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To our Family of Shareholders, Customers and Employees:

The global COVID-19 pandemic has certainly disrupted society from the way we interact with each other personally and professionally. As for the
bank, it has been a managerial challenge on how to conduct business as close to normal as it can be while keeping employees and customers safe.
Fortunately, I cannot say enough about the individuals I am fortunate to lead. Their dedication and commitment to the institution and its customers is
commendable.

2020 was a very busy year at The First, and we were able to accomplish a great deal of work despite the disruptions and challenges. First, through the
Paycheck Protection Program, we were able to assist hundreds of current and non-customers to provide the funding needed during these difficult times.
The millions of dollars we advanced in the first round is being forgiven as expected, and we continue to assist customers as they navigate the process.
The second round is going well and those clients that need the additional support are getting it.

Our website was completely redone to create a new “modern feel” and make it more user friendly. The features that have been added allow customers
greater access to manage their accounts.

In mid-November, we replaced our online banking platform that has been in use for some time and was scheduled to no longer be supported with a
more robust system that has greater security features with enhanced customer conveniences.

While we had offices temporarily closed, we were able to make necessary renovations to locations within our branch network.

Financially, the bank finished 2020 with net income of $9.8 million versus $11.4 million the prior year. The drop in income is solely attributed to the
drop in interest rates. Income that we would normally receive from monies at the Federal Reserve Bank went from $950,000 in 2019 to $333,000 in
2020. Lower rates also negatively impacted investment income as well as loan income as we either reprice loans down or risk losing the relationship.

Throughout 2020 assets increased for the institution by $201.5 million or 21%, as deposits continue to flow into the bank through new and existing
relationships. Deposits totaled $1.0 billion at December 31, 2020 as compared to $817 million on December 31, 2019. As the pandemic persisted, the
number of accounts being opened through our website greatly increased as customers sought new banking relationships.

The Trust and Wealth Management Group remained busy the entire year as markets adjusted to a myriad of events. Income for this area remains stable
year-over-year. Despite being distanced from their clients, our officers were always accessible for discussion, guidance and advice and they are eager
to get back to pre-COVID conditions where face-to-face meetings will be common.

Expenses for the institution continue to be well managed as we leverage technology against operations to work efficiently and effectively. As we look
back over time, I am proud of the work of the entire management team in finding ways to work smarter without sacrificing service.

Operating expenses for 2020 were $20.6 million compared to $21.1 million for 2019. Operating expenses have been flat since 2011 when they topped
$20.5 million. Over this same period assets grew 46%.

Liquidity remains strong with net liquid assets to net liquid liabilities of 65.13%. This liquidity position will serve us well as we adapt to rate
environments and position ourselves to take advantage of opportunities in the future.

In May of 2020, Director Mary L. Schaffer reached the mandatory retirement age for directors and ends a long and successful career at The First. Mrs.
Schaffer joined the board in 1997 while she was employed by the bank as an Executive Vice President/Senior Lender. As an employee and director,
her dedication, guidance and expertise enabled the bank to prosper and grow to the institution it is today.

Looking ahead to 2021, we are excited with promise of recently implemented projects and future initiatives. In early January, we began an After Hours
Call Center which is currently handled daily by two of our branch customer service representatives. Since the implementation of the call center, it has
been well received by customers and we hope its success continues. In mid-first quarter 2021, we will be converting our debit card platform to our
current core provider. This conversion will allow for greater integration across all of our customer facing platforms and a better customer experience
with additional security features along with state-of-the-art technological features. We feel we will be positioned to operate our debit card platform for
years to come.

We thank you again for your loyalty and support and hope everyone has a happy and healthy 2021.

Daniel J. Schaffer
President



FNB Bancorp, Inc and Subsidiaries
Financial Highlights
(In thousands, except per share data)
December 31,

2020 2019 2018 2017 2016

Year-end
Assets $1,148,374 $ 946,906 $ 930,710 $ 921,912 $ 905,103
Investment securities 535,667 455,042 466,689 485,015 480,222
Loans, net 401,259 372,707 376,956 360,299 339,438
Deposits 1,003,481 816,619 823,881 816,539 799,499
Stockholders' equity 103,427 92,652 74,910 74,374 75,122
Trust assets at fair value 785,273 735,423 665,374 700,305 631,941
For the year
Interest income $ 27,133 $ 28,946 $ 27,571 $ 25,152 $ 24,088
Interest expense 903 883 954 1,018 1,108
Net interest income 26,230 28,063 26,617 24,134 22,980
Provision (credit) for possible

loan losses 838 (54) 1,886 1,383 83
Net interest income after

provision (credit) for possible

loan losses 25,392 28,117 24,731 22,751 22,897
Noninterest income 6,724 6,485 7,322 6,218 6,356
Noninterest expense 20,575 21,068 21,842 20,524 20,877
Income before income taxes 11,541 13,534 10,211 8,445 8,376
Income taxes 1,786 2,174 1,380 3,812 2,025
Net income $ 9,755 $ 11,360 $ 8,831 $ 4,633 $ 6,351
Cash dividends paid $ 2,943 $ 2,887 $ 2,837 $ 2,877 $ 2,837
Per share data
Net income - basic and diluted $ 13.90 $ 16.03 $ 12.32 $ 6.37 $ 8.58
Cash dividends 4.20 4.08 3.96 3.96 3.84
Stock price 219.75 223.25 199.00 187.75 182.50
Performance ratios
Return on average assets 0.92% 1.21% 0.93% 0.50% 0.70%

Return on average equity 9.44% 13.05% 12.44% 5.89% 7.67%
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& SNODGRASS

CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

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, 2020
and 2019; 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, 2020 and
2019, 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.

S \ N A
L\ l'P\ ‘:}f.\_'l’.‘_.:f'_‘ DOLN, v

Cranberry Township, Pennsylvania
March 12, 2021

S.R. Snodgrass, P.C. ® 2009 Mackenzie Way, Suite 340 e Cranberry Township, Pennsylvania 16066 e Phone: 724-934-0344 e Fax: 724-934-0345



FNB BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

(In thousands, except share data)

2020

ASSETS
Cash and due from banks
Investment securities available for sale
Loans
Less allowance for loan losses

Net loans

Premises and equipment
Bank-owned life insurance
Regulatory stock

Accrued interest and other assets

TOTAL ASSETS

LIABILITIES
Deposits:
Noninterest-bearing demand deposits
Interest-bearing demand deposits
Money market deposits
Savings
Time deposits
Total deposits

Short-term borrowings
Other liabilities

TOTAL LIABILITIES

STOCKHOLDERS' EQUITY

Common stock - authorized, 10,000,000 shares
of $10 par value; issued 1,080,000 shares;
outstanding 699,326 shares in 2020 and
704,352 shares in 2019

Additional paid-in-capital

Retained earnings

Accumulated other comprehensive loss

Treasury stock - at cost, 380,674 shares in 2020
and 375,648 shares in 2019

TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY

See accompanying notes to the consolidated financial statements.
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December 31,

§ 170,025
535,667
406,619

5,360

401,259

9,702
23,316
554

7,851

$1,148,374

$ 462,393
69,805
33,705

390,708

46,870

1,003,481

29,662
11,804

1,044,947

10,800

1,400

143,121
(32)

(51,842)
103,427

$ 1,148,374

2019

§ 76,569
455,042
377,226

4,519

372,707

9,808
22,769
589

9,422

8 946906

§ 348,758
60,477
32,862

324,146

50,376

816,619

25,851
11,784

854,254

10,800

1,400

136,309
(5,105)

(50,752)
92,652

$ 946,906



FNB BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF INCOME
(In thousands, except share and per share data)

Year Ended December 31,
2020 2019
INTEREST AND DIVIDEND INCOME
Loans, including fees $ 17,263 $ 17,387
Investment securities:
Taxable 8,419 9,357
Exempt from federal income tax 1,096 1,219
Other investment income 355 983
Total interest income 27,133 28,946
INTEREST EXPENSE
Interest-bearing deposits 829 815
Short-term borrowings 74 68
Total interest expense 903 883
NET INTEREST INCOME 26,230 28,063
Provision (credit) for loan losses 838 (54)
NET INTEREST INCOME AFTER
PROVISION (CREDIT) FOR LOAN LOSSES 25,392 28,117
OTHER INCOME
Trust and wealth management division 3,430 3,452
Service fees on deposit accounts 339 584
Investment securities gains (losses), net 109 (79)
Loss on sale of loans - (326)
Other service charges and fees 2,094 2,055
Earnings on bank-owned life insurance 547 548
Other 205 251
Total other income 6,724 6,485
OTHER EXPENSE
Salaries and employee benefits 12,219 12,440
Occupancy and equipment 2,608 2,777
Data processing 1,542 1,558
Stationery and supplies 247 256
Advertising 214 282
Federal deposit insurance 71 173
Other 3,674 3,582
Total other operating expense 20,575 21,068
Income before income taxes 11,541 13,534
Income taxes 1,786 2,174
NET INCOME S 975 _$ 11,360
EARNINGS PER SHARE $§ 13.90 $ 16.03
CASH DIVIDENDS PER SHARE $ 420 § 4.08
WEIGHTED-AVERAGE SHARES OUTSTANDING 701,970 708,460

See accompanying notes to the consolidated financial statements.



FNB BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

(In thousands)

Net income

Other comprehensive income:
Investment securities available for sale:
Unrealized gains on available-for-sale securities
Tax effect
Reclassification adjustment for net (gains) losses realized
in net income
Tax effect
Net of tax amount
Pension plan adjustment:
Change in unrecognized pension costs
Tax effect
Net of tax amount
Total other comprehensive income
Comprehensive income

See accompanying notes to the consolidated financial statements.
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Year Ended December 31,
2020 2019
$ 9,755 $ 11,360
9,810 14,106
(2,059) (2,963)
(109) 79
23 a7
7,665 11,205
(3,306) -
694 -
(2,612) -
5,053 11,205
$ 14,808 $ 22,565



Balance, December 31, 2018

Net income
Other comprehensive income

Purchase of 9,250 shares of treasury stock
Cash dividends declared
($4.08 per share)

Balance, December 31, 2019

Net income
Other comprehensive income

Purchase of 5,026 shares of treasury stock
Cash dividends declared
($4.20 per share)

Balance, December 31, 2020

FNB BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
(In thousands, except share and per share data)

Accumulated
Additional Other
Common Paid-In Retained Comprehensive Treasury

Stock Capital Earnings Loss Stock Total
$ 10,800 $ 1,400 $ 127,836 $ (16,310) § (48816) § 74,910
11,360 11,360

11,205 11,205
(1,936) (1,936)
(2,887) (2,887)

$ 10,800 $ 1,400 $ 136,309 § (5,105) $§ (50,752) $§ 92,652
9,755 9,755

5,053 5,053
(1,090) (1,090)
(2,943) (2,943)

$ 10,800 $ 1,400 $ 143,121 $ (52) $ (51,842) § 103,427

See accompanying notes to the consolidated financial statements.




FNB BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS

(In thousands)

OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Provision (credit) for loan losses
Depreciation
Investment securities (gains) loss, net
Amortization of investment security premiums
and accretion of discounts, net
Deferred taxes
Earnings on bank-owned life insurance
Loss on sale of other loans
(Increase) decrease in accrued interest receivable
Amortization of leases
Decrease in accrued interest payable
Decrease in accrued pension
Other, net
Net cash provided by operating activities

INVESTING ACTIVITIES
Investment securities available for sale:
Proceeds from maturities
Proceeds from sales
Purchases
Redemption of regulatory stock
Purchase of regulatory stock
Proceeds from sale of loans
Net (increase) decrease in loans
Purchase of premises and equipment

Net cash (used for) provided by investing activities
FINANCING ACTIVITIES
Net increase in demand and savings deposits
Net decrease in time deposits
Increase in short-term borrowings

Cash dividends
Purchase of treasury stock

Net cash provided by (used for) financing activities
Increase in cash and cash equivalents
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR

Disclosure of Non-Cash Information:
Initial recognition of operating lease right-of use assets
Initial recognition of operating lease obligations

See accompanying notes to the consolidated financial statements.
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Year Ended December 31,

2020 2019
$ 9,755 $ 11,360
838 (54)
950 918
(109) 79
2,105 1,095
339 459
(547) (548)
- 326
(257) 204
14 21
) )
(2,691) (1,481)
(462) (334)
9,933 12,043
160,767 75,716
23,804 94,679
(257,489) (145,737)
36 1
(1) (1)
- 1,846
(29,390) 2,131
(844) (1,107)
(103,117) 27,528
190,368 1,434
(3,506) (8,696)
3,811 2,948
(2,943) (2,887)
(1,090) (1,936)
186,640 (9,137)
93,456 30,434
76,569 46,135
$ 170,025 $ 76,569
$ - $ 4352
$ - $ 4352



FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

(In thousands, except per share data and percentages)

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)
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FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

(In thousands, except per share data and percentages)

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 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,
2020 or 2019.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoft 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)
12



FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

(In thousands, except per share data and percentages)

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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FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

(In thousands, except per share data and percentages)

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

The Company is required to present comprehensive income in a full set of general-purpose financial statements for
all periods presented. Other comprehensive income 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 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 2020 and 2019 was $905 and $885, respectively. Income tax payments totaled $1,250 in
2020 and $1,325 in 2019. There were no loans transferred to foreclosed assets for the years ended December 31,
2020 and 2019.

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.

NOTE 2 - REVENUE RECOGNITION

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 2020 2019
Trust and wealth management fees $ 3,430 $ 3,452
Service fees on deposit accounts 339 584
Other service charges and fees:

VISA check card 1,641 1,641

Other fees 453 414
Investment securities gains (losses), net (a) 109 (79)
Sale of loans, loss (a) - (326)
Earnings on bank-owned life insurance (a) 547 548
Other 205 251

Total noninterest income $ 6,724 $ 6,485

(a) Not within scope of Topic 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:

2020
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
U.S. treasury securities $ 21,944  $ 601 $ - 3 22,545
U.S. government agency securities 136,120 1,895 (219) 137,796
Obligations of states
and political subdivisions 61,252 2,264 (52) 63,464
Mortgage-backed securities of
government-sponsored entities 303,760 8,351 (249) 311,862
Total $ 523,076  $ 13,111 $ (5200 § 535,667
2019
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 $ 4207 S (1,317)  $ 455,042

(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, 2020 and 2019.

U.S. government agency securities
Obligations of states and
political subdivisions
Mortgage-backed securities of
government-sponsored entities

Total

U.S. treasury securities
U.S. government agency securities
Obligations of states and
political subdivisions
Mortgage-backed securities of
government-sponsored entities
Total

2020
Less than Twelve Months Twelve Months or Greater Total
Number Gross Gross Gross
of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses
22 $ 42,059 $ (190)  $ 4,667 $ 29) §$ 46,726 $ (219
10 7,373 (45) 891 7 8,264 (52)
23 43,927 (234) 5,633 (15) 49,560 (249)
55 $ 93,359 $ (469) $ 11,191 $ (51) $§ 104,550 $  (520)
2019
Less than Twelve Months Twelve Months or Greater Total
Number Gross Gross Gross
of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses
3 $ - $ - $ 5,938 $ 23) $ 5,938 $ (23)
37 13,592 (204) 51,914 (212) 65,506 (416)
2 654 (12) 809 (1) 1,463 (13)
70 63,078 (437) 52,018 (427) 115,096 (864)
112 $ 77,324 $ (653) $ 110,679 $ (663) $ 188,003 $ (1,316)

The Company reviews its position quarterly and has asserted that at December 31, 2020, 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, 2020, 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.

Due in one year or less (2021)

Due after one year through five years (2022 - 2025)
Due after five years through ten years (2026 - 2030)
Due after ten years (2031 and beyond)

Total

(Continued)
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Available for Sale
Amortized Fair
Cost Value
$ 17,984 $ 18,148
77,047 79,413
138,316 141,268
289,729 296,838
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FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

(In thousands, except per share data and percentages)

NOTE 3 - INVESTMENT SECURITIES (Continued)

Proceeds from sales of investment securities were $23,804 and $94,679 during 2020 and 2019, respectively. Gross
gains on 2020 and 2019 sales were $168 and $292, respectively. Gross losses on 2020 and 2019 sales were $59
and $371, respectively.

Investment securities with carrying values of $163,105 and $142,396 at December 31, 2020 and 2019, 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:

2020 2019
Real estate:

One-to-four family $ 154,458 $ 153,347
Construction 24,054 16,193
Commercial 151,865 155,611
Commercial, industrial, and agricultural 73,859 49,752
Individual, other 2,983 2,202
407,219 377,105
Net deferred loan fees (600) 121
Less allowance for loan losses 5,360 4,519
Net loans $ 401,259 $ 372,707

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, 2020 and 2019, the Company had
approximately $165 million and $163 million, respectively, of outstanding loans to real estate agents, brokers, and
property managers in southeastern Pennsylvania and neighboring communities. At December 31, 2020 and 2019,
the company also had approximately $23 million and $43 million, respectively, of outstanding loans to public
administration. Although, the Company has a diversified loan portfolio at December 31, 2020 and 2019, loans
outstanding to individuals and businesses are dependent upon the local economic conditions in its immediate trade
area.

During 2020 the Company participated in the Paycheck Protection Program (‘PPP’), administered directly by the
U.S. Small Business Administration (SBA). The PPP provides loans to small business who were affected by
economic conditions as a result of COVID-19 to provide cash-flow assistance to employers who maintain their
payroll (including healthcare and certain related expenses), mortgage interest, rent, leases, utilities and interest on
existing debt during the COVID-19 emergency. As of December 31, 2020, the Company had outstanding principal
balances of $27.4 million. The PPP loans are fully guaranteed by the SBA and may be eligible for forgiveness by
the SBA to the extent that the proceeds are used to cover eligible payroll costs, interest costs, rent, and utility costs
over a period of up to 24 weeks after the loan is made as long as certain conditions are met regarding employee
retention and compensation levels. PPP loans deemed eligible for forgiveness by the SBA will be repaid by the
SBA to the Company. PPP loans are included in the Commercial, Industrial and Agricultural loan category.

In accordance with the SBA terms and conditions on these PPP loans, the Company received approximately $1.6
million in fees associated with the processing of these loans. Upon funding of the loan, these fees were deferred and
will be amortized over the life of the loan as an adjustment to yield in accordance with FASB ASC 310-20-25-2.

(Continued)
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NOTE 4 — LOANS (Continued)

As of December 31, 2020, approximately 110 of our clients had requested loan payment deferrals or payments of
interest only on loans totaling $70.5 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
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:

e 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.

e 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.

e Factor Three - Changes in the nature and volume of the portfolio and in terms of loans.

e Factor Four - Changes in the experience, ability, and depth of lending management and other relevant
staff.

e 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.

e Factor Six - Changes in the quality of the institution’s loan review system.

e Factor Seven - Changes in the value of underlying collateral for collateral-dependent loans.

e Factor Eight - The existence and effect of any concentration of credit, and changes in the level of
such concentrations.

e 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.

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

These qualitative factors are reviewed each quarter and adjusted based on relevant changes within the
portfolio. During 2020 Factor Two was increased for all loan categories due to the uncertainty of the
COVID-19 pandemic on the portfolio. Additionally, Factor Nine was increased for all loan categories as the
pandemic continued. 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.

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.

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.

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

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 $5.4 million adequate to cover loan
losses inherent in the loan portfolio at December 31, 2020.

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

Allowance for loan losses:

Beginning balance
Charge-offs
Recoveries
Provision
Total balance
Loans individually
evaluated for
impairment
Loans collectively
evaluated for
impairment
Total balance
Loans:

Loans individually
evaluated for
impairment

Loans collectively
evaluated for
impairment

Total balance

2020
One-to-Four Commercial,
Family Real Construction Commercial Industrial, and
Estate Real Estate Real Estate Agricultural Individual Total
$ 1,423 $ 299 $ 2,483 $ 297 $ 17 § 4519
- - - - 3 3
294 255 239 63 (13) 838
$ 1,717 $ 554 $ 2,722 $ 360 $ 7 $ 5,360
$ - 8 - 8 - 8 - 8 - 3 -
1,717 554 2,722 360 7 5,360
$ 1,717 $ 554 $ 2,722 $ 360 $ $§ 5360
$ 1,148 $ 278 $ 1,397 $ - $ - 2,823
153,310 23,776 150,468 73,859 2,983 404,396
$ 154,458 $ 24,054 $ 151,865 $ 73,859 $ 2,983 $ 407,219
(Continued)
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NOTE 5 - ALLOWANCE FOR LOAN LOSSES (Continued)

Loans by Segment (Continued)

Allowance for loan losses:

Beginning balance
Charge-offs
Recoveries
Provision

Total balance

Loans individually
evaluated for
impairment

Loans collectively
evaluated for
impairment

Total balance

Loans:

Loans individually
evaluated for
impairment

Loans collectively
evaluated for
impairment

Total balance

2019
One-to-Four Commercial,
Family Real Construction Commercial Industrial, and
Estate Real Estate Real Estate Agricultural  Individual Total
$ 1,394 § 539§ 2336 §$ 257§ 31 $ 4557
- 14 - - 2 16
29 (254) 147 40 (16) (54)
$ 1,423 § 299 § 2483 § 297  § 17 § 4519
$ - 8 - 8 - 8 - 8 - $ -
1,423 299 2,483 297 17 4,519
$ 1,423 § 299  § 2483 $ 297  § 17§ 4519
$ 287  § 278§ 1,006 $ -3 - $ 1,661
153,060 15,915 154,515 49,752 2,202 375,444
$ 153347 § 16,193 § 155611 $ 49,752 § 2202 $ 377,105
(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,
2020 and 2019. 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.

2020
Loans Independently Reviewed
One-to-Four Commercial,
Family Construction Commercial  Industrial, and
Real Estate Real Estate Real Estate Agricultural Individual Total
Pass $ 151,871 $ 23221 $ 148,001 $ 73,685 § 2983 § 399,761
Special Mention - - 1,805 174 - 1,979
Substandard 2,587 833 2,059 - - 5,479
Doubtful - - - - - -
Loss - - - - - -
Total § 154458 § 24054 § 151,865 $ 73,859 § 2983 § 407,219
2019
Loans Independently Reviewed
One-to-Four Commercial,
Family Construction Commercial  Industrial, and
Real Estate Real Estate Real Estate Agricultural Individual Total
Pass $ 151,062 § 15717 $ 153,767 S 49,752 $ 2202 $ 372,500
Special Mention - - - - - -
Substandard 2,285 476 1,844 - - 4,605
Doubtful - - - - - -
Loss - - - - - -
Total $ 153347 $§ 16,193 § 155611 $ 49,752 § 2202 $ 377,105
(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, 2020 and 2019.

One-to-four family
real estate
Construction real estate
Commercial real estate
Commercial, industrial,
and agricultural
Individual

Total

One-to-four family

real estate
Construction real estate
Commercial real estate
Commercial, industrial,

and agricultural
Individual

Total

2020
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
$ 1,337 $ - $ 670 $ 2,007 $ 152,451 $ 154,458 $ - $ 1,219
- - - - 24,054 24,054 - 278
378 - - 378 151,487 151,865 - 1,397
- - - - 73,859 73,859 - -
- - - - 2,983 2,983 - -
$ 1,715 $ - $ 670 $ 2,385 $ 404,834 $ 407,219 $ - $ 2894
2019
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
$ 299 $ - $ 75 $ 374 $ 152,973 $ 153,347 $ - $ 287
- - - - 16,193 16,193 - 278
- - 50 50 155,561 155,611 - 1,096
- - - - 49,752 49,752 - -
- - - - 2,202 2,202 - -
$ 299 $ - $ 125 $ 424 $ 376,681 $ 377,105 $ - $ 1,661

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 2020 and 2019, interest income would have been increased by
approximately $48 and $34, 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.

2020
Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment Balance Allowance Investment Recognized
With no related allowance recorded:
One-to-four family real estate $ 1,148 $ 1,148 $ - $ 292 $ 15
Construction real estate 278 278 - 278 12
Commercial real estate 1,397 1,397 - 951 38
With an allowance recorded:
One-to-four family real estate $ - $ - $ - $ - $ -
Construction real estate - - - - -
Commerical real estate - - - - -
Total:
One-to-four family real estate $ 1,148 $ 1,148 $ - $ 292 $ 15
Construction real estate 278 278 - 278 12
Commerical real estate 1,397 1,397 - 951 38
(Continued)
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NOTE 5 - ALLOWANCE FOR LOAN LOSSES (Continued)

Impaired Loans (Continued)

2019

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 - - - - R
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

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.

2020
Pre-Modification Post-Modification
Outstanding Outstanding
Number of Recorded Recorded
Troubled Debt Restructurings Contracts Investment Investment
Real Estate:
Commercial 3 $ 1,317  $ 1,317
Total 3 $ 1,317 $ 1,317
2019
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

Concessions granted for the borrowers in 2020 and 2019 included modifications of terms including periods of
interest-only payments. During the years ended December 31, 2020 and 2019, 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:

2020 2019
Land $ 4,130 $ 4,130
Buildings and improvements 15,389 15,355
Furniture, fixtures, and equipment 11,818 11,009
31,337 30,494
Less accumulated depreciation 21,635 20,686
Total $ 9,702 $ 9,808

Depreciation charged to operations was $950 and $918 in 2020 and 2019, respectively.
NOTE 7 - DEPOSITS

The scheduled maturities of certificates of deposit and individual retirement accounts at December 31, 2020, are
adjusted to $26,424, $7,894, $5,714, $4,338, $2,376 and $124 during 2021, 2022, 2023, 2024, 2025, and thereafter,
respectively.

The aggregate of all time deposit accounts of $250 or more amounted to $2,827 and $2,578 at December 31, 2020
and 2019, 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, 2020 and 2019 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:

2020 2019
Balance at year-end $ 29,662 $ 25,851
Maximum amount outstanding at any month-end 31,227 30,867
Average balance outstanding during the year 28,283 26,667
Weighted-average interest rate:
As of'year-end 0.25% 0.25%
Paid during the year 0.26% 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, 2020,
is approximately $219.2 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.
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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:

2020 2019
Securities pledged for repurchase agreements
U.S. treasury securities $ 18,465 $ 18,105
U.S. government agency securities 27,750 26,784
Total collateral pledged $ 46,215 $ 44,889
Gross amount of recognized liabilities
for repurchase agreements $ 29,662 $ 25,851

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:

2020 2019
Commitments to extend credit $ 84,252 $ 87,178
Standby letters of credit and financial guarantees 3,641 5,408
Total $ 87,893 $ 92,586

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, 2020 and 2019, a substantial
portion of its debtors’ ability to honor their contracts is dependent upon the local economic sector.
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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, 2020, right of use assets representing
operating leases amounted to $3.6 million and have remaining lease terms of 1 to 16 years. As of December 31,
2020, the company had no financing leases. Lease costs incurred were entirely operating lease costs with
approximate rent payments being made. As of December 31, 2020, the weighted average term for operating leases
is 12 years and the weighted average discount rate is 3.12%. The following table displays the undiscounted cash
flows due related to operating leases as of December 31, 2020, along with a reconciliation to the discounted
amount recorded on the December 31, 2020 balance sheet:

Undiscounted cash flows Operating Lease

due within: Payments:

2021 $ 481

2022 481

2023 487

2024 480

2025 239

Thereafter 2,242

Total payments $ 4,410

Discounted payments 3,650
Impact of present value discount $ (760)

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:

2020 2019

Current $ 1,447 $ 1,715
Deferred 339 459
Total $ 1,786 $ 2,174

(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:

2020 2019
DEFERRED TAX ASSETS:
Allowance for loan losses $ 1,126 $ 949
Deferred loan fees PPP 152 -
Accrued pension obligation 2,658 1,964
Provision for loan commitment 90 95
Lease liability 767 842
Other 15 19
DEFERRED TAX LIABILITIES:
Deferred loan origination fees, net (338) (333)
Unrealized gain on securities available for sale (2,644) (607)
Premises and equipment (426) (342)
ROU assets (758) (836)
Accrued pension costs (1,886) (1,321)
Prepaid expenses (120) (106)
Net deferred tax (liability) asset $ (1,364) § 324

No valuation allowance was established for the deferred tax assets at December 31, 2020 or 2019, 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:

2020 2019
% of Pretax % of Pretax
Amount Income Amount Income

Provision at statutory rate $ 2,424 21.0 % $ 2,842 21.0 %

Effect of tax-exempt income (498) (4.3) (557) 4.1)

Other (140) (1.2) (111) (0.8)

Total income taxes, and

effective rate $ 1,786 155 % $ 2,174 16.1 %

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.
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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 2016 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, 2020 and 2019, by asset category are
as follows:

2020 2019

Cash and cash equivalents 9.79 % 798 %
U.S. government agencies 0.40 2.26
Common stock 48.03 42.04
Preferred stock 0.23 0.32
Mutual funds 26.84 27.85
Municipal bonds 14.71 19.55

Total 100.00 % 100.00 %
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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:

Change in benefit obligation:
Benefit obligation at beginning of year
Service cost
Interest cost
Benefit payments
Actuarial gain
Benefit obligation at end of year

Change in plan assets:
Fair value of plan assets at beginning of year
Employer contribution
Benefit payments
Actual return on plan assets
Fair value of plan assets at end of year

Funded status

Amounts recognized in accumulated other
comprehensive loss consist of:

Net loss
Prior service costs
Total

Amounts included in accumulated other comprehensive loss
expected to be amortized in net periodic benefit cost for next
year consist of:

Unrecognized prior service cost
Unrecognized net loss

Total

2020

$ 37,061
1,131
1,098

(1,420)
7,682

45,552

33,922
3,600
(1,420)
5,696

41,798
$ (3,754)

2020

§ 12,658

§ 12,658

2020

$ -
823

$ 823

2019

$ 32,031
903
1,184
(977)
3,920

37,061

27,410
2,300

(977)
5,189

33,922
EEREDY

2019

$ 9,352

$ 9,352

2019

$ -
555

$ 555

The accumulated benefit obligation for the defined benefit pension plan was $34,225 and $28,020 at December 31,

2020 and 2019, respectively.

Projected benefit obligation
Accumulated benefit obligation
Fair value of plan assets

(Continued)
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NOTE 11 - EMPLOYEE BENEFITS (Continued)

Components of Net Periodic Benefit Cost

2020 2019

Net periodic benefit cost recognized for year:

Service cost $ 1,131 $ 903

Interest cost 1,098 1,184

Expected return on plan assets (2,269) (1,872)

Amortization of prior service cost - 7

Amortization of net loss 949 597
Net periodic benefit cost $ 909 § 819

Assumptions

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

2020 2019
Weighted-average assumptions for year:
Postretirement discount rate 2.84% 3.94%
Rate of compensation increases 4.50% 4.50%
Expected long-term rate of return on plan assets 6.50% 6.75%

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

2020 2019
Weighted-average assumptions at end of year:
Postretirement discount rate 1.94% 2.84%
Rate of compensation increases 4.50% 4.50%
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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, 2020 and 2019:

December 31, 2020

Level I Level Il Level 111 Total
Assets:
Cash and cash equivalents $ 4,092 $ - $ - $ 4,092
U.S. government agencies 167 - - 167
Common stock 20,076 - - 20,076
Preferred stock 95 - - 95
Mutual funds 11,220 - - 11,220
Municipal bonds - 6,148 - 6,148
Total assets at fair value $ 35,650 $ 6,148 $ - $ 41,798
December 31, 2019
Level I Level II Level 111 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

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, 2020 or 2019.

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.
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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 2021 contribution to its defined benefit plan is expected to be $1,600.

Expected benefit payments for the next ten years:

2021 $ 5,584
2022 2,282
2023 2,158
2024 1,959
2025 2,244
2026 through 2030 14,648

$ 28,875

The expected long-term rate of return on plan assets of 6.50 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 $233 and $175 for the years ended December 31,
2020 and 2019.

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, 2020 and 2019.

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.
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NOTE 12 - REGULATORY MATTERS (Continued)
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 2021, without approval of the
OCC, approximates $12,658 plus 2021 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, 2020, that the Bank meets all capital adequacy requirements
to which it is subject.

In November 2019, federal bank regulatory agencies finalized a rule that simplifies capital requirements for
community banks by allowing them to optionally adopt a simple leverage ratio to measure capital adequacy, which
removes requirements for calculating and reporting risk-based capital ratios for a qualifying community bank that
has less than $10 billion in total consolidated assets, limited amounts of off-balance-sheet exposures and trading
assets and liabilities, and a leverage ratio greater than 9 percent. The community bank leverage ratio framework
was effective on January 1, 2020. The Company has elected to adopt the optional community bank leverage ratio
framework in the first quarter of 2020.

In April 2020, the federal banking regulatory agencies modified the original Community Bank Leverage Ratio
(CBLR) framework and provided that, as of the second quarter 2020, a banking organization with a leverage ratio
of 8 percent or greater and that meets the other existing qualifying criteria may elect to use the community bank
leverage ratio framework. The modified rule also states that the community bank leverage ratio requirement will
be greater than 8 percent for the second through fourth quarters of calendar year 2020, greater than 8.5 percent for
calendar year 2021, and greater than 9 percent thereafter. The transition rule also maintains a two-quarter grace
period for a qualifying community banking organization whose leverage ratio falls no more than 100 basis points
below the applicable community bank leverage ratio requirements.

As of December 31, 2020, 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.
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NOTE 12 - REGULATORY MATTERS (Continued)

The leverage ratio of the Bank, which does not differ significantly from the Company’s capital position, at

December 31, 2020, is as follows:

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 2020
Tier 1 capital
(to average assets) $ 101,944 9.02% $ 45,209 4.00% $ 56,511 5.00%

The following table presents the total risk-based, Tier 1 risk-based, Tier 1 common equity, and Tier 1 leverage
ratios of the Bank as of December 31, 2019. The capital position of the Bank does not differ significantly from the

Company’s capital position.

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 2019
Total capital
(to risk-weighted assets) $ 102,728 23.50% $ 34,978 8.00% $ 43,722 10.00%
Tier I capital
(to risk-weighted assets) $ 97,757 22.36% $ 26,233 6.00% $ 34,978 8.00%
Common equity Tier 1 capital
(to risk-weighted assets) $ 97,757 22.36% $ 19,675 4.50% $ 28,419 6.50%
Tier I capital
(to average assets) $ 97,757 10.35% $ 37,766 4.00% $ 47,207 5.00%

NOTE 13 - FAIR VALUE MEASUREMENTS

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.
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NOTE 13 - FAIR VALUE MEASUREMENTS (Continued)

The following tables present the assets reported on the Consolidated Balance Sheet at their fair value as of
December 31, 2020 and 2019 and indicate the fair value hierarchy of the valuation techniques utilized by the

Company to determine such fair value.

Assets measured on a recurring basis:
Investment securities available for sale:

U.S. treasury securities

U.S. government agency securities

Obligations of states and political
subdivisions

Mortgage-backed securities of
government-sponsored entities

Total securities available for sale

Assets measured on a recurring basis:
Investment securities available for sale:

U.S. treasury securities

U.S. government agency securities

Obligations of states and political
subdivisions

Mortgage-backed securities of
government-sponsored entities

Total securities available for sale

There were no assets measured at fair value on a non-recurring basis at December 31, 2020 and 2019.

Investment Securities

December 31, 2020
Level I Level I Level 11T Total
$ - $ 22,545 $ - $ 22,545
- 137,796 - 137,796
i 63,464 . 63,464
- 311,862 - 311,862
- $ 535,667 $ - $ 535,667
December 31, 2019
Level I Level I Level 11T Total
- $ 22,086 $ - $ 22,086
- 125,147 - 125,147
- 45,879 - 45,879
- 261,930 - 261,930
- $ 455,042 $ - $ 455,042

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 I1 Level 111 Fair Value
Financial assets:
Cash and due from banks (1) $ 170,025 $ 170,025 $ - $ - $ 170,025
Net loans 401,259 - - 399,122 399,122
Accrued interest receivable (1) 2,898 2,898 - - 2,898
Bank-owned life insurance (1) 23,316 23,316 - - 23,316
Regulatory stock (1) 554 554 - - 554
Financial liabilities:
Deposits $1,003,481 $ 956,611 $ - $ 47,032 $1,003,643
Short-term borrowings (1) 29,662 29,662 - - 29,662
Accrued interest payable (1) 19 19 - - 19
(1) This financial instrument is carried at cost at December 31, 2020, which approximates the fair value of the
instrument.
2019
Carrying Total
Value Level I Level I1 Level 111 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.
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NOTE 15 - ACCUMULATED OTHER COMPREHENSIVE LOSS

The activity in accumulated other comprehensive loss for the year ended December 31, 2020 and 2019, is as

follows:

Balance at December 31, 2019

Other comprehensive (loss) income before reclassifications
Amounts reclassified from accumulated other comprehensive loss
Period change

Balance at December 31, 2020

Balance at December 31, 2018
Other comprehensive (loss) income before reclassifications
Amounts reclassified from accumulated other comprehensive loss

Period change

Balance at December 31, 2019

(1) All amounts are net of tax.

Accumulated Other Comprehensive Income (Loss) @
Defined Unrealized
Benefit Gains (Losses)
Pension on Securities
Plan Available for Sale Total
$  (7,388) $ 2,283 $ (5,105
(3,362) 7,751 4,389
750 (86) 664
(2,612) 7,665 5,053
$  (10,000) $ 9,948 $ (52)
Accumulated Other Comprehensive Income (Loss) e
Defined Unrealized
Benefit Gains (Losses)
Pension on Securities
Plan Available for Sale Total
$  (7,388) $ (8,922 $ (16,310)
(477) 11,143 10,666
477 62 539
- 11,205 11,205
$  (7,388) $ 2,283 $ (5105

(2) Negative amounts represent debits to accumulated other comprehensive income (loss) and positive amounts

represent credits.

(Continued)
41



FNB Bancorp, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2020 and 2019

(In thousands, except per share data and percentages)

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, 2020 and 2019.

Amt Reclassified from Amt Reclassified from

Details about Accumulated Other Comprehensive

Loss Components

Accumulated Other
Comprehensive Loss
for the Year Ended
December 31, 2020

Accumulated Other
Comprehensive Loss
for the Year Ended
December 31, 201 9

Affected Line Item in the

Consolidated Statement of Income

Securities available for sale ":

Net securities gains reclassified into earnings $ 109 $ (79) Investment securities gains (losses), net
Related income tax expense (23) 17 Income taxes
Net effect on accumulated other comprehensive
loss for the period 86 (62)
Defined benefit pension plan @,
Amortization of net loss and prior service costs (949) (604) Other expense
Related income tax expense 199 127 Income taxes
Net effect on accumulated other comprehensive
loss for the period (750) (477)
Total reclassifications for the period $(664) $ (539)
8 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 — RISKS AND UNCERTAINTIES

The impact of the COVID-19 pandemic is fluid and continues to evolve, adversely affecting many of the
Company’s customers. The pandemic and its associated impacts on trade, travel, employee productivity,
unemployment and consumer spending has resulted in less economic activity and volatility and disruption in
business, financial condition, and results of operations is currently uncertain and will depend on various
developments and other factors, including, among others, the duration and scope of the pandemic, as well as
governmental, regulatory, and private sector responses to the pandemic, and the associated impacts on the
economy, financial markets and other customers, employees and vendors. While the full effects of the pandemic
remain unknown, the Company is committed to supporting its customers, employees and communities during this
difficult time.

NOTE 17 - SUBSEQUENT EVENTS

The Company has reviewed events occurring through March 12, 2021, the date the financial statements were
issued, and no subsequent events occurred requiring accrual or disclosure.
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LOCATIONS

NEWTOWN
(Corporate Headquarters)
40 South State Street, Newtown, PA 18940
215-860-9100
DOYLESTOWN
Park Terrace Office Center
275 South Main Street, Doylestown, PA 18901
215-340-0500
FAIRLESS HILLS
Deon Square Shopping Center
500 Oxford Valley Road, Fairless Hills, PA 19030
215-547-6410
JAMISON
2370 York Road, Jamison, PA 18929
215-343-9366
LANGHORNE
201 South Bellevue Avenue, Langhorne, PA 19047
215-757-1577
LEVITTOWN
Langhorne Square Shopping Center
1279 East Lincoln Highway, Levittown, PA 19056
215-946-8400
RICHBORO
832 Second Street Pike, Richboro, PA 18954
215-355-8211
SOLEBURY
Routes 179 and 202, New Hope, PA 18938
215-862-2600

WARMINSTER
Center Point Place
910 West Street Road, Warminster, PA 18974
215-442-1544
WASHINGTON CROSSING
1121-1 General Washington Memorial Blvd.
Washington Crossing, PA 18977
215-493-4088
WRIGHTSTOWN
Route 413 and Windybush Road
Wrightstown, PA 18940
215-598-7101
YARDLEY ROAD
773 Newtown-Yardley Road, Newtown, PA 18940
215-968-3884
TRUST AND WEALTH
MANAGEMENT DIVISION
34 South State Street, Newtown, PA 18940
215-968-4872
ALSO CONTACT US AT:
ON-LINE BANKING
www.fnbn.com
215-579-3415
On-line banking manager at fnbn.com
PHONE FIRST
215-860-4580
CUSTOMER SERVICE
215-860-9100
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