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INDEPENDENT AUDITOR’S REPORT

To the Audit Committee and Board of Directors
of Dart Financial Corporation
Report on the Consolidated Financial Statements
We have audited the accompanying consolidated financial statements of Dart Financial Corporation, which
are comprised of the consolidated balance sheets as of December 31, 2018 and 2017, and the related
consolidated statements of income, comprehensive income, shareholders’ equity and cash flows for the years
then ended, and the related notes to the consolidated financial statements.
Management’s Responsibility for the Consolidated 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 audits 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.
-1Insight. Oversight. Foresight.®
Known Internationally as Moore Stephens Doeren Mayhew, P.C. An Independent Firm Associated With Moore Stephens International Limited.

Auditor’s Responsibility (Continued)
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Dart Financial Corporation as of December 31, 2018 and 2017, and the
results of their operations and their cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

Troy, Michigan
February 8, 2019
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DART FINANCIAL CORPORATION
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2018 AND 2017
2018

Assets
Cash and cash due from banks
Restricted cash
Federal funds sold

$

Total cash and cash equivalents (note 1)

Interest bearing deposits
Investment securities (note 2):
Available-for-sale
Held-to-maturity
Federal Home Loan Bank stock, at cost
Mortgage loans held-for-sale (note 1)
Loans receivable, net (note 3)
Premises and equipment, net (note 5)
Accrued interest receivable
Bank-owned life insurance (note 10)
Mortgage servicing rights (note 4)
Other assets (notes 14 and 15)
Total assets

$

6,682,373
2,753,000
21,352,479

2017
$

5,336,969
2,509,000
6,215,238

30,787,852

14,061,207

2,497,750

2,497,750

37,866,250
250,000
3,029,500
7,257,073
338,521,730
13,935,313
1,235,356
8,954,669
7,272,484
2,802,369

52,753,716
290,049
2,804,500
8,833,605
285,242,762
14,472,339
1,147,670
8,695,139
5,242,175
2,036,842

454,410,346

$

398,077,754

Liabilities and Shareholders' Equity
Deposits (note 6):
Interest bearing
Non-interest bearing

2018

$

Total deposits
Borrowed funds (note 7)
Deferred compensation (note 10)
Deferred taxes (note 8)
Accrued interest payable and other liabilities
Total liabilities

248,258,506
92,907,642

2017

$

211,152,889
88,833,483

341,166,148

299,986,372

71,465,000
825,951
974,477
2,291,001

58,100,000
660,366
371,572
1,878,395

416,722,577

360,996,705

15,510,560

16,918,375

22,847,940
(670,731)

20,091,955
70,719

37,687,769

37,081,049

Commitments and contingent liabilities (note 11)
Shareholders' equity (note 12):
Common stock, no par; 5,000,000 shares authorized;
issued and outstanding 1,149,968 and 1,197,500
in 2018 and 2017, respectively
Retained earnings
Accumulated other comprehensive (loss) income
Total shareholders' equity
Total liabilities and shareholders' equity

$

454,410,346

See accompanying notes to consolidated financial statements
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$

398,077,754

DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2018 AND 2017
2018
Interest income:
Loans
Investment securities
Federal funds sold

$

Total interest income

2017

16,045,130
1,344,827
170,390

$

12,924,598
1,556,049
134,453

17,560,347

14,615,100

1,926,655
1,249,117

1,195,208
923,699

3,175,772

2,118,907

14,384,575

12,496,193

18,600

110,400

14,365,975

12,385,793

Non-interest income (note 16)

13,900,392

14,225,545

Non-interest expenses:
Compensation and benefits
Occupancy
Advertising
Legal and professional
Office supplies
Charitable contributions
Amortization of mortgage servicing rights
Other

15,260,140
2,137,516
598,891
634,933
113,274
129,935
1,729,968
3,114,145

14,656,584
1,906,479
539,945
636,813
109,955
140,693
1,271,945
3,060,913

23,718,802

22,323,327

4,547,565

4,288,011

758,437

719,305

Interest expense:
Deposits
FHLB advances
Total interest expense
Net interest income
Provision for loan losses
Net interest income after provision for
loan losses

Total non-interest expenses
Earnings before federal income taxes
Federal income taxes (note 8)
Net income

$

3,789,128

$

3,568,706

Net income per basic share of common stock

$

3.29

$

2.98

See accompanying notes to consolidated financial statements

-4-

DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
YEARS ENDED DECEMBER 31, 2018 AND 2017
2018
Net income

$

3,789,128

2017
$

3,568,706

Other comprehensive (loss) income:
Unrealized holding (losses) gains on available-for-sale
securities arising during the year

(870,383)

195,058

Reclassification adjustment for realized gains included
in net income

(68,161)

-

Tax effect

197,094

(40,962)

(741,450)

154,096

Total other comprehensive (loss) income
Comprehensive income

$

3,047,678

See accompanying notes to consolidated financial statements
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$

3,722,802

DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2018 AND 2017

Balance - January 1, 2017
Repurchase and retirement of shares

Common
Stock

Retained
Earnings

$ 17,000,000

$ 17,481,749

(81,625)

Comprehensive income

-

Cash dividends paid ($0.80 per share)

-

Balance - December 31, 2017

16,918,375

Repurchase and retirement of shares

(1,407,815)

Accumulated
Other
Comprehensive
Income/(Loss)
$

-

(83,377) $ 34,398,372
-

3,568,706

154,096

(958,500)

-

20,091,955
-

Total
Shareholders'
Equity

(81,625)
3,722,802
(958,500)

70,719

37,081,049

-

(1,407,815)

Comprehensive income (loss)

-

3,789,128

(741,450)

3,047,678

Cash dividends paid ($0.89 per share)

-

(1,033,143)

-

(1,033,143)

Balance - December 31, 2018

$ 15,510,560

$ 22,847,940

$

See accompanying notes to consolidated financial statements
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(670,731) $ 37,687,769

DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2018 AND 2017
2018

2017

Cash flows from operating activities:
Net income

$

Adjustments:
Depreciation
Provision for loan losses expense
Increase in cash surrender value of bank-owned
life insurance
Decrease in deferred taxes
Net amortization of premiums on investments
Gain on sales of investments
Gain on sales of mortgage loans
Origination of mortgage loans - held-for-sale
Proceeds from mortgage loans - held-for-sale
Amortization of mortgage servicing rights
Capitalization of mortgage servicing rights
Changes in operating assets and liabilities:
Increase in accrued interest receivable
and other assets
Increase in accrued interest payable
and other liabilities
Total adjustments
Net cash provided from operating activities

3,789,128

909,063
18,600

3,568,706

700,031
110,400

(259,530)
799,999
352,938
(68,161)
(4,813,151)
(258,563,241)
264,952,924
1,729,968
(3,760,277)

(279,340)
245,446
424,965
(6,475,566)
(251,307,490)
264,813,547
1,271,945
(2,843,230)

(853,216)

(507,312)

578,191

504,205

1,024,107

6,657,601

4,813,235

10,226,307

See accompanying notes to consolidated financial statements
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$

DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2018 AND 2017
2018
Cash flows from investing activities:
Activity in available-for-sale securities:
Purchases
Sales, maturities, calls and prepayments
Activity in held-to-maturity securities:
Purchases
Maturities, calls and prepayments
Decrease in interest bearing deposits, net
Increase in loans receivable, net
Acquisition of property and equipment
Purchase of FHLB stock

$

13,664,144

2017

$

(4,776,672)
8,151,382

40,049
(53,297,568)
(372,033)
(225,000)

(250,000)
35,535
1,746,145
(50,665,258)
(861,980)
-

(40,190,408)

(46,620,848)

21,400,000
(8,035,000)
41,179,776
(1,407,815)
(1,033,143)

6,000,000
(11,000,000)
22,006,124
(81,625)
(958,500)

52,103,818

15,965,999

Net increase (decrease) in cash, cash equivalents and
restricted cash

16,726,645

(20,428,542)

Cash, cash equivalents and restricted cash - beginning

14,061,207

34,489,749

Net cash used in investing activities
Cash flows from financing activities:
Proceeds from borrowings
Repayments of borrowings
Acceptances and withdrawals of deposits, net
Repurchase and retirement of shares
Dividends paid
Net cash provided from financing activities

Cash, cash equivalents and restricted cash - ending

$

30,787,852

$

14,061,207

Interest paid

$

3,047,212

$

2,119,932

Federal income taxes paid

$

150,000

$

50,000

Supplemental Information

See accompanying notes to consolidated financial statements
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies
Nature of Business and Basis of Presentation
The accompanying consolidated financial statements include the accounts of Dart Financial
Corporation, a registered bank holding company (the “Corporation”), and its wholly-owned
subsidiary The Dart Bank (the “Bank”) and the Bank’s subsidiary Dart Financial Services, LLC.
The fully consolidated entry is referred to as “Dart Financial Corporation”. All significant
intercompany accounts and transactions have been eliminated in consolidation.
The Bank is an independently-owned community bank engaged in the business of retail and
commercial banking services through its four full-service offices located in Mason, Holt, Lansing,
and Grand Ledge, Michigan. The Bank also has three home loan centers located in Grand
Rapids, Lansing, and Chelsea, Michigan. The Bank engages in mortgage banking activities and
as such, acquires, sells, and services one-to-four family residential mortgage loans. Active
competition, principally from other commercial banks, exists in all of the Bank’s primary
markets. The Bank is subject to the regulations and supervision of the federal and state regulators
and undergoes periodic examinations by these regulatory authorities. The Corporation is further
subject to regulations of the Federal Reserve Board governing bank holding companies.
Cash Equivalents
The consolidated statements of cash flows classify changes in cash or cash equivalents (shortterm, highly liquid investments readily convertible into cash with an original maturity of three
months or less) according to operating, investing, or financing activities. Financial instruments
which potentially subject the Bank to concentrations of credit risk consist principally of cash and
temporary cash investments. At times, the Bank’s cash and temporary cash investments may
exceed federally insured limits. The Bank places its temporary cash investments with high-credit,
quality financial institutions and, by policy, limits the amount of credit exposure to any one
financial institution. The Bank believes no significant concentration of credit risk exists with
respect to these cash investments.
Concentrations of Risk
The Bank’s primary deposit products are interest and non-interest bearing checking accounts,
savings accounts and time deposits. The Bank maintains correspondent banking relationships and
transacts daily federal funds sales on an unsecured basis with regional correspondent banks. Note
2 discusses the types of investment securities in which the Bank invests and Note 3 discusses the
types of lending in which the Bank engages. The Bank’s results of operations can be significantly
affected by changes in interest rates or changes in the automotive, agricultural, or higher
education industries or state government which comprise a significant portion of the local
economic environment.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Estimates
The preparation of the consolidated financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the consolidated financial statements and the
reported amounts of revenues and expenses during each reporting period. Actual results could
differ from the estimates.
Comprehensive Income
Accounting principles generally require the recognized revenue, expenses, gains and losses be
included in net income. Certain changes in assets and liabilities, such as unrealized gains and
losses on available-for-sale securities, are reported in a separate component of comprehensive
income.
Restrictions on Cash and Due from Banks
The Bank is required to maintain reserve funds in cash and or on deposit with the Federal Reserve
Bank. The reserve requirement was $2,753,000 and $2,509,000 at December 31, 2018 and 2017,
respectively.
Interest Bearing Deposits in Banks
Interest bearing deposits in banks are time deposits with financial institutions with an original
maturity in excess of 90 days. These deposits are all 100% insured as no deposit to one
individual institution exceeds $250,000.
Investment Securities
Securities classified as held-to-maturity are those debt securities the Bank has both the intent and
ability to hold to maturity regardless of changes in market conditions, liquidity needs or changes
in general economic conditions. These securities are carried at cost, adjusted for amortization of
premium and accretion of discount, computed using the interest method, over their contractual
lives.
Investment securities classified as available-for-sale are measured at fair value as of the
consolidated balance sheet date.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Investment Securities (Continued)
Unrealized gains and losses on available-for-sale investments are reported as a separate
component of shareholders’ equity. Realized gains and losses on disposition, if any, are
computed using the specific identification method. Investments are adjusted for the amortization
of premiums and accretion of discounts as an adjustment to interest income on investments over
the term of the investment by a method which approximates the interest method.
Declines in the estimated fair value of individual investment securities below their cost that are
other-than-temporary are reflected as realized losses in the consolidated statements of income.
Factors affecting the determination of whether an other-than-temporary impairment has occurred
include, among other things: (i) the length of time and the extent to which the fair value has been
less than cost, (ii) the financial condition and near term prospects of the issuer, and (iii) that the
Bank has the intent and ability to hold the investment for a period of time sufficient to allow for
any anticipated recovery in fair value.
Federal Home Loan Bank Stock
As a member of the FHLB, the Bank is required to invest in stock of the FHLB. The FHLB stock
is carried at cost and its disposition is restricted. Based on its restricted nature, no ready market
exists for this investment and it has no quoted market value.
Mortgage Loans Held-for-Sale
Mortgage loans held-for-sale are marked-to-market. Market price is determined on the aggregate
basis based on commitments from investors to purchase such loans upon prevailing market rates.
Loans
Loans that the Bank has the intent and ability to hold for the foreseeable future are stated at
unpaid principal balances, less an allowance for loan losses and net deferred loan origination fees
and discounts. Interest on loans is recognized over the term of the loan and is calculated using the
simple-interest method on principal amounts outstanding.
The accrual of interest on loans is discontinued at the time the loan is 90 days delinquent unless
the credit is well-secured and in the process of collection. Credit card loans and other personal
loans are typically charged-off no later than 120 days past due. Past due status is based on
contractual terms of the loan. In all cases, loans are placed on non-accrual or charged-off at an
earlier date if collection of principal or interest is considered doubtful.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Loans (Continued)
All interest accrued but not collected for loans that are placed on non-accrual or charged-off is
reversed against interest income. The interest on these loans is accounted for on the cash-basis or
cost-recovery method, until qualifying for return to accrual. Loans are returned to accrual status
when all the principal and interest amounts contractually due are brought current and future
payments are reasonably assured.
Certain direct loan origination costs are deferred and recognized as an adjustment to interest
income over the contractual life of the loans.
Forward Loan Sales Commitments
The Bank carefully evaluates all loan sale agreements to determine whether they meet the
definition of a derivative under the derivatives and hedging accounting guidance as facts and
circumstances may differ significantly. If agreements qualify, to protect against the price risk
inherent in derivative loan commitments, the Bank uses both “mandatory delivery” and “best
efforts” forward loan sale commitments to mitigate the risk of potential decreases in the value of
loans that would result from the exercise of derivative loan commitments. Mandatory delivery
contracts are accounted for as derivative instruments. Accordingly, forward loan sale
commitments are recognized at fair value on the balance sheet in other assets with changes in
their fair value recorded in non-interest income.
Allowance for Loan Losses
The allowance for loan losses (“allowance”) is an estimate of loan losses inherent in the Bank’s
loan portfolio. The allowance is established through a provision for loan losses which is charged
to expense. Loan losses are charged-off against the allowance when the Bank determines the loan
balance to be uncollectible. Cash received on previously charged-off amounts is recorded as a
recovery to the allowance.
The allowance for loan losses is evaluated on a regular basis by management and is based upon
management’s periodic assessment of the collectability of the loans in light of historical
experience, the nature and volume of the loan portfolio, adverse situations that may affect the
borrower’s ability to repay, estimated value of any underlying collateral, and prevailing economic
conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to
significant revision as more information becomes available.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Allowance for Loan Losses (Continued)
For purposes of determining the allowance, the Bank has segmented certain loans in the portfolio
by product type. Loans are divided into the following segments: Commercial, Real estate and
Consumer. The Bank further disaggregates these segments into classes based on the associated
risks within those segments. Real estate loans are divided into three classes: Mortgage, Home
equity line-of-credit (HELOC), and Home equity term.
The allowance consists of specific, general, and unallocated components. The specific
component covers impaired loans and troubled debt restructurings and the specific allowances are
established for these loans based on a thorough analysis of the most probable source of
repayments, including the present value of the loan’s expected future cash flows, the loan’s
estimated market value, or the estimated fair value of the underlying collateral. The general
component covers non-impaired loans and is based on historical losses adjusted for current
factors. The historical loss experience is determined by portfolio segment and is based on the
actual loss history experienced by the Bank. This actual loss experience is adjusted for economic
factors based on the risks present for each portfolio segment. These economic factors include
consideration of the following: levels of and trends in delinquencies and impaired loans; levels of
and trends in charge-offs and recoveries; trends in volume and terms of loans; effects of any
changes in risk selection and underwriting standards; other changes in lending policies,
procedures, and practices; experience, ability, and depth of lending management and other
relevant staff; national and local economic trends and conditions; industry conditions; and effects
of changes in credit concentrations. These factors are inherently subjective and are driven by the
repayment risk associated with each portfolio segment.
The Bank maintains a separate general valuation allowance for each portfolio segment. These
portfolio segments include commercial, residential real estate, home equity lines-of-credit, home
equity term, and installment with risk characteristics described as follows:
Commercial: Commercial loans not secured by real estate generally possess a lower inherent
risk of loss than real estate portfolio segments because these loans are generally underwritten
to existing cash flows of operating businesses. Commercial real estate loans generally
possess a higher inherent risk of loss than other real estate portfolio segments. Adverse
economic developments or an overbuilt market impact commercial real estate projects and
may result in decreased collateral values.
Mortgages: The degree of risk in residential mortgage lending depends primarily on the loan
amount in relation to collateral value, the interest rate, and the borrower’s ability to repay in
an orderly fashion. These loans generally possess a lower inherent risk of loss than other real
estate portfolio segments.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Allowance for Loan Losses (Continued)
Home Equity Lines-of-Credit: Home equity lines-of-credit possess a higher inherent risk
than other types of loans secured by real estate due to the Bank likely holding a second lien
position. Additionally, there is no requirement for the pay down of the principal balance
during the draw period of five years or greater.
Home Equity Term: Home equity term loans possess a higher inherent risk than other types
of loans secured by real estate; however, they are slightly less risky than home equity lines-ofcredit since monthly payments are applied to the principal balance.
Installment: The installment loan portfolio usually comprises a large number of small loans,
including automobile, personal loans, bounce protection, etc. Most loans are made directly
for consumer purchases. Economic trends determined by unemployment rates and other key
economic indicators are closely correlated to the credit quality of these loans. Weak economic
trends indicate the borrowers’ capacity to repay their obligations may be deteriorating.
The unallocated component of the allowance reflects the margin of imprecision inherent in the
underlying assumptions used in the methodologies for estimating specific and general losses in
the portfolio. Under GAAP, the unallocated portion of the allowance should be recaptured
through income, however, the Bank believes that the unallocated portion is necessary to account
for any margin of error resulting from the allowance calculation.
Loan Segment Allowance Methodology
For loans not individually evaluated, the Bank determines the allowance on a collective basis
utilizing historical losses adjusted for current factors. This actual loss experience is adjusted for
economic factors based on the risks present for each portfolio segment or class of loans. As of
December 31, 2018 and 2017, the historical loss time frame for each class was 8 years and 7
years calculated using rolling quarterly data, respectively.
Troubled Debt Restructurings
Under certain circumstances, the Bank will provide borrowers relief through loan restructurings.
A loan restructuring represents a troubled debt restructuring (“TDR”) if for economic or legal
reasons related to the borrower’s financial difficulties the Bank grants a concession to the
borrower that it would not otherwise consider. Restructured loans typically present an elevated
level of credit risk as the borrowers are not able to perform according to the original contractual
terms. Loans that are reported as TDRs are considered impaired and measured for impairment as
described above.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Allowance for Loan Losses (Continued)
Loan Charge-off Policies
The Bank’s quality control process includes preparing lists to monitor and track delinquent loans.
Tracking the loans on these lists enables management to assess the performance of the loan
portfolio and act to mitigate risk therein through necessary changes in policy and procedures.
The quality control process also serves as a tool to assist the Bank in identifying loans for chargeoff on a timely basis.
Loans are generally charged-off when 90 days past due for unsecured loans and 120 days past due
for secured loans.
Consumer and Real Estate Credit Quality Indicators
The majority of the Bank’s consumer and residential loan portfolio comprises secured loans that
are evaluated at origination on a centralized basis against standardized underwriting criteria. The
ongoing measurement of credit quality of the consumer and residential loan portfolios is largely
done on an exception basis. If payments are made on schedule, as agreed, then no further
monitoring is performed. However, if delinquency occurs, the delinquent loans are turned over to
the Bank’s special assets department for resolution, which generally occurs fairly rapidly and
often through repossession and foreclosure. Credit quality for the entire consumer and residential
loan portfolio is measured by the periodic delinquency rate, non-accrual amounts, and actual
losses incurred.
The Bank evaluates the credit quality of loans in the consumer loan portfolio based primarily on
the aging status of the loan and payment activity. Accordingly, non-accrual loans and loans
modified under troubled debt restructurings that are past due in accordance with the loans’
original contractual terms are considered to be in a non-performing status for purposes of credit
quality evaluation.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Allowance for Loan Losses (Continued)
Commercial Credit Quality Indicators
The Bank assigns a risk rating to all loans except pools of homogeneous loans and periodically
performs detailed internal reviews of all such loans over a certain threshold to identify credit risks
and to assess the overall collectability of the portfolio. These risk ratings are also subject to
examination by the Bank’s regulators. During the internal reviews, management monitors and
analyzes the financial condition of borrowers and guarantors, trends in the industries in which the
borrowers operate, and the fair values of collateral securing the loans. These credit quality
indicators are used to assign a risk rating to each individual loan. The risk ratings can be grouped
into five major categories, defined as follows:
Pass: A pass loan is a credit with no existing or known potential weaknesses deserving of
management’s close attention.
Watch: Loans classified as watch have a potential weakness that deserves management’s close
attention, but does not warrant substandard classification. If left uncorrected, this potential
weakness may result in deterioration of the repayment prospects for the loan or of the Bank’s
credit position at some future date. Watch loans are not adversely classified and do not expose
the Bank to sufficient risk to warrant adverse classification.
Substandard: Loans classified as substandard are not adequately protected by the current net
worth and paying capacity of the borrower or of the collateral pledged, if any. Loans classified
as substandard have a well-defined weakness or weaknesses that jeopardize the repayment of
the debt. Well-defined weaknesses include a borrower’s lack of marketability, inadequate cash
flow or collateral support, failure to complete construction on time, or the failure to fulfill
economic expectations. They are characterized by the distinct possibility that the Bank will
sustain some loss if the deficiencies are not corrected.
Doubtful: Loans classified as doubtful have all the weaknesses inherent in those classified as
substandard, with the added characteristic that the weaknesses make collection or repayment in
full, on the basis of currently existing facts, conditions, and values, highly questionable and
improbable.
Loss: Loans classified as loss are considered uncollectible and are charged-off immediately.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Transfers of Financial Assets
Transfers of financial assets, including mortgage loans held-for-sale, are accounted for as sales
when control over the assets has been surrendered. Control over transferred assets is determined
to be surrendered when: 1) the assets have been legally isolated from the Bank, 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 Bank does not maintain effective control over the
transferred assets through an agreement to repurchase them before their maturity. Total gain on
sales of mortgage loans held-for-sale amounted to $4,813,151 and $6,475,566 for the years ended
December 31, 2018 and 2017, respectively, and is included in non-interest income. Other than
servicing on some, as disclosed in Note 4, the Bank has no substantive continuing involvement
related to these loans.
Servicing
Servicing assets are recognized as separate assets when mortgage servicing rights are acquired
through purchase or through the sale of financial assets. Generally, purchased servicing rights
are capitalized at the cost to acquire the rights. For sales of mortgage loans, a portion of the
loan amount is allocated to the servicing right based on relative fair value. Fair value is based
on market prices for comparable mortgage servicing contracts, when available, or
alternatively, is based on a valuation model that calculates the present value of estimated
future net servicing income. The valuation model incorporates assumptions that market
participants would use in estimating future net servicing income, such as the cost to service,
the discount rate, the custodial earnings rate, an inflation rate, ancillary income, prepayment
speeds, and default rates and losses.
Servicing assets or liabilities are amortized in proportion to and over the period of net servicing
income or net servicing loss and are assessed for impairment or increased obligation based on
fair value of rights compared to amortized cost at each reporting date. Impairment is
determined by stratifying rights into tranches based on predominant risk characteristics, such as
interest rate, loan type, and investor type. Impairment is recognized through a valuation
allowance for an individual tranche, to the extent that fair value is less than the capitalized
amount for the tranche. If the Bank later determines that all or a portion of the impairment no
longer exists for a particular tranche, a reduction of the allowance may be recorded as an
increase to income.
Servicing fee income is recorded for fees earned for servicing loans for others. The fees are
based on a contractual percentage of the outstanding principal or a fixed amount per loan and are
recognized as income when earned. The amortization of mortgage servicing rights is netted
against loan servicing fee income, a component of non-interest income.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Foreclosed and Repossessed Assets
Assets acquired through, or in lieu of, loan foreclosure or repossession are held-for-sale and are
initially recorded at estimated fair value, less costs to sell, at the date of transfer, establishing a
new cost basis. Subsequent to foreclosure or repossession, valuations are periodically
performed by management and the assets are carried at the lower of the carrying amount or
estimated fair value less costs to sell. Revenue and expenses from operations and changes in the
valuation allowance are included in net expenses from foreclosed assets (within other noninterest expenses).
Premises and Equipment
Land is carried at cost. Buildings and equipment are carried at cost, less accumulated
depreciation. Depreciation is computed principally by the straight-line method based upon the
useful lives of the related assets which generally range from 3 to 40 years. Major improvements
are capitalized and appropriately amortized based upon the useful lives of the related assets
using the straight-line method. Maintenance, repairs, and minor alterations are charged to
current operations as expenditures occur and major improvements are capitalized. Management
annually reviews these assets to determine whether carrying values have been impaired.
Bank-Owned Life Insurance (BOLI)
The Bank holds life insurance policies purchased on the lives of key members of management,
including certain retired executives. In the event of death of one of these individuals, the Bank, as
beneficiary of the policies, would receive a specified cash payment equal to the face value of the
policy. Such policies are recorded at their cash surrender value, or the amount that can be
currently realized as of the consolidated balance sheet date. The change in cash surrender value is
an adjustment of premiums paid in determining the net expense or income recognized under the
contracts for the year and is included in non-interest income.
Fair Value Measurements
The Bank follows the guidance for fair value measurements. This guidance clarifies that fair
value is an exit price, representing the amount that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants. Under this guidance,
fair value measurements are not adjusted for transaction costs. This guidance establishes a fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The
hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical
assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level
3 measurements).
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Federal Income Taxes
Provisions for income taxes are based on taxes payable or refundable for the current year and
deferred taxes on temporary differences between the amount of taxable income and pretax
financial income and between the tax bases of assets and liabilities and their reported amounts in
the consolidated financial statements. Deferred tax assets and liabilities are included in the
consolidated financial statements at currently enacted income tax rates applicable to the period in
which the deferred tax assets and liabilities are expected to be realized or settled. As changes in
tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through the provision
for income taxes. In addition, deferred tax assets are reduced by a valuation allowance when, in
the opinion of management, it is more likely than not that some portion or all of the deferred tax
assets will not be realized.
The Corporation does not have uncertain tax positions that are deemed material, and did not
recognize any adjustments for unrecognized tax benefits. The Bank’s policy is to recognize
interest and penalties on income taxes in other non-interest expenses. The Bank remains subject
to examination for income tax returns for the years ending after December 31, 2014.
Recent Accounting Pronouncements
On January 5, 2016, the FASB issued Accounting Standards Update (ASU) 2016-01, Financial
Instruments - Overall: Recognition and Measurement of Financial Assets and Financial
Liabilities. Changes to the current GAAP model primarily affects the accounting for equity
investments, financial liabilities under the fair value option, and the presentation and disclosure
requirements for financial instruments. The accounting for other financial instruments, such as
loans, investments in debt securities, and financial liabilities is largely unchanged. The
classification and measurement guidance will be effective for non-public business entities in
fiscal years beginning after December 15, 2018, or they may early adopt for periods after
December 15, 2017. The Bank is currently evaluating the impact of the ASU.
Accounting for Financial Instruments - Credit Losses - In June 2016, the FASB issued ASU
2016-13, Financial Instruments - Credit Losses. The ASU introduces a new accounting model,
the Current Expected Credit Losses model (CECL), which requires earlier recognition of credit
losses. The FASB’s CECL model utilizes a lifetime “expected credit loss” measurement
objective for the recognition of credit losses for loans, held-to-maturity securities and other
receivables at the time the financial asset is originated or acquired. The expected credit losses are
adjusted each period for changes in expected lifetime credit losses. For available-for-sale
securities where fair value is less than cost, credit-related impairment, if any, will be recognized
in an allowance for credit losses and adjusted each period for changes in expected credit risk.
This model replaces the multiple existing impairment models in current GAAP, which generally
require that a loss be incurred before it is recognized.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Recent Accounting Pronouncements (Continued)
The CECL model represents a significant change from existing GAAP, and may result in material
changes to the Bank’s accounting for loans. The Bank has not determined the effect that ASU
2016-13 will have on its consolidated financial statements and its related disclosures. The ASU
will take effect for fiscal years beginning after December 15, 2021. Early application is permitted
for annual periods beginning January 1, 2020.
Lease Accounting - In February 2016, the FASB issued ASU 2016-02, Leases, which is intended
to increase transparency and comparability of accounting for lease transactions. The ASU will
require lessees to recognize most leases on the balance sheet as lease assets and lease liabilities
and will require both quantitative and qualitative disclosures regarding key information about
leasing arrangements. The guidance is effective December 31, 2020 with an option to early
adopt. The Bank is evaluating whether to early adopt and the effect that ASU 2016-02 will have
on its consolidated financial statements, regulatory capital and related disclosures.
Net Income Per Share
Net income per basic share of common stock represents income available to common
stockholders divided by the number of common shares outstanding, which was 1,149,968 shares
and 1,197,500 shares at December 31, 2018 and 2017, respectively.
Stock Repurchase Program
The Corporation has a stock repurchase program to allow for outstanding shares of stock to be
repurchased and retired by the Corporation. Repurchases are limited to 2,500 shares per
stockholder per year without Board approval, and are done at 95% of book value. 47,532 shares
were repurchased for $1,407,815 in 2018 and 2,500 shares were repurchased for $81,625 in 2017.
As of December 31, 2018, there were no outstanding repurchase commitments.
Reclassification
Certain amounts as reported in the 2017 consolidated financial statements have been reclassified
to conform with the 2018 presentation. Total shareholders’ equity and net income are unchanged
due to these reclassifications.
Subsequent Events
In preparing these consolidated financial statements, the Bank has evaluated, for potential
recognition or disclosure, significant events or transactions that occurred during the period
subsequent to December 31, 2018, the most recent consolidated balance sheet presented herein,
through February 8, 2019, the date these consolidated financial statements were available to be
issued.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 2 - Investment Securities
Investment securities at December 31, 2018 and 2017 are summarized as follows:

Amortized
Cost

December 31, 2018
Gross
Gross
Unrealized
Unrealized
Gains
(Losses)

Fair
Value

Available-for-sale:
State and municipal bonds

$ 18,984,960 $

Small Business
Administration (SBA)
pools

1,995,052

U.S. Government
collateralized mortgage
obligations (CMO)
Mortgage-backed
securities
Total availablefor-sale

68,508 $

(277,760) $ 18,775,708

11,455

-

856,687

-

(6,016)

850,671

16,878,578

-

(645,214)

16,233,364

$ 38,715,277 $

79,963 $

2,006,507

(928,990) $ 37,866,250

Held-to-maturity:
Subordinated note
Total held-tomaturity

$

250,000

-

250,000 $

-
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250,000
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 2 - Investment Securities (Continued)

Amortized
Cost

December 31, 2017
Gross
Gross
Unrealized
Unrealized
Gains
(Losses)

Fair
Value

Available-for-sale:
State and municipal bonds

$ 27,886,832 $

Small Business
Administration (SBA)
pools

2,398,329

13,481

(800)

2,411,010

U.S. Government
collateralized mortgage
obligations (CMO)

1,217,265

3,966

(2,859)

1,218,372

21,161,772

45,753

(293,508)

20,914,017

Mortgage-backed
securities
Total availablefor-sale

$ 52,664,198 $

411,547 $

474,747 $

(88,062) $ 28,210,317

(385,229) $ 52,753,716

Held-to-maturity:
State and municipal bonds

$

40,000 $

1,151 $

-

$

41,151

Mortgage-backed
Securities

49

-

-

49

Subordinated note

250,000

-

-

250,000

Total held-tomaturity

$

290,049 $

- 22 -
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 2 - Investment Securities (Continued)
Investment securities with carrying values of approximately $18,100,000 and $22,900,000 at
December 31, 2018 and 2017, respectively, were pledged to secure public deposits or for other
purposes as permitted or required by law.
The amortized cost and approximate fair value of investment securities at December 31, 2018, by
contractual maturity, 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.
Securities
Available-for-Sale
Amortized
Fair
Cost
Value
Due in one year or less
Due in one year to five years
Due in five years to ten years
Due in more than ten years
Mortgage-backed securities
CMO and SBA
Total

$

Securities to be
Held-to-Maturity
Amortized
Fair
Cost
Value

402,631 $
402,964 $
1,926,978
1,937,653
8,431,790
8,376,148
8,223,561
8,058,943
19,730,317

19,090,542

$ 38,715,277 $ 37,866,250 $

$
250,000
250,000 $

250,000
250,000

During 2018 and 2017, proceeds from sales of available-for-sale securities amounted to
approximately $8,350,000 and $-0-, respectively. Gross realized gains amounted to $68,161 and
$-0- for the years ended December 31, 2018 and 2017, respectively.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 2 - Investment Securities (Continued)
Information pertaining to securities with unrealized losses aggregated by investment category
and the length of time that individual securities have been in a continuous loss position is
summarized as follows at December 31, 2018:

Description
of Securities
State and municipal
bonds

Continuing Unrealized
Losses for Less Than
12 Months
Fair
Unrealized
Value
Losses
$ 4,068,279 $

(93,139)

Continuing Unrealized
Losses for 12 Months
or More
Fair
Unrealized
Value
Losses
$ 7,092,255 $

Fair
Value

Total
Unrealized
Losses

(184,621) $ 11,160,534 $

(277,760)

Small Business
Administration
pools

-

-

-

-

-

-

U.S. Government
collateralized
mortgage
obligations

476,275

(2,589)

374,395

(3,427)

850,670

(6,016)

Mortgage-backed
securities

1,928,573

(34,776)

14,304,791

(610,438)

16,233,364

(645,214)

$ 6,473,127 $ (130,504)

$ 21,771,441 $

(798,486) $ 28,244,568 $

(928,990)

As of December 31, 2018, the Corporation’s investment security portfolio consisted of 92
securities, 64 of which were in an unrealized loss position. The majority of unrealized losses are
related to the Bank’s mortgage-backed, government-sponsored enterprises, and state and
municipal securities. Because the decline in fair value is attributable to changes in interest rates,
and not credit quality, and because the Corporation does not have the intent to sell these securities
and it is likely that it will not be required to sell the securities before their anticipated recovery, the
Corporation does not consider these securities to be other-than-temporarily impaired at December
31, 2018.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 3 - Loans Receivable
Loans receivable at December 31, 2018 and 2017 are summarized as follows:
2018
Commercial

2017

$ 171,446,466 $151,500,839

Real estate:
Mortgage
Home equity lines-of-credit
Home equity term

139,551,371
17,327,329
7,632,968

112,273,906
16,241,165
3,610,385

164,511,668

132,125,456

Consumer:
Installment

5,357,230

4,323,144

Total

341,315,364

287,949,439

923,454

671,334

Total real estate

Net deferred loan origination costs and fees
Less allowance for losses on loans

(3,717,088)

Loans receivable, net

(3,378,011)

$ 338,521,730 $ 285,242,762
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 3 - Loans Receivable (Continued)
Allowance for Loan Losses and Recorded Investment in Loans
The following tables present the balance in the allowance for loan losses and the recorded
investment in loans by portfolio segment and based on impairment method at December 31, 2018
and 2017:
Real Estate

Commercial
Allowance for loan losses:
Beginning balance
Charge-offs
Recoveries
Provision (reversal)

$

Ending balance
Ending balance individually
evaluated for impairment

1,975,026
(70,437)
373,895
(449,882)

$

1,047,679
67,820
128,136

December 31, 2018
Consumer

$

41,682
(52,413)
1,612
61,178

Unallocated

$

1,828,602

1,243,635

52,059

592,792

204,976

61,063

2,408

-

Ending balance collectively
evaluated for impairment

$

1,623,626

$

1,182,572

$

49,651

$

Loans:
Ending balance individually
evaluated for impairment

$

8,273,157

$

1,171,462

$

296,124

$

Ending balance collectively
evaluated for impairment
Total recorded investment
in loans

313,624
279,168

163,173,309

163,340,206

$ 171,446,466

$ 164,511,668
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5,061,106

$

5,357,230

$

592,792

-

Total

$

3,378,011
(122,850)
443,327
18,600
3,717,088

268,447

$

3,448,641

$

9,740,743

-

331,574,621

-

$ 341,315,364
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 3 - Loans Receivable (Continued)
Allowance for Loan Losses and Recorded Investment in Loans (Continued)

Commercial
Allowance for loan losses:
Beginning balance
Charge-offs
Recoveries
Provision (reversal)

$

Ending balance
Ending balance individually
evaluated for impairment

Real Estate

1,633,719
(12,126)
85,854
267,579

$

1,016,527
(121,551)
46,098
106,605

December 31, 2017
Consumer

$

18,234
600
22,848

Unallocated

$

1,975,026

1,047,679

41,682

313,624

339,129

114,796

2,777

-

Ending balance collectively
evaluated for impairment

$

1,635,897

$

932,883

$

38,905

$

Loans:
Ending balance individually
evaluated for impairment

$

7,240,283

$

1,551,991

$

308,587

$

Ending balance collectively
evaluated for impairment
Total recorded investment
in loans

600,256
(286,632)

144,260,556

130,573,465

$ 151,500,839

$ 132,125,456
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4,014,557

$

4,323,144

$

313,624

-

Total

$

3,268,736
(133,677)
132,552
110,400
3,378,011

456,702

$

2,921,309

$

9,100,861

-

278,848,578

-

$ 287,949,439
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 3 - Loans Receivable (Continued)
Impaired Loans
Loan impairment is measured by estimating the expected future cash flows or by valuing the
underlying collateral. The following tables present loans individually evaluated for impairment
by class of loans as of December 31, 2018 and 2017:
December 31, 2018
Unpaid
Principal
Balance

Recorded
Investment

Average
Recorded
Investment

Related
Allowance

Interest
Income
Recognized

With no related
allowance recorded:
Commercial

$

5,409,432

$

5,409,432

$

-

$

5,066,194

$

-

Real estate:
Mortgage
Home equity - term

549,266
8,228

549,266
8,228

-

551,413
10,126

-

Consumer:
Installment

245,596

245,596

-

249,578

-

With an allowance
recorded:
Commercial

$

Real estate:
Mortgage
Home equity - term
Consumer:
Installment

2,863,725

$

2,863,725

$

204,976

$

2,690,527

$

-

595,112
18,856

595,112
18,856

59,875
1,188

779,715
20,473

-

50,528

50,528

2,408

52,778

-

Total:
Commercial

$

8,273,157

$

8,273,157

$

204,976

$

7,756,721

$

-

Real estate

$

1,171,462

$

1,171,462

$

61,063

$

1,361,727

$

-

Consumer

$

296,124

$

296,124

$

2,408

$

302,356

$

-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 3 - Loans Receivable (Continued)
Impaired Loans (Continued)
December 31, 2017
Unpaid
Principal
Balance

Recorded
Investment

Average
Recorded
Investment

Related
Allowance

Interest
Income
Recognized

With no related
allowance recorded:
Commercial

$

4,722,955

$

4,722,955

$

-

$

5,637,453

$

-

Real estate:
Mortgage
Home equity - term

553,560
12,023

553,560
12,023

-

696,168
6,012

-

Consumer:
Installment

253,559

253,559

-

257,673

-

With an allowance
recorded:
Commercial

$

Real estate:
Mortgage
Home equity - term
Consumer:
Installment

2,517,328

$

2,517,328

$

339,129

$

5,136,929

$

-

964,319
22,089

964,319
22,089

114,796
-

1,134,386
11,045

-

55,028

55,028

2,777

54,778

-

Total:
Commercial

$

7,240,283

$

7,240,283

$

339,129

$

10,774,382

$

-

Real estate

$

1,551,991

$

1,551,991

$

114,796

$

1,847,611

$

-

Consumer

$

308,587

$

308,587

$

2,777

$

312,451

$

-
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 3 - Loans Receivable (Continued)
Credit Quality Indicators
The Bank categorizes commercial loans into five risk categories as defined in Note 1. At
December 31, 2018 and 2017, and based on the most recent analysis performed, the risk
category of loans by class of commercial loans is as follows:
2018
Commercial
Loans
Pass
Watch
Substandard
Doubtful
Loss

$ 156,896,061
5,514,004
9,036,401
-

Total

$ 171,446,466
2017
Commercial
Loans

Pass
Watch
Substandard
Doubtful
Loss

$ 137,692,981
6,364,553
7,443,305
-

Total

$ 151,500,839
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 3 - Loans Receivable (Continued)
Credit Quality Indicators (Continued)
The Bank considers the performance of the loan portfolio and its impact on the allowance for
loan losses. For mortgages, installment, and home equity loan classes, the Bank evaluates credit
quality based on the aging status of the loan. The following tables present the recorded
investment in these loan classes as of December 31, 2018 and 2017:
December 31, 2018
Performing
Non-Performing
Loans
Loans
Real estate:
Mortgage
Home equity lines-of-credit
Home equity term

$

Consumer:
Installment

139,546,181
17,327,329
7,632,968

$

5,357,230

Total

$

169,863,708

5,190
-

$

5,190

December 31, 2017
Performing
Non-Performing
Loans
Loans
Real estate:
Mortgage
Home equity lines-of-credit
Home equity term

$

Consumer:
Installment

112,273,906
16,241,165
3,610,385

$

4,323,144

Total

$
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136,448,600

-

$

-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2018 AND 2017
Note 3 - Loans Receivable (Continued)
Age Analysis of Past Due Loans
The following tables present the aging of the recorded investment in past due loans at December
31, 2018 and 2017:

30-59 Days
Past Due
Commercial

$

Real estate:
Mortgage
Home equity lines-of-credit
Home equity term
Consumer:
Installment
Total

$

408,393

60-89 Days
Past Due
$

$

Real estate:
Mortgage
Home equity lines-of-credit
Home equity term

Total

415,266

$

828,414

$ 170,618,052

$ 171,446,466

5,190
-

683,112
-

138,868,259
17,327,329
7,632,968

139,551,371
17,327,329
7,632,968

26,221

2,098

-

28,319

5,328,911

5,357,230

1,539,845

$ 339,775,519

$ 341,315,364

Current

Total
Loans

981,196

$ 150,519,643

$ 151,500,839

547,862
-

111,726,044
16,241,165
3,610,385

112,273,906
16,241,165
3,610,385

4,323,144

4,323,144

$ 286,420,381

$ 287,949,439

1,112,536

$

559,254

1,107,116

6,853

$

$

$

313,359

420,456

$

108,583

-

-

-

-

313,359
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$

December 31, 2017
Greater Than
90 Days
Total
Past Due
Past Due

60-89 Days
Past Due

$

$

Total
Loans

-

547,862
-

Consumer:
Installment

4,755

Current

677,922
-

30-59 Days
Past Due

Commercial

December 31, 2018
Greater Than
90 Days
Total
Past Due
Past Due

$

108,583

$

$

1,529,058
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DECEMBER 31, 2018 AND 2017
Note 3 - Loans Receivable (Continued)
Troubled Debt Restructurings
The consolidated statement of income impact of approved TDRs was immaterial for consolidated
financial statement disclosure for the years ended December 31, 2018 and 2017. Subsequently
defaulted is defined as reaching 90 days past due during the first 12 months subsequent to
approval.
The following tables present TDR activity by class of loans as of December 31, 2018 and 2017:
December 31, 2018
Pre-Modification
Outstanding
Number of Loans
Investment
$

990,734

TDRs Which
Subsequently
Defaulted

Commercial

1

$

Real estate:
Mortgage

1

11,632

-

Consumer:
Installment

2

18,694

-

December 31, 2017
Pre-Modification
Outstanding
Number of Loans
Investment
Commercial

13

Real estate:
Mortgage
Home equity term

1
1
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$

3,051,092

132,035
9,741

-

TDRs Which
Subsequently
Defaulted
$

-

-
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Note 3 - Loans Receivable (Continued)
Non-accrual Loans
Loans on which the accrual of interest has been discontinued or reduced amounted to
approximately $553,926 and $689,989 for the years ended December 31, 2018 and 2017,
respectively.
Note 4 - Mortgage Servicing
The Bank services loans for others which generally consists of collecting mortgage
payments, maintaining escrow accounts, disbursing payments to investors and taxing
authorities, and processing foreclosures. Loans serviced as of December 31, 2018 and 2017,
approximated $689,832,000 and $514,366,000, respectively; such loans are not included on
the accompanying consolidated balance sheets. The Bank maintained custodial balances in
connection with loan servicing of approximately $1,700,000 and $1,850,000 at December 31,
2018 and 2017, respectively. The custodial balances are not recorded in the Bank’s cash or
deposit account balances. The following is an analysis of the changes in capitalized mortgage
servicing rights:
2018
Balance - beginning
Capitalized costs
Scheduled amortization

$

Balance - ending

$

2017

5,242,175 $ 3,670,890
3,760,277
2,843,230
(1,729,968 )
(1,271,945)
7,272,484 $

5,242,175

Note 5 - Premises and Equipment
Premises and equipment are carried at cost, less accumulated depreciation, and are summarized at
December 31, 2018 and 2017 by major classification as follows:
2018
Land
Office buildings
Furniture, fixtures and equipment

$

Total cost
Less accumulated depreciation
Undepreciated cost

2017

3,512,101 $ 3,325,534
11,947,881
11,920,019
4,133,819
4,012,544
19,593,801

19,258,097

(5,658,488)

(4,785,758)

$ 13,935,313 $ 14,472,339

Depreciation expense charged to operations amounted to $909,063 and $700,031 for the years
ended December 31, 2018 and 2017, respectively.
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Note 6 - Deposits
Deposits at December 31, 2018 and 2017 are summarized as follows:
2018
NOW accounts
Savings and money market
Time deposits, $100,000 and over
Time deposits, under $100,000

2017

$ 20,955,632 $ 20,607,851
123,742,298 117,273,844
75,660,338
46,401,751
27,900,238
26,869,443

Total interest bearing

248,258,506

211,152,889

Non-interest bearing demand deposits

92,907,642

88,833,483

Total deposits

$ 341,166,148 $ 299,986,372

At December 31, 2018, the scheduled maturities of time deposits with a remaining term of more
than one year were:
Year Ending December 31st:
2019
2020
2021
2022
2023
Thereafter

$ 54,474,217
26,348,232
13,621,075
4,414,588
3,448,696
1,253,768

Total

$ 103,560,576

The aggregate amount of certificates in denominations of $250,000 or more at December 31,
2018 and 2017 is approximately $15,592,000 and $5,764,000, respectively.
Note 7 - Borrowed Funds
Federal Home Loan Bank advances are collateralized by a blanket lien on all qualified 1 to 4
family whole mortgage loans and U.S. government-sponsored enterprises securities with
combined carrying values of approximately $118,520,000 and $105,681,000 at December 31,
2018 and 2017, respectively. Interest is charged on these advances at fixed annual rates
ranging from 1.07% to 4.51%. Total borrowings from FHLBI amounted to $70,100,000 and
$58,100,000 at December 31, 2018 and 2017, respectively.

- 35 -

Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Note 7 - Borrowed Funds (Continued)
In July 2018, the Corporation borrowed $1,400,000 from a bank to facilitate the repurchase of
shares. Interest is charged at a fixed annual rate of 5.5% and is due July 25, 2023. The loan is
collateralized by the Corporation’s shares in the Bank. The unpaid principal balance as of
December 31, 2018 is $1,365,000.
The amounts of principal payments coming due during the five years ending December 31, 2023
are as follows:
2019
2020
2021
2022
2023

$ 15,000,000
15,000,000
15,100,000
6,000,000
9,365,000

The Bank’s unused lines-of-credit for short-term borrowings totaled $43,900,000 and
$38,400,000 at December 31, 2018 and 2017, respectively.
Note 8 - Federal Income Taxes
The provision for federal income taxes consists of the following components:
2018
Current income taxes
Deferred expense
Federal income taxes

2017

$

(41,562) $
799,999

473,859
245,446

$

758,437 $

719,305

A reconciliation between federal income taxes reported and the amount computed by applying the
statutory federal income tax rate of 34% to earnings before federal income taxes is as follows.
The effect of change in tax rates is a result of the change in the federal income tax rate to 21% for
deferred tax assets and liabilities as a result of the Tax Cuts and Jobs Act:
Income tax at statutory rate
Effect of tax-exempt interest income
Effect of change in tax rates
Effect of nondeductible expenses
Other, net

$

954,989 $
(152,782)
(38,258)
(5,512)

1,457,924
(334,294)
(350,000)
23,149
(77,474)

Federal income taxes

$

758,437 $

719,305
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Note 8 - Federal Income Taxes (Continued)
The components of the net deferred income tax asset (liability) included within other assets
(liabilities) in the accompanying consolidated balance sheets, resulted from the following
temporary differences between the carrying amounts of assets and liabilities for federal income
tax and financial reporting purposes:
2018
Deferred tax assets:
Allowance for loan losses
Deferred compensation
Non-accrued interest
Unrealized loss on available-for-sale securities
Alternative minimum tax credit
Other

$

Total deferred tax assets
Deferred tax liabilities:
Premises and equipment
Mortgage servicing rights
Deferred origination costs
Other
Unrealized gain on available-for-sale securities
Total deferred tax liabilities
Net deferred income taxes

$

435,989 $
173,450
228,698
178,296
14,692
207,353

2017
433,081
138,677
206,813
585,363
63,757

1,238,478

1,427,691

(454,309)
(1,527,222)
(201,021)
(30,403)
-

(485,855)
(1,100,857)
(152,852)
(40,900)
(18,799)

(2,212,955)

(1,799,263)

(974,477) $

(371,572)

Note 9 - Related Party Transactions
Loans
In the ordinary course of business, the Bank grants loans to certain directors and executive
officers and their affiliates. Such loans aggregated approximately $1,231,000 and $836,000 at
December 31, 2018 and 2017, respectively.
Deposits
Deposits of Bank directors and executive officers and their affiliates were approximately
$4,584,000 and $3,261,000 at December 31, 2018 and 2017, respectively.
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Note 10 - Employee Benefit Plan
Defined Contribution 401(k) Plan and Profit Sharing Plans
The Bank sponsors a defined contribution plan qualified under Section 401(k) of the Internal
Revenue Code. Under the terms of the Plan, employees may make contributions to the plan and
the Bank matches 50% of the first 6% of employees’ salary contributions. The Bank made
matching contributions of $237,931 and $258,600 for the years ended December 31, 2018 and
2017, respectively.
The Bank maintains profit sharing plans with payments based on the financial results of the Bank.
Total expenses related to the profit sharing plans amounted to $1,434,137 and $1,482,281 for the
years ended December 31, 2018 and 2017, respectively.
Deferred Compensation
The Bank also maintains an executive deferred compensation plan for certain officers and
directors. The plan includes participants that elected to defer compensation over eight years in
exchange for a predetermined benefit after retirement. Plan expenses are allocated over years of
service or based upon the current amount of the defined contributions.
The Bank has a Supplemental Executive Retirement Plan (SERP) covering certain key
management employees. Vesting occurs over a period of five to ten years. The plans are
unfunded arrangements with no assets pledged to cover the future expenses. Expense for the
plans were $181,599 and $163,200 for the years ended December 31, 2018 and 2017,
respectively.
Bank-Owned Life Insurance (BOLI)
The Bank has invested in single premium, bank-owned, endorsement split-dollar, whole life
insurance programs. Bank owned life insurance is an alternative investment vehicle which may
produce additional earnings to offset, and later fund, various employee supplemental benefit
expenses. The earnings on the policies are not taxed unless withdrawn or surrendered prior to the
death of the insured. The increase in cash surrender value of the policies is included in noninterest income.
The benefit promised by the Bank to the covered officers is a $25,000 death benefit; such benefit
expires if the officers’ employment is terminated for any reason other than death, including
voluntary or involuntary termination or retirement. Based primarily on the ages of the covered
officers, the Bank believes that the payment of such benefits is not probable; accordingly, the
Bank has not recorded a liability for such benefits.
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Note 11 - Commitments and Contingent Liabilities
The principal commitments of the Bank are as follows:
Lease Commitments
At December 31, 2018 and 2017, the Bank was obligated under noncancellable operating
leases for office space. Net rent expense under the operating leases, included in expenses,
was approximately $304,900 and $305,600 for the years ended December 31, 2018 and 2017,
respectively.
The projected minimum rental payments under the terms of the leases at December 31, 2018
are as follows:
Year Ending December 31st:
2019
2020
2021
2022
2023

$

245,653
234,350
205,860
205,860
51,465

In the normal course of business, there are outstanding commitments, contingent liabilities and
other financial instruments that are not reflected in the accompanying consolidated financial
statements. These include commitments to extend credit and standby letters-of-credit, which are
some of the instruments used by the Bank to meet the financing needs of its customers. These
instruments involve, to varying degrees, elements of credit and interest rate risk in excess of the
amounts recognized in the consolidated balance sheets.
The Bank’s exposure to credit loss in the event of nonperformance by the other parties to the
financial instrument for these commitments is represented by the contractual amounts of those
instruments. The Bank uses the same credit policies in making commitments as it does for onbalance sheet instruments. These commitments as of December 31, 2018 and 2017 were as
follows:
Loan Commitments
Contract Amount
2018
2017
Unfunded commitments under lines-of-credit
Commitments to grant loans
Commitments under overdraft protection
agreements
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$ 38,333,035 $ 39,142,640
6,140,130
7,418,500
3,287,630
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Note 11 - Commitments and Contingent Liabilities (Continued)
Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Certain commitments have fixed expiration
dates, or other termination clauses, and may require payment of a fee. Many of the commitments
are expected to expire without being drawn upon; accordingly, the total commitment amounts do
not necessarily represent future cash requirements. The Bank evaluates each customer’s
creditworthiness on a case-by-case basis. The amount of collateral or other security obtained, if
deemed necessary by the Bank upon extension of credit, is based on management’s credit
evaluation. Collateral held varies but may include deposits held in financial institutions; U.S.
Treasury securities; other marketable securities; accounts receivable; inventory; property and
equipment; personal residences; income-producing commercial properties and land under
development. Personal guarantees are also obtained to provide added security for certain
commitments.
Standby letters-of-credit are conditional commitments issued by the Bank to guarantee the
performance of a customer to a third-party. Those guarantees are primarily issued to guarantee
the installation of real property improvements and similar transactions. The credit risk involved
in issuing letters-of-credit is essentially the same as that involved in extending loan facilities to
customers. The Bank holds collateral and obtains personal guarantees supporting those
commitments for which collateral or other security is deemed necessary.
Note 12 - Regulatory Capital
The Bank is subject to various regulatory capital requirements administered by the federal
banking agencies. 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
regulatory accounting practices. Failure to meet minimum capital requirements can initiate
regulatory action. The final rules implementing Basel Committee on Banking Supervision’s
capital guidelines for U.S. banks (Basel III rules) became effective for the Corporation on January
1, 2015 with full compliance with all of the requirements being phased in over a multi-year
schedule, and fully phased in by January 1, 2019. Under the Basel III rules, the Corporation must
hold a capital conservation buffer above the adequately capitalized risk-based capital ratios. The
capital conservation buffer is being phased in at the rate of 0.625% per year from 0.0% in 2015 to
2.50% on January 1, 2019. The capital conservation buffer is 1.875% and 1.25% for 2018 and
2017, respectively. The net unrealized gain or loss on available-for-sale securities is included in
computing regulatory capital. Management believes as of December 31, 2018, the Corporation
and Bank meet all capital adequacy requirements to which they are subject.
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 tables) of
total and Tier 1 capital (as defined) to risk-weighted assets (as defined), common equity Tier 1
capital (as defined) to total risk-weighted assets (as defined) and of Tier 1 capital (as defined) to
average assets (as defined).
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Note 12 - Regulatory Capital (Continued)
As of December 31, 2018 and 2017, the most recent notification from the regulatory agencies
categorized the Bank as well capitalized under the regulatory framework for prompt corrective
action. To be categorized as well capitalized the Bank must maintain minimum total risk-based,
Tier 1 risk-based, common equity Tier 1 risk-based capital, and Tier 1 leverage ratios as set forth
in the tables. There are no conditions or events since that notification which management
believes have changed the Bank’s category.
The Bank’s actual capital amounts and ratios at December 31, 2018 and 2017 are presented in the
following tables:

Minimum
Required
for Capital
Adequacy
Purposes
Ratio

Minimum
Required to
Minimum
be Well
Required
Capitalized
for Capital
Under
Adequacy
Prompt
Purposes
Corrective
Plus Capital
Action
Conservation Provisions
Buffer
Ratio

Actual
Amount

Actual
Ratio

41,662,000

12.13%

8.00%

9.88%

10.00%

Tier 1 Capital
(to Risk-Weighted Assets)
Bank

37,945,000

11.05%

6.00%

7.88%

8.00%

Common Equity Tier 1
(to Risk-Weighted Assets)
Bank

37,945,000

11.05%

4.50%

6.38%

6.50%

Tier 1 Capital
(to Average Assets)
Bank

37,945,000

8.53%

4.00%

4.00%

5.00%

2018
Total Capital
(to Risk-Weighted Assets)
Bank

$
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Note 12 - Regulatory Capital (Continued)

Minimum
Required
for Capital
Adequacy
Purposes
Ratio

Minimum
Required to
Minimum
be Well
Required
Capitalized
for Capital
Under
Adequacy
Prompt
Purposes
Corrective
Plus Capital
Action
Conservation Provisions
Buffer
Ratio

Actual
Amount

Actual
Ratio

38,832,000

12.83%

8.00%

9.25%

10.00%

Tier 1 Capital
(to Risk-Weighted Assets)
Bank

35,454,000

11.72%

6.00%

7.25%

8.00%

Common Equity Tier 1
(to Risk-Weighted Assets)
Bank

35,454,000

11.72%

4.50%

5.75%

6.50%

Tier 1 Capital
(to Average Assets)
Bank

35,454,000

9.06%

4.00%

4.00%

5.00%

2017
Total Capital
(to Risk-Weighted Assets)
Bank

$

Federal and state banking regulations place certain restrictions on the amount of loans or
advances that can be extended to the Corporation by the Bank and dividends that can be paid to
the Corporation by the Bank. The total amount of dividends which may be paid at any date is
generally limited to the retained earnings of the Bank, and loans or advances are limited to 10%
of the Bank’s capital stock and surplus on a secured basis. In addition, dividends paid by the
Bank to the Corporation would be prohibited if the effect thereof would cause the Bank’s capital
to be reduced below applicable minimum capital requirements.
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Note 13 - Fair Value Measurements
Fair value is an exit price, representing the amount that would be received to sell an asset or paid
to transfer a liability in an orderly transaction between market participants. Under this guidance,
fair value measurements are not adjusted for transaction costs. Accounting standards establish a
fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value.
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical
assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level
3 measurements). The three levels of the fair value hierarchy under this guidance are described
below:
Basis of Fair Value Measurements
Level 1 - Valuation is based on quoted market prices in active markets for identical assets or
liabilities. Level 1 assets and liabilities generally include debt and equity securities
that are traded in an active exchange market.
Level 2 - Valuation is based on inputs other than quoted market prices included within Level
1 that are observable for the asset or liability, either directly or indirectly. The
valuation may be based on quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be
corroborated by observable market data for substantially the full term of the asset or
liability.
Level 3 - Valuation is generated from model-based techniques that use at least one significant
assumption not observable in the market. Level 3 assets and liabilities include
financial instruments whose value is determined by using pricing models,
discounted cash flow methodologies, or similar techniques.
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Note 13 - Fair Value Measurements (Continued)
Assets Measured at Fair Value on a Recurring Basis
Assets measured at fair value on a recurring basis at December 31, 2018 and 2017 are
summarized as follows:
Fair Value Measurements at December 31, 2018, Using
Quoted Prices in
Other
Active Markets
Significant
Significant
for Identical
Observable
Unobservable
Total
Assets
Inputs
Inputs
Carrying
(Level 1)
(Level 2)
(Level 3)
Value
Investment securities available-for-sale:
State and municipal
Small Business Administration
Collateralized mortgage obligations
Mortgage-backed securities
Total investments at fair value
Mortgage loans held-for sale

$

-

$

18,775,708 $
2,006,507
850,671
16,233,364

-

$

18,775,708
2,006,507
850,671
16,233,364

$

-

$

37,866,250 $

-

$

37,866,250

$

-

$

7,257,073 $

-

$

7,257,073

Fair Value Measurements at December 31, 2017, Using
Quoted Prices in
Other
Active Markets
Significant
Significant
for Identical
Observable
Unobservable
Total
Assets
Inputs
Inputs
Carrying
(Level 1)
(Level 2)
(Level 3)
Value
Investment securities available-for-sale:
State and municipal
Small Business Administration
Collateralized mortgage obligations
Mortgage-backed securities
Total investments at fair value
Mortgage loans held-for sale

$

-

$

28,210,317 $
2,411,010
1,218,372
20,914,017

-

$

28,210,317
2,411,010
1,218,372
20,914,017

$

-

$

52,753,716 $

-

$

52,753,716

$

-

$

8,833,605 $

-

$

8,833,605
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Note 13 - Fair Value Measurements (Continued)
Assets Measured at Fair Value on a Non-Recurring Basis
Assets measured at fair value on a non-recurring basis at December 31, 2018 and 2017 are
summarized as follows:
Fair Value Measurements at December 31, 2018, Using
Quoted Prices in
Other
Active Markets
Significant
Significant
for Identical
Observable
Unobservable
Total
Assets
Inputs
Inputs
Carrying
(Level 1)
(Level 2)
(Level 3)
Value
Impaired loans

$

-

$

-

$

4,523,502 $

4,523,502

Fair Value Measurements at December 31, 2017, Using
Quoted Prices in
Other
Active Markets
Significant
Significant
for Identical
Observable
Unobservable
Total
Assets
Inputs
Inputs
Carrying
(Level 1)
(Level 2)
(Level 3)
Value
Impaired loans

$

-

$

-

$

8,644,159 $

8,644,159

Impaired loans are evaluated and valued at the time the loan is identified as impaired, at the lower
of cost or market value. Foreclosed assets are valued at the time of transfer from the loan
portfolio, at the market value, less the cost to sell. Market value is measured based on the value
of the collateral securing the loans and is classified at a Level 3 in the fair value hierarchy.
Collateral may be real estate and/or business assets including equipment, inventory and/or
accounts receivable. The value of real estate collateral is determined based on appraisal by
qualified licensed appraisers hired by the Bank. The value of business equipment, inventory and
accounts receivable collateral is based on the net book value on the business’ financial statements
and, if necessary, discounted based on management’s review and analysis. Appraised and
reported values may be discounted based on management’s historical knowledge, changes in
market conditions from the time of valuation, and/or management’s expertise and knowledge of
the client and client’s business. Impaired loans are reviewed and evaluated on at least a quarterly
basis for additional impairment and adjusted accordingly, based on the same factors identified
previously.
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Note 14 - Derivative Instruments
Derivative Loan Commitments
Mortgage loan commitments are referred to as derivative loan commitments if the loan that will
result from exercise of the commitment will be held-for-sale upon funding. The Bank enters into
commitments to fund residential mortgage loans at specified times in the future, with the intention
that these loans will subsequently be sold in the secondary market. A mortgage loan commitment
binds the Bank to lend funds to a potential borrower at a specified interest rate and within a
specified period of time, generally up to 60 days after inception of the rate-lock.
Outstanding derivative loan commitments expose the Bank to the risk that the price of the loans
arising from exercise of the loan commitment might decline from inception of the rate-lock to
funding of the loan due to increases in mortgage interest rates. If interest rates increase, the value
of these loan commitments decreases. Conversely, if interest rates decrease, the value of these
loan commitments increases. The notional amount of undesignated mortgage loan commitments
and fair value of such commitments are disclosed in the table on the following page.
The fair value of derivative loan commitments has two components. The first is the change in
secondary market prices since the time that the rate lock was granted. The second is the
estimated gain on sale that will be realized as the rate lock leads to a funded loan which is then
sold into the secondary market.
Forward Loan Sale Commitments
To protect against the price risk inherent in derivative loan commitments, the Bank utilizes both
“mandatory delivery” and “best efforts” forward loan sale commitments to mitigate the risk of
potential decreases in the values of loans that would result from the exercise of the derivative loan
commitments.
With a “mandatory delivery” contract, the Bank commits to deliver a certain principal amount of
mortgage loans to an investor at a specified price on or before a specified date. If the Bank fails
to deliver the amount of mortgages necessary to fulfill the commitment by the specified date, it is
obligated to pay a “pair-off” fee, based on then-current market prices, to the investor to
compensate the investor for the shortfall.
With a “best efforts” contract, the Bank commits to deliver an individual mortgage loan of a
specified principal amount and quality to an investor if the loan to the underlying borrower
closes. Generally, the price the investor will pay the seller for an individual loan is specified prior
to the loan being funded (e.g., on the same day the lender commits to lend funds to a potential
borrower).
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Note 14 - Derivative Instruments (Continued)
Forward Loan Sale Commitments (Continued)
The Bank expects that these forward loan sale commitments will experience changes in fair value
opposite to the change in fair value of derivative loan commitments. The notional amount of
undesignated forward cash sale commitments and the fair value of such commitments are
disclosed in the table below.
The fair value of the asset derivative and liability derivative shown below do not fully reflect the
efficiency of the hedging structure because the liability derivative (customer rate locks) reflect the
eventual gain or sale income when the yet to be funded loan is finally sold into the secondary
market.
2018
Notional
Amount

2017
Fair
Value

Notional
Amount

Fair
Value

Assets included in other assets
(value of):
Interest rate lock commitments
Forward contracts

$

14,399,913 $
-

250,193 $
-

15,746,181 $
8,500,000

214,056
6,797

$

14,399,913 $

250,193 $

24,246,181 $

220,853

$

381,522 $
20,500,000

(1,385) $
(181,406)

294,400 $
14,000,000

(636)
(30,000)

Total liabilities

$

20,881,522 $

(182,791) $

14,294,400 $

(30,636)

Total net included in
other assets

$

35,281,435 $

67,402 $

38,540,581 $

156,154

Total assets
Liabilities included in other assets
(value of):
Interest rate lock commitments
Forward contracts
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Note 15 - Lender Risk Account
The Bank participates in the Federal Home Loan Bank of Indianapolis’ (FHLBI) Mortgage
Purchase Program (MPP). As a participant in this program, FHLBI will fund upfront 1.20% of
the principal balance of a loan upon its sale in order to protect against future losses on those
loans. This upfront funding is put into an account at FHLBI in the name of the Bank known as
the Lender Risk Account (LRA). Loans sold under the MPP are pooled together and evaluated as
a collective whole. When losses occur on these loans, the LRA will be used to offset those losses.
Balances in the LRA will be distributed to the Bank over a period of 30 years from the closing of
a pool adjusted for the impact of realized losses. For 2018 and 2017, the Bank recorded the
present value of the LRA balance based on these terms. The Bank utilized an estimated loss rate
of 0.60% and a discount rate of 3.50% in this calculation. The Bank recorded a long-term asset in
the amount of $1,079,758 and $716,109, which is included in other assets as of December 31,
2018 and 2017, respectively. Gains resulting from additions to the LRA are recorded in gain on
sale of loans.
Note 16 - Non-Interest Income
Non-interest income consists of the following amounts for the years ended December 31, 2018
and 2017:

Fees and service charges
Gain on sale of loans
Increase in cash surrender value of BOLI
Gain on mortgage servicing rights
Other
Total non-interest income

$

2018

2017

4,190,709 $
4,813,151
259,636
3,760,276
876,620

3,504,391
6,475,566
279,341
2,847,655
1,118,592

$ 13,900,392 $ 14,225,545

* * * End of Notes * * *
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