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NOTICE OFANNUALMEETING OF SHAREHOLDERS

THEANNUALMEETING OF SHAREHOLDERS OF FNB BANCORP, INC.
WILL BE HELD ONMAY 19, 2020 AT 10:00 A.M.

AT 40 SOUTH STATE STREET, NEWTOWN, PENNSYLVANIA



To our Family of Shareholders, Customers and Employees:

We are pleased to share our financial results for 2019. Throughout the last twelve months, operating efficiencies, loan growth
and investment income exceeded expectations resulting in the best year of income the institution has ever experienced. The
holding company’s net income for 2019 was $11.4 million compared to $8.8 million for the fiscal year-end 2018. This represents
a 29.6% increase in income. Earnings per share were $16.03 for 2019 versus an earnings per share of $12.32 for 2018. Our
return on average assets was 1.21% and return on average equity was 13.05% for 2019.

As mentioned above, we had tremendous loan growth in the fourth quarter of 2018. At the peak total, loans reached $390
million. This growth was primarily fueled by advances in municipal loans, however, we still continue to grow loans in areas of
commercial and mortgage credits. Throughout the remainder of 2019, rates began dropping and a couple of large municipal
credits moved from traditional bank loans to bond issues, thus they paid off. At year-end 2019, total loans were $377 million.

Asset quality for the institution remains strong. Non performing assets were $1.7 million or 0.18% of total assets as compared to
$4.1 million or 0.44% of total assets at December 31, 2018. Our credit culture and sound-prudent underwriting keeps our non
performing assets and loan charge-offs minimal. We had no loan charge-offs for 2019.

Total deposits for the institution decreased slightly over the period by $7.3 million or 0.9%. As rates rose in early 2019, we
experienced money moving from traditional savings, time and money market deposits to the stock market or mutual funds as
customers desire higher returns. Overall, the number of account holders has grown; specifically we have experienced solid
growth in business accounts and relationships. Non interest-bearing demand deposits grew by $20.4 million or 6.2%.

The bank’s capital levels remain consistently strong with total capital of $92.7 million, and tier one capital of $97.8 million. All
of our capital ratios exceed regulatory requirements for well-capitalized institutions.

Just as with capital, a bank’s strength is measured by its liquidity and similar to our capital ratios, our liquidity ratios remain
equally strong and well over regulatory requirements. The bank’s primary liquidity, which is net liquid assets to net liquid
liabilities, was 57.95%.

During this past year, we had two directors reach their mandatory retirement age of seventy-five years old. Allen R. Fidler III
was the first director to retire. Mr. Fidler joined the board in 1991. Over the years, he has served on various board level
committees, as well as serving as the holding company’s secretary. J. Eric Johnson retired from his director position in
December. Mr. Johnson joined the Board of Directors in 1994. He filled a vacancy left by Director Homer H. Hoover. He also
served on various subcommittees of the board. Both of these gentlemen’s guidance and vision for the institution have helped us
grow from a handful of offices to the twelve we operate today. Glenn P. Willard was brought on as the newest director in
October. Glenn is a lifelong resident and businessman of Bucks County. We look forward to having Glenn serve as we maintain
our mission.

As of this letter, our stock price is currently $226.75 per share. This represents a $27.75 increase in share price since December
31, 2018. Based on our performance, we were able to increase our dividend by 3% in 2019, and we are proud to report that the
Board of Directors has authorized an increase in our dividend again by 3% for 2020.

Renovations continue to take place in our offices. These improvements will allow our employees to work more efficiently while
creating an environment where we can transition our front-line personnel from tellers to customer service representatives. As
transactions evolve and as customer preferences change, we want to remain flexible to meet those needs while staying true to the
bank’s ideals of good service, products that meet customers’ needs and basic understandable terms without hidden costs and fees.

As we look ahead to 2020, we have many exciting projects currently being implemented. First, our web page is being
redesigned. The new site will feature a more modern look and feel. It will be user friendly and offer a myriad of enhancements
for customers’ convenience. Secondly, we are working on converting our online banking platform to a much more “state of the
art” platform that will offer greater flexibility and convenience for our customers. Lastly, we will be working toward moving our
debit card platform to our core software provider. This will enable the organization to effectively manage data, cross-train
existing staff, provide efficiencies and enhance customer experiences.

We thank you again for your loyalty and continued support. I wish everyone a happy, healthy and prosperous 2020.

Daniel J. Schaffer
President



FNB Bancorp, Inc and Subsidiaries
Financial Highlights
(In thousands, except per share data)

December 31,
2019 2018 2017 2016 2015

Year-end
Assets 946,906$ 930,710$ 921,912$ 905,103$ 862,547$
Investment securities 455,042 466,689 485,015 480,222 420,772
Loans, net 372,707 376,956 360,299 339,438 335,643
Deposits 816,619 823,881 816,539 799,499 754,059
Stockholders' equity 92,652 74,910 74,374 75,122 78,732
Trust assets at fair value 735,423 665,374 700,305 631,941 595,967

For the year
Interest income 28,946$ 27,571$ 25,152$ 24,088$ 23,890$
Interest expense 883 954 1,018 1,108 1,120
Net interest income 28,063 26,617 24,134 22,980 22,770
Provision (credit) for possible

loan losses (54) 1,886 1,383 83 366
Net interest income after

provision (credit) for possible
loan losses 28,117 24,731 22,751 22,897 22,404

Noninterest income 6,485 7,322 6,218 6,356 5,960
Noninterest expense 21,068 21,842 20,524 20,877 20,350
Income before income taxes 13,534 10,211 8,445 8,376 8,014

Income taxes 2,174 1,380 3,812 2,025 1,931

Net income 11,360$ 8,831$ 4,633$ 6,351$ 6,083$

Cash dividends paid 2,887$ 2,837$ 2,877$ 2,837$ 2,893$

Per share data
Net income - basic and diluted 16.03$ 12.32$ 6.37$ 8.58$ 8.05$
Cash dividends 4.08 3.96 3.96 3.84 3.84
Stock price 223.25 199.00 187.75 182.50 176.00

Performance ratios
Return on average assets 1.21% 0.93% 0.50% 0.70% 0.72%
Return on average equity 13.05% 12.44% 5.89% 7.67% 7.43%
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INDEPENDENT AUDITOR�S REPORT

Board of Directors
FNB Bancorp, Inc. and Subsidiaries
Newtown, Pennsylvania

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of FNB Bancorp, Inc. and
subsidiaries (the �Company�), which comprise the consolidated balance sheets as of December 31, 2019
and 2018; the related consolidated statements of income, comprehensive income, changes in
stockholders� equity, and cash flows for the years then ended; and the related notes to the consolidated
financial statements.

Management�s Responsibility for the Financial Statements

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

Auditor�s Responsibility

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

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

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

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of FNB Bancorp, Inc. and Subsidiaries as of December 31, 2019 and
2018, and the results of its operations and its cash flows for the years then ended, in accordance with
accounting principles generally accepted in the United States of America.

Cranberry Township, Pennsylvania
March 13, 2020
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2019 2018
ASSETS

Cash and due from banks 76,569$ 46,135$
Investment securities available for sale 455,042 466,689
Loans 377,226 381,513
Less allowance for loan losses 4,519 4,557

Net loans 372,707 376,956

Premises and equipment 9,808 9,619
Bank-owned life insurance 22,769 22,221
Regulatory stock 589 589
Accrued interest and other assets 9,422 8,501

TOTAL ASSETS 946,906$ 930,710$

LIABILITIES
Deposits:

Noninterest-bearing demand deposits 348,758$ 328,402$
Interest-bearing demand deposits 60,477 60,560
Money market deposits 32,862 37,050
Savings 324,146 338,797
Time deposits 50,376 59,072
Total deposits 816,619 823,881

Short-term borrowings 25,851 22,903
Other liabilities 11,784 9,016

TOTAL LIABILITIES 854,254 855,800

STOCKHOLDERS' EQUITY
Common stock - authorized, 10,000,000 shares

of $10 par value; issued 1,080,000 shares;
outstanding 704,352 shares in 2019 and
713,602 shares in 2018 10,800 10,800

Additional paid-in-capital 1,400 1,400
Retained earnings 136,309 127,836
Accumulated other comprehensive loss (5,105) (16,310)
Treasury stock - at cost, 375,648 shares in 2019

and 366,398 shares in 2018 (50,752) (48,816)
TOTAL STOCKHOLDERS' EQUITY 92,652 74,910

TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY 946,906$ 930,710$

See accompanying notes to the consolidated financial statements.

FNB BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

December 31,

(In thousands, except share data)
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2019 2018
INTERESTAND DIVIDEND INCOME

Loans, including fees 17,387$ 16,319$
Investment securities:

Taxable 9,357 8,714
Exempt from federal income tax 1,219 1,430

Other investment income 983 1,108
Total interest income 28,946 27,571

INTEREST EXPENSE
Interest-bearing deposits 815 892
Short-term borrowings 68 62

Total interest expense 883 954

NET INTEREST INCOME 28,063 26,617

(Credit) provision for loan losses (54) 1,886

NET INTEREST INCOME AFTER
PROVISION FOR LOAN LOSSES 28,117 24,731

OTHER INCOME
Trust and wealth management division 3,452 3,400
Service fees on deposit accounts 584 586
Investment securities losses, net (79) (23)
Loss on sale of loans (326) -
Other service charges and fees 2,055 1,929
Earnings on bank-owned life insurance 548 549
Death benefit from life insurance - 583
Other 251 298

Total other income 6,485 7,322

OTHER EXPENSE
Salaries and employee benefits 12,440 12,903
Occupancy and equipment 2,777 2,563
Data processing 1,558 1,379
Stationery and supplies 256 280
Advertising 282 393
Federal deposit insurance 173 301
Other 3,582 4,023

Total other operating expense 21,068 21,842

Income before income taxes 13,534 10,211
Income taxes 2,174 1,380

NET INCOME 11,360$ 8,831$

EARNINGS PER SHARE 16.03$ 12.32$
CASH DIVIDENDS PER SHARE 4.08$ 3.96$
WEIGHTED-AVERAGE SHARES OUTSTANDING 708,460 716,778

See accompanying notes to the consolidated financial statements.

FNB BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTOF INCOME

Year Ended December 31,

(In thousands, except share and per share data)
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Year Ended December 31,
2019 2018

Net income 11,360$ 8,831$

Other comprehensive income (loss):
Investment securities available for sale:

Unrealized gain (loss) on available-for-sale securities 14,106 (4,427)
Tax effect (2,963) 930

Reclassification adjustment for net losses realized
in net income 79 23
Tax effect (17) (5)

Net of tax amount 11,205 (3,479)
Pension plan adjustment:

Change in unrecognized pension costs - (869)
Tax effect - 182

Net of tax amount - (687)
Total other comprehensive income (loss) 11,205 (4,166)
Comprehensive income 22,565$ 4,665$

See accompanying notes to the consolidated financial statements.

FNB BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTOF COMPREHENSIVE INCOME

(In thousands)
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Accumulated
Additional Other

Common Paid-In Retained Comprehensive Treasury
Stock Capital Earnings Income (Loss) Stock Total

Balance, December 31, 2017 10,800$ 1,400$ 121,842$ (12,144)$ (47,524)$ 74,374$

Net income 8,831 8,831
Other comprehensive loss (4,166) (4,166)
Purchase of 6,832 shares of treasury stock (1,292) (1,292)
Cash dividends declared

($3.96 per share) (2,837) (2,837)

Balance, December 31, 2018 10,800$ 1,400$ 127,836$ (16,310)$ (48,816)$ 74,910$

Net income 11,360 11,360
Other comprehensive income 11,205 11,205
Purchase of 9,250 shares of treasury stock (1,936) (1,936)
Cash dividends declared

($4.08 per share) (2,887) (2,887)

Balance, December 31, 2019 10,800$ 1,400$ 136,309$ (5,105)$ (50,752)$ 92,652$

See accompanying notes to the consolidated financial statements.

FNB BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

(In thousands, except share and per share data)
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2019 2018
OPERATING ACTIVITIES

Net income 11,360$ 8,831$
Adjustments to reconcile net income to net cash provided
by operating activities:
(Credit) provision for loan losses (54) 1,886
Depreciation 918 877
Investment securities loss, net 79 23
Amortization of investment security premiums

and accretion of discounts, net 1,095 1,339
Deferred taxes 459 555
Death benefit from bank-owned life insurance - (583)
Earnings on bank-owned life insurance (548) (549)
Loss on sale of other loans 326 -
Decrease in accrued interest receivable 204 59
Decrease in accrued interest payable (2) (7)
(Decrease) increase in accrued pension (1,481) 219
Other, net (313) 81
Net cash provided by operating activities 12,043 12,731

INVESTING ACTIVITIES
Investment securities available for sale:

Proceeds from maturities 75,716 45,822
Proceeds from sales 94,679 36,758
Purchases (145,737) (69,846)

Redemption of regulatory stock 1 6
Purchase of regulatory stock (1) (1)
Proceeds from sale of loans 1,846 5,056
Proceeds from bank-owned life insurance - 1,725
Net decrease (increase) in loans 2,131 (23,599)
Purchase of premises and equipment (1,107) (1,003)

Net cash provided by (used for) investing activities 27,528 (5,082)

FINANCING ACTIVITIES
Net increase in demand and savings deposits 1,434 13,902
Net decrease in time deposits (8,696) (6,560)
Increase (decrease) in short-term borrowings 2,948 (994)
Cash dividends (2,887) (2,837)
Purchase of treasury stock (1,936) (1,292)

Net cash (used for) provided by financing activities (9,137) 2,219

Increase in cash and cash equivalents 30,434 9,868

CASH AND CASH EQUIVALENTS ATBEGINNING OF YEAR 46,135 36,267

CASH AND CASH EQUIVALENTS AT END OF YEAR 76,569$ 46,135$

Supplimentary Disclosure of Non-Cash Information:
Initial recognition of operating lease right-of use assets 4,352$ -$
Initial recognition of operating lease obligations 4,352$ -$

See accompanying notes to the consolidated financial statements.

Year Ended December 31,

FNB BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTOF CASH FLOWS

(In thousands)



FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2019 and 2018
(In thousands, except per share data and percentages)
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations and Basis of Presentation

FNB Bancorp, Inc. (the “Company”) is a one-bank holding company and the parent company of The First National
Bank and Trust Company of Newtown (the “Bank”) and FNB Realty, Inc. (collectively, the “Company”). The
Bank is an independent community bank providing retail and commercial banking services through its 12 branch
offices in Central and Lower Bucks County in southeastern Pennsylvania.

The Company competes with other banking and financial institutions in certain markets, including financial
institutions with resources substantially greater than its own. Commercial banks, savings banks, savings and loan
associations, credit unions, and money market funds actively compete for savings and time deposits and for various
types of loans. Such institutions, as well as consumer finance and insurance companies, may be considered
competitors of the Bank with respect to one or more of the services it renders.

The Company and the Bank are subject to regulations of certain state and federal agencies. These agencies
periodically examine the Company and the Bank for adherence to laws and regulations. As a consequence, the
Bank’s business is particularly susceptible to being affected by state and federal legislation and regulations.

Basis of Presentation

The accounting and reporting policies of the Company and the Bank conform to U.S. generally accepted
accounting principles (“GAAP”) and predominant practices within the banking industry. All significant
intercompany balances and transactions have been eliminated.

Estimates

In preparing the consolidated financial statements, management is required to make certain estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the Consolidated Balance Sheet and the reported amounts of revenues and expenses during
the reporting periods. Therefore, actual results could differ from those estimates.

The principal estimate that is particularly susceptible to change in the near term relates to the allowance for loan
losses. The evaluation of the adequacy of the allowance for loan losses includes an analysis of the individual loans
and overall risk characteristics and size of the different loan portfolios and takes into consideration current
economic and market conditions, the capability of specific borrowers to pay specific loan obligations, as well as
current loan collateral values. However, actual losses on specific loans, which are encompassed in the analysis,
may vary from estimated losses.

Segments

The Company has one reportable segment: Community Banking. All of the Company’s activities are interrelated,
and each activity is dependent and assessed based on how each of the activities of the Company supports the
others. For example, commercial and construction lending are dependent upon the ability of the Bank to fund itself
with retail deposits and other borrowings and to manage interest rate and credit risk. This situation is also similar
for consumer and residential mortgage lending. Accordingly, all significant operating decisions are based upon
analysis of the Company as one operating segment or unit.

(Continued)



FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2019 and 2018
(In thousands, except per share data and percentages)
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investment Securities

Investment securities are classified at the time of purchase based on management’s intentions. All debt and equity
securities are classified as available for sale to serve principally as a source of liquidity. Unrealized holding gains
and losses for available-for-sale securities are reported as a separate component of stockholders’ equity, net of tax,
until realized. Realized securities gains and losses are computed using the specific identification method for debt
securities. Interest and dividends on investment securities are recognized as income when earned.

Securities are evaluated on at least a quarterly basis and more frequently when economic or market conditions
warrant such an evaluation to determine whether a decline in their value is other than temporary. For debt
securities, management considers whether the present value of cash flow expected to be collected is less than the
security’s amortized cost basis (the difference defined as the credit loss), the magnitude and duration of the decline,
the reasons underlying the decline and the Company’s intent to sell the security or whether it is more likely than
not that the Company would be required to sell the security before its anticipated recovery in market value, to
determine whether the loss in value is other than temporary. Once a decline in value is determined to be other than
temporary, if the investor does not intend to sell the security, and it is more likely than not that it will not be
required to sell the security, before recovery of the security’s amortized cost basis, the charge to earnings is limited
to the amount of credit loss. Any remaining difference between fair value and amortized cost (the difference
defined as the non-credit portion) is recognized in other comprehensive income, net of applicable taxes.
Otherwise, the entire difference between fair value and amortized cost is charged to earnings.

Regulatory Stock

Common stock of the Federal Home Loan Bank (“FHLB”) and Federal Reserve Bank represents ownership in
institutions that are wholly owned by other financial institutions. These equity securities are accounted for at
cost and are classified as regulatory stock.

The Bank is a member of the FHLB of Pittsburgh and, as such, is required to maintain a minimum investment in
stock of the FHLB that varies with the level of advances outstanding with the FHLB. The stock is bought from and
sold to the FHLB based upon its $100 par value. The stock does not have a readily determinable fair value and, as
such, is classified as regulatory stock, carried at cost, and evaluated for impairment by management. The stock’s
value is determined by the ultimate recoverability of the par value rather than by recognizing temporary declines.
The determination of whether the par value will ultimately be recovered is influenced by criteria such as the
following: (1) the significance of the decline in net assets of the FHLB as compared with the capital stock amount
and the length of time this situation has persisted; (2) commitments by the FHLB to make payments required by
law or regulation and the level of such payments in relation to the operating performance; (3) the impact of
legislative and regulatory changes on the customer base of the FHLB; and (4) the liquidity position of the FHLB.
With consideration given to these factors, management concluded that the stock was not impaired at December 31,
2019 or 2018.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoff are
stated at their outstanding unpaid principal balances, net of any allowance for loan losses and any deferred fees or
costs. Interest income is accrued on the unpaid principal balance.

Loan origination fees, net of certain direct origination costs, are deferred and recognized as an adjustment of the
yield (interest income) of the related loans. The Company is generally amortizing these amounts over the
contractual life of the loan.

(Continued)



FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2019 and 2018
(In thousands, except per share data and percentages)
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Loans (Continued)

The accrual of interest is generally discontinued when the contractual payment of principal or interest has become
90 days past due or management has serious doubts about further collectability of principal or interest, even though
the loan is currently performing. A loan may remain on accrual status if it is in the process of collection and is
either guaranteed or well secured. When a loan is placed on nonaccrual status, unpaid interest credited to income
in the current year is reversed and unpaid interest accrued in prior years is charged against the allowance for loan
losses. Interest received on nonaccrual loans generally is either applied against principal or reported as interest
income, according to management’s judgment as to the collectability of principal. Generally, loans are restored to
accrual status when the obligation has performed in accordance with the contractual terms for a reasonable period
of time and the ultimate collectability of the total contractual principal and interest is no longer in doubt.

Allowance for Loan Losses

The allowance for loan losses represents the amount which management estimates is adequate to provide for
probable losses inherent in its loan portfolio. The allowance method is used in providing for loan losses.
Accordingly, all loan losses are charged to the allowance, and all recoveries are credited to it. The allowance for
loan losses is established through a provision for loan losses charged to operations. The provision for loan losses is
based on management’s periodic evaluation of individual loans, economic factors, past loan loss experience,
changes in the composition and volume of the portfolio, and other relevant factors. The estimates used in
determining the adequacy of the allowance for loan losses, including the amounts and timing of future cash flows
expected on impaired loans, are particularly susceptible to changes in the near term.

Impaired loans are loans for which it is probable the Company will not be able to collect all amounts due according
to the contractual terms of the loan agreement. The Company individually evaluates such loans for impairment and
does not aggregate loans by major risk classifications. The definition of “impaired loans” is not the same as the
definition of “nonaccrual loans,” although the two categories overlap. The Company may choose to place a loan
on nonaccrual status due to payment delinquency or uncertain collectability, while not classifying the loan as
impaired, provided the loan is not a commercial or commercial real estate classification. Factors considered by
management in determining impairment include payment status and collateral value. The amount of impairment
for these types of loans is determined by the difference between the present value of the expected cash flows
related to the loan, using the original interest rate, and its recorded value, or as a practical expedient in the case of
collateral dependent loans, the difference between the fair value of the collateral and the recorded amount of the
loans. When foreclosure is probable, impairment is measured based on the fair value of the collateral.

Mortgage loans on one-to-four family properties and all consumer loans are large groups of smaller balance
homogeneous loans and are measured for impairment collectively unless the loan is modified as a troubled debt
restructuring. Loans that experience insignificant payment delays, which are defined as 90 days or less, generally
are not classified as impaired. Management determines the significance of payment delays on a case-by-case basis
taking into consideration all circumstances concerning the loan, the creditworthiness and payment history of the
borrower, the length of the payment delay, and the amount of shortfall in relation to the principal and interest
owed.

A loan is considered to be a troubled debt restructured (“TDR”) loan when the Company grants a concession to the
borrower because of the borrower’s financial condition that it would not otherwise consider. Such concessions
include the reduction of interest rates, forgiveness of principal or interest, or other modifications of interest rates
that are less than the current market rate for new obligations with similar risk. Any loan modified in a TDR is
considered to be impaired and is evaluated individually in the evaluation of the allowance for loan losses.

(Continued)
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Notes to Consolidated Financial Statements
December 31, 2019 and 2018
(In thousands, except per share data and percentages)
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Premises and Equipment

Land is carried at cost. Premises and equipment, which include leasehold improvements, are stated at cost less
accumulated depreciation and amortization. Depreciation is computed on the straight-line method over the
estimated useful lives of the assets, which consist of 3 to 20 years for furniture, fixtures, and equipment and 3 to 40
years for office buildings and improvements. Leasehold improvements are amortized on a straight-line basis over
the shorter of the remaining terms of the related leases or the estimated useful lives of the assets. Expenditures for
maintenance and repairs are charged against income as incurred. Costs of major additions and improvements are
capitalized.

Bank-Owned Life Insurance

The Company owns insurance on the lives of a certain group of key employees. The policies were purchased to
help offset the increase in the costs of various fringe benefit plans including healthcare. The cash surrender value
of these policies is included as an asset on the Consolidated Balance Sheet, and any increases in the cash surrender
value are recorded as noninterest income on the Consolidated Statement of Income. In the event of the death of an
insured individual under these policies, the Company would receive a death benefit, which would be recorded as
noninterest income.

Pension Plan

Benefits are based upon years of service, the employee’s compensation, and age at retirement. The Company’s
contribution is actuarially determined and is intended to meet the current and projected obligation on the plan.

Advertising Costs

The Company expenses advertising costs in the period in which they are incurred.

Trust and Wealth Management Division

Assets held by the Company in fiduciary or agency capacities for its customers are not included in the
accompanying Consolidated Balance Sheet since such items are not assets of the Company. Operating income and
expenses of the trust and wealth management division are included under their respective captions in the
accompanying Consolidated Statement of Income. In accordance with industry practice, fees are recorded on the
cash basis and approximate the fees which would have been recognized on the accrual basis.

Income Taxes

The Company and the Bank file a consolidated federal income tax return. Deferred tax assets and liabilities are
reflected at currently enacted income tax rates applicable to the period in which the deferred tax assets or liabilities
are expected to be realized or settled. As changes in tax laws or rates are enacted, deferred tax assets and liabilities
are adjusted through the provision for income taxes.

Earnings Per Share

The Company currently maintains a simple capital structure, thus there are no dilutive effects on earnings per
share. Basic earnings per share are calculated utilizing net income as reported as the numerator and the weighted-
average shares outstanding as the denominator.

(Continued)
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Comprehensive Income (Loss)

The Company is required to present comprehensive income (loss) in a full set of general-purpose financial
statements for all periods presented. Other comprehensive income (loss) consists of unrealized holding gains and
losses on the available-for-sale securities portfolio and changes to the pension obligation related to actuarial losses
and prior service costs. The Company reports the effects of other comprehensive income (loss) on the
Consolidated Statement of Comprehensive Income.

Statement of Cash Flows

For purposes of reporting cash flows, cash and cash equivalents include cash on hand, amounts due from banks,
overnight deposits, and federal funds sold with original maturities of less than 90 days. Generally, federal funds
are purchased and sold for one-day periods.

Cash paid for interest in 2019 and 2018 was $885 and $961, respectively. Income tax payments totaled $1,325 in
2019 and $1,285 in 2018. There were no loans transferred to foreclosed assets for the years ended December 31,
2019 and 2018.

Treasury Stock

Purchases of the Company’s treasury stock are recorded at cost.

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 or the ability to unilaterally cause the holder to
return specific assets.

Reclassification of Comparative Amounts

Certain comparative amounts for the prior year have been reclassified to conform to current-year classifications.
Such classifications had no effect on net income or stockholders’ equity.

Change in Accounting Principal

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The standard requires lessees to recognize
the assets and liabilities that arise from leases on the balance sheet. A lessee should recognize in the statement of
financial position a liability to make lease payments (the lease liability) and a right-of-use asset representing its
right to use the underlying asset for the lease term. A short-term lease is defined as one in which (a) the lease term
is 12 months or less and (b) there is not an option to purchase the underlying asset that the lessee is reasonably
certain to exercise. For short-term leases, lessees may elect to recognize lease payments over the lease term on a
straight-line basis. ASU 2016-02 was effective for the Company on January 1, 2019. In July 2018, the FASB
issued ASU 2018-11, “Leases (Topic 842) - Targeted Improvements,” which, among other things, provides an
additional transition method that would allow entities to not apply the guidance in ASU 2016-02 in the
comparative periods presented in the financial statements and instead recognize a cumulative-effect adjustment to
the opening balance of retained earnings in the period of adoption. In December 2018, the FASB also issued ASU
2018-20, “Leases (Topic 842) - Narrow-Scope Improvements for Lessors,” which provides for certain policy

(Continued)
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NOTE 1 – SUMMARY OF SIGNIFICANT ACCUNTING POLICIES (Continued)

Change in Accounting Principal (Continued)

elections and changes lessor accounting for sales and similar taxes and certain lessor costs. Upon adoption of ASU
2016-02, ASU 2018-11 and ASU 2018-20 on January 1, 2019, we recognized a right-of-use assets and related lease
liabilities totaling $4.3 million and $4.3 million, respectively. We elected to apply certain practical expedients
provided under ASU 2016-02 whereby we did not reassess (i) whether any expired or existing contracts are or
contain leases, (ii) the lease classification for any expired or existing leases and (iii) initial direct costs for any
existing leases. We also elected not to apply the recognition requirements of ASU 2016-02 to any short-term leases
(as defined by related accounting guidance). We account for lease and non-lease components separately because
such amounts are readily determinable under our lease contracts. We expect to utilize the modified-retrospective
transition approach prescribed by ASU 2018-11. Certain of the Company’s leases contain options to renew the
lease after the initial term. Management considers the Company’s historical pattern of exercising renewal options
on leases and the positive performance of the leased locations, when determining whether it is reasonably certain
that the leases will be renewed. If management concludes that there is reasonable certainty about the renewal it is
included in the calculation of the remaining term of each applicable lease. The discount rate utilized in calculating
the present value of the remaining lease payments for each lease was the Federal Home Loan Bank of Pittsburgh
advance rate corresponding to the remaining maturity of the lease as of January 1, 2019. We have included
additional disclosures in note 9.

NOTE 2 – REVENUE RECOGNITION

On January 1, 2018, the Company adopted ASU No. 2014-09 “Revenue from Contracts with Customers” (Topic
606) and all subsequent ASUs that modified Topic 606 using the modified retrospective method, and applied the
guidance to all contracts in scope that were not completed as of January 1, 2018. Results for reporting periods
beginning after January 1, 2018 are presented under Topic 606, while prior period amounts were not adjusted and
continue to be reported in accordance with our historic accounting under Topic 605.

The core principle of Topic 606, Revenue from Contracts with Customers, is that an entity recognize revenue at an
amount that reflects the consideration to which the entity expects to be entitled in exchange for transferring goods
or services to a customer. Topic 606 requires entities to exercise more judgment when considering the terms of a
contract than under Topic 605, Revenue Recognition. Topic 606 applies to all contracts with customers to provide
goods or services in the ordinary course of business, except for contracts that are specifically excluded from its
scope.

Topic 606 does not apply to revenue associated with interest income on financial instruments, including loans and
securities. Additionally, certain noninterest income streams such as income from bank owned life insurance, and
investment securities gains and losses are out of scope of Topic 606. The Company has evaluated the nature of its
contracts with customers and determined that further disaggregation beyond what is presented in the Consolidated
Statement of Income was not necessary.

(Continued)
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NOTE 2 – REVENUE RECOGNITION (Continued)

Trust and Wealth Management Fees

Wealth management income is primarily comprised of fees earned from the management and administration of
trusts and other customer assets. The Company’s performance obligation for management and administration is
generally satisfied over time and the resulting fees are recognized monthly, based upon the month-end market
value of the assets under management and the applicable fee rate. Payment is generally received a few days after
month end through a direct charge to the customers’ accounts.

Service Fees on Deposit Accounts

Topic 606 is applicable to noninterest revenue streams such as service charges on deposit accounts which consists
of monthly service fees, wire transfer fees, ATM fees, and other deposit account related fees. The Company’s
performance obligation for account analysis fees and monthly service fees is generally satisfied and the related
revenue recognized, over the period in which the service is provided. Other deposit account related fees are largely
transactional based, and therefore, revenue is recognized upon completion of transaction.

Other Service Charges and Fees

Other service charges and income represent exchange fees earned from debit and credit cardholder transactions.
The fees consist of charges assessed from debit card use. Fees earned from credit card use are based on a
percentage of the underlying transaction value. All of these fees are recognized concurrently with the delivery of
services on a daily basis.

Other Income

Other Income within the scope of Topic 606 is primarily comprised of safe deposit box rents. Safe deposit box
rental fees are charged to the customer on an annual basis and recognized upon receipt of payment. The Company
determined that since rentals and renewals occur fairly consistently over time, revenue is recognized on a basis
consistent with the duration of the performance obligation.

The following table depicts the disaggregation of revenue derived from contracts with customers to depict the
nature, amount, timing, and uncertainty of revenue and cash flows for the years ended December 31,

Noninterest Income 2019 2018

Trust and wealth management fees 3,452$ 3,400$
Service fees on deposit accounts 584 586
Other service charges and fees:

VISA check card 1,641 1,551
Other fees 414 378

Investment securities losses, net (a) (79) (23)
Sale of loans, loss (a) (326) -
Earnings on bank-owned life insurance (a) 548 549
Death benefit from life insurance (a) - 583
Other 251 298

Total noninterest income 6,485$ 7,322$

(a) Not within scope of ASU 606
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NOTE 3 - INVESTMENT SECURITIES

The amortized cost, gross unrealized gains and losses, and fair value of investment securities available for sale at
December 31 are summarized as follows:

Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
U.S. treasury securities 21,989$ 120$ (23)$ 22,086$
U.S. government agency securities 124,934 629 (416) 125,147
Obligations of states
and political subdivisions 44,696 1,197 (14) 45,879
Mortgage-backed securities of
government-sponsored entities 260,533 2,261 (864) 261,930
Total 452,152$ 4,207$ (1,317)$ 455,042$

Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
U.S. treasury securities 24,012$ 4$ (575)$ 23,441$
U.S. government agency securities 165,737 60 (4,542) 161,255
Obligations of states
and political subdivisions 66,151 63 (1,091) 65,123
Mortgage-backed securities of
government-sponsored entities 222,084 183 (5,397) 216,870
Total 477,984$ 310$ (11,605)$ 466,689$

2019

2018

(Continued)
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NOTE 3 – INVESTMENT SECURITIES (Continued)

The following table shows the Company’s gross unrealized losses and fair value, aggregated by investment
category and length of time that the individual securities have been in a continuous unrealized loss position, at
December 31, 2019 and 2018.

Number Gross Gross Gross
of Fair Unrealized Fair Unrealized Fair Unrealized

Securities Value Losses Value Losses Value Losses

U.S. treasury securities 3 -$ -$ 5,938$ (23)$ 5,938$ (23)$
U.S. government agency securities 37 13,592 (204) 51,914 (212) 65,506 (416)
Obligations of states and
political subdivisions 2 654 (12) 809 (1) 1,463 (13)
Mortgage-backed securities of
government-sponsored entities 70 63,078 (437) 52,018 (427) 115,096 (864)

Total 112 77,324$ (653)$ 110,679$ (663)$ 188,003$ (1,316)$

Number Gross Gross Gross
of Fair Unrealized Fair Unrealized Fair Unrealized

Securities Value Losses Value Losses Value Losses

U.S. treasury securities 11 -$ -$ 21,436$ (575)$ 21,436$ (575)$
U.S. government agency securities 87 9,523 (137) 141,861 (4,405) 151,384 (4,542)
Obligations of states and
political subdivisions 83 5,827 (23) 48,580 (1,068) 54,407 (1,091)
Mortgage-backed securities of
government-sponsored entities 158 23,106 (166) 177,035 (5,231) 200,141 (5,397)

Total 339 38,456$ (326)$ 388,912$ (11,279)$ 427,368$ (11,605)$

2019
Less than Twelve Months Twelve Months or Greater Total

2018
Less than Twelve Months Twelve Months or Greater Total

The Company reviews its position quarterly and has asserted that at December 31, 2019, the declines outlined in
the previous table represent temporary declines and the Company does not intend to sell and does not believe it
will be required to sell these securities before recovery of their cost basis, which may be at maturity. The
Company has concluded that the unrealized losses disclosed are not other than temporary but are the result of
interest rate changes, sector credit rating changes, or company-specific rating changes that are not expected to
result in the non-collection of principal and interest during the period.

The amortized cost and fair value of debt securities by contractual maturity at December 31, 2019, are shown
below. Expected maturities will differ from contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties.

Amortized Fair
Cost Value

Due in one year or less (2020) 11,332$ 11,328$
Due after one year through five years (2021 - 2024) 126,626 126,979
Due after five years through ten years (2025 - 2029) 76,374 77,414
Due after ten years (2030 and beyond) 237,820 239,321,

Total 452,152$ 455,042$

Available for Sale

(Continued)
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NOTE 3 - INVESTMENT SECURITIES (Continued)

Proceeds from sales of investment securities were $94,679 and $36,758 during 2019 and 2018, respectively. Gross
gains on 2019 and 2018 sales were $292 and $155, respectively. Gross losses on 2019 and 2018 sales were $371
and $178, respectively.

Investment securities with carrying values of $142,396 and $101,345 at December 31, 2019 and 2018, respectively,
were pledged to secure public deposits and borrowings and for other purposes as provided by law.

NOTE 4 - LOANS

Major classifications of loans are summarized as follows:

2019 2018
Real estate:

One-to-four family 153,347$ 149,607$
Construction 16,193 27,822
Commercial 155,611 143,262

Commercial, industrial, and agricultural 49,752 56,863
Individual, other 2,202 3,915

377,105 381,469

Net deferred loan fees 121 44
Less allowance for loan losses 4,519 4,557

Net loans 372,707$ 376,956$

The Company’s primary business activity is with customers located within its local trade area. Commercial,
residential, consumer, and agricultural loans are granted. At December 31, 2019 and 2018, the Company had
approximately $163 million and $166 million, respectively, of outstanding loans to real estate agents, brokers, and
property managers in southeastern Pennsylvania and neighboring communities. At December 31, 2019 and 2018,
the company also had approximately $43 million and $59 million, respectively, of outstanding loans to public
administration. Although, the Company has a diversified loan portfolio at December 31, 2019 and 2018, loans
outstanding to individuals and businesses are dependent upon the local economic conditions in its immediate trade
area. During 2018 the Company sold it’s entire student loan portfolio, at par, to the Pennsylvania Higher
Education Assistance’ Agency. The proceeds for this transaction were $5.1 million.

NOTE 5 - ALLOWANCE FOR LOAN LOSSES

Management establishes the allowance for loan losses based upon its evaluation of the pertinent factors underlying
the types and quality of loans in the portfolio. Commercial loans and commercial real estate loans are reviewed on
a regular basis with a focus on larger loans along with loans which have experienced past payment or financial
deficiencies. Larger commercial loans and commercial real estate loans which are 90 days or more past due, as
well as any loan modified as a troubled debt restructuring, are selected for impairment testing. These loans are
analyzed to determine if they are impaired which means that it is probable that all amounts will not be collected
according to the contractual terms of the loan agreement. All loans that are delinquent 90 days and are placed on
nonaccrual status are classified on an individual basis. Residential loans 90 days past due, which are still accruing
interest, are classified as substandard per the Company’s retail credit classification policy. The remaining loans are
evaluated and classified as groups of loans with similar risk characteristics. The Company allocates

(Continued)
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NOTE 5 - ALLOWANCE FOR LOAN LOSSES (Continued)

allowances based on the factors described below, which conform to the Company’s asset classification policy. In
reviewing risk within the Company’s loan portfolio, management has determined there to be several different
portfolio segments within the loan portfolio. The allowance for loan losses consists of amounts applicable to: (1)
the one-to-four family real estate portfolio; (2) the construction real estate portfolio; (3) the commercial real estate
portfolio; (4) the commercial, industrial, and agricultural portfolio; and (5) the individual portfolio. Student loans
are not evaluated for impairment due to the loans being re-insured by the U.S. Department of Education. Factors
considered in this process included general loan terms, collateral, and availability of historical data to support the
analysis. Historical loss percentages for each portfolio segments are calculated and used as the basis for calculating
allowance allocations. Certain qualitative factors are then added to the historical allocation percentage to get the
adjusted factor to be applied to nonclassified loans, within each portfolio segment. The following qualitative
factors are analyzed:

• Factor One - Changes in lending policies and procedures, including changes in standards and
collection, charge-off, and recovery practices not considered elsewhere in estimating credit loss.

• Factor Two - Changes in national, regional, and local economic and business conditions and
developments that affect the collectability of the portfolio, including the condition of various market
segments.

• Factor Three - Changes in the nature and volume of the portfolio and in terms of loans.
• Factor Four - Changes in the experience, ability, and depth of lending management and other relevant

staff.
• Factor Five - Changes in the volume and severity of past-due loans, the volume of nonaccrual loans,

and the volume and severity of adversely classified or graded loans.
• Factor Six - Changes in the quality of the institution’s loan review system.
• Factor Seven - Changes in the value of underlying collateral for collateral-dependent loans.
• Factor Eight - The existence and effect of any concentration of credit, and changes in the level of

such concentrations.
• Factor Nine - The effect of other external factors such as competition and legal and regulatory

requirements on the level of estimated credit losses in the institution’s existing portfolio.

These qualitative factors are reviewed each quarter and adjusted based upon relevant changes within the
portfolio. During 2019 Factor Two was increased for commercial loans and commercial real estate loans due
to uncertain economic conditions. Factor Five was decreased for commercial real estate loans due to a
decrease in delinquencies. During 2019, the provisions for commercial real estate increased due to increase in
loan balance in this category and provision for construction real estate decreased due to the decrease in non-
accrual loans in this category. There was no change to any of the qualitative factors during 2018. During
2018, the provisions for construction real estate loans increased due to the charge-off activity relating to one
loan relationship.

The allowance for loan losses is based on estimates. Actual losses will vary from the estimates. Management
believes pools of similar loans, historical loss ratios, qualitative factors and consistency in the application of
assumptions results in an allowance for loan losses that is representative of the risks within the loan portfolio. The
allowance for loan losses is allocated based on segments, however it is general in nature and is available to absorb
losses from any loan segment.

The Company may also maintain an unallocated allowance to account for any factors or conditions that may cause
a potential loss but are not specifically addressed in the process described above. The Company analyzes its loan
portfolio each quarter to determine the appropriateness of its allowance for loan losses.

(Continued)
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NOTE 5 – ALLOWANCE FOR LOAN LOSSES (Continued)

Loan Charge-Off Policies

Consumer loans are generally fully or partially charged down to the fair value of collateral securing the asset when
the loan is 180 days past due for open-end loans or 120 days past due for closed-end loans, unless the loan is well-
secured and in the process of collection. All other loans are generally charged down to the net realizable value
when the loan is 90 days past due.

Loans by Segment

The total allowance for loan losses reflects management's estimate of loan losses inherent in the loan portfolio at
the balance sheet date. The Company considers the allowance for loan losses of $4.5 million adequate to cover loan
losses inherent in the loan portfolio at December 31, 2019.

The following tables present, by portfolio segment, the allowance for loan losses for the years ended December 31:

One-to-Four Commercial,
Family Real Construction Commercial Industrial, and

Estate Real Estate Real Estate Agricultural Individual Total
Allowance for loan losses:
Beginning balance 1,394$ 539$ 2,336$ 257$ 31$ 4,557$
Charge-offs - - - - - -
Recoveries - 14 - - 2 16
Provision 29 (254) 147 40 (16) (54)
Total balance 1,423$ 299$ 2,483$ 297$ 17$ 4,519$
Loans individually
evaluated for
impairment -$ -$ -$ -$ -$ -$

Loans collectively
evaluated for
impairment 1,423 299 2,483 297 17 4,519

Total balance 1,423$ 299$ 2,483$ 297$ 17$ 4,519$
Loans:
Loans individually
evaluated for
impairment 287$ 278$ 1,096$ -$ -$ 1,661$

Loans collectively
evaluated for
impairment 153,060 15,915 154,515 49,752 2,202 375,444

Total balance 153,347$ 16,193$ 155,611$ 49,752$ 2,202$ 377,105$

2019

(Continued)



FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2019 and 2018
(In thousands, except per share data and percentages)

23

NOTE 5 - ALLOWANCE FOR LOAN LOSSES (Continued)

Loans by Segment (Continued)

One-to-Four Commercial,
Family Real Construction Commercial Industrial, and

Estate Real Estate Real Estate Agricultural Individual Total
Allowance for loan losses:
Beginning balance 1,416$ 206$ 2,510$ 257$ 23$ 4,412$
Charge-offs - (1,787) - - - (1,787)
Recoveries 46 - - - - 46
Provision (68) 2,120 (174) - 8 1,886
Total balance 1,394$ 539$ 2,336$ 257$ 31$ 4,557$
Loans individually
evaluated for
impairment -$ -$ -$ -$ -$ -$

Loans collectively
evaluated for
impairment 1,394 539 2,336 257 31 4,557

Total balance 1,394$ 539$ 2,336$ 257$ 31$ 4,557$

Loans:
Loans individually
evaluated for
impairment 15$ 812$ 3,280$ -$ -$ 4,107$

Loans collectively
evaluated for
impairment 149,592 27,010 139,982 56,863 3,915 377,362

Total balance 149,607$ 27,822$ 143,262$ 56,863$ 3,915$ 381,469$

2018

(Continued)
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NOTE 5 - ALLOWANCE FOR LOAN LOSSES (Continued)

Credit Quality Information

The following tables represent credit exposures by internally assigned grades for the years ended December 31,
2019 and 2018. The grading analysis estimates the capability of the borrower to repay the contractual obligations
of the loan agreements as scheduled or at all. The Company's internal credit risk grading system is based on
experiences with similarly graded loans.

The Company's internally assigned grades are as follows:

Pass – loans which are protected by the current net worth and paying capacity of the obligor or by the value
of the underlying collateral.

Other Assets Especially Mentioned (“OAEM”) or Special Mention – loans where a potential weakness or
credit risk exists. These loans are protected, but, if left uncorrected, a potential weakness may result
in deterioration of the loans’ repayment prospects or in the Company’s future credit position.

Substandard – loans that are inadequately protected by current sound net worth and paying capacity. These
loans have a well-defined weakness and can be characterized by the distinct possibility that the
Company will sustain some loss if the deficiencies are not corrected.

Doubtful – loans classified as Doubtful have all the weaknesses inherent in a Substandard asset. In
addition, these weaknesses make collection or liquidation in full highly questionable and
improbable, based on existing circumstances.

Loss – loans classified as a Loss are considered uncollectible, or of such value that continuance as an asset
is not warranted.

One-to-Four Commercial,
Family Construction Commercial Industrial, and

Real Estate Real Estate Real Estate Agricultural Individual Total
Pass 151,062$ 15,717$ 153,767$ 49,752$ 2,202$ 372,500$
Special Mention - - - - - -
Substandard 2,285 476 1,844 - - 4,605
Doubtful - - - - - -
Loss - - - - - -

Total 153,347$ 16,193$ 155,611$ 49,752$ 2,202$ 377,105$

One-to-Four Commercial,
Family Construction Commercial Industrial, and

Real Estate Real Estate Real Estate Agricultural Individual Total
Pass 147,544$ 26,824$ 135,737$ 56,863$ 3,915$ 370,883$
Special Mention - - 947 - - 947
Substandard 2,063 998 6,578 - - 9,639
Doubtful - - - - - -
Loss - - - - - -

Total 149,607$ 27,822$ 143,262$ 56,863$ 3,915$ 381,469$

2019
Loans Independently Reviewed

2018
Loans Independently Reviewed

(Continued)
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NOTE 5 - ALLOWANCE FOR LOAN LOSSES (Continued)

Age Analysis of Past-Due Loans by Class

Following are tables which include an aging analysis of the recorded investment of past-due loans as of
December 31, 2019 and 2018.

Recorded
Investment

30-59 Days 60-89 Days 90 Days Total Past Total Total 90 Days and Total
Past Due Past Due or Greater Due Current Loans Accruing Nonaccrual

One-to-four family
real estate 299$ -$ 75$ 374$ 152,973$ 153,347$ -$ 287$
Construction real estate - - - - 16,193 16,193 - 278
Commercial real estate - - 50 50 155,561 155,611 - 1,096
Commercial, industrial,
and agricultural - - - - 49,752 49,752 - -
Individual - - - - 2,202 2,202 - -

Total 299$ -$ 125$ 424$ 376,681$ 377,105$ -$ 1,661$

Recorded
Investment

30-59 Days 60-89 Days 90 Days Total Past Total Total 90 Days and Total
Past Due Past Due or Greater Due Current Loans Accruing Nonaccrual

One-to-four family
real estate 2,205$ -$ 130$ 2,335$ 147,272$ 149,607$ 130$ 15$
Construction real estate 5,066 - 534 5,600 22,222 27,822 - 812
Commercial real estate 2,717 - 50 2,767 140,495 143,262 50 3,280
Commercial, industrial,
and agricultural - - - - 56,863 56,863 - -
Individual - - - - 3,915 3,915 - -
Total 9,988$ -$ 714$ 10,702$ 370,767$ 381,469$ 180$ 4,107$

2018

2019

Included in the loan portfolio are loans on which the Company has discontinued the accrual of interest. Loans are
considered nonaccrual upon reaching 90 days delinquency, although the Company may be receiving partial
payments of interest and partial repayments of principal on such loans. When a loan is placed in nonaccrual status,
previously accrued but unpaid interest is deducted from interest income. If interest income had been recorded on
all nonaccrual loans outstanding during 2019 and 2018, interest income would have been increased by
approximately $34 and $128, respectively.

(Continued)
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NOTE 5 - ALLOWANCE FOR LOAN LOSSES (Continued)

Impaired Loans

Management considers loans which are 90 days or more past due to be impaired. Larger commercial loans and
commercial real estate loans which are 90 days or more past due as well as loan identified as troubled debt
restructuring, are selected for impairment testing. These loans are analyzed to determine if it is probable that all
amounts will not be collected according to the contractual terms of the loan agreement. If management determines
that the value of the impaired loan is less than the recorded investment in the loan (net of previous charge-offs,
deferred loan fees or costs, and unamortized premium or discount), impairment is recognized through an allowance
estimate or a charge-off to the allowance.

The following tables include the recorded investment and unpaid principal balances for impaired financing
receivables with the associated allowance amount at December 31, if applicable.

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment Balance Allowance Investment Recognized

With no related allowance recorded:
One-to-four family real estate 287$ 287$ -$ 92$ 4$
Construction real estate 278 278 - 410 17
Commercial real estate 1,096 1,096 - 1,535 39

With an allowance recorded:
One-to-four family real estate -$ -$ -$ -$ -$
Construction real estate - - - - -
Commerical real estate - - - - -

Total:
One-to-four family real estate 287$ 287$ -$ 92$ 4$
Construction real estate 278 278 - 410 17
Commerical real estate 1,096 1,096 - 1,535 39

2019

(Continued)
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NOTE 5 - ALLOWANCE FOR LOAN LOSSES (Continued)

Impaired Loans (Continued)

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment Balance Allowance Investment Recognized

With no related allowance recorded:
One-to-four family real estate 15$ 15$ -$ 71$ 1$
Construction real estate 812 812 - 3,243 30
Commercial real estate 3,280 3,280 - 3,392 56

With an allowance recorded:
One-to-four family real estate -$ -$ -$ -$ -$
Construction real estate - - - - -
Commerical real estate - - - - -

Total:
One-to-four family real estate 15$ 15$ -$ 71$ 1$
Construction real estate 812 812 - 3,243 30
Commerical real estate 3,280 3,280 - 3,392 56

2018

A loan is considered to be a troubled debt restructuring loan when the Company grants a concession to the
borrower because of the borrower’s financial condition that it would not otherwise consider. Such concessions
include the reduction of interest rates, forgiveness of principal or interest, or other modifications of interest rates
that are less than the current market rate for new obligations with similar risk.

Pre-Modification Post-Modification
Outstanding Outstanding

Number of Recorded Recorded
Troubled Debt Restructurings Contracts Investment Investment
Real Estate:

Commercial 1 171$ 171$
Total 1 171$ 171$

2019

Pre-Modification Post-Modification
Outstanding Outstanding

Number of Recorded Recorded
Troubled Debt Restructurings Contracts Investment Investment
Real Estate:

Commercial 2 3,244 3,244
Total 2 3,244$ 3,244$

2018

Concessions granted for the borrowers in 2019 and 2018 included modifications of terms including periods of
interest-only payments. During the years ended December 31, 2019 and 2018, there were no troubled debt
restructurings that subsequently defaulted.
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NOTE 6 - PREMISES AND EQUIPMENT

Major classifications of premises and equipment at December 31 are summarized as follows:

2019 2018

Land 4,130$ 4,130$
Buildings and improvements 15,355 15,020
Furniture, fixtures, and equipment 11,009 10,242

30,494 29,392
Less accumulated depreciation 20,686 19,773

Total 9,808$ 9,619$

Depreciation charged to operations was $918 and $877 in 2019 and 2018, respectively.

NOTE 7 - DEPOSITS

The scheduled maturities of certificates of deposit and individual retirement accounts at December 31, 2019, are
adjusted to $26,710, $10,408, $4,817, $4,726, $3,607 and $108 during 2020, 2021, 2022, 2023, 2024, and
thereafter, respectively.

The aggregate of all time deposit accounts of $250 or more amounted to $2,578 and $3,549 at December 31, 2019
and 2018, respectively.

NOTE 8 - SHORT-TERM BORROWINGS

Short-term borrowings are for the purpose of meeting short-term liquidity needs. Short-term borrowings at
December 31, 2019 and 2018 consisted of repurchase agreements only, but during the year the Bank may also have
short-term obligations, FHLB borrowings, and federal funds purchased. The outstanding balance and related
information are summarized as follows:

2019 2018

Balance at year-end 25,851$ 22,903$
Maximum amount outstanding at any month-end 30,867 26,174
Average balance outstanding during the year 26,667 24,615
Weighted-average interest rate:

As of year-end 0.25% 0.25%
Paid during the year 0.25% 0.25%

The average balance outstanding during the year represents the daily average. Average interest rates represent
interest expense divided by the related average balance.

The Bank’s maximum borrowing capacity under the credit arrangement with the FHLB as of December 31, 2019,
is approximately $206.6 million. FHLB advances are secured by a blanket security agreement that includes the
Company’s FHLB stock, as well as certain residential mortgage loans.

The Bank utilizes securities sold under agreements to repurchase to facilitate the needs of our customers. We
monitor collateral levels on a continuous basis. We may be required to provide additional collateral based on the
fair value of the underlying securities. Securities pledged as collateral under repurchase agreements are maintained
with our safekeeping agents.

(Continued)
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NOTE 8 - SHORT-TERM BORROWINGS (Continued)

All the repurchase agreements have overnight maturities. The fair value of pledged securities consisted of the
following at December 31:

2019 2018

Securities pledged for repurchase agreements
U.S. treasury securities 18,105$ 13,724$
U.S. government agency securities 26,784 29,902

Total collateral pledged 44,889$ 43,626$

Gross amount of recognized liabilities
for repurchase agreements 25,851$ 22,903$

NOTE 9 - COMMITMENTS AND CONTINGENCIES

In the normal course of business, there are various commitments that are not reflected in the accompanying
consolidated financial statements. These instruments involve, to varying degrees, elements of credit and interest
rate risk in excess of the amount recognized in the Consolidated Balance Sheet. The Company’s exposure to credit
loss in the event of nonperformance by the other parties to the financial instruments is represented by the
contractual amounts disclosed. Losses, if any, are charged to the allowance for loan losses.

Management minimizes its exposure to credit loss under these commitments by subjecting them to credit approval
review procedures and collateral requirements as deemed necessary.

The off-balance sheet commitments consisted of the following at December 31:

2019 2018
Commitments to extend credit 87,178$ 113,674$
Standby letters of credit and financial guarantees 5,408 3,837

Total 92,586$ 117,511$

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the loan agreement. These commitments consist primarily of available commercial and personal
lines of credit and loans approved but not yet funded. The amount of collateral obtained, as deemed necessary, is
based upon management’s credit evaluation in compliance with the lending policy guidelines. Since many of the
credit line commitments are expected to expire without being fully drawn upon, the total contractual amounts do
not necessarily represent future funding requirements.

Standby letters of credit and financial guarantees represent conditional commitments issued to guarantee the
performance of a customer to a third party. The coverage period for these instruments is typically a one-year
period with renewal option subject to prior approval by management. Fees earned from the issuance of these
letters are recognized over the coverage period. For secured letters of credit, the collateral is typically real estate or
Bank deposit instruments.

The Company grants commercial, residential, and individual loans throughout the central and lower Bucks County
area. Although the Company has a diversified loan portfolio as of December 31, 2019 and 2018, a substantial
portion of its debtors’ ability to honor their contracts is dependent upon the local economic sector.

(Continued)
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NOTE 9 - COMMITMENTS AND CONTINGENCIES (Continued)

Lease Commitments

The Company utilizes leases for seven of its locations. As of December 31, 2019, right of use assets representing
operating leases amounted to $4.0 million and have remaining lease terms of 1 to 16 years. As of December 31,
2019, the company had no financing leases. Lease costs incurred were entirely operating lease costs with
approximate rent payments being made. As of December 31, 2019, the weighted average term for operating leases
is 12 years and the weighted average discount rate is 3.10%. The following table displays the undiscounted cash
flows due related to operating leases as of December 31, 2019, along with a reconciliation to the discounted
amount recorded on the December 31, 2019 balance sheet:

Undiscounted cash flows Operating Lease
due within: Payments:

2020 481$
2021 481
2022 481
2023 487
2024 480

Thereafter 2,480
Total payments 4,890$

Discounted payments 4,010

Impact of present value discount (880)$

Litigations

Management is not aware of any litigation that would have a material adverse effect on the consolidated financial
position of the Company. There are no proceedings pending other than the ordinary routine litigation incident to
the business of the Company and its subsidiaries. In addition, no material proceedings are pending or are known to
be threatened or contemplated against the Company or its subsidiaries by governmental authorities.

NOTE 10 - INCOME TAXES

The provision for income taxes is summarized as follows:
2019 2018

Current 1,715$ 825$
Deferred 459 555

Total 2,174$ 1,380$

(Continued)
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NOTE 10 – INCOME TAXES (Continued)

The tax effects of deductible and taxable temporary differences that give rise to significant portions of the deferred
tax assets and deferred tax liabilities, respectively, at December 31 are as follows:

2019 2018
DEFERRED TAX ASSETS:

Allowance for loan losses 949$ 957$
Accrued pension obligation 1,964 1,964
Provision for loan commitment 95 118
Unrealized loss on securities available for sale - 2,372
Other 19 59

DEFERRED TAX LIABILITIES:
Deferred loan origination fees, net (333) (319)
Unrealized gain on securities available for sale (607) -
Premises and equipment (342) (291)
Accrued pension costs (1,321) (1,010)
Prepaid expenses (106) (94)

Net deferred tax asset 318$ 3,756$

No valuation allowance was established for the deferred tax assets at December 31, 2019 or 2018, in view of
certain tax strategies and anticipated future taxable income as evidenced by the Company’s earning potential.

The reconciliation between the federal statutory rate and the Company’s effective income tax rate is as follows:

% of Pretax % of Pretax
Amount Income Amount Income

Provision at statutory rate 2,842$ 21.0 % 2,144$ 21.0 %
Effect of tax-exempt income (557) (4.1) (527) (5.2)
Other (111) (0.8) (237) (2.3)

Total income taxes, and
effective rate 2,174$ 16.1 % 1,380$ 13.5 %

2019 2018

U.S. generally accepted accounting principles prescribe a recognition threshold and a measurement attribute for the
financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return.
Benefits from tax positions should be recognized in the financial statements only when it is more likely than not
that the tax position will be sustained upon examination by the appropriate taxing authority that would have full
knowledge of all relevant information. A tax position that meets the more-likely-than-not recognition threshold is
measured at the largest amount of benefit that is greater than 50 percent likely of being realized upon ultimate
settlement. Tax positions that previously failed to meet the more-likely-than-not recognition threshold should be
recognized in the first subsequent financial reporting period in which that threshold is met. Previously recognized
tax positions that no longer meet the more-likely-than-not recognition threshold should be derecognized in the first
subsequent financial reporting period in which that threshold is no longer met.

(Continued)



FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2019 and 2018
(In thousands, except per share data and percentages)

32

NOTE 10 – INCOME TAXES (Continued)

There is currently no liability for uncertain tax positions and no known unrecognized tax benefits. The Company
recognizes, when applicable, interest and penalties related to unrecognized tax benefits in the provision for income
taxes in the Consolidated Statement of Income. The Company’s federal and state income tax returns for taxable
years through 2015 have been closed for purposes of examination by the Internal Revenue Service and the
Pennsylvania Department of Revenue.

NOTE 11 - EMPLOYEE BENEFITS

The Bank offers a noncontributory defined benefit pension plan covering all eligible employees. The Bank’s
policy is to fund pension benefits as accrued.

Plan assets are managed by the Trust and Wealth Management Division of the Bank. The primary objectives of the
investments are to provide enough cash flow to meet the obligations of current retirees while also growing the
portfolio to meet the obligations of those individuals who are still actively employed.

The fund will be invested primarily in equities, bonds, and money market funds. The equities will include issues
that are both domestic and foreign. To diversify the portfolio further, the fund will maintain positions in both large
and small companies. The bonds will be primarily investment grade; however, economic circumstances may
justify the use of below investment grade securities from time to time. Any cash reserve will be invested in a
highly rated dollar-for-dollar money market mutual fund.

Current Asset Allocation

The Bank’s pension plan weighted-average asset allocations at December 31, 2019 and 2018, by asset category are
as follows:

2019 2018

Cash and cash equivalents 7.98 % 4.03 %
U.S. government agencies 2.26 3.82
Common stock 42.04 40.71
Preferred stock 0.32 0.37
Mutual funds 27.85 29.91
Municipal bonds 19.55 21.16
Total 100.00 % 100.00 %

(Continued)
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NOTE 11 – EMPLOYEE BENEFITS (Continued)

Current Asset Allocation (Continued)

The following table sets forth the plan’s funded status and amounts recognized in the Company’s Consolidated
Balance Sheet at December 31:

2019 2018
Change in benefit obligation:
Benefit obligation at beginning of year 32,031$ 32,022$
Service cost 903 1,041
Interest cost 1,184 1,034
Benefit payments (977) (661)
Actuarial loss (gain) 3,920 (1,405)
Benefit obligation at end of year 37,061 32,031
Change in plan assets:
Fair value of plan assets at beginning of year 27,410 27,621
Employer contribution 2,300 1,350
Benefit payments (977) (661)
Actual return on plan assets 5,189 (900)
Fair value of plan assets at end of year 33,922 27,410
Funded status (3,139)$ (4,621)$

2019 2018
Amounts recognized in accumulated other

comprehensive loss consist of:

Net loss 9,352$ 9,344$
Prior service costs - 7
Total 9,352$ 9,351$

2019 2018
Amounts included in accumulated other comprehensive income

expected to be amortized in net periodic benefit cost for next
year consist of:

Unrecognized prior service cost -$ 7$
Unrecognized net loss 555 594

Total 555$ 601$

The accumulated benefit obligation for the defined benefit pension plan was $28,020 and $24,088 at December 31,
2019 and 2018, respectively.

2019 2018

Projected benefit obligation 37,061$ 32,031$
Accumulated benefit obligation 28,020 24,088
Fair value of plan assets 33,922 27,410

(Continued)
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NOTE 11 – EMPLOYEE BENEFITS (Continued)

Components of Net Periodic Benefit Cost

2019 2018
Net periodic benefit cost recognized for year:
Service cost 903$ 1,041$
Interest cost 1,184 1,034
Expected return on plan assets (1,872) (1,953)
Amortization of prior service cost 7 9
Amortization of net loss 597 568
Net periodic benefit cost 819$ 699$

Assumptions

The weighted-average assumptions used to determine net periodic benefit cost for the years ended
December 31:

2019 2018

Weighted-average assumptions for year:
Postretirement discount rate 3.94% 3.27%
Rate of compensation increases 4.50% 4.50%
Expected long-term rate of return on plan assets 6.75% 7.00%

The weighted-average assumptions used to determine benefit obligations at December 31:

2019 2018

Weighted-average assumptions at end of year:
Postretirement discount rate 2.84% 3.94%
Rate of compensation increases 4.50% 4.50%

(Continued)
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NOTE 11 - EMPLOYEE BENEFITS (Continued)

Assumptions (Continued)

The following table sets forth by level, within the fair value hierarchy, the plan’s assets at fair value as of
December 31, 2019 and 2018:

Level I Level II Level III Total

Assets:
Cash and cash equivalents 2,706$ -$ -$ 2,706$
U.S. government agencies 768 - - 768
Common stock 14,262 - - 14,262
Preferred stock 107 - - 107
Mutual funds 9,446 - - 9,446
Municipal bonds - 6,633 - 6,633

Total assets at fair value 27,289$ 6,633$ -$ 33,922$

Level I Level II Level III Total

Assets:
Cash and cash equivalents 1,104$ -$ -$ 1,104$
U.S. government agencies 1,048 - - 1,048
Common stock 11,159 - - 11,159
Preferred stock 101 - - 101
Mutual funds 8,198 - - 8,198
Municipal bonds - 5,800 - 5,800

Total assets at fair value 21,610$ 5,800$ -$ 27,410$

December 31, 2018

December 31, 2019

Following is a description of the valuation methodologies used for assets measured at fair value. There have been
no changes in the methodologies used at December 31, 2019 or 2018.

Cash and Cash Equivalents, Common Stock, Preferred Stock, and U.S. Government Agencies

Valued at the closing price reported on the active market on which the individual securities are traded.

Mutual Funds

Valued at the daily closing price as reported by fund. Mutual funds held by the Plan are open-end mutual funds
that are registered with the Securities and Exchange Commission. These funds are required to publish their daily
net asset value (NAV) and to transact at that price. The mutual funds held by the Plan are deemed to be actively
traded.

(Continued)
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NOTE 11 – EMPLOYEE BENEFITS (Continued)

Municipal Bonds

The fair value is estimated using the quoted market price for similar securities.

The methods described above may produce a fair value calculation that may not be indicative of net realizable
value or reflective of future fair values. Furthermore, while the plan believes its valuation methods are appropriate
and consistent with other market participants, the use of different methodologies or assumptions to determine the
fair value of certain financial instruments could result in a different fair value measurement at the reporting date.

Cash Flows

The Bank’s 2020 contribution to its defined benefit plan is expected to be $3,600.

Expected benefit payments for the next ten years:

2020 5,256$
2021 1,651
2022 1,812
2023 1,854
2024 1,762
2025 through 2029 11,556

23,891$

The expected long-term rate of return on plan assets of 6.75 percent is based on current expectations for future
average returns applied to the plan’s target allocation. For fixed income securities, future average returns are based
on current yields, adjusted for expected increases in short to intermediate yields. For equities, future average
returns are derived using a dividend discount model and historical volatility. Expected long-term average real
returns for fixed income securities are in the 1 to 3 percent range. Expected long-term average real returns for
equities are in the 6 to 8 percent range. Expected long-term average inflation is in the 2 to 3 percent range. The
expected average long-term rate of return on plan assets is determined to be between 6.5 percent and 8.5 percent.

401(k) Employee Contribution Plan

The Bank has a 401(k) plan covering all employees over 21 years of age and having at least one year of service.
The plan provides a 50 percent match of employee contributions up to 5 percent of the employee’s compensation.
The Bank may elect, in any plan year, to make an additional matching contribution in an amount determined by the
Board of Directors. The maximum amount of such additional matching contribution will equal 100 percent of
pretax compensation. Contributions charged to operations were $175 and $165 for the years ended December 31,
2019 and 2018.
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NOTE 12 - REGULATORY MATTERS

Cash Requirements

The district Federal Reserve Bank requires the Bank to maintain certain average reserve balances. There was no
required reserve as of December 31, 2019 and 2018.

Loans

Federal law prevents the Company from borrowing from the Bank unless the loans are secured by specific
obligations. Further, such secured loans are limited in amount to 10 percent of the Bank’s capital surplus.

Dividends

The Bank is subject to a dividend restriction that generally limits the amount of dividends that can be paid by a
national bank. Prior approval of the Office of the Comptroller of the Currency (“OCC”) is required if the total of
all dividends declared by a national bank in any calendar year exceeds net profits, as defined for the year,
combined with its retained net profits for the two preceding calendar years less any required transfers to surplus.
Using this formula, the amount available for payment of dividends by the Bank in 2020, without approval of the
OCC, approximates $10,997 plus 2020 net profits retained up to the date of the dividend declaration.

Capital Requirements

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

Quantitative measures established by regulatory capital standards to ensure capital adequacy require the Bank
to maintain minimum amounts and ratios (set forth in the following table) of total and Tier 1 capital to risk-
weighted assets, common equity Tier 1 capital to total risk-weighted assets and of Tier 1 capital to average
assets. Management believes, as of December 31, 2019, that the Bank meets all capital adequacy requirements
to which it is subject.

As of December 31, 2019, the most recent notification from the OCC categorized the Bank as well capitalized
under the regulatory framework for prompt corrective action. To be categorized as well capitalized the Bank must
maintain minimum total risk-based capital, Tier 1 risk-based capital, common equity Tier 1 risk-based capital, 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.

(Continued)
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NOTE 12 - REGULATORY MATTERS (Continued)

Capital Requirements (Continued)

The following table sets forth the Company’s capital position and minimum requirements as of December 31. The
capital position of the Bank does not differ significantly from the Company’s capital position.

Amount Ratio Amount Ratio
Total capital
(to risk-weighted assets)
Actual 102,728$ 23.50% 96,340$ 21.82%
For capital adequacy purposes 34,978 8.00% 35,315 8.00%
To be well capitalized 43,722 10.00% 44,144 10.00%

Tier I capital
(to risk-weighted assets)
Actual 97,757$ 22.36% 91,221$ 20.66%
For capital adequacy purposes 26,233 6.00% 26,486 6.00%
To be well capitalized 34,978 8.00% 35,315 8.00%

Common equity Tier 1 capital
(to risk-weighted assets)
Actual 97,757$ 22.36% 91,221$ 20.66%
For capital adequacy purposes 19,675 4.50% 19,865 4.50%
To be well capitalized 28,419 6.50% 28,694 6.50%

Tier I capital
(to average assets)
Actual 97,757$ 10.35% 91,221$ 9.63%
For capital adequacy purposes 37,766 4.00% 37,876 4.00%
To be well capitalized 47,207 5.00% 47,345 5.00%

2019 2018

NOTE 13 - FAIR VALUEMEASUREMENTS

The following disclosures show the hierarchal disclosure framework associated with the level of pricing
observations utilized in measuring assets and liabilities at fair value. The three broad levels defined by U.S.
generally accepted accounting principles are as follows:

Level I: Quoted prices are available in active markets for identical assets or liabilities as of the reported date.

Level II: Pricing inputs are other than the quoted prices in active markets, which are either directly or
indirectly observable as of the reported date. The nature of these assets and liabilities includes items
for which quoted prices are available but traded less frequently and items that are fair-valued using
other financial instruments, the parameters of which can be directly observed.

Level III: Valuations derived from valuation techniques in which one or more significant inputs or significant
value drivers are unobservable.

This hierarchy requires the use of observable market data when available.

(Continued)
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NOTE 13 – FAIR VALUEMEASUREMENTS (Continued)

The following tables present the assets reported on the Consolidated Balance Sheet at their fair value as of
December 31, 2019 and 2018 and indicate the fair value hierarchy of the valuation techniques utilized by the
Company to determine such fair value.

Level I Level II Level III Total
Assets measured on a recurring basis:
Investment securities available for sale:
U.S. treasury securities -$ 22,086$ -$ 22,086$
U.S. government agency securities - 125,147 - 125,147
Obligations of states and political

subdivisions - 45,879 - 45,879
Mortgage-backed securities of

government-sponsored entities - 261,930 - 261,930
Total securities available for sale -$ 455,042$ -$ 455,042$

Level I Level II Level III Total
Assets measured on a recurring basis:
Investment securities available for sale:
U.S. treasury securities -$ 23,441$ -$ 23,441$
U.S. government agency securities - 161,255 - 161,255
Obligations of states and political

subdivisions - 65,123 - 65,123
Mortgage-backed securities of

government-sponsored entities - 216,870 - 216,870
Total securities available for sale -$ 466,689$ -$ 466,689$

December 31, 2019

December 31, 2018

There were no assets measured at fair value on a non-recurring basis at December 31, 2019 and 2018.

Investment Securities

The fair value of investment securities is equal to the available quoted market price. If no quoted market price is
available, fair value is estimated using the quoted market price for similar securities. Fair value for certain
corporate bonds were determined utilizing discounted cash flow models, due to the absence of a current market to
provide reliable market quotes for the instruments.
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NOTE 14 - FAIR VALUE DISCLOSURE OF FINANCIAL INSTRUMENTS

The estimated fair values of the Company’s financial instruments not required to be reported fair value at
December 31 are as follows:

Carrying Total
Value Level I Level II Level III Fair Value

Financial assets:
Cash and due from banks (1) 76,569$ 76,569$ -$ -$ 76,569$
Net loans 372,707 - - 356,109 356,109
Accrued interest receivable (1) 2,641 2,641 - - 2,641
Bank-owned life insurance (1) 22,769 22,769 - - 22,769
Regulatory stock (1) 589 589 - - 589

Financial liabilities:
Deposits 816,619$ 766,243$ -$ 49,575$ 815,818$
Short-term borrowings (1) 25,851 25,851 - - 25,851
Accrued interest payable (1) 21 21 - - 21

(1) This financial instrument is carried at cost at December 31, 2019, which approximates the fair value of the
instrument.

Carrying Total
Value Level I Level II Level III Fair Value

Financial assets:
Cash and due from banks (1) 46,135$ 46,135$ -$ -$ 46,135$
Net loans 376,956 - - 359,503 359,503
Accrued interest receivable (1) 2,846 2,846 - - 2,846
Bank-owned life insurance (1) 22,221 22,221 - - 22,221
Regulatory stock (1) 589 589 - - 589

Financial liabilities:
Deposits 823,881$ 764,809$ -$ 57,446$ 822,255$
Short-term borrowings (1) 22,903 22,903 - - 22,903
Accrued interest payable (1) 23 23 - - 23

(1) This financial instrument is carried at cost at December 31, 2018, which approximates the fair value of the
instrument.

2019

2018
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NOTE 15 – ACCUMULATED OTHER COMPREHENSIVE LOSS

The activity in accumulated other comprehensive loss for the year ended December 31, 2019 and 2018, is as
follows:

Defined
Benefit
Pension
Plan Total

Balance at December 31, 2018 (7,388)$ (8,922)$ (16,310)$
Other comprehensive (loss) income before reclassifications (477) 11,143 10,666
Amounts reclassified from accumulated other comprehensive loss 477 62 539
Period change - 11,205 11,205

Balance at December 31, 2019 (7,388)$ 2,283$ (5,105)$

Defined
Benefit
Pension
Plan Total

Balance at December 31, 2017 (6,701)$ (5,443)$ (12,144)$
Other comprehensive loss before reclassifications (1,143) (3,497) (4,640)
Amounts reclassified from accumulated other comprehensive loss 456 18 474
Period change (687) (3,479) (4,166)

Balance at December 31, 2018 (7,388)$ (8,922)$ (16,310)$

Unrealized
Gains (Losses)
on Securities

Available for Sale

Accumulated Other Comprehensive Income (Loss) (1) (2)

Accumulated Other Comprehensive Income (Loss) (1) (2)

Unrealized
Gains (Losses)
on Securities

Available for Sale

(1) All amounts are net of tax.
(2) Negative amounts represent debits to accumulated other comprehensive income (loss) and positive amounts

represent credits.

(Continued)
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NOTE 15 - ACCUMULATED OTHER COMPREHENSIVE LOSS (Continued)

The following table presents the amounts reclassified from accumulated other comprehensive loss for the periods
ending December 31, 2019 and 2018.

Amt Reclassified from Amt Reclassified from
Accumulated Other Accumulated Other
Comprehensive Loss Comprehensive Loss

Details about Accumulated Other Comprehensive for the Year Ended for the Year Ended Affected Line Item in the
Loss Components December 31, 2019(3) December 31, 2018(3) Consolidated Statement of Income

Securities available for sale (1):
Net securities gains reclassified into earnings (79)$ (23)$ Investment securities losses, net
Related income tax expense 17 5 Income taxes
Net effect on accumulated other comprehensive
loss for the period (62) (18)
Defined benefit pension plan (2):
Amortization of net loss and prior service costs (604) (577) Other expense
Related income tax expense 127 121 Income taxes

Net effect on accumulated other comprehensive
loss for the period (477) (456)

Total reclassifications for the period (539)$ (474)$

(1) For additional details related to unrealized gains on securities and related amounts reclassified from accumulated other
comprehensive income see Note 3, “Investment Securities.”

(2) Included in the computation of net periodic pension cost. See Note 11, “Employee Benefits” for additional detail.
(3) Amounts in parenthesis indicate expenses and positive amounts indicate income on the consolidated statement of income.

NOTE 16 - SUBSEQUENT EVENTS

The Company has reviewed events occurring through March 13, 2020, the date the financial statements were issued,
and no subsequent events occurred requiring accrual or disclosure.
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LOCATIONS

NEWTOWN WARMINSTER
(Corporate Headquarters) Center Point Place

40 South State Street, Newtown, PA 18940 910 West Street Road, Warminster, PA 18974
215-860-9100 215-442-1544

---------- ----------
DOYLESTOWN WASHINGTON CROSSING

Park Terrace Office Center 1121-1 General Washington Memorial Blvd.
275 South Main Street, Doylestown, PA l8901 Washington Crossing, PA 18977

215-340-0500 215-493-4088
---------- ----------

FAIRLESS HILLS WRIGHTSTOWN
Deon Square Shopping Center Route 413 and Windybush Road

500 Oxford Valley Road, Fairless Hills, PA 19030 Wrightstown, PA 18940
215-547-6410 215-598-7101

---------- ----------
JAMISON YARDLEY ROAD

2370 York Road, Jamison, PA 18929 773 Newtown-Yardley Road, Newtown, PA 18940
215-343-9366 215-968-3884

---------- ----------
LANGHORNE TRUST AND WEALTH

201 South Bellevue Avenue, Langhorne, PA 19047 MANAGEMENT DIVISION
215-757-1577 34 South State Street, Newtown, PA 18940

---------- 215-968-4872
LEVITTOWN ----------

Langhorne Square Shopping Center ALSO CONTACT US AT:
1279 East Lincoln Highway, Levittown, PA 19056 ON-LINE BANKING

215-946-8400 www.fnbn.com
---------- 215-579-3415

RICHBORO On-line banking manager at fnbn.com
832 Second Street Pike, Richboro, PA 18954 ----------

215-355-8211 PHONE FIRST
---------- 215-860-4580

SOLEBURY ----------
Routes 179 and 202, New Hope, PA 18938 CUSTOMER SERVICE

215-862-2600 215-860-9100
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Seated (L-R): Barry Pflueger, Jr., Adalinea Giannini, Sean Andris, Sandra Cairnes. Standing (L-R): Linda Miller,
William Chu, Sarah Wakelee, Richard Edwards, Sharon Kopp, Thomas Mullin, Patricia Slater, and Matthew Prybella.

“We pride ourselves on personal service and quick response.
Our team is small enough to know our individual

clients and large enough to handle their needs.”

My Bank. My Bankers.
Our Lending Specialists have over 190 years

of combined lending expertise.

Front (L-R): Michelle Byrne, Elizabeth Gilson, Margaret Young, and Constance Furman.
Back (L-R): Robert Crawford, Lindsay Lambert, and William Sheffer.

Our Team Makes
the Difference -

over 200 years of combined
Wealth Management experience.
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