recovery or 
salvage value, but rather that it is not practical or desirable to defer writing off this basically worthless 
loan even though partial recovery may be affected in the future.  There were no loss loans at December 
31, 2016 or 2015. 
 
On an annual basis, or more often if needed, the Company formally reviews the ratings on all commercial, 
commercial real estate, agriculture and agriculture real estate loans.  The Company also annually engages 
an independent third party to review a significant portion of loans within these classes.  Management uses 
the results of these reviews as part of its annual review process. 
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Note 4 – Loans (Continued) 

Credit Quality – continued 
 
The following table presents the classes of the commercial and agriculture loan portfolios summarized by 
the aggregate pass rating and the criticized and classified ratings of special mention and substandard 
within the Company's internal risk rating system as of December 31, 2016 and 2015: 
 
 
(In thousands) 
 

Commercial  
Commercial 
Real Estate  Agriculture  

Agriculture 
Real Estate  Total 

December 31, 2016         
Grade:          
   Pass $  116,568    $  148,577  $  40,277  $  47,454    $  352,876 
   Special Mention 3,702  4,293  179  1,075  9,249 
   Substandard 1,944  854  414  159  3,371 

          
     Total $  122,214   $  153,724  $  40,870  $  48,688    $  365,496 

 
December 31, 2015         
Grade:          
   Pass $  95,597    $  142,258  $  36,407  $  40,028    $  314,290 
   Special Mention 1,624  285  40  39  1,988 
   Substandard 5,450  7,351  1,011  2,038  15,850 

          
     Total $  102,671   $  149,894  $  37,458  $  42,105    $  332,128 

 
 

Loans within the residential real estate and consumer portfolios do not have an internal loan rating 
system.  Instead, they are monitored for past due status.  If a residential real estate or consumer loan 
becomes 90 days past due, it is placed into nonaccrual status and the accrual of interest is discontinued.   

Past due status is based on contractual terms of the loan.  In all cases, loans are placed on nonaccrual if 
collection of principal or interest is considered doubtful. 
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Note 4 – Loans (Continued) 

Credit Quality – continued 
 
The following table presents the classes of the residential real estate and consumer loan portfolios 
summarized by performing or nonaccrual as of December 31, 2016 and 2015: 
 
(In thousands) 

 1-4 Family 
 Home 

Equity 
 Consumer - 

Direct 
 Consumer - 

Indirect 
 

Total 
December 31, 2016         
Performing $ 183,123    $ 102,269  $ 17,612   $ 10,024    $ 313,028 
Nonaccrual -  167  -  -  167 
          
Total $ 183,123    $ 102,436   $ 17,612   $ 10,024   $ 313,195 

 

December 31, 2015         
Performing $ 162,810    $  83,938  $ 15,698   $ 10,362    $ 272,808 
Nonaccrual 45  220  -  -  265 
          
Total $ 162,855    $  84,158   $ 15,698   $ 10,362   $ 273,073 

 

 

Note 5 - Land, Premises and Equipment 

Land, premises and equipment, net consist of the following at December 31, 2016 and 2015:  
         

   2016  2015 
   (In thousands) 
 Land  $  4,330    $  4,239 
 Buildings  15,099  15,145 
 Furniture and equipment  6,380  7,019 
 Leasehold improvements  2,858  2,846 
 Construction in progress  35  - 
   28,702  29,249 
 Less: Accumulated depreciation  (8,605)  (8,369)
   $ 20,097  $ 20,880 
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Note 5 - Land, Premises and Equipment (Continued) 

Depreciation and amortization expense in 2016 and 2015 are included in noninterest expense as follows:  
  

   2016  2015 
   (In thousands) 
 Buildings  389   332 
 Furniture and equipment  622  550 
 Leasehold improvements  135  96 
   $  1,146  $  978 
 

At December 31, 2016, the Bank leased four of its branch facilities, as well as two operations facilities 
under non-cancelable operating leases.  Future minimum rental payments under these leases are as 
follows: 

Years Ending December 31,       (In thousands) 

 2017  $    308 
 2018  313 
 2019  327 
 2020  256 
 2021  182 
 Thereafter  1,346 
   $ 2,732 
 
Rent expense under the operating leases totaled $311,000 and $298,000 in 2016 and 2015, respectively. 

At December 31, 2016, the Bank leased out space under non-cancelable operating leases. Future 
minimum rental payments to be received by the Company under these leases are as follows: 

 Years Ending December 31,      (In thousands) 

 2017  $    74 
 2018  75 
 2019  77 
 2020  79 
 2021  81 
 Thereafter  14 
   $ 400 
 
Rent income under the operating leases totaled $87,000 and $126,000 in 2016 and 2015, respectively. 
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Note 6 - Deposits 

Certificates of deposit in denominations of $250,000 and over were $50.8 million and $52.7 million at 
December 31, 2016 and 2015, respectively. 

At December 31, 2016, scheduled maturities of time deposits are as follows: 

 Years Ending December 31,      (In thousands) 

 2017  $   121,432 
 2018  29,539 
 2019  2,910 
 2020  1,727    
 2021  2,381 
 
   $   157,989    
 

Note 7 - Borrowings 

Borrowings consist of overnight advances and amortizing borrowings. At December 31, 2016 and 2015, 
there were $18 million and $12 million in overnight advances outstanding, respectively.  The table below 
details additional information related to overnight advances for the years ended December 31, 

   2016  2015 
                 (Dollars in thousands) 
 Average outstanding balance  $  2,595  $  16,308 
 Interest expense  $       18  $       68 
 Weighted average interest rate during the year  0.69%  0.42%
 Weighted average interest rate at end of year  0.74%  0.52%
 

In 2016, both long-term amortizing advances were prepaid.  Gains from the sale of investments were used 
to offset the FHLB prepayment penalty of $52,000.  Long term debt at December 31, 2016 and 2015 
consists of the following FHLB advances: 

   Amount  Weighted Average Rate 
   2016  2015  2016  2015 
   (Dollars in thousands) 
 Amortizing advances, due January 

2019 
 

$        - 
 

$   3,207 - 
 

1.39%
 Amortizing advances, due October  

       2020 
 

        - 
 

4,919 -   
 

1.38%
         
 Total  $        -  $   8,126 -   1.38%
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Note 7 – Borrowings (Continued) 

As a member of the FHLB, the Bank can use certain unencumbered mortgage-related assets to secure 
borrowings from the FHLB. At December 31, 2016, total unencumbered mortgage-related loans were 
$57.4 million.  Additional assets may also qualify as collateral for FHLB advances.   

The Company, through the Bank, can use certain unencumbered collateral to secure borrowings at the 
Federal Reserve Bank.  At December 31, 2016, total unencumbered collateral in the form of home equity 
loans and other consumer loans was $57.0 million. 

The Company, through the Bank, had available unsecured line of credit agreements with correspondent 
banks permitting borrowings to a maximum of $17.0 million and $15.0 million at December 31, 2016 and 
2015, respectively. There were no outstanding advances against those lines at December 31, 2016 or 
2015. 
 

Note 8 - Junior Subordinated Debentures 

On June 27, 2003, the Company issued $1.035 million in junior subordinated debentures due June 27, 
2033, to Trust I.  The Company owns all of the $35,000 in common equity of Trust I and the debentures 
are the sole asset of Trust I.  Trust I issued $1.0 million of floating-rate trust capital securities in a non-
public offering.  The floating-rate capital securities provide for quarterly distributions at a variable annual 
coupon rate, reset quarterly, based on three-month LIBOR plus 2.75%.  The coupon rate was 3.75% at 
December 31, 2016 and 3.35% at December 31, 2015.  The securities are callable by the Company, 
subject to any required regulatory approval, at par, after June 2008.   

The Company unconditionally guarantees the Trust I capital securities.  The terms of the junior 
subordinated debentures and the common equity of Trust I mirror the terms of the trust capital securities 
issued by Trust I.  The Company used the net proceeds from this offering to fund an additional $1.0 
million capital investment in the Bank to fund its operations and future growth. 

On August 23, 2004, the Company issued $5.155 million in junior subordinated debentures due 
August 23, 2034, to Trust II.  The Company owns all of the $155,000 in common equity of Trust II and 
the debentures are the sole asset of Trust II.  Trust II issued $5.0 million of floating-rate trust capital 
securities in a non-public offering.  The floating-rate capital securities provide for quarterly distributions 
at a variable annual coupon rate, reset quarterly, based on three-month LIBOR plus 2.65%.  The coupon 
rate was 3.57% at December 31, 2016 and 3.03% at December 31, 2015.  The securities are callable by 
the Company subject to any required regulatory approval, at par, after August 2009.   

The Company unconditionally guarantees the Trust II capital securities.  The terms of the junior 
subordinated debentures and the common equity of Trust II mirror the terms of the trust capital securities 
issued by Trust II.  The Company used the net proceeds from this offering to fund an additional $5.0 
million capital investment in the Bank to fund its operations and future growth. 

In December 2009, the Company entered into an interest rate swap agreement (swap) with an effective 
date of February 23, 2011.  The Company designated the swap as a cash flow hedge and it is intended to 
protect against the variability of cash flows associated with Trust II. The swap modifies the pricing 
characteristic of Trust II, wherein the Company receives interest at three-month LIBOR plus 2.65% from  
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Note 8 - Junior Subordinated Debentures (Continued) 

a counterparty and pays a fixed rate of interest of 6.80% to the same counterparty calculated on a notional 
amount of $5.0 million.  This agreement will expire on November 23, 2019.  The swap agreement was 
entered into with a counterparty that met the Company’s credit standards, and the agreement contains 
collateral provisions protecting the at-risk party.  The Company believes that the credit risk inherent in 
this contract is not significant.  At December 31, 2016, the company pledged $520,000 cash collateral to 
the counterparty. 

At December 31, 2016 and 2015, the fair value of the swap agreement was a loss of $377,000 and 
$528,000, respectively, and was the amount the Company would have expected to pay to terminate the 
agreement. The fair value of the swap is included in other liabilities in the accompanying consolidated 
balance sheets.  The net effect of the swap increased interest expense by $177,000 and $196,000 in 2016 
and 2015, respectively.   

On February 12, 2010, the Company issued $3.027 million in junior subordinated debentures due 
February 12, 2040, to Trust III.  The Company owned all of the $95,000 in common equity of Trust III 
and the debentures were the sole asset of Trust III.  Trust III issued $2.932 million of fixed rate 
convertible trust capital securities in a non-public offering.  These capital securities provided for quarterly 
distributions at a fixed annual coupon rate of 6.00%.  The securities were callable by the Company, 
subject to any required regulatory approval, at par, after February 2015.  Holders of the trust securities 
were able to convert the securities, at any time, into shares of the Company’s common stock at a 
conversion price of $13.89 per share, subject to adjustments for splits, stock dividends, recapitalization 
and the like and issuances on a pro rata basis below the current market value, in-kind dividends and 
tender offers above market value. 

The Company unconditionally guaranteed the Trust III capital securities.  The terms of the junior 
subordinated debentures and the common equity of Trust III mirror the terms of the convertible trust 
capital securities issued by Trust III.  The Company used the net proceeds from this offering to fund an 
additional $2.9 million capital investment in the Bank for its operations and future growth. In 2016 the 
shareholders of Trust III elected to convert all remaining shares into shares of LYBC common stock and 
Trust III was fully dissolved.  The conversion of the Trust III capital securities resulted in 186,000 shares 
converted to common stock increasing additional paid in capital by $2.5 million.   

The accounts of Trust I, Trust II and Trust III are not included in the consolidated financial statements of 
the Company.  However, for regulatory purposes, the trust capital securities qualify as Tier I capital of the 
Company subject to a 25% of capital limitation under risk-based capital guidelines.  The portion that 
exceeds the 25% of capital limitation qualifies as Tier II capital.  At December 31, 2016 and 2015, $6.0 
million and $8.6 million in trust capital securities qualified as Tier I capital, respectively. 
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Note 9 - Income Taxes 

The provision for income taxes consists of the following for the years ended December 31: 

   2016  2015 
   (In thousands) 
 Current tax provision:     
  Federal  $  2,617  $  2,775 
  State  331  236 
 Total current tax provision  2,948  3,011 
      
 Deferred tax (benefit)/expense:     
  Federal  (42)  (197)
  State  35  72 
 Total deferred tax benefit  (7)  (125)
   $  2,941   $  2,886 
 
 
Income tax expense differed from the statutory federal income tax rate for the years ended December 31 
as follows:  
 
   2016  2015 
 Statutory federal tax rate  34.0%  34.0%
 Increase (decrease) resulting from:     
   Tax-exempt interest income  (5.2)  (5.3) 
   Non-taxable earnings on bank-owned life insurance  (1.3)  (1.3) 
   Nondeductible expenses  0.1  0.1 
   Disallowed interest expense  0.2  0.2 
   Other, net  0.1  0.4 
 Effective tax rate  27.9%  28.1%
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Note 9 - Income Taxes (Continued) 

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts 
of assets and liabilities for financial reporting purposes and the amounts used for tax purposes.  
Components of the Company’s net deferred tax assets at December 31, included in other assets in the 
accompanying consolidated balance sheets, are as follows: 

   2016  2015 
   (In thousands) 
 Deferred tax assets:     
   Allowance for loan losses  $  2,933    $  3,095  
   Compensation and benefits  3,458  3,358 
   Net unrealized loss on available for sale securities  1,164  - 
   Net unrealized loss on held to maturity securities 

transferred from available for sale 
 

54 
 

159 
   Other  706  741 
 Total deferred tax assets  $  8,315  $  7,353 
      
 Deferred tax liabilities:     
   Prepaid pension  $     851  $     924 
   Depreciation  647  717 
   Net unrealized gain on available for sale securities  -  221 
   Other   1,053  889 
 Total deferred tax liabilities  $  2,551  $  2,751 
 Net deferred tax assets  $  5,764  $  4,602 
 

Management believes it is more likely than not that all of the deferred tax assets will be realized.  The 
amount of the deferred tax asset considered realizable, however, could be reduced in the near term if 
estimates of future taxable income are reduced. 
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Note 10 - Stockholders’ Equity 
 
Preferred Stock – The Company is authorized to issue 5,000 shares of preferred stock having a par value 
of $0.50 per share and a stated value of $1,000 per share.  The board of directors is authorized to issue 
these shares of preferred stock without stockholder approval in different classes and series and, with 
respect to each class or series, to determine the dividend rate, the redemption provisions, conversion 
provisions, liquidation preference, and other rights, privileges, and restrictions.  

On November 15, 2016, the company offered a private placement of 5,000 shares, par value of $0.50 per 
share, Series A Non-Cumulative Convertible Preferred Stock at $1,000 per share.  The preferred stock is 
convertible, at any time, into shares of common stock, par value $0.50 per share, at the option of the 
holder.  Upon a deemed liquidation event of Lyons Bancorp, the holders of the preferred shares are 
entitled to receive a liquidation distribution of $1,000 per share plus any declared and unpaid dividends, 
before any distribution of assets to holders of common stock.  Dividends will be paid quarterly, if 
declared by the board of directors, at a rate per annum equal to 5%.  As of December 31, 2016, all 5,000 
shares, par value $0.50 per share, of the authorized preferred stock have been issued.    

Common Stock – The holders of the Company’s common stock are entitled to receive dividends, if any, 
the board of directors may declare from time to time from funds legally available therefore, subject to the 
preferential rights of the holders of any shares of preferred stock that the Company may issue in the 
future. The holders of the Company’s common stock are entitled to one vote per share on any matter to be 
voted upon by stockholders. 

The common stock and treasury stock of the Company at December 31, 2016 and 2015 are as follows: 

   2016  2015 
 Common stock, authorized shares, $0.50 par value  5,000,000  5,000,000 
      
 Issued shares   3,198,660  3,012,756 
 Less: treasury stock shares  (8,954)  (8,370)
 Outstanding shares  3,189,706  3,004,386 
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Note 10 - Stockholders’ Equity (Continued) 
 

The amounts of income tax expense (benefit) allocated to each component of other comprehensive 
income are as follows for the Years Ended December 31, 2016 and 2015:  

  2016  2015 
  (In thousands) 
Securities available for sale:      

Net unrealized (losses) gains during the year  $      (1,219)  $      347 
Reclassification adjustment for gains included in income  (188)  (67)

Securities held to maturity:     
Reclassification adjustment for amortization of unrealized 

losses included in income 
 

105 
 

33 
Changes in unrealized gains during the year of restricted 

equity securities 
 

20 
 

9 
Pension and postretirement benefits:     

Amortization of prior service credit  (1)  (1)
Amortization of net loss  80  90 
Net actuarial (loss) gain   (11)  71 

Cash flow hedge     
Losses on the effective portion of cash flow hedge  (10)  (48)
Reclassification adjustment for losses included in income  71  78 

 
Tax (benefit) expense  

 
 $       (1,153)  

 
$         512   
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Note 10 - Stockholders’ Equity (Continued) 
 
Reclassifications out of accumulated other comprehensive (loss) income for the Years Ended December 
31, 2016 and 2015 are as follows: 
 

Details About Accumulated Other 
Comprehensive (Loss) Income Components  

Amount Reclassified from 
Accumulated Other 

Comprehensive (Loss) Income  

Affected Line Item In The 
Statement Where Net Income is 

Presented 

2016 2015 
(In Thousands) 

 
Unrealized gains and losses on available for 
sale securities (before tax)  $         470   $         167  

Net realized gains from sales/calls 
of available for sale securities 

Tax expense             (188)             (67) Income tax expense 

Net of tax             282             100  

Amortization of unrealized losses on 
securities transferred to held to maturity 
(before tax):              (262)              (84)  

Interest Income – investment 
securities, taxable 

             Tax benefit                105                33  Income tax expense 

Net of tax               (157)               (51)   
 
Amortization of pension and postretirement 
benefit plan items (before tax):       

Prior service credit                 3                  3  
Net losses           (199)           (224) 

          (196)           (221) Pensions and benefits expense 
Tax benefit              79               89 Income tax expense 
Net of tax           (117)           (132) 

       
Gains and losses on cash flow hedge (before 
tax)           (177)           (196) Interest expense - borrowings 

Tax benefit              71              78 Income tax expense 

Net of tax           (106)           (118) 
 
Total reclassification for the year, net of tax  $       (98)  $       (201) 
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Note 10 - Stockholders’ Equity (Continued) 
 

The balances and changes in the components of accumulated other comprehensive loss, net of tax, are as 
follows: 

(In thousands) 

Unrealized 
gains (losses) 
on securities 
available for 

sale 

Unrealized 
losses on 
securities 

transferred 
to held to 
maturity

Unrealized 
gains on 

restricted 
equity 

securities  

Pension 
and 

postretire-
ment 

benefits  

Unrealized 
losses on 
cash flow 

hedge  Total 
 
Balance – January 1, 2015 (103) (289) 1  (2,556)  (361)  (3,308) 
Other comprehensive income (loss) 

before reclassifications 521 - 13  106  (73)  567 
Amounts reclassified from accumulated 

other comprehensive income (100) 51 -  132  118  201 
Other comprehensive income (loss) for 

2015 421 51 13  238  45  768 
Balance – December 31, 2015 $   318 $       (238) $      14  $   (2,318)  $    (316)  $    (2,540) 
         
Other comprehensive income (loss) 

before reclassifications (1,825) - 31  (17)  (16)  (1,827) 
Amounts reclassified from accumulated 

other comprehensive income (282) 157 -  118  106  99 
Other comprehensive income for 2016 (2,107) 157 31  101  90  (1,728) 
Balance – December 31, 2016 $     (1,789) $       (81) $     45  $   (2,219)  $    (226)  $    (4,268) 
 

 

Note 11 - Pension and Postretirement Benefit Plans 

The Company participates in the New York State Bankers Retirement System (the “System”), a non-
contributory defined benefit pension plan (the “Pension Plan”) covering substantially all employees.  The 
benefits are based on years of service and the employee’s highest average compensation during five 
consecutive years of employment.  

The Company also maintains an unfunded postretirement health insurance plan (the “Healthcare Plan”) 
for certain employees meeting eligibility requirements.   
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

The Company engages independent, external actuaries to compute the amounts of liabilities and expense 
relating to these plans, subject to the assumptions that the Company selects. The benefit obligation for 
these plans represents the liability of the Company for current and retired employees, and is affected 
primarily by the following: service cost (benefits attributed to employee service during the period); 
interest cost (interest on the liability due to the passage of time); actuarial gains/losses (experience during 
the year different from that assumed and changes in plan assumptions); and benefits paid to participants. 

The following table provides a reconciliation of the changes in the Pension Plan’s benefit obligations and 
fair value of assets and the accumulated benefit obligation for the Healthcare Plan for the years ending 
December 31, 2016 and 2015: 

 
   Pension Plan  Healthcare Plan 
   2016  2015  2016  2015 
   (In thousands) 
 Change in benefit obligation:    
  Benefit obligation at beginning of year  $   12,744  $   12,626 $  652  $  545 
   Service cost  1,082  1,135 6  6 
   Interest cost  540  489 25  24 
   Actuarial (gain) loss   220  (1,082) (49)  109 
   Expected expenses  (104)  (98) -  - 
   Benefits paid  (429)  (326) (35)  (32) 
  Benefit obligation at end of year  14,053  12,744 599  652 
       
 Change in plan assets:         
  Fair value of plan assets at beginning of 

year 
 

11,639 
 

11,150 - 
 

- 
   Actual return on plan assets  893  (84) -  - 
   Employer contribution  1,000  1,000 32  32 
 Actual expenses paid  (119)  (101) -  - 
   Benefits paid  (429)  (326) (32)  (32) 
 Fair value of plan assets at end of year  12,984  11,639 -  - 
 Funded status recognized  $   (1,069)  $   (1,105) $ (599)  $ (652) 
         
 Accumulated benefit obligation  $  11,700  $  10,571 $  599  $  652 
 

The underfunded status of the Pension and Healthcare Plans as of December 31, 2016 and 2015 has been 
recognized in other liabilities in the consolidated balance sheets.  
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

The components of net periodic benefit cost and other comprehensive income are as follows: 

 
  Pension Plan Healthcare Plan 
  2016  2015 2016  2015 
 Components of net periodic benefit cost: (In thousands) 
  Service cost   $  1,082    $  1,135 $      6  $      6
  Interest cost 540  489 25  24
   Expected return on plan assets (740)  (710) -  -
   Amortization of prior service cost (credit) 1  1 (4)  (4)
   Amortization of net loss 175  209 24  15
  Net periodic benefit cost $  1,058  $  1,124 $   51  $   41
 
 

 
 

 
  

 
 

 Other changes in plan assets and benefit obligations 
recognized in other comprehensive income:  

 
  

 
 

        
 Net (gain) loss  $     82  $    (286) $   (54)  $   109
 Recognized actuarial loss (175)  (209) (24)  (15)
 Recognized prior service (cost) credit (1)  (1) 4  4
 Recognized in other comprehensive income $    (94)  $    (496) $    (74)  $     98
 Total recognized in net periodic benefit cost and 

other comprehensive income $     964 
 

$     628 $   (23) 
 

$   139
 

The following table presents the components of accumulated other comprehensive loss, net of taxes, as of 
December 31: 

  Pension Plan Healthcare Plan 
  2016  2015 2016  2015 
  (In thousands) 
  Prior service cost (credit)   $         1    $         2 $   (10)  $   (12)
  Net actuarial loss 2,073  2,129 153  199
   $  2,074  $  2,131 $  143  $  187
 

The estimated costs that will be amortized from accumulated other comprehensive loss into net periodic 
cost during 2017 are as follows: 

 
 

 
Pension 

Plan  
Healthcare 

Plan  Total 
 (In thousands) 
Prior service cost (credit)   $        1    $       (4)    $       (3) 
Net actuarial loss 214  20  234 

Total $    215  $      16  $    231 
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

Weighted-average assumptions used in accounting for the plans were as follows: 
 
  Pension Plan Healthcare Plan 
  2016  2015 2016  2015 
 Discount rates:  
  Benefit cost for Plan Year 4.32%  3.95% 4.16%  3.81%
  Benefit obligation at end of Plan Year 4.12%  4.32% 4.00%  4.16%
 Expected long-term return on plan assets 6.50%  6.50% N/A  N/A
 Rate of compensation increase:     
  Benefit cost for Plan Year 3.00%  3.00% N/A  N/A
  Benefit obligation at end of Plan Year 3.00%  3.00% N/A  N/A
 

The assumed health care cost trend rate used in the postretirement benefit plan at December 31, 2016 was 
4.00%.  Assumed health care trend rates may have a significant effect on the amounts reported for this 
plan. A 1% increase in the trend rate would increase the periodic benefit cost by $5,000 and increase the 
accumulated postretirement benefit obligation by $83,000. 

The discount rate used for each period was based upon the rates of return on high-quality fixed income 
investments.  The objective of using this approach is to measure the single amount that, if invested at the 
measurement date in a portfolio of high-quality debt instruments, would provide the necessary future cash 
flows to pay benefits when they became due.  The discount rates are evaluated at each measurement date 
to give effect to changes in the general level of interest rates. 
 
The Company utilizes the Healthy Annuitant/Employee Mortality Table (RP-2015) to measure its pension 
plan obligation. In 2015, the Company used RP-2014 adjusted to reflect the Mortality Improvement Scale 
of 2015 (MP-2015), while in 2016, the Company utilized RP-2016 adjusted to reflect the Mortality 
Improvement Scale of 2016 (MP-2016). The change in mortality improvement scales decreased the 
projected benefit obligation by approximately $206,000. 
 
The Company’s funding policy is to contribute, at a minimum, an actuarially determined amount that will 
satisfy the minimum funding requirements determined under the appropriate sections of the Internal 
Revenue Code.  While the Company has satisfied the minimum funding requirement for 2015, it expects 
to contribute to the Pension Plan during 2016.  However, the amount of the contribution is not known at 
this time.  

Estimated future benefit payments, which reflect expected future service, as appropriate, are as follows: 

  Pension Plan  Healthcare Plan 
Years Ending December 31,  (In thousands) 
 2017 $    295   $    37 
 2018 340  37 
 2019 424  37 
 2020 461  37 
 2021 509  37 
 2022 - 2026 3,515  192 
  $ 5,544  $  377 
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

The fair value of the Company’s pension plan assets at December 31, 2016 and 2015 by asset category 
are as follows: 

 

 

Total 

 (Level 1) 
Quoted Prices in 
Active Markets 

for Identical 
Assets 

 (Level 2) 
Significant 

Other 
Observable 

Inputs 

 

(Level 3) 
Significant 

Unobservable
Inputs 

  (In thousands) 
December 31, 2016:        
  Cash equivalents:        

Foreign currencies  $           17   $        17  $         -   $         - 
Short term investment funds  54  -  54  - 

Total cash equivalents  71  17  54  - 
         
  Equity securities:         

Common stock  2,299  2,299  -  - 
Depository receipts  68  68  -  - 
Commingled pension trust funds  2,702  -  2,702  - 
Exchange traded funds  -  -  -  - 

Total equity securities  5,069  2,367  2,702  - 
         
  Fixed income securities:         

Collateralized mortgage obligations   109  -  109  - 
Commingled pension trust funds  2,785  -  2,785  - 
Corporate bonds  494  -  494  - 
Federal Home Loan Mortgage Corporation  100  -  100  - 
Government issues  1,688  -  1,688  - 
Other securities  6  -  6  - 

  Total fixed income securities  5,182  -  5,182  - 
         
Other financial instruments         

Commingled pension trust funds  455  -  -  455 
  Total other financial instruments  455  -  -  455 

         
Investments valued using Net Asset Value  2,207  -  -  2,207 

         
  Total  $ 12,984  $  2,384  $  7,938  $      2,662 
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

 

 

Total 

 (Level 1) 
Quoted Prices in 
Active Markets 

for Identical 
Assets 

 (Level 2) 
Significant 

Other 
Observable 

Inputs 

 

(Level 3) 
Significant 

Unobservable
Inputs 

  (In thousands) 
December 31, 2015:        
  Cash equivalents:        

Foreign currencies  $           6   $        6  $         -   $         - 
Total cash equivalents  6  6  -  - 

         
  Equity securities:         

Common stock  2,104  2,104  -  - 
Depository receipts  54  54  -  - 
Commingled pension trust funds  1,698  -  1,698  - 
Exchange traded funds  1,639  1,639  -  - 

Total equity securities  5,495  3,797  1,698  - 
         
  Fixed income securities:         

Collateralized mortgage obligations   98  -  98  - 
Commingled pension trust funds  2,878  -  2,878  - 
Corporate bonds  553  -  553  - 
Federal Home Loan Mortgage Corporation  44  -  44  - 
Federal National Mortgage Association  316  -  316  - 
Government National Mortgage Association II  62  -  62  - 
Government issues  1,155  -  1,155  - 

  Total fixed income securities  5,106  -  5,106  - 
         
Other financial instruments         

Commingled pension trust funds  430  -  -  430 
  Total other financial instruments  430  -  -  430 

         
Investments valued using Net Asset Value  602    602   
         
  Total  $ 11,639  $  3,803  $  7,406  $      430 

         
 
At December 31, 2016 and 2015, the portfolio was managed by two investment firms.  In addition, as of 
December 31, 2016 and 2015, approximately $605,000 and $482,000, respectively, of Pension Plan 
monies had not yet been allocated to either investment manager.  At December 31, 2016 and 2015, 
control was split at approximately 58%, 38% and 4%.   
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

At December 31, 2016 and 2015, there were the following investment concentrations: 
x Two commingled pension trust funds, which were 7% and 11% of the total portfolio, 
x An exchange traded fund, which was 7% of the total portfolio, and 
x The short term investment fund, which was 5% of the total portfolio. 

 
Fair value is defined as the exchange price that would be received for an asset or paid to transfer a 
liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly 
transaction between market participants on the measurement date. 
 
Valuation techniques used to measure fair value must maximize the use of observable inputs and 
minimize the use of unobservable inputs. The standard describes a fair value hierarchy based on three 
levels of inputs, of which the first two are considered observable and the last unobservable, that may be 
used to measure fair value which are the following: 
 

x Level 1—Quoted prices in active markets for identical assets or liabilities. 
 
x Level 2—Inputs other than Level 1 that are observable, either directly or indirectly, 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. 

 
x Level 3—Unobservable inputs that are supported by little or no market activity and that are 

significant to the fair value of the assets or liabilities. 
 
In instances in which the inputs used to measure fair value fall into different levels of the fair value 
hierarchy, the fair value measurement has been determined based on the lowest level input that is 
significant to the fair value measurement in its entirety. Investments valued using the Net Asset Value 
(NAV) are classified as Level 2 if the Pension Plan can redeem its investment with the investee at the 
NAV at the measurement date. If the Pension Plan can never redeem the investment with the investee at 
the NAV, it is considered a Level 3. If the Pension Plan can redeem the investment at the NAV at a future 
date, the Pension Plan’s assessment of the significance of a particular item to the fair value measurement 
in its entirety requires judgment, including the consideration of inputs specific to the asset. 
 
The Pension Plan uses the Thomson Reuters Pricing Service to determine the fair value of equities 
excluding commingled pension trust funds, the pricing service of IDC Corporate USA to determine the 
fair value of fixed income securities excluding commingled pension trust funds and JP Morgan Chase 
Bank, N.A. and Northern Trust to determine the fair value of equity and fixed income commingled 
pension trust funds. 
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

The following is a table of the pricing methodology and unobservable inputs used b JPMorgan in pricing 
commingled pension trust funds: 
 

Commingled Pension Trust Funds (CPTF) – Fixed 
Income  

Principal Valuation 
Technique(s) Used  Unobservable Inputs 

CPTF (Corporate High Yield) of JPMorgan Chase 
Bank, N.A.  Market  None 

CPTF (High Yield) of JPMorgan Chase Bank, N.A.  
Market Comparables 

Companies  

EBITDA multiple and 
discounts for lack of 

marketability 
CPTF (Long Duration Investment Grade) of JPMorgan 

Chase Bank, N.A.  Market  None 
CPTF (Emerging Markets Currency Debt) of 

JPMorgan Chase Bank, N.A.  Market  None 
CPTF (Emerging Markets – Fixed Income Debt) of 

JPMorgan Chase Bank, N.A.  Market  None 
NY Collective Aggregate Bond 

Index Fund – Lending  NAV  None 
 
 

Commingled Pension Trust Funds (CPTF) –Other  
Principal Valuation 
Technique(s) Used  Unobservable Inputs 

CPTF (Strategic Property) of JPMorgan Chase Bank, 
N.A.  

Market, income, debt 
service and sales 

comparison  

Credit spreads, discount 
rate, loan to value ratio, 

terminal capitalization rate 
and value per square foot 

 
When valuing Commingled Pension Trust Funds (Equity), JPMorgan uses a market methodology and 
does not rely on unobservable inputs in those valuations. 
 
The following table sets forth a summary of the changes in Level 3 assets for the year ended December 
31, 2016: 

January 1, 2015 $            - 
  Purchase 375 
  Gains 55 
Balance, December 31, 2015 $   430  
  Sales (66) 
  Realized gains 9 
  Unrealized gains 82 
Balances, December 31, 2016 $   455 

 

There were no transfers in or out of Level 3 in the Years Ended December 31, 2016 and 2015. 

The Pension Plan was established in 1938 to provide for the payment of benefits to employees of 
participating banks. The Pension Plan is overseen by a Board of Trustees who meet quarterly and set the 
investment policy guidelines. 
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

The overall investment strategy is to achieve a mix of approximately 97% of investments for long-term 
growth and 3% for near-term benefit payments with a wide diversification of asset types, fund strategies, 
and fund managers.  The target allocations are shown in the table below.  Cash equivalents consist 
primarily of government issues (maturing in less than three months) and short term investment funds.  
Equity securities primarily include investments in common stock, depository receipts, preferred stock, 
commingled pension trust funds, exchange traded funds and real estate investment trusts.  Fixed income 
securities include commingled pension trust funds, corporate bonds, credit card receivables, municipals, 
government issues, mortgage backed securities, and other asset backed securities.  Other investment  are 
real estate interests and related investments held within a commingled pension trust fund. 

The weighted average expected long-term rate of return is estimated based on current trends as well as 
projected future rates of return on those assets and reasonable actuarial assumptions based on the 
guidance provided by Actuarial Standard Of Practice No. 27 “Selection of Economic Assumptions for 
Measuring Pension Obligations” for long term inflation, and the real and nominal rate of investment 
return for a specific mix of asset classes.  The following assumptions were used in determining the long-
term rate of return: 

Equity securities: Dividend discount model, the smoothed earnings yield model, and the equity 
risk premium model 

Fixed income securities: Current yield-to-maturity and forecasts of future yields 

Other financial instruments: Comparison of the specific investment’s risk to that of fixed income 
and equity instruments and using judgment. 

The long term rate of return considers historical returns.  Adjustments were made to historical returns in 
order to reflect expectations of future returns.  These adjustments were due to factor forecasts by 
economists and long-term U.S. Treasury yields to forecast long-term inflation.  In addition, forecasts by 
economists and others for long-term gross domestic product growth were factored into the development 
of assumptions for earnings growth and per capita income. 

Investment managers are prohibited from purchasing any security greater than 5% of the portfolio at the 
time of purchase or greater than 8% at market value in any one issuer.  The issuer of any security 
purchased must be located in a country in the Morgan Stanley Capital International World Index.   In 
addition, the following investments are prohibited: 

Equity securities: 

x Short sales, 
x Unregistered securities, and 
x Margin purchases. 
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

Fixed income securities: 

x Mortgage backed derivatives that have an inverse floating rate coupon or that are interest 
only securities, 

x Any asset backed security that is not issued by the U.S. government or its agencies or 
instrumentalities, 

x In general, securities of less than Baa2/BBB quality,  
x Securities of less than A-quality may not in the aggregate exceed 13% of the investment 

manager’s portfolio, and   
x An investment manager’s portfolio of commercial mortgage-backed securities and asset-

backed securities may not exceed 10% of the portfolio at the time of purchase. 

Other financial instruments:  

x Unhedged currency exposure in countries not defined as “high income economies” by the 
World Bank 

All other investments not prohibited by policy are permitted.    At December 31, 2016 and 2015 the 
Pension Plan held certain investments which are no longer deemed acceptable to acquire. These positions 
will be liquidated when the investment managers deem that such liquidation is in the best interest of the 
Pension Plan. 

The target allocation for 2016 and actual allocation of plan assets as of December 31, 2016 and 2015 are 
as follows: 

    % of Plan Assets at December 31,  

Asset Category  
Target Allocation 

2016  2016  2015  
        
Cash equivalents  0-20%    6.1%    5.2%  
Equity securities  40-60%  47.9%  47.2%  
Fixed income securities  40-60%  42.6%  43.9%  
Other financial instruments  0-5%    3.4%    3.7%  

 
 
 
Defined Contribution Plan 
The Bank has a contributory 401(k) Plan for substantially all employees.  Employees are eligible to 
contribute a percentage of their salary up to the maximum as determined by the Internal Revenue Service.  
The Bank is required to match 75% of the employees' contributions up to a maximum of 6% of the 
employees' salaries.  The Bank contributed $385,000 and $316,000 under these provisions during 2016 
and 2015, respectively. 
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Note 11 - Pension and Postretirement Benefit Plans (Continued) 

Supplemental Employee Retirement Plans 
The Company maintains supplemental employee retirement plans (the “SERP”) for certain executives. 
All benefits provided under the SERP are unfunded and, as these executives retire, the Company will 
make payments to plan participants.  The unfunded status of the SERP at December 31, 2016 and 2015 
was $3.5 million and $3.2 million, respectively, and is recorded in other liabilities in the consolidated 
balance sheets.  Compensation expense related to the SERP was $300,000 and $265,000 for the years 
ended December 31, 2016 and 2015. 

Deferred Compensation Plans 
Prior to 2007, the Company had entered into employment agreements with key executives.  These 
employment agreements established deferred compensation plans whereby Company stock was awarded 
and vested each year.  In 2007, the Company terminated the employment agreements and related deferred 
compensation plans and established new deferred compensation plans for key executives.  The new plans 
require a vesting period of three years from the original date the executive entered the plan.  Awarded 
shares from both the prior plan and the current plan are restricted from being sold until employment is 
terminated.   
 
The Company obtains shares for the new deferred compensation plan either through open market 
purchases or from treasury shares.  The amount of awarded shares is based on the amount earned by each 
executive under the deferred compensation plan.  The executives are awarded a number of shares based 
on the amount of deferred compensation earned divided by the value of the shares.  The value of the 
shares purchased on the open market is the price paid.  The value of the shares from treasury is the 
average daily closing price of the stock for each day within the past quarter. Total deferred compensation 
shares were 141,266 and 133,978 at December 31, 2016 and 2015 respectively.  Total shares awarded 
were 7,288 and 7,606 for 2016 and 2015, respectively.  There were no unvested shares at December 31, 
2016.    Compensation expense is recognized over the vesting period, and is based upon the total amount 
of the value of the shares awarded to each executive.  Compensation expense related to the plan was 
approximately $161,000 and $134,000 for the Years Ended December 31, 2016 and 2015, respectively. 
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Note 12 - Earnings Per Share 

The following table presents a reconciliation of the earnings and shares used in calculating basic and 
diluted EPS for each of the years ended December 31: 
 

   2016  2015 
   (in thousands, except per share data) 
 Net income available to common shareholders  $      7,596  $      7,371 
     Adjustment for dilutive potential common shares  23  101 
 Net income available for diluted common shares  $      7,619  $      7,472 
      
 Weighted average common shares used to calculate basic EPS (1)  3,140,523  2,988,981 
     Add: effect of common stock equivalents(1)  46,734  202,656 
 Weighted average common shares used to calculate diluted EPS (1)  3,187,257  3,191,637 
      
 Earnings per common share (1) :     
     Basic $        2.42   $        2.47 
     Diluted $        2.39  $        2.34 

(1) Per share amounts have been adjusted to reflect a 2-for-1 stock split in the form of a stock dividend, effective October 30, 
2015. 

 

Note 13 - Related Party Transactions 

In the ordinary course of business, the Bank has and expects to continue to have transactions, including 
loans and deposit accounts, with the Company's and the Bank's executive officers and directors and their 
affiliates.  In the opinion of management, such transactions were on substantially the same terms, 
including interest rates and collateral, as those prevailing at the time of comparable transactions with 
other unrelated persons and did not involve more than a normal risk of collectability or present any other 
unfavorable features.   

The rollforward of loans to related parties for the years ended December 31, 2016 and December 31, 2015 
is as follows:     

   2016  2015 
   (In thousands) 
 Beginning balance, January 1  $         10,517  $         12,021 
       New loans     2,005     745 
       New (Former) Directors  (30)  - 
       Sold Loans  (250)  - 
       Repayments  (1,686)  (2,249)
 Ending balance, December 31  $         10,556  $         10,517 
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Note 14 - Commitments and Contingent Liabilities 

The Bank 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 and 
interest rate risk in excess of the amounts recognized in the consolidated balance sheets.  The Bank uses 
the same credit policies in making commitments and conditional obligations as it does for on-balance-
sheet instruments.   

The Bank’s exposure to credit loss in the event of nonperformance by the other party to the financial 
instrument for commitments to extend credit and standby letters of credit is represented by the contractual 
notional amount of those instruments summarized as follows at December 31: 

   2016  2015 
                                                                                                                                                 (In thousands) 
 Commitments to extend credit:     
  Commitments to grant loans  $   68,235  $   47,171 
  Unfunded commitments under commercial lines of credit  76,862  68,836 
  Unfunded commitments under consumer lines of credit  70,143  54,254 
 Standby letters of credit  9,697  10,924 
 
   $ 224,937  $ 181,185 
 

Commitments to extend credit 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 many of the commitments are expected to 
expire without being drawn upon, the total commitment amounts do not necessarily represent future cash 
requirements. 

The Bank evaluates each customer’s credit worthiness on a case-by-case basis.  The amount and type of 
collateral obtained, if deemed necessary by the Bank upon extension of credit, varies and is based on 
management’s credit evaluation of the counterparty. 

Standby letters of credit are conditional lending commitments issued by the Bank to guarantee the 
performance of a customer to a third party.  These letters of credit are primarily issued to support public 
and private borrowing arrangements.  Generally, letters of credit issued have expiration dates within one 
year.  The credit risk involved in issuing letters of credit is essentially the same as that involved in 
extending loan facilities to customers.  The Bank’s policy for obtaining collateral, and the nature of such 
collateral, is essentially the same as that involved in making commitments to extend credit.  The Bank 
generally holds collateral supporting those commitments. Such collateral amounted to $7.7 million and 
$7.6 million at December 31, 2016 and 2015, respectively.  The amount of the liability related to 
guarantees under standby letters of credit was not material at December 31, 2016 and 2015. 
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Note 14 - Commitments and Contingent Liabilities (Continued) 

In addition to other investors, the Bank sells residential mortgage loans to the FHLB.  The agreement with 
the FHLB includes a maximum credit enhancement liability of $9.4 million and $7.9 million at December 
31, 2016 and 2015 respectively, which the Bank may be required to pay if realized losses on any of the 
sold mortgages exceed the amount held in the FHLB’s spread account.  The FHLB is funding the spread 
account annually based on the outstanding balance of loans sold.  The Bank’s historical losses on 
residential mortgages have been lower than the amount being funded to the spread account.  As such, the 
Bank does not anticipate recognizing any losses and, accordingly, has not recorded a liability for the 
credit enhancement. 

In addition to pledging investment securities to secure deposits, the Bank has entered into an agreement 
with the FHLB whereby the FHLB agrees to issue letters of credit for the benefit of securing deposits.  In 
the event the FHLB makes a payment under this agreement, such payment will constitute an advance to 
the Bank and shall be immediately due and payable. The Bank has pledged unencumbered mortgage-
related assets to secure letters of credit from the FHLB. As of December 31, 2016 and 2015, the Bank had 
letters of credit outstanding with the FHLB of $33.1 million.   

 

Note 15 - Concentrations of Credit 

The Company’s loan customers are located primarily in the New York communities served by the 
Bank. Investments in state and local government securities also involve governmental entities within the 
Company’s market area.  Although operating in numerous communities in New York State, the Company 
is still dependent on the general economic conditions of New York.  The largest concentration of credit by 
industry is Lessor’s of Nonresidential Buildings, with loans outstanding of $36 million or 5.29% of total 
loans as of December 31, 2016.  Risk related to this concentration is controlled through adherence to loan 
policy guidelines, including appropriate debt service coverage, adequate property values substantiated by 
current appraisals, and obtaining guarantors where appropriate.  The Company, as a matter of policy, does 
not extend credit to any single borrower, or group of related borrowers, in excess of its legal lending limit. 
Further information on the Company’s lending activities is provided in “Note 4 Loans” in Notes to 
Consolidated Financial Statements. 
 
 

Note 16 - Regulatory Matters 

The supervision and regulation of financial and bank holding companies and their subsidiaries is intended 
primarily for the protection of depositors, the deposit insurance funds regulated by the Federal Deposit 
Insurance Corporation (“FDIC”) and the banking system as a whole, and not for the protection of 
shareholders or creditors of bank holding companies. The various bank regulatory agencies have broad 
enforcement power over financial holding companies and banks, including the power to impose 
substantial fines, operational restrictions and other penalties for violations of laws and regulations and for 
safety and soundness considerations.  
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Note 16 - Regulatory Matters (Continued) 

Capital 

The Company (on a consolidated basis) and the Bank are subject to various regulatory capital 
requirements administered by federal banking agencies.  Failure to meet minimum capital requirements 
can initiate certain mandatory, and possibly additional discretionary, actions by regulators that, if 
undertaken, could have a direct material effect on the Company’s and the Bank’s financial statements.  
Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the 
Company and the Bank must meet specific capital guidelines that involve quantitative measures of their 
assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices.  
The capital amounts and classification are also subject to qualitative judgments by the regulators about 
components, risk weightings, and other factors. 

Quantitative measures established by regulation to ensure capital adequacy require the Company and the 
Bank to maintain minimum amounts and ratios (set forth in the table below) of total and Tier I capital (as 
defined by regulation) and of Tier I capital (as defined) to average assets (as defined). The Company’s 
and the Bank’s capital amounts and ratios are also presented in the table below. 

In July 2013, the Federal Reserve approved and published the final Basel III Capital Rules establishing a 
new comprehensive capital framework for U.S. banking organizations.  The rules implement the Basel 
Committee’s December 2010 framework known as “Basel III” for strengthening international capital 
standards as well as certain provisions of the Dodd-Frank Act.  The Basel III Capital Rules substantially 
revise the risk-based capital requirements applicable to bank holding companies and depository 
institutions, including the Company and the Bank, compared to the current U.S risk-based capital rules.  
The Basel III Capital Rules define the components of capital, and address risk weights and other issues 
affecting the denominator in the banking institutions’ regulatory capital ratios.  It also replaces the 
existing risk-weighting approach, with a more risk-sensitive approach based, in part, on the standardized 
approach in the Basel Committee’s 2004 “Basel II” capital accords and implements the requirements of 
Section 939A of the Dodd-Frank Act to remove references to credit ratings utilized in the federal banking 
agencies’ rules.  The Basel III Capital Rules were effective for the Company and the Bank on January 1, 
2015 (subject to a phase-in period). 

As required under Dodd-Frank, a new capital ratio, “common equity tier 1 capital ratio” (CET1) was 
established.  This ratio allows only common equity to qualify as tier 1 capital.  The new CET1 ratio also 
will include most elements of accumulated other comprehensive income, including unrealized securities 
gains and losses, as part of both total regulatory capital (numerator) and total assets (denominator).  
Community banks, however, were given the opportunity to make a one-time irrevocable election to 
include or not to include certain elements of other comprehensive income, most notably unrealized 
securities gains or losses.  The Company and the Bank elected to not include the certain items of other 
comprehensive income in their capital calculations. 

In addition to setting higher minimum capital ratios, the new rules, introduce a capital conservation 
buffer, which must be added to each of the minimum capital ratios and is designed to absorb losses during 
periods of economic stress.  The capital conservation buffer will be phased-in over five years beginning 
on January 1, 2016 and will be set at 2.5% when fully phased-in.  If a banking organization fails to hold 
capital above minimum capital ratios, including the capital conservation buffer, it will be subject to 
certain restrictions on capital distribution and discretionary bonus payments. 
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Note 16 - Regulatory Matters (Continued) 

The final rules eliminated the proposed phase-out over 10 years or Trust Preferred Securities, or “TRUPs” 
as tier 1 capital for bank holding companies and bank, such as the Company and the Bank, that have less 
than $15 billion in total assets.  Under the final rule, grandfathered TRUPs would continue to qualify as 
tier 1 capital until they mature or are redeemed, up to a limit of 25% of tier 1 capital (for grandfathered 
TRUPs and other grandfathered tier 1 capital components).  

   

(Dollars in thousands)    
 

Actual 

  
For Capital 

Adequacy Purposes 

 To be Well 
Capitalized under 
Prompt Corrective 
Action Provisions 

 

   Amount  Ratio  Amount  Ratio  Amount  Ratio  
      

December 31, 2016:            
 Total risk-based capital              

Consolidated   $81,785  11.6 % $t56,434  t8.0 % $t70,543  t10.0 % 
Bank   $87,350  12.3 % $t56,631  t8.0 % $t70,789  t10.0 % 

           
 Tier 1 capital              

Consolidated   $78,967  11.2 % $t42,326  t6.0 % $t56,434  t8.0 % 
Bank   $79,498  11.2 % $t42,474  t6.0 % $t56,631  t8.0 % 

           
 Tier 1 leverage             

Consolidated   $78,967  8.4 % $t37,630  t4.0 % $t47,038  t 5.0 %
Bank   $79,498  8.5 % $t37,555  t4.0 % $t46,944  t 5.0 %
             

Common Equity Tier 1             
Consolidated   $72,967  10.3 % $t31,744  t4.5 % $t45,853  t 6.5 %
Bank   $74,570  10.5 % $t31,855  t4.5 % $t46,013  t 6.5 %
             

           
           
December 31, 2015:            
 Total risk-based capital              

Consolidated   $77,527  12.0 % $t51,478  t8.0 % $t64,348  t10.0 % 
Bank   $78,254  12.2 % $t51,467  t8.0 % $t64,334  t10.0 % 

           
 Tier 1 capital              

Consolidated   $69,426  10.8 % $t38,609  t6.0 % $t51,478  t8.0 % 
Bank   $70,155  10.9 % $t36,600  t6.0 % $t51,467  t8.0 % 

           
 Tier 1 leverage             

Consolidated   $69,426  8.0 % $t34,548  t4.0 % $t43,185  t 5.0 %
Bank   $70,155  8.1 % $t34,463  t4.0 % $t43,078  t 5.0 %
             

Common Equity Tier 1             
Consolidated   $60,844  9.5 % $t28,957  t4.5 % $t41,826  t 6.5 %
Bank   $70,155  10.9 % $t28,950  t4.5 % $t41,817  t 6.5 %
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Note 16 - Regulatory Matters (Continued) 

Management believes, as of December 31, 2016, that the Company and the Bank meet all capital 
adequacy requirements to which they are subject. 

As of the most recent notification from the Office of the Comptroller of the Currency, the Bank was 
categorized as well capitalized. There are no conditions or events since the notification that management 
believes have changed the institution’s category 
 
Dividend Restrictions  
 
In the ordinary course of business, the Company is dependent upon dividends from the Bank to provide 
funds for the payment of interest expense on the junior subordinated debentures, dividends to 
shareholders and to provide for other cash requirements. Banking regulations may limit the amount of 
dividends that may be paid. Approval by regulatory authorities is required if the effect of dividends  
declared would cause the regulatory capital of the Bank to fall below specified minimum levels. Approval 
is also required if dividends declared exceed the net profits for that year combined with the retained net 
profits for the preceding two years.  
 
At December 31, 2016, the Bank’s retained earnings available for the payment of dividends was 
approximately $14.3 million. 
 

Note 17 - Fair Value Measurements and Fair Values of Financial Instruments  

Determination of Fair Value 

The Company uses fair value measurements to record fair value adjustments to certain assets and 
liabilities and to determine fair value disclosures.  The fair value of a financial instrument 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 is best determined based upon quoted market prices.  
However, in many instances, there are no quoted market prices for the Company’s various assets and 
liabilities.  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. 

Fair value guidance provides a consistent definition of fair value, which focuses on exit price in an 
orderly transaction (that is, not a forced liquidation or distressed sale) between market participants at the 
measurement date under current market conditions.  If there has been a significant decrease in the volume 
and level of activity for the asset or liability, a change in valuation technique or the use of multiple 
valuation techniques may be appropriate.  In such instances, determining the price at which willing 
market participants would transact at the measurement date under current market conditions depends on 
the facts and circumstances and requires the use of significant judgment.   
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Note 17 - Fair Value Measurements and Fair Values of Financial Instruments (Continued) 

Fair Value Hierarchy 

The Company groups its financial assets and financial liabilities generally measured at fair value in three 
levels, based on the markets in which the assets and liabilities are traded and the reliability of the 
assumptions used to determine fair value. 

Level 1: Valuation is based on unadjusted quoted prices in active markets for identical assets or 
liabilities that are accessible at the measurement date.  Level 1 assets and liabilities generally 
include debt and equity securities that are traded in an active exchange market.    

 

Level 2: Valuation is based upon inputs other than quoted prices included within level 1 that are 
observable either directly or indirectly.  The valuation may be based on 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 asset or liability.  

Level 3: Valuation is based on unobservable inputs that are supported by little or no market activity and 
that are significant to the fair value measurement.  Level 3 assets and liabilities include 
financial instruments whose value is determined using pricing models, discounted cash flow 
methodologies, or similar techniques, as well as instruments for which determination of fair 
value requires significant management judgment or estimation. 

An asset’s or liability’s level within the fair value hierarchy is based on the lowest level of input that is 
significant to the fair value measurement. 

The following information should not be interpreted as an estimate of the fair value of the entire 
Company since a fair value calculation is only provided for a limited portion of the Company’s assets and 
liabilities.  Due to a wide range of valuation techniques and the degree of subjectivity used in making the 
estimates, comparisons between the Company’s disclosures and those of other companies may not be 
meaningful.  The following methods and assumptions were used to estimate the fair values of the 
Company’s financial instruments at December 31, 2016 and 2015: 

Cash, Due From Banks, and Interest-bearing Deposits in Banks 
The carrying amounts reported in the consolidated balance sheets for these assets approximate fair 
values based on the short-term nature of the assets.  

Investment Securities 
The fair value of securities available for sale and held to maturity are determined by obtaining quoted 
market prices on nationally recognized securities exchanges (Level 1), or pricing models (Level 2), 
which consider standard input factors such as observable market data,  benchmark yields, interest rate 
volatilities, broker/dealer quotes, credit spreads and new issue data.  For certain securities which are 
not traded in active markets or are subject to transfer restrictions, valuations are adjusted to reflect 
illiquidity and/or non-transferability, and such adjustments are generally based on available market 
evidence (Level 3).  In the absence of such evidence, management’s best estimate is used.   



Lyons Bancorp, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2016 and 2015 
 

56 

Note 17 - Fair Value Measurements and Fair Values of Financial Instruments (Continued) 

Management’s best estimate consists of external support on certain Level 3 investments.  
Management has determined that the fair value of local government securities in the held to maturity 
portfolio approximate their carrying value. Restricted equity securities have restrictions on their sale 
and are primarily carried at cost due to their limited marketability. The fair value of the Company’s 
investment in Farmer Mac is determined by obtaining quoted market prices on nationally recognized 
securities exchanges (Level 1). 

Loans Held for Sale  
The fair value of loans held for sale is determined using quoted secondary-market prices.  If no such 
quoted prices exist, the fair value of a loan is determined using quoted prices for a similar loan or 
loans, adjusted for the specific attributes of that loan, resulting in a Level 2 classification. 

Loans  
The fair values of loans are estimated using discounted cash flow analyses, using market rates at the 
balance sheet date that reflect the credit and interest rate-risk inherent in the loans, resulting in a 
Level 3 classification.  Projected future cash flows are calculated based upon contractual maturity or 
call dates, projected repayments and prepayments of principal.   

Impaired Loans  
The fair value of loans considered impaired is generally determined based upon independent third 
party appraisals of the properties (market approach), or discounted cash flows based upon the 
expected proceeds.  These assets are included as Level 3 fair values, based upon the lowest level of 
input that is significant to the fair value measurements.  The fair value consists of the loan balances of 
$1.3 million and $3.8 million, net of valuation allowances of $0.9 million and $1.6 million as of 
December 31, 2016 and 2015, respectively. 

Accrued Interest Receivable and Payable  
The carrying amount of accrued interest receivable and accrued interest payable approximates fair 
value. 

Mortgage Servicing Rights  
The carrying amount of mortgage servicing rights approximates their fair value. 

Deposits  
The fair values disclosed for demand and savings deposits are, by definition, equal to the amount 
payable on demand at the reporting date (that is, their carrying amounts).  Fair values for fixed-rate 
certificates of deposit are estimated using a discounted cash flow calculation that applies market 
interest rates on comparable instruments to a schedule of aggregated expected monthly maturities on 
time deposits, resulting in a Level 2 classification.  

Borrowings from the Federal Home Loan Bank 
Fair values of borrowings from the FHLB are estimated using discounted cash flow analysis, based 
on quoted prices for new borrowings from the FHLB with similar credit risk characteristics, terms  
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Note 17 - Fair Value Measurements and Fair Values of Financial Instruments (Continued) 

and remaining maturity, resulting in a Level 2 classification.  These prices obtained from this active 
market represent a market value that is deemed to represent the transfer price if the liability were 
assumed by a third party.   

Junior Subordinated Debentures 
The fair values of junior subordinated debentures are estimated using discounted cash flow analysis, 
based on market rates currently offered on such debt with similar credit risk characteristics, terms and 
remaining maturity, resulting in a Level 2 classification.  

 
Interest Rate Swap Agreements 

The fair value of the interest rate swap derivative is calculated based on a discounted cash flow 
model. All future floating cash flows are projected and both floating and fixed cash flows are 
discounted to the valuation date.  The curve utilized for discounting and projecting is built by 
obtaining publicly available third party market quotes for various swap maturity terms, resulting in a 
Level 2 classification.   
 

Off-Balance Sheet Financial Instruments  
Fair values for off-balance sheet financial instruments (lending commitments and letters of credit) are 
based on fees currently charged in the market to enter into similar agreements, taking into account, 
the remaining terms of the agreements and the counterparties’ credit standing.  
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Note 17 - Fair Value Measurements and Fair Values of Financial Instruments (Continued) 

Assets and Liabilities Measured at Fair Value on a Recurring Basis 

For financial assets measured at fair value on a recurring basis, the fair value measurements by level 
within the fair value hierarchy used at December 31, 2016 and 2015 are as follows: 

 

 

Carrying Value

(Level 1) 
Quoted Prices 

in Active 
Markets for 

Identical Assets

(Level 2) 
Significant 

Other 
Observable 

Inputs 

 
(Level 3) 

Significant 
Unobservable 

Inputs 
  (In thousands) 

December 31, 2016:      
Securities available for sale:      

United States agencies  $   38,378 $       - $    38,378  $           -
State and local governments  69,586 -  69,586  -
Mortgage-backed securities  35,019 - 35,019  -
Total securities available for sale  $ 142,983 $       - $  142,983  $           -

      
Restricted equity security  $          116 $    116 $           -  $           -
      
Interest rate swap agreements  $       (377) $       - $        (377)  $           -
 
December 31, 2015:      
Securities available for sale:      

United States agencies  $   41,203 $       - $    41,203  $           -
State and local governments  68,738 -  67,738  -
Mortgage-backed securities  28,446 - 28,446  -
Total securities available for sale  $ 138,387 $       - $  138,387  $           -

      
Restricted equity security  $          65 $    65 $              -  $           -
      
Interest rate swap agreements  $       (528) $       - $        (528)  $           -
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Note 17 - Fair Value Measurements and Fair Values of Financial Instruments (Continued) 

Assets Measured at Fair Value on a Nonrecurring Basis 

There were no assets measured at fair value on a nonrecurring basis at December 31, 2016 and 2015. 

The carrying amounts and estimated fair values of the Company’s financial instruments at December 31, 
2016 and 2015 are as follows: 

  2016  2015 

 
Fair Value 
Hierarchy 

Carrying 
Amount  

Fair 
Value  

Carrying 
Amount  

Fair 
Value 

  (In thousands) 
Financial assets:        
 Cash and due from banks 1 $    14,458    $   14,458  $    15,416    $   15,416 
 Interest-bearing deposits in banks 1 17,952  17,952  14,365  14,365 
 Investment securities  1 and 2 205,601  205,339  195,185  195,902 
 Loans, net of allowance 2 and 3 670,895  677,205  597,013  600,183 
 Accrued interest receivable 1 3,052  3,052  2,616  2,616 
 Mortgage servicing rights 2 1,286  1,286  943  943 
         
Financial liabilities:         
 Demand and savings deposits 1 $ 703,626  $ 703,626  $ 611,135  $ 611,135 
 Certificates of deposit 2 156,447  157,761  160,976  160,898 
 Borrowings from FHLB 2 18,000  18,000  20,126  20,072 
 Junior subordinated debentures 2 6,190  6,177  8,867  8,879 
 Interest rate swap agreements 2 377  377  528  528 
 Accrued interest payable 1 145  145  158  158 
 

Amounts in the preceding table are included in the consolidated balance sheets under the applicable 
captions.  The fair values of off-balance sheet financial instruments are not significant. 

 
 


