THE FARMERS BANK OF WILLARDS

Financial Highlights

2021 2020 2019 2018 2017
At year end
Assets $498,279,633 $445,550,721 $389,484,790 $375,596,642 $348,778,738
Deposits 433,174,437 367,738,349 298,118,304 300,165,471 281,328,487
Loans, net 287,091,890 309,544,222 331,455,253 325,637,727 309,093,798
Stockholders’ equity 45,684,379 45,599,802 43,119,631 40,326,991 38,253,625
Average balances
Assets $478,796,973 $425,128,854 $386,047,014 $365,890,774 $346,385,258
Deposits 404,452,899 342,151,221 302,709,983 293,693,257 276,828,944
Loans, net 295,074,235 321,937,236 329,341,317 315,667,327 302,952,681
Stockholders' equity 46,621,093 45,002,824 42,457 501 40,001,547 38,145,550
For the year
Net interest income § 15,575,264 3§ 15,793,087 § 16,287,242 $ 15,317,312 § 14,692,051
Income before income taxes 5,067,275 5,217,655 5,603,985 4,518,226 5,385,595
Net income 3,755,231 3,875,848 4,155,019 3,365,337 3,109,840
Cash dividend declared 1,492,639 1,510,352 1,512,133 1,314,898 1,117,663
Per share data (restated giving retroactive effect to stock dividends declared)
Net income $2.88 $2.95 $3.16 $2.56 $2.35
Cash dividend declared 1.15 1.15 1.15 1.00 0.85
Book value 35.27 34.73 32.80 30.67 29.09
Ratios
Return on average assets 0.78% 0.91% 1.08% 0.92% 0.90%
Return on average equity 8.05% 8.61% 9.79% 8.41% 8.15%

THE FOLLOWING COMMENT IS REQUIRED BY THE FEDERAL DEPOSIT INSURANCE CORPORATION.
This statement bas not been reviewed or confirmed for accuracy or relevance by the Federal Deposit Insurance Corporation,
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THE FARMERS BANK OF WILLARDS

Balance Sheets

Assets

Cash and due from banks
Federal funds sold

Total cash and cash equivalents

Certificates of deposit in other banks

Investment securities available for sale

Federal Home Loan Bank stock, at cost

Loans, less allowance for loan losses of $2,926,133 and $3,176,328
Premises and equipment

Accrued interest receivable

Bank owned life insurance

Foreclosed real estate

Other assets

Liabilities and Stockholders' Equity

Deposiis
Noninterest-bearing
Interest-bearing

Tetal deposits
Federal funds purchased and other short term debt
Federal Home Loan Bank advances
Accrued interest payable
Cash dividend payable
Other habilities

Stockholders' equity
Common stock, par value $1 per share, authorized 30,000,000 shares,
issued and outstanding 1,295,133 shares in 2021 and 1,313,070 shares
in 2020
Surplus
Undivided profits
Accumulated other comprehensive income (loss)

December 31,

2021

2020

$ 81,395,802

$ 88,009,871

81,395,802 88,009,871
2,636,000 2,340,000
110,084,945 27,089,181
785,300 1,540,600
287,091,890 309,544,222
5,750,551 6,848,623
1,065,336 1,096,759
4,859,283 4,735,022
2,894,697 3,209,858
1,715,829 1,046,585
$498,279,633 $445,550,721

$152,777,366 $114,511,522
280,397,071 253,226,827
433,174,437 367,738,349
= 52,284
15,000,000 28,000,000
162,625 262,651
1,492,639 1,510,352
2,765,553 2.387.283
452,595,254 399,950,919
1,295,133 1,313,070
22,127,458 22,652,813
23,607,165 21,344,573
(1,345,377 289,346
45,684,379 45,599,802

$498,279,633 $445,550,721

The accompanying notes are an integral part of these financial statements.
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THE FARMERS BANK OF WILLARDS

Statements of Income

Years Ended December 31,
2021 2020 2019
Interest revenue
Loans, including fees $16,980,221 $18,071,605 $18,858,971
Invesiment securities 663,509 548,567 506,898
Federal funds sold - 3,439 17,586
Other 244,330 257,136 336,598
Total interest revenue 17,888,060 18,880,747 19,720,053
Interest expense
Depaosits 1,785,579 2,344,693 2,452,630
Borrowed funds 527,217 742,967 980,181
Total interest expense 2,312,796 3,087,660 3,432 811
Net interest income 15,575,264 15,793,087 16,287,242
Provision for loan losses {70,000) 875,000 1,065,354
Net interest income after provision for loan losses 15,645,264 14,918,087 15,221,888
Noninterest revenue
Card services 1,342,194 1,022,698 376,352
Service charges on deposit accounts 300,839 256,906 360,153
Increase in cash surrender value of life insurance 124,261 123,129 122,211
Gain (loss) on sale/valuation of foreclosed real estate (115,769) (38,829) (182,394)
Gain (loss) on sale/impairment of investment securities 10,042 14,158 (755)
Gain (loss) on early extinguishment of debt (50,363) - -
Gain (loss) on sale/valuation of repossessed property {6,450) - -
Gain (loss) on other dispositions 8,775 7.510 16,365
Other noninterest revenue 111,819 95.774 103,434

1,725,348 1,481,346 1,295,366

Noninterest expense

Salaries 5,676,006 4,833,366 4,778,632
Employee benefits 1,338,352 1,235,329 1,261,990
Occupancy 651,873 590,783 557,754
Furniture and equipment 536,235 498,472 468,239
Deposit insurance preminms 136,710 106,212 88,756
Data communications and processing costs 1,583,824 1,139,848 962,537
Loan processing and collections 78,133 186,781 334,712
Foreclosed real estate holding costs 59,540 156,597 158,154
Card services 1,107,409 780,492 583,881
Promotional 397,848 381,783 418,262
Other operating 1,337,407 1,272,115 1,300,352
12,303,337 11,181,778 10,913,269

Income before income taxes 5,067,275 5,217,655 5,603,985
Income taxes 1,312,044 1,341,807 1,448,966
Net income $ 3,755,231 $ 3875848 $ 4,155,019
Earnings per common share - basic and diluted b 2.88 S 295 % 3.16

The accompanying notes are an integeal part of these financial statements.



THE FARMERS BANK OF WILLARDS

Statements of Comprehensive Income

Years Ended December 31,
2021 2020 2019

Net income $3,7585,231 33,875,848 $4,155.019

QOther comprehensive income (loss)

Unrealized gain (loss) on investment securities available for sale
Reclassify (gain) loss realized on sale of investment securities
available for sale

Income tax relating to unrealized gain (loss) on investment
securities available for sale

(2,244,729) 214,874 216,377
(10,042) (14,158) 755

620,048 {44,969) {58,378)
(1,634,723) 155,747 158,754

Other comprehensive income (loss)

Comprehensive income $2,120,508 34,031,595 $4,313,773

The accompanying notes are an integral part of these financial statements.
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THE FARMERS BANK OF WILLARDS

Statements of Changes in Stockholders' Equity

Accumulated
other
Common stock Undivided comprehensive
Shares Par value Sumplus profits income

Balance, December 31, 2018 1,314,898 $ 1,314,898 § 22,701,057 $ 16,336,191 3 (25,155)
Net income - = - 4,155,019 -
Cash dividend, §1.15 per share - - - (1,512,133 -
Stock repurchased 300) (300) (8,700) - -
Unrealized gain on investment

securities available for sale net of

income taxes of $58,378 - - - - 158,754
Balance, December 31, 2019 1,314,598 1,314,598 22,692,357 18,979,077 133,599
Net income - - - 3,875,848 -
Cash dividend, $1.15 per share - - - (1,510,352) -
Stock repurchased (1,528) (1,528) (39.544) - -
Unrealized gain on investment

securities available for sale net of

income taxes of $44,969 - - - - 155,747
Balance, December 31, 2020 1,313,070 1,313,070 22,652,813 21,344,573 289,346
Net income - - - 3,755,231 -
Cash dividend, $1.15 per share - - - (1,492,639 -
Stock repurchased (17,937) (17,937 (525,353) - -
Unrealized loss on investment

securities available for sale net of -

income taxes of $620,048 - - - - (1,634,723)
Balance, December 31, 2021 1,295,133 § 1,295,133 3§ 22,127,458 $ 23.607.165 $ (1,345377)

The accompanying notes are an integral part of these financial statements.
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THE FARMERS BANK OF WILLARDS

Statements of Cash Flows

Years Ended December 31,

Cash flows from operating activities
Interest received

2021

2020

2019

$17,679,103 $19,235324 §19,431,698

Fees and commissions received 1,884,216 1,603,730 1,415,936
Interest paid (2,412,822) (3,175,085) (3,390,230)
Cash paid to suppliers and employees (11,321,338) (10,519,244) (10,300,967)
Income taxes paid (1,468,213) (1.686.394)  (1,195,604)
4,360,946 5,458,331 5,960,833
Cash flows from investing activities
Proceeds from maturities and calls of investment securities
available for sale 6,593,498 15,768,180 13,910,928
Proceeds from sale of securities available for sale 2,147,920 968,411 1,170,060
Net redemption (purchase) of Federal Home Loan Bank stock 755,300 522,500 (410,300)
Proceeds from disposition of premises, equipment and software 854,650 - 8,000
Proceeds from sale of foreclosed/repossessed assets 143,210 866,243 1,467,800
Proceeds from loans held for sale - - 881,938
Loans advanced, net of principal collected 22,857,610 18,185,698 (7,416,557
Proceeds from sale of certificates of deposit - - 2,439,108
Net redemption {purchase) of certificates of deposit (296,000) 722,000 (248,000)

Purchases of investment securities available for sale (94,089,018) (20,192,213) (26,706,132)
Investment in foreclosed real estate -

(314,674) (731,629)

Purchases of premises, equipment, and software {221,982)
(61,254.812) 16,526,145 (15.634,784)
Cash flows from financing activities
Net increase (decrease) in
Time deposits (7,749,951)  (1,976,431) (11,044,602)
Other deposits 73,186,039 71,596,476 8,997 435
Proceeds from Federal Home Loan Bank advances, net
of repayments (13,050,363) (12,585,000) 9,085,000
Froceeds from Federal funds purchased, net of repayments (52,284)  (3,500,000) 3,500,000
Stock repurchased (543,292) {41,072) (9.000)
Dividends paid {1,510,352) (1,5£2,133) {1,314.89%)
50,279,797 51,981,840 9.213.935
Net increase (decrease) in cash and cash equivalents (6,614,069) 73,966,316 (460,016)
Cash and cash equivalents at beginning of year 88,009,871 14,043,553 14,503,571

Cash and cash equivalents at end of year

3 81,395,802 $88,009,871

The accompanying notes are an integral part of these financial statements.
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THE FARMERS BANK OF WILLARDS

tatements of h Flows (Continued

Reconciliation of net income to net cash provided
by operating activities
Net income

Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation and amortization
Amortization of computer software
Provision for loan losses
Deferred income taxes
Amortization of premiums and (accretion) of discounts, net
Loss (gain) on sale and writedown of assets
Foreclosed real estate, net of deferred gain realized
Repossessed assets
Premises, equipment and software
Investment securities available for sale
Certifcates of deposit in other banks
Loans held for sale
Early extinguishment of debt
Decrease (increase) in
Cash surrender value of life insurance
Accrued interest receivable
Prepaid income taxes net of income taxes payable
Other assets
Increase (decrease) in
Deferred origination fees, net
Accrued interest payable
Other liabilities

Noncash investing activity
Real estate acquired through foreclosure or deed in licu of
foreclosure

Repossessed assets
Borrowing for automobile purchase

Years Ended December 31,
2021 2020 2019
$3,755,231 $3,875,848 $4,155,019

484,408
42,572

(70,000)

(120,498)
107,107

123,649

6,450
(8,775
(10,042)

50,363

(124,261)
31,423
(35,671)
(12,350)

(223,226)
(160,026)
464,592

445,855 385,076

42,320 38,534
875,000 1,065,354
(127,010)  (117,659)

31,489 (54,928)
38,829 182,394

(7,510) 10,063
(14,158) 755
1,892
: (28,320)

(123,129)  (122,211)

221,364 (99,636)

(217,577) 371,021
70,018 (17,991)

224,853 (11,580)
(87,425) 42,581
209,564 160,469

$4,360,946

$5,458,331 $5,960,833

$ - $2,625320 § 545,257
26,250 : )
- 52,284 -

b 263250 82,677,604 $ 545§257

The accompanying notes are an integral part of these financial statements.,
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THE FARMERS BANK OF WILLARDS

Notes to Financial Statements

1, Summary of Significant Accounting Policies

The accounting and reporting policies reflected in the financial statements conform to United States generally
accepted accounting principles and to general practices within the banking industry. The Farmers Bank of
Willards is not considered a public business entity. As such, it is not required to comply with disclosures that
pertain only to public companies. For accounting standards issued by the Financial Accounting Standards Board,
the Bank is subject to the effective dates applicable to private companies.

The preparation of financial statements in conformity with gencrally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements. These estimates and
assumptions may affect the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from these estimates. The estimate that is particularly susceptible to significant change is the
allowance for loan losses.

Nature of operations

The Farmers Bank of Willards is a financial institution operating primarily in the Maryland counties of
Wicomico and Worcester as well as lower Sussex County in Delaware. The Bank does not limit its services to
customers in these areas; but it is the Bank’s priority to scrve the financial needs of those within its community.

The Bank offers deposit scrvices and loans to individuals, small businesses, associations, and government
entities. Other services include automatic drafts from accounts, automated teller machine services, safe deposit
boxes, debit cards, internet banking with biil pay feature, and digital banking with a lock-it feature. Prior to 2019,
the Bank offered credit card loans but sold the portfolio in February 2019.

COVID-19 impact

The COVID-19 pandemic continues to spread and is still a public health risk. As a result of
COVID-19, the Bank has seen a decrease in its lobby business and a more rapid adoption of its technology
channels. As customers have received govenment funds and decreased their spending, the deposits of the Bank
have grown at a higher rate than normal. Management expects some of these deposits to roll off during 2022,

Per share dara and stock dividends

Earnings per common share and dividends per common share are determined by dividing net income and
dividends by the weighted average number of shares outstanding after giving retroactive effect to stock dividends
declared. There are no common stock equivalents. The adjusted weighted average number of shares used in the
earnings per share calculation was 1,306,038, 1,314,315, and 1,314,888 for the years ended December 31, 2021,
2020, and 2019, respectively.

Stock dividends of 20% or more are recorded at par value while stock dividends of less than 20% are recorded
at fair value. This value is determined based on the most recent sale before the dividend. Stock dividends may be
funded from earned surplus. As of December 31, 2021, the entire balance of surplus represents paid in surplus
with no eamed surplus as a result of transfers between the capital accounts.

Cash and cash equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash on hand, demand amounts due
from banks, and federal funds sold. Federal funds are purchased and sold for one-day periods. Due from banks
includes interest-bearing accounts that are payable on demand.
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THE FARMERS BANK OF WILLARDS

Noies to Financial Statements

1. Summary of Significant Accounting Policies (Continued)

Certificates of deposit in other banks
Certificates of deposit in other banks are recorded at cost.

Federal Home Loan Bank stock

As amember of the Federal Home Loan Bank, the Bank is required to purchase stock based on its total assets.
Additional stock 1s purchased and redeemed based on the outstanding Federal Home Loan Bank advances to the
Bank. This investment is carried at cost.

Investment securities

As debt securities are purchased, management determines if the securities should be classified as held to
maturity or available for sale. Declines in the fair value of individual securities below their cost that are other than
temporary result in write-downs of the individual securities to their estimated recoverable value. Factors affecting
the determination of whether an impairment that is other than temporary has occurred include a downgrading of
the security by a rating agency, a sigmficant deterioration in the financial condition of the issuer, or that
management would not likely hold a security for a period of time sufficient to allow for any anticipated recovery of
fair value. Gains and losses on the disposition of securities are recorded as of the trade date using the specific
identification method,

Securities held to meet liquidity needs or which may be sold before maturity are classified as available for sale
and carried at fair value with unrealized gains and losses included in stockholders' equity on an after-tax basis.
Equity securities are recorded at fair value,

Securities that management has the intent and ability 1o hold to maturity are recorded at amortized cost, which
is cost adjusted for amortization of premiums to the bond’s first call date and accretion of discounits to maturity.
Premrums and discounts of mortgage-backed securities are amortized over the expected lives of the securities.
Amortization and accretion are recorded using a method that approximates the level yield method.

Loans held for sale

During 2018, the Bank classified its credit card portfolio as available for sale as a result of a signed agreement
to sell its credit card loans. When the loans were sold in February, 2019, the Bank recognized a gain on sale of
$28,320. There are no loans held for sale as of December 31, 2021 or 2020.

Loans and allowance for loan losses

Loans are stated at face value adjusted for deferred origination fees, costs, and the allowance for loan losses.
Interest on loans is accrued on the principal amounts outstanding. Nonrefundable fees and costs associated with
originating loans are recognized as incorne over the life of the related foans. Generally the accrual of interest is
discontinued when any portion of principal or interest is ninety days past due and collateral is insufficient to
discharge the debt in full. Loans specifically reviewed for nonaccrual treatment are not considered impaired
during periods of "minimal delay” in payment (usually ninety days or less) or if they are both well secured and in
the process of collection by an attomey, provided ¢ventual collection of all amounts due is expected.

Payments received on nonaccrual loans are generally accounted for as a reduction in principal with interest

recognized after all principal has been collected. Loans are returned io acerual status when all principal and
interest amounts contractually due are brought current and future payments are reasonably assured.
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THE FARMERS BANK OF WILLARDS

Notes to Financial Statements

1. Summary of Significant Accounting Policies (Continued)

Loans and allowance for loan losses (continued)

Loans are considered impaired when, based on current information, it is probable that the Bank will not collect
all principal and interest payments according to contractual terms. Impaired loans include loan relationships where
management of the Bank has worked with the borrowers to restructure the original temms of the loan. This may
inchide reducing the payments to interest only for a set period or reducing the interest rate on the loan.

Management considers the financial condition of the borrower, cash flows of the loan, and the value of the
related collateral. Impaired loans are measured based on the present value of expected future cash flows discounted
at the loan’s effective interest rate, except that the Bank will measure impairment based on the fair value of the
collateral, if the loan is collateral dependent. For collateral dependent real estate loans, management reviews its
current appraisal, obtaining either a new appraisal or making adjustments to the original appraised value based on
current trends in the real estate market. For other collateral dependent Ioans, the Bank uses other estimation
methods.

The allowance for loan losses is established through a provision for loan losses charged to expense. Loans are
charged against the allowance for loan losses when management believes that the collectability of the principal is
unlikely. The allowance, based on evaluations of the collectability of loans, is an amount that management believes
will be adequate to absorb probable losses on existing loans that may become uncollectible. The evaluations take into
consideration such factors as changes in the nature and volume of the loan portfolio, overall portfolio quality, review of
specific problem loans, and current economic conditions and trends that may affect the borrowers' ability to pay.

The allowance for loan losses represents an estimation of losses in the loan portfolio. The Bank uses a loan
grading system to identify its impaired loans. For the balance of the loan portfolio, management applies a factor to
pools of loans with similar characteristics to provide for losses. The pooled loan portions of the allowance reflect
management's estimate of probable inherent but undetected losses within the portfolio due to uncertainties in
economic conditions, delays in obtaining information, including unfavorable information about a borrower's
financial condition, the difficulty in identifying triggering events that correlate perfectly to subsequent loss rates,
and risk factors that have not yet manifested themselves in loss allocation factors. These loss allocation factors are
general indicators of future loss and include current historic losses, economic conditions, officer experience or
unseasoned new products and current delinquency ratios compared to historic ratios. The adequacy of the
allowance is determined through careful and continuous evaluation of the loan portfolio, and involves
consideration of a number of factors to establish a prudent level.

Management believes it has established the allowance for loan losses in accordance with generally accepted
accounting principles and has taken into account the views of its regulators and the current economic environment.
There can be no assurance that in the future the Bank's regulators will not require, or the changes in economic
environment will not necessitate further increases in the allowance.

Management reports loans as delinquent based on the terms of the promissory note inchiding any modifications.
Premises and equipmeny
Premises and equipment are recorded at cost less accumulated depreciation. Land is recorded at cost.

Depreciation is computed using the straight-line method over the estimated useful lives of the assets or, if shorter,
the expected terms of the leases including lease option periods where exercise is reasonably certain,
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THE FARMERS BANK OF WILLARDS

Notes to Financial Statements

1. Summary of Significant Accounting Policies (Continned)

Bank owned life insurance
The Bank owns five life insurance policies through two carriers on its three current and retired executive
officers. The policies are recorded at their cash surrender values.

Foreclosed real estate

Real estate acquired through foreclosure is recorded at the lower of cost or fair value on the date acquired, less
estimated cost to sell. In general, cost equals the Bank’s investment in the property at the time of foreclosure.
Losses mcurred at the time of acquisition of the property are charged to the allowance for loan losses. Subsequent
reductions in the estimated fair value of the property are included with gains and losses on sales and valuations of
foreclosed real estate. Expenses of owning the property are included in noninterest expense.

Loans are transferred to foreclosed real estate once either the sale has been ratified or the Bank receives a deed
in lieu of foreclosure from the borrower.

Income taxes

Income tax expense is based on the results of operations, adjusted for permanent differences between items of
income ot expense reported in the financial statements and those reported for tax purposes. Deferred income taxes
are provided for the temporary differences between financial and taxable income, Deferred tax assets and
liabilities are determined based on the difference between the financial statement and tax bases of assets and
liabilities, using enacted tax rates in effect for the year in which the differences are expected to reverse.

Recent accounting pronouncements

During February 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards
Update (ASU) 2016-02, “Leases (Topic 842).” Among other things, in the amendments in ASU 2016-02, lessees
will be required to recognize the following for all leases (with the exception of short-term leases) at the
commencement date: (1) a lease liability, which is a lessee’s obligation to make lease payments arising from a
lease, measured on a discounted basis; and (2) a right-of-use asset, which is an asset that represents the lessee’s
right to use, or control the use of, a specified asset for the lease term. Under the new guidance, lessor accounting is
largely unchanged. The ASU was initially effective for non-public business entities” financial statements issued
for fiscal years beginning after December 15, 2019, and interim periods with fiscal years beginning after December
15,2020. In June 2020, the FASB issued ASU 2020-05. Under ASU 2020-05, private companies may apply the
new leases standard for fiscal years beginning after December 15, 2021, and to interim periods within fiscal years
beginning after December 15, 2022, Earlier application is permitted. The Bank will be adopting this standard
during the year-ended December 31, 2022, It is not expected to have a significant impact on the Bank’s financial
statements,

During June 2016, the FASB issued ASU 2016-13, “Financial Instraments — Credit Losses (Topic 326):;
Measurement of Credit Losses on Financial Instruments.” The amendments in this ASU, among other things,
require the measurement of all expected credit losses for financial assets held at the reporting date based on
historical experience, current conditions, and reasonable and supportable forecasts. Financial institutions and other
organizations will now use forward-looking information to better inform their credit loss estimates. Many of the
loss estimation techniques applied today will still be permitted, although the inputs to those techniques will change
to reflect the full amount of expected credit losses. In addition, The ASU amends the accounting for credit losses of
available-for-sale debt securities and purchased financial assets with credit deterioration. The FASB has issued
multiple updates to ASU 2016-13 as codified in Topic 326, including ASU’s 2019-04, 2019-10, 2019-11, 2020-02,
and 2020-03 ASU is effective for fiscal years beginning after December 15, 2022, including interim periods within
those fiscal years. Early application is permitted, The Bank is currently assessing the impact that ASU 2016-13
will have on its financial statements.
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THE FARMERS BANK OF WILLARDS

Notes to Financial Statements
1. Summary of Significant Accounting Policies (Continued)

Subsequent events

The Bank has evaluated events and transactions subsequent to December 31, 2021, through
March 2, 2022, the date these financial statements were available to be issued. No significant subsequent events
were identified that would affect the presentation of the financial staterments.

2. Correspondent Bank Relationships

The Bank normally carries balances with other banks that exceed the federally insured limit. The average
balances carried in excess of the limit, including unsecured federal funds sold to the same banks, were
approximately $12,926,898 and $13,999,723 for 2021 and 2020, respectively. The balance maintained at the
Federal Reserve Bank is excluded from this average.

Deposits held in noninterest-bearing transaction accounts are aggregated with any interest-bearing deposits the
owmer may hold in the same ownership category. The combined total is insured up to $250,000.

Banks are required to carry noninterest-bearing cash reserves at specified percentages of deposit balances. The
Bank's normal amount of cash on hand and on deposit with other banks is sufficient to satisfy the reserve
requirements.

3. Certificates of Deposit in Other Banks

The certificates mature as follows:

Maturily period 2021 2020
One year or less $£1463000 $ 947,000
QOver one to two years 449,000 470,000
Overtwo to three years 249 000 449,000
Over three to four years 225,000 249,000
Over four to five years 250,000 225,000

$2,636,000 32,340,000

All individual certificates of deposit balances are in increments of $250,000 or less to allow for full FDIC
Insurance coverage.
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THE FARMERS BANK OF WILLARDS

Notes to Financial Statements

4. Investment Securities Available for Sale

Investment securittes are summarized as follows:

Amortized Unrealized Unrealized Fair Annual

December 31. 2021 cost __gains losses vahe ncome
U.S, Treasury $ 15,620,392 % - $ 67971 § 15532421 § 7962
U.S. govemment agency 9,247,576 55,879 163,039 9,140,416 110,738
Corporate 24,056,568 25393 186,127 24,495,834 52497
State and muinicipal 14,048,064 87.369 205420 13,930,213 189321
Mortgage-backed securities 48 367922 31,808 1,433,669 46,966,061 302,991

$111.940522 § 200649 $2,056226 §$ 110,084945 $ 663,509

Amortized Unrealized Unrealized Fair Annual

December 31, 2020 cost gains losses value income
U.S. Treasury 5 - ) - 3 - ¥ - $ 99952
.8, governiment agency 5,213,052 133,950 7,200 5,339,793 132,923
Corporate 1,211,453 £3,572 2,853 1,286,172 35,027
State and municipal 9,082,903 166,701 59,970 9,189,634 126,231
Mortgage-backed securities 11,182,578 129,974 38,970 11,273,582 154,434

$ 26,680986 § 514,197 $115002 § 27,089,181 $ 548,567

The decline in fair values of debt securiiies is a result of the fluctuations in interest rates. Since no loss is
expected on these securities, no impairment has been recorded. During 2021 and 2020, management sold
securities with a book value of $2,137,878 and $954,253, respectively realizing gross gains of $31,084 and gross
losses of $21,042 in 2021 and gross pains of $30,354 and gross losses of $16,196 in 2020. During 2019,
management sold securities with a book value of $1,170,8153, realizing gross gains of $5,918 and gross losses of
$6,673.

Tht? Bank has pledged investment securities as collateral on certain deposits. The Bank also has a secured line
of credit from a correspondent bank that, when drawn, requires pledging of securities.

Coniractual maturities and the amount of pledged securities are summarized below. Actual maturities may
differ from contractual maturities because borrowers may have the right to call or prepay obligations. Mortgage-
backed securitics are due in monthly installments and Small Business Administration agency securities are payable
in quarterly installments.

December 31, 202| December 31, 2020

Amortized Fair Amortized Fair

Maturity perioid cost value cost value
One year or less $ 13,561,226 $ 13,546,686 $ 695937 § 707,335
Omne through five vears 36,348,242 36,057,127 2,224,943 2,272215
Five through ten yeara 5,447,267 5,350,372 3,866,084 3,994,952
After ten years 6,506,146 6,416,714 6,551,976 6,567,645
Mortgage-backed securities 48,367,922 46,966,061 11,182,578 11,273,582
Small Business Administration agencies 1,709,719 1,747,985 2,168,468 2,273,452

$111,940,522 $110,084.945 $26,680,986 §27.089,181

Pledged securities $ 4,839,134 § 4802281 $ 3,559,873 % 3.637,426
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Notes to Financial Statements

4, Investment Securities Available for Sale (Continued)

Investment securities with unrealized losses for continuous periods of less than twelve months and twelve
months or longer are as follows:

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
December 31, 2021 value losses value losses value losses

.S, Treasury $15552,421 % 67971 % - £ - $15,552.421 & 67,971
U.8. government agency 5,598,678 77,200 1,736,003 85.833 7,334,681 163,039
Corporate 18,752,189 186,127 - - 18,752,189 186,127
State and municipal 7.559.933 102,825 2,663 51¢ 102,505 10,223 444 205,420
M ortgage-backed securities 42,326,394 1,278.578 3,281,325 155,091 45,607,719 1,433,669

$89,789.615 $1,712,707 $ 7,680,839 § 343,519 $£97.470,454 $2,056,226

Less than 12 months 12 months or longer Tolal

Fair Unrealized Fair Unreahzed Fair Unrealized

December 31, 2020 value losses value losses value losses

U.S. Treasury 5 - b ¥ -~ b - % - 3 - $ -
1.8, govermment agency 1,542,864 5,401 47,565 1,808 1,590,429 7,209
Carporate 216,147 38,970 = - 216,147 8,853
State and municipal 2,905 500 59,970 - - 2,995,590 59,970
Mortgage-backed securities 5,445,536 8,853 - - 5,445,536 38,970

$10200,137 8 113,194 $ 47,565 3 1,808 §$10,247,702 § 115,002

5. Loans

Major classifications of loans are as follows:

December 31, 2021 2020

Mortgage
Residential ¥ 144,968,690 $ 148,626,792
Cormmercial 60,587 588 76,541,316
Farm 12,505,472 17,134,015
Construction 33,725,607 23,272,350
Commercial and agricultural 28499710 38,650,459
Consurmer 9,730,956 8,495,618
290,018,023 312,720,550
Allowance for loan losses 2,926,133 3,176,328
Loans, net $ 287,001,890 §$ 309,544,222

Loans are reported after adding the balances of the deferred costs net of deferred erigination fees and unearned
wnterest recorded as a result of restoring loans to accrual status. The total adjustment for net fees and unearned
interest was $171,424 and $394,650 as of December 31, 2021 and 2020, respectively.
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Notes to Financial Statements

5. Leans (Continued)

Nonaccrual loans are as follows:

December 31, 2021 2020
Mortgage
Residential $ 113971 § 121,036
Commercial 23913 -
Fanmm - -
Construction 205,564 367,906
Cornmnercial and agricultural - 08,915
Consumer 138,950 7.580
5 482407 $ 595437

Interest not accrued

b 83,762 § 125,633

Information regarding impaired loans as of and for the year ending December 31, 2021 is as follows:

Unpaid
contractual Average Interest
principal Recorded Related recorded meome
balance  investment allowance investment recognized
With no related allowance
Mortgage
Residential $ 310307 $ 303,095 - § 306493 § 12,183
Comnercial - - - - -
Farm - - - - -
Constrnuction 144,039 55,180 - 85,985 -
Commercial and agricultural - - - - -
Consumer - - - - -
454,346 358,275 - 392,478 12,183
With related allowance
Mortigage
Residential 584,711 577,655 106,081 589,919 20,459
Commercial - - - - -
Farm - - - - -
Comnstruction 392,320 263,523 17,239 271,624 7,729
Commercial and agricultural 134,311 94 475 94,475 131,137 3,258
Consumer 171,461 170,530 141,520 177,147 9,943
1,282,803 1,106,183 359,315 1,165,827 41,389
Totals
Morigage
Resgidential 895,018 880,750 106,081 296,412 32,642
Corrercial - - - - -
Famm - - = - -
Construction 536,359 318,703 17,239 357,609 7,729
Conmwnercial and agricultural 134,311 94 475 94 475 131,137 3,258
Consumer 171,461 170,530 141,520 177,147 9,943
$1,737,149 $1464458 § 359315 $ 1,562,305 § 53,572
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Notes to Financial Statements
S. Loans (Continued)

Information regarding impaired loans as of and for the year ending December 31, 2020 is as follows:

Unpaid
contractual Average Interest
principal  Recorded Related recorded ncome

balance imvestment allowance investment recognized

With no related allowance

Mortgage
Residential $ 289,652 $ 280652 3% - $ 290999 § 17,900
Comumnercial 748,353 367,906 - 432,094 -
Farmn 500,000 500,000 - 589,289 32,795
Censtruction - - - - B
Conmrercial and agricultural - - - - -
Consumer 14,601 7.579 - 13,034 -
1,552,606 1,165,137 - 1325416 50,695
With related allowance
Mortgage
Residential 670,071 656,152 131,755 670,531 18,292
Cormmercial 144,826 144,826 10,151 145,798 7.510
Farm - - ~ - -
Constriction 154,389 115472 2,761 123,378 7,922
Comrercial and agricultural 314,672 246,296 87487 260,289 7.968
Consumer 46,968 46,417 11,036 49,808 1,773
1,330,926 1,209,163 243,190 1,249,804 43,465
Totals
Mortgage
Residential 959,723 945,304 131,755 961,530 36,192
Commercial 893,179 512,732 14,151 577,892 7,510
Fam 500,000 500,000 - 580,289 32,795
Construction 154,389 115,472 2,761 123,378 7922
Conmercial and agricultural 314,672 246296 87,487 260,289 7,968
Consumer 61,569 53,996 11,036 62,842 1,773

$2,883,532 $2374,300 $ 243,190 $2575220 § 94,160

Qutstanding loan balances based on allowance impairment analysis are as follows:

December 31, 2021 December 31, 2020
Individually Collectively Individually <Colleclively
evaluated evaluated evaluated evaluated

Mortgage
Residential $ 880,750 § 144087940 3 945804 § 147,680,988
Conmnercial - 60,587,588 512,732 76,028,584
Fanmn - 12,505,472 500,000 16,634,015
Construction 318,703 33,406,904 115,472 23,156,878
Commercial and agricultural 94 475 28,405,235 246,296 38,404,163
Consumer 170,530 9,560,426 53,996 8,441,622

$1,464,458 § 288,553,565 12,374,300 3§ 310,346,250
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Notes to Financial Statements
5. Loans (Continued)

Composition of the allowance for loan losses, by loan classification and based on impairment analysis, is as

follows:
December 31, 2021 December 31, 2020

Individualty Collectively Individually Collectively
evaluated evaluated evaluated evaluated

Mortgage
Residential $ 106081 $ 638,104 $§ 131,755 $ 734,967
Commercial - 584,604 10,151 925,871
Farm - 149,272 - 234,572
Construction 17,239 485,205 2,761 351,453
Commercial and agricultural 94,475 493 900 87,487 445,634
Consumer 141,520 118,040 11,036 47,724
Unallocated - 97,693 - 192 617

$ 359315 $2,566,818 $ 243,190 $2,933,138

Transactions in the atlowance for loan losses, by Ioan classification, are as follows:

Beginning Provision for Ending
December 31, 2021 balance  loan losses Charge-offs Recoveries balance
Mortgage

Residential $ 866,722 8§ (9628T § 26,250 § - $ 744,185
Commercial 936,022  (452216) 5700 106,507 584,604
Farm 234,572 (85,465) E 165 149,272
Construction 354,214 148,230 - - 502,444
Cominercial and agricultural 533,121 98,154 74,162 31,262 588,375
Consumer 38,760 412,808 235,201 23,193 259,560
Unallocated 192,917 (95.224) - - 97,693
$3,176328 § (700000 § 341322 § 161,127 $2,926,133

Beginning Provision for Ending

December 31, 2020 balance  loan losses Charge-offs Recoveries  balance

Mortgage

Residential $ 976212 § (125117 § 110,695 § 126322 § 866,722
Commercial 587,915 889,434 587,827 46,500 936,022
Famm 207,846 345,094 349,503 31,135 234,572
Construction 643,444 (289,23(0) - - 354,214
Cormnercial and agricultural 519,787 86,708 125,655 52,281 533,121
Consumer 57.136 5,194 73,808 70,238 58,760
Unallocated 230,000 (37,083) - - 192,917

$3222340 § 875000 §1,24748% § 326476 $3,176,328

The Bank makes loans to customers primanly located in the Delmarva region, Although the loan
portfolio is diversified, its performance will be influenced by the economy of the region.
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5. Loans (Continued)

An analysis of past due loans as of December 31, 2021 follows:

Loans Loang 90 Accruing
30-89 Or mote Total Loans 90 or
days days past due Curnrent Total more days
past due past due foans loans loans past due
Mortgage
Residential $ 677611 % - $ 677611 $1442951,079 $144968690 % -
Commercial - - - 60,587,588 60,587,588 -
Farm - - - 12,505,472 12,505,472 -
Construction - 205,563 205,563 33,520,044 33,725,607 -
Commercial and agricultural 86,485 23913 110,398 28,339,312 28 499710 -
Coasumer 72431 127,207 199,638 09,531,318 9,730,956 =
$ 836527 3 350683 3 1,193.210 $ 288,824,813 3290,018023 & =

An analysis of past due loans as of December 31, 2020 follows:

Loans Loans 90 Accruing
30-89 oI more Total Loans 90 or
days days past due Current Total more days
past due past due loans Joans loans past due
Mortgage
Residential $ 196559 § - $ 196,559 $148430.233 §$ 148,626,792 § -
Corurercial - - - 76,541,316 76,541,316 -
Farm - - - 17,134,015 17,134,015 -
Construction - 367,906 367,906 22,904,444 23,272,350 -
Conmrercial and agricuttural 74,559 93,915 173,474 38,476,985 38,650,459 -
Consumer 52,828 4,156 56,984 8,438,634 8,495,618 4,156
§ 323946 § 470977 § 794923 $311,925627 $312,720550 5 4,156
Credit quality indicators

Management has developed 2 loan risk grading system to help monitor the overall credit quality of its loan
portfolio, Each loan is assigned a risk grade at origination. Large credits, regardless of performance, are reviewed
annually to determine the risk grade is still suitable. Loan grades are changed as borrowers’ circumstances change
and cither develop credit weaknesses or improved conditions and performance are noted.

Special mention

A special mention loan has potential weaknesses in the credit that require management’s close attention.
Generally, special mention credits have a weakness that can be corrected in 2 relatively short period of time. Poor
liquidity or fault in collateral title can result in a special mention grade. If left uncorrected, these potential credit
weaknesses may result in deterioration of repayment prospects. Special mention loans do not expose the Bank to
sufficient risk to warrant an adverse classification.

Substandard

A substandard loan has a well-defined weakness or weaknesses that jeopardize the ultimate repayment of the
loan and require more intense supervision by Bank management. The weaknesses in the collateral value, cash
flows or borrower’s/project’s performance would likely result in some loss to the Bank if the deficiencies are not
corrected. Borrowers may exhibit recent or unexpected losses, and inadequate debt service coverage ratio, or
marginal liquidity and capitalization. Loans that are classified as roubled debt restructured loans are generally
graded substandard until the borrower shows the ability to perform under the modified terms of the restructure.
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5. Loans (Continued)

Doubitful

A loan classified as doubtful has all the weaknesses of a substandard loan with the added characteristic that the
weaknesses in the credit make collection or liquidation in full, highly improbable.
Loss

Rarely does the Bank use this category. If a credit is deemed loss, management generally records a charge-off
unless there are extenuating circumstances,

Summarized below is the credit risk profile of the loan portfolio as of December 31, 2021:

Pass Special
credits Mention Substandard Doubtful Loss
Mortgage
Residential § 144664216 § 190,503 § 113971 § - b -
Commerrial 60,587,588 - - - -
[Farm 12,505,472 - - - -
Construction 33,520,043 - 205,504 - -
Commercial and agricultural 28,405,235 - 94,475 B -
Consumer 9,591,997 - 138,959 - -
$ 286274551 % 190503 % 552969 % - b -

Summarized below is the credit risk profile of the loan portfolio as of December 31, 2020;

Pass Special
credits Mention  Substandard  Doubtful Loss

Mortgage

Residential 5148347316 § 158440 § 125,036 % - $ -

Comunercial 76,541,316 - - - -

Farm 17,134,015 - - - -

Construction 22,904 444 - 367,906 - -
Commmercial and agricultural 38,551,544 - 98,915 - -
Consumer 8,480,920 - 14,6598 - -

$ .

$311,950555 § 158440 $ 602,555 §

During the vear ended December 31, 2020, the Bank provided short-term deferrals of loan principal payments
up to 90 days for borrowers who were affected by the COVID-19 pandemic. These borrowers were required to
meet certain criteria, such as being in good standing and not more than 30 days past due prior to the pandemic. As
of December 31, 2020, four borrowers had $578,018 outstanding under this program and three additional
borrowers with balances totaling $26,888 received a second 90-day concession. There were no extensions related
to COVID-19 as of December 31, 2021.

The restructuring of a loan is considered a “troubled debt restructuring” if both (i) the borrower is expetiencing
financial difficulties and (i1) the creditor has granted a concession. These concessions typically result from the
Bank’s loss mitigation activities and may include interest rate reductions or below market interest rates, principal
forgiveness, restructuring amortization schedules, forbearance and other actions intended to minimize potential
losses and to avoid foreclosure or repossession of collateral.

The Bank works with customers to restructure loans by changing the interest rate, modifying the payment
term, and writing off accrued interest.
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The Bank has outstanding troubled debt restructured (TDR) loans as follows:

December 31, 2021 December 31, 2020
Contract Modified Contract Modified
Count balance balance Count  balance balance
Performing
Morigage
Residential 5 § 583333 % 576277 6 F 673845 § 673,845
Commercial - - - - - -
Famm - - - 1 500,000 500,000
Construction 1 150,568 113,139 1 154,390 150,066
Cormmercial and agricultural 1 26,485 70,562 2 165,757 164,108
Consumer 1 32,008 31,571 1 30 850 30,850
8 852,484 791,549 11 1,533,842 1,527,869
Nonperforming
Mortgage
Residential 1 121,183 113,971 1 127,437 121,036
Commercial - - - - - -
Farm - - - - - -
Construction I 241,752 150,384 2 552,972 261,385
Conmrercial and agricultural = - - - - -
Consumer - - - - - 5
2 362,935 264,355 3 680,409 382,421
Toral & $1,215419 $1,055,904 14 §2214251 $1,910,290

As of December 31, 2021, and 2020, there were no delinquent TDR loans more than ninety days and still
accruing interest. During 2020 the Bank transferred a restructured residential mortgage with a balance of $323,122
into foreclosed real estate. During 2021, the Bank recorded recoveries of $9,195 for a TDR residential mortgage,
In 2020 the Bank also recorded charge-offs on restructured loans of $37,827 for TDR commercial mortgages while
recording recoveries of $11,034 for TDR residential mortgages.

During 2020, the Bank restructured one residential mortgage loan with a total outstanding balance of $128,485
and one farm loan with a total outstanding balance of $500,000. There were no new troubled debt restructurings in
2021,

The Bank has the following loan commitments outstanding:

December 31, 2021 2020
Construction loans £13,198412 % 8,020,050
Home equity and revolving residential lines 6,541,461 5,407,525
Other lines of credit 29,559,813 17,902,599
Standby letters of credit 1,957,131 1,172,359
Payment letters of credit 5,000 -

$51,261,817 $32,502,533

Loan commitments and lines of credit are agreements to lend to a customer as long as there is no violation
of any condition io the contract. Loan commitments generally have interest fixed at current market rates,
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5. Loans (Continued)

fixed expiration dates, and may require payment of a fee. Lines of credit generally have variable interest rates.
Such lines do not represent future cash requirements because it is unlikely that all customers will draw upon their
lines in full at any time.

Letters of credit are commitments issued to guarantee the performance of a customer to a third party. Loan
commitments, lines of credit, and fetters of credit are made on the same terms, including collateral, as outstanding
loans. The Bank's exposure to loss in the event of nonperformance by the borrower is represented by the contract
amount of the commitment. Management is not aware of any accounting loss the Bank will incur by the funding
of these commitments,

6. Premises and Equipment

A summary of premises and equipment and the related depreciation follows:

Useful life 2021 2020

Land ¥ 1,276,607 & 2,091,716
Buildings and improvements 10-40 years 3,747,791 3,753,379
Leaschold improvements 10-40 years 1,817,592 1,822,192
Fumiture and equipment 5-10 years 4,026,783 3,927,939
Automobiles 4-5 years 74,284 74,284

10,943,057 11,662,510
Accumulated depreciation and amortization 5,192 506 4,820,887
Net premises and equipment £ 5,750,551 $ 6,848,623
Depreciation and amortization expense $ 484408 $ 445855

Inciuded in other assets at December 31, 2021 and 2020, is computer software carried at an amortized cost of
$101,769 and $117,909, respectively. Software amortization expense was $42,572 and $42,320 in 2021 and 2020,
respectively.

7. Lease Commitments

The Bank has entered into agreements to lease branch premises at the following locations:

Location Branch Lease expiration Renewals
Ocean City, Maryland West OC Apnl 30, 2030 Ome S-year term
Ocean City, Maryland North OC December 31, 2025 none
Ocean City, Maryland Talbot St. May 31, 2024 Three 3-year term
Millsboro, Delaware Millsboro April 15, 2037 Three 10-year tenms

Rent expense for 2021, 2020, and 2019 was $194,846, $174,406, and $137,805, respectively. The Bank is also
required to pay certain executory costs including insurance, real estate taxes, and common area maintenance.
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Lease obligations, including renewal periods management is reasonably certain will be exercised, will require
minimum payments as follows:

Period Amount

2022 $ 197338

2023 199,024

2024 189,512

2025 129,945

2026 55,301
Remaining years 088,326
$1,459,446

3. Foreclosed Real Estate
Transactions in foreclosed real estate are as follows:

2021 2020 2019
Beginning of year balance $ 3,200,858 § 1,579,610 3§ 2,720,960
Additions and improvements - 2,625,320 545257
Sale deferred (recognized) (146,182) (55,016) (524,730)
Sales proceeds (143,210) (811,227 (943,070)
Writedowns and losses (115,769) (38,829 (218,807)
End of year balance $ 2894697 §3209858 § 1,579,610

The Bank has financed some of the sales of its foreclosed real estate properties. If the down payments on these
sales are less than required by accounting standards for sales treatment, the financed properties remain in
foreclosed real estate until payments made on the loans plus the original down payments exceed thresholds for
required down payment. Any gains on these sales are also deferred. Deferred gains of $7,880, $160 and 536,413
were recognized on loans transferred out of foreclosed real estate in 2021, 2020 and 2019, respectively. Financed
properties reported as foreclosed real estate as of December 31, 2021, 2020, and 2019 totaled $454,252, $271,152,
and $326,168, respectively.

Five loans, totaling $474,507 were in the process of foreclosure as of December 31, 2021. There were no
loans in the process of foreclosure as of December 31, 2020.

9. Deposits

Major classifications of interest-bearing deposits are as follows:

December 31, 2021 2020
Money market and NOW $ 86343902 § 67,086,136
Savings 74,965,109 50,302,680
Certificates of deposit over $250,000 16,469,428 19,718,403
Other tome 102,618,632 107,119,608

$280,397,071 $253,226,827

Demand deposits and interest-bearing escrow accounts, In an overdraft status, totaling $62,889 and $38,268, as
of December 31, 2021 and 2020, respectively have been reclassified as loans.
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The maturity and repricing distributions of time deposits as of December 31, 2021 follows:

Over Maturity
Time deposits $250.,000 Qther Total
One year or less $ 5704945 $ 48,070,301 $ 53,775,246
Over one to two years 5,431,610 17,023,647 22,455,257
Over two to three years 1,986,928 9,754,087 11,741,015
Over thres to four years 1,238,747 14,955,962 16,194,709
Over four to five years 2,107,198 12,814,635 14,921,833

516,469,428 $102,618,632 $ 119,088,060

Certain certificates are issued with a step-up feature that provides the owner a one-time opportunity to increase
the certificate of deposit rate to the current rate of newly issued certificates of the same term at the date the option
is excrcised. Once a certificate of deposit step-up feature has been exercised, the deposit becomes fixed rate.

10. Lines of Credit and Federal Home Loan Bank Advances

The Bank has an available line of credit of $12,000,000 in ovemight federal funds from a correspondent bank.
$6,000,000 of this line is unsecured while the balance of the line of credit is collateralized with pledged investment
securities. The entire line was available as of December 31, 2021 and 2020.

The Bank also has a line of credit with the Federal Home Loan Bank (FHLB) which altows total outstanding
advances of twenty five percent of total assets. Because the Bank has pledged as collateral its portfolio of first
mortgages on residential properties, the total available advances is limited by this portfolio. Based on this
collateral, the total remaining credit available with the FHLB as of December 31, 2021 and 2020 was $37,027,422
and $32,846,171, respectively. In addition to the first residential mortgage portfolio, the FHLB has placed a
blanket lien on all of the loans of the Bank with the exception of the nonmortgage consumer and cormercial loans.

The nonmortgage consumer and commercial loan portfolios are pledged as collateral on a line of credit from
the Federal Reserve Bank. The total available under this line of credit as of December 31, 2021 and 2020 was
$20,570,039 and $20,168,101, respectively.

A summary of ouistanding FHLB advances is as follows:

December 31,
Description Rate 2021 2020 Maturity
Five year advance 1.4200% - 8,000,000 March 13, 2025
Sixyear advance 1.7900% - 5,000,000 March 13, 2026
Seven year advance 2.3930% 15,000,000 15,000,000 March 13, 2027

$ 15,000,000 § 28,000,000

The interest rates on the closed end advances are fixed. In March of 2020, the Bank refinanced $28 million of
outstanding advances at lower rates and extended the maturities of the advances. There were no fees associated
with the refinances.
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During 2021, the Bank paid off the two smaller advances, totaling $13,000,000, recognizing a net early
extinguishment loss of $50,363. On January 6, 2022, the Bank paid off its final advance of $15,000,000. The
Bank recognized a loss of $249,701 on this payoff but will save $358,950 of interest on this advance during the
year ending December 31, 2022,

11. Employment Contract

The Bank is party to a ten-year employment agreement, dated September 2002, with an executive that provides
for compensation and certain other benefits, The agreement had one ten-year extension, which extended the
agreement through 2022, The contract provides severance payments of three years of compensation under certain
circumstances.

12. Retirement Plans

The Bank sponsors a profit-sharing plan that covers all employees with one year of service who have attained
age twenty-one. Contributions are determined annually by the Board of Directors. During 2021, 202¢, and 2019
the Board made safe harbor contributions which matched 100% of the first 3% of employee compensation and

50% of the next 2% of employee compensation for a maximum match of 4%, resulting in total of contributions of
$148,189, $142,000, and $130,950, respectively.

The Bank has adopted a supplemental executive retirement plan for three of its executive officers. The plan
provides fixed annual benefits to each participant at normal retirement or disability date. The benefits vest over the
period from adoption to normal retirement age. The Bank recorded expenses, including interest, of $205,402,
$189,979, and $186,883 for the years ended December 31, 2021, 2020, and 2019, respectively. These plans are
funded by five life insurance contracts, with a face value of $3,000,000, which are owned by the Bank, During
2019, one of the three executives retired. He is receiving annual benefits in accordance with terms of the plan.

13. Related Party Transactions
Officers, directors and employees are depositors of the Bank. They receive the same deposit rates and terms as
other customers with similar deposits. As of December 31, 2021 and 2020, the deposits of executive officers and
directors were $18,783,198 and $10,926,394, regpectively.
Executive officers and directors of the Bank enter into foan transactions with the Bank in the ordinary course
of business. The terms of these transactions are similar to the terms provided to other borrowers entering into

stmilar loan transactions.

A summary of the activity in these loans is as follows:

2021 2020
Beginning balance $12,573,568 $11,932,006
Advances 165,000 2,954,019
Change in related parties {5,830,483) -
Repayments (1,992,635) (2,312,547)
Eoding balance § 4915430 §12,573,568
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In 2005 the Bank entered into an agreement to lease a branch from a company owned by the Chairman of the
Board of Directors. Rent paid to this company in 2021, 2020, and 2019 totaled $49,149, $48,735, and $48,322,
respectively with additional executory costs of $5,083, £172, and $95 in 2021, 2020, and 2019, respectively.
During 2021, 2020, and 2019 the Bank also purchased supplies totaling $220, $182, and $167, respectively, from
a store owned by this director.

The Bank built a branch in Milisboro, Delaware upon land owned by a director. The Bank paid rent on the
lease of this land totaling $46,923, $44,991, and $43,597 for 2021, 2020, and 2019, respectively. This director
owns an auto bedy shop that performed $2,045 in repairs on the Bank automobile in 2020. During 2020 the Bank
foreclosed on property that included land, buildings, and equipment. At the November 2020 auction of this
property, this director purchased most of the equipment at a price of $825,000. The Bank has agreed to rent him
the buildings in which the large production equipment is located at $1,000 per month beginning May 2021. During
2021, the Bank collected $8,000 rent.

14. Income Taxes

A reconciliation of the stamtory federal income tax rates to the effective income tax rates follows:

2021 2020 2019
Statutory federal ncome Lax rate 210 % 210 % 21.0 %
Increase (decrease) in laxrate resulting from:
Tax-exempi income (1.1} (1.0) (1.0)
Stale tax net of federal taxbenefit 5.9 59 58
Other, net 0.1 (0.2) 0.1
Income taxexpense 259 % 257 % 259 %

The components of income tax expense (benefits) are as follows:

2021 2020 2019
Current
Federal $1,028401 $1.060,030 $1,097,320
State 404,141 408,787 469,305
1,432,542 1,468,817 1,566,625
Deferred (120498 (1270100  (117,659)

$1312,044 $1,341,807 51,448,966

The components of the deferred taxes are as follows:

2021 2020 2019
Provision for loan losses $ 19262 $(175,551) % (160,324)
Writedowns of foreclosed real estale (44.,796) 8,612 2,350
Deferred gain on foreclosed property sales 2,168 44 8,603
Supplemental executive retitement plan (43,69%) {37,803) (40,253)
Interest on nonaccrual loans 11,522 66,974 (40,165)
Bonuses (31,821) - -
Depreciation (33,135) 10,714 112,130

$ (120,498 § (127.010) $ (117,659)
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14, Income Taxes (Continued)

The components of the net deferred tax asset are as follows:

2021 2020 2019
Deferred tax assets
Allowance for loan and letter of credit losses $ 468697 $ 487959 § 312408
Foreclosed real estate writedowns 119,192 74,396 83,008
Deferred gain on foreclosed property sales 625 2,793 2,837
Supplemental executive retirement plan 468,565 424, 867 387,064
Interest on nonaccrual loans 23,049 34,571 101,545
Bonuses 31,821 = -
Unrealized loss on securties available for sale 510,609 - -
1,622,558 1,024,586 856,862
Deferred tax hability
Unrealized gain on securities available for sale - 109,848 50,720
Depreciation 439,741 472 876 462,162

439,741 582,724 512,882
$1,182817 § 441,862 § 373980

The Bank does not have material uncertain tax positions and did not recognize any adjustment for
unrecognized tax benefits. The Bank remains subject to examination of income tax returns for the years ending
after December 31, 2017.

15. Capital Standards

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

The Basel III Capital Rules became effective for the Bank on January 1, 2015 (subject to a phase-in period
for certain provisions). With the adoption of the Basel III Capital Rules, the Bank elected to opt-out of the
requirement to include accumulated other comprehensive income m Common Equity Tier 1 capital,

Common Equity Tier 1 capital consists of common stock, surplus, and undivided profits less disallowed
deferred tax assets. Tier 1 capital includes Common Equity Tier | capital components with adjustments for certain
investments and other items in which the Bank does not participate. Consequently, the Bank’s Common Equity
Tier 1 capital and Tier 1 capital are the same.

Total capital includes the allowance for loan losses, as limited based on total risk-weighted assets. In
calculating risk-weighted assets, specified risk percentages are applied to each category of asset and off-balance
sheet items.

Failure to meet the capital requirements could affect the Bank's ability to pay dividends and accept deposits

and may significantly affect the operations of the Bank. Effective in 2016, a capital conservation buffer was
phased in over four years, at the rate of .625% per annum, until it reached 2.5% of risk-weighted assets in 2019,
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15. Capital Standards (Continued)

The capital conservation buffer is not applied to the leverage, or Tier 1 capital to average assets, ratio. The buffer
provides additional capital the Bank must hold to make the Bank more resilient during downtumns in the economic
cycle. If the Bank fails to meet the buffer, its ability to pay out dividends, buy back stock and pay discretionary
bonuses will be limited.

As of its most recent regulatory examination, the Bank was considered well capitalized. Management knows
of no conditions or events since the last regulatory examination that would change this classification.

The FDIC, through formal or informal agreement, has the authority to require an institution to maintain higher
capital ratios than those provided by statute to be categorized as well capitalized under the regulatory framework
for prompt corrective action.

The following table presents actual and required capital ratios as of December 31, 2021, and December 31,
2020, for the Bank under the Basel IIT Capital Rules.

Mminmm To be well
(Pollars m thousands) Actnal capital adequacy capitalized
December 31, 2021 Amount Ratio  Amount Ratio Amount  Ratio

Total capital (to risk-weighted assets)  $49,973 18.08% $22,114 80000 8270642 10.00%
Tier 1 capital (to risk-weighted assets) 545684 16.53% 516,585 6.00% $22114 8.00%
Common equity tier 1 capital (to risk-

weighted assets) $45,684 16.53% §12,438 450% $17,967 6.50%
Capital conservation buffer $27859 1008% $ 6,910 2.50%
Tier 1 capital (to average asseis) $45684 9200 $ 19,855 400% $24819 5.00%
December 31. 2020 Amount  Ratio  Amount  Ratio Amount Ratio

Total capital (to risk-weighted assets) $48,505 1797% $21,591 8.00% $2698% 10.00%
Tier | capital (to risk-weighted assets}  $45,311 16.79% $16,193 6.00% $21,591 B.00%

Comimon equity tier 1 capital (to nisk-

weighted assets) $45311 1679% $12145 450% §17543 &6.50%
Capital conservation buffer $26914 997 $ 6747 2.50%
Tier 1 capital (o average assels) $45.311 10.15% §17,859 4.00% $22324 S500%

16. Fair Value Measures

The fair value of a financial instrument is the current amount that would be exchanged between willing parties,
other than in a forced liquidation. The Financial Accounting Standards Board (FASB) defines fair value and
establishes a framework for measuring fair value. Its guidance also establishes a hierarchy for determining fair
value measurements. The hierarchy includes three levels and is based upon the valuation techniques used to
measure assets and liabilities.

Level one uses inputs of quoted prices, unadjusted, for identical assets or liabilities in active markets. Level
two inputs to the valuation method include quoted prices for similar assets and liabilities in active markets, and
inputs that are observable for the asset or liability, either directly or indirectly, for substantially the full term of the
financial instrument. Level three assumes inputs to the valuation method that are unobservable and significant to
the fair value measurement.

Debt securities classified as available for sale are measured at fair value on a recurring basis. The fair value of
municipal bonds classified as available for sale are estimated by applying spreads to curve using the municipal
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16. Fair Value Measures (Continued)
yield curve provided daily by market makers. The fair value of U.S. Treasury, U.S. Agency, mortgage-backed
securities, and corporate bonds are calculated from a yield curve derived daily using various market makers. The
values are generated by applying spreads to this curve. The Bank does not measure the fair value of any of its other
financial assets or liabilities on a recurring basis.

The assets measured at fair value on a recurring basis are as follows:

Fair value measurements using:

Quoted prices  Significant
in active other Significant
matkets fer  observable unobservable
identicalassets mputs nputs
December 31, 2021 Total (Level 1) (Level 2) (Level 3)
Investment securities available forsale
US. Treasury § 15552421 % - $ 15552421 § -
US. govemment agency 9,140,416 - 9140416 -
Corporate 24,495,334 24.495 834
State and municipal 13,930,213 13,930,213 -
Mortgage-backed secunties 46,966,061 46,966,061 -
5110,084945 5 5110,084945 -
December 31, 2020
Investment securities available forsale
8. govemniment agency F 5339793 % - § 5337093 % -
Corporate 1,286,172 1,286,172 -
State and mmnicipal 9,189,634 9,189,634
Mortgage-backed securities 11,273,582 11,273 582 =
§ 27,089,181 § $ 27080181 §

Impaired loans are generally measured based on the fair value of the loan’s collateral on a nonrecurring
basis, Fair value is generally determined based upon independent third-party appraisals of the properties, or
discounted cash flows based upon the expected proceeds. These assets are included as Level 3 fair values. As
of December 31, 2021 and 2020, the fair values of impaired loans are estimated to be $767,363 and $2,131,110,
respectively. As of December 31, 2021 and 2020, the fair values of these loans consist of recorded investment
in loan balances of $1,123,612 and $2,374,300, net of valuation allowances of $356,249 and $243,150,

respectively.

The Bank measures its foreclosed real estate, on a nonrecurring basis at fair value less costs to sell. As of
December 31, 2021 and 2020, the fair value was estimated to be $2,804,697 and $3,299 838, respectively. The fair
value of foreclosed real estate was based on offers and/or appraisals. Cost to sell the real estate was based on
standard market factors. The Bank has categorized its foreclosed real estate as Level 3. The lack of an active local
real estate market makes these fair values “best estimates™ only. There is no assurance that the Bank will realize
the recorded fair value of these properties as they are sold.
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INDEPENDENT AUDITOR'S REPORT

The Board of Directors and Stockholders
The Farmers Bank of Willards
Willards, Maryland

Opinion

We have audited the financial statements of The Farmers Bank of Willards, which comprise the balance
sheet as of December 31, 2021, and the related statements of income, comprehensive income, changes in
stockholders' equity, and cash flows for the year then ended, and the related notes to the financial
statements.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of The Farmers Bank of Willards as of December 31, 2021, and the results of its operations and its
cash flows for the year then ended in accordance with accounting principles generally accepted in the United
States of America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further desctibed in the Auditor's
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of The Farmers Bank of Willards and to meet our other ethical responsibilities, in accordance
with the relevant ethical requirements relating to our audit,. 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 Farmers Bank of Willards' ability
to continue as a going concern within one year after the date that the financial statements are available to
be issued.

ANNIVERSARY




Auditors' Responsibilities for the Aundit of the Financial Statements

Our objectives are to obtain reasonable assurance about 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 intermal control. Misstatements are considered material if,
individually or in the aggregate, they could reasonably be expected to influence the economic decisions of
users made on the basis of these financial statements.

In performing an audit in accordance with GAAS, we:

Exercise professional judgement and maintain professional skepticism throughout the audit.
Identify and assess the risks of material misstatement of the financial statements, whether due to frand
ot errot, and desigh 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 Farmers Bank of Willards' internal control. Accordingly, no such opinion is
expressed.

e 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 judgement, there are conditions or events, considered in the aggregate, that
raise substantial doubt about The Farmers Bank of Willards' 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 mattets
that we identified during the audit.

Prior Period Financial Statements

The financial statements of The Farmers Bank of Willards as of and for the year ended December 31, 2020,

were audited by other auditors, whose report dated March 9, 2021, expressed an unmodified opinion on
those statements.

W r‘ép& VAP~

Baltimore, Maryland
March 2, 2022
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Average Balances, Interest, and Yields (Unaudiied)

THE FARMERS BANK OF WILLARDS

For the Year Ended For the Year Ended
December 31, 2021 December 31, 2020
Average Average
balance Interest Yield balance Interest  Yield
Agsets
Federal funds sold 5 - b - 000% § 2245486 § 3,439 0.15%
Interest bearing deposits 108,610,352 201,110 0.19% 52,220,408 160,402 0.31%
Investment securities
U. S treasury 1,631,711 8,517 0.52% 5,810,444 106,921 1.84%
U. S. agency and MBS 30,520,894 420914 1.38% 12,320,453 296,074 2.40%
State and municipal 10,160,199 205,247  2.02% 5,684,974 142,174 2.50%
Other 4,313,446 52,497 1.22% 1,145,749 35,027 3.06%
Total investment securities 46,626,250 687,175 1.47% 24,961,620 580,196 2.32%
Bank stock 1,212 087 54013  4.46% 1,883,928 107,476 5.70%
Loans
Commercial 34,869,654 2,389,880 6.85% 43,353,166 2,459,528 5.67%
Mortgage 254,402,624 13,870,368 5.45% 274,043,621 14,935,923 5.45%
Consumer 8,961,454 742,213 8.28% 7,956,598 699,770 8.7%%
Total 1oans 298,233,732 17,002,461 5.70% 325,353,385 18,095,221 5.56%
Allowance for loan losses 3,159,497 3.416,149
Total loans, net of allowance 295,074,235 17,002,461  5.76% _ 321,937,236 18,095,221  5.62%
Total interest-earning assets 451,522,924 17,944,759 3.97% 403,248,678 18,946,734 4.70%
Noninterest-bearing cash 10,920,835 - 6,150,485 -
Premises and equipment 6,237,049 - 6,744,861 -
Other assets 10,116,165 - B 984 830 -
Total assets $478,796,973  §$17,944,75% $425,128,854 $18,946,734
Liabilities and Stockholders’ Eguity
Interest-bearing deposits
Savings and NOW deposits $102,133,725 § 237,586 0.23% $ 76,428,385 $ 198,490 0.26%
Money market 42,421,007 129,546 031% 31,854,121 111,386 0.35%
Other time deposits 122,898,580 1,418,447 1.15% 130,353 861 2,034,817 1.56%
Total interest-bearing deposits 267,453,312 1,785,579 0.67% 238,636,367 2,344,693 0.98%
Borrowed funds 24,876,868 527,217 2.12% 35,117.788 742,967 2.12%
Total interesi-bearing liabilities 292,330,180 2,312,796 0.79% 273,754,155 3,087,660 1.13%
Noninterest-bearing deposits 136,999,587 - 103,514,854 -
429,329,767 2.312,796 377,269,009 3,087,660
Other liabilities 2,846,113 - 2,857,021 -
Stockholders’ equity 46,621,093 - 45,002,824 -
Total lLiabilities and
stockholders’ equity $478,796,973 $ 2,312,796 $425,128,854  § 3,087,660
Net interest spread 3.18% 3.57%
Net interest income $15,631,963 $15,859,074
Net margin on interest-camning assets 3.46% 3.93%

Interest on tax-exempt securities and loans is reported on a fully taxable equivalent basis.
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