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To the Board of Directors and Stockholders 
Woodlands Financial Services Company and Subsidiaries 

Auditor’s Responsibilities for the Audit 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 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. 

Scranton, Pennsylvania 
February 22, 2023 
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WOODLANDS FINANCIAL SERVICES COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2022 AND 2021
(in thousands except per share amounts)

2022 2021

Cash and due from banks 22,866$       11,197$       
Interest-bearing deposits with banks 5,276           40,128         
Government money market funds 84                83                
Federal funds sold 4,500           500              

Cash and cash equivalents 32,726         51,908         

Available-for-sale securities 131,366       138,713       
Held-to-maturity securities 300              350              
Loans and leases, net 410,200       355,188       
Bank premises and equipment, net 11,408         11,676         
Accrued interest receivable 1,834           1,574           
Deferred tax assets, net 5,136           1,024           
Cash surrender value of life insurance 12,133         8,893           
Restricted stock 645              615              
Other assets 5,152           3,299           

Total assets 610,900$     573,240$     

Liabilities
Non-interest bearing 174,383$     155,638$     
Interest bearing 392,669       362,588       

Total deposits 567,052       518,226       

Long-term debt 3,932           3,923           
Accrued interest payable 57                65                
Other liabilities 3,552           3,341           

Total liabilities 574,593       525,555       

Stockholders' equity
Common stock, $5.00 par value, 10,000,000 shares

authorized; 1,547,268 and 1,545,646 shares issued and
1,392,968 and 1,391,346 outstanding 7,736           7,728           

Preferred stock, $5.00 par value, 4,000,000 shares
authorized; no shares issued or outstanding -               -               

Additional paid-in capital 8,299           8,263           
Retained earnings 39,643         36,111         
Accumulated other comprehensive income (14,802)        152              

Total 40,876         52,254         
Less: Treasury stock at cost, 154,300 shares and 154,300 shares (4,569)          (4,569)          

Total stockholders' equity 36,307         47,685         

Total liabilities and stockholders' equity 610,900$     573,240$     

ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

The accompanying Notes are an integral part of these Consolidated Financial Statements. 5



WOODLANDS FINANCIAL SERVICES COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

YEARS ENDED DECEMBER 31, 2022 AND 2021

(in thousands except per share amounts)
2022 2021

Interest income
Interest and fees on loans and leases 16,107$         15,208$         
Interest on cash and cash equivalents 457                92                  
Interest and dividends on investments:

Taxable 2,639             1,489             
Tax-exempt 655                600                
Dividends 30                  30                  

Interest on Federal funds sold 74                  1                    
Total interest income 19,962           17,420           

Interest expense
Interest on deposits 2,499             1,320             
Interest on borrowed funds 230                244                

Total interest expense 2,729             1,564             

Net interest income 17,233           15,856           

Provision for loan losses 390                150                
Net interest income, after provision

for loan losses 16,843           15,706           

Other income
Service charges and other fees 893                914                
Other operating income 1,817             1,756             
Trust department income 1,356             1,307             
Gain on sale of loans and other assets, net 82                  203                
Gain on investment securities, net -                     30                  

Total other income 4,148             4,210             

Other expenses
Salaries and employee benefits 8,111             7,692             
Occupancy expense 744                715                
Furniture and equipment expense 686                630                
FDIC insurance premiums 208                90                  
Data processing expense 1,247             1,165             
Professional fees 333                238                
Other operating expenses 3,825             3,224             

Total other expenses 15,154           13,754           

Income before income taxes 5,837             6,162             
Provision for income taxes 774                887                

Net income 5,063$           5,275$           

Net income per common share 3.64$             3.69$             

The accompanying Notes are an integral part of these Consolidated Financial Statements.6



WOODLANDS FINANCIAL SERVICES COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

YEARS ENDED DECEMBER 31, 2022 AND 2021

(in thousands except per share amounts)
2022 2021

Net income 5,063$           5,275$           
Other comprehensive income, net of tax:

Unrealized holding losses arising during the year (14,954)          (1,485)            
Less: Reclassification adjustment for gains included

in net income -                     24                  

Other comprehensive income (14,954)          (1,509)            

Comprehensive income (9,891)$          3,766$           

The accompanying Notes are an integral part of these Consolidated Financial Statements. 7



WOODLANDS FINANCIAL SERVICES COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

YEARS ENDED DECEMBER 31, 2022 AND 2021

(in thousands except per share amounts)
Accumulated

Additional Other Total
Common Paid-in Retained Comprehensive Treasury Stockholders'

Stock Capital Earnings Income Stock Equity

Balance, December 31, 2020 7,720$  8,236$      32,356$ 1,661$           (1,504)$          48,469$      

Net income 5,275     5,275          

Other Comprehensive Income (1,509)            (1,509)        

Issuance of 1,567 shares under
employee stock purchase plan 8           27             35               

Purchase of 96,852 shares of
common stock for treasury (3,065)            (3,065)        

Cash dividends declared
($1.06 per share) (1,520)    (1,520)        

Balance, December 31, 2021 7,728    8,263        36,111   152                (4,569)            47,685        

Net income 5,063     5,063          

Other Comprehensive Income (14,954)          (14,954)      

Issuance of 1,622 shares under
employee stock purchase plan 8           36             44               

Cash dividends declared
($1.10 per share) (1,531)    (1,531)        

Balance, December 31, 2022 7,736$  8,299$      39,643$ (14,802)$        (4,569)$          36,307$      

The accompanying Notes are an integral part of these Consolidated Financial Statements.8



WOODLANDS FINANCIAL SERVICES COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2022 AND 2021
(in thousands except per share amounts)

2022 2021
Operating activities

Net income 5,063$     5,275$     
Adjustments to reconcile net income 

to net cash provided by operating activities:
Provision for loan losses 390          150          
Depreciation 484          459          
Amortization of securities (net of accretion) 630          559          
Gain on sale of investment securities, loans and other assets, net (82)           (233)         
Increase in cash surrender value of life insurance (240)         (200)         
Sale of mortgage loans originated for sale 3,866       8,135       
Mortgage loans originated for sale (3,148)      (8,569)      
Deferred taxes (137)         119          
Debt issuance costs 9              8              
Increase in accrued interest receivable (260)         (96)           
Increase in other assets (1,853)      (454)         
Decrease in accrued interest payable (8)             (82)           
Increase in other liabilities 211          248          

Net cash provided by operating activities 4,925       5,319       

Investing activities
Purchase of available-for-sale securities (28,935)    (79,327)    
Proceeds from sales and repayments of available-for-sale securities 16,723     26,112     
Proceeds from repayments of held-to-maturity securities 50            150          
Net increase in loans and leases (56,038)    (16,746)    
Purchase of bank-owned life insurance (3,000)      -               
Purchase of restricted stock (30)           (15)           
Proceeds from restricted stock -               40            
Purchase of bank premises and equipment (216)         (1,114)      

Net cash used by investing activities (71,446)    (70,900)    

Financing activities
Net increase in deposits 48,826     72,387     
Repayments on long-term borrowings -               (1,000)      
Dividends paid to stockholders of common stock (1,531)      (1,520)      
Payments to acquire treasury stock -               (3,065)      
Proceeds from issuance of common stock 44            35            

Net cash provided by financing activities 47,339     66,837     

Net (decrease) increase in cash and cash equivalents (19,182)    1,256       

Cash and cash equivalents at January 1 51,908     50,652     

Cash and cash equivalents at December 31 32,726$   51,908$   

The accompanying Notes are an integral part of these Consolidated Financial Statements. 9



The Company has evaluated subsequent events through February 22, 2023, the date that these financial statements were available
to be issued, and concluded no events or transactions occurred during that period requiring recognition or disclosure.

Segment Reporting

Public business enterprises are required to report financial and descriptive information about their reportable operating segments.
The Company has determined that its only reportable segment is community banking.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America (GAAP) requires management to make estimates and assumptions that affect the reported amount of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from those estimates. Material estimates that are
particularly susceptible to significant change relate to the determination of the allowance for losses on loans and the valuation of
investment securities.

Per Share Data

Note 1 – Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

Woodlands Financial Services Company (Company) is a Pennsylvania corporation organized as a financial services holding
company of Woodlands Bank (Bank) and Woodlands Stock Corporation. The Bank is a state chartered commercial bank located
in Williamsport, Pennsylvania and operates as a traditional community bank, providing commercial and consumer banking and
trust services in Lycoming and Clinton Counties and the surrounding market area.

Basis of Presentation

The Financial Statements of the Company have been consolidated with those of its wholly-owned subsidiaries, Woodlands Bank
and Woodlands Stock Corporation, eliminating all intercompany items and transactions.

All information is presented in thousands of dollars, except per share amounts.

Earnings per share of common stock have been computed on the basis of the weighted-average number of shares of common
stock outstanding during the period. The number of common shares used in computing basic and diluted earnings per share and
dividends per share was 1,392,164 in 2022 and 1,429,611 in 2021.

Investment Securities

Management determines the appropriate classification of debt securities at the time of purchase and re-evaluates such designation 
as of each balance sheet date. Investments in securities are classified in two categories and accounted for as follows:

10



The amortization of premiums on mortgage-backed securities is based on the Espiel prepayment model which mirrors the
dynamic nature of prepay speeds over the life of the securities. The model incorporates underlying factors such as changes in
interest rates, details of origination, ages of loan, loan types, loan balances and credit ratings to more accurately project future
prepayment activity. The four sources of prepayment incorporated into the model include U.S. home sales and activity, borrower
refinancing activity, principal curtailment, and loan default.

Gains and losses on the sale of securities available-for-sale are determined using the specific identification method and are
reported as a separate component of other income in the Consolidated Statements of Income.

The Company evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more frequently when
economic or market concerns warrant such evaluation. The Company employs a systematic methodology that considers available
evidence in evaluating potential impairment of its investments. In the event that the cost of an investment exceeds its fair value,
the Company evaluates, among other factors, the magnitude and duration of the decline in fair value; the expected cash flows of
the securities; the financial health of and business outlook for the issuer; the performance of the underlying assets for interests in
securitized assets; and the Company’s intent and ability to hold the investment. Once a decline in fair value is determined to be
other-than-temporary, an impairment charge is recorded in investment income and a new cost basis in the investment is
established.

Loans and Leases

Loans are stated at unpaid principal balance, net of unamortized deferred loan fees and costs and an allowance for loan losses.
Interest income is accrued on the unpaid principal balance of the loans. The Company recognizes nonrefundable loan origination
fees and certain direct loan origination costs over the life of the related loans as an adjustment of the loan yield using the interest
method.

Loans are placed on nonaccrual status when principal or interest is past due 90 days or more and the collection of interest is
doubtful. Interest accrued but not collected as of the date of placement on nonaccrual status is reversed and charged against
current income. Interest income on the nonaccrual loans is recognized only to the extent of interest payments received. Loans are
returned to the accrual status when factors indicating doubtful collectability cease to exist.

Securities Held-to-Maturity - Bonds, notes and other debt securities for which the Company has the positive intent and ability to 
hold to maturity are reported at cost, adjusted for amortization of premiums and accretion of discounts, computed by a method 
that approximates the effective interest method, over the remaining period to maturity.

Note 1 – Nature of Operations and Summary of Significant Accounting Policies – (Continued)

Securities Available-for-Sale - Bonds, notes, other debt securities, mortgage-backed securities not classified as securities to be 
held-to-maturity and equity securities are carried at fair value with unrealized holding gains and losses, net of tax, reported as a 
net amount in a separate component of stockholders' equity until realized.

11



The allowance for loan and lease losses is maintained at a level considered adequate to provide for losses that can be reasonably
anticipated. The allowance is evaluated on a regular basis by management and is based upon management’s periodic review of
their ability to collect loans and leases in light of historical experience, the nature and volume of the loan and lease portfolio,
adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying collateral and prevailing
economic conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as
more information becomes available.

Note 1 – Nature of Operations and Summary of Significant Accounting Policies – (Continued)

Allowance for Loan and Lease Losses

The allowance for loan and lease losses is established through provisions for loan and lease losses charged against income. Loans
or leases deemed to be uncollectible are charged against the allowance for loan and lease losses, and subsequent recoveries, if
any, are credited to the allowance.  

The allowance consists of specific, general, and unallocated components. The specific component relates to loans and leases that
are classified as doubtful, substandard, or special mention. For such loans and leases that are also classified as impaired, an
allowance is established when the discounted cash flows (or collateral value or observable market price) of the impaired loan or
lease is lower than the carrying value of that loan or lease. The general component covers non-classified loans and leases and is
based on historical loss experience adjusted for qualitative factors. An unallocated component is maintained to cover
uncertainties that could affect management’s estimate of probable losses. The unallocated component of the allowance reflects
the margin of imprecision inherent in the underlying assumptions used in the methodologies for estimating specific and general
losses in the portfolio.

The Company considers a loan to be impaired, based upon current information and events, if it is probable that the Company will
be unable to collect the scheduled payments of principal or interest according to the contractual terms of the loan agreement. The
Company individually evaluates such loans for impairment. Factors considered by management in determining impairment
include payment status and collateral value. The measurement of impaired loans is based on the present value of expected future
cash flows discounted at the historical effective interest rate, except that all collateral-dependent loans are measured for
impairment based on the fair value of the collateral less costs to sell. The Company does not accrue interest on impaired loans.
While a loan is considered impaired, subsequent cash payments received are either applied to the outstanding principal balance
or recorded as interest income, depending upon management’s assessment of the ultimate collectability of principal and interest.
Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. 

Mortgage Banking Activity

Loans held for sale consist of residential mortgage loans originated by the Company. They are recorded at the lower of cost or
estimated fair value on an aggregate basis. Gains and losses are included in the Consolidated Statements of Income.

Bank Premises and Equipment

Bank premises and equipment are stated at cost, less accumulated depreciation. Depreciation expense is computed using the
straight-line method over the estimated useful lives of the assets. Repairs and maintenance are expensed as incurred. When
premises or equipment are retired or sold, the remaining cost and accumulated depreciation are removed from the accounts and
any gain or loss is credited or charged to income.
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- Service Fees include Service charges on deposit accounts received under depository agreements with customers. Checking or
savings accounts may contain Fees for various Services used on a day-to-day basis by a customer. Fees are recognized as
Services are delivered to and consumed by the customer, or as penalty Fees are charged.

- Credit and Debit Card Revenue includes interchange from Credit and Debit cards processed through Card association networks,
annual Fees, and other transaction and account management fees. interchange rates are generally set by the Credit Card
associations and based on purchase volumes and other factors. the Company records interchange as Services are provide.
transaction and account management Fees are recognized as Services are provided.

Advertising Expenses

Advertising costs are expensed as incurred. Advertising expenses for the years ended December 31, 2022 and 2021, amounted to
$245 and $239, respectively.

Note 1 – Nature of Operations and Summary of Significant Accounting Policies – (Continued)

Income Taxes

Provisions for income taxes are based on taxes payable or refundable for the current year (after exclusion of non-taxable income
such as interest on state and municipal securities) as well as deferred taxes on temporary differences. Deferred income tax assets
and liabilities are determined using the liability (or balance sheet) method. Under this method, the net deferred tax asset or
liability is determined based on the tax effects of temporary differences between book and tax bases of the various balance sheet
assets and liabilities and gives current recognition to changes in tax rates and laws.

Management evaluated the Company’s tax positions and concluded that the Company had taken no uncertain tax positions that
require adjustment to the financial statements. With few exceptions, the Company is no longer subject to income tax
examinations by the U.S. Federal, state or local tax authorities for years before 2019.

Other Real Estate

Other real estate acquired through foreclosure or other means is recorded at the lower of its carrying value or fair value of the
property at the transfer date, less estimated selling costs. Costs to maintain other real estate are expensed as incurred. Other real
estate is included with other assets in the balance sheets. The Company had no other real estate owned as of December 31, 2022
or 2021. 

Revenue Recognition

The Company recognizes revenue from various activities. Certain revenues are generated from contracts where they are
recognized when, or as services are provided to customers for amounts the Company expects to be entitled. Revenue generating
activities related to financial assets and liabilities are also recognized, including interest on loans, fees on depository accounts,
and gains and losses on securities.  Certain specific policies include the following:

- Trust Services recognized over the period in which Services are performed and are based on a percentage of the fair value of the
assets under management.
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Cash Flows

For purposes of the Consolidated Statements of Cash Flows, cash and cash equivalents include cash on hand, due from banks,
interest bearing balances with banks, government money market funds and Federal funds sold for a one-day period.

The Company paid interest and income taxes of $2,737 and $700 during the year ended December 31, 2022 and $1,646 and $900
during the year ended December 31, 2021, respectively.

Non-cash transactions during the years ended December 31, 2022 and 2021 included the change in unrealized losses on available-
for-sale securities of ($18,929) and $(1,909), respectively.

Long-Lived Assets

The Company reviews the carrying value of long-lived assets for impairment whenever events or changes in circumstances
indicate that carrying amounts of the assets might not be recoverable.

Note 1 – Nature of Operations and Summary of Significant Accounting Policies – (Continued)

In June 2016, the FASB issued ASU 2016-13, Financial Instruments – Credit Losses (Topic 326): Measurement of Credit
Losses on Financial Instruments,which creates a new credit impairment standard for financial assets measured at amortized cost
and available-for-sale debt securities. The ASU requires financial assets measured at amortized cost (including loans, trade
receivables and held-to-maturity debt securities) to be presented at the net amount expected to be collected, through an allowance
for credit losses that are expected to occur over the remaining life of the asset, rather than incurred losses. The ASU requires that
credit losses on available-for-sale debt securities be presented as an allowance rather than as a direct write-down. The
measurement of credit losses for newly recognized financial assets (other than certain purchased assets) and subsequent changes
in the allowance for credit losses are recorded in the statement of income as the amounts expected to be collected change. ASU
2016-13 is effective for the Company on January 1, 2023. The Company is currently completing the evaluation and does not
expect the impact to be material on its consolidated financial statements.

In March 2019, the FASB issued ASU 2019-01, Leases (Topic 842): Codification Improvements,which addressed issues lessors
sometimes encounter. Specifically the ASU addresses issues related to determining the fair value of the underlying leased assets
and presentation issues in the cash flow statement for sales-type and direct financing leases. The ASU also exempts both lessees
and lessors from having to provide the interim disclosures required by ASC 250-10-50-3 in the fiscal year in which a company
adopts the new leases standard. In June 2020, the FASB issued ASU 2020-05, Revenue from Contracts with Customers (Topic
606) and Leases (Topic 842) Effective Dates for Certain Entities,which delays the effective date of ASU 2019-01 for certain
entities. This ASU was effective for the Company beginning on January 1, 2022. The adoption of ASU 2019-02 did not have a
significant impact on the Company’s consolidated financial statements.

Trust Assets and Income

Assets held by the Company in a fiduciary or agency capacity for its customers are not included in the financial statements since
such items are not assets of the Company. Trust income is reported on a cash basis, which is not materially different from the
accrual basis.

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation.

Recent Accounting Pronouncements
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In April 2019, the FASB issued ASU 2019-04, Codification Improvements to Topic 326, Financial Instruments—Credit Losses,
Topic 815, Derivatives and Hedging, and Topic 825, Financial Instruments. ASU No. 2019-04 was issued as part of the FASB’s
ongoing project to improve upon its Accounting Standards Codification (ASC), and to clarify and improve areas of guidance
related to recently issued standards on credit losses, hedging, and recognition and measurement. This guidance contains several
effective dates. The amendments related to ASC 326 are effective for the Company as of January 1, 2023, the amendments
related to ASC 815 and ASC 825 were effective for the Company as of January 1, 2020 and had no significant impact on its
consolidated financial statements.

In December 2019, the FASB issued ASU 2019-12, Income Taxes (Topic 740): Simplifying the Accounting for Income
Taxes,which is intended to simplify various aspects related to accounting for income taxes. ASU 2019-12 removes certain
exceptions to the general principles in ASC 740 and also clarifies and amends existing guidance to improve consistent
application. This ASU was effective for the Company beginning on January 1, 2021. The adoption of ASU 2019-12 did not have
a significant impact on the Company’s consolidated financial statements.

In August 2020, the FASB issued ASU 2020-06, Debt – Debt with Conversion and Other Options (Subtopic 470-20) and
Derivatives and Hedging—Contracts in Entity’s Own Equity (Subtopic 815-40): Accounting for Convertible Instruments and
Contracts in an Entity’s Own Equity,which addresses the complexity of its guidance for certain financial instruments with
characteristics of liabilities and equity. ASU 2020-06 removes the accounting models that require beneficial conversion features
or cash conversion features associated with convertible instruments to be recognized as a separate component of equity, adds
certain disclosure requirements for convertible instruments, amends the guidance for the derivatives scope exception for
contracts in an entity’s own equity and simplifies the diluted earnings per share calculation for certain situations. This ASU is
effective for the Company beginning on January 1, 2024. The adoption of ASU 2020-06 is not expected to have a significant
impact on the Company’s consolidated financial statements.  

In January 2020, the FASB issued ASU 2020-01, Investments – Equity Securities (Topic 321), Investments—Equity Method and
Joint Ventures (Topic 323), and Derivatives and Hedging (Topic 815),which clarifies that the observable price changes in
orderly transactions that should be considered when applying the measurement alternative in accordance with ASC 321 include
transactions that require it to either apply or discontinue the equity method of accounting under ASC 323. ASU 2020-01 also
addresses questions about how to apply the guidance in Topic 815, Derivatives and Hedging, for certain forward contracts and
purchased options to purchase securities that, upon settlement or exercise, would be accounted for under the equity method of
accounting. This ASU was effective for the Company beginning on January 1, 2022. The adoption of ASU 2020-01 did not have
a significant impact on the Company’s consolidated financial statements. 

In March 2022, the FASB issued ASU 2022-02, Financial instruments – Credit Losses (Topic 326): Troubled Debt
Restructurings and Vintage Disclosures. This ASU removes the existing troubled debt restructuring recognition and
measurement guidance from U.S. generally accepted accounting principles for entities that have adopted ASU 2016-13, and also
enhances disclosures for loan refinancing and restructurings by creditors when a borrower is experiencing financial difficulty.
Additionally, ASU 2022-02 clarifies the disclosure requirement for presenting financing receivable information by year of
origination. ASU 2022-02 is effective for the Company on January 1, 2023. The Company is currently evaluating the impact of
adopting this new guidance on its consolidated financial statements and does not expect the impact to be material on its
consolidated financial statements.

Note 1 – Nature of Operations and Summary of Significant Accounting Policies – (Continued)
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Amortized 
Cost

Gross 
Unrealized 

Gains

Gross 
Unrealized 

Losses Fair Value

22,317$      -$              2,340$             19,977$       

50,436        3                   8,337               42,102         
20,898        -                2,327               18,571         
56,452        13                 5,749               50,716         

150,103$    16$               18,753$           131,366$     

300$           -$              2$                    298$            

Amortized 
Cost

Gross 
Unrealized 

Gains

Gross 
Unrealized 

Losses Fair Value

18,391$      -$              72$                  18,319$       

49,494        1,071            308                  50,257         
22,034        35                 142                  21,927         
47,602        245               637                  47,210         

138,521$   1,351$         1,159$            138,713$    

350$           -$              -$                 350$            

Note 2 – Restrictions on Cash and Due from Banks

-                   -                   and corporations

Banks are required to maintain reserves, in the form of cash balances with the Federal Reserve Bank, against their deposit
liabilities. The Company may, from time to time, maintain balances with financial institutions in excess of federally insured
limits.

Note 3 – Investment Securities

The amortized cost and fair value of investment securities are as follows:

December 31, 2022

Available-for-sale:
  U.S. Government securities

  State and political subdivisions
  Corporate securities
  Mortgage-backed securities

          Total available-for-sale
Held-to-maturity:
  Other securities

  U.S. Government agencies 
-              -                

  State and political subdivisions
  Corporate securities
  Mortgage-backed securities

          Total available-for-sale
Held-to-maturity:
  Other securities

December 31, 2021

Available-for-sale:
  U.S. Government securities
  U.S. Government agencies 

1,000          -                -                   1,000               and corporations

The amortized cost and estimated fair value of debt securities at December 31, 2022, by contractual maturity, are presented in the
following table. Expected maturities will differ from contractual maturities because borrowers may have the right to call or repay
obligations with or without call or repayment penalties.
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Amortized 
Cost Fair Value

Amortized    
Cost Fair Value

749$           745$             200$                199$            
20,878        19,172          100                  99                
30,803        27,347          -                   -               
41,221        33,385          -                   -               
93,651        80,649          300                  298              

56,452        50,717          -                   -               

150,103$   131,366$     300$               298$           

Estimated 
Fair Value

Gross 
Unrealized  

Losses
 Estimated 
Fair Value

Gross    
Unrealized 

Losses
Estimated 
Fair Value

Gross 
Unrealized 

Losses
3,874$      119$           16,103$        2,221$             19,977$       2,340$       

28,345      3,887          12,894          4,450               41,239         8,337         
5,342         702             11,489          1,625               16,831         2,327         

23,994      1,404          24,090          4,345               48,084         5,749         
199            1                 99                 1                      298              2                

         Total 61,754$   6,113$       64,675$       12,642$          126,429$    18,755$    

Estimated 
Fair Value

Gross 
Unrealized  

Losses
 Estimated 
Fair Value

Gross    
Unrealized 

Losses
Estimated 
Fair Value

Gross 
Unrealized 

Losses
18,319$    72$             -$              -$                 18,319$       72$            
14,711      276             2,398            32                    17,109         308            
12,977      142             -                -                   12,977         142            
30,435      523             2,411            114                  32,846         637            

         Total 76,442$    1,013$        4,809$          146$                81,251$       1,159$       

Due after five years through ten years
Due after ten years
            Subtotal

Mortgage-backed securities

           Total debt securities

Proceeds from sales of available-for-sale debt securities during 2021 were $1,031. Gross gains and gross losses realized on these
sales were $32 and $4, respectively.

Note 3 – Investment Securities – (Continued)

Available-for-Sale Held-to-Maturity

Due in one year or less
Due after one year through five years

U.S. Government securities
State and political subdivisions
Corporate securities

Other securities

December 31, 2021
Less than 12 Months 12 Months or Greater Total

There were no sales of available-for-sale debt securities during 2022.

Investment securities with a carrying value of $96,295 at December 31, 2022 and $83,000 at December 31, 2021, were pledged
as collateral for public deposits and other items as provided by law.

Gross unrealized losses and fair values, aggregated by investment category and length of time individual securities have been in a
continuous unrealized loss position are shown below.

December 31, 2022
Less than 12 Months 12 Months or Greater Total

Mortgage-backed securities

U.S. Government securities

Corporate securities
Mortgage-backed securities

State and political subdivisions
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2022 2021
Commercial 73,123$           59,436$       
Consumer 976                  858              
Real estate:
   Construction 8,173               7,329           
   Farmland 7,652               5,900           
   Residential 132,022           119,257       
   Home equity lines of credit 49,482             45,467         
   Multi-family 13,193             11,407         
   Commercial 130,333           109,911       
Gross loans and leases 414,954           359,565       
Less:   Allowance for loan losses 4,754               4,377           

Loans and leases, net 410,200$         355,188$     

Mortgage-backed securities - The unrealized losses on the Company’s investments in mortgage-backed securities were caused by
interest rate increases. The contractual cash flows of those investments are guaranteed by an agency of the U.S. government.
Accordingly, it is expected that the securities would not be settled at a price less than the amortized cost bases of the Company’s
investments. Because the decline in market value is attributable to changes in interest rates and not credit quality, and because
the Company does not intend to sell the investments and it is not more likely than not that the Company will be required to sell
the investments before recovery of their amortized cost bases, which may be maturity, the Company does not consider those
investments to be other-than-temporarily impaired at December 31, 2022.

Note 4 – Loans and Leases

Major classifications of loans and leases are as follows:
December 31,

Net unamortized loan and lease costs of $3 at December 31, 2022 and $5 at December 31, 2021 are included in the carrying
value of loans and leases shown above.

Note 3 – Investment Securities – (Continued)

The table at December 31, 2022 includes one hundred fifteen (115) securities that have unrealized losses for less than twelve
months and ninety-five (95) securities that have been in an unrealized loss position for twelve or more months. The table at
December 31, 2021 includes eighty-six (86) securities that have unrealized losses for less than twelve months and eight (8)
securities that have been in an unrealized loss position for twelve or more months.

Investment securities, other than mortgage-backed securities - The unrealized losses on the Company’s investments in investment
securities, other than mortgage-backed securities, were caused by interest rate increases. The contractual terms of those
investments do not permit the issuer to settle the securities at a price less than the amortized cost bases of the investments.
Because the Company does not intend to sell the investments and it is not more likely than not that the Company will be required
to sell the investments before recovery of their amortized cost bases which may be maturity, the Company does not consider
those investments to be other-than-temporarily impaired at December 31, 2022.
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Recorded
30-59 60-89 Greater Investment
Days Days Than Total > 90 Days
Past Past 90 Past Total and
Due Due Days Due Current Loans Accruing

2022
Commercial 3$            -$          -$            3$                 73,120$           73,123$       -$           
Commercial real
  estate

Consumer -           1                -              1                   975                  976              -             
Residential 166          308            619             1,093            180,411           181,504       -             
          Total 201$        309$          619$           1,129$          413,825$         414,954$     -$           

2021              
Commercial -$         -$          -$            -$              59,436$           59,436$       -$           
Commercial real
  estate

Consumer 2              -            1                 3                   855                  858              -             
Residential 44            233            409             686               164,038           164,724       -             
          Total 46$          233$          410$           689$             358,876$         359,565$     -$           

Note 4 – Loans and Leases – (Continued)

Age Analysis of Past Due Loans
As of December 31

32            -            -              32                 159,319           159,351       -             

-             

Credit Quality Indicators. As part of the on-going monitoring of the credit quality of the Company’s loan portfolio, management
tracks certain credit quality indicators including trends related to (i) loan delinquency, (ii) the level of classified commercial
loans, (iii) net charge-offs, (iv) non-performing loans (see details above) and (v) the general economic conditions in the State of
Pennsylvania. 

The Company utilizes a risk grading matrix to assign a risk grade to each of its commercial and residential loans. Loans are
graded on a scale of 1 to 10. A description of the general characteristics of the 10 risk grades is as follows: 

Pass Credits (Rating 1 through 5): Loans that are adequately protected by the current sound worth and debt service capacity of
the borrower, guarantor, or the underlying collateral generally are considered pass credits. Similarly, loans to sound borrowers
that are renewed or restructured in accordance with prudent underwriting standards are considered pass credits.

Watch (Rating 6): Watch credits are current and performing, but certain credit characteristics may have become impaired.
Watch credits are those that require additional monitoring but do not fall into the problem asset grade.

Special Mention (Rating 7): A special mention asset has potential weaknesses that deserve management's close attention. If left
uncorrected, these potential weaknesses may result in deterioration of the repayment prospects for the asset or in the institution's
credit position at some future date. Special Mention assets are not adversely classified and do not expose an institution to
sufficient risk to warrant adverse classification.

-           -            -              -                134,547           134,547       
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2022 2021

Performing 976$          857$           
Nonperforming -            1                 
     Total 976$          858$           

2022 2021 2022 2021
Pass 61,952$    48,474$      146,894$      122,222$         
Watch 6,241         7,669          279               2,753               
Special mention 1,357         -              3,585            -                   
Substandard 3,573         3,293          8,593            9,572               
Doubtful -            -              -                -                   
Loss -            -              -                -                   
     Total 73,123$    59,436$      159,351$      134,547$         

2022 2021
Pass 180,004$  163,078$    
Watch -            89               
Special mention 81              -              
Substandard 1,419         1,557          
     Total 181,504$  164,724$    

Note 4 – Loans and Leases – (Continued)

Substandard Assets (Rating 8): A substandard asset is inadequately protected by the current sound worth and paying capacity
of the obligor or of the collateral pledged, if any. Assets so classified must have a well-defined weakness or weaknesses that
jeopardize the liquidation of the debt. They are characterized by the distinct possibility that the institution will sustain some loss
if the deficiencies are not corrected. 

Doubtful Assets (Rating 9): An asset classified doubtful has all the weaknesses inherent in one classified substandard with the
added characteristic that the weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions,
and values, highly questionable and improbable. 

Loss Assets (Rating 10): Assets classified loss are considered uncollectible and of such little value that their continuance as
bankable assets is not warranted. This classification does not mean that the asset has absolutely no recovery or salvage value, but
rather it is not practical or desirable to defer writing off this basically worthless asset even though partial recovery may be
affected in the future. 

Credit Risk Profile by Payment Activity

Consumer

Credit Quality Indicators as of December 31, 2022 and 2021

Commercial Credit Exposure Credit Risk Profile by Credit Worthiness Category

Commercial Commercial Real Estate

Residential Credit Exposure Credit Risk Profile by Credit Worthiness Category

Residential
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Unpaid Average Interest
Recorded Principal Related Recorded Income 

Investment Balance Allowance Investment Recognized

  Commercial Real Estate 5,748$        5,727$          -$                 6,003$         309$          
  Commercial 2,636          2,628            -                   2,594           114            
  Consumer -              -                -                   -               -             
  Residential Real Estate 1,166          1,165            -                   1,179           47              
With an allowance recorded:
  Commercial Real Estate -              -                -                   -               -             
  Commercial 132             131               14                    139              8                
  Consumer 1                 1                   1                      2                  1                
  Residential Real Estate 373             373               53                    385              23              
Total: 10,056$      10,025$        68$                  10,302$       502$          
  Commercial Real Estate 5,748$        5,727$          -$                 6,003$         309$          
  Commercial 2,768$        2,759$          14$                  2,733$         122$          
  Consumer 1$               1$                 1$                    2$                1$              
  Residential Real Estate 1,539$        1,538$          53$                  1,564$         70$            

Unpaid Average Interest
Recorded Principal Related Recorded Income 

Investment Balance Allowance Investment Recognized

  Commercial Real Estate 5,578$        5,569$          -$                 6,042$         260$          
  Commercial 2,575          2,569            -                   2,616           127            
  Consumer 1                 1                   -                   1                  -             
  Residential Real Estate 1,110          1,109            -                   1,140           47              
With an allowance recorded:
  Commercial Real Estate 1,152          1,148            75                    1,181           71              
  Commercial 501             499               26                    576              29              
  Consumer 2                 2                   2                      2                  -             
  Residential Real Estate 505             504               77                    511              31              
Total: 11,424$      11,401$        180$                12,069$       565$          
  Commercial Real Estate 6,730$        6,717$          75$                  7,223$         331$          
  Commercial 3,076$        3,068$          26$                  3,192$         156$          
  Consumer 3$               3$                 2$                    3$                -$           
  Residential Real Estate 1,615$        1,613$          77$                  1,651$         78$            

Note 4 – Loans and Leases – (Continued)

Impaired Loans. Loans are considered impaired when, based on current information and events, it is probable the Company will
be unable to collect all amounts due in accordance with the original contractual terms of the loan agreement, including scheduled
principal and interest payments. Impairment is evaluated in total for smaller-balance loans of a similar nature and on an
individual loan basis for other loans. If a loan is impaired, a specific valuation allowance is allocated, if necessary, so that the
loan is reported net, at the present value of estimated future cash flows using the loan’s existing rate or at the fair value of
collateral if repayment is expected solely from the collateral. Interest payments on impaired loans are typically applied to
principal unless collectability of the principal amount is reasonably assured, in which case interest is recognized on a cash basis.
Impaired loans, or portions thereof, are charged off when deemed uncollectible. 

With no related allowance recorded:

For the Year Ended December 31, 2021

Impaired Loans
For the Year Ended December 31, 2022

With no related allowance recorded:
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2022 2021
Commercial 196$          368$           
Commercial real estate 1,338         2,020          
Consumer 1                3                 
Residential real estate 1,346         1,307          
     Total 2,881$      3,698$        

Commercial
Commercial 
Real Estate Consumer Residential Unallocated Total

807$          1,863$        11$               1,547$             149$            4,377$       
(44)            263             4                   248                  (81)               390            
-            -              (1)                  (27)                   -               (28)             

7                -              -                8                      -               15              
770$          2,126$        14$               1,776$             68$              4,754$       

73,123$    159,351$    976$             181,504$         414,954$   

Allowance for credit losses:
Beginning balance
Provision 
Loans charged off
Recoveries
Ending balance

Note 4 – Loans and Leases – (Continued)

Non-Accrual and Past Due Loans. Loans are considered past due if the required principal and interest payments have not been
received as of the date such payments were due. Loans are placed on non-accrual status when, in management’s opinion, the
borrower may be unable to meet payment obligations as they become due, as well as when required by regulatory provisions.
Loans may be placed on non-accrual status regardless of whether or not such loans are considered past due. When interest
accrual is discontinued, all unpaid accrued interest is reversed. Interest income is subsequently recognized only to the extent cash
payments are received in excess of principal due. Loans are returned to accrual status when all the principal and interest amounts
contractually due are brought current and future payments are reasonably assured with the minimum of a six month positive
payment history. 

Non-accrual loans at December 31, 2022 and 2021, segregated by class of loans, were as follows:

Allowance for Credit Losses and Recorded Investment in Loans For The
Year Ended December 31, 2022

68              
Individually evaluated for
   impairment
Ending balance: 

756$          2,126$        13$               1,723$             68$              4,686$       

Ending balance: 

14              -              1                   53                    -               

5,748          1                   1,539               10,056       
Individually evaluated for 
impairment

Collectively evaluated for
   impairment

Loans:
Ending balance
Ending balance:

2,768         

404,898$   
Collectively evaluated for
   impairment

Ending balance: 

70,355$    153,603$    975$             179,965$         
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Commercial
Commercial 
Real Estate Consumer Residential Unallocated Total

676$          1,873$        17$               1,461$             63$              4,090$       
120            (120)            (3)                  67                    86                150            
-            -              (5)                  (5)                     -               (10)             
11              110             2                   24                    -               147            

807$          1,863$        11$               1,547$             149$            4,377$       

59,436$    134,547$    858$             164,724$         359,565$   

Allowance for credit losses:
Beginning balance
Provision 
Loans charged off
Recoveries
Ending balance

Note 4 – Loans and Leases – (Continued)

Allowance for Credit Losses and Recorded Investment in Loans For The
Year Ended December 31, 2021

180            
Individually evaluated for
   impairment
Ending balance: 

781$          1,788$        9$                 1,470$             149$            4,197$       

Ending balance: 

26              75               2                   77                    -               

6,730          3                   1,615               11,424       
Individually evaluated for 
impairment

Collectively evaluated for
   impairment

Loans:
Ending balance
Ending balance:

3,076         

348,141$   
Collectively evaluated for
   impairment

The allowance for possible loan losses is a reserve established through a provision for possible loan losses charged to expense,
which represents management’s best estimate of probable losses that have been incurred within the existing portfolio of loans.
The allowance, in the judgment of management, is necessary to reserve for estimated loan losses and risks inherent in the loan
portfolio. The Company’s allowance for possible loan loss methodology includes allowance allocations calculated in accordance
with ASC Topic 310, “Receivables” and allowance allocations calculated in accordance with ASC Topic 450, “Contingencies.”
Accordingly, the methodology is based on historical loss experience by type of credit and internal risk grade, specific
homogeneous risk pools and specific loss allocations, with adjustments for current events and conditions. The Company’s
process for determining the appropriate level of the allowance for possible loan losses is designed to account for credit
deterioration as it occurs. The provision for possible loan losses reflects loan quality trends, including the levels of and trends
related to non-accrual loans, past due loans, potential problem loans, criticized loans and net charge-offs or recoveries, among
other factors. The provision for possible loan losses also reflects the totality of actions taken on all loans for a particular period.
In other words, the amount of the provision reflects not only the necessary increases in the allowance for possible loan losses
related to newly identified criticized loans, but it also reflects actions taken related to other loans including, among other things,
any necessary increases or decreases in required allowances for specific loans or loan pools. 

Ending balance: 

56,360$    127,817$    855$             163,109$         
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2022 2021
4,377$        4,090$          

390             150               
(28)              (10)                
15               147               

4,754$        4,377$          

The Company has no commitments to loan additional funds to borrowers whose loans have been modified.

The Company grants commercial and consumer loans to customers primarily in Lycoming and Clinton Counties, Pennsylvania.
The Company has a concentration of loans secured by real estate. Although the Company has a diversified loan portfolio, a
substantial portion of its debtors’ ability to honor their contracts is dependent on, among other things, the economic conditions
within Lycoming and Clinton Counties. 

Recoveries of loans previously charged off
Ending balance

The Company considers a loan to be a troubled debt restructuring when for economic or legal reasons related to a borrower's
financial difficulties, the Company grants a concession to the borrower that it would not otherwise consider. The Company may
consider granting a concession in an attempt to protect as much of its investment as possible.

The restructuring of a loan may include, but is not necessarily limited to (1) the transfer from the borrower to the Bank of real
estate, receivables from third parties, other assets, or an equity interest in the borrower in full or partial satisfaction of the loan (2)
the issuance or other granting of an equity interest to the Company by the borrower to satisfy fully or partially a debt unless the
equity interest is granted pursuant to existing terms for converting the debt in to an equity interest (3) a modification of the loan
terms, such as a reduction of the stated interest rate, principal, or accrued interest or an extension of the maturity date at a stated
interest rate lower than the current market rate for new debt with similar risk, or (4) a reduction of the face amount or maturity
amount of the debt as stated in the instrument or other agreement and (5) a reduction of accrued interest.

Note 4 – Loans and Leases – (Continued)

Transactions in the allowance for loan and lease losses are summarized as follows:

Years Ended December 31,

Beginning balance
Provision charged to operations
Loans charged off 
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2022 2021
3,108$        3,108$          

11,521        11,485          
2,242          2,232            

515             513               
17,386        17,338          

5,978          5,662            
11,408$      11,676$        

2                                         140$                                           132$                                    

Less: accumulated depreciation
Bank premises and equipment, net

Depreciation of bank premises and equipment charged to operations amounted to $484 and $459 for the years ended December
31, 2022 and 2021, respectively.

December 31,

Land
Bank premises
Furniture and equipment
Capitalized software
          Total

-                                     -                                              -                                       
Residential 1                                         129                                              125                                      
Consumer -                                     -                                              -                                       

The outstanding balance of troubled debt restructurings at December 31, 2022 and December 31, 2021 was $1,317 ($0 of loans
in accrual status and $1,317 of loans classified as non-accrual) and $1,382 ($0 of loans in accrual status and $1,382 of loans
classified as non-accrual), respectively. Troubled debt restructurings during the years ending December 31, 2022 and 2021 are
as follows:

2022

Note 4 – Loans and Leases – (Continued)

Commercial Real Estate 1                                         10                                                10                                        
Residential -                                     -                                              -                                       

Troubled Debt Restructurings Number of Contracts
Pre-Modification Outstanding 

Recorded Investment
Outstanding Recorded 

Investment at December 31

Commercial -                                     -$                                            -$                                     

The Bank did not forgive debt with the modification of any loans. The Bank received $75 in recoveries and did not recognize a
write down for potential collateral shortfall during 2022.

There were no troubled debt restructurings that subsequently defaulted during the 12 months ended December 31, 2022.

There were no troubled debt restructurings that subsequently defaulted during the 12 months ended December 31, 2021.

Note 5 – Bank Premises and Equipment

Bank premises and equipment are summarized as follows:

Consumer -                                     -                                              -                                       
     Total 1                                         10$                                              10$                                      

2021

Troubled Debt Restructurings Number of Contracts
Pre-Modification Outstanding 

Recorded Investment
Outstanding Recorded 

Investment at December 31

Commercial 1                                         11$                                              7$                                        
Commercial Real Estate

     Total
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2022 2021
174,383$    155,638$      
182,265      153,006        
170,744      164,206        

1,103          1,700            
2,681          3,233            

35,876        40,443          
567,052$    518,226$      

2023 18,392$      
2024 9,934          
2025 3,756          
2026 2,756          
2027 2,411          
Thereafter 1,308          
         Total 38,557$      

Note 6 – Cash Surrender Value of Life Insurance

The Company has purchased Bank Owned Life Insurance (BOLI) policies on certain officers. The policies are split-dollar life
insurance policies which provide for the Company to receive the cash value of the policy and to split the residual proceeds with
the officer’s designated beneficiary upon the death of the insured, while the officer is employed at the Company. The majority of
the residual proceeds are retained by the Company per the individual agreements with the insured officers.

Note 7 – Restricted Stock

Savings
Money markets  
Time - over $250,000  
Time - other
          Total

Restricted stock at December 31, 2022 and 2021 consisted of Federal Home Loan Bank (FHLB), Federal Reserve Bank (FRB)
and Atlantic Community Bankers Bank (ACBB) stock, which are required investments in order to participate in various
programs including an available line of credit program. All restricted stock is stated at par value as they are restricted to
purchases and sales with the various institutions. 

Note 8 – Deposits

The composition of deposits is as follows:

December 31,

Demand - non-interest bearing
Demand - interest bearing  

The scheduled maturities of time deposits at December 31, 2022 are as follows:

Time deposits of $250,000 or more totaled $2,681 and $3,233 at December 31, 2022 and 2021, respectively. Interest expense
related to these deposits was $39 and $73 in 2022 and 2021, respectively.
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2022 2021
-$            -$              

0.00% 0.00%
-$            -$              
-$            -$              

0.00% 0.00%

2022 2021
911$             768$                

(137)              119                  
774$             887$                

Years Ended December 31,

Amount outstanding at year-end
Average interest rate at year-end
Maximum amount outstanding at any month-end
Average amount outstanding
Average interest rate

There were no investment securities pledged to secure repurchase agreements at December 31, 2022 or 2021. 

Note 9 – Short-Term Borrowings

Securities sold under agreements to repurchase and Federal funds purchased generally mature within 1 to 30 days. Federal Home
Loan Bank advances mature within one year of issuance date. 

A summary of short-term borrowings is as follows:

Years Ended December 31,

Current payable
Deferred (benefit) provision 
Provision for income taxes

The Bank has the availability of Federal funds credit lines of $5,500. There was no outstanding balance on the lines at December
31, 2022 or 2021. 

The Bank has available three types of borrowings with the Federal Home Loan Bank (FHLB). Advances under the FHLB “Open
RepoPlus” are short-term borrowings maturing within one year and bear interest at a variable rate based on a requested interest
payment frequency. Advances under the FHLB “RepoPlus” and “Mid-Term Repo” are borrowings maturing from 1 day to 3
years and bear interest at a fixed rate or an adjustable rate set at the time of funding. The Bank has a borrowing limit under this
arrangement of approximately $198,186, exclusive of any outstanding advances. All advances are collateralized by the Bank’s
FHLB stock and certain permitted bank loans and securities under a floating-lien agreement.

Note 10 – Long-Term Debt

Long-term debt in the amount of $3,932, consists of two issuances of subordinated debt, net of related fees. These loans bear
interest at 5.75% per annum through March 30, 2025 and a variable interest rate of LIBOR plus 430 basis points from March 31,
2025 through their maturity on March 31, 2030.

Note 11 – Income Taxes

The components of applicable income taxes are as following:
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2022 2021

1,020$          941$                
478               434                  

13                 -                   
3,935            -                   
5,446            1,375               

293               293                  
17                 11                    

-                7                      
-                40                    
310               351                  

5,136$          1,024$             

Amount % Amount %
1,226$      21.0            1,294$          21.0                 
(254)          (4.4)             (213)              (3.4)                  

5                0.1              3                   0.1                   
(203)          (3.3)             (197)              (3.2)                  
774$          13.4            887$             14.5                 

2023 6$              
2024 6                
2025 4                
2026 4                
2027 4                
Thereafter 85              
         Total 109$          

December 31,

Unrealized holding loss on available-for-sale securities

Unrealized holding gain on available-for-sale securities

The tax effects of deductible and taxable temporary differences that give rise to significant portions of the deferred tax assets and
deferred tax liabilities are as follows:

Note 11 – Income Taxes - (Continued)

Securities discount accretion
Investment in limited partnership

         Total
Deferred tax asset, net

The reconciliation between the expected statutory income tax rate and the effective income tax rate is as follows:

Deferred tax assets:
Allowance for loan losses
Deferred expenses

         Total

Deferred tax liabilities:
Premises and equipment

Investment in limited partnership

Other items
         Total

Note 12 – Commitments and Contingencies

The Bank leases facilities and office equipment under noncancellable operating leases which expire in various years through
2044. The minimum annual rental commitments under these leases at December 31, 2022 are as follows:

The total rental expense for these operating leases in 2022 and 2021 amounted to $10 and $17, respectively.

Years Ended December 31,
2022 2021

Provision at statutory rate
Tax-exempt income
Nondeductible interest expense
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Years 
Ended 

December 
Beginning 
Balance Additions Reductions Ending Balance

2022 10,284$    4,835$        7,035$          8,084$             
2021 11,839$    5,813$        7,368$          10,284$           

Note 13 – Employee Benefit Plans

A summary of loan activity for those directors, executive officers, and their associates is as follows:

The Company held related party deposits of $10,160 and $14,649 at December 31, 2022 and 2021, respectively.

The Company maintains a defined contribution benefit plan under Section 401(k) of the Internal Revenue Code, which covers
substantially all eligible employees. This plan permits employees to make contributions, which are matched by the Company
based on a percentage of the employee’s compensation, subject to certain restrictions. The cost of this plan is charged to
operating expense annually as benefit costs are incurred. The Company’s contribution to the plan was $222 and $206 for the
years ended December 31, 2022 and 2021, respectively.

The Company has a supplemental non-qualified, non-funded retirement plan, for which the Company has purchased cost
recovery life insurance on the lives of the participants. The Company is the owner and beneficiary of such policies. The amount
of the coverage is designed to provide sufficient revenues to cover all costs of the plan if assumptions made as to mortality
experience, policy earnings and other factors are realized. As of December 31, 2022 and 2021, the cash surrender value of these
policies was $9,713 and $6,525, respectively. 

Note 14 – Employee Stock Purchase Plan

The Company has an employee stock purchase plan that allows participating employees to purchase, through payroll deductions,
shares of the Company’s common stock at 90% of the fair market value at specified dates. Under the plan, employees purchased
1,622 shares in 2022 and 1,567 shares in 2021. There were 7,016 common shares available for issuance under this plan at
December 31, 2022.

Note 15 – Related Party Transactions

In the normal course of business, loans are extended to directors, executive officers and their associates. In management’s
opinion, all of these loans are on substantially the same terms and conditions as loans to other individuals and businesses of
comparable creditworthiness. 
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2022 2021

(18,929)$       (1,879)$            

-                (30)                   
(18,929)         (1,909)              

3,975            400                  
(14,954)$       (1,509)$            

2022 2021
15,417$        11,388$           

103,787$      106,598$         
2,355$          2,431$             

Note 16 – Other Comprehensive Income

Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net income. Although
certain changes in assets and liabilities, such as unrealized gains and losses on available-for-sale securities, are reported as a
separate component of the equity section of the balance sheets, such items, along with net income, are components of
comprehensive income. A summary of other comprehensive income for the years ended December 31, 2022 and 2021 is as
follows:

Components of other comprehensive income:
Unrealized holding losses arising during the year

In the normal course of business, there are outstanding commitments and contingent liabilities, created under prevailing terms
and collateral requirements such as commitments to extend credit, financial guarantees and letters of credit, which are not
reflected in the accompanying Financial Statements. The Company does not anticipate any losses as a result of these
transactions. These instruments involve, to varying degrees, elements of credit and interest rate risk in excess of the amount
recognized in the Consolidated Balance Sheets.

The contract or notional amounts of those instruments reflect the extent of involvement the Company has in particular classes of
financial instruments.

Financial instruments whose contract amounts represent credit risk at December 31, 2022 and 2021 are as follows:

Commitments to extend credit
Unfunded commitments under lines of credit 
Standby letters of credit

Reclassification adjustment for investment securities:
Gains included in net income during the year
Net unrealized losses 
Tax effect
Other comprehensive income

Note 17 – Off-Balance Sheet Risk

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established
in the contract. Commitments generally have expiration dates of one year or less or other termination clauses and may require
payment of a fee. Since many of the commitments are expected to expire without being drawn upon, the total commitment
amounts do not necessarily represent future cash requirements.

Standby letters of credit are conditional commitments issued to guarantee the performance of a customer to a third party. The
credit risk involved in issuing letters of credit is essentially the same as that involved in extending loan facilities to customers.

Various actions and proceedings are presently pending to which the Company is a party. Management is of the opinion that the
aggregate liabilities, if any, arising from such actions would not have a material adverse effect on the financial position of the
Company.
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Amount Ratio Amount Ratio Amount Ratio

59,967$    13.0% 36,825$        8.0% N/A N/A
59,669$    12.5% 38,337$        8.0% 47,921$       10.0%

51,109$    11.1% 27,618$        6.0% N/A N/A
54,810$    11.4% 28,752$        6.0% 38,337$       8.0%

51,109$    11.1% 20,714$        4.5% N/A N/A
54,810$    11.4% 21,564$        4.5% 31,149$       6.5%

51,109$    8.2% 24,966$        4.0% N/A N/A
54,810$    8.8% 24,976$        4.0% 31,221$       5.0%

Tier 1 Capital (to Average Assets)

As of December 31, 2022 and 2021, the Bank was categorized as well capitalized under the regulatory framework for prompt
corrective action. To be categorized as "well capitalized", the Bank must maintain minimum ratios as set forth in the table. There
are no conditions or events since December 31, 2022 that management believes have changed the Bank's categorization.

The following table reflects the Company’s and Bank’s actual regulatory capital and ratios as well as the ratios required for the
Company and Bank to be considered adequately capitalized under the regulatory framework for prompt corrective action.

Actual For Capital Adequacy Purposes To Be “Well Capitalized”

December 31, 2022

Note 18 – Regulatory Matters

The Company and the Bank are subject to various regulatory capital requirements administered by its primary federal regulator,
the Federal Reserve Bank (FRB) and the Commonwealth of Pennsylvania Department of Banking and Securities. Failure to meet
the minimum regulatory capital requirements can initiate certain mandatory, and possible additional discretionary, actions by
regulators that, if undertaken, could have a direct material effect on the Company’s financial statements. Under the capital
adequacy guidelines and the regulatory framework for prompt corrective action, the Company and the Bank must meet specific
capital guidelines that involve quantitative measures of their assets, liabilities, and certain off-balance sheet items as calculated
under regulatory accounting practices. The Company’s and the Bank’s capital amounts and classification are also subject to
qualitative judgments by the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to maintain
minimum amounts and ratios (set forth in the following Capital Adequacy table) of Tier I, Common Equity Tier I and Total
Capital to risk-weighted assets and of Tier I Capital to average assets (Leverage ratio). The table also presents the Company's
actual capital amounts and ratios. Management believes, as of December 31, 2022 and 2021, that the Company and the Bank
meet all capital adequacy requirements to which they are subject.

  Assets)

Total Capital (to Risk-Weighted
  Assets)
Company
Bank
Tier 1 Capital (to Risk-Weighted

  Weighted Assets)
Company
Bank

Company
Bank
Common Equity Tier 1(to Risk-

Company
Bank
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Amount Ratio Amount Ratio Amount Ratio

56,014$    14.0% 31,917$        8.0% N/A N/A
55,530$    13.9% 31,911$        8.0% 39,889$       10.0%

47,532$    11.9% 23,938$        6.0% N/A N/A
51,049$    12.8% 23,933$        6.0% 31,911$       8.0%

47,532$    11.9% 17,954$        4.5% N/A N/A
51,049$    12.8% 17,950$        4.5% 25,928$       6.5%

47,532$    8.3% 22,903$        4.0% N/A N/A
51,049$    8.9% 22,867$        4.0% 28,584$       5.0%

Tier 1 Capital (to Average Assets)

December 31, 2021

Note 18 – Regulatory Matters - (Continued)

Actual For Capital Adequacy Purposes To Be “Well Capitalized”

Total Capital (to Risk-Weighted
  Assets)
Company
Bank
Tier 1 Capital (to Risk-Weighted

  Weighted Assets)
Company
Bank

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

Company
Bank

Restrictions imposed by Federal Reserve Regulation H limit dividend payments in any year to the current year’s net income plus
the retained net income of the prior two years without the approval of the Federal Reserve Bank. Accordingly, Bank dividends in
2023 may not exceed Bank net income for 2023 plus $7,287. Additionally, banking regulations limit the amount of dividends that
may be paid to the Company by the Bank without prior approval of the Bank’s regulatory agency. Retained earnings against
which dividends may be paid without prior approval of the banking regulators amounted to approximately $41,803 at December 
31, 2022, subject to the minimum capital ratio requirements noted above.

The Bank is subject to regulatory restrictions that limit its ability to loan or advance funds to the Company. At December 31,
2022, the regulatory lending limit amounted to approximately $8,950.
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Quoted 
Prices in 
Active 

Markets for 
Identical 

Instrument 
(Level 1)

Significant 
Other 

Observable 
Input     

(Level 2)

Significant 
Unobservable 

Input          
(Level 3) Total

19,977$      -$              -$                 19,977$       
-              -                -                   -               
-              42,101          -                   42,101         
-              18,571          -                   18,571         
-              50,717          -                   50,717         

-$            -$              9,988$             9,988$         
-              -                645                  645              

    Nonrecurring Basis:
Impaired loans
Restricted stock

U.S. Government securities
U.S. Government agencies and corporations
States and political subdivisions
Corporate securities
Mortgage-backed securities

Assets Measured at Fair Value on a 

Fair Value Measurements at December 31, 2022 Using

Assets Measured at Fair Value on a
     Recurring Basis:
Available-for-sale securities:

Note 19 – Fair Value of Financial Instruments

The following table presents information about the Company’s assets and liabilities measured at fair value on a recurring and
nonrecurring basis as of December 31, 2022 and 2021, and indicates the fair value hierarchy of the valuation techniques utilized
by the Company to determine such fair value. In general, fair values determined by Level 1 inputs utilize quoted prices
(unadjusted) in active markets for identical assets or liabilities that the Company has the ability to access. Fair values determined
by Level 2 inputs utilize information other than the quoted prices included in Level 1 that are observable for the asset or liability,
either directly or indirectly. Level 2 inputs include quoted prices for similar assets and liabilities in active markets, and inputs
other than quoted prices that are observable for the asset or liability, such as interest rates and yield curves that are observable at
commonly quoted intervals. Level 3 inputs are unobservable inputs for the asset or liability, and include situations where there is
little, if any, market activity for the asset or liability. In certain cases, the inputs used to measure fair value may fall into different
levels of the fair value hierarchy. In such cases, the level in the fair value hierarchy within which the fair value measurement, in
its entirety, falls has been determined based on the lowest level input that is significant to the fair value measurement. The
Company’s assessment of the significance of a particular input to the fair value measurement in its entirety requires judgment,
and considers factors specific to the asset or liability.
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Quoted 
Prices in 
Active 

Markets for 
Identical 

Instrument 
(Level 1)

Significant 
Other 

Observable 
Input     

(Level 2)

Significant 
Unobservable 

Input          
(Level 3) Total

18,319$      -$              -$                 18,319$       
-              1,000            -                   1,000           
-              50,257          -                   50,257         
-              21,927          -                   21,927         
-              47,210          -                   47,210         

-$            -$              11,244$           11,244$       
-              -                615                  615              

Carrying 
Value Level 1 Level 2 Level 3

Total Fair 
Value

32,726$    32,726$      -$              -$                 32,726$       
131,666    19,977        111,687        -                   131,664       
410,200    -              -                379,830           379,830       

1,834         -              1,834            -                   1,834           

12,133      -              12,133          -                   12,133         
645            -              -                645                  645              

567,052$  -$            566,477$      -$                 566,477$     
3,932         -              3,614            -                   3,614           

57              -              57                 -                   57                

Fair Value Measurements at December 31, 2021 Using

Assets Measured at Fair Value on a

Note 19 – Fair Value of Financial Instruments – (Continued)

     Recurring Basis:
Available-for-sale securities:
U.S. Government securities
U.S. Government agencies and corporations
States and political subdivisions
Corporate securities

Impaired loans, which are measured for impairment primarily using the fair value of the collateral for collateral dependent loans,
were approximately $10,056, with an allowance for loan and lease losses of approximately $68 for the year ended December 31,
2022 and approximately $11,424, with an allowance for loan and lease losses of approximately $180 for the year ended
December 31, 2021.

The carrying values and estimated fair values of financial instruments of the Company are as follows:

December 31, 2022

FINANCIAL ASSETS
Cash and cash equivalents
Investment securities

Mortgage-backed securities

Assets Measured at Fair Value on a 
    Nonrecurring Basis:
Impaired loans
Restricted stock

Deposits
Borrowed funds
Accrued interest payable

Loans and leases, net
Accrued interest receivable
Cash surrender value of life 
  insurance
Restricted stock
FINANCIAL LIABILITIES
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Carrying 
Value Level 1 Level 2 Level 3

Total Fair 
Value

51,908$    51,908$      -$              -$                 51,908$       
139,063    18,319        120,744        -                   139,063       
355,188    -              -                356,850           356,850       

1,574         -              1,574            -                   1,574           

8,893         -              8,893            -                   8,893           
615            -              -                615                  615              

518,226$  -$            518,669$      -$                 518,669$     
3,923         -              4,027            -                   4,027           

65              -              65                 -                   65                

December 31, 2021

FINANCIAL ASSETS
Cash and cash equivalents

Note 19 – Fair Value of Financial Instruments – (Continued)

FINANCIAL LIABILITIES
Deposits
Borrowed funds
Accrued interest payable

Generally Accepted Accounting Principles (GAAP) require disclosure of the estimated fair value of an entity’s assets and
liabilities considered to be financial instruments. For the Company, as for most financial institutions, the majority of its assets
and liabilities are considered financial instruments. However, many such instruments lack an available trading market, as
characterized by a willing buyer and seller engaging in an exchange transaction. Also, it is the Company’s general practice and
intent to hold its financial instruments to maturity and not to engage in trading or sales activities, except for certain loans and
investments. Therefore, the Company had to use significant estimates and present value calculations to prepare this disclosure.

Investment securities
Loans and leases, net
Accrued interest receivable
Cash surrender value of life 
  insurance
Restricted stock

Changes in the assumptions or methodologies used to estimate fair values may materially affect the estimated amounts. Also,
management is concerned that there may not be reasonable comparability between institutions due to the wide range of permitted
assumptions and methodologies in the absence of active markets. This lack of uniformity gives rise to a high degree of
subjectivity in estimating financial instrument fair values.

Estimated fair values have been determined by the Company using the best available data and an estimation methodology
suitable for each category of financial instruments. The estimation methodologies used at December 31, 2022 and December 31,
2021 are outlined below. The methodologies for estimating the fair value of financial assets and financial liabilities that are
measured at fair value on a recurring or non-recurring basis are discussed in the fair value measurements section above. The
estimated fair value approximates carrying value for cash and cash equivalents, accrued interest and the cash surrender value of
life insurance policies. The methodologies for other financial assets and financial liabilities are discussed below:

Investment securities - The fair value of investment securities is based on quoted market prices, where available. If quoted
market prices are not available, external pricing services that approximate fair value are used. 
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2022 2021

170$             346$                
40,008          51,201             

61                 61                    
40,239$        51,608$           

3,932$          3,923$             
36,307          47,685             
40,239$        51,608$           

2022 2021
1,531$          2,625$             
3,761            2,880               

-                -                   
(229)              (230)                 

5,063$          5,275$             

Borrowed Funds - Rates available to the Company for borrowed funds with similar terms and remaining maturities are used to
estimate the fair value of borrowed funds.

Note 20 – Condensed Financial Statements of Parent Company

The condensed financial statements for Woodlands Financial Services Company are as follows:

December 31,
BALANCE SHEETS

ASSETS

Loans - Fair values are estimated for portfolios of loans with similar financial characteristics. For variable-rate loans that reprice
frequently and with no significant change in credit risk, fair values are based on carrying amounts. The fair values for other loans
are estimated using discounted cash flow analysis, based on interest rates currently being offered for loans with similar terms to
borrowers of similar credit quality. 

Restricted stock - All restricted stock is stated at par value as they are restricted to purchases and sales with the various
institutions. 

Deposits - The fair value of deposits with no stated maturity is the amount payable on demand as of December 31, 2022 and
2021. For time deposits, fair value is estimated by discounting the contractual cash flows using a discount rate equal to the rate
currently offered for similar deposits of similar maturities.

Note 19 – Fair Value of Financial Instruments – (Continued)

Stockholders’ Equity
   Total Liabilities and Stockholders’ Equity

Years Ended December 31,
STATEMENTS OF INCOME
Dividends from subsidiaries

Cash and cash equivalents
Investment in subsidiaries
Other assets
   Total Assets

LIABILITIES AND STOCKHOLDERS’ 
EQUITY

Borrowed Funds

Equity in undistributed earnings of subsidiaries
Other income
Expenses
   Net Income
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2022 2021
5,063$          5,275$             

(3,761)           (2,880)              
-                (44)                   

1,302            2,351               

-                -                   
-                -                   

9                   8                      
44                 35                    

-                (3,065)              
(1,531)           (1,520)              
(1,478)           (4,542)              

(176)              (2,191)              
346               2,537               
170$             346$                

Years Ended December 31,

Note 20 – Condensed Financial Statements of Parent Company – (Continued)

Cash and cash equivalents at December 31

  Issuance of common stock
  Purchase of treasury stock
  Dividends paid
        Net cash used by financing activities
        Decrease in cash and cash equivalents
Cash and cash equivalents at January 1

        Net cash provided by operating activities
Investing Activities:
  Investment in subsidiaries
        Net cash provided by investing activities
Financing Activities:
  Increase in subordinated debt

Operating Activities:
  Net income
  Adjustments to reconcile net income to net cash
    provided by operating activities
      Equity in undistributed earnings of subsidiaries
      Increase in other assets

STATEMENTS OF CASH FLOWS
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Visit our website at
www.woodlandsbank.com


