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Opinion
We have audited the consolidated financial statements (the ''financial statements'') of First Berlin Bancorp, Inc.
and Subsidiary (the "Company"), which comprise the consolidated balance sheets as of December 31, 2021 and
2020, and the related consolidated statements of income, comprehensive income, changes in stockholders'
equity, and consolidated cash flows for the years then ended, and the related notes to the financial statements.
In our opinion, the accompanying financial statements referred to above present fairly, in all material respects,
the financial position of the Company as of December 31, 2021 and 2020, and the changes in its financial position
and its cash flows for the years then ended in accordance with accounting principles generally accepted in the
United States.
Basis for Opinion
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America ("GAAS"). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the Company and to meet our other ethical responsibilities, in accordance with the relevant
ethical requirements relating to our audits. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.
Responsibilities of Management for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance
with accounting principles generally accepted in the United States of America, and for the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about the Company's ability to continue as a
going concern for one year after the date the financial statements are available to be issued.
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Auditor's Responsibility for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion.
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee
that an audit conducted in accordance with GAAS will always detect a material misstatement when it exists. The
risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control. Misstatements are considered material if there is a substantial likelihood that, individually or in the
aggregate, they would influence the judgment made by a reasonable user based on the financial statements.
In performing an audit in accordance with GAAS, we:


Exercise professional judgment and maintain professional skepticism throughout the audit.



Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.



Obtain an understanding of internal control relevant to the audit 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 Company’s internal control. Accordingly, no such opinion is expressed.



Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statements.



Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about the Company's ability to continue as a going concern for a reasonable period of
time.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control–related matters that
we identified during the audit.

Wipfli LLP
April 26, 2022
Rockford, Illinois
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First Berlin Bancorp, Inc. and Subsidiary
Consolidated Balance Sheets

As of December 31,
2021

2020

18,835,793 $

15,294,115

97,531,229

41,576,841

116,367,022

56,870,956

6,002,877

1,000,000

Assets:
Cash and due from banks
Interest-bearing deposits
Cash and cash equivalents
Certificates of deposit

$

Debt securities available for sale

107,109,555

54,861,967

Loans, net

348,768,323

389,605,082

Premises and equipment, net

5,600,989

6,654,854

Mortgage servicing rights
Other investments

2,162,670

1,674,801

2,019,100

1,490,000

Bank-owned life insurance

9,128,506

8,912,631

Other assets

3,363,068

2,508,079

$ 600,522,110

$ 523,578,370

$ 140,661,656

$ 128,541,217

Interest-bearing deposits

377,302,956

329,084,990

Total deposits

517,964,612

457,626,207

22,323,962

22,000,000

132,432

204,707

2,257,372

2,483,383

542,678,378

482,314,297

61,126

50,000

Total assets
Liabilities:
Noninterest-bearing deposits

Other borrowings
Capital lease obligations
Other liabilities
Total liabilities
Stockholders' equity:
Common stock - $0.10 par value; Authorized - 1,000,000 shares; Issued - 611,262
and 500,000 shares; Outstanding - 554,512 and 443,250 shares
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income (loss)
Treasury stock, 56,750 shares, at cost
Total stockholders' equity
Total liabilities and stockholders' equity

See accompanying notes to consolidated financial statements.

10,502,454

500,000

49,531,526

41,821,755

(19,165)

1,124,527

(2,232,209)

(2,232,209)

57,843,732

41,264,073

$ 600,522,110

$ 523,578,370
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First Berlin Bancorp, Inc. and Subsidiary
Consolidated Statements of Income

As of December 31,
2021

2020

Interes t a nd di vi dend i ncome:
Loa ns , i ncl udi ng fees
Debt s ecuri ti es :
Ta xa bl e
Ta x-exempt
Interes t-bea ri ng depos i ts
Federa l funds s ol d
Di vi dend i ncome
Certi fi ca tes of depos i t

$

20,065,001

$

20,052,923

695,083
250,396
93,850
3,980
58,327
27,377

880,751
188,684
151,322
10,066
50,073
24,567

21,194,014

21,358,386

1,017,763
435,240
12,453

2,730,160
605,530
16,232

1,465,456

3,351,922

Net i nteres t i ncome
Provi s i on for l oa n l os s es

19,728,558
300,000

18,006,464
1,350,000

Net i nteres t a nd di vi dend i ncome a fter provi s i on for l oa n l os s es

19,428,558

16,656,464

695,197
1,177,559
1,268,503
2,526,184
333
167,375
53,931
602,725
359,188

631,755
1,031,099
1,130,331
3,111,824
69,061
189,142
142,602
392,793

6,850,995

6,698,607

6,694,709
2,171,094
1,159,739
408,697
1,430,638
248,377
133,960
2,643,647

6,719,231
2,179,501
1,155,395
416,677
1,461,870
270,647
948,055
2,746,752

14,890,861

15,898,128

11,388,692
3,124,409

7,456,943
1,961,722

Tota l i nteres t a nd di vi dend i ncome
Interes t expens e:
Depos i ts
Other borrowi ngs
Ca pi ta l l ea s e obl i ga ti ons
Tota l i nteres t expens e

Noni nteres t i ncome:
Cus tomer s ervi ce fees
Intercha nge fees
Loa n s ervi ci ng fees
Net ga i n from s a l e of l oa ns
Net ga i n on s a l e of debt s ecuri ti es a va i l a bl e for s a l e
Income on ba nk-owned l i fe i ns ura nce, net
Inves tment s ervi ces commi s s i on a nd fees
Premi um on s a l e of bra nch
Other
Tota l noni nteres t i ncome
Noni nteres t expens e:
Sa l a ri es
Empl oyee benefi ts
Occupa ncy
Furni ture a nd equi pment expens es
Computer a nd technol ogy s ervi ces
Adverti s i ng
Forecl os ed a s s ets , net
Other
Tota l noni nteres t expens e
Net i ncome before i ncome ta xes
Provi s i on for i ncome ta xes
Net i ncome

See accompanying notes to consolidated financial statements.

$

8,264,283

$

5,495,221
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First Berlin Bancorp, Inc. and Subsidiary

Consolidated Statements of Comprehensive Income

As of December 31,
2021
Net income

2020

$ 8,264,283

$ 5,495,221

(1,613,683)

940,651

(333)

(69,061)

Other comprehensive income (loss), before tax effect:
Change in unrealized gain (loss) on debt securities available for sale
Reclassification adjustment for net gains on debt securities available for
sale realized in net income
Other comprehensive income (loss) before tax effect
Income tax expense related to items of other comprehensive income (loss)

(1,614,016)
470,324

Other comprehensive income (loss), net of tax

(1,143,692)

Comprehensive income

$ 7,120,591

See accompanying notes to consolidated financial statements.

871,590
(253,981)
617,609
$ 6,112,830
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First Berlin Bancorp, Inc. and Subsidiary

Consolidated Statements of Changes in Stockholders’ Equity
Accumulated
Other
Common
Stock
Ba l a nce a t Ja nua ry 1, 2020

$

Additional
Paid-in Capital

50,000

$

500,000

Retained
Earnings
$

Total

Comprehensive
Income (Loss)

36,769,784

$

506,918

Treasury
Stock
$

Stockholders'
Equity

(1,982,209)

-

-

Other comprehens i ve i ncome, net of ta x

-

-

Di vi dends to s tockhol der ($1.00 per s ha re)

-

-

Purcha s e 5,000 s ha res of trea s ury s tock

-

-

-

-

(250,000)

500,000

41,821,755

1,124,527

(2,232,209)

-

8,264,283

-

-

Net i ncome

Ba l a nce a t December 31, 2020

50,000
-

Net i ncome

-

Other comprehens i ve l os s , net of ta x

11,126

Is s ua nce of 111,262 s ha res of common s tock
Di vi dends to s tockhol ders ($1.00 per s ha re)
Ba l a nce a t December 31, 2021

$

5,495,221
-

-

61,126

$ 10,502,454

See accompanying notes to consolidated financial statements.

-

(1,143,692)

(554,512)
49,531,526

$

35,844,493
5,495,221

-

617,609

-

(443,250)
(250,000)
41,264,073

-

-

$

-

617,609

(443,250)

10,002,454

-

-

$

8,264,283

-

(1,143,692)

-

-

10,013,580

-

-

(19,165)

$

(2,232,209)

(554,512)
$

57,843,732
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First Berlin Bancorp, Inc. and Subsidiary
Consolidated Statements of Cash Flows

Yea rs Ended December 31,

2021

2020

Cha nge i n ca s h a nd ca s h equi va l ents :
Ca s h fl ows from opera ti ng a cti vi ti es :
Net i ncome

$

8,264,283

$

5,495,221

Adjus tments to reconci l e net i ncome to ca s h fl ows from opera ti ng
a cti vi ti es :
Depreci a ti on a nd a morti za ti on

525,360

547,253

Amorti za ti on a nd a ccreti on of bond premi ums a nd di s counts , net

688,577

352,751

Amorti za ti on of core depos i t premi um
Net ga i n on s a l e of debt s ecuri ti es a va i l a bl e for s a l e
Provi s i on for l oa n l os s es
Deferred l oa n fees
Net ga i n (l os s ) on di s pos a l of premi s es a nd equi pment a nd other
ba nk-owned property

17,998

17,998

(333)

(69,061)

300,000

1,350,000

(759,772)

935,505

36,133

(6,825)

Net loss on sales of foreclosed assets

-

795,821

Provi s i on for i mpa i rments of forecl os ed a s s ets

-

6,210

110,248

476,718

Increa s e i n ba nk-owned l i fe i ns ura nce

(215,875)

(217,914)

Mortga ge s ervi ci ng ri ghts

(487,869)

(425,252)

Deferred ta x expens e

Net cha nge i n:
Other a s s ets
Other l i a bl i ti es
Ca s h fl ows from opera ti ng a cti vi ti es

398,755

(580,071)

(226,011)

(1,088,057)

8,651,494

7,590,297

Ca s h fl ows from i nves ti ng a cti vi ti es :
Net cha nge i n certi fi ca tes of depos i t
Purcha s es of debt s ecuri ti es a va i l a bl e for s a l e
Ma turi ti es , pa ydowns , a nd ca l l s of debt s ecuri ti es a va i l a bl e for s a l e
Proceeds from s a l e of debt s ecuri ti es a va i l a bl e for s a l e
Purcha s e of other i nves tments
Net decrea s e (i ncrea s e) i n l oa ns
Purcha s e of premi s es a nd equi pment
Proceeds from s a l es of premi s es a nd equi pment
Proceeds from s a l es of forecl os ed a s s ets
Ca s h fl ows from i nves ti ng a cti vi ti es

See accompanying notes to consolidated financial statements.

(5,002,877)

-

(73,567,392)

(23,652,451)

18,507,783

14,532,166

509,761

7,857,357

(529,100)

(655,000)

40,384,865

(53,347,247)

(257,561)

(513,524)

749,933

6,825

-

1,657,479

(19,204,588)

(54,114,395)
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First Berlin Bancorp, Inc. and Subsidiary

Consolidated Statements of Cash Flows (Continued)
Ye a rs Ende d De ce mbe r 31,

2021

2020

Ca s h fl ows from fi na nci ng a cti vi ti e s :
Cha nge i n de pos i ts

$

Pa yme nts on othe r borrowi ngs
Proce e ds from othe r borrowi ngs
Purcha s e of tre a s ury s tock

60,338,405

$

57,242,880

(4,676,038)

(28,000,000)

5,000,000

34,000,000

-

(250,000)

(72,275)

(77,249)

Ca s h di vi de nds pa i d on common s tock

(554,512)

(443,250)

Proce e ds from common s tock i s s ua nce

10,013,580

-

70,049,160

62,472,381

Ne t cha nge i n ca s h a nd ca s h e qui va l e nts

59,496,066

15,948,283

Ca s h a nd ca s h e qui va l e nts a t be gi nni ng of ye a r

56,870,956

40,922,673

Pa yme nt of ca pi ta l l e a s e obl i ga ti ons

Ca s h fl ows from fi na nci ng a cti vi ti e s

Ca s h a nd ca s h e qui va l e nts a t e nd of ye a r

$

116,367,022

$

56,870,956

1,526,470

$

3,550,796

Supplemental cash flow information:
Ca s h pa i d duri ng the ye a r for:
Inte re s t

$

2,155,000

Income ta xe s

2,037,437

Noncash investing and financing activities:
Loa ns tra ns fe rre d to fore cl os e d a s s e ts
Ca pi ta l l e a s e obl i ga ti on i ncurre d for us e of e qui pme nt

See accompanying notes to consolidated financial statements.

$

911,666
-

$

127,690
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First Berlin Bancorp, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 1: Summary of Significant Accounting Polices
Organization
First Berlin Bancorp, Inc. (the "Company") provides a variety of financial services to individual and corporate
customers through its wholly owned subsidiary, Fortifi Bank (the "Bank"), and its wholly owned subsidiary,
Fortifi Investment Services, Inc. Effective June 30, 2021, Fortifi Investment Services, Inc. was dissolved, and
remaining assets were merged with the Bank. The Bank is a state-chartered bank providing a full range of
financial services, including the granting of agribusiness, commercial, residential, and consumer loans and
accepting deposits from customers primarily in central Wisconsin. The Bank also offered wealth, retirement,
and insurance services to its customers through its subsidiary through June 30, 2021. In addition, the
Company is subject to regulations of certain regulatory agencies and undergoes periodic examination by
those regulatory agencies.

Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its subsidiary, the Bank, and
the Bank's subsidiary. All significant intercompany balances and transactions have been eliminated.
Use of Estimates in Preparation of Financial Statements
The preparation of the accompanying consolidated financial statements in conformity with accounting
principles generally accepted in the United States ("GAAP") requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the consolidated financial statements, and the reported amounts of revenue and
expenses during the reporting period. Actual results may differ from these estimates. Material estimates
that are susceptible to significant change in the near term relate to the determination of the allowance for
loan losses, valuation of debt securities available for sale, mortgage servicing rights, and foreclosed assets.

Cash and Cash Equivalents
For purposes of reporting cash flows in the consolidated financial statements, cash and cash equivalents
include cash on hand, balances due from banks, interest-bearing deposits in other financial institutions, and
federal funds sold, all of which have original maturities of three months or less.

Certificates of Deposit
Certificates of deposit include interest-bearing certificates of deposit at insured financial institutions that
have an original maturity greater than three months and are carried at cost.

9

First Berlin Bancorp, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 1: Summary of Significant Accounting Polices (Continued)
Debt Securities
Debt securities are classified as available for sale and are carried at fair value, with unrealized gains and
losses reported in other comprehensive income or loss. Amortization of premiums and accretion of
discounts are recognized in interest income using the interest method over the estimated lives or earliest call
date of the debt securities, as applicable. Gains and losses on the sale of debt securities are recorded on the
trade date and determined using the specific-identification method.
Declines in fair value of debt securities that are deemed to be other than temporary, if applicable, are
reflected in earnings as realized losses. In estimating other-than-temporary impairment losses, management
considers the length of time and the extent to which fair value has been less than cost, the financial condition
and near-term prospects of the issuer, and the intent and ability of the Company to retain its investment in
the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.

Marketable Equity Securities
Marketable equity securities have a readily determinable fair value and are measured at fair value with
changes in fair value reported in net income. Gains and losses on the sale of marketable equity securities are
recorded on the trade date and determined using the specific-identification method.

Other Investments
Other investments include equity securities without a readily determinable fair value, including Bankers’
Bancorporation stock and Federal Home Loan Bank (FHLB) stock. The Company has elected to account for
equity securities without a readily determinable fair values using the alternative measurement method.
Under this method, these securities are carried at cost, minus impairment, if any, plus or minus changes
resulting from observable price changes in orderly transactions for the identical or a similar investment. The
Company is required to hold FHLB stock as a member of the FHLB, and transfer of the stock is substantially
restricted. Members are required to own certain amount of stock based on the level of borrowings and
other factors, and may invest in additional amounts. FHLB stock is carried at cost, minus impairment, if any;
and is evaluated for impairment on a periodic basis. FHLB stock is pledged as collateral for outstanding FHLB
advances.

Loans Held for Sale
Loans originated and intended for sale in the secondary market are carried at the lower of cost or estimated
fair value in the aggregate. Net unrealized losses, if any, are recognized through a valuation allowance by
charges to income. Realized gains and losses on sales of loans are based on the difference between the
selling price and the carrying value of the related loan sold. The Company had no loans held for sale as of
December 31, 2021 and 2020.
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First Berlin Bancorp, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 1: Summary of Significant Accounting Polices (Continued)
Risk and Uncertainties
The United States and world economies continue to suffer adverse effects from the COVID-19 virus pandemic
(“CV19 pandemic”). The Company has responded throughout the CV19 pandemic as guided by governmental
authorities and regulatory agencies with necessary operational and procedural modifications. The Company
has not experienced a material adverse impact to the consolidated financial statements. Future potential
impacts to the Company may include disruptions or restrictions on employees and contracted agents ability
to work, reduced demand for new loans, and increased repurchase risk or loan defaults. The future impact of
the CV19 pandemic on the Company cannot be reasonably estimated at this time.

Loans
Loans that management has the intent and ability to hold for the foreseeable future or until maturity or
payoff generally are reported at their outstanding unpaid principal balances adjusted for deferred loan fees,
charge-offs, and the allowance for loan losses. Interest on loans is accrued and credited to income based on
the unpaid principal balance. Loan fees collected in conjunction with PPP are deferred and recognized over
the contractual life of the loan or accelerated at forgiveness. Management has concluded the capitalization
of the amount of net deferred fees and costs in originating all other loans are immaterial to the consolidated
financial statements.
The accrual of interest on loans is discontinued when, in the opinion of management, there is an indication
the borrower may be unable to make payments as they become due. When loans are placed on nonaccrual
or charged off, all unpaid accrued interest is reversed against interest income. The interest on these loans is
subsequently accounted for on the cash basis 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.

Allowance for Loan Losses
The allowance for loan losses is a valuation allowance for probable incurred credit losses. Loan losses are
charged against the allowance when management believes the uncollectibility of a loan balance is confirmed.
Subsequent recoveries, if any, are credited to the allowance. Management estimates the allowance balance
required using past loan loss experience, the nature and volume of the portfolio, information about specific
borrower situations and estimated collateral values, economic conditions, and other factors. Allocations of
the allowance may be made for specific loans, but the entire allowance is available for any loan that, in
management's judgment, should be charged off.
The allowance consists of specific and general components. The specific component relates to loans that are
individually classified as impaired. A loan is impaired when, based on current information and events, it is
probable that the Company will be unable to collect all amounts due according to the contractual terms of
the loan agreement. Loans for which the terms have been modified resulting in a concession, and for which
the borrower is experiencing financial difficulties, are considered troubled debt restructurings ("TDRs") and
classified as impaired.
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First Berlin Bancorp, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 1: Summary of Significant Accounting Polices (Continued)
Allowance for Loan Losses (Continued)
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 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.
Commercial and commercial real estate loans are individually evaluated for impairment. If a loan is impaired,
a portion of the allowance is allocated so that the loan net of the specific allocation equals the present value
of estimated future cash flows using the loan’s existing rate or the fair value of underlying collateral less
applicable estimated selling costs if repayment is expected solely from the collateral.
TDRs are individually evaluated for impairment and included in the separately identified impairment
disclosures. TDRs are measured at the present value of estimated future cash flows using the loan’s original
effective rate. If a TDR is considered to be a collateral dependent loan, the loan is measured at the fair value
of the collateral less applicable estimated selling costs. For TDRs that subsequently default, the Company
determines the amount of the allowance on that loan in accordance with the accounting policy for the
allowance for loan losses on loans individually identified as impaired.
The general component covers loans that are collectively evaluated for impairment. Large groups of smaller
balance homogeneous loans, such as consumer and residential real estate loans, are collectively evaluated
for impairment and, accordingly, they are not included in the separately identified impairment disclosures.
The general allowance component also includes loans that are not individually identified for impairment
evaluation, such as those loans that are individually evaluated, but are not considered impaired.
The general component is based on historical loss experience adjusted for current qualitative factors. The
historical loss experience is determined by portfolio segment or loan class and is based on the actual loss history
experienced by the Company. This actual loss experience is supplemented with other qualitative factors based on
the risks present for each portfolio segment or loan class. These qualitative factors include: 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.
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First Berlin Bancorp, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 1: Summary of Significant Accounting Polices (Continued)
Allowance for Loan Losses (Continued)
Management considers the following when assessing risk in the Company's loan portfolio segments:
•

•

•

•

•

•

Agricultural real estate and/or commercial real estate loans are dependent on the industries tied to
these loans. Agricultural loans are primarily for land acquisition. Commercial real estate loans are
primarily secured by office and industrial buildings, warehouses, small retail shopping facilities, and
various special purpose properties, including hotels and restaurants. Financial information is obtained
from the borrowers and/or the individual project to evaluate cash flows sufficiency to service debt and is
periodically updated during the life of the loan. Loan performance may be adversely affected by factors
impacting the general economy or conditions specific to the real estate market such as geographic
location and/or property type.
Construction and land development loans are secured by vacant land and/or property that are in the
process of improvement, including (a) land development preparatory to erecting vertical improvements
or (b) the on-site construction of industrial, commercial, residential, or farm buildings. Repayment of
these loans can be dependent on the sale of the property to third parties or the successful completion of
the improvements by the builder for the end user. In the event a loan is made on property that is not yet
improved for the planned development, there is the risk that necessary approvals will not be granted or
will be delayed. Construction loans also run the risk that improvements will not be completed on time or
in accordance with specifications and projected costs.
Multifamily loans include loans to finance nonfarm properties with five or more units in structures
primarily to accommodate households on a temporary or permanent basis. Such credits are typically
originated to finance the acquisition of an apartment or condo building/complex. Multifamily loans are
made based primarily on the historical and projected cash flow of the subject multifamily property, with
assumptions made for vacancy rates. Cash flows and ultimate loan performance rely on the receipt of
rental income from the tenants of the property who are themselves subject to fluctuations in national
and local economic and unemployment trends.
Residential real estate loans are affected by the local residential real estate market, the local economy,
and, for variable rate mortgages, movement in indices tied to these loans. At the time of origination the
Company evaluates the borrower's repayment ability through a review of debt to income and credit
scores. Appraisals are obtained to support the loan amount. Financial information is obtained from the
borrowers and/or the individual project to evaluate cash flows sufficiency to service debt at the time of
origination.
Commercial and industrial and/or agricultural loans are primarily for working capital, physical asset
expansion, asset acquisition loans, and other. These loans are made based primarily on historical and
projected cash flow of the borrower and secondarily on the underlying collateral provided by the
borrower. The cash flows of borrowers, however, may not behave as forecasted and collateral securing
loans may fluctuate in value due to economic or individual performance factors. Financial information is
obtained from the borrowers to evaluate cash flows sufficiency to service debt and are periodically
updated during the life of the loan.
Consumer and other loans may take the form of installment loans, demand loans, or single payment
loans and are extended to individuals for household, family, and other personal expenditures. At the
time of origination, the Company evaluates the borrower's repayment ability through a review of debt to
income and credit scores.
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Note 1: Summary of Significant Accounting Polices (Continued)
Premises and Equipment
Premises and equipment are stated at cost less accumulated depreciation. Depreciation is computed
principally on the straight-line method over the estimated useful lives of the assets, which range from 15 to
40 years for buildings and 3 to 10 years for furniture and equipment.

Foreclosed Assets
Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at the lower
of cost or the fair value less estimated costs to sell at the date of foreclosure. At date of acquisition, losses
are charged to the allowance for loan losses. Subsequent to foreclosure, valuations are periodically
performed by management, and the assets are carried at the lower of carrying amount or fair value less cost
to sell. Revenue and expenses from operations, gains (losses) on sales, and changes in the valuation
allowance are included in net expenses from foreclosed assets.

Bank-Owned Life Insurance
The Company has purchased split-dollar life insurance policies on certain key employees. Bank-owned life
insurance is recorded at its cash surrender value or the amount that can be realized. In addition, the
Company has recorded a liability during the service periods for key employees for split-dollar life insurance
agreements which continue after the participants’ employment terminates at retirement. The required
accrued liability is based on the post-retirement benefit cost for the continuing life insurance.

Mortgage Servicing Rights
The Company services mortgage loans it sells to third-party institutions. Servicing loans includes collecting
monthly principal and interest payments from borrowers, passing such payments through to the third-party
investors, and maintaining escrow accounts for taxes and insurance. When necessary, the Company also
performs collection functions for delinquent loan payments, handles loan foreclosure proceedings, and
disposes of foreclosed property. The Company generally earns a servicing fee of 25 basis points on the
outstanding loan balance for performing these services as well as fees and interest income from ancillary
sources, such as late fees and float. Servicing fees, late fees, and other ancillary income earned each year,
net of any amortization expense and impairment charges discussed below, are reported in the consolidated
statements of income as a component of loan servicing fee income.
Mortgage servicing rights are recognized as separate assets when rights are acquired through sale of
mortgage loans into the secondary market. Mortgage servicing rights acquired through sale of loans are
recognized as a component of loan servicing fees and are recorded at their relative fair value. Mortgage
servicing rights are amortized into noninterest income in proportion to, and over the period of, the estimated
future net servicing income of the underlying loans.
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Note 1: Summary of Significant Accounting Polices (Continued)
Mortgage Servicing Rights (Continued)
Mortgage servicing rights are evaluated for impairment at least annually and whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. The evaluation includes
stratifying the mortgage servicing rights by predominant characteristics, such as interest rates and terms, and
estimating the fair value of each stratum. Impairment, if any, is recognized through a valuation allowance for
an individual stratum, to the extent that fair value is less than the carrying amount for the stratum.
The fair value of each servicing rights stratum is evaluated based on the present value of estimated future
cash flows using a discount rate commensurate with the risk associated with that stratum, given current
market conditions. Estimates of fair value include primarily assumptions about prepayments, discount rates,
default rates, and other factors which are subject to change over time. Changes in these underlying
assumptions could cause the fair value of mortgage servicing rights, and the related valuation allowance, to
change significantly in the future.

Intangible Assets
Intangible assets are attributable to the value of ongoing customer relationships, or core deposits, arising
from branch acquisitions and are included in other assets on the consolidated balance sheets. These assets
are being amortized on a straight-line basis over their estimated useful lives, which range from 5 to 10 years.
The Company evaluates intangible assets for impairment at least annually and whenever events or changes
in circumstances indicate that the carrying amount of an asset may not be recoverable. The evaluation
includes assessing the estimated fair value of the asset based on market prices for similar assets, where
available, and the present value of estimated future cash flows associated with the asset. Adjustments are
recorded if it is determined that the benefit of the asset has decreased.

Transfers of Financial Assets
Transfers of financial assets are accounted for as sales when control over the assets has been surrendered.
Control over transferred assets is deemed to be surrendered when: (1) the assets have been isolated from
the Company, (2) the transferee obtains the right (free of conditions that constrain it from taking advantage
of the right) to pledge or exchange the transferred assets, and (3) the Company does not maintain effective
control over the transferred assets through an agreement to repurchase them before maturity.

Income Taxes
Deferred tax assets and liabilities have been determined using the liability method. Deferred tax assets and
liabilities are determined based on the difference between the financial statement and tax basis of assets
and liabilities as measured by the current enacted tax rates, which will be in effect when these differences
are expected to reverse. Provision for deferred taxes is the result of changes in the deferred tax assets and
liabilities.
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Note 1: Summary of Significant Accounting Polices (Continued)
Income Taxes (Continued)
The Company may also recognize a liability for unrecognized tax benefits from uncertain tax positions.
Unrecognized tax benefits represent the differences between a tax position taken or expected to be taken in
a tax return and the benefit recognized and measured in the financial statements. Interest and penalties
related to unrecognized tax benefits are classified as income taxes. No liabilities for unrecognized tax
benefits from uncertain positions have been recorded.

Revenue from Contracts with Customers
The core revenue recognition principle requires the Company to recognize revenue to depict the transfer of
services or products to customers in an amount that reflects the consideration to which the Company
expects to be entitled to receive in exchange for those services or products recognized as performance
obligations are satisfied. The guidance includes a five-step model to apply to revenue recognition, consisting
of the following: (1) identify the contract with a customer; (2) identify the performance obligation(s) within
the contract; (3) determine the transaction price; (4) allocate the transaction price to the performance
obligation(s) within the contract; and (5) recognize revenue when (or as) the performance obligation(s) are/is
satisfied.
The Company generally fully satisfies its performance obligations on its contracts with customers as services
are rendered and the transaction prices are typically fixed; charged either on a periodic basis or based on
activity. Since performance obligations are satisfied as services are rendered and the transaction prices are
fixed, there is little judgment involved in applying revenue recognition (ASC 606) that significantly affects the
determination of the amount and timing of revenue from contracts with customers.
The majority of the Company’s revenue is not subject to ASC 606, including net interest income, loan
servicing fees and sales of loans, fees related to loans and loan commitments, income on bank-owned life
insurance, and gain (loss) on sales of loans and debt securities.
The following significant revenue-generating transactions are within the scope of ASC 606, which are
presented in the consolidated statements of income:
Customer service fees – The Company earns fees from its deposit customers for transaction-based, account
maintenance, and overdraft services. Transaction-based fees, such as ATM use fees, wires, 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 Company fulfills the customer’s request. Account maintenance fees, which relate
primarily to monthly service charges and maintenance fees, are earned over the course of a month,
representing the period over which the Company satisfies the performance obligation. Overdraft fees are
recognized at the point in time that the overdraft occurs as this corresponds with the Company’s
performance obligation.
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Note 1: Summary of Significant Accounting Polices (Continued)
Revenue from Contracts with Customers (Continued)
Interchange fees – Customers use a bank-issued debit card to purchase goods and services, and the Company
earns interchange fees on those transactions, typically a percentage of the sale amount of the transaction.
The Company is considered an agent with respect to these transactions. Interchange fee payments received,
net of related expense, are recognized as income daily, concurrently with the transaction processing services
provided to the cardholder through the payment networks. There are no contingent debit card interchange
fees recorded by the Company that could be subject to a claw-back in future periods
Investment services commissions and fees – The Company earns commissions and fees through providing
investment advisory and brokerage activities as well as the sale of other non-deposit investment and
insurance products to customers of the Company through a third-party service provider. The Company earns
and recognizes commissions and fees from the third-party provider on a monthly basis based upon customer
activity and market value of assets under management and the applicable fee rates. Payment of these fees is
generally received shortly after month-end. Because the Company acts as an agent in arranging the
relationship between the customer and the third-party service provider and is subject to the third-party
pricing terms for those services rendered to the customers, the investment services commissions and fees
are presented net of related costs including commissions, clearing fees, insurance, registration and licensing,
internet service, and other.
Net gain (loss) on sales of foreclosed assets – The Company records a gain or loss from the sale of foreclosed
assets when control of the property transfers to the buyer, which generally occurs at the time of an executed
deed and transfer of control is completed. When the Company finances the sale to the buyer, the Company
assesses whether the buyer is committed to perform their obligations under the contract and whether the
Company expects to collect substantially all of the transaction price. Once these criteria are met, the asset is
derecognized and the gain or loss on the sale is recognized. In determining the gain or loss on the sale, the
Company adjusts the transaction price and related gain (loss) on sale if the financing does not include market
terms.

Comprehensive Income
Comprehensive income consists of net income and other comprehensive income (loss). The Company's
accumulated other comprehensive income (loss) is comprised of the unrealized gains and losses on debt
securities available for sale, net of tax, and is shown as a separate component of equity.
Reclassification adjustments out of other comprehensive income (loss) for (gains) losses realized on sales of
debt securities available for sale comprise the entire balance of "Net gain (loss) on sale of debt securities
available for sale" on the consolidated statements of income. As part of this reclassification, income tax
expense of $90 at December 31, 2021, and $18,812 at December 31, 2020, was recognized in "Provision for
income taxes" on the consolidated statements of income.
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Note 1: Summary of Significant Accounting Polices (Continued)
Off-Balance-Sheet Instruments
In the ordinary course of business, the Company has entered into off-balance-sheet financial instruments
including commitments to extend credit, unfunded commitments under lines of credit, and standby letters of
credit. Such financial instruments are recorded in the consolidated financial statements when they become
payable.

Profit-Sharing Plan
The Company has established a 401(k) profit-sharing plan - Employees are eligible to enroll in this plan the
1st of the month following three months of employment. Profit sharing - Employees must work a full quarter
to be eligible. This means they are eligible the beginning of the first new quarter following three full months
of employment. Profit sharing is typically paid out the month following the end of the quarter. Employees
who terminate employment for any reason must work the full quarter in order to be paid profit sharing for
the quarter.

Rate Lock Commitments
The Company enters into commitments to originate loans whereby the interest rate on the loan is
determined prior to funding (rate lock commitments). Rate lock commitments on mortgage loans that are
intended to be sold are considered to be derivatives. Rate lock commitments are recorded only to the extent
of fees received since recording the estimated fair value of these commitments would not have a significant
impact on the consolidated financial statements.

New Accounting Pronouncements
The following Accounting Standards Updates (ASUs) have been issued by FASB and may impact the
Company's consolidated financial statements in future reporting periods:
ASU No. 2016-02, Leases - When this standard is adopted, the primary accounting change will require lessees to
recognize right of use assets and lease obligations for most operating leases as well as finance leases. This new
standard is effective for consolidated financial statements issued for annual periods beginning after December 15,
2021. The Company anticipates recording a right of use asset and lease obligation liability of $790,909 upon
adoption.
ASU No. 2016-13, Measurement of Credit Losses on Financial Instruments - This standard will significantly change
how financial assets measured at amortized cost are presented. Such assets, which include most loans and
securities held to maturity, will be presented at the net amount expected to be collected over their remaining
contractual lives. Estimated credit losses will be based on relevant information about historical experience,
current conditions, and reasonable and supportable forecasts that affect the collectibility of the reported
amounts. The standard will also change the accounting for credit losses related to securities available for sale and
purchased financial assets with a more-than-insignificant amount of credit deterioration since origination. This
accounting standard is effective for consolidated financial statements issued for interim and annual periods
beginning after December 15, 2022. The Company is evaluating what impact this new standard will have on its
consolidated financial statements.
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Note 1: Summary of Significant Accounting Polices (Continued)
New Accounting Pronouncements (Continued)
ASU No. 2019-12, Simplifying the Accounting for Income Taxes - This standard is intended to simplify the
accounting for income taxes and improve the consistent application of accounting guidance through the following
changes: 1) removes certain exceptions for recognizing deferred tax liabilities, tax allocations, and the calculation
methodology for an interim year-to-date loss that exceeds the anticipated loss for the year; 2) requires a franchise
tax or similar tax based partially on income be recognized as an income-based tax and account for any
incremental amount incurred as a non-income based tax; 3) requires an entity evaluate when a step up in the tax
basis of goodwill should be considered part of a business combination in which goodwill was originally recognized
and when it should be considered a separate transaction; 4) does not require the allocation of consolidated
current and deferred tax expense to a member entity that is not subject to tax in separate financial statements,
but may elect to do so for certain legal entities that are disregarded by the taxing authority; and 5) amends
guidance on the handling of an enacted change in tax law or rates within interim tax periods. This new accounting
standard is effective for financial statements issued for annual periods beginning after December 15, 2021. The
Company does not believe the adoption of this standard will have a significant impact on its financial statements.

Subsequent Events
Subsequent events have been evaluated through April 26, 2022, which is the date the consolidated financial
statements were available to be issued. In March 2022, the Company’s Board of Directors authorized a
forward stock split of 5 for 1 of the Company’s common stock. To affect the split, the shareholders will vote
on a proposal to increase the Company’s authorized common stock to 5,000,000 shares at the Company’s
annual meeting scheduled to be held on May 18, 2022.

Reclassifications
Certain amounts in the 2020 consolidated financial statements have been reclassified to conform to the 2021
presentation.
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Note 2: Cash and Cash Equivalents
The Company was required to maintain reserve balances, in cash or on deposit with the Federal Reserve
Bank, based upon a percentage of deposits prior to March 26, 2020. Effective March 12, 2021, the Federal
Reserve’s board of directors approved the final rule (interim rule issued on March 26, 2020) reducing the
required reserve requirement ratios to zero percent, effectively eliminating the requirement to maintain
reserve balances in cash or on deposit with the Federal Reserve Bank. This reduction in the required reserves
does not have a defined timeframe and may be revised by the Federal Reserve’s board in the future.

In the normal course of business, the Company maintains cash and due from bank balances in
noninterest-bearing transaction accounts with correspondent banks. Balances in these accounts
may exceed the Federal Deposit Insurance Corporation's insured limit of $250,000. Management
believes these financial institutions have strong credit ratings and that the credit risk related to
these deposits is minimal.

Note 3: Certificates of Deposit
The scheduled maturities of certificates of deposit at December 31, 2021, are summarized as follows:
Due in one year or less
Due after one year through five years

$

750,000

$

5,252,877

Total

$

6,002,877

20

First Berlin Bancorp, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 4: Debt Securities
The amortized cost and estimated fair value of debt securities with gross unrealized gains and losses at
December 31 follows:

Amorti zed Cos t

Gros s
Unrea l i zed
Ga i ns

Gros s
Unrea l i zed
Los s es

Es ti ma ted
Fa i r Va l ue

$

$

2021
Debt s ecuri ti es a va i l a bl e for s a l e:
U.S. trea s ury notes a nd bonds

$

U.S. s pons ored a genci es
Obl i ga ti ons of s ta tes a nd pol i ti ca l
s ubdi vi s i ons
Pool ed SBA l oa ns
U.S. a gency res i denti a l mortga ge-ba cked
s ecuri ti es
U.S. a gency col l a tera l i zed debt
obl i ga ti ons
Tota l debt s ecuri ti es a va i l a bl e for s a l e

7,983,580

$

-

32,730

7,950,850

9,389,990

18,263

213,802

9,194,451

24,813,634

345,830

166,864

24,992,600

365,097

4,468

1,528

368,037

22,215,264

451,855

182,306

22,484,812

42,369,037

109,850

360,082

42,118,805
$ 107,109,555

$

107,136,602

$

930,266

$

957,312

$

1,651,269

$

38,307

$

11,986

2020
Securi ti es a va i l a bl e for s a l e:
U.S. s pons ored a genci es
Obl i ga ti ons of s ta tes a nd pol i ti ca l
s ubdi vi s i ons
Pool ed SBA l oa ns
U.S. a gency res i denti a l mortga ge-ba cked
s ecuri ti es
U.S. a gency col l a tera l i zed debt
obl i ga ti ons
Tota l debt s ecuri ti es a va i l a bl e for s a l e

$

$

1,677,590

16,379,034

539,462

11,613

16,906,883

604,099

6,119

5,139

605,079

20,189,540

755,066

25,254

20,919,352

14,451,055

311,334

9,326

14,753,063

53,274,997

$ 1,650,288

63,318

$ 54,861,967

$

Fair values of securities are generally estimated based on financial models or prices paid for similar securities.
It is possible interest rates or other key inputs to the valuation estimate could change considerably resulting
in a material change in the estimated fair value of securities.
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Note 4: Debt Securities (Continued)
The following tables show the fair value and gross unrealized losses of debt securities with unrealized losses
at December 31, aggregated by investment category and length of time that individual securities have been
in a continuous unrealized loss position:
Less than 12 Months

12 Months or More

Unrealized
Losses

Fair Value

Total

Unrealized
Losses

Fair Value

Fair Value

Unrealized
Losses

2021
U.S. Treasury Notes & Bonds
U.S. sponsored agencies
Obligations of states and political
subdivisions
Pooled SBA loans
‑
U.S. agency residential
mortgage backed securities
U.S. agency collateralized debt
obligations
Totals

$ 7,950,850

$

32,730

7,914,416

178,553

10,987,430
7,638,702
29,281,928

$

-

$

-

$

7,950,850

$

32,730

901,616

35,249

8,816,032

213,802

138,686

803,609

28,178

11,791,039

166,864

-

140,181

1,528

140,181

1,528

106,460

1,389,980

75,846

9,028,682

182,306

290,349

1,659,046

$ 63,773,326

$

746,778

$ 4,894,432

$ 1,213,787

$

11,986

$

69,733

30,940,974

210,534

$ 68,667,758

$

957,312

360,082

$

$

11,986

2020
U.S. sponsored agencies
Obligations of states and political
subdivisions
Pooled SBA loans
‑
U.S. agency residential
mortgage backed securities
U.S. agency collateralized debt
obligations
Totals

$

-

$

-

1,213,787

2,402,630

11,613

-

-

2,402,630

11,613

-

-

267,282

5,139

267,282

5,139

3,007,098

25,254

-

-

3,007,098

25,254

1,843,278

9,326

-

-

1,843,278

9,326

$ 8,466,793

$

58,179

$

267,282

$

5,139

$

8,734,075

$

63,318
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Note 4: Debt Securities (Continued)
At December 31, 2021, 221 debt securities have unrealized losses with aggregate depreciation of 1.4% from
the Company's amortized cost basis. These unrealized losses relate principally to the changes in interest
rates and are not due to changes in the financial condition of the issuer, the quality of any underlying assets,
or applicable credit enhancements. In analyzing whether unrealized losses on debt securities are other than
temporary, management considers whether the securities are issued by a government body or agency,
whether a rating agency has downgraded the securities, industry analysts' reports, the financial condition
and performance of the issuer, and the quality of any underlying assets or credit enhancements. Since
management has the ability to hold debt securities for the foreseeable future, no declines are deemed to be
other than temporary.
The following is a summary of amortized cost and estimated fair value of debt securities by contractual
maturity as of December 31, 2021. Contractual maturities will differ from expected maturities for pooled
SBA loans, residential mortgage-related securities, and collateralized debt obligations because borrowers
may have the right to call or prepay obligations without penalties. Therefore, these securities are not
included in the maturity categories in the following maturity summary.
Ava i l a bl e for Sa l e
Es ti ma ted Fa i r
Va l ue
Amorti zed Cos t
Due i n one yea r or l es s

$

-

$

-

Due a fter one yea r through fi ve yea rs

14,742,837

14,835,380

Due a fter fi ve yea rs through ten yea rs

18,329,115

18,230,728

9,115,252

9,071,793

42,187,204

42,137,901

365,097

368,037

22,215,264

22,484,812

Due a fter ten yea rs
Subtota l
Pool ed SBA l oa ns
U.S. a gency res i denti a l mortga ge ba cked s ecuri ti es
U.S. a gency col l a tera l i zed debt obl i ga ti ons
Tota l s

42,369,037
$

42,118,805

107,136,602

$

107,109,555

The following is a summary of the proceeds from sales of securities available for sale, as well as gross gains
and losses for the years ended December 31:
2021
Proce e ds from s a l e s of s e curi ti e s

Gross gains on sales
Gross losses on sales

$

2020

509,761

$

7,857,357

333

72,788

-

3,727
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Note 4: Debt Securities (Continued)
As of December 31, 2021 and 2020, the amortized cost of securities pledged to secure public deposits,
borrowings, and for other purposes required or permitted by law was $27,257,903 and $21,179,355
respectively. The estimated fair value was $27,468,248 and $21,933,723 as of December 31, 2021 and 2020,
respectively.

Note 5: Other Investments
Other investments comprise the following as of December 31, 2021 and 2020:
2021

2020

FHLB Stock
Bankers' Bancorporation Stock

$

1,490,000 $
529,100

1,490,000
-

Total

$

2,019,100 $

1,490,000

Bankers’ Bancorporation stock is considered an equity security without a readily determinable fair value and
was purchased in 2021. The following table details changes in the carrying amount of Bankers’
Bancorporation stock, both annually and cumulatively, as of and for the year ended December 31:
2021
Carrying value, end of year

$

529,100

There were no impairments or adjustments in fair value recognized during the year ending December 31, 2021.
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Note 6: Loans
The following table presents total loans at December 31 by portfolio segment and class of loan:
2021

2020

Commercial:
Real estate and construction
Industrial and other
Agricultural
Residential real estate
Consumer and other
‑
Subtotals
‑
Less Deferred loan fees

Less Allowance for loan losses
Loans, net

$ 215,787,929

$ 216,591,052

56,080,559

83,675,722

5,887,257

7,922,001

69,849,095

78,797,391

6,099,535

8,492,195

353,704,375

395,478,361

175,733

935,505

4,760,319

4,937,774

$ 348,768,323

$ 389,605,082

The Coronavirus Aid, Relief, and Economic Security Act, also known as the CARES Act, was signed into law on
March 27, 2020, in response to the economic fallout of the CV19 pandemic in the United States. One
component of the CARES Act was the Paycheck Protection Program ("PPP"), which provided small business
with the loan resources needed to maintain payroll and cover applicable operating expenses. The PPP was
implemented by the Small Business Administration ("SBA") with support from the Department of the
Treasury, and contains provisions to provide loan forgiveness to borrowers if certain criteria are met. The
Company participated in the PPP lending program and had approximately $4,060,000 and $32,696,000 in
outstanding PPP loans included in commercial - industrial and other at December 31, 2021 and 2020,
respectively. These loans are fully guaranteed by the SBA.
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Note 6: Loans (Continued)
Analysis of the allowance for loan losses for the years ended December 31:

Balance at January 1, 2020

Commercial

Residential
Real Estate

$

$

3,135,274

Consumer and
Other

375,185 $

Total

117,814 $ 3,628,273

Provision for loan losses

1,199,302

140,319

10,379

1,350,000

Loans charged off

(663,765)

-

(34,228)

(697,993)

639,528

-

17,966

657,494

4,310,339

515,504

111,931

4,937,774

Recoveries of loans previously charged off
Balance at December 31, 2020
Provision for loan losses
Loans charged off
Recoveries of loans previously charged off
Balance at December 31, 2021

$

335,793

(23,137)

(12,656)

300,000

(490,405)

-

(34,137)

(524,542)

36,411

-

10,676

47,087

4,192,138

$

492,367

$

173,000 $

-

$

75,814 $ 4,760,319

Allowance for loan losses at December 31, 2021:
Individually evaluated for impairment

$

4,019,138

Collectively evaluated for impairment
Totals

$

4,192,138

492,367

-

$

75,814

$

492,367

$

507,000 $

-

$

173,000
4,587,319

75,814 $ 4,760,319

Allowance for loan losses at December 31, 2020:
Individually evaluated for impairment

$

Collectively evaluated for impairment
Totals

3,803,339
$

4,310,339

$

-

$

507,000

515,504

111,931

4,430,774

515,504 $

111,931 $ 4,937,774
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Note 6: Loans (Continued)
Analysis of loans evaluated for impairment as of December 31 follows:
Res i denti a l
Rea l Es ta te

Commerci a l

Cons umer

Tota l s

Loa ns a t December 31, 2021:
Indi vi dua l l y eva l ua ted for i mpa i rment
Col l ecti vel y eva l ua ted for i mpa i rment

$

10,337,049 $
267,418,696

193,819
69,655,276

$

33,219
6,066,316

Tota l s

$

277,755,745 $

69,849,095

$

6,099,535

Loa ns a t December 31, 2020:
Indi vi dua l l y eva l ua ted for i mpa i rment
Col l ecti vel y eva l ua ted for i mpa i rment

$

10,572,420 $
297,616,355

403,221
78,394,170

$

113,699
8,378,496

$

11,089,340
384,389,021

Tota l s

$

308,188,775 $

78,797,391

$

8,492,195

$

395,478,361

Avera ge
Inves tment

Interes t
Recogni zed

$

$

10,564,087
343,140,288
353,704,375

Information regarding impaired loans for the year ended December 31 follows:
Recorded
Inves tment

Pri nci pa l
Ba l a nce

Rel a ted
Al l owa nc

2021
Loa ns wi th no rel a ted a l l owa nce for l oa n l os s es :
Commerci a l

Rea l es ta te a nd cons tructi on

Commerci a l

Indus tri a l a nd other

Commerci a l

Agri cul tura l

Res i denti a l rea l es ta te
Cons umer a nd other
Tota l

$ 6,802,345

6,802,345

N/A

$ 6,780,485

$ 341,276

3,330,878

$

3,330,878

N/A

3,159,436

116,640

23,850

23,850

N/A

29,197

2,377

193,819

193,819

N/A

201,564

4,690

33,219

33,219

N/A

35,294

-

10,384,111

10,384,111

N/A

10,205,976

464,983

179,976

179,976

173,000

195,851

6,487

179,976

179,976

173,000

195,851

6,487

$ 10,564,087

$ 10,564,087

$173,000

$ 10,401,827

$ 471,470

Loa ns wi th a n a l l owa nce for l oa n l os s es :
Commerci a l
Tota l s
Gra nd tota l

Indus tri a l a nd other

There was approximately $786,376 of additional funds committed to be advanced in connection
with impaired loans as of December 31, 2021.
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Note 6: Loans (Continued)
Recorded
Inves tment

Pri nci pa l
Ba l a nce

Rel a ted
Al l owa nce

Avera ge
Inves tment

Interes t
Recogni zed

$

5,091,602

$ 5,091,602

N/A

$ 5,188,946

1,286,024

1,286,024

N/A

1,304,840

2,545

74,687

74,687

N/A

81,635

5,525

Res i denti a l rea l es ta te

403,221

403,221

N/A

422,953

3,289

Cons umer a nd other

113,699

113,699

N/A

123,399

1,216

6,969,233

6,969,233

N/A

7,121,773

211,843

2020
Loa ns wi th no rel a ted a l l owa nce for l oa n l os s es :
Commerci a l

Rea l es ta te a nd cons tructi on

Commerci a l

Indus tri a l a nd other

Commerci a l

Agri cul tura l

Tota l

$

199,268

Loa ns wi th a n a l l owa nce for l oa n l os s es :
Commerci a l

Rea l es ta te a nd cons tructi on

1,944,612

1,944,612

110,000

1,274,955

84,117

Commerci a l

Indus tri a l a nd other

2,175,495

2,175,495

397,000

2,331,060

145,468

4,120,107

4,120,107

507,000

3,606,015

229,585

$ 11,089,340

$11,089,340

507,000

$ 10,727,788

Tota l s
Gra nd tota l

$

$

441,428

There was approximately $90,300 of additional funds committed to be advanced in connection with impaired
loans as of December 31, 2020.
The Company regularly evaluates various attributes of loans to determine the appropriateness of the
allowance for loan losses. The credit quality indicators monitored differ depending on the class of loan.
Commercial loans are generally evaluated using the following internally prepared ratings:
•

"Pass" ratings are assigned to loans with adequate collateral and debt service ability such that
collectibility of the contractual loan payments is highly probable.

•

"Watch/special mention" ratings are assigned to loans where management has some concern that the
collateral or debt service ability may not be adequate, though the collectibility of the contractual loan
payments is still probable.

•

"Substandard" ratings are assigned to loans that do not have adequate collateral and/or debt service
ability such that collectibility of the contractual loan payments is no longer probable.

•

"Doubtful" ratings are assigned to loans that do not have adequate collateral and/or debt service ability,
and collectibility of the contractual loan payments is unlikely.

Residential real estate and consumer loans are generally evaluated based on whether or not the loan is
performing according to the contractual terms of the loan. The Company considers residential real estate,
consumer, and other loans that are on nonaccrual status, over 90 days past due, have been identified as a
delinquency problem, or have been modified in a TDR to be classified as non-performing.
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Note 6: Loans (Continued)
Information regarding the credit quality indicators most closely monitored for commercial loans by class as of
December 31 follows:
Pass

Watch/Special
Mention

Substandard

$

$

Doubtful

Totals

2021
Commercial Real estate and
construction
Commercial Industrial and
other
Commercial Agricultural
Totals

$ 187,944,430

20,970,060

6,873,439

35,706,824

15,320,999

5,052,736

4,833,712

1,029,695

23,850

$

-

$

215,787,929

$

56,080,559

-

5,887,257

$ 228,484,966

$

37,320,754

$

11,950,025

$

-

$

277,755,745

$ 182,753,416

$

27,257,132

$

6,580,504

$

-

$

216,591,052

2020
Commercial Real estate and
construction
Commercial Industrial and
other
Commercial Agricultural
Totals

60,924,683

18,778,970

3,972,069

-

83,675,722

7,278,723

568,591

74,687

-

7,922,001

$ 250,956,822

$

46,604,693

$

10,627,260

$

-

$

308,188,775

Information regarding the credit quality indicators most closely monitored for residential real estate and
consumer loans by class as of December 31 follows:
Performing

Non performing

Totals

2021
Residential real estate
Consumer and other

$

69,655,276 $
6,066,316

193,819
33,219

$

69,849,095
6,099,535

Totals

$

75,721,592 $

227,038

$

75,948,630

Residential real estate
Consumer and other

$

78,394,170 $
8,378,496

403,221
113,699

$

78,797,391
8,492,195

Totals

$

86,772,666 $

516,920

$

87,289,586

2020

29

First Berlin Bancorp, Inc. and Subsidiary
Notes to Consolidated Financial Statements

Note 6: Loans (Continued)
Loan aging information as of December 31 follows:
Accrui ng

Current Loa ns

Loa ns Pa s t
Due 30-89
Da ys

Loa ns Pa s t
Due 90+ Da ys Nona ccrua l Loa ns

Tota l Loa ns

2021
Commerci a l Rea l es ta te a nd
cons tructi on
Commerci a l Indus tri a l a nd
other
Commerci a l

$

Agri cul tura l

Res i denti a l rea l es ta te
Cons umer a nd other
$

Tota l s

213,065,162

$

343,974

$

-

$

2,378,793

$

215,787,929

53,334,361

10,000

-

2,736,198

56,080,559

5,887,257

-

-

-

5,887,257

69,302,250

353,026

-

193,819

69,849,095

5,951,970

114,346

-

33,219

6,099,535

347,541,000

$

821,346

$

-

$

5,342,029

$

353,704,375

Accrui ng

Current Loa ns

Loa ns Pa s t
Due 30-89
Da ys

Loa ns Pa s t
Due 90+ Da ys Nona ccrua l Loa ns

Tota l Loa ns

2020
Commerci a l Rea l es ta te a nd
cons tructi on
Commerci a l Indus tri a l a nd
other
Commerci a l

$

$

81,953,949

Agri cul tura l

Res i denti a l rea l es ta te
Cons umer a nd other
Tota l s

213,979,492

$

562,779

$

-

671,848

-

$

2,048,781

$

1,049,925

216,591,052
83,675,722

7,922,001

-

-

-

7,922,001

77,389,972

1,004,198

-

403,221

78,797,391

8,372,445

6,051

-

113,699

8,492,195

389,617,859

$

2,244,876

$

-

$

3,615,626

$

395,478,361
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Note 6: Loans (Continued)
When, for economic or legal reasons related to the borrower's financial difficulties, the Company grants a
concession to the borrower that the Company would not otherwise consider, the modified loan is classified as a
TDR. Loan modifications may consist of forgiveness of interest and/or principal, a reduction of the interest rate,
interest-only payments for a period of time, and/or extending amortization terms. All TDRs are classified as
impaired loans.
There were no modifications of loans that are classified as TDRs during the year ended December 31, 2021.
The following presents information regarding modifications of loans that are classified as TDRs during the years
ended December 31, 2020. There were no specific reserves for loan losses recognized for these loans at
December 31, 2021 and 2020.
Pre Modification Post Modification
Investment
Investment

Number of
Contracts
2020
New troubled debt restructurings:
Commercial Real estate and construction

1

$ 679,849

$ 679,849

The Company considers a troubled debt restructuring in default if it becomes past due more than 30 days. No
TDRs defaulted within twelve months of their modification date during the year ended December 31, 2021. The
following table summarizes troubled debt restructurings that defaulted within 12 months of their modification
date during the year ended December 31, 2020:
Number of
Contracts
2020
Commercial Real estate and construction

1

Recorded
Investment

$

650,637

As a result of the pandemic, certain customers of the Company have modified eligible loans under Section
4013, Temporary Relief from Troubled Debt Restructuring, of the CARES Act. This allowed the Company to
grant short-term payment deferrals or extended payment terms without classification of these loans as TDRs.
As of December 31, 2021 and 2020, 16 and 34 customer loans modified within the Section 4013 loan
eligibility guidelines totaling approximately $11,006,000 and $14,538,000 were outstanding and excluded
from TDR classification based on this law, respectively.
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Note 6: Loans (Continued)
Directors, executive officers, and principal stockholders of the Company, including their families and firms in
which they are principal owners, are considered to be related parties. Substantially, all loans to these related
parties were made on the same terms, including interest rates and collateral, as those prevailing at the time for
comparable transactions with others and did not involve more than the normal risk of collectibility or present
other unfavorable features.
A summary of loans to directors, executive officers, and their affiliates as of December 31 is as follows:
2021
Balance at beginning

$

Adjustments due to changes in directors, executive officers, and/or
principal stockholders
New loans

1,588,378

$

3,536,311

901,977
717,808

-

Repayments
Balance at end

2020

-

(2,332,523)
$

2,792,166

(31,407)
$

1,588,378

Note 7: Mortgage Servicing Rights
Loans serviced for others are not included in the accompanying consolidated balance sheets. The unpaid
principal balance of mortgage loans serviced for others totaled $307,044,730 and $274,992,424 at December
31, 2021, and 2020, respectively. In addition, the Company maintained custodial balances in connection with
the foregoing loan servicing of $1,401,106 and $1,210,814 at December 31, 2021, and 2020, respectively.
The following is a summary of changes in the balance of mortgage servicing rights for the years ended
December 31:
2021
Balance at beginning of year
Additions
Amortization
Change in valuation allowance

$ 1,674,801

2020
$

1,249,549

1,199,030
(804,872)

1,649,113
(1,014,455)

93,711

(209,406)

Balance at end of year

$ 2,162,670

$

1,674,801

Estimated fair value at beginning of year

$ 1,610,000

$

1,917,000

Estimated fair value at end of year

$ 2,662,000

$

1,610,000
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Note 7: Mortgage Servicing Rights (Continued)
A summary of changes in the valuation allowance for mortgage servicing rights at December 31 is as follows:
2021
Balance at beginning
Additions

(209,406) $
-

Reversals

93,711

Balance at end

$

$

2020
(209,406)
-

(115,695) $

(209,406)

The estimated fair value of mortgage servicing rights is determined using a valuation model that calculates
the present value of expected future servicing and ancillary income, net of expected servicing costs. The
model incorporates various assumptions, such as discount rates, prepayment speeds, default rates, and
ancillary income and servicing costs. At December 31, 2021, the model used discount rates at approximately
9% and prepayment speeds ranging from 10% to 13%, both of which were based on market data from
independent organizations, and a weighted average default rate of 0.28%.
At December 31, 2020, the model used discount rates at approximately 9% and prepayment speeds ranging
from 12% to 19%, both of which were based on market data from independent organizations, and a
weighted average default rate of 0.28%.

Note 8: Premises and Equipment
Premises and equipment consisted of at December 31:
2021
Land and buildings
Furniture and equipment
Subtotal
Less Accumulated depreciation
Premises and equipment, net

$ 7,218,383

2020
$

8,221,979

3,915,155

4,899,824

11,133,538

13,121,803

5,532,549

6,466,949

$ 5,600,989

$

6,654,854

Depreciation and amortization of premises and equipment charged to operating expense totaled $525,360
and $547,253 for 2021 and 2020, respectively.
The Company leases five branch facilities and an operation facility under noncancelable operating leases
expiring at various periods through June 2028. The Company has an option to renew four of the leases for
additional years at the expiration of the initial lease. The Company also pays for real estate taxes on two of
the facilities. Insurance, and maintenance under all of these lease agreements. Rent expense under these
leases was $221,528 and $186,014 for 2021 and 2020 respectively.
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Note 8: Premises and Equipment (Continued)
Future minimum rental payments under noncancelable lease terms as of December 31, 2021, are as follows:
2022

$

259,347

2023

208,226

2024

127,594

2025

85,341

2026

47,415

Thereafter

71,123

Total

$

799,046

Note 9: Foreclosed Assets
An analysis of the activity in foreclosed assets for the years ended December 31:
2021
Balance at beginning

$

Foreclosed assets acquired

-

2020
$

2,459,510

911,666

-

Sales of foreclosed assets

-

(2,453,300)

Impairments recognized

-

(6,210)

Balance at end of year

$

911,666

$

-

Expenses related to foreclosed assets include the following for the years ended December 31:
2021
Net loss on sales of foreclosed assets

$

Impairments recognized

$

-

Operating expenses, net of rental income
Total expense

-

2020

6,210

133,960
$

133,960

795,821
146,024

$

948,055

Foreclosed assets consist of residential real estate properties totaling $0 and $0 and commercial real estate
properties of $911,666 and $0 at December 31, 2021 and 2020, respectively.
Residential real estate loans that are in the process of foreclosure totaled approximately $5,000 and $68,000 at
December 31, 2021, and 2020, respectively.
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Note 10: Intangible Asset
The gross carrying amount and accumulated amortization of the intangible asset for the years ended
December 31 are as follows:
2020

2021
Gross
Carrying
Amount

Gross Carrying Accumulated
Amount
Amortization
Core deposit premium

$

392,114

$

(359,118) $

Accumulated
Amortization

392,114

$

(341,120)

The aggregate amortization expense was $17,998 for the years ended December 31, 2021 and 2020. The net
carrying value of the core deposit premium is included in other assets on the consolidated balance sheets.
The following table shows the estimated future amortization expense for the amortizing intangible asset.
The projections of amortization expense are based on existing asset balances as of December 31, 2021.
2022

$

2023

17,998
14,998

Total

$

32,996

Note 11: Deposits
Deposits consisted of at December 31:
2021

2020

$ 140,661,656

$ 128,541,217

Interest-bearing demand

85,835,227

99,630,023

Savings

88,221,512

78,457,924

154,219,949

83,643,072

49,026,268

67,353,971

$ 517,964,612

$ 457,626,207

Non-interest-bearing demand

Money market
Time
Total deposits

Time deposits that met or exceeded the FDIC's insurance limit of $250,000 or more totaled $10,145,550 and
$11,978,474 at December 31, 2021, and 2020, respectively.
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Note 11: Deposits (Continued)
The scheduled maturities of time deposits at December 31, 2021, are summarized as follows:
2022

$ 40,268,597

2023

7,925,208

2024

680,540

2025

102,370

2026

49,553

Total

$ 49,026,268

Deposits from directors, executive officers, and their affiliates totaled $4,816,618 and $1,847,682 at
December 31, 2021, and 2020, respectively.
The Company has one customer with a deposit balance in excess of 5% of total deposits, amounting to
$38,074,455 and $26,463,414 at December 31, 2021, and 2020, respectively.

Note 12: Short-Term Borrowings
The Company has a $1,000,000 line of credit agreement with another community bank. The line of credit bears
interest at the Wall Street Journal prime rate plus 0.25% percentage points, with a floor of 3.95%. Interest is
payable quarterly, and the line matures on April 5, 2022. The line is secured by the Bank's stock. At December 31,
2021 and 2020, the balance was $0.
The line of credit agreement also places various financial covenants upon the Company during the borrowing
term. These covenants require the Company and the Bank to maintain capital ratios at "well-capitalized" as
defined by regulatory guidelines, to maintain minimum common equity tier 1 capital at the Bank of $36,000,000,
to maintain a trailing twelve-months return on assets ratio of .35% or greater measured quarterly through April
2020, then .50% or greater beginning May 2020, and to have non-performing assets not exceeding 30% of primary
capital plus the allowance for loan losses. As of December 31, 2021, the Company was in compliance with all the
covenants. In addition, the line of credit agreement is subject to a prepayment penalty if refinanced with another
financial institution.
The Company has a federal funds line of credit with its main correspondent institution for up to $6,500,000 and
available federal funds lines of credit of $6,500,000 and $5,000,000 with other correspondent institutions.
Federal funds purchased generally mature within one to four days from the transaction date. The interest rate is
at the daily federal funds rate. The Company had no amounts outstanding on the federal funds lines of credit at
December 31, 2021 and 2020.
The Company also has a borrowing availability through the Federal Reserve Company's discount window. The
Company pledges securities and/or loans in order to borrow at the discount window. The Company did not
borrow at the discount window and did not pledge securities or loans as of December 31, 2021 and 2020.
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Note 13: Other Borrowings
Other borrowings consisted of the following at December 31:
2021

2020

Rates

Amount

Rates

Amount

0% - 0.84%

$ 15,000,000

0% - 0.84%

$ 14,000,000

Federal Home Loan Bank of Chicago:
Fixed rate, fixed term advances
Other notes payable:
Variable rate, fixed term

3.95%

7,323,962

Totals

$ 22,323,962

4.75%

8,000,000
$ 22,000,000

The following is a summary of scheduled maturities of fixed term borrowed funds as of December 31, 2021:
Weighted
Average Rate

Total Amount

2022

0.72%

2023

3.95%

768,691

2024

3.95%

5,816,609

$

2025
Total

15,738,662

$

22,323,962

The Company has a master contract agreement with the FHLB that provides for borrowing capacity levels
based on guidelines established by the FHLB. Total potential borrowings are generally limited to the lower
of 35% of the Company's total assets or 22.22 times the FHLB stock owned, and includes additional
limitations based on pre-determined percentages of the book value of the Company's qualifying real estate
loans pledged as collateral. The Company's potential borrowing capacity available may require the purchase
of additional FHLB stock to support additional advances up to the total pledged collateral value under current
FHLB borrowing guidelines. The Company pledged real estate loans of approximately $207,226,000 and
$251,782,000 as collateral at December 31, 2021, and 2020, respectively.
The FHLB provides both fixed and floating rate advances. Floating rates are tied to short-term market rates of
interest, such as London InterBank Offered Rate (LIBOR), federal funds, or treasury bill rates. Advances with call
provisions permit the FHLB to request payment beginning on the call date and quarterly thereafter. FHLB
advances are subject to a prepayment penalty if they are repaid prior to maturity. FHLB advances are also
secured by $1,490,000 of FHLB stock owned by the Company at December 31, 2021 and 2020.
At December 31, 2021, the Company's available new advance capacity under this borrowing agreement based on
its FHLB stock ownership balance was $20,842,360.
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Note 13: Other Borrowings (Continued)
The Company has a $8,000,000 term loan with another community bank. A Change in Terms Agreement was
completed October 1, 2021. The balance on the term loan of $7,323,962 is at a fixed interest rate of 3.95%.
Interest is payable quarterly and quarterly principal payments will begin January 1, 2022. This term loan will
mature on April 1, 2024, and requires a final payment of the unpaid principal and interest. The loan is secured by
the Bank's stock. The term loan agreement is subject to the same financial covenants as detailed under the line of
credit agreement in Note 12. In addition, the term loan is subject to an annual declining prepayment penalty if
refinanced with another financial institution.

Note 14: Capital Lease Obligations
The Company leases certain equipment under capital lease agreements. These lease agreements require
minimum monthly payments ranging from approximately $181 to $4,500 and expire in January 2025.
The Company has included these leases in premises and equipment as follows:
2021
Furniture and equipment
Less Accumulated depreciation and amortization

$

355,707
238,122

Totals

$

117,585

2020
509,065
320,340
$

188,725

Leased assets' amortization is included in depreciation expense and was not material in 2021 and 2020.
The following is a summary by year of the future minimum lease payments under the capital lease obligations,
together with the present value of net minimum lease payments as of December 31, 2021:
Capi tal Lease
2022
2023
2024
2025
‑
Total mi ni mum l ease payments
Less Amount representi ng i mputed i nterest

$

Present val ue of future mi ni mum l ease payments

$

80,125
30,919
30,919
2,576
144,539
12,107
132,432
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Note 15: Income Taxes
The components of the provision for income taxes are as follows as of December 31:
2021
Current tax expense:
Federal
State
Total current
Deferred tax expense (benefit):
Federal
State
Total deferred
Total provision for income taxes

$ 2,205,579
808,582

2020

$

1,051,340
433,664

3,014,161

1,485,004

26,659
83,589

324,838
151,880

110,248

476,718

$ 3,124,409

$

1,961,722

The primary differences between income taxes at the federal statutory rate and the provision for income
taxes include state taxes and tax-exempt income.
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Note 15: Income Taxes (Continued)
Deferred income taxes are provided for the temporary differences between the financial reporting basis and
the tax basis of the Company's assets and liabilities. The major components of the net deferred tax asset,
which is included in other assets on the consolidated balances sheets, as of December 31 are presented
below:
2021

2020

Deferred tax assets:
Allowance for loan losses
State net operating loss carryforwards
Capital lease obligations
Other

$

Total deferred tax assets

1,221,948
922
36,324
231,835

$

1,261,318
1,014
56,148
257,774

1,491,029

1,576,254

Deferred tax liabilities:
Premises and equipment
FHLB stock
Mortgage servicing rights
Unrealized gain (loss) on debt securities available for sale
Equity investment mark to market
Other

290,629
34,623
593,182
(7,881)
8,641
17,934

409,172
34,623
459,368
462,443
1,132
15,691

Total deferred tax liabilities

937,128

Net deferred tax asset

$

553,901

1,382,429
$

193,825

The Company's policy is to recognize interest and penalties related to income tax issues as components of
income tax expense. The Company had no accrual for interest or penalties related to income tax issues as of
December 31, 2021 and 2020.
State net operating loss ("NOL") carryforwards totaled $14,347 and $15,781 as of December 31, 2021 and
2020, respectively. These NOL carryforwards expire in 2031.
With few exceptions, the Company is no longer subject to federal or state examinations by tax authorities for
years before 2017.
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Note 16: Employee Benefit Plans
The Company sponsors a 401(k) profit sharing plan that covers all full-time and part-time employees. Eligible
employees can defer a portion of their annual compensation into this 401(k) plan. The Company will match
100% of the amount contributed by an eligible employee up to 4% of the employee's annual compensation.
Each quarter the Company shares with its eligible employees 5% of the Company's after-tax profits from the
previous quarter.
Profit sharing and matching contribution expense charged to operations was $702,040 and $537,503 for 2021 and
2020, respectively.
Achievement Pay/Incentive Compensation is a discretionary fund that managers can use to reward individuals
based on performance and accomplishments. The Company reserves funds each year on a monthly basis as
determined by the projected net income. Discretionary payments approved by the President/CEO along with the
SVP of Human Resources and paid out of the reserve. If money remains in the reserve account at year-end, the
remaining reserve balance will carry over into the following year.
All employees are eligible for achievement pay based on established criteria. A select group of managers and
producers are eligible for incentive compensation, which is based on the Company's financial performance and
goal achievement.
The President/CEO's bonus is based on the Company's performance measurements established by the Board and
is calculated and approved by the Board of Directors. This bonus is also paid from this reserve.
Achievement Pay/Incentive Compensation expenses charged to operations was $400,000 and $187,383 for 2021
and 2020, respectively. The reserve accrual for Achievement Pay outstanding as of December 31, 2021 and 2020,
was $368,750 and $183,122, respectively.
The Company has salary continuation agreements with various executive officers. The agreements provide for
the payment of specified amounts upon the employee's retirement or death, which are being accrued over the
anticipated remaining period of employment. Amounts accrued and included within other liabilities were
$628,950 and $715,381 as of December 31, 2021 and 2020, respectively. Expenses recognized for future benefits
under these agreements totaled $42,698 and $(88,165) in 2021 and 2020, respectively. For the year ending
December 31, 2020, salary continuation expense includes a reversal of $88,165 due to two participants leaving
employment causing a reduction of the Company's liability.
In conjunction with the salary continuation agreements, the Company purchased paid-up life insurance on the
officers, which provides funding for the payment of benefits. The aggregate death benefits under the insurance
contracts were $16,989,680 and $16,968,600 as of December 31, 2021 and 2020, respectively. The related
aggregate cash surrender value was $9,128,506 and $8,912,631 as of December 31, 2021 and 2020, respectively.
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Note 17: Stockholders’ Equity and Regulatory Matters
The Bank is subject to various regulatory capital requirements administered by federal banking agencies. Failure
to meet minimum capital requirements can initiate certain mandatory, and possibly additional discretionary,
actions by regulators that, if undertaken, could have a direct material effect on the Company's consolidated
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective
action, the Bank must meet specific capital guidelines that involve quantitative measures of assets, liabilities, and
certain off-balance-sheet items as calculated under regulatory accounting practices. The capital amounts and
classification are also subject to qualitative judgments by the regulators about components, risk weightings, and
other factors. Prompt corrective action provisions are not applicable to Bank Holding Companies.
Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain
minimum amounts and ratios (set forth in the table below) of Common Equity Tier I, Tier I and Total capital to
risk-weighted assets and of Tier I capital to average assets. It is management's opinion, as of December 31, 2021,
that the Bank meets all applicable capital adequacy requirements.
As of December 31, 2021, 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 capital ratios as set forth in the table. There are no conditions or events since
that notification that management believes have changed the Bank's category.
The payment of dividends by the Bank would be restricted if the Bank does not meet the minimum Capital
Conservation Buffer as defined by Basel III regulatory capital guidelines and/or if, after payment of a dividend, the
Bank would be unable to maintain satisfactory regulatory capital ratios.
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Note 17: Stockholders’ Equity and Regulatory Matters (Continued)
The Bank's actual capital amounts and ratios as of December 31 are presented in the following table:

For Capital Adequacy
Purposes
Amount
Ratio

Actual
Amount
Ratio

(Dollars in Thousands)

To Be Well Capitalized
Under Prompt
Corrective Action
Provisions
Amount
Ratio

2021
Common equity Tier I capital
(to risk weighted assets)
Total capital (to risk weighted
assets)
Tier I capital (to risk weighted
assets)
Tier I capital (to average
assets)

$

65,115

15.1%

> $

19,364

4.5%

> $

27,970

6.5%

69,875

16.2%

>

34,425

8.0%

>

43,031

10.0%

65,115

15.1%

>

25,819

6.0%

>

34,425

8.0%

65,115

11.0%

>

23,704

4.0%

>

29,630

5.0%

47,902

11.1%

> $

19,486

4.5%

> $

28,146

6.5%

52,840

12.2%

>

34,642

8.0%

>

43,302

10.0%

47,902

11.1%

>

25,981

6.0%

>

34,642

8.0%

47,902

9.4%

>

20,355

4.0%

>

25,444

5.0%

2020
Common equity Tier I capital
(to risk weighted assets)
Total capital (to risk weighted
assets)
Tier I capital (to risk weighted
assets)
Tier I capital (to average
assets)

$
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Note 18: Commitments, Contingencies, and Credit Risk
Financial Instruments With Off-Balance-Sheet Credit Risk
The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business
to meet the financing needs of its customers. These instruments involve, to varying degrees, elements of
credit risk in excess of the amount recognized in the consolidated balance sheets.
The Company's exposure to credit loss is represented by the contractual, or notional, amount of these
commitments. The Company follows the same credit policies in making commitments as it does for
on-balance-sheet instruments. Since some of the commitments are expected to expire without being drawn
upon and some of the commitments may not be drawn upon to the total extent of the commitment, the
notional amount of these commitments does not necessarily represent future cash requirements.
The following commitments were outstanding at December 31:
Notional Amount
2021

2020

Commitments to extend credit:
Fixed rate
Variable rate
Commitment to deliver loans to the FHLB Chicago under the Mortgage
Partnership Finance Program
Credit card commitments
Standby letters of credit
Credit enhancement under the FHLB of Chicago Mortgage Partnership
Finance Program

$

95,208,000
-

$

73,329,000
-

9,171,000
336,000

22,235,000
478,000

16,086,000

6,216,000

3,458,000

3,324,000

Commitments to extend credit are agreements to lend to a customer at fixed or variable rates as long as there
is no violation of any condition established in the contract. Commitments generally have fixed expiration dates
or other termination clauses and may require payment of a fee. The amount of collateral obtained upon
extension of credit is based on management's credit evaluation of the customer. Collateral held varies, but
may include accounts receivable; inventory; property, plant, and equipment; real estate; and stocks and bonds.
Credit card commitments are commitments on credit cards issued through the Company and serviced by other
companies. These commitments are unsecured.
Standby letters of credit are conditional lending commitments issued by the Company to guarantee the
performance of a customer to a third party. Generally, all standby letters of credit issued have expiration dates
within one year. The credit risk involved in issuing standby letters of credit is essentially the same as that
involved in extending loan facilities to customers. The Company generally holds collateral supporting these
commitments. Standby letters of credit are not reflected in the consolidated financial statements since
recording the fair value of these guarantees would not have a significant impact on the consolidated financial
statements.
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Note 18: Commitments, Contingencies, and Credit Risk (Continued)
The Company participates in the FHLB Mortgage Partnership Finance Program (the "Program"). In addition to
entering into forward commitments to sell mortgage loans to a secondary market agency, the Company enters
into firm commitments to deliver loans to the FHLB through the Program. Under the Program, loans are funded
by the FHLB, and the Company receives an agency fee reported as a component of gain on sale of loans. Once
delivered to the Program, the Company provides a contractually agreed-upon credit enhancement and performs
servicing of the loans. Under the credit enhancement, the Company is liable for losses on loans delivered to the
Program after application of any mortgage insurance and a contractually agreed-upon credit enhancement
provided by the Program subject to an agreed-upon maximum. The Company received a fee for this credit
enhancement. The Company does not anticipate that any credit losses will be incurred in excess of anticipated
credit enhancement fees.

Legal Contingencies
Various legal claims arise from time to time in the normal course of business. In the opinion of management, any
liability resulting from such proceedings would not have a material impact on the consolidated financial
statements.

Concentration of Credit Risk
The majority of the Company's loans, commitments, and standby letters of credit have been granted to customers
in the Company's market area. The concentrations of credit by type are set forth in Note 6. Standby letters of
credit were granted primarily to commercial borrowers. Management believes the diversity of the local economy
will prevent significant losses in the event of an economic downturn.
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Note 19: Fair Value Measurements
Accounting standards describe three levels of inputs that may be used to measure fair value (the fair value
hierarchy). The level of an asset or liability within the fair value hierarchy is based on the lowest level of input
significant to the fair value measurement of that asset or liability.
Following is a brief description of each level of the fair value hierarchy:
•

Level 1 - Fair value measurement is based on quoted prices for identical assets or liabilities in active markets.

•

Level 2 - Fair value measurement is based on: (1) quoted prices for similar assets or liabilities in active
markets; (2) quoted prices for identical or similar assets or liabilities in markets that are not active; or (3)
valuation models and methodologies for which all significant assumptions are or can be corroborated by
observable market data.

•

Level 3 - Fair value measurement is based on valuation models and methodologies that incorporate at least
one significant assumption that cannot be corroborated by observable market data. Level 3 measurements
reflect the Company's estimates about assumptions market participants would use in measuring fair value of
the asset or liability.

Some assets and liabilities, such as securities available for sale, are measured at fair value on a recurring basis
under GAAP. Other assets and liabilities, such as impaired loans, may be measured at fair value on a nonrecurring
basis.
Following is a description of the valuation methodology used for each asset measured at fair value on a recurring
or nonrecurring basis, as well as the classification of the asset within the fair value hierarchy:
Debt securities available for sale - Debt securities available for sale are classified as Level 2 measurements within
the fair value hierarchy. Level 2 securities include U.S. government and agency securities, obligations of states
and political subdivisions, pooled SBA loans, and mortgage-related securities. The fair value measurement of a
Level 2 security is obtained from an independent pricing service and is based on recent sales of similar securities
and other observable market data.
Loans - Loans are not measured at fair value on a recurring basis. However, loans considered to be impaired (see
Note 1) may be measured at fair value on a nonrecurring basis. The fair value measurement of an impaired loan
that is collateral dependent is based on the fair value of the underlying collateral. Independent appraisals are
obtained that utilize one or more valuation methodologies; typically, they will incorporate a comparable sales
approach and an income approach. Management routinely evaluates the fair value measurements of
independent appraisers and adjusts those valuations based on differences noted between actual selling prices of
collateral and the most recent appraised value. Such adjustments are usually significant and typically result in a
Level 3 classification. Nonreal estate collateral may be valued using an appraisal, net book value of the borrower's
financial statements or aging reports, adjusted or discounted based on management's expertise and knowledge of
the borrower and comparisons to sales of comparable assets, but include significant unobservable data and are,
therefore, considered Level 3 classification.
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Note 19: Fair Value Measurements (Continued)
Mortgage servicing rights - Mortgage servicing rights are not measured at fair value on a recurring basis.
However, mortgage servicing rights that are impaired (see Note 1) are measured at fair value on a nonrecurring
basis. Serviced loan pools are stratified by term and rate ranges, and a valuation model is used to calculate the
present value of expected future cash flows for each stratum. When the carrying value of a stratum exceeds its
fair value, the stratum is measured at fair value. The valuation model incorporates assumptions that market
participants would use in estimating future net servicing income, such as costs to service, a discount rate,
custodial earnings rate, ancillary income, default rates and losses, and prepayment speeds. Although some of
these assumptions are based on observable market data, other assumptions are based on unobservable estimates
of what market participants would use to measure fair value. As a result, the fair value measurement of mortgage
servicing rights is considered a Level 3 measurement.
Foreclosed assets - Real estate and other property acquired through or in lieu of loan foreclosure are not
measured at fair value on a recurring basis. However, foreclosed assets are initially measured at fair value (less
estimated costs to sell) when they are acquired and may also be measured at fair value (less estimated costs to
sell) if they become subsequently impaired. The fair value measurement for each asset may be obtained from an
independent appraiser or prepared internally. Fair value measurements obtained from independent appraisers
generally utilize a market approach based on sales of comparable assets and/or an income approach. Such
measurements are usually considered Level 2 measurements. However, management routinely evaluates fair
value measurements of independent appraisers by comparing actual selling prices to the most recent appraisals.
If management determines significant adjustments should be made to the independent appraisals based on these
evaluations, these measurements are considered Level 3 measurements. Fair value measurements prepared
internally are based on management's comparisons to sales of comparable assets, but include significant
unobservable data and are, therefore, considered Level 3 measurements.
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Note 19: Fair Value Measurements (Continued)
Information regarding the fair value of assets and liabilities measured at fair value on a recurring basis as of
December 31 follows:
Recurri ng Fa i r Va l ue Mea s urements Us i ng

As s ets
Mea s ured a t
Fa i r Va l ue

Quoted
Pri ces i n
Acti ve
Ma rkets for
Identi ca l
As s ets
(Level 1)

Si gni fi ca nt
Other
Obs erva bl e
Inputs
(Level 2)

Si gni fi ca nt
Unobs erva bl e
Inputs
(Level 3)

$

$

$

7,950,850

$

-

$

-

2021
As s ets :
Debt s ecuri ti es a va i l a bl e for s a l e:
U.S. trea s ury notes a nd bonds
U.S. s pons ored a genci es

7,950,850

-

9,194,451

-

9,194,451

24,992,600

-

24,992,600

-

368,037

-

368,037

-

U.S. a gency res i denti a l mortga ge ba cked s ecuri ti es

22,484,812

-

22,484,812

-

U.S. a gency col l a tera l i zed debt obl i ga ti ons

42,118,805

-

42,118,805

-

-

$ 107,109,555

Obl i ga ti ons of s ta tes a nd pol i ti ca l s ubdi vi s i ons
Pool ed SBA l oa ns

Tota l a s s ets

$ 107,109,555

$

$

-

2020
As s ets :
Securi ti es a va i l a bl e for s a l e:
U.S. s pons ored a genci es

$

Obl i ga ti ons of s ta tes a nd pol i ti ca l s ubdi vi s i ons

1,677,590

$

16,906,883

Pool ed SBA l oa ns

-

605,079

1,677,590
16,906,883

-

605,079

U.S. a gency res i denti a l mortga ge ba cked s ecuri ti es

20,919,352

-

20,919,352

-

U.S. a gency col l a tera l i zed debt obl i ga ti ons

14,753,063

-

14,753,063

-

- $

54,861,967

Tota l a s s ets

$

54,861,967

$

$

-
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Note 19: Fair Value Measurements (Continued)
Information regarding the fair value of assets and liabilities measured at fair value on a nonrecurring basis as
of December 31 follows:
Nonrecurring Fair Value Measurements
Using
Quoted
Prices in
Significant
Observable Unobservable
Active
Inputs
Inputs
Markets
(Level 2)
(Level 3)
(Level 1)

Assets
Measured at
Fair Value
2021
Impaired loans

$

6,976

$

-

$

-

$

6,976

Mortgage servicing rights

759,303

-

-

759,303

Foreclosed assets

911,666

-

-

911,666

Total assets

$ 1,677,945

$

-

$

-

$

1,677,945

$ 3,613,107

$

-

$

-

$

3,613,107

2020
Impaired loans
Mortgage servicing rights
Total assets

496,017
$ 4,109,124

$

-

$

-

496,017
$

4,109,124
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Note 19: Fair Value Measurements (Continued)
As of December 31, 2021, loans with a carrying amount of $179,976 were considered impaired and were written
down to their estimated fair value of $6,976. As a result, the Company recognized a specific valuation allowance
totaling $173,000.
As of December 31, 2020, loans with a carrying amount of $4,120,107 were considered impaired and were written
down to their estimated fair value of $3,613,107. As a result, the Company recognized a specific valuation
allowance totaling $507,000.
As of December 31, 2021, mortgage servicing rights with a carrying amount of $874,998 were considered
impaired and were written down to their estimated fair value of $759,303. As a result, the Company recognized a
specific valuation allowance of $115,695 as of December 31, 2021.
As of December 31, 2020, mortgage servicing rights with a carrying amount of $705,423 were considered
impaired and were written down to their estimated fair value of $496,017. As a result, the Company recognized a
specific valuation allowance of $209,406 as of December 31, 2021.
Foreclosed assets with a fair value, net of estimated costs to sell, $911,666 were acquired through or in lieu of
foreclosure as of December 31, 2021. The Company did not recognize an impairment charge for the year ended
December 31, 2021.
The following table presents quantitative information about nonrecurring Level 3 fair value measurements at
December 31:
2021
Impaired loans
Mortgage servicing rights

$

6,976 Sales comparison
759,303 Discounted cash flows

Management discount
on appraised values
Discount rate
Prepayment speeds
Weighted reserve

10%
9%
10%-13%
0.28%

default rate
Foreclosed assets

911,666 Sales comparison

Management discount

10%

on appraised values
2020
Impaired loans
Mortgage servicing rights

$ 3,613,107 Sales comparison
496,017 Discounted cash flows

Management discount
on appraised values
Discount rate
Prepayment speeds

10%
9%
12% 19%
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