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April 1, 2015

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

To Our Shareholders:

NOTICE IS HEREBY GIVEN that, pursuant to the call of its Directors, the Annual Meeting of Shareholders of 
the Middlebury National Corporation will be held at The Middlebury Inn, Middlebury, Vermont, on Tuesday, May 5, 
2015, at 2:00 p.m. for the following purposes:

 1. Election of three (3) Directors to serve until the 2018 Annual Meeting of Shareholders.  

 2.  To ratify the appointment of A.M. Peisch & Company, LLP, independent auditors, to serve as auditors for 
the Corporation for the year 2015. 

 3. To transact any other business that may properly come before the meeting or any adjournment thereof.

The close of business March 24, 2015, has been fixed as the record date for determining shareholders entitled to 
notice of a vote at the Annual Meeting.

The Board of Directors recommends a vote FOR proposals 1 and 2.

By order of the Board of Directors,

Linda K. Harmon
President

MIDDLEBURY NATIONAL CORPORATION
30 Main Street, P.O. Box 189, Middlebury, Vermont 05753-0189
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MIDDLEBURY NATIONAL CORPORATION
30 Main Street, P.O. Box 189, Middlebury, Vermont 05753-0189

PROXY STATEMENT
ANNUAL MEETING OF SHAREHOLDERS

MAY 5, 2015

This proxy statement is furnished in connection with the solicitation of proxies by or on behalf of the Directors of 
the Middlebury National Corporation for use at the Annual Meeting of Shareholders to be held on Tuesday, May 5, 
2015, at 2:00 p.m. at The Middlebury Inn, Middlebury, Vermont, or any adjournment thereof.

A proxy duly executed and returned by the shareholder will be voted as directed by the proxy. If no choice is 
specified, the proxy will be voted for the election of nominees set forth in the proxy. If other matters are voted upon, 
persons named in the proxy will take action in accordance with the recommendations of management. Any proxy 
may be revoked by written notice to the Secretary of the Corporation prior to the voting of the proxy.

ELECTION OF DIRECTORS
As provided for in the Articles of Association, the Board is divided into three classes of directors: Class I, Class 
II, and Class III, so that approximately one third of the directors’ terms expire each year. Directors whose terms 
expire at the 2015 Shareholders’ Meeting are Caroline R. Carpenter, Michael D. Schoenfeld, and Sarah D. Stahl. 
All will stand for re-election to hold office until the year 2018 Shareholders’ Meeting. The Board of Directors 
recommends a vote “FOR” the Election of Directors.

The persons listed below constitute the members of the Board of Directors.

Name Age
Position with Middlebury National 

Corporation and Principal Occupation
Director 

Since
Term

Expires

Shares
Beneficially 

Owned

Class I Directors

Paul J. Carrara Jr. 45 Director of Middlebury National 
Corporation and National Bank of 
Middlebury; Clerk, National Bank of 
Middlebury Board of Directors; Vice 
President, JP Carrara & Sons, Inc., 
Middlebury, Vermont

2002 2016 3510

Lawrence W. Miller, II 48 Director of Middlebury National 
Corporation and National Bank of 
Middlebury; Secretary, Middlebury 
National Corporation Board of Directors; 
Senior Advisor, Chief of Health Care 
Reform, Office of the Governor, State of 
Vermont, Montpelier, Vermont

2004 2016 252

G. Kenneth Perine 63 Director of Middlebury National 
Corporation and National Bank of 
Middlebury; Assistant Clerk, National 
Bank of Middlebury Board of Directors; 
Retired bank President and CEO

1990 2016 2892
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Name Age
Position with Middlebury National 

Corporation and Principal Occupation
Director 

Since
Term

Expires

Shares
Beneficially 

Owned

Class II Directors

Linda K. Harmon 66 Director of Middlebury National 
Corporation and National Bank of 
Middlebury; President, Middlebury 
National Corporation Board of Directors; 
President, H&M Mountain Enterprises, 
Inc., DBA Mary’s at Baldwin Creek, 
Bristol, Vermont

1995 2017 834

Roch F. MacIntyre 70 Director of Middlebury National 
Corporation and National Bank of 
Middlebury; Vice Chair, National Bank of 
Middlebury Board of Directors; Manager, 
MacIntyre Services, LLC, Middlebury, 
Vermont; Owner/member, Trackside 
Terminal Oil Co., LLC, Burlington, 
Vermont

1980 2017 4614

Michael G. McLaughlin 43 Director of Middlebury National 
Corporation and National Bank of 
Middlebury; Vice President, Bread Loaf 
Corporation, Middlebury, Vermont

2009 2017 76

Class III Directors

Caroline R. Carpenter 49 Director of Middlebury National 
Corporation and National Bank of 
Middlebury; Executive Vice President, 
Middlebury National Corporation; 
President, CEO, and Technology Manager, 
National Bank of Middlebury,  
Middlebury, Vermont

2005 2015 1844

Michael D. Schoenfeld 64 Director of Middlebury National 
Corporation and National Bank of 
Middlebury; Senior Vice President and 
Chief Philanthropic Advisor, Middlebury 
College, Middlebury, Vermont

2010 2015 1690

Sarah D. Stahl 65 Director of Middlebury National 
Corporation and National Bank of 
Middlebury; Chair, National Bank of 
Middlebury Board of Directors; Self-
employed, Cornwall, Vermont

1988 2015 380
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REMUNERATION OF MANAGEMENT
Directors and officers were compensated as directors and officers of the bank, and received no compensation for their 
position in the holding company. All directors attended at least 75% of board meetings held in 2014. The aggregate 
compensation paid during 2014 to seven outside directors was $95,850. The aggregate compensation paid to the 
eighteen officers was $1,531,547.18. The aggregate cost for contributions to the officers’ retirement plan accounts 
was $265,405.25.

APPROVAL OF INDEPENDENT AUDITORS
A.M. Peisch & Company, LLP, a certified public accounting firm with five offices in Vermont, has been independent 
auditor for the Middlebury National Corporation since its organization in 1985 and for National Bank of Middlebury 
many years prior to 1985. The Board of Directors recommends a vote “FOR” the appointment of A.M. Peisch & 
Company, LLP, as independent auditors for the year 2015. 
 
OTHER MATTERS
As of the date of the meeting, the Board of Directors knows of no other business that may come before the meeting 
except as set forth above. If other matters should properly come before the meeting it is expected that proxies will 
be voted on such matters with the recommendations of management.

Sincerely,

Caroline R. Carpenter
Executive Vice President



MIDDLEBURY NATIONAL CORPORATION 
AND COMPANY

FINANCIAL REPORT

DECEMBER 31, 2014
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors and Shareholders of
Middlebury National Corporation
Middlebury, Vermont

We have audited the accompanying consolidated financial statements of Middlebury National Corporation and 
Subsidiary (National Bank of Middlebury), which comprise the consolidated balance sheets as of December 31, 
2014 and 2013, and the related consolidated statements of income, comprehensive income, changes in shareholders’ 
equity, and cash flows for the years then ended, and the related notes to the consolidated financial statements.

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

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

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

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

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
financial position of Middlebury National Corporation and Subsidiary as of December 31, 2014 and 2013, and the 
results of their operations and their cash flows for the years then ended in conformity with accounting principles 
generally accepted in the United States of America.

Rutland, Vermont
February 13, 2015
VT Reg. No 92-0000102
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MIDDLEBURY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

December 31, 2014 and 2013
ASSETS 2014 2013

Cash and cash equivalents $   5,325,758 $     6,799,876 

Interest bearing balances due from Federal Reserve Bank 
    and other financial institutions 8,430,776 14,667,280

Certificates of deposit  3,250,000  2,500,000 

Securities held-to-maturity  -  315,000 

Securities available-for-sale  91,867,849  76,240,960 

Restricted equity securities  1,396,200  1,396,200 

Loans held for sale -  678,000 

Loans, net 190,899,438  181,114,701 

Bank premises and equipment, net  7,843,007  8,167,684 

Accrued interest receivable  811,754  868,152 

Bank owned life insurance  5,999,267  5,801,927 

Other assets  4,652,802 4,280,685

            Total assets $ 320,476,851 $ 302,830,465 

LIABILITIES AND SHAREHOLDERS’ EQUITY

LIABILITIES

    Deposits:

        Demand $  52,770,833 $  42,803,842 

        NOW  99,305,115  94,589,050 

        Savings and money market  88,588,113  84,547,823 

        Time $100,000 and over  13,550,431  14,503,962 

        Other time  21,776,230  23,597,534 

            Total deposits  275,990,722   260,042,211 

Borrowed funds  3,521,026  3,195,113 

Securities sold under agreements to repurchase  8,470,425  8,459,323 

Other liabilities  2,925,966  2,480,461 

            Total liabilities $ 290,908,139 $ 274,177,108 

COMMITMENTS AND CONTINGENCIES

SHAREHOLDERS’ EQUITY

    Common stock, no par value 1,200,000 shares authorized,
        960,000 shares issued $ 400,000 $ 400,000 

    Surplus  1,000,000  1,000,000 

    Retained earnings  28,426,093   27,709,329 

    Accumulated other comprehensive income  504,454  305,863 

 30,330,547  29,415,192 

    Less: Treasury stock at cost
        (75,098 shares in 2014 and 2013, respectively)  (761,835)  (761,835)

            Total shareholders' equity 29,568,712  28,653,357 

            Total liabilities and shareholders' equity $ 320,476,851 $     302,830,465 

See Notes to Consolidated Financial Statements.
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MIDDLEBURY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31, 2014 and 2013
2014 2013

Interest income

    Interest and fees on loans $ 8,056,430 $ 8,160,594 

    Interest and dividends on securities

        Mortgage-backed securities  996,518  728,665 

        U.S. Government agencies  429,377  261,297 

        CD's with banks 45,737 29,081 

        Corporate securities 72,237 98,455 

        States and political subdivisions  209,380  367,210 

        Other securities  56,004  41,064 

        Interest on federal funds sold, Federal Reserve Bank 
             and other financial institutions  17,801  63,418 

             Total interest income $ 9,883,484 $ 9,749,784 

Interest expense

    Interest on time $100,000 and over $ 136,907 $ 203,254 

    Interest on other deposits  358,703  437,159 

    Interest on borrowings  151,674  146,472 

             Total interest expense $ 647,284 $ 786,885

             Net interest income  9,236,200  8,962,899 

Less: provision for loan losses  100,000  90,000 

             Net interest income after provision for loan loss $ 9,136,200 $ 8,872,899 

Other operating income

    Service charges on deposit accounts $ 395,267 $ 447,733 

    Other service charges, collection and exchange 356,253 219,583 

    Debit/Credit card income 924,284 875,972 

    Gain on sale of loans  355,619  925,693 

    Gain on sale of securities  89,360  2,729 

    Income from bank owned life insurance  197,340  192,561 

    Other  401,107  420,645 

             Total other operating income $ 2,719,230 $ 3,084,916 

See Notes to Consolidated Financial Statements.
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MIDDLEBURY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME (Continued)

Years Ended December 31, 2014 and 2013
2014 2013

Other operating expenses

    Salaries $ 4,290,594 $ 4,014,782 

    Pension and other employee benefits  1,427,351  1,324,826 

    Occupancy expense  833,754  807,061 

    Equipment expense  529,704  542,943 

    FDIC insurance expense  204,910  187,640 

    Other  2,847,876  2,960,259 

             Total other operating expenses  10,134,189  9,837,511 

             Income before income taxes  1,721,241  2,120,304 

Income tax expense  261,159  339,438 

             Net income $ 1,460,082 $ 1,780,866 

Earnings per share $ 1.65 $ 2.01 

MIDDLEBURY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years ended December 31, 2014 and 2013
2014 2013

Net Income $ 1,460,082 $ 1,780,866 

Other comprehensive income (loss):

    Unrealized gains (loss) on securities:

        Unrealized holding gains (loss) arising during period 357,444  (1,453,379)

        Tax effect (121,531) 494,149

235,913 (959,230)

        Less: reclassification adjustment for gains included in income (89,360)  (2,729)

        Tax effect 30,382 928

(58,978) (1,801)

         Unrealized gain (loss) on securities, net of tax 176,935 (961,031)

Unrealized gains on CFSG investment:

          Unrealized holding gains arising during period 32,812 -

          Tax effect (11,156)  - 

Unrealized gain (loss) on CFSG investment, net of tax 21,656 -

Other comprehensive gain (loss), net of tax: 198,591  (961,031)

Comprehensive income $ 1,658,673 $ 819,835 

See Notes to Consolidated Financial Statements.
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MIDDLEBURY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Years ended December 31, 2014 and 2013

Common 
Stock Surplus

Retained
Earnings

Accumulated 
Other  

Comprehensive 
Income

Treasury 
Stock Total

Balance,
December 31, 2012 $ 400,000 $ 1,000,000 $ 26,671,781 $ 1,266,894 $(761,835) $28,576,840 

Net income  -  -  1,780,866  -  -  1,780,866 

Other 
    comprehensive     
    loss  -  -  -  (961,031)  -  (961,031)

Cash dividends 
    declared 
    ($ .84 per share)  -  -  (743,318)  -  -  (743,318)

Balance,
December 31, 2013 $ 400,000 $1,000,000 $ 27,709,329 $ 305,863 $(761,835) $ 28,653,357 

Net income  -  -  1,460,082  -  -  1,460,082 

Other 
    comprehensive 
    income  -  -  -  198,591  -  198,591

Cash dividends 
    declared 
    ($ .84 per share)  -  -  (743,318)  -  -  (743,318)

Balance,
December 31, 2014 $ 400,000 $ 1,000,000 $ 28,426,093 $ 504,454 

 
$(761,835) $ 29,568,712 

See Notes to Consolidated Financial Statements.
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MIDDLEBURY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31, 2014 and 2013
2014 2013

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 1,460,082 $ 1,780,866 

Adjustments to reconcile net income to net cash provided 
    by operating activities

    Depreciation and amortization 679,557  663,063 

    Provision for possible loan losses 100,000  90,000 

    Provision for deferred taxes  7,802  (47,836)

    Increase in accrued income tax  20,028  1,120 

    Decrease in interest receivable  56,398  106,522 

    Net investment amortization  167,450  219,113 

    Net decrease in loans held for sale  678,000  2,162,300

    Loss (gain) on sale of other real estate owned  11,074 (6,579) 

    Decrease in interest payable  (3,327)  (6,535)

    Increase in bank owned life insurance  (197,340)  (192,561)

    Change in other - Net  (89,814)  200,408

    Loss on disposition of assets  2,752  16,190 

    Securities gains  (89,360)  (2,729)

    Gain on sale of loans  (355,619)  (925,693)

            Net cash provided by operating activities $ 2,447,683 $ 4,057,649 

CASH FLOWS FROM INVESTING ACTIVITIES

Certificates of deposit

    Sales, maturities, and paydowns $ 500,000 $ -

    Purchases  (1,250,000)  (500,000)

Securities available-for-sale

    Sales, maturities, and paydowns  22,542,820  16,924,008 

    Purchases  (37,979,715)  (37,401,815)

    Securities HTM - maturities  315,000  277,750 

    Net change in federal funds and interest bearing balances  6,236,504  17,966,662

    Decrease in restricted equity securities  -  181,400 

    Net increase in loans  (9,604,686)  (1,761,932)

    Capital acquisitions  (288,426)  (407,052)

    Proceeds from sale of other real estate owned  64,494  120,579 

            Net cash used by investing activities  $ (19,464,009)  $ (4,600,400)

See Notes to Consolidated Financial Statements.
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MIDDLEBURY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

Years ended December 31, 2014 and 2013

2014 2013

CASH FLOWS FROM FINANCING ACTIVITIES

Net increase in demand deposits,

    NOW accounts and savings accounts $ 18,723,346 $ 9,870,141 

Net decrease in certificates of deposit  (2,774,835)  (7,731,687)

Increase (decrease) in securities sold under agreement  11,102  (1,198,027) 

Increase (decrease) in borrowed funds  325,913  (7,321)

Dividend payments  (743,318)  (743,318)

            Net cash provided by financing activities 15,542,208  189,788 

            Net decrease in cash and cash equivalents  (1,474,118)  (352,963) 

Cash and cash equivalents

    Beginning  6,799,876  7,152,839 

    Ending $ 5,325,758 $ 6,799,876 

SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATION

Cash payments for:

    Interest $ 650,611 $ 793,420 

    Income taxes $ 233,327 $ 405,115 

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING
    AND FINANCING ACTIVITIES

Unrealized gain (loss) on securities available-for-sale $ 268,084 $ (1,456,108)

Unrealized gain on CFSG investment $ 32,812 $ -

Other real estate acquired in settlement of loans - net $ 75,568 $ - 

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1.    Significant Accounting Policies

The accounting policies of Middlebury National Corporation and Subsidiary are in conformity with U.S. generally 
accepted accounting principles and general practices within the banking industry. The following is a description of the 
more significant policies.

Basis of consolidation
The consolidated financial statements include the accounts of Middlebury National Corporation (Company) and the National 
Bank of Middlebury (Bank), its wholly owned subsidiary. All significant intercompany accounts have been eliminated.

Nature of operations
Middlebury National Corporation is a one bank holding company located in Middlebury, Vermont. Its subsidiary, National 
Bank of Middlebury, provides a variety of financial services to individuals and business customers through its six branches 
in west central Vermont, which is primarily a small business and manufacturing area. The Bank’s primary deposit products 
are checking and savings accounts and certificates of deposit. Its primary lending products are commercial, real estate and 
consumer loans.

Concentration of risk
The Company’s operations are affected by various risk factors, including interest rate risk, credit risk and risk from geographic 
concentration of lending activities. Management attempts to manage interest rate risk through various asset/liability 
management techniques designed to match maturities of assets and liabilities. Loan policies and administration are designed 
to provide assurance that loans will only be granted to credit worthy borrowers, although credit losses are expected to occur 
because of subjective factors and factors beyond the control of the Company. Although the Company has a diversified loan 
portfolio and economic conditions are stable, most of its lending activities are conducted within the geographic area where 
it is located. As a result, the Company and its borrowers may be especially vulnerable to the consequences of changes in the 
local economy. Note 3 discusses the types of investments the Company invests in, and Note 5 discusses the type of lending 
the Company engages in.

Use of estimates
The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities 
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results could differ from those estimates. It is reasonably 
possible that a change in estimate may occur in the near term related to the determination of the allowance for 
loan losses, accumulated depreciation based on estimated useful lives of depreciable assets and deferred tax assets. 

Presentation of cash flows
For the purpose of presentation in the consolidated statements of cash flows, cash and cash equivalents include cash on hand 
and amounts due from banks (including cash items in process of clearing). 

Investment securities
Debt securities the Company has the positive intent and ability to hold to maturity are classified as held-to-maturity and 
reported at amortized cost adjusted for amortization of premiums and accretion of discounts using methods approximating 
the interest method. Debt and equity securities not classified as held-to-maturity are classified as available-for-sale.  
Investments classified as available-for-sale are carried at market value with unrealized gains and losses reported as a net 
amount in the statement of comprehensive income net of tax. The specific identification method is used to determine 
realized gains and losses on sales of securities available-for-sale.

Declines in the fair value of individual held-to-maturity and available-for-sale securities below their cost that are other than 
temporary, result in write-downs of the individual securities to their fair value. The related write downs are included in 
earnings as realized losses. In estimating other-than-temporary impairment losses, management considers (1) the length of 
time and the extent to which the fair value has been less than cost, (2) the financial condition and near term prospects of 
the issuer, and (3) the intent and ability of the Company to retain its investment in the issuer for a period of time sufficient 
to allow for any anticipated recovery in fair value.
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Note 1.    Significant Accounting Policies (Continued)

Restricted equity investments
Restricted equity securities are comprised of Federal Reserve Bank stock and Federal Home Loan Bank of Boston stock.  
These securities are carried at cost. As a member of the Federal Reserve Bank (FRB), the Bank is required to invest in FRB 
stock in an amount equal to 3% of the capital stock and surplus.

As a member of the Federal Home Loan Bank of Boston (FHLBB), the Bank is required to invest in $100 par value stock 
of the FHLBB. The stock is nonmarketable, and when redeemed, the Company would receive from the FHLBB an amount 
equal to the par value of the stock. 

Loans
Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoff are stated 
at the amount of unpaid principal, reduced by an allowance for loan losses and unearned fees. Mortgage loans originated 
and intended for sale in the secondary market are carried at the lower of cost or estimated fair value in the aggregate. Sales 
to Federal Home Loan Bank are made with limited recourse. Net unrealized losses are recognized through a valuation 
allowance by charges to income. 

Loan interest income is accrued daily on the outstanding balances. Accrual of interest is discontinued when a loan is 
specifically determined to be impaired or when the loan is delinquent 90 days and management believes, after considering 
collection efforts and other factors, that the borrower’s financial condition is such that collection of interest is doubtful.  
Any unpaid interest previously accrued on those loans is removed from income. Interest income generally is not recognized 
on specific impaired loans unless the likelihood of further loss is remote. Interest payments received on such loans are 
generally applied as a reduction of the loan principal balance. Interest income on other nonaccrual loans is recognized only 
to the extent of interest payments received. Loans are returned to accrual status when all the principal and interest amounts 
contractually due are brought current and future payments are reasonably assured. Loans are charged off when collection 
of principal is considered doubtful. Past due status is determined on a contractual basis.

Loan origination and commitment fees and certain direct loan origination costs are being deferred and amortized as an 
adjustment of the related loans’ yield. The Bank is generally amortizing these amounts over the contractual life. Premiums 
and discounts on purchased loans are recognized over the expected lives of the loans using methods that approximate the 
interest method.

Allowance for loan losses
The allowance for loan losses is maintained at a level, which, in management’s judgment, is adequate to absorb credit losses 
inherent in the loan portfolio. The amount of the allowance is based on management’s evaluation of the collectability of 
the loan portfolio, including the nature of the portfolio, credit concentrations, trends in historical loss experience, specific 
impaired loans, and economic conditions. Allowances for impaired loans are generally determined based on collateral values 
or the present value of estimated cash flows. Although management uses available information to recognize losses on loans, 
because of uncertainties associated with local economic conditions, collateral values, and future cash flows on impaired 
loans, it is reasonably possible that a material change could occur in the allowance for loan losses in the near term. However, 
the amount of the change that is reasonably possible cannot be estimated. The allowance is increased by a provision for loan 
losses, which is charged to expense, and reduced by charge-offs, net of recoveries.

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. Impaired loans may also include loans which have been restructured. A troubled debt restructuring occurs when 
the Bank grants a concession to a borrower that is experiencing financial difficulties. Loans that experience insignificant 
payment delays and payment shortfalls generally are not classified as impaired. Impairment is measured on a loan-by-loan 
basis for commercial loans by either the present value of expected future cash flows discounted at the loan’s effective 
interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is collateral dependent. Large 
groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Company does 
not separately identify individual consumer and residential loans for impairment disclosures unless those loans are subject 
to restructuring agreements or part of a larger impaired customer relationship. 
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Note 1.    Significant Accounting Policies (Continued)

Bank premises and equipment
Bank premises and equipment are stated at cost, less an allowance for depreciation. The provision for depreciation is 
computed primarily on the straight-line method over the estimated useful lives of the related assets. Improvements to 
leased property are amortized over the lesser of the term of the lease or life of the improvements. The cost of assets sold or 
otherwise disposed of, and the related allowance for depreciation, are eliminated from the accounts and the resulting gains 
or losses are reflected in the income statement. Maintenance and repairs are charged to current expenses as incurred and 
the cost of major renewals and improvements are capitalized.

Other real estate owned
Real estate properties acquired through or in lieu of loan foreclosure are initially recorded at the lower of the Bank’s carrying 
amount or fair value less estimated selling cost at the date of foreclosure. Any write-downs based on the asset’s fair value at 
the date of acquisition are charged to the allowance for loan losses. After foreclosure, these assets are carried at the lower 
of their new cost basis or fair value less cost 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 a property to the lower of 
its cost or fair value less cost to sell.

Intangible assets
Intangible assets consist of core deposit intangibles resulting from the acquisition of deposit liabilities. The premium paid 
to acquire core deposits is being amortized over ten years on a straight-line method. Net intangible assets at December 
31, 2014 and 2013 aggregated $207,619 and $276,825, respectively, and are included in the caption “Other Assets” on the 
balance sheets.

Mortgage servicing
The Bank recognizes as separate assets, rights to service mortgage loans for others, however those servicing rights are 
acquired. When the Bank acquires mortgage servicing rights through either the purchase or origination of mortgage loans 
(originated mortgage servicing rights) and sells or securitizes those loans with servicing rights retained, it allocates the total 
cost of the mortgage loans to the mortgage servicing rights and the loans (without the mortgage servicing rights) based on 
their relative fair values. To determine the fair value of the servicing rights created, the Bank uses the market prices under 
comparable servicing sale contracts. The cost of mortgage servicing rights is amortized in proportion to, and over the period 
of, estimated net servicing revenues. Impairment of mortgage servicing rights is assessed based on the fair value of those 
rights. Fair values are estimated using discounted cash flows based on a current market interest rate.

Pension costs
Pension costs relating to the Bank’s defined contribution plan are charged to employee benefits expense and are funded as accrued.

Advertising cost
The Bank expenses advertising costs as incurred.

Income taxes
The Company recognizes income taxes under the asset and liability method. Under this method, net deferred tax assets and 
liabilities are established for the temporary differences between the accounting basis and the tax basis of the Company’s 
assets and liabilities at tax rates expected to be in effect when the amounts related to such temporary differences are 
realized or settled. Adjustments to the Company’s deferred tax assets are recognized as deferred income tax expense or 
benefit based on management’s judgments relating to the realizability of such assets. Low income housing tax credits are 
recognized as a reduction of income tax expense in the years they are earned. The Company files a consolidated tax return 
with its subsidiary.

Generally accepted accounting standards prescribe a recognition threshold and measurement attribute for the financial 
statement recognition and measurement of a tax position taken or expected to be taken in a tax return, and provide guidance 
on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition. Management 
reviews the inventory of tax positions taken at each reporting period to assess the more-likely-than-not recognition threshold. 
Previously recognized tax positions that no longer meet the more-likely-than-not recognition threshold are derecognized in 
the first subsequent financial reporting period in which that threshold is no longer met.
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Note 1.    Significant Accounting Policies (Continued)

Fair value measurements
The Bank utilizes the Financial Accounting Standards Board (“FASB) Accounting Standards Codification (“ASC”) Topic 
820, Fair Value Measurements and Disclosures, as guidance for accounting for assets and liabilities carried at fair value. This 
standard defines fair value as the price that would be received, without adjustment for transaction costs, to sell an asset or 
paid to transfer a liability in an orderly transaction between market participants at the measurement date. Fair value is a 
market based measurement that should be determined based on assumptions that market participants would use in pricing 
an asset or liability. The guidance in FASB ASC Topic 820 establishes a three-level fair value hierarchy, which prioritizes the 
inputs in measuring fair value. A financial instrument’s level within the fair value hierarchy is based on the lowest level of 
input that is significant to the fair value measurement.

The three levels of the fair value hierarchy are:
• Level 1 – Valuation is based on quoted prices in active markets for identical assets or liabilities that the Company 

has the ability to access at the measurement date. Level one assets and liabilities generally include debt and equity 
securities that are traded in an active exchange market. Valuations are obtained from readily available pricing sources 
for market transactions involving identical assets or liabilities;

• Level 2 – Valuation is based on inputs other than quoted prices included within level one that are observable for the 
asset or liability, 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 of the assets or liabilities. Level three 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.

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, commercial letters of credit, and standby letters of credit. Such financial instruments are 
recorded in the financial statements when they become payable.

Earnings per share
Earnings per share are computed using the weighted average number of shares of common stock outstanding during the 
year, which was 884,902 shares for 2014 and 2013, respectively.

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.

Comprehensive income
Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net income or in a 
separate statement. Certain changes in assets and liabilities, such as unrealized gains and losses on available-for-sale securities 
net of tax, are reported in the statement of comprehensive income.

Accounting Pronouncements
In February 2013, the FASB issued ASU 2013-02 Reporting of Amounts Reclassified Out of Accumulated Other 
Comprehensive Income. The standard requires entities to provide information about the amounts reclassified out of 
accumulated other comprehensive income by component.  In addition, entities are required to present, either on the face 
of the statement where net income is presented or in the notes, significant amounts reclassified out of accumulated other 
comprehensive income by the respective line items of net income, but only if the amount reclassified is required under U.S. 
GAAP to be reclassified to net income in its entirety in the same reporting period. The standard is effective for reporting 
periods beginning after December 15, 2013.  This standard did not have a material effect on the financial statements. 
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In July 2013, the FASB issued ASU No. 2013-11, Income Taxes, Presentation of an Unrecognized Tax Benefit When a Net 
Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists. The objective of the amendment is 
to provide explicit guidance on the financial statement presentation of an unrecognized tax benefit when a net operating 
loss carryforward, a similar tax loss, or a tax credit carryforward exists. An unrecognized tax benefit, or a portion of an 
unrecognized tax benefit should be presented in the financial statements as a reduction to a deferred tax asset for a net 
operating loss carryforward, a similar tax loss, or a tax credit carryforward, except as follows. To the extent a net operating 
loss carryforward, a similar tax loss, or a tax credit carryforward is not available at the reporting date under the tax law of the 
applicable jurisdiction to settle any additional income taxes that would result from the disallowance of a tax position or the 
tax law of the applicable jurisdiction does not require the entity to use, and the entity does not intend to use, the deferred 
tax asset for such purpose, the unrecognized tax benefit should be presented in the financial statements as a liability and 
should not be combined with deferred tax assets. The assessment of whether a deferred tax asset is available is based on the 
unrecognized tax benefit and deferred tax asset that exist at the reporting date and should be made presuming disallowance 
of the tax position at the reporting date. The amendments are effective for fiscal years, and interim periods within those 
years, beginning after December 31, 2013. This standard did not have a material effect on the financial statements. 
 
In January 2014, the FASB issued ASU No. 2014-04, Reclassification of Residential Real Estate Collateralized Consumer 
Mortgage Loans upon Foreclosure. The amendments in this ASU clarify that an in substance repossession or foreclosure occurs, 
and a creditor is considered to have received physical possession of residential real estate property collateralizing a consumer 
mortgage loan, upon either (1) the creditor obtaining legal title to the residential real estate property upon completion of a 
foreclosure or (2) the borrower conveying all interest in the residential real estate property to the creditor to satisfy that loan 
through completion of a deed in lieu of foreclosure or through a similar legal agreement. Additionally, the amendments require 
disclosure of both (1) the amount of foreclosed residential real estate property held by the creditor and (2) the recorded 
investment in consumer mortgage loans collateralized by residential  real estate property that are in the process of  foreclosure. The 
amendments in this ASU are effective for annual periods and interim reporting periods within those annual periods, beginning 
after December 15, 2014. The Company does not expect this standard to have a material effect on the financial statements 
 
In August 2014, the FASB issued ASU No. 2014-14, Receivables – Troubled Debt Restructurings by Creditors (Subtopic 310-
40): Classification of Certain Government-Guaranteed Mortgage Loans Upon Foreclosure. This amends existing guidance 
related to the classification of certain government-guaranteed mortgage loans, including those guaranteed by the FHA and the 
VA, upon foreclosure. It requires that a mortgage loan be derecognized and a separate other receivable be recognized upon 
foreclosure if the following conditions are met: 1) The loan has a government guarantee that is not separable from the loan 
before foreclosure; 2) At the time of foreclosure, the creditor has the intent to convey the real estate property to the guarantor 
and make a claim on the guarantee, and the creditor has the ability to recover under that claim; and 3) At the time of foreclosure, 
any amount of the claim that is determined on the basis of the fair value of the real estate is fixed. Upon foreclosure, the 
separate other receivable should be measured based on the amount of the loan balance (principal and interest) expected to be 
recovered from the guarantor. The Company does not expect this standard to have a material effect on the financial statements. 
 
Effective January 1, 2015, the Company and the Bank will be subject to a new capital adequacy framework called Basel 
III. Basel III includes several changes to the capital adequacy guidelines, including a new Common Equity Tier 1 capital 
requirement, increases in the minimum required Tier 1 risk-based capital ratios, and other changes to the calculation 
of regulatory capital and risk-weighted assets. Management has evaluated the projected Basel III capital ratios and does 
not believe the Company’s or the Bank’s capital category will change under the new capital adequacy framework. 

Note 2.    Restrictions on Cash and Due from Banks

The Bank generally is required to maintain reserve balances with the Federal Reserve Bank of Boston. The totals of those 
reserve balances were $-0- at December 31, 2014 and 2013. In addition, the Bank contracted to maintain clearing balances 
of $200,000 at December 31, 2014 and 2013, respectively.

The nature of the Bank’s business requires that it maintain amounts due from banks, which at times, may exceed federally 
insured limits. No losses have been experienced in these accounts.
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Note 3.    Investment Securities

Investment securities held-to-maturity consist of the following:

Amortized 
Cost

Gross 
Unrealized 

Gains

Gross 
Unrealized 

Losses
Fair 

Value

December 31, 2014

    States & political subdivisions $ - $  - $ - $ - 

December 31, 2013

  States & political subdivisions $ 315,000 $ 1,525 $  - $ 316,525 

Investment securities available-for-sale consist of the following:

December 31, 2014

    U.S. Government and agency securities $ 32,821,134 $ 99,945  $ 23,665 $ 32,897,414 

    Mortgage-backed securities  47,431,963  742,940  133,010  48,041,893 

    State & political subdivisions  4,797,767  40,846  - 4,838,613 

    Corporate debt  5,070,473  12,130  7,674  5,074,929 

    Preferred stock  1,015,000  -  -  1,015,000 

$ 91,136,337 $ 895,861 $ 164,349 $ 91,867,849 

December 31, 2013

    U.S. Government and agency securities $ 17,246,770 $ 104,579 $ 80,587 $ 17,270,762 

    Mortgage-backed securities 41,829,920 544,548 282,675 42,091,793

    State & political subdivisions 8,510,704 152,961  - 8,663,665

    Corporate debt 7,175,138 55,908 31,306 7,199,740

    Preferred stock 1,015,000  -  - 1,015,000

$ 75,777,532 $ 857,996 $ 394,568 $ 76,240,960 

Restricted equity securities consisted of the following at December 31:

2014 2013

                    Federal Home Loan Bank of Boston Stock $ 1,354,200 $ 1,354,200 

                    Federal Reserve Bank of Boston Stock  42,000  42,000 

$ 1,396,200 $ 1,396,200 

Assets, principally U.S. Government, Municipal and Mortgage-backed securities, with amortized cost of $37,069,413 and 
$26,049,919 and with fair values of $37,486,736 and $26,306,461 at December 31, 2014 and 2013, respectively were 
pledged to secure public deposits and for other purposes required or permitted by law.
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Note 3.    Investment Securities (Continued)

The following is a summary of maturities of securities held-to-maturity and available-for-sale as of December 31, 2014:

Securities held-to-maturity Securities available-for-sale

Amortized Cost Fair Value Amortized Cost Fair Value

One year or less $ - $ - $ 2,471,253 $ 2,477,700 

After one year through five years - -  40,218,121 40,333,256

After five years through ten years  -  - - -

After ten years  -  -  -  - 

Mortgage-backed securities  -  - 47,431,963 48,041,893

Other securities  -  -  1,015,000 1,015,000

$ - $ - $ 91,136,337 $ 91,867,849 

Proceeds from the sale of available-for-sale securities amounted to $15,611,901 and $9,069,134 in 2014 and 2013, respectively and 
proceeds from the maturity of held-to-maturity securities amounted to $315,000 and $277,750 in 2014 and 2013, respectively.

Gross realized gains and gross realized losses on sales of investments available-for-sale were $89,360 and $-0-, respectively, 
in 2014 and $2,750 and $21, respectively, in 2013.

Information pertaining to securities with gross unrealized losses at December 31, 2014 and 2013, aggregated by investment 
category and length of time that individual securities have been in a continuous loss position, follows:

Less Than 12 Months 12 Months or Greater Total

Fair
Value

Gross 
Unrealized 

Losses
Fair 

Value

Gross 
Unrealized 

Losses
Fair

Value

Gross 
Unrealized 

Losses

December 31, 2014

    U.S. Government and
        agency securities $ 1,984,980 $ 15,020 $ 3,957,950 $ 8,645 $ 5,942,930 $ 23,665 

    Corporate debt -  -  1,965,620  7,674 1,965,620 7,674

    Mortgage-backed 
        securities 1,051,176 2,001 8,150,953 131,009 9,202,129 133,010

$3,036,156 $ 17,021 $ 14,074,523 $ 147,328 $ 17,110,679 $ 164,349 

December 31, 2013

    U.S. Government and
        agency securities $ 9,900,330 $ 80,587 $ - $ - $ 9,900,330 $ 80,587

    Corporate debt  2,936,870 31,306  -  - 2,936,870 31,306

    Mortgage-backed  
         securities 19,828,307 282,675 - - 19,828,307 282,675

$32,665,507 $ 394,568 $ - $ - $32,665,507 $ 394,568

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more frequently when 
economic or market concerns warrant such evaluation. Consideration is given to (1) the length of time and the extent to which 
the fair value has been less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability 
of the Bank to retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.

At December 31, 2014, the four U.S. government and agency securities, eleven mortgage-backed securities and two corporate debt 
securities with unrealized losses have depreciated less than 1% from the Bank’s amortized cost basis. In analyzing an issuer’s financial 
condition, management considers whether the securities are issued by the federal government or its agencies, whether downgrades by bond 
rating agencies have occurred, and the results of reviews of the issuer’s financial condition. As management has the ability to hold debt 
securities until maturity, or for the foreseeable future if classified as available-for-sale, no declines are deemed to be other-than-temporary.
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Note 4.    Loan Servicing

Mortgage loans serviced for others are not included in the accompanying statements of financial condition. The unpaid principal 
balances of mortgage loans serviced for others were $121,108,521 and $119,761,547 at December 31, 2014 and 2013, 
respectively. Servicing income related to these loans amounted to $292,540 and $282,617 for 2014 and 2013, respectively.

The book value of mortgage servicing rights, which approximates fair value, totaled $629,642 and $713,143 at December 
31, 2014 and 2013, respectively. Mortgage servicing rights of $97,618 and $225,911 were capitalized in 2014 and 2013, 
respectively. Amortization of mortgage servicing rights was $181,119 and $198,580 in 2014 and 2013, respectively.

Note 5.    Loans

Loans at December 31, 2014 and 2013 were as follows:

2014 2013

Commercial $ 14,286,943 $ 13,948,789 

Real Estate:

    Commercial 52,974,291 53,261,363

    Residential 118,743,004 107,250,693

    Total Real Estate 171,717,295 160,512,056

Installment 1,279,756 1,110,952

Municipal 5,254,711 7,620,137

192,538,705 183,191,934

Less: Allowance for loan losses (2,052,725) (2,369,693)

Deferred loan costs, net 413,458 292,460

$ 190,899,438 $ 181,114,701 

A summary of current, past due and nonaccrual loans as of December 31, 2014 and 2013 is as follows: 

December 31, 2014 Current 30-89 days
Over 90 Days 
and Accruing Nonaccrual Total

Commercial $ 12,600,457 $ 1,031,067   $ 89,236 $ 566,183 $ 14,286,943 

Commercial Real Estate  51,698,850  -  - 1,275,441 52,974,291

Residential Real Estate 117,614,054 375,303  - 753,647 118,743,004

Consumer 1,279,756  - -  - 1,279,756

Municipal 5,254,711  -  -  - 5,254,711

    Total $ 188,447,828 $ 1,406,370 $ 89,236 $ 2,595,271 $ 192,538,705 

December 31, 2013

Commercial $ 13,060,437 $ 36,306 $ - $ 852,046 $ 13,948,789 

Commercial Real Estate  51,946,179  -  -  1,315,184 53,261,363

Residential Real Estate 105,881,175 360,502 - 1,009,016 107,250,693

Consumer 1,110,142  - 810 - 1,110,952

Municipal 5,620,137 2,000,000  -  - 7,620,137

    Total $ 177,618,070 $ 2,396,808 $ 810 $ 3,176,246 $ 183,191,934
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Note 6.    Allowance for Loan Losses and Credit Quality

Changes in the Allowance for loan losses for the years ended December 31, 2014 and 2013 were as follows:

Commercial
Commercial 
Real Estate

Residential 
Real Estate

Municipal 
and 

Consumer Unallocated Total

Balance, 
    December 31, 2013 $ 544,163 $ 1,032,094 $ 711,788 $ 35,413 $ 46,235 $2,369,693

Provision for loan losses  192,272  (197,022)  24,229  3,327 77,194  100,000 

Recoveries of amounts 
    charged-off  5,733  - 4,126 559  - 10,418

 742,168 835,072 740,143 39,299 123,429 2,480,111

Amounts charged-off  (347,255) -  (72,431)  (7,700) -  (427,386)

Balance, 
    December 31, 2014 $ 394,913 $ 835,072 $ 667,712 $ 31,599 $ 123,429 $2,052,725 

Balance, 
    December 31, 2012 $ 365,857 $ 1,126,314 $ 911,197 $ 38,480 $ - $2,441,848 

Provision for loan losses  172,878  (94,220)  (42,683) 7,790  46,235  90,000 

Recoveries of amounts 
    charged-off  6,675  - -  597  -  7,272 

 545,410 1,032,094  868,514  46,867  46,235  2,539,120 

Amounts charged-off  (1,247)  -  (156,726)  (11,454)  -  (169,427)

Balance,
    December 31, 2013 $ 544,163 $ 1,032,094 $ 711,788 $ 35,413 $ 46,235 $2,369,693 

Despite the above allocation, the Allowance for loan losses is general in nature and is available to absorb losses from any loan type.

At December 31, 2014 and 2013, the allocation of the Allowance for loan losses summarized on the basis of the Bank’s 
impairment methodology was as follows:

December 31, 2014 Commercial
Commercial 
Real Estate

Residential 
Real Estate

Municipal 
and

Consumer Unallocated Total

Individually evaluated 
    for impairment $ 30,492 $ 57,054 $ 59,083 $ - $ - $ 146,629 

Collectively evaluated 
    for impairment  364,421  778,018  608,629  31,599  123,429  1,906,096    

        Allocated $ 394,913 $ 835,072 $ 667,712 $ 31,599 $ 123,429 $2,052,725 

December 31, 2013

Individually evaluated 
    for impairment $ 350,824 $ 249,708 $ 42,867 $ - $ - $ 643,399 

Collectively evaluated 
    for impairment  193,339  782,386  668,921  35,413  46,235  1,726,294 

        Allocated $ 544,163 $ 1,032,094 $ 711,788 $ 35,413 $ 46,235 $2,369,693 
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Note 6.    Allowance for Loan Losses and Credit Quality (Continued)

The recorded investment in loans on the basis of the Bank’s impairment methodology at December 31, 2014 and 2013 
was as follows:

December 31, 2014 Commercial
Commercial 
Real Estate

Residential 
Real Estate Consumer Municipal Total

Individually 
    evaluated for 
    impairment $ 606,652 $ 3,064,885 $ 698,884 $ - $ - $ 4,370,421 

Collectively 
    evaluated for 
    impairment  13,680,291  49,909,406  118,044,120  1,279,756  5,254,711  188,168,284 

         Allocated $ 14,286,943 $ 52,974,291 $ 118,743,004 $ 1,279,756 $ 5,254,711 $ 192,538,705 

December 31, 2013

Individually 
    evaluated for  
    impairment $ 841,527 $ 3,245,236 $ 783,974 $ - $ - $ 4,870,737 

Collectively 
    evaluated for 
    impairment  13,107,262  50,016,127  106,466,719  1,110,952  7,620,137  178,321,197 

        Allocated $13,948,789 $ 53,261,363 $  107,250,693 $ 1,110,952 $ 7,620,137 $183,191,934 

The following table summarizes the loan ratings applied to the Bank’s loan types as of December 31, 2014 and 2013:

December 31, 2014 Commercial
Commercial 
Real Estate

Residential 
Real Estate Consumer Municipal Total

Pass $ 2,607,416 $19,952,056 $ 113,188,518 $ 1,173,008 $ 5,017,554 $ 141,938,552 

Marginal Pass  9,967,946  27,323,841  3,436,625  106,748  237,157 41,072,317 

Monitor  977,985  1,599,143  277,279  -  -  2,854,407 

Substandard  733,596  4,099,251  1,840,582  -  -  6,673,429 

    Total $ 14,286,943 $ 52,974,291 $ 118,743,004 $ 1,279,756 $ 5,254,711 $192,538,705

December 31, 2013

Pass $ 5,154,186 $22,286,994 $101,538,060 $ 987,833 $ 7,570,137 $ 137,537,210 

Marginal Pass  7,492,387 25,179,284 2,833,048 123,119 50,000 35,677,838

Monitor 35,954 1,309,926 1,216,967  -  - 2,562,847

Substandard 1,266,262 4,485,159 1,662,618 -  - 7,414,039

    Total $ 13,948,789 $53,261,363 $107,250,693 $ 1,110,952 $ 7,620,137 $ 183,191,934 

The following is an overview of the Bank’s loan rating system: 

1-3 Rating – Pass
Loans ranging from lower than average credit risk including loans secured by liquid collateral or marketable securities at 
or below bank’s collateral margins, borrowers with high liquidity, strong ratios and those portions of loans that are backed 
by loan guaranties from US governmental agencies. This category also includes loans to borrowers of average strength but 
which are performing as anticipated with documented evidence that the repayment program is appropriate within the 
capabilities of the borrower. Also included in this category are all performing retail residential and consumer loans which 
are not currently past due greater than 90 days and which, at origination met the Company’s underwriting guidelines and 
which have not been otherwise more adversely graded.
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Note 6.    Allowance for Loan Losses and Credit Quality (Continued)

3A Rating – Marginally Acceptable 
Loans which require greater attention than the acceptable loans in the Pass category are classified as marginally acceptable. 
They include primarily commercial borrowers that have one or more characteristics such as start-up businesses, highly-
leveraged borrowers with otherwise acceptable fundamentals, marginal performance in comparison to its industry, 
insufficiently detailed financial information or loan document exceptions which require attention to assure the Bank’s 
perfected security position or borrowers with generally insufficient financial strength to qualify for a higher rating.

4 Rating – Monitor
Comprised of those loans and borrowers, typically commercial in nature, having potential weaknesses which may, if not corrected, 
weaken the asset or inadequately protect the Company’s credit position at some future date. These loans may have adverse 
operating trends or an imbalanced financial position which has not yet reached the point of jeopardizing loan repayment.

5 Rating – Substandard
These loans have distinct weaknesses that require a greater degree of management attention. Examples of these weaknesses 
include loans and borrowers, typically commercial in nature, which are inadequately protected by the current, sound 
worth and paying capacity of the borrower or of the collateral pledged. Loans typically have well-defined weaknesses 
that jeopardize the collection of the debt or where collection or liquidation in full on the basis of currently existing facts, 
conditions and values is highly questionable or improbable. This category also includes retail residential and consumer loans 
which are currently past due greater than 90 days and either under demand or some level of foreclosure action and those 
retail loans where the sole source of repayment is tied directly to a related adversely-rated commercial relationship.

The following table provides information with respect to impaired loans as of and for the years ended December 31, 2014 
and 2013:

December 31, 2014
Recorded 

Investment
Principal 
Balance

Related 
Allowance

Average 
Recorded 

Investment

Interest 
Income 

Recognized

With an allowance recorded:

    Commercial $ 131,956 $ 143,536 $ 30,492 

    Commercial Real Estate  335,274  411,586  57,054 

    Residential Real Estate  59,083  62,396  59,083 

 526,313  617,518  146,629 

With no allowance recorded:

    Commercial  474,696  843,196  - 

    Commercial Real Estate  2,729,611 2,931,004  - 

    Residential Real Estate  639,801 706,364  - 

3,844,108 4,480,564  - 

Total:

    Commercial  606,652 986,732 30,492 $ 756,884 $ 4,079

    Commercial Real Estate  3,064,885 3,342,590 57,054 3,151,181 126,580

    Residential Real Estate 698,884 768,760 59,083 852,652 4,889

         Total $ 4,370,421 $ 5,098,082 $ 146,629 $ 4,760,717 $ 135,548 
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Note 6.    Allowance for Loan Losses and Credit Quality (Continued)

December 31, 2013
Recorded 

Investment
Principal 
Balance

Related 
Allowance

Average 
Recorded 

Investment

Interest 
Income 

Recognized

With an allowance recorded:

    Commercial $ 841,527 $ 857,487 $ 350,824 

    Commercial Real Estate  2,854,351 3,053,300 249,708

    Residential Real Estate 639,039 717,353 42,867

 4,334,917 4,628,140 643,399

With no allowance recorded:

    Commercial - -  - 

    Commercial Real Estate 390,885 399,384  - 

    Residential Real Estate 144,935 267,283  - 

 535,820 666,667  - 

Total:

    Commercial  841,527 857,487 350,824 $ 499,701 $ - 

    Commercial Real Estate  3,245,236 3,452,684 249,708 1,665,653 9,619

    Residential Real Estate 783,974 984,636 42,867 1,036,695 794

         Total $ 4,870,737 $ 5,294,807 $ 643,399 $ 3,202,049 $ 10,413 

The following table provides information with respect to troubled debt restructurings (TDR) as of and for the years 
ended December 31, 2014 and 2013, respectively:

Commercial
Commercial 
Real Estate

Residential 
Real Estate Total

Balance, December 31, 2013 $ 10,498 $ 2,536,884 $ 94,758 $ 2,642,140 

Additions  474,696 312,309 30,494 817,499

Charge-off's  -  -  -  - 

Paydowns  (1,731)  (119,582)  (22,463)  (143,776)

Balance, December 31, 2014 $ 483,463 $ 2,729,611 $ 102,789 $ 3,315,863 

Balance, December 31, 2012 $ 11,333 $ 98,875 $ 95,793 $ 206,001 

Additions  -  2,536,884  -  2,536,884 

Charge-off's  -  -  -  - 

Paydowns  (835) (98,875) (1,035) (100,745)

Balance, December 31, 2013 $ 10,498 $ 2,536,884 $ 94,758 $ 2,642,140 
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Note 6.    Allowance for Loan Losses and Credit Quality (Continued)

In 2014, the Bank recognized five (5) commercial and industrial troubled debt restructurings to one (1) borrower, totaling 
$474,696. Interest is not being recognized and loans have been charged down to the impaired values. The Bank has also 
recognized one (1) commercial real estate troubled debt restructuring, valued at $312,309. The loan is considered adequately-
secured however interest income is not being recognized. In addition, the Bank recognized one residential real estate troubled 
debt restructuring, valued at $30,494. The loan has a 100% reserve and interest income is not being recognized.

The Bank continues to recognize two (2) commercial real estate troubled debt restructurings, reported in 2013. A loan of 
$350,153 is considered adequately-secured however interest income is not being recognized. This loan relates to the five 
commercial and industrial troubled debt restructurings to one borrower which were reported in 2014. The second loan of 
$2,067,148 is considered adequately-secured by an owner-occupied property of a commercial entity, currently Grade 5. It 
is Management’s expectation that the loan will be fully paid as the resultant cash flow available to service debt is considered 
adequate; therefore interest income is being recognized.

The five commercial and industrial troubled debt restructurings reported in 2014 and the one commercial real estate 
troubled debt restructuring reported in 2013 to one borrower, totaling $474,696 and $350,153, respectively, have defaulted 
subsequent to December 31, 2014. The Company has not determined any additional loss at this time.

At December 31, 2014 and 2013, the Bank was not committed to lend any additional funds to borrowers whose loans were 
nonperforming, impaired or restructured.

Note 7.    Bank Premises and Equipment

Bank premises and equipment at December 31, 2014 and 2013 were as follows:

2014 2013

Land $ 454,000 $ 454,000 

Bank building and improvements  8,865,428  8,854,285 

Equipment  4,404,599  4,398,777

Land for future expansion  115,000  115,000 

 13,839,027  13,822,062 

Allowances for depreciation and amortization  (5,966,020)  (5,654,378)

$ 7,843,007 $ 8,167,684 

Depreciation included in the statements of income amounted to $610,351 in 2014 and $593,857 in 2013, of which 
$362,780 and $347,262, respectively, represented equipment depreciation. 

The Bank leases its Brandon, Bristol and Route 7 South branches, under operating leases, which expire in 2017, 2024 
and 2025, respectively. The Route 7 South lease includes two renewal options of ten years each and the Brandon lease 
contains one five year renewal option. Rental expense on these properties was $110,150 and $110,256 for 2014 and 2013, 
respectively. Minimum annual rentals, excluding common area charges, are as follows:

Years Ended December 31,

2015  115,752

2016  116,968 

2017  118,210 

2018  88,264 

2019  88,940 

Thereafter  484,957 

$ 1,013,091 
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Note 8.    Investments Carried at Equity

The Company purchased various partnership interests in limited partnerships. These were partnerships established to acquire, 
own and rent residential housing for low and moderate income Vermonters located in Vermont, and a limited liability 
company that offers trust and brokerage services. The investments are accounted for under the equity method of accounting. 
These equity investments, which are included in other assets, are recorded at cost and adjusted for the Bank’s proportionate 
share of the partnership’s undistributed earnings or losses and changes in unrealized gain and loss. The carrying values of 
these investments were $2,331,785 and $1,690,781 at December 31, 2014 and 2013, respectively. The provision for net 
undistributed losses of the partnerships charged to earnings was $149,167 and $156,504 for 2014 and 2013 respectively, 
and is included in other operating expense. The earnings for the Trust Company amounted to $268,515 and $282,124 for 
2014 and 2013 respectively, and is included in other income. The trust also had unrealized gains which is recorded in equity 
of $21,656 for 2014. During 2014, the Company invested $500,000 in a new low income housing partnership.

Note 9.    Intangible Assets

The Bank had the following intangible assets:

    December 31,

Amortized Intangible Assets 2014 2013

Core deposit intangibles $ 692,061 $ 692,061 

Less accumulated amortization  484,442 415,236

$ 207,619 $ 276,825 

Amortization expense for the periods ended December 31, 2014 and 2013 was $69,206, respectively.

The aggregate amortization expense for the next three years is:

2015 $ 69,206 

2016  69,206 

2017  69,207 

$ 207,619 

Note 10.    Deposits

The maturity distribution of time deposits at December 31, 2014 was as follows:

One year or less $22,986,457 

Year one to two  9,170,566 

Year two to three 3,054,594

Thereafter 115,044

$ 35,326,661 

U.S. Treasury, Agency, and Municipal securities with a cost of $25,460,861 and $15,436,810 and a market value of $25,627,192 
and of $15,472,874 were pledged to collateralize certain municipal deposits at December 31, 2014 and 2013, respectively.
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Note 11.    Repurchase Agreements

Repurchase agreements at December 31, 2014 and 2013 were as follows:

2014 2013

Amount
Weighted 

Average Rate Amount
Weighted  

Average Rate

Securities sold under agreements 
    to repurchase Daily rollover

 
$8,470,425 0.2096%

 
$8,459,323 0.2140%

* Rate is adjusted on a daily basis.

The securities sold under agreements to repurchase are secured by U.S. government and agency bonds and mortgage-
backed securities, all of which are under the Bank’s control, with a cost of $9,608,140 and $9,609,239 and market values of 
$9,846,424 and $9,809,387 at December 31, 2014 and 2013, respectively. 

The maximum amount of repurchase agreements outstanding at any month-end during 2014 and 2013 was $9,650,715 
and $8,459,323, respectively. The daily average amount of repurchase agreements outstanding during 2014 and 2013 was 
$8,542,121 and $6,276,636, respectively.

Note 12.    Borrowed Funds

Borrowed funds at December 31, 2014 and 2013 were as follows:

2014 2013

FHLB AHP Advance, 0.25% fixed rate, interest paid monthly, 
    principal due in 2028 through 2030 $ 187,773 $ 195,113 

FHLB AHP Advance, 1.00% fixed rate, interest paid monthly,  
    principal due in 2034  112,245  -

FHLB AHP Advance, 0.60% fixed rate, interest paid monthly,  
    principal due in 2034  221,008  -

FHLB 10 year/one year option advance, fixed rate 4.39%, principal due         
    2/21/17, callable 2/20/08 and quarterly thereafter  3,000,000  3,000,000 

$ 3,521,026 $ 3,195,113 

 
Maturity distribution of long-term debt is as follows:

2015 $ 17,564 

2016  17,651 

2017  3,017,755 

2018  17,836 

2019  17,953 

Thereafter  432,267 

$3,521,026

The Bank maintains a $4,000,000 IDEAL Way Line of Credit with the Federal Home Loan Bank of Boston, which was 
unused at December 31, 2014 and 2013. Interest on these borrowings is chargeable at a rate determined daily by the Federal 
Home Loan Bank of Boston and payable monthly.

Collateral on these borrowings consists of Federal Home Loan Bank of Boston stock purchased by the Bank, all funds placed 
on deposit with the FHLBB, qualified first mortgages held by the Bank of approximately $82 million at December 31, 2014, 
and any additional holdings that may be pledged as security.
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Note 12.    Borrowed Funds (Continued)

The Bank also had an unsecured $2,600,000 federal funds line of credit with Banker’s Bank Northeast, and a secured 
$2,009,620 option to borrow from the Federal Reserve Discount Window, both of which were unused as of December 
31, 2014 and 2013, respectively. The Bank has pledged one U.S. Agency security with a cost basis of $2,000,412 and a 
market value of $2,009,620 at December 31,2014 for the purpose of collateralizing any Federal Reserve Discount Window 
borrowings.

Note 13.    Income Taxes

The Company prepares its federal income tax return on a consolidated basis. Federal income taxes are allocated to members 
of the consolidated group based on taxable income.  

Income tax expense included in the statements of income for the years ended December 31, 2014 and 2013 were as follows:

2014 2013

Currently Payable $ 253,357 $ 387,272 

Deferred  7,802  (47,834)

    Total income tax expense $ 261,159 $ 339,438 

The provision for income taxes and the reasons for the difference between tax expense and the amount computed by 
applying the statutory federal tax rate to income before taxes were as follows:

2014 2013

Amount Percent Amount Percent

Federal statutory rate of pre-tax income $ 585,222 34% $ 720,904 34%

Tax exempt income  (103,943) (6)  (155,166) (7)

Tax credits  (158,400) (9)  (167,213) (8)

Cash surrender value  (67,096) (4)  (65,471) (3)

Other  5,376 0  (6,384) 0 

    Total $ 261,159 15% $ 339,438 16%

The deferred income tax provision at December 31, 2014 and 2013 consisted of the following items:

2014 2013

Depreciation/basis adjustment $ 4,540 $ (31,765)

Allowance for loan losses  97,263  9,913 

Nonaccrual income  (24,802)  (46,314)

Deferred compensation  (53,453)  (47,212) 

Deferred loan origination costs  36,640  13,547 

Tax credit carryover  4,743  69,755 

Deposit intangible  (7,889)  (7,889)

Other (20,849)  (17,162)

Mortgage servicing rights  (28,391)  9,293

$ 7,802 $ (47,834)
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Note 13.    Income Taxes (Continued)

At December 31, 2014 and 2013, gross deferred tax assets and gross deferred tax liabilities were as follows:

2014 2013

Gross deferred tax assets:

    Allowance for loan losses $ 607,513 $ 704,776 

    Off balance sheet accrual  49,300  49,300 

    Nonaccrual interest 152,626 127,824

    Deferred compensation 556,749 503,296

    Tax credit carryover 131,135 135,878

    Deposit Intangible 55,221 47,332

    Other 93,451 72,602

1,645,995 1,641,008

Valuation allowance  -  - 

1,645,995 1,641,008

Gross deferred tax liabilities:

    Depreciation/basis adjustment  304,019 299,479

    Mortgage servicing rights 214,078 242,469

    Deferred loan origination costs 195,607 158,967

    Unrealized gain on CFSG investment 11,156 -

    Unrealized gain on securities available-for-sale 248,714 157,566

973,574 858,481

Net deferred tax asset $ 672,421 $ 782,527 

Net deferred income taxes are included in the captions “Other assets” on the balance sheets at December 31, 2014 and 
2013, respectively.  The deferred tax asset valuation allowance did not change during 2014 and 2013.

As of December 31, 2014, the Company has estimated general business tax credits of $131,135 available for carryover 
through December 31, 2034.

Deferred tax assets are recognized subject to management’s judgment that realization is more likely than not as GAAP 
allows for the recognition and measurement of deductible temporary differences to the extent that it is more likely than not 
that the deferred tax asset will be realized. Based on the temporary taxable items, historical taxable income and estimates of 
future taxable income, the Bank believes that it is more likely than not that the deferred tax assets at December 31, 2014 
will be realized. 

Based on management’s evaluation, management has concluded that there were no significant uncertain tax positions 
requiring recognition in the Company’s financial statements at December 31, 2014. Although the Company is not currently 
the subject of tax examination by the Internal Revenue Service (IRS), the Company’s tax years ended December 31, 2011 
through 2014 are open to examination by the IRS under the applicable statute of limitations.

The Company may from time-to-time be assessed interest and/or penalties by federal or state tax jurisdictions, although any 
such assessments historically have been minimal and immaterial to the Company’s financial results. In the event that the 
Company receives an assessment for interest and/or penalties, it will be classified in the financial statements as “Other expenses”.
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Note 14.    Defined Contribution Pension Plan

The Bank has a discretionary 401(k) profit sharing plan covering substantially all employees who meet certain age and 
service requirements. Eligible employees may contribute a percentage of their annual compensation to the plan each year.  
The Bank matches 100% of employee contributions up to 3% of compensation. The Bank matched $114,899 and $108,070, 
respectively, of employee contributions under this plan for the years ended December 31, 2014 and 2013, respectively.

The Bank may also make additional discretionary contributions to the plan on behalf of employees who meet the eligibility 
requirements. These contributions are allocated based on the annual salary of the participants and amounted to $67,240 and 
$60,828 for the years ended December 31, 2014 and 2013, respectively.

Note 15.    Commitments and Contingencies

In the normal course of business, the Company is involved in various legal proceedings. In the opinion of management, any 
liability resulting from such proceedings would not have a material adverse effect on the Company’s financial statements. 

Middlebury National Corporation shareholders have authorized the future issuance of 400,000 shares of preferred stock 
with terms to be determined by the Board of Directors at the time of issuance. 

Note 16.    Financial Instruments with Off-Balance-Sheet Risk

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 and to reduce its own exposure to fluctuations in interest rates. These financial instruments include 
commitments to extend credit, standby and commercial letters of credit, interest rate caps and floors written on adjustable 
rate loans, and commitments to sell loans. Such instruments involve, to varying degrees, elements of credit and interest rate 
risk in excess of the amount recognized in the balance sheet. The contract or notional amounts of those instruments reflect 
the extent of involvement the Bank has in particular classes of financial 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 and commercial letters of credit is represented by the contractual notional 
amount of those instruments. The Bank uses the same credit policies in making commitments and conditional obligations 
as it does for on-balance-sheet instruments. For interest rate caps and floors written on adjustable rate loans, the contract 
or notional amounts do not represent exposure to credit loss. The Bank controls the credit risk of its interest rate cap 
agreements through credit approvals, limits, and monitoring procedures.

The Bank sells loans to the Federal Home Loan Bank of Boston (FHLBB) under the FHLBB Mortgage Partnership Finance 
program (MPF). The Bank shares a portion of the credit risk on each mortgage it sells into the MPF program and receives 
fee income in return. The Bank had $10,551,955 and $12,164,707 in loans outstanding with MPF at December 31, 2014 
and 2013, respectively. The credit risk associated with these loans is deemed to be immaterial.

The Bank generally requires collateral or other security to support financial instruments with credit risk.

Contract or Notional Amount

Financial instruments whose contract amount represent credit risk: 2014 2013

Commitments to extend credit and available lines of credit $ 39,973,030 $ 37,331,904 

Standby letters of credit and commercial letters of credit $ 609,462 $ 494,834 

MPF credit enhancement obligation $ 645,607 $ 1,029,610 

Commitments to extend credit which are primarily at variable rates, 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. At December 31, 2014, the Bank had 
binding loan commitments at fixed rates totaling $2,878,626 that are included in commitments to extend credit.
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Note 16.    Financial Instruments with Off-Balance-Sheet Risk (Continued)

The Bank evaluates each customer’s credit worthiness on a case-by-case basis. The amount of collateral obtained if deemed 
necessary by the Bank upon extension of credit is based on management’s credit evaluation of the counter-party. Collateral 
held varies but may include real estate, accounts receivable, inventory, property, plant, and equipment, and income-
producing commercial properties.

Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance of a customer to 
a third party. Those guarantees are primarily issued to support private borrowing arrangements. The credit risk involved in 
issuing letters of credit is essentially the same as that involved in extending loans to customers.

The Bank enters into a variety of interest rate contracts, including interest rate caps and floors written on adjustable rate 
loans in managing its interest rate exposure. Interest rate caps and floors on loans written by the Bank enable customers to 
transfer, modify, or reduce their interest rate risk.

In 2013, the Bank entered into a long-term commitment to provide up to $1 Million total funding for municipalities’ 
qualifying homeowner Property-Assessed Clean Energy (PACE) projects. Bank funding is committed for each subscription 
period at an interest rate determined 10 days prior to the start of the subscription period. Once funded, PACE assessments 
are repaid over amortizing periods of up to twenty years. The program is administered by Efficiency Vermont and serviced 
by Opportunities Credit Union. To date, $40,405 in PACE assessments have been funded. At December 31, 2014, the 
remaining commitment was $959,595.

Note 17.    Transactions with Related Parties

In the ordinary course of business, the Bank has loan, deposit and other transactions with its executive officers and 
directors and organizations with which such persons are associated. In the opinion of management such transactions are on 
substantially the same terms, including interest rates and collateral as to loans, as those prevailing at the time for comparable 
transactions with others.  

At December 31, 2014 and 2013, loans to the parties mentioned above were as follows:

2014 2013

Balance, beginning $ 339,244 $ 400,869 

New loans  36,789  413 

Repayments  (10,786)  (62,038)

Balance, ending $ 365,247 $ 339,244 

Total deposits to related parties approximated $446,256 and $390,459 on December 31, 2014 and 2013, respectively. 
Amounts due officers and directors under non-qualified deferred compensation agreements were $1,720,820 and 
$1,551,453 at December 31, 2014 and 2013, respectively.

Note 18.    Fair Value of Financial Instruments

Fair Value Measurement: The following methods and assumptions were used by the Bank in estimating its fair value 
disclosures for financial instruments, and for assets measured on recurring basis and non-recurring basis:

Cash and due from banks: The carrying amounts reported in the balance sheet for cash and due from banks, including 
certificates of deposit, approximate those assets’ fair values.

Investment securities: Fair values for investment securities are based on quoted market prices, where available (level 1 
valuation). If quoted market prices are not available, fair values are calculated based on a formula which uses matrices which 
interpolate prices according to observable inputs for similar items such as sector, credit spread, rating, maturity, and option 
premium (level 2 valuation). The carrying amounts of Restricted Equity Securities approximate fair value.
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Note 18.    Fair Value of Financial Instruments (Continued)

Loans and loans held for sale: For variable rate loans that reprice frequently and with no significant change in credit 
risk, fair values are based on carrying amounts. The fair values of other loans (for example, fixed rate commercial real estate 
and rental property mortgage loans and commercial and industrial loans) are estimated using discounted cash flow analysis, 
based on interest rates currently being offered for loans with similar terms to borrowers of similar credit quality. Loan fair 
value estimates include judgments regarding future expected loss experience and risk characteristics. Collateral values are 
estimated using Level 2 inputs based on appraisals of similar properties obtained from a third party valuation service. Fair 
values for impaired loans are estimated using Level 3 inputs based on appraisals of similar properties obtained from a third 
party valuation service discounted by management based on historical losses for similar collateral. 

Other real estate owned: Other real estate owned is reported at the fair value of the underlying collateral. Collateral 
values are estimated using Level 3 inputs based on appraisals of similar properties obtained from a third party valuation 
service discounted by management based on updated information. 

Deposits: The fair values disclosed for demand deposits (for example, checking and savings accounts) are, by definition, 
equal to the amount payable on demand at the reporting date (that is, their carrying amounts). The fair values for certificates 
of deposit are estimated using a discounted cash flow calculation that applies interest rates currently being offered on 
certificates to a schedule of aggregated contractual maturities on such time deposits (Level 2). 

Repurchase agreements and borrowed funds: For repurchase agreements and borrowed funds (including federal 
funds purchased) that reprice frequently, fair values are based on carrying amounts. The fair values for other borrowings 
are estimated using a discounted cash flow calculation that applies interest rates currently being offered on such debt to a 
schedule of aggregated contractual maturities on such debt (Level 2).

Accrued interest: The carrying amount of accrued interest receivable and payable approximates fair value.

Other liabilities: Commitments to extend credit were evaluated and fair value was estimated using the fees currently 
charged to enter into similar agreements and the present creditworthiness of the counter parties. For fixed-rate loan 
commitments, fair value also considers the difference between current levels of interest rates and the committed rates.

The estimated fair values of the Bank’s financial instruments at December 31, 2014 and 2013, were as follows:

2014 2013

Estimated Estimated

Carrying 
Amount

Fair 
Value

Carrying 
Amount

Fair 
Value

Financial Assets:

    Cash and cash equivalents $ 5,325,758 $ 5,325,758 $ 6,799,876 $ 6,799,876

    Other short-term investments 8,430,776 8,430,776 14,667,280 14,667,280

    Certificates of deposit 3,250,000 3,250,000 2,500,000 2,500,000

    Investment securities 91,867,849 91,867,849 76,555,960 76,557,485

    Restricted equity securities 1,396,200  1,396,200 1,396,200 1,396,200

    Loans held for sale - - 678,000 678,000

    Loans, net of allowance 186,675,646 192,792,874 176,887,363 182,387,524

    Impaired loans 4,223,792 4,223,792 4,227,338 4,227,338

    Accrued interest receivable 811,754 811,754 868,152 868,152
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Note 18.    Fair Value of Financial Instruments (Continued)

2014 2013

Estimated Estimated

Carrying 
Amount

Fair 
Value

Carrying 
Amount

Fair 
Value

Financial Liabilities:

    Deposits $ 275,990,722 $ 276,215,214 $ 260,042,211 $  260,490,226 

    Repurchase agreements 8,470,425 8,470,425 8,459,323 8,459,323

    Borrowed funds 3,521,026 3,722,572 3,195,113 3,475,346

    Accrued interest payable 24,446 24,446 27,773 27,773

The carrying amounts in the preceding table are included in the balance sheets under the applicable captions. 

Fair values of assets and liabilities measured on a recurring basis at December 31, 2014 and 2013 were as follows:

Fair Value Measurements at Reporting Date Using

December 31, 2014
Fair 

Value

Quoted Prices in 
Active Markets 

for Identical 
Assets/Liabilities  

(Level 1)

Significant 
Other 

Observable 
Inputs 

(Level 2)

Significant 
Unobservable 

Inputs 
(Level 3)

Loans held for sale $ - $                - $ - $                - 

Investments -  
Available-for-sale:                                                            

    U.S. Government
    and agency securities  32,897,414                   - 32,897,414                  - 

    Mortgage-backed securities 48,041,893                   - 48,041,893                  - 

    State & political subdivisions 4,838,613                   - 4,838,613                  - 

    Corporate debt 5,074,929                   - 5,074,929                  - 

    Preferred stock  1,015,000                   -  1,015,000                  - 

$ 91,867,849 $                 - $ 91,867,849 $                - 

December 31, 2013

Loans held for sale $ 678,000 $                - $ 678,000 $                - 

Investments -  
Available-for-sale:       

    U.S. Government
    and agency securities  17,270,762                  - 17,270,762                  - 

    Mortgage-backed securities 42,091,793                  - 42,091,793                  - 

    State & political subdivisions 8,663,665                  - 8,663,665                  - 

    Corporate debt  7,199,740                  - 7,199,740                  - 

    Preferred stock 1,015,000                  - 1,015,000                  - 

$ 76,918,960 $                - $ 76,918,960 $               - 

There were no transfers between the valuation levels during 2014 and 2013.
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Note 18.    Fair Value of Financial Instruments (Continued)

Fair values of assets and liabilities measured on a non-recurring basis at December 31, 2014 and 2013 were as follows:

Fair Value Measurements at Reporting Date Using

December 31, 2014
Fair 

Value

Quoted Prices in 
Active Markets  

for Identical  
Assets/Liabilities  

(Level 1)

Significant  
Other  

Observable  
Inputs 

(Level 2)

Significant 
Unobservable 

Inputs  
(Level 3)

Impaired loans $ 4,223,792 $                - $                - $ 4,223,792 

Other real estate owned  -                   -                   -  - 

$ 4,223,792 $                - $                - $ 4,223,792 

December 31, 2013

Impaired loans $ 4,227,338 $                 - $                - $ 4,227,338 

Other real estate owned  -                    -                   - -

$ 4,227,338 $                - $                - $ 4,227,338 

There was $526,313 of impaired loans with a related allowance as of December 31, 2014. The collateral securing the 
residential real estate loans were discounted 100% and therefore the loans were fully reserved against. The commercial 
real estate loans were evaluated using discounts of appraisals which ranged from 20% to 35%. The commercial loans were 
evaluated using discounts of asset valuations which ranged from 25% to 90% in addition to SBA Guaranteed amounts.

Note 19.    Regulatory Matters

The Corporation (on a consolidated basis) and the Bank are subject to various regulatory capital requirements administered 
by the federal banking agencies. Failure to meet minimum requirements can initiate certain mandatory, and possibly 
additional discretionary, actions by regulators that, if undertaken, could have a direct material effect on the Corporation’s 
and the Bank’s financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective 
action, the Corporation 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 quantitative judgments by the regulators about components, risk weightings, and 
other factors. Prompt corrective action provisions are not applicable to bank holding companies. Quantitative measures 
established by regulation to ensure capital adequacy require the Corporation and the Bank to maintain minimum amounts 
and ratios (set forth in the table below) of total and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as 
defined), and of Tier 1 capital (as defined) to average assets (as defined). Management believes, as of December 31, 2014, 
that the Corporation and the Bank meet all capital adequacy requirements to which they are subject.

As of December 31, 2014, the most recent notification from the FDIC categorized the Bank as well capitalized under the 
regulatory framework for prompt corrective action. To be categorized as well capitalized the Bank must maintain minimum 
total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as set forth in the table. There are no conditions or events since 
that notification that management believes have changed the institution’s category.



Note 19.    Regulatory Matters (Continued)

The Corporation’s and the Bank’s actual capital amounts (000’s omitted) and ratios are also presented in the table.

Minimums For Capital 
Adequacy Purposes:

Minimums To Be Well 
Capitalized Under 
Prompt Corrective 
Action Provisions:

Amount
Actual   
Ratio Amount Ratio Amount Ratio

December 31, 2014

Total capital 
    (to risk weighted assets)

    Consolidated $ 30,986 15.6% $ 15,941 8.0% N/A N/A

    Bank $ 29,283 14.9% $ 15,748 8.0% $ 19,685 10.0%

Tier 1 capital 
    (to risk weighted assets)

    Consolidated $ 28,788 14.4% $ 7,971 4.0% N/A N/A

    Bank $ 27,085 13.8% $ 7,874 4.0% $ 11,811 6.0%

Tier 1 capital
    (to average assets)

    Consolidated $ 28,788 9.1% $ 12,602 4.0% N/A N/A

    Bank $ 27,085 8.7% $ 12,505 4.0% $ 15,632 5.0%

December 31, 2013

Total capital 
    (to risk weighted assets)

    Consolidated $ 30,454 15.5% $ 15,750 8.0%  N/A N/A

    Bank $ 28,726 14.8% $ 15,550 8.0% $ 19,438 10.0%

Tier 1 capital
    (to risk weighted assets)

    Consolidated $ 27,992 14.2% $ 7,875 4.0%  N/A N/A

    Bank $ 26,295 13.5% $ 7,775 4.0% $ 11,663 6.0%

Tier 1 capital
    (to average assets)

    Consolidated $ 27,992 9.3% $ 11,993 4.0%  N/A N/A

    Bank $ 26,295 8.8% $ 11,892 4.0% $ 14,865 5.0%

The Bank is restricted as to the amount of dividends that can be paid. Dividends declared by national banks that exceed 
the net income (as defined) for the current year plus retained net income for the preceding two years must be approved by 
the OCC. Regardless of formal regulatory restrictions, the Bank may not pay dividends that would result in its capital levels 
being reduced below the minimum requirements shown above.

Note 20.    Reclassification

Certain amounts were reclassified to conform to 2014 presentation.

Note 21.    Subsequent Events

The Company has evaluated all subsequent events through February 13, 2015, the date the financial statements were 
available to be issued.
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