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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
comprise the consolidated balance sheets as of December 31, 2020 and 2019, 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, 2020 and 2019, 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
March 4, 2021
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DART FINANCIAL CORPORATION
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2020 AND 2019
Assets
Cash and cash due from banks
Restricted cash
Federal funds sold

2020
$

17,847,970

$

10,217,459

26,915,209
3,603,000
21,168,795

28,065,429

51,687,004

1,249,000

2,249,000

43,348,053
2,186,387
3,825,000
97,024,888
398,378,784
12,519,582
1,957,691
13,391,346
11,348,081
7,557,528

37,426,368
1,796,250
3,029,500
9,824,115
318,774,414
13,165,340
1,127,175
9,213,781
9,277,235
3,958,812

-

Total cash and cash equivalents

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

2019

$

620,851,769

$

461,528,994

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

2020

$

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

256,799,844
238,089,046

2019

$

247,036,300
116,288,502

494,888,890

363,324,802

67,422,839
977,281

52,825,000
930,417

1,183,533

1,592,203

6,446,815

2,035,462

570,919,358

420,707,884

15,415,635

15,456,035

33,301,958
1,214,818

24,934,601
430,474

49,932,411

40,821,110

Commitments and contingent liabilities (note 11)
Shareholders' equity (note 12):
Common stock, no par; 5,000,000 shares authorized;
issued and outstanding 1,147,468 and 1,148,468
in 2020 and 2019, respectively
Retained earnings
Accumulated other comprehensive income
Total shareholders' equity
Total liabilities and shareholders' equity

$

620,851,769

See accompanying notes to consolidated financial statements
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$

461,528,994

DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2020 AND 2019
2020
Interest income:
Loans
Investment securities
Federal funds sold

$

Total interest income

2019

17,512,734
1,356,614
88,233

$

16,763,318
1,926,979
250,595

18,957,581

18,940,892

2,226,105
1,149,646

3,134,425
1,182,427

3,375,751

4,316,852

15,581,830

14,624,040

5,047,923

2,104,800

10,533,907

12,519,240

Non-interest income (note 16)

40,794,553

18,205,988

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

22,860,776
2,148,713
719,782
1,112,325
6,376,158
5,569,121

15,832,234
2,058,695
629,578
693,900
3,715,017
3,930,302

38,786,875

26,859,726

12,541,585

3,865,502

2,739,663

722,250

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

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

$

9,801,922

$

3,143,252

Net income per average outstanding share of common stock

$

8.54

$

2.74

See accompanying notes to consolidated financial statements
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DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
YEARS ENDED DECEMBER 31, 2020 AND 2019
2020
Net income

$

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

9,801,922

2019
$

1,000,438

Reclassification adjustment for realized gains included
in net income
Tax effect
Total other comprehensive income

1,441,198

(7,597)

(47,268)

(208,497)

(292,725)

784,344

Comprehensive income

$

10,586,266

See accompanying notes to consolidated financial statements
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3,143,252

1,101,205
$

4,244,457

DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2020 AND 2019

Shares
Outstanding
Balance - January 1, 2019
Stock repurchase

1,149,968

Common
Stock

Retained
Earnings

$ 15,510,560

$ 22,847,940

(1,500)

(54,525)

Comprehensive income

-

-

3,143,252

Dividends declared and paid

-

-

(1,056,591)

Balance - December 31, 2019
Stock repurchase

1,148,468

15,456,035

-

24,934,601

(1,000)

(40,400)

Comprehensive income

-

-

9,801,922

Dividends declared and paid

-

-

(1,434,565)

Balance - December 31, 2020

1,147,468

$ 15,415,635

-

$ 33,301,958

See accompanying notes to consolidated financial statements
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Accumulated
Other
Comprehensive
Income/(Loss)
$

Total
Shareholders'
Equity

(670,731) $ 37,687,769
1,101,205
430,474
784,344
-

$ 1,214,818

(54,525)
4,244,457
(1,056,591)
40,821,110
(40,400)
10,586,266
(1,434,565)
$ 49,932,411

DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2020 AND 2019
2020

2019

Cash flows from operating activities:
Net income

$

Adjustments:
Depreciation
Provision for loan losses expense
Increase in cash surrender value of bank-owned
life insurance
(Increase) 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

9,801,922

869,037
5,047,923

$

3,143,252

868,015
2,104,800

(4,177,565)
(617,167)
322,330
(7,597)
(22,284,860)
(644,028,063)
579,112,150
6,376,158
(8,447,004)

(259,112)
325,001
283,729
(47,268)
(6,488,635)
(365,583,818)
369,505,411
3,715,017
(5,719,768)

Changes in operating assets and liabilities:
Increase in accrued interest receivable and
other assets
Increase (decrease) in accrued interest payable
and other liabilities

(4,429,232)

(1,048,262)

Total adjustments

(87,805,673)

Net cash (used in) provided from operating activities

4,458,217

(78,003,751)

See accompanying notes to consolidated financial statements
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(151,073)
(2,495,963)
647,289

DART FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2020 AND 2019
2020
Cash flows from investing activities:
Activity in available-for-sale debt securities:
Purchases
Sales, maturities, calls and prepayments
Activity in held-to-maturity debt securities:
Purchases
Maturities, calls and prepayments
Decrease in interest bearing deposits, net
(Increase) decrease in loans receivable, net
Acquisition of property and equipment
Purchase of FHLBI stock

$

Net cash (used in) provided from 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
Net (decrease) increase in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash - beginning
Cash, cash equivalents and restricted cash - ending

$

2019

(18,510,219)
13,266,642

$

(8,420,348)
10,017,699

(600,000)
209,863
1,000,000
(84,652,293)
(223,279)
(795,500)

248,750
16,096,266
(98,042)
-

(90,304,786)

17,844,325

55,900,000
(41,302,161)
131,564,088
(40,400)
(1,434,565)

6,500,000
(25,140,000)
22,158,654
(54,525)
(1,056,591)

144,686,962

2,407,538

(23,621,575)

20,899,152

51,687,004

30,787,852

28,065,429

$

51,687,004

$

1,546,250

Schedule of Noncash Investing Activities
Municipal bonds transferred out of loans and into investments

$

-

Supplemental Information
Interest paid

$

3,503,803

$

4,330,759

Federal income taxes paid

$

3,260,786

$

400,000

See accompanying notes to consolidated financial statements
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
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 home loan centers located in Grand Rapids,
Lansing, Ann Arbor, Lake Orion 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 and 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. Generally, Federal funds are sold for one day periods. The
Bank is required to maintain reserve funds in cash and or on deposit with the Federal Reserve
Bank. The reserve requirement was $-0- and $3,603,000 at December 31, 2020 and 2019,
respectively.
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.
-9-

Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
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 debt securities, are reported in a separate component of
comprehensive income net of tax effects. Such items, along with net income, are components of
comprehensive income.
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
Debt 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.
Debt securities classified as available-for-sale are measured at fair value as of the consolidated
balance sheet date.
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.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Investment Securities (Continued)
Declines in the estimated fair value of held-to-maturity and available-for-sale debt 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, (iii) that the Bank does not intend to sell these securities, and (iv) it is more likely than
not that the Bank will not be required to sell before 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 nonaccrual or charged-off at an
earlier date if collection of principal or interest is considered doubtful.
All interest accrued but not collected for loans that are placed on nonaccrual or charged-off is
reversed against interest income. 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.
- 11 -

Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Mortgage Banking Derivatives
Commitments to fund mortgage loans (interest rate locks) to be sold into the secondary market
and forward commitments for the future delivery of these mortgage loans are accounted for as
free-standing derivatives. The fair value of the interest rate lock is recorded at the time the
commitment to fund the mortgage loan is executed and is adjusted for the expected exercise of
the commitment before the loan is funded. In order to hedge the change in interest rates resulting
from its commitments to fund the loans, the Bank enters into forward commitments for the future
delivery of mortgage loans when interest rate locks are entered into. Fair values of these
mortgage derivatives are estimated based on changes in mortgage interest rates from the date the
interest on the loan is locked. Changes in the fair values of these derivatives are included in net
gains on sales of loans.
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.
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. Commercial loans are divided into three classes: Real estate, Other
and PPP loans. Real estate loans are also divided into three classes: Mortgage, Home equity
lines-of-credit (HELOC), and Home equity term.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Allowance for Loan Losses (Continued)
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 consumer 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.
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.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Allowance for Loan Losses (Continued)
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.
Consumer: The consumer 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 generally accepted accounting principles (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.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Allowance for Loan Losses (Continued)
TDR Designation and COVID-19 Loan Modifications
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.
On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security Act (CARES Act) was
signed into law. Section 4013 of the CARES Act, “Temporary Relief From Troubled Debt
Restructurings,” provided financial institutions the option to temporarily suspend certain
requirements under U.S. GAAP related to TDRs until December 31, 2020 to account for the
effects of COVID-19. On December 27, 2020, the 2021 Consolidated Appropriations Act was
signed into law, extending this option until January 1, 2022.
On April 7, 2020, regulatory agencies issued a statement, “Interagency Statement on Loan
Modifications and Reporting for Financial Institutions Working With Customers Affected by the
Coronavirus (Revised)” (Statement), to encourage financial institutions to work prudently with
borrowers and to describe the agencies’ interpretation of how accounting rules under ASC 31040, “Troubled Debt Restructurings by Creditors,” apply to certain COVID-19-related
modifications. The regulatory agencies have confirmed with staff of the Financial Accounting
Standards Board (FASB) that short-term modifications made on a good faith basis in response to
COVID-19 to borrowers who were current prior to any relief, are not TDRs.
Under the guidance, modifications should be short term in nature (e.g., six-months or less) and
COVID-19 related. Subsequent modifications should be re-evaluated. The presumption is that
the borrower would not be experiencing financial difficulty had it not been for COVID-19.
Therefore, if the borrower is not current for reasons other than COVID-19 or is requesting a long
term modification, the traditional TDR designation may apply. Further, the agencies’ examiners
will exercise judgment in reviewing loan modifications, including TDRs, and will not
automatically adversely risk rate credits that are affected by COVID-19, including those
considered TDRs. The Statement also provides guidance on past due reporting, non-accrual loans
and charge-offs among other items.
Given the uncertainty in general related to the ultimate impact of COVID-19, the impact of loans
modified under this guidance is unknown.
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Continued

DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Allowance for Loan Losses (Continued)
Impaired Loans
A loan is considered impaired when, based on current information and events, it is probable that
the Bank will be unable to collect the scheduled payments of principal or interest when due
according to the contractual terms of the loan agreement. Factors considered by management in
determining impairment include payment status, collateral value, and the probability of collecting
scheduled principal and interest payments when due. Loans that experience insignificant
payment delays and payment shortfalls generally are not classified as impaired. Management
determines the significance of payment delays and payment shortfalls on a case-by-case basis,
taking into consideration all of the circumstances surrounding the loan and the borrower,
including the length of the delay, the reasons for the delay, the borrower’s prior payment record,
and the amount of the shortfall in relation to the principal and interest owed. Impairment is
measured on a loan-by-loan basis by either the present value of expected future cash flows
discounted at the loan’s effective interest rate or the fair value of the collateral, less costs to sell,
if the loan is collateral dependent. A loan is collateral dependent if its repayment is expected to
be provided solely by the underlying collateral.
Large groups of smaller balance homogeneous loans are collectively evaluated for impairment.
Accordingly, the Bank does not separately identify individual consumer and residential loans for
impairment disclosures, unless such loans are the subject of a restructuring agreement.
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.
Unsecured loans are generally charged-off when 90 days past due. Secured loans enter the
collection process, which may result in partial or full charge-off, when 90 days past due.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Allowance for Loan Losses (Continued)
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, nonaccrual amounts, and actual
losses incurred.
The Bank evaluates the credit quality of loans in the real estate and consumer loan portfolio based
primarily on the aging status of the loan and payment activity. Accordingly, nonaccrual 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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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
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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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
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 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.
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.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
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.
Revenue Recognition from Contracts with Customers
A description of the Bank’s revenue streams accounted for under ASC 606 follows:
Service Charges on Deposit Accounts
The Bank earns fees from its deposit customers for transaction-based, account maintenance, and
overdraft services. Transaction-based fees, which include services such as ATM use fees, stop
payment charges, statement rendering, and ACH fees, are recognized at the time the transaction is
executed as that is the point in time the Bank fulfills the customer’s request. Account
maintenance fees, which relate primarily to monthly maintenance, are earned over the course of a
month, representing the period over which the Bank satisfies the performance obligation.
Overdraft fees are recognized at the point in time that the overdraft occurs. Service charges on
deposits are withdrawn from the customer’s account balance.
Interchange Income
The Bank earns interchange fees from cardholder transactions conducted through payment
networks. Interchange fees from cardholder transactions represent a percentage of the underlying
transaction value and are recognized daily.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
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, 2017.
Net Income Per Share
Net income per basic share of common stock represents income available to common stockholders
divided by the average number of common shares outstanding, which was 1,147,968 shares and
1,149,218 shares for the years ended December 31, 2020 and 2019, respectively.
Advertising
Advertising costs are expensed as incurred.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 1 - Nature of Business and Significant Accounting Policies (Continued)
Recent Accounting Pronouncements
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 debt 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 debt
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.
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, 2022. Early application is
permitted.
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 will take effect for fiscal years beginning after December 15,
2021, 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.
Reclassification
Certain amounts as reported in the 2019 consolidated financial statements have been reclassified
to conform with the 2020 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, 2020, the most recent consolidated balance sheet presented herein,
through March 4, 2021, 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, 2020 AND 2019
Note 2 - Investment Securities
Investment securities at December 31, 2020 and 2019 are summarized as follows:

Amortized
Cost

2020
Gross
Gross
Unrealized
Unrealized
Gains
(Losses)

Fair
Value

Available-for-sale:
State and municipal bonds

$ 19,556,287 $

Small Business
Administration (SBA)
pools

1,100,118

59,090

-

1,159,208

Corporate Bonds

5,659,318

93,373

(41)

5,752,650

U.S. Government
collateralized mortgage
obligations (CMO)

1,441,328

11,942

(3,531)

1,449,739

14,053,258

505,465

(431)

14,558,292

$ 41,810,309 $

1,544,295 $

Mortgage-backed
securities
Total availablefor-sale

874,425 $

(2,548) $ 20,428,164

(6,551) $ 43,348,053

Held-to-maturity:
State and municipal bonds

$

Subordinated note
Total held-tomaturity

1,936,387 $
250,000

$

2,186,387 $
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193,713 $
193,713 $

-

$

-

2,130,100
250,000

$

2,380,100
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 2 - Investment Securities (Continued)

Amortized
Cost

2019
Gross
Gross
Unrealized
Unrealized
Gains
(Losses)

Fair
Value

Available-for-sale:
State and municipal bonds

$ 14,397,363 $

Small Business
Administration (SBA)
pools

1,398,914

29,288

-

1,428,202

679,599

7,175

-

686,774

20,405,588

154,513

(107,135)

652,452 $

(107,548) $ 37,426,368

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

$ 36,881,464 $

461,476 $

(413) $ 14,858,426

20,452,966

Held-to-maturity:
State and municipal bonds

$

Subordinated note
Total held-tomaturity

$

1,546,250 $

-

250,000

-

1,796,250 $

-
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$

-

1,546,250
250,000
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 2 - Investment Securities (Continued)
Investment securities with carrying values of approximately $24,916,000 and $12,200,000 at
December 31, 2020 and 2019, 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, 2020, 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

$ 9,008,456 $ 9,030,551 $
300,000 $
300,000
5,605,231
5,835,908
716,187
780,426
6,694,312
7,176,005
1,170,200
1,299,674
3,907,606
4,138,350
16,594,704

17,167,239

-

-

$ 41,810,309 $ 43,348,053 $ 2,186,387 $ 2,380,100

During 2020 and 2019, proceeds from sales of available-for-sale debt securities amounted to
approximately $-0- and $3,700,000 respectively. Gross realized gains on sales and calls
amounted to $7,597 and $47,268 for the years ended December 31, 2020 and 2019, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 2 - Investment Securities (Continued)
Information pertaining to debt 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, 2020 and 2019:
Continuing Unrealized
Losses for Less Than
12 Months
Fair
Unrealized
Value
Losses

Description
of Securities
State and municipal
bonds

$

-

$

-

$

December 31, 2020
Continuing Unrealized
Losses for 12 Months
or More
Fair
Unrealized
Value
Losses

Fair
Value

1,884,302

1,884,302

$

(2,548) $

Total
Unrealized
Losses
$

(2,548)

Corporate Bonds

-

-

551,058

(41)

551,058

(41)

U.S Government
collateralized mortgage
obligations (CMO)

-

-

1,001,373

(3,531)

1,001,373

(3,531)

Mortgage-backed
securities

-

-

128,871

(431)

128,871

(431)

$

$

-

$

$

Mortgage-backed
securities

-

$

$

-

-

$

$

-

3,565,604

$

(6,551) $

December 31, 2019
Continuing Unrealized
Losses for 12 Months
or More
Fair
Unrealized
Value
Losses

Continuing Unrealized
Losses for Less Than
12 Months
Fair
Unrealized
Value
Losses

Description
of Securities
State and municipal
bonds

-

590,249

$

10,704,788
$

11,295,037

$

(413) $

3,565,604

$

(6,551)

Total
Fair
Value
590,249

(107,135)

10,704,788

(107,548) $

11,295,037

Unrealized
Losses
$

(413)
(107,135)

$

(107,548)

As of December 31, 2020, the Corporation’s investment security portfolio consisted of 109
securities, 7 of which were in an unrealized loss position. As of December 31, 2019, the
Corporation’s investment security portfolio consisted of 84 securities, 24 of which were in an
unrealized loss position. All of these securities are considered to be acceptable credit risks.
Because the declines in fair value are 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, 2020.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 3 - Loans Receivable
Loans receivable at December 31, 2020 and 2019 are summarized as follows:
2020
Commercial:
Real estate
Other
PPP loans

2019

$ 162,505,149 $ 132,874,289
60,053,329
38,118,764
56,108,525
-

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

278,667,003

170,993,053

95,636,094
17,967,075
9,640,841

120,658,043
16,189,281
8,858,440

123,244,010

145,705,764

4,565,715

4,849,178

406,476,728

321,547,995

Net deferred loan origination costs and fees

(1,704,114)

Less allowance for losses on loans

(6,393,830)

Loans receivable, net

566,253
(3,339,834)

$ 398,378,784 $ 318,774,414
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
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,
2020 and 2019:
Commercial
Allowance for loan losses:
Beginning balance
Charge-offs
Recoveries
Provision

$

Ending balance

Real Estate

2,067,588
(2,014,197)
60,808
3,538,917

$

1,016,358
1,200
452,256

December 31, 2020
Consumer

$

41,366
(55,782)
14,044
57,698

3,653,116

1,469,814

57,326

438,930

48,027

48

Unallocated

$

214,522
999,052

Total

$

1,213,574

3,339,834
(2,069,979)
76,052
5,047,923
6,393,830

Ending balance individually
evaluated for impairment

-

487,005

Ending balance collectively
evaluated for impairment

$

3,214,186

$

1,421,787

$

57,278

$

$

6,461,474

$

1,178,864

$

6,531

$

1,213,574

$

5,906,825

$

7,646,869

Loans:
Ending balance individually
evaluated for impairment
Ending balance collectively
evaluated for impairment
Total recorded investment
in loans

272,205,529

122,065,146

$ 278,667,003

$ 123,244,010
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4,559,184

$

4,565,715

$

-

-

398,829,859

-

$ 406,476,728

Continued

DART FINANCIAL CORPORATION
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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

1,828,602
(2,471,175)
60,384
2,649,777

$

1,243,635
(21,924)
7,664
(213,017)

December 31, 2019
Consumer

$

52,059
(69,091)
12,088
46,310

2,067,588

1,016,358

41,366

524,575

19,739

55

Unallocated

$

1,543,013

$

996,619

$

41,311

$

Loans:
Ending balance individually
evaluated for impairment

$

8,148,688

$

1,582,986

$

7,129

$

Total recorded investment
in loans

144,122,778

$ 170,993,053

$ 145,705,764
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4,842,049

$

4,849,178

$

214,522

-

3,717,088
(2,562,190)
80,136
2,104,800
3,339,834

-

$

162,844,365

$

214,522

Ending balance collectively
evaluated for impairment

Ending balance collectively
evaluated for impairment

592,792
(378,270)

Total

544,369

$

2,795,465

$

9,738,803

-

311,809,192

-

$ 321,547,995
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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, 2020 and 2019:
December 31, 2020
Unpaid
Principal
Balance

Recorded
Investment

Average
Recorded
Investment

Related
Allowance

Interest
Income
Recognized

With no related
allowance recorded:
Commercial
Real estate
Other

$

Real estate:
Mortgage
Home equity term
Consumer

2,583,151
614,869

$

2,583,151
614,869

$

-

$

2,928,418
307,435

$

-

392,834
8,377

392,834
8,377

-

566,007
125,928

-

-

-

-

-

-

With an allowance
recorded:
Commercial
Real estate
Other

$

Real estate:
Mortgage
Home equity term
Consumer

2,217,211
1,046,243

$

2,217,211
1,046,243

$

385,431
53,499

$

2,024,053
1,046,243

$

-

777,653
-

777,653
-

48,027
-

684,585
4,406

-

6,531

6,531

48

6,830

-

Total:
Commercial

$

6,461,474

$

6,461,474

$

438,930

$

6,306,149

$

-

Real estate

$

1,178,864

$

1,178,864

$

48,027

$

1,380,926

$

-

Consumer

$

6,531

$

6,531

$

48

$

6,830

$

-

Total:

$

7,646,869

$

7,646,869

$

487,005

$

7,693,905

$

-
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Note 3 - Loans Receivable (Continued)
Impaired Loans (Continued)
December 31, 2019
Unpaid
Principal
Balance

Recorded
Investment

Average
Recorded
Investment

Related
Allowance

Interest
Income
Recognized

With no related
allowance recorded:
Commercial
Real estate
Other

$

Real estate:
Mortgage
Home equity term
Consumer

3,273,684
-

$

3,273,684
-

$

-

$

4,095,237
246,322

$

-

739,179
243,478

739,179
243,478

-

644,223
125,853

-

-

-

-

122,798

-

With an allowance
recorded:
Commercial
Real estate
Other
Real estate:
Mortgage
Home equity term
Consumer

3,044,109
1,830,895

3,044,109
1,830,895

361,329
163,246

2,173,802
1,695,563

-

591,517
8,812

591,517
8,812

18,731
1,008

593,315
13,834

-

7,129

7,129

55

28,829

-

Total:
Commercial

$

8,148,688

$

8,148,688

$

524,575

$

8,210,924

$

-

Real estate

$

1,582,986

$

1,582,986

$

19,739

$

1,377,225

$

-

Consumer

$

7,129

$

7,129

$

55

$

151,627

$

-
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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, 2020 and 2019, and based on the most recent analysis performed, the risk
category of loans by class of commercial loans is as follows:
Commercial Loans
2020
2019
Pass
Watch
Substandard
Doubtful
Loss
Total

- 32 -

$ 266,309,462
5,233,434
7,096,875
27,232
-

$ 154,883,373
6,716,265
9,393,415
-

$ 278,667,003

$ 170,993,053
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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 real estate and consumer loans, 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, 2020 and 2019:

Performing
Loans
Commercial:
Real estate
Other
PPP loans

$

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

$

157,704,787
58,392,217
56,108,525

$

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

$
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$

2,003,069
1,046,242
-

94,465,607
17,967,075
9,632,464

948,510
6,272

4,559,184

6,531

398,829,859

Performing
Loans
Commercial:
Real estate
Other

December 31, 2020
Impaired
Performing
Loans

126,556,496
36,287,869

$

4,010,624

Impaired
Non-Performing
Loans

$

221,977
2,105
$

December 31, 2019
Impaired
Performing
Loans

$

4,404,440
1,148,584

2,797,293
614,870
-

3,636,245

Impaired
Non-Performing
Loans

$

1,913,353
682,311

119,327,347
16,189,281
8,606,150

857,426
252,290

473,270
-

4,842,049

4,680

2,449

311,809,192

$

6,667,420

$

3,071,383
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
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, 2020 and 2019:

30-59 Days
Past Due
Commercial:
Real estate
Other
PPP loans

$

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

60-89 Days
Past Due

$

544,616
-

Consumer
Total

328,422
-

874,347

$

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

$

$

2,075,856

226,844
-

$

227,419
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275,353

$

Current

Total
Loans

538,994
417,719
-

$ 161,966,155
59,635,610
56,108,525

$ 162,505,149
60,053,329
56,108,525

711,068
15,029
2,105

94,925,026
17,952,046
9,638,736

95,636,094
17,967,075
9,640,841

1,309

4,564,406

4,565,715

1,686,224

$ 404,790,504

$ 406,476,728

Current

Total
Loans

1,762,805
428,302

$ 131,111,484
37,690,462

$ 132,874,289
38,118,764

1,252,030
12,491
27,151

119,406,013
16,176,790
8,831,289

120,658,043
16,189,281
8,858,440

6,976

4,842,202

4,849,178

3,489,755

$ 318,058,240

$ 321,547,995

December 31, 2019
Greater Than
90 Days
Total
Past Due
Past Due

$

522,243
428,302

$

235,935
-

575
$

$

-

-

6,401
$

536,524

210,572
-

62,676
2,105

60-89 Days
Past Due

1,016,095
12,491
27,151

Consumer
Total

1,013,718
-

$

-

30-59 Days
Past Due

Commercial:
Real estate
Other

417,719
-

103,776
15,029
-

1,309
$

December 31, 2020
Greater Than
90 Days
Total
Past Due
Past Due

$

1,186,480

$
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
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, 2020 and 2019.
Subsequently defaulted is defined as reaching 90 days past due during the first 12 months
subsequent to approval.
There was no new TDR activity as of December 31, 2020. The following tables present TDR
activity by class of loans as of December 31, 2019:
December 31, 2019
Pre-Modification
Outstanding
Investment
Number of Loans
Commercial

1

Real estate:
Mortgage

1

Consumer

-
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$

660,046

224,106
-

TDRs Which
Subsequently
Defaulted
$

-

15,296
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 3 - Loans Receivable (Continued)
Nonaccrual Loans
Loans on which the accrual of interest has been discontinued or reduced amounted to
approximately $3,636,000 and $3,062,000 for the years ended December 31, 2020 and 2019,
respectively.
Note 4 - Mortgage Servicing
Mortgage loans serviced as of December 31, 2020 and 2019, approximated $1,040,437,000 and
$848,859,000, respectively; such loans are not included on the accompanying consolidated
balance sheets.
The following is an analysis of the changes in capitalized mortgage servicing rights:
2020
Balance - beginning
Capitalized costs
Scheduled amortization

$

Balance - ending

$ 11,348,081 $

2019

9,277,235 $ 7,272,484
8,447,004
5,719,768
(6,376,158 )
(3,715,017)
9,277,235

The fair value of servicing rights was $10,351,724 and $8,870,372 at December 31, 2020 and
2019, respectively. Fair value at December 31, 2020 end was determined using a discount rate of
7.75%, prepayment speeds ranging from 11.00 CPR and 14.83 CPR, depending on the
stratification of the specific right. Fair value at December 31, 2019 end was determined using a
discount rate of 8.51%, prepayment speeds ranging from 11.00 CPR and 13.85 CPR, depending
on the stratification of the specific right.
The Bank maintained custodial balances in connection with loan servicing of approximately
$12,200,000 and $7,100,000 at December 31, 2020 and 2019, respectively. The custodial
balances are not recorded in the Bank’s cash or deposit account balances.

- 36 -

Continued
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 5 - Premises and Equipment
Premises and equipment are carried at cost, less accumulated depreciation, and are summarized at
December 31, 2020 and 2019 by major classification as follows:
2020
Land
Office buildings
Furniture, fixtures and equipment

$

Total cost
Less accumulated depreciation
Undepreciated cost

2019

3,449,952 $ 3,561,196
11,847,248
11,877,901
3,519,765
3,635,643
18,816,965

19,074,740

(6,297,383)

(5,909,400)

$ 12,519,582 $ 13,165,340

Depreciation expense charged to operations amounted to $869,037 and $868,015 for the years
ended December 31, 2020 and 2019, respectively.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 6 - Deposits
Deposits at December 31, 2020 and 2019 are summarized as follows:
2020
NOW accounts
Savings and money market
Time deposits, $100,000 and over
Time deposits, under $100,000

2019

$ 27,081,847 $ 20,943,442
173,898,209 145,280,795
32,751,012
54,704,869
23,068,776
26,107,194

Total interest bearing

256,799,844

247,036,300

Non-interest bearing demand deposits

238,089,046

116,288,502

Total deposits

$ 494,888,890 $ 363,324,802

At December 31, 2020, the scheduled maturities of time deposits with a remaining term of more
than one year were:
Year Ending
December 31st:
2021
2022
2023
2024
2025
Thereafter

$ 33,995,297
10,450,355
4,010,303
4,586,739
2,573,228
203,866

Total

$ 55,819,788

The aggregate amount of certificates in denominations of $250,000 or more at December 31,
2020 and 2019 was approximately $9,950,000 and $15,184,000, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 7 - Borrowed Funds
Federal Home Loan Bank of Indianapolis (FHLBI) 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 $88,100,000 and
$103,315,000 at December 31, 2020 and 2019, respectively. Interest is charged on these
advances at fixed annual rates ranging from 0.55% to 2.34%. Total borrowings from FHLBI
amounted to $59,900,000 and $45,100,000 at December 31, 2020 and 2019, respectively.
The Bank has pledged investments with carrying values of approximately $ 16,352,000 to the
Federal Reserve Bank (FRB) for daylight overdraft availability of approximately $23,337,000.
There were no amounts outstanding as of December 31, 2020 and the Corporation had no pledges
or availability as of December 31, 2019.
During 2020, the Federal Reserve established the Paycheck Protection Program Liquidity Facility
(PPPLF). Under the PPPLF, the Federal Reserve supplies liquidity to participating financial
institutions through term financing by making non-recourse loans to PPP lenders secured by PPP
loans. The Bank has $-0- in outstanding borrowings through the PPPLF as of December 31, 2020.
Under the PPPLF, the Bank has the ability to borrow up to the total amount of PPP loans
originated and outstanding, which total approximately $56,100,000 as December 31, 2020.
In 2019, the Corporation borrowed $1,000,000 of subordinated debt from outside financing
sources and $3,000,000 of subordinated debt from a shareholder. Interest on the notes is charged
at a fixed annual rate of 6.0% with quarterly payments of interest only. Both notes mature in
November 2029.
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, 2020 and
2019 is $1,022,839 and $1,225,000, respectively.
The amounts of principal payments coming due during the five years ending December 31, 2025
are as follows:
2021
2022
2023
2024
2025

$

2,500,000
4,022,839
-

The Bank’s unused lines-of-credit for short-term borrowings totaled $96,600,000 and
$66,400,000 at December 31, 2020 and 2019, respectively. The Bank had outstanding draws on
lines-of-credit of $2,500,000 at December 31, 2020 and 2019, respectively.
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DART FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 8 - Federal Income Taxes
The provision for federal income taxes consists of the following components:
2020
Current income taxes
Deferred expense
Federal income taxes

2019

$

3,356,830 $
(617,167)

397,249
325,001

$

2,739,663 $

722,250

A reconciliation between federal income taxes reported and the amount computed by applying the
statutory federal income tax rate of 21% to earnings before federal income taxes is as follows:
Income tax at statutory rate
Effect of tax-exempt interest income
Effect of nondeductible expenses
Change in estimates and other, net

$

2,633,733 $
(166,328)
8,553
263,705

811,755
(80,425)
(37,850)
28,770

Federal income taxes

$

2,739,663 $

722,250
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 8 - Federal Income Taxes (Continued)
The components of the net deferred income tax liability included within 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:
2020
Deferred tax assets:
Allowance for loan losses
Deferred compensation and fees
Non-accrued interest
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
debt securities
Total deferred tax liabilities
Net deferred income taxes

1,156,305 $
660,145
237,479
65,032
2,756

2019
632,096
195,388
218,330
32,517
14,542

2,121,717

1,092,873

(417,137)
(2,383,097)
(97,052)
(85,038)

(445,759)
(1,948,219)
(131,607)
(45,061)

(322,926)

(114,430)

(3,305,250)

(2,685,076)

$ (1,183,533) $ (1,592,203)

Note 9 - Related Party Transactions
Related party transactions include subordinated borrowings from a shareholder described in Note
7 and an operating lease with a member of management described in Note 11.
Loans
In the ordinary course of business, the Bank granted loans to certain directors and executive
officers and their affiliates. Such loans aggregated approximately $2,039,000 and $1,097,000 at
December 31, 2020 and 2019, respectively.
Deposits
Deposits of Bank directors and executive officers and their affiliates were approximately
$5,300,000 and $2,200,000 at December 31, 2020 and 2019, respectively.
- 41 -
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
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 $298,041 and $239,811 for the years ended December 31, 2020 and
2019, 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 $750,000 and $635,500 for the
years ended December 31, 2020 and 2019, respectively.
Deferred Compensation
The Bank 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 $72,864 and $120,480 for the years ended December 31, 2020 and 2019, 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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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
Note 11 - Commitments and Contingent Liabilities
The principal commitments of the Bank are as follows:
Lease Commitments
At December 31, 2020 and 2019, the Bank was obligated under non-cancellable operating leases
for office space. Net rent expense under the operating leases, included in expenses, was
approximately $366,300 and $314,200 for the years ended December 31, 2020 and 2019,
respectively.
One lease for a branch location is with a member of management. This lease requires monthly
payments of approximately $17,000 through March 2023.
The projected minimum rental payments under the terms of the leases at December 31, 2020 are
as follows:
Year Ending December 31st:
2021
2022
2023

$

263,385
244,385
70,909

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.
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DECEMBER 31, 2020 AND 2019
Note 11 - Commitments and Contingent Liabilities (Continued)
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, 2020 and 2019 were as
follows:
Loan Commitments
Contract Amount
2020
2019
Unfunded commitments under lines-of-credit
Commitments to grant loans
Commitments under overdraft protection
agreements

$ 60,683,409 $ 44,872,096
16,867,797
7,991,944
2,856,675

3,070,148

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.
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DECEMBER 31, 2020 AND 2019
Note 12 - Regulatory Capital
Banks and bank holding companies are subject to regulatory capital requirements administered by
federal banking agencies. Capital adequacy guidelines and, additional for banks, prompt
corrective action regulations, involve quantitative measures of assets, liabilities, and certain off
balance sheet items calculated under regulatory accounting practices. Capital amounts and
classifications are also subject to qualitative judgments by regulators. Failure to meet capital
requirements can initiate regulatory action. The net unrealized gain or loss on available for sale
securities is not included in computing regulatory capital. Management believes as of December
31, 2020, the Corporation and Bank meet all capital adequacy requirements to which they are
subject.
Prompt corrective action regulations provide five classifications: well capitalized, adequately
capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized,
although these terms are not used to represent overall financial condition. If adequately
capitalized, regulatory approval is required to accept brokered deposits. If undercapitalized,
capital distributions are limited, as is asset growth and expansion, and capital restoration plans are
required. As of December 31, 2020 and 2019, the most recent regulatory notifications
categorized the Bank as well capitalized under the regulatory framework for prompt corrective
action. There are no conditions or events since that notification that management believes have
changed the institution’s category.
In 2019, the federal banking agencies jointly issued a final rule that provides for an optional,
simplified measure of capital adequacy, the Community Bank Leverage Ratio Framework (CBLR
Framework), for qualifying community banking organizations, consistent with Section 201 of the
Economic Growth, Regulatory Relief, and Consumer Protection Act. The final rule became
effective on January 1, 2020 and was elected by the Bank as of December 31, 2020. In April
2020, the federal banking agencies issued an interim final rule that makes temporary changes to
the CBLR Framework, pursuant to Section 4012 of the Coronavirus Aid, Relief, and Economic
Security (CARES) Act, and a second interim final rule that provides a graduated increase in the
community bank leverage ratio requirement after the expiration of the temporary changes
implemented pursuant to Section 4012 of the CARES Act.
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Note 12 - Regulatory Capital (Continued)
The community bank leverage ratio removes the requirement for qualifying banking organization
to calculate and report risk-based capital but rather only requires a Tier 1 to average assets
(leverage) ratio. Qualifying banking organizations that elect to use the CBLR Framework and
that maintain a leverage ratio of greater than required minimums will be considered to have
satisfied the generally applicable risk based and leverage capital requirements in the agencies’
capital rules (generally applicable rule) and, if applicable, will be considered to have met the well
capitalized ratio requirements for purposes of Section 38 of the Federal Deposit Insurance Act.
Under the interim final rules, the community bank leverage ratio minimum requirement is 8% as
of December 31, 2020, 8.5% for calendar year 2021, and 9% for calendar year 2022 and beyond.
The interim rule allows for a two-quarter grace period to correct a ratio that falls below the
required amount, provided that the bank maintains a leverage ratio of 7% as of December 31,
2020, 7.5% for calendar year 2021, and 8% for calendar year 2022 and beyond.
Under the final rule, an eligible banking organization can opt out of the CBLR Framework and
revert bank to the risk-weighting framework without restriction. As of December 31, 2020, both
the Corporation and the Bank were qualifying community banking organizations as defined by
the federal banking agencies and elected to measure capital adequacy under the CLBR
Framework.
The Bank’s actual capital amounts and ratios at December 31, 2020 and 2019 are presented in the
following tables:

Actual
Amount

Actual
Ratio

55,986,000

8.95%

Minimum
Required to
be Well
Capitalized
Under
Prompt
Corrective
Action
Provisions
(CBLR)

2020
Tier 1 Capital
(to Average 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

49,150,000

14.47%

8.00%

10.50%

10.00%

Tier 1 Capital
(to Risk-Weighted Assets)
Bank

45,810,000

13.49%

6.00%

8.50%

8.00%

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

45,810,000

13.49%

4.50%

7.00%

6.50%

Tier 1 Capital
(to Average Assets)
Bank

45,810,000

9.82%

4.00%

4.00%

5.00%

2019
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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DECEMBER 31, 2020 AND 2019
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, 2020 and 2019 are
summarized as follows:
Fair Value Measurements at December 31, 2020, 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
Financial assets:
Investment securities available-for-sale:
State and municipal
Small Business Administration
Corporate Bonds
Collateralized mortgage obligations
Mortgage-backed securities
Mortgage loans held-for sale
Derivatives
Financial liabilities:
Derivatives
Total

$

-

$

$

-

$

20,428,164 $
1,159,208
5,752,650
1,449,739
14,558,292
97,024,888
1,974,152

-

(996,250)

-

141,350,843 $

-

$

-

20,428,164
1,159,208
5,752,650
1,449,739
14,558,292
97,024,888
1,974,152
(996,250)

$

141,350,843

Fair Value Measurements at December 31, 2019, 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
Financial assets:
Investment securities available-for-sale:
State and municipal
Small Business Administration
Collateralized mortgage obligations
Mortgage-backed securities
Mortgage loans held-for sale
Derivatives
Financial liabilities:
Derivatives
Total

$

-

$

$

-
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$

14,858,426 $
1,428,202
686,774
20,452,966
9,824,115
272,233

-

(57,157)

-

47,465,559 $

-

$

14,858,426
1,428,002
686,774
20,452,966
9,824,115
272,233
(57,157)

$

47,465,559
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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, 2020 and 2019 are
summarized as follows:
Fair Value Measurements at December 31, 2020, 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

$

-

$

-

$

7,159,864 $

7,159,864

Fair Value Measurements at December 31, 2019, 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

$

-

$

-

$

9,194,433 $

9,194,433

Impaired loans are evaluated and valued at the time the loan is identified as impaired, at the lower
of cost or market value. 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
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.
2020
Notional
Amount

2019
Fair
Value

Notional
Amount

Fair
Value

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

$

67,240,130 $
-

1,974,152 $
-

20,213,479 $
4,000,000

266,999
5,234

$

67,240,130 $

1,974,152 $

24,213,479 $

272,233

$

$
145,000,000

$
(996,250)

2,209,196 $
19,250,000

(19,462)
(37,695)

Total liabilities

$

145,000,000 $

(996,250) $

21,459,196 $

(57,157)

Total net included in
other assets

$

212,740,130 $

977,902 $

45,672,675 $

215,076

Total assets
Liabilities included in other assets
(value of):
Interest rate-lock commitments
Forward contracts

The Bank also maintains mortgage loans held-for-sale to utilize in fulfilling forward contracts of
$97,024,888 and $9,824,115 at December 31, 2020 and 2019, respectively.
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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 2020 and 2019, the Bank recorded the
present value of the LRA balance based on these terms. The Bank utilized an estimated loss rates
ranging from 0.50% to 0.70% and a discount rate of 4.25% in this calculation. The Bank
recorded an asset in the amount of $1,975,890 and $1,888,049, which is included in other assets
as of December 31, 2020 and 2019, respectively. Gains resulting from additions to the LRA are
recorded in gain on sale of loans.
Note 16 - Non-Interest Income
All of the Bank’s revenue from contracts with customers in the scope of ASC 606 is recognized
within non-interest income. The following table presents the Company’s sources of non-interest
income for the years ended December 31, 2020 and 2019. Items outside the scope of ASC 606
are noted as such.
2020
Service charges on deposits
Interchange income
Gain on sale of loans (a)
Gain on mortgage servicing rights (a)
Loan servicing fees (a)
Other (a)

$

Total non-interest income

3,242,841 $
159,736
22,284,860
8,447,004
6,077,714
582,398

2019
1,254,229
136,956
6,488,635
5,719,769
3,995,773
610,626

$ 40,794,553 $ 18,205,988

(a) Not within the scope of ASC 606
* * * End of Notes * * *

- 52 -

