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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

Juniata Valley Financial Corp. and Subsidiary

Consolidated Statements of Financial Condition

(Dollars in thousands, except share data)

ASSETS

Cash and due from banks

Interest bearing deposits with banks
Cash and cash equivalents

Interest bearing time deposits with banks

Equity securities (fair value adjustment in net income)

Securities available for sale

Restricted investment in bank stock
Investment in unconsolidated subsidiary
Total loans

Less: Allowance for loan losses

Total loans, net of allowance for loan losses
Premises and equipment, net

Other real estate owned

Bank owned life insurance and annuities
Investment in low income housing partnerships
Core deposit and other intangible

Goodwill

Mortgage servicing rights

Accrued interest receivable and other assets
Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:

Deposits:

Non-interest bearing

Interest bearing

Total deposits

Securities sold under agreements to repurchase
Short-term borrowings

(Unaudited)
March 31, December 31,
2018 2017

$ 12,130 $ 9,839

22 58
12,152 9,897
350 350
1,113 -
147,449 153,824
2,904 3,104
4,845 4,812

389,180 383,904
(3,035 ) (2,939
386,145 380,965

8,724 8,887
377 355
15,045 14,972
5,145 5,245
184 195
5,448 5,448
221 225
4,882 3,666

$594984  §$ 591,945

$119,567  $ 115911
368,559 361,757
488,126 477,668

4,240 9,769
12,000 12,000



Edgar Filing: JUNIATA VALLEY FINANCIAL CORP - Form 10-Q

Long-term debt

Other interest bearing liabilities

Accrued interest payable and other liabilities
Total liabilities

Stockholders' Equity:

Preferred stock, no par value: Authorized - 500,000 shares, none issued
Common stock, par value $1.00 per share: Authorized 20,000,000 shares

Issued -

4,816,831 shares at March 31, 2018;
4,811,611 shares at December 31, 2017
Outstanding -

4,772,948 shares at March 31, 2018;
4,767,656 shares at December 31, 2017
Surplus

Retained earnings

Accumulated other comprehensive loss
Cost of common stock in Treasury:
43,883 shares at March 31, 2018;
43,955 shares at December 31, 2017
Total stockholders' equity

Total liabilities and stockholders' equity

See Notes to Consolidated Financial Statements

25,000
1,566
6,053
536,985

4,816

18,575
41,310
(5,869

(833
57,999

$ 594,984

25,000
1,593
6,528
532,558

4,811

18,565

40,876
) (4,034

) (831
59,387
$ 591,945
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Juniata Valley Financial Corp. and Subsidiary

Consolidated Statements of Income (Unaudited)

Three Months Ended
(Dollars in thousands, except share data) March 31,

2018 2017
Interest income:
Loans, including fees $4,551 $4,370
Taxable securities 775 683
Tax-exempt securities 103 114
Other interest income 10 7
Total interest income 5,439 5,174
Interest expense:
Deposits 594 469
Securities sold under agreements to repurchase 15 3
Short-term borrowings 84 62
Long-term debt 93 85
Other interest bearing liabilities 8 8
Total interest expense 794 627
Net interest income 4,645 4,547
Provision for loan losses 158 105
Net interest income after provision for loan losses 4,487 4,442
Non-interest income:
Customer service fees 412 433
Debit card fee income 292 270
Earnings on bank-owned life insurance and annuities 81 84
Trust fees 102 84
Commissions from sales of non-deposit products 50 47
Income from unconsolidated subsidiary 69 47
Fees derived from loan activity 95 45
Mortgage banking income 19 33
(Loss) gain on sales and calls of securities (15 ) 504
Change in value of equity securities 6 ) -
Other non-interest income 75 69
Total non-interest income 1,174 1,616
Non-interest expense:
Employee compensation expense 1,792 1,739
Employee benefits 564 654
Occupancy 318 295
Equipment 207 155
Data processing expense 416 417
Director compensation 54 60
Professional fees 177 142

Taxes, other than income 113 134
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FDIC Insurance premiums 70 91

Loss (gain) on sales of other real estate owned - 13
Amortization of intangibles 11 17
Amortization of investment in low-income housing partnerships 200 120
Merger and acquisition expense 64 -

Other non-interest expense 419 432

Total non-interest expense 4,405 4,269
Income before income taxes 1,256 1,789
Income tax provision (71 ) 330

Net income $1,327 $1,459
Earnings per share

Basic $0.28 $0.31
Diluted $0.28 $0.31

Cash dividends declared per share $0.22 $0.22
Weighted average basic shares outstanding 4,770,389 4,756,517
Weighted average diluted shares outstanding 4,787,769 4,762,090

See Notes to Consolidated Financial Statements
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Juniata Valley Financial Corp. and Subsidiary

Consolidated Statements of Comprehensive Income (Unaudited)

(Dollars in thousands)

Net income

Other comprehensive loss:

Unrealized gains on available for sale securities:
Unrealized holding (losses) gains arising during the period
Unrealized holding (losses) gains from unconsolidated
subsidiary

Less reclassification adjustment for losses included in net
income (1) (3)

Amortization of pension net actuarial cost (2) (3)

Other comprehensive loss

Total comprehensive (loss) income

ey

separate element within total non-interest income.

2)

Three Months Ended March 31,

2018 2017
Before Net of  Before Net of
Tax Tax Tax Tax Tax Tax

Amount Effect Amount Amount Effect Amount
$1,256 $71 $1,327 $1,789 $(330) $1,459

(2,167) 456  (1,711) 258 88 ) 170

() - (1) 9 - 9
15 4 ) 11 (504 ) 171 (333 )
41 © ) 32 56 (19 ) 37

(2,122) 443  (1,679) (181 ) 64 (117 )
$(866 ) $514 $(352 ) $1,608 $(266) $1,342

Amounts are included in (loss) gain on sales and calls of securities on the Consolidated statements of income as a

Amounts are included in the computation of net periodic benefit cost and are included in employee benefits
expense on the Consolidated statements of income as a separate element within total non-interest expense.

(3) Income tax amounts are included in the provision for income taxes on the Consolidated statements of income.

See Notes to Consolidated Financial Statements
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Juniata Valley Financial Corp. and Subsidiary
Consolidated Statements of Stockholders' Equity (Unaudited)
For the Three Months Ended March 31, 2018

Number Accumulated

of Other Total
(Dollars in thousands, except share data) Shares Common Retained ComprehenKieesuryStockholders'

Outstanding Stock  Surplus Earnings Loss Stock  Equity
Balance, January 1, 2018 4,767,656 $4,811 $18,565 $40,876 $(4,034 ) $(831) $59,387
Net income 1,327 1,327
Other comprehensive loss (1,679 ) (1,679 )
Reclassification for ASU 2016-01 156 (156 ) -
Cash dividends at $0.22 per share (1,049) (1,049 )
Stock-based compensation 18 18
Purchase of treasury stock (1,928 ) 40 ) @40 )
Treasury stock issued for stock plans 2,000 A3 ) 38 35
Common stock issued for stock plans 5,220 5 5 ) -
Balance, March 31, 2018 4,772,948 $4,816 $18,575 $41,310 $(5,869 ) $(833) $57,999

Juniata Valley Financial Corp. and Subsidiary
Consolidated Statements of Stockholders' Equity (Unaudited)
For the Three Months Ended March 31, 2017

Number Accumulated

of Other Total
(Dollars in thousands, except share data) Shares Common Retained ComprehenKreasuryStockholders'

Outstanding Stock ~ Surplus Earnings Loss Stock  Equity
Balance, January 1, 2017 4,755,630 $4,805 $18,476 $39,945 $(3,209 ) $(927) $59,090
Net income 1,459 1,459
Other comprehensive loss (117 ) (117 )
Cash dividends at $0.22 per share (1,047) (1,047 )
Stock-based compensation 21 21
Treasury stock issued for stock plans 2,213 2 ) 41 39
Common stock issued for stock plans 4,650 5 (5 ) -
Balance, March 31, 2017 4,762,493 $4,810 $18,490 $40,357 $(3,326 ) $(886) $59,445

See Notes to Consolidated Financial Statements
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Juniata Valley Financial Corp. and Subsidiary
Consolidated Statements of Cash Flows (Unaudited)

. Three Months Ended

(Dollars in thousands) March 31,
2018 2017

Operating activities:
Net income $ 1,327 $ 1,459
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for loan losses 158 105
Depreciation 204 156
Net amortization of securities premiums 145 156
Net amortization of loan origination fees 15 15
Deferred net loan origination costs (55 ) (103
Amortization of core deposit intangible 11 17
Amortization of investment in low income housing partnership 200 120
Net accretion (amortization) of purchase fair value adjustments 13 (13
Net realized loss (gain) on sales and calls of available for sale securities 15 (504
Change in value of equity securities 6 -
Net loss on sales and valuation of other real estate owned - 13
Earnings on bank owned life insurance and annuities (81 ) (84
Deferred income tax credit (56 ) 4
Equity in earnings of unconsolidated subsidiary, net of dividends of $25 and $24, (44 ) 23
respectively
Stock-based compensation expense 18 21
Mortgage loans originated for sale - (450
Proceeds from mortgage loans sold to others 23 363
Mortgage banking income (19 ) (33
(Increase) decrease in accrued interest receivable and other assets (706 ) 268
Decrease in accrued interest payable and other liabilities 447 ) (246
Net cash provided by operating activities 727 1,233
Investing activities:
Purchases of:
Securities available for sale 4,119 ) (15,814
Premises and equipment 41 ) (251
Bank owned life insurance and annuities (6 ) (7
Proceeds from:
Sales of securities available for sale 4,285 6,578
Maturities of and principal repayments on securities available for sale 2,779 2,994
Redemption of FHLB stock 200 158
Sale of other real estate owned - 339
Sale of other assets - 20
Investment in low income housing partnerships (100 ) (1,023
Net increase in loans (5,342 ) (5,696
Net cash used in investing activities (2,344 ) (12,702

Financing activities:
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Net increase in deposits

Net decrease in short-term borrowings and securities sold under agreements to
repurchase

Cash dividends

Purchase of treasury stock

Treasury stock issued for employee stock plans

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of period

Supplemental information:

Interest paid

Income taxes paid

Supplemental schedule of noncash investing and financing activities:
Transfer of loans to other real estate owned

Transfer of loans to repossessed vehicles

See Notes to Consolidated Financial Statements

Form 10-Q

10,455
(5,529

(1,049

(40

35

3,872

2,255

9,897
$ 12,152

$ 792

$ 22
12

15,238
) (3,527
) (1,047
39
10,703
(766

9,559
$ 8,793

$ 676

$ 371

13
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JUNIATA VALLEY FINANCIAL CORP. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

1. Basis of Presentation and Accounting Policies

The consolidated financial statements include the accounts of Juniata Valley Financial Corp. (the “Company”) and its
wholly owned subsidiary, The Juniata Valley Bank (the “Bank” or “JVB”). All significant intercompany accounts and
transactions have been eliminated.

On April 30, 2018, the Company completed the acquisition of Liverpool Community Bank (‘“Liverpool”). Liverpool was
merged with and into the Bank. Refer to Note 13 for more information.

The accompanying unaudited consolidated financial statements have been prepared in accordance with U.S. generally
accepted accounting principles for interim financial information. Accordingly, they do not include all of the
information and footnotes required by U.S. generally accepted accounting principles (“U.S. GAAP”) for complete
consolidated financial statements. Certain items in prior financial statements have been reclassified to confirm to the
current presentation. In the opinion of management, all adjustments considered necessary for fair presentation have
been included. Operating results for the three month period ended March 31, 2018 are not necessarily indicative of the
results for the year ending December 31, 2018. For further information, refer to the consolidated financial statements
and notes thereto included in Juniata Valley Financial Corp.’s Annual Report on Form 10-K (“Annual Report”) for the
year ended December 31, 2017.

The Company has evaluated events and transactions occurring subsequent to the consolidated statement of financial
condition date of March 31, 2018 for items that should potentially be recognized or disclosed in these consolidated
financial statements. The evaluation was conducted through the date these consolidated financial statements were
issued.

2. RECENT ACCOUNTING STANDARDS UPDATES

14
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Adoption of New Accounting Standards

ASU 2014-09, Revenue from Contracts with Customers (Topic 606)

Issued: May 2014

Summary: The amendments in this Update establish a comprehensive revenue recognition standard for virtually all
industries under U.S. GAAP, including those that previously followed industry-specific guidance. The revenue
standard’s core principle requires an entity to recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those
goods or services. To accomplish this objective, the standard requires five basic steps: (i) identify the contract with the
customer, (ii) identify the performance obligations in the contract, (iii) determine the transaction price, (iv) allocate
the transaction price to the performance obligations in the contract, and (v) recognize revenue when (or as) the entity
satisfies a performance obligation.

In August 2015, the FASB issued Accounting Standards Update 2015-14, Revenue from Contracts with
Customers (Topic 606): Deferral of the Effective Date. ASU 2015-14 deferred the effective date of the new revenue
recognition standard by one year. As such, it was effective for public entities in fiscal years beginning after December
15, 2017.

The Company adopted the ASU 2014-09 on January 1, 2018 and elected the modified retrospective transition method.
Because the amended guidance does not apply to revenue associated with financial instruments accounted for under
other U.S. GAAP, the Company assessed the affect the guidance had on the recognition processes of certain recurring
revenue streams related to non-interest income, in addition to when it is appropriate to recognize a gain/loss on the
transfer of nonfinancial assets, such as other real estate owned. The Company did not identify any significant changes
in the timing of revenue recognition when considering the amended accounting guidance. Additional disclosures
related to revenue recognition appear in Note 12.

15
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ASU 2018-02, Income Statement - Reporting Comprehensive Income (Topic 220): Reclassification of Certain
Tax Effects from Accumulated Other Comprehensive Income.

Issued: February 2018

Summary: The Update allows entities to reclassify from accumulated other comprehensive income (“AOCI”) to
retained earnings the 'stranded' tax effects of accounting for income tax rate changes on items accounted for in AOCI
that were impacted by tax reform enacted in December 2017. Because the impact of tax rate changes is recorded in
income, items accounted for in AOCI could be left with a stranded tax effect appearing as though those items do not
reflect the appropriate tax rate. The FASB's changes were intended to improve the usefulness of information reported
to financial statement users.

Effective Date: The changes are effective for years beginning after December 31, 2018, with early adoption
permitted. The Company elected to adopt the changes in the first quarter of 2018, as of December 31, 2017. The
amount transferred from AOCI to retained earnings totaled $588,000 and represented the impact of the Company’s
corporate tax rate change from 34% to 21% at the date of enactment of the tax reform for the unrealized gains and
losses on securities and the defined benefit plan accounted for in AOCL.

ASU 2016-01, Measurement of Financial Instruments

Issued: January 2016

Summary: The amendments in this Update require all equity investments to be measured at fair value with changes in
the fair value recognized through net income (other than those accounted for under the equity method of accounting or
those that result in consolidation of the investee). The amendments in this Update also require an entity to present
separately in AOCI the portion of the total change in the fair value of a liability resulting from a change in the
instrument-specific credit risk when the entity has elected to measure the liability at fair value in accordance with the
fair value option for financial instruments. In addition, the Update emphasizes the existing requirement to use exit
prices to measure fair value for disclosure purposes and clarifies that entities should not make use of a practicability
exception in determining the fair value of loans. Accordingly, we refined the calculations used to determine the
disclosed fair value of our loans as part of adopting this standard. The redefined calculation did not have a significant
impact on our fair value disclosures.

16
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Effective Date: For public entities, the amendments in the Update are effective for fiscal years beginning after
December 15, 2017, including interim periods within those fiscal years. The Company currently holds a small
portfolio of equity investments for which the fair value fluctuates with market activity. The Company adopted ASU
2016-01 on January 1, 2018. As of this date, the Company had $197,000 in unrealized gains on equity securities (see
Note 5). The adoption of this Update resulted in a reclassification of $156,000 from other comprehensive loss to
retained earnings. The Company recorded an unrealized net loss of $6,000 on the consolidated statements of income
for the three months ended March 31, 2018.

ASU 2018-03, Technical Corrections and Improvements to Financial Instruments — Overall (Subtopic 825-10):
Recognition and Measurement of Financial Assets and Financial Liabilities

Issued: February 2018

Summary: The FASB issued this Update to clarify certain aspects of the guidance on recognizing and measuring
financial assets and liabilities in ASU 2016-01:

Clarification regarding the ability to discontinue application of the measurement alternative for equity securities
without a readily determinable fair value

Clarification of the measurement date for fair value adjustments to the carrying amount of equity securities without a
readily determinable fair value for which the measurement alternative is elected

Clarification of the unit of account for fair value adjustments to forward contracts and purchased options on equity
securities without a readily determinable fair value for which the measurement alternative is expected to be elected

Presentation requirements for certain hybrid financial liabilities for which the fair value option is elected

- Measurement of financial liabilities denominated in a foreign currency for which the fair value option is elected

Transition guidance for equity securities without a readily determinable fair value

17
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The amendments in ASU 2018-03 are effective for public business entities for fiscal years beginning after December
15, 2017 and for interim periods within those fiscal years beginning after June 15, 2018. For all other entities, the
effective date is the same as the effective date for ASU 2016-01. All entities may early adopt the amendments,
including adoption in an interim period, provided they have already adopted ASU 2016-01. The Company adopted
this Update in conjunction with the adoption of ASU 2016-01 on January 1, 2018. The adoption had no material
impact to the Company’s consolidated financial position or results of operations.

ASU 2017-09, Scope of Modification Accounting

Issued: May 2017

Summary: ASU 2017-09 clarifies Topic 718 such that an entity must apply modification accounting to changes in the
terms or conditions of a share-based payment award unless all of the following criteria are met:

The fair value of the modified award is the same as the fair value of the original award immediately before the
modification. The standard indicates that if the modification does not affect any of the inputs to the valuation
“technique used to value the award, the entity is not required to estimate the value immediately before and after the
modification.

The vesting conditions of the modified award are the same as the vesting conditions of the original award
‘immediately before the modification.

The classification of the modified award as an equity instrument or a liability instrument is the same as the
“classification of the original award immediately before the modification.

Effective Date: The amendments were effective for all entities for fiscal years beginning after December 15, 2017,
including interim periods within those years. The Company adopted ASU 2017-09 on January 1, 2018 and it had no
material impact on the Company’s consolidated financial position or results of operations.

ASU 2017-08, Premium Amortization on Purchased Callable Debt Securities

Issued: March 2017

18
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Summary: ASU 2017-08 shortens the amortization period for premiums on purchased callable debt securities to the
earliest call date, rather than amortizing over the full contractual term. The ASU does not change the accounting for
securities held at a discount.

Effective Date: The amendments are effective for public business entities for fiscal years beginning after December
15, 2018. Early adoption is permitted. The Company chose to early adopt this standard, and the financial statements as
of, and for the year ended, December 31, 2017 reflected the impact of premium amortization on callable debt
securities to the earliest call date. The adoption of this ASU did not have a material impact on the Company’s
consolidated financial statements.

ASU 2017-07, Improving the Presentation of Net Periodic Pension Cost and Net Periodic Postretirement
Benefit Cost

Issued: March 2017

Summary: ASU 2017-07 requires that an employer disaggregate the service cost component from the other
components of net benefit cost. The amendments also provide explicit guidance on how to present the service cost
component and the other components of net benefit cost in the income statement and allows only the service cost
component of net benefit cost to be eligible for capitalization.

Effective Date: The amendments were effective for public business entities for fiscal years beginning after December
15, 2017. The Company adopted this Update on January 1, 2018 and it had no impact on the Company’s consolidated
financial position and results of operations because the Company’s defined benefit plan is frozen; therefore, there is no
service cost component to consider. The cost for other components related to the defined benefit plan are recorded in
employee benefits expense on the consolidated statements of income.

10
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ASU 2016-15, Classification of Certain Cash Receipts and Cash Payments

Issued: August 2016

Summary: ASU 2016-15 clarifies how certain cash receipts and cash payments are presented and classified in the
statement of cash flows. The amendments are intended to reduce diversity in practice.

Effective Date: The amendments were effective for public business entities for fiscal years, and interim periods
within those fiscal years, beginning after December 15, 2017. The Company adopted this Update on January 1, 2018
and it did not have a material impact on the Company’s consolidated financial position or results of operations.

Newly Issued, Not Yet Effective Standards

ASU 2017-12, Targeted Improvements to Accounting for Hedging Activities

Issued: August 2017

Summary: ASU 2017-12 improves Topic 815 by simplifying and expanding the eligible hedging strategies for
financial and nonfinancial risks by more closely aligning hedge accounting with a company’s risk management
activities, and also simplifies its application through targeted improvements in key practice areas. This includes
expanding the list of items eligible to be hedged and amending the methods used to measure the effectiveness of
hedging relationships. In addition, the ASU prescribes how hedging results should be presented and requires
incremental disclosures. These changes are intended to allow preparers more flexibility and to enhance the
transparency of how hedging results are presented and disclosed. Further, the new standard provides partial relief on
the timing of certain aspects of hedge documentation and eliminates the requirement to recognize hedge
ineffectiveness separately in earnings in the current period.

Effective Date: The amendments are effective for public business entities, for fiscal years beginning after December
15, 2018, and interim periods within those fiscal years. Early application is permitted in any interim period after
issuance of the amendments for existing hedging relationships on the date of adoption. This Update will have no
impact on the Company’s consolidated financial position and results of operations.

20
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ASU 2017-04, Simplifying the Test for Goodwill Impairment

Issued: January 2017

Summary: ASU 2017-04 eliminates the requirement of Step 2 in the current guidance to calculate the implied fair
value of goodwill to measure a goodwill impairment charge. Instead, entities will record an impairment charge based
on the excess of a reporting unit’s carrying amount over its fair value in Step 1 of the current guidance.

Effective Date: The amendments are effective for public business entities for fiscal years beginning after December
15, 2019. The adoption of this Update is not expected to have an impact on the Company’s consolidated financial
position and results of operations.

ASU 2016-13, Financial Instruments — Credit Losses (Topic 326): Measurement of Credit Losses on Financial
Instruments

Issued: June 2016

Summary: ASU 2016-13 requires credit losses on most financial assets to be measured at amortized cost and certain
other instruments to be measured using an expected credit loss model (referred to as the current expected credit loss
(“CECL”) model). Under this model, entities will estimate credit losses over the entire contractual term of the
instrument (considering estimated prepayments, but not expected extensions or modifications unless reasonable
expectation of a troubled debt restructuring exists) from the date of initial recognition of that instrument.

11
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The ASU also replaces the current accounting model for purchased credit impaired loans and debt securities. The
allowance for credit losses for purchased financial assets with a more-than insignificant amount of credit deterioration
since origination (“PCD assets”), should be determined in a similar manner to other financial assets measured on an
amortized cost basis. However, upon initial recognition, the allowance for credit losses is added to the purchase price
(“‘gross up approach”) to determine the initial amortized cost basis. The subsequent accounting for PCD financial assets
is the same expected loss model described above.

Further, the ASU made certain targeted amendments to the existing impairment model for available-for-sale (AFS)
debt securities. For an AFS debt security for which there is neither the intent nor a more-likely-than-not requirement
to sell, an entity will record credit losses as an allowance rather than a write-down of the amortized cost basis.

Effective Date: The new standard is effective for fiscal years beginning after December 15, 2019, including interim
periods within those fiscal years. While the Company’s senior management is currently in the process of evaluating the
impact of the amended guidance on its consolidated financial statements and disclosures, it currently expects the
ALLL to increase upon adoption given that the allowance will be required to cover the full remaining expected life of
the portfolio, rather than the incurred loss under current U.S. GAAP. The extent of this increase is still being evaluated
and will depend on economic conditions and the composition of the Company’s loan portfolio at the time of adoption.
In preparation, the Company has partnered with a software provider specializing in ALLL analysis and is assessing

the sufficiency of data currently available through its core database.

ASU 2016-02, Leases

Issued: February 2016

Summary: The new standard establishes a right-of-use (“ROU”’) model that requires a lessee to record a ROU asset and
a lease liability on the balance sheet for all leases with terms longer than 12 months. Leases will be classified as either
finance or operating, with classification affecting the pattern of expense recognition in the income statement.

Effective Date: The new standard is effective for fiscal years beginning after December 15, 2018, including interim
periods within those fiscal years. A modified retrospective transition approach is required for lessees for capital and
operating leases existing at, or entered into after, the beginning of the earliest comparative period presented in the
financial statements, with certain practical expedients available. The Company has determined that the provisions of
ASU 2016-02 will result in an increase in assets to recognize the present value of the lease obligations with a
corresponding increase in liabilities; however, the Company does not expect this new standard to have a material
impact on the Company’s financial position, results of operations or cash flows because the Company owns most of its
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facilities and this ASU will apply primarily to operating leases. The Company is currently evaluating the projected
present value at the adoption date.

3. Accumulated other Comprehensive loss

Components of accumulated other comprehensive loss, net of tax, consisted of the following:

(Dollars in thousands)
March 31, 2018 December 31, 2017

Unrealized losses on available for sale securities  $ (3,550 )$ (1,683 )
Unrecognized expense for defined benefit pension (2,319 ) (2,351 )
Accumulated other comprehensive loss $ (5,869 )$ (4,034 )

4. Earnings Per Share

Basic earnings per share (“EPS”) is computed by dividing net income by the weighted average number of common
shares outstanding for the period. Diluted EPS reflects the potential dilution that could occur if securities or other
contracts to issue common stock were exercised or converted into common stock or resulted in the issuance of
common stock that then shared in the earnings of the Company. Potential common shares that may be issued by the
Company relate solely to outstanding stock options and are determined using the treasury stock method.

12
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The following table sets forth the computation of basic and diluted earnings per share:

(Dollars in thousands, except earnings per share data) Three Months Ended March 31,

2018 2017
Net income $ 1,327 $ 1,459
Weighted-average common shares outstanding 4,770 4,757
Basic earnings per share $ 0.28 $ 0.31
Weighted-average common shares outstanding 4,770 4,757
Common stock equivalents due to effect of stock options 17 5
Total weighted-average common shares and equivalents 4,787 4,762
Diluted earnings per share $ 0.28 $ 0.31

5. Securities

On January 1, 2018, the Company adopted ASU 2016-01, Measurement of Financial Assets Instruments. Upon
adoption, equity securities with readily determinable fair values are stated at fair value with realized and unrealized
gains and losses reported in net income. For periods prior to January 1, 2018, equity securities were classified as
available for sale and stated at fair value with unrealized gains and losses reported as a separate component of AOCI,
net of tax. The adoption of this Update resulted in a reclassification of $156,000 in net unrealized gains from AOCI to
retained earnings. As of March 31, 2018 and December 31, 2017, the Company had $1,113,000 and $1,119,000 in
equity investments recorded at fair value.

The Company’s available for sale investment portfolio includes primarily bonds issued by U.S. Government sponsored
agencies (approximately 23% of the investment portfolio), mortgage-backed securities issued by
Government-sponsored agencies and backed by residential mortgages (approximately 63%) and municipal bonds
(approximately 14%) as of March 31, 2018. Most of the municipal bonds are general obligation bonds with maturities
or pre-refunding dates within 5 years.

The amortized cost and fair value of securities available for sale as of March 31, 2018 and December 31, 2017, by
contractual maturity, are shown below. Expected maturities may differ from contractual maturities because the
securities may be called or prepaid with or without prepayment penalties.

March 31, 2018
(Dollars in thousands) Gross Gross
Amortized Fair Unrealized Unrealized
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Securities Available for Sale

Type and Maturity

Obligations of U.S. Government agencies and corporations
Within one year

After one year but within five years

After five years but within ten years

Obligations of state and political subdivisions
Within one year

After one year but within five years

After five years but within ten years

Mortgage-backed securities
Total securities available for sale

13

Cost

$5,999
14,999
13,998
34,996

696
14,808
5,245
20,749
96,184

$151,929 $147,449 $

Value

$5,971
14,496
13,346
33,813

696
14,645
5,030
20,371
93,265

Gains Losses
$ - $ (28
- (503
- (652
- (1,183
16 (179
6 (221
22 (400
1 (2,920

23 $ (4,503

~— N N

— N N N
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(Dollars in thousands)

Securities Available for Sale
Type and Maturity

December 31, 2017

Obligations of U.S. Government agencies and corporations

Within one year
After one year but within five years
After five years but within ten years

Obligations of state and political subdivisions
Within one year

After one year but within five years

After five years but within ten years

Mortgage-backed securities
Equity securities
Total

Gross Gross
Amortized Fair Unrealized Unrealized
Cost Value Gains Losses
$6,000 $5,969 $ - $ (31 )
15,000 14,689 - 311 )
13,998 13,556 - (442 )
34,998 34,214 - (784 )
2,521 2,516 - (5 )
13,959 13,955 50 (54 )
8,011 8,510 18 (119 )
25,091 24,981 68 (178 )
94,945 93,510 38 (1,473 )
922 1,119 197 -
$155,956 $153,824 $ 303 $2435 )

Certain obligations of the U.S. Government and state and political subdivisions are pledged to secure public deposits,

securities sold under agreements to repurchase and for other purposes as required or permitted by law. The carrying

value of the pledged assets was $49,050,000 and $47,825,000 at March 31, 2018 and December 31, 2017,

respectively.

In addition to cash received from the scheduled maturities of securities, some investment securities available for sale
are sold or called at current market values during the course of normal operations.

The following table summarizes proceeds received from sales or calls of available for sale investment securities
transactions and the resulting realized gains and losses.

(Dollars in thousands)

Gross proceeds from sales and calls of securities
Securities available for sale:

Gross realized gains from sold and called securities
Gross realized losses from sold and called securities
Net (losses) gains

Three Months Ended
March 31,
2018

$ 4,285

2017
$ 6,578

$ - $ 506

as ) @ )
$(15 ) $504
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As of January 1, 2018, upon the adoption of ASU 2016-01, all of the Company’ equity securities are within the scope
of ASC Topic 321, Investments — Equity Securities. ASC 321 requires all equity investments within its scope to be
measured at fair value with changes in fair value recognized in net income.

The following table summarizes the unrealized and realized gains and losses recognized in net income on equity
securities during the three months ended March 31, 2018:

. Three Months
(Dollars in thousands) Ended
March 31, 2018
Net gains and (losses) recognized during the period on equity securities $ 6 )
Less: Net gains and (losses) recognized during the period on equity securities sold during the
period i
Unrealized gains and (losses) recognized during the reporting period on equity securities still held $ © )

at the reporting date

14
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ASC Topic 320, Investments — Debt and Equity Securities, clarifies the interaction of the factors that should be
considered when determining whether a debt security is other-than-temporarily impaired. Management must assess
whether (a) it has the intent to sell the security and (b) it is more likely than not that it will be required to sell the
security prior to its anticipated recovery. These steps are taken before an assessment is made as to whether the entity
will recover the cost basis of the investment. In instances when a determination is made that an other-than-temporary
impairment exists and the entity does not intend to sell the debt security and it is not more likely than not that it will
be required to sell the debt security prior to its anticipated recovery, the other-than-temporary impairment is separated
into the amount of the total other-than-temporary impairment related to a decrease in cash flows expected to be
collected from the debt security (the credit loss) and the amount of the total other-than-temporary impairment related
to all other factors. The amount of the total other-than-temporary impairment related to the credit loss is recognized in
earnings. The amount of the total other-than-temporary impairment related to all other factors is recognized in other
comprehensive income (loss).

The following tables show gross unrealized losses and fair values of securities available for sale, aggregated by
category and length of time the individual securities have been in a continuous unrealized loss position, at March 31,
2018 and December 31, 2017:

Unrealized Losses at March 31, 2018

Less Than 12 Months 12 Months or More Total
Number Number Number

(Dollars in thousands) of Fair Unrealized of Fair Unrealized of Fair Unrealized
Securindse Losses Securltudse Losses Securiudse Losses

Obligations of U.S. Government
agencies and corporations
Obligations of state and political ;16 450 (173 ) 6 3742 (227 ) 23 14192 (400 )
subdivisions

Mortgage-backed securities 25 52253 (1,381 ) 20 36,929 (1,539 ) 45 89,182 (2,920 )

Total temporarily impaired 47 $73,391 $(1,866 ) 41 $63,796 $(2,637 ) 88 $137,187 $(4,503 )

5 $10,688 $(312 ) 15 $23,125 $(871 ) 20 $33.813 $(1,183 )

securities
Unrealized Losses at December 31, 2017
Less Than 12 Months 12 Months or More Total
Number Number Number
(Dollars in thousands) of Fair Unrealizedof Fair Unrealized of Fair Unrealized
Securindse Losses Securltudse Losses Securindse Losses

Obligations of U.S. Government
agencies and corporations
Obligations of state and political

5 $10.845 $ (157 ) 15 $23,369 $(627 ) 20 $34,214 $(784 )

23 10491 (70 ) 6 3,862 (108 ) 29 14,353 a78 )

subdivisions

Mortgage-backed securities 23 51,050 (518 ) 20 38,740 (955 ) 43 89,790 (1,473 )
Total debt securities 51 72,386 (745 ) 41 65971 (1,690 ) 92 138,357 (2,435 )
Equity securities 1 9 - 1 4 - 2 13 -
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Total temporarily impaired

.. 52 $72,395 $ (745 ) 42 $65,975 $(1,690 ) 94 $138,370 $(2,435 )
securities

At March 31, 2018, 20 U.S. Government agency and corporation securities had unrealized losses that, in the
aggregate, did not exceed 1.0% of the amortized cost of the securities portfolio. Fifteen of these securities have been
in a continuous loss position for 12 months or more.

At March 31, 2018, 23 obligations of state and political subdivisions had unrealized losses that, in the aggregate, did
not exceed 1.0% of the amortized cost of the securities portfolio. Six of these securities has been in a continuous loss
position for 12 months or more.

15

29



Edgar Filing: JUNIATA VALLEY FINANCIAL CORP - Form 10-Q

At March 31, 2018, 45 mortgage-backed securities had an unrealized loss that did not exceed 2.0% of the amortized
cost of the securities portfolio. Twenty of these securities has been in a continuous loss position for 12 months or
more. The mortgage-backed securities in the Company’s portfolio are government sponsored enterprise (GSE)
pass-through instruments issued by the Federal National Mortgage Association (FNMA) or Federal Home Loan
Mortgage Corporation (FHLMC), which guarantees the timely payment of principal on these investments.

The unrealized losses noted above are considered to be temporary impairments. The decline in the values of the debt
securities is due only to interest rate fluctuations, rather than erosion of issuer credit quality. As a result, the payment
of contractual cash flows, including principal repayment, is not at risk. Because the Company does not intend to sell
the securities, does not believe the Company will be required to sell the securities before recovery and expects to
recover the entire amortized cost basis, none of the debt securities are deemed to be other-than-temporarily impaired
for the periods ended, March 31, 2018, March 31, 2017 and December 31, 2017, respectively.

Equity securities owned by the Company consist of common stock of various financial services providers.
Management identified no other-than-temporary impairment as of, or for the periods ended December 31, 2017 and
March 31, 2017.

6. Loans and Related Allowance for Credit Losses

Loans that the Company has the intent and ability to hold for the foreseeable future or until maturity or payoff are
stated at the outstanding unpaid principal balances, net of any deferred fees or costs and the allowance for loan losses.
Interest income on all loans, other than nonaccrual loans, is accrued over the term of the loans based on the amount of
principal outstanding. Unearned income is amortized to income over the life of the loans, using the interest method.

The loan portfolio is segmented into commercial and consumer loans. Commercial loans are comprised of the
following classes of loans: (1) commercial, financial and agricultural, (2) commercial real estate, (3) real estate
construction, a portion of (4) mortgage loans and (5) obligations of states and political subdivisions. Consumer loans
are comprised of a portion of (4) mortgage loans and (6) personal loans.

Loans on which the accrual of interest has been discontinued are designated as non-accrual loans. Accrual of interest
on loans is generally discontinued when the contractual payment of principal or interest has become 90 days past due
or reasonable doubt exists as to the full, timely collection of principal or interest. However, it is the Company’s policy
to continue to accrue interest on loans over 90 days past due as long as (1) they are guaranteed or well secured and (2)
there is an effective means of timely collection in process. When a loan is placed on non-accrual status, all unpaid
interest credited to income in the current year is reversed against current period income, and unpaid interest accrued in
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prior years is charged against the allowance for loan losses. Interest received on nonaccrual loans generally is either
applied against principal or reported as interest income, according to management’s judgment as to the collectability of
principal. Generally, accruals are resumed on loans only when the obligation is brought fully current with respect to
interest and principal, has performed in accordance with the contractual terms for a reasonable period of time and the
ultimate collectability of the total contractual principal and interest is no longer in doubt.

The Company originates loans in the portfolio with the intent to hold them until maturity. At the time the Company no
longer intends to hold loans to maturity based on asset/liability management practices, the Company transfers loans
from its portfolio to held for sale at fair value. Any write-down recorded upon transfer is charged against the
allowance for loan losses. Any write-downs recorded after the initial transfers are recorded as a charge to other
non-interest expense. Gains or losses recognized upon sale are included in gains on sales of loans which is a
component of non-interest income.

Loans Held for Sale

The Company also originates residential mortgage loans with the intent to sell. These individual loans are normally
funded by the buyer immediately. The Company maintains servicing rights on these loans. Mortgage servicing rights
are recognized as an asset upon the sale of a mortgage loan. A portion of the cost of the loan is allocated to the
servicing right based upon relative fair value. Servicing rights are intangible assets and are carried at estimated fair
value. Adjustments to fair value are recorded as non-interest income and included in mortgage banking income in the
consolidated statements of income.
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In a business combination, the Company may acquire loans which it intends to sell. These loans are assigned a fair
value by obtaining actual bids on the loans and adjusting for contingencies in the bids. These loans are carried at lower
of cost or market value until sold, adjusted periodically if conditions change before the subsequent sale. Adjustments
to fair value and gains or losses recognized upon sale are included in gains on sales of loans which is a component of
non-interest income.

Commercial, Financial and Agricultural Lending

The Company originates commercial, financial and agricultural loans primarily to businesses located in its primary
market area and surrounding areas. These loans are used for various business purposes, which include short-term loans
and lines of credit to finance machinery and equipment purchases, inventory and accounts receivable. Generally, the
maximum term for loans extended on machinery and equipment is shorter and does not exceed the projected useful
life of such machinery and equipment. Most business lines of credit are written with a five year maturity, subject to an
annual credit review.

Commercial loans are generally secured with short-term assets; however, in many cases, additional collateral, such as
real estate, is provided as additional security for the loan. Loan-to-value maximum values have been established by
the Company and are specific to the type of collateral. Collateral values may be determined using invoices, inventory
reports, accounts receivable aging reports, collateral appraisals, and other methods.

In underwriting commercial loans, an analysis of the borrower’s character, capacity to repay the loan, the adequacy of
the borrower’s capital and collateral, as well as an evaluation of conditions affecting the borrower, is performed.
Analysis of the borrower’s past, present and future cash flows is also an important aspect of the Company’s analysis.

Concentration analysis assists in identifying industry specific risk inherent in commercial, financial and agricultural
lending. Mitigants include the identification of secondary and tertiary sources of repayment and appropriate increases
in oversight.

Commercial, financial and agricultural loans generally present a higher level of risk than certain other types of loans,
particularly during slow economic conditions.

Commercial Real Estate Lending
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The Company engages in commercial real estate lending in its primary market area and surrounding areas. The
Company’s commercial real estate portfolio is secured primarily by residential housing, commercial buildings, raw
land and hotels. Generally, commercial real estate loans have terms that do not exceed 20 years, have loan-to-value
ratios of up to 80% of the appraised value of the property and are typically secured by personal guarantees of the
borrowers.

As economic conditions deteriorate, the Company reduces its exposure in real estate loans with higher risk
characteristics. In underwriting these loans, the Company performs a thorough analysis of the financial condition of
the borrower, the borrower’s credit history, and the reliability and predictability of the cash flow generated by the
property securing the loan. Appraisals on properties securing commercial real estate loans originated by the Company
are performed by independent appraisers.

Commercial real estate loans generally present a higher level of risk than certain other types of loans, particularly
during slow economic conditions.

Real Estate Construction Lending

The Company engages in real estate construction lending in its primary market area and surrounding areas. The
Company’s real estate construction lending consists of commercial and residential site development loans, as well as
commercial building construction and residential housing construction loans.

The Company’s commercial real estate construction loans are generally secured with the subject property, and
advances are made in conformity with a pre-determined draw schedule supported by independent inspections. Terms
of construction loans depend on the specifics of the project, such as estimated absorption rates, estimated time to
complete, etc.
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In underwriting commercial real estate construction loans, the Company performs a thorough analysis of the financial
condition of the borrower, the borrower’s credit history, the reliability and predictability of the cash flow generated by
the project using feasibility studies, market data, and other resources. Appraisals on properties securing commercial
real estate loans originated by the Company are performed by independent appraisers.

Real estate construction loans generally present a higher level of risk than certain other types of loans, particularly
during slow economic conditions. The difficulty of estimating total construction costs adds to the risk as well.

Mortgage Lending

The Company’s real estate mortgage portfolio is comprised of consumer residential mortgages and business loans
secured by one-to-four family properties. One-to-four family residential mortgage loan originations, including home
equity installment and home equity lines of credit loans, are generated by the Company’s marketing efforts, its present
customers, walk-in customers and referrals. These loans originate primarily within the Company’s market area or with
customers primarily from the market area.

The Company offers fixed-rate and adjustable rate mortgage loans with terms up to a maximum of 25-years for both
permanent structures and those under construction. The Company’s one-to-four family residential mortgage
originations a