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Note 1:  Summary of Significant Accounting Policies 
 

LOANS 
Loans are reported at their recorded investment, which is the outstanding principal balance plus accrued interest and 

net of any unearned income, such as deferred fees or costs, charge-offs and unamortized premiums or discounts on 

originated loans.  Interest on loans is recognized over the term of the loan and is calculated using the simple-interest 

method on principal amounts outstanding.   

 

Deferred Loan Fees and Costs 

Certain loan origination costs are deferred and the net cost is recognized as an adjustment to interest income using 

the interest method over the contractual life of the loans, adjusted for estimated prepayments based on the Bank’s 

historical prepayment experience. [ASC 310-10-50-2(a), 310-10-50-2(d)] 

 

ALLOWANCE FOR LOAN LOSSES 
The allowance for loan losses reflects management’s judgment of probable loan losses inherent in the portfolio at 

the balance sheet date. Management uses a disciplined process and methodology to establish the allowance for 

losses each quarter.  To determine the total allowance for loan losses, the Company estimates the reserves needed 

for each segment of the portfolio, including loans analyzed individually and loans analyzed on a pooled basis. The 

allowance for loan losses consists of amounts applicable to: (i) the commercial loan portfolio; (ii) the construction 

loan portfolio; (iii) the real estate portfolio; (iv) the consumer loan portfolio.  

 

To determine the balance of the allowance account, loans are pooled by portfolio segment and losses are modeled 

using historical experience, quantitative and other mathematical techniques over the loss emergence period. Each 

class of loan exercises significant judgment to determine the estimation method that fits the credit risk 

characteristics of its portfolio segment. The Company uses both internally developed and vendor supplied models in 

this process. Management must use judgment in establishing additional input metrics for the modeling processes. 
The models and assumptions used to determine the allowance are independently validated and reviewed to ensure 

that their theoretical foundation, assumptions, data integrity, computational processes, reporting practices, and end-

user controls are appropriate and properly documented.  

 

The establishment of the allowance for loan losses relies on a consistent process that requires multiple layers of 

management review and judgment and responds to changes in economic conditions, member behavior, and 

collateral value, among other influences. From time to time, events or economic factors may affect the loan 

portfolio, causing management to provide additional amounts to or release balances from the allowance for loan 

losses. The Company’s allowance for loan losses is sensitive to risk ratings assigned to individually evaluated loans 

and economic assumptions and delinquency trends driving statistically modeled reserves. Individual loan risk ratings 

are evaluated based on each situation by experienced senior credit officers.  
 

Management monitors differences between estimated and actual incurred loan losses.  This monitoring process 

includes periodic assessments by senior management of loan portfolios and the models used to estimate incurred 

losses in those portfolios.  Additions to the allowance for loan losses are made by charges to the provision for loan 

losses.  Credit exposures deemed to be uncollectible are charged against the allowance for loan losses.  Recoveries 

of previously charged off amounts are credited to the allowance for loan losses. 

 

LOAN CHARGE-OFF POLICIES 

Consumer loans are generally fully or partially charged down to the fair value of collateral securing the asset when: 

• management judges the asset to be uncollectible;  

• repayment is deemed to be protracted beyond reasonable time frames; 

• the asset has been classified as a loss by either the internal loan review process or external examiners; 
• the borrower has filed bankruptcy and the loss becomes evident owing to a lack of assets; or 

• the loan is 180 days past due unless both well secured and in the process of collection. 
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LOAN CHARGE-OFF POLICIES (continued) 
 

For other loans, the Company’s charge-off policies are as follows: 

 

Real Estate -  Loans are generally charged down to the net realizable value when the loan is 180 days past due. 

 

Commercial Loans - Generally charge-off when the loan is 180 days past due. 

 

Construction Loans - Generally fully charge-off when the loan is 180 days past due. 

 

Other Secured Loans  - Generally fully or partially charge down to the net realizable value when the loan is 120 

days past due. 

 

In addition, the Company generally fully charges-off uncollectible trade receivables that have a contractual maturity 

of one year or less and arose from services provided when the receivable is 120 days past due.  
[ASC 310-10-50-4(A), 310-10-50-11B(b)] 

 

 

TROUBLED DEBT RESTRUCTURINGS  

In situations where, for economic or legal reasons related to a borrower’s financial difficulties, management may 

grant a concession for other than an insignificant period of time to the borrower that would not otherwise be 

considered, the related loan is classified as a TDR. Management strives to identify borrowers in financial difficulty 

early and work with them to modify to more affordable terms before their loan reaches nonaccrual status. These 

modified terms may include rate reductions, principal forgiveness, payment forbearance and other actions intended 

to minimize the economic loss and to avoid foreclosure or repossession of the collateral. In cases where borrowers 

are granted new terms that provide for a reduction of either interest or principal, management measures any 
impairment on the restructuring as noted above for impaired loans. 

 

In addition to the allowance for the pooled portfolios, management has developed a separate allowance for loans that 

are identified as impaired through a troubled debt restructuring (TDR). These loans are excluded from pooled loss 

forecasts and a separate reserve is provided under the accounting guidance for loan impairment. Consumer loans 

whose terms have been modified in a TDR are also individually analyzed for estimated impairment. 
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Note 2:  Loans Receivable and Allowance for Loan Losses 
 

ALLOWANCE FOR LOAN LOSSES 

Management has an established methodology to determine the adequacy of the allowance for loan losses that 

assesses the risks and losses inherent in the loan portfolio. For purposes of determining the allowance for loan 

losses, The Company has segmented certain loans in the portfolio by product type.  Loans are segmented into the 

following pools:  commercial, construction, real estate, and consumer. The Company also sub-segments these 

segments into classes based on the associated risks within those segments.  Commercial loans are divided into the 

following two classes: financial and agricultural.  Construction loans are divided into the following two classes:  

construction and development:  Real estate loans are divided into three classes: First Mortgages, Commercial and 
Home Equity Loans.  In addition, Consumer loans are divided into three classes: Unsecured Loans with less than 

one year maturity, Credit Cards and Unsecured Loans with 2 to 5 year maturities.  Each class of loan exercises 

significant judgment to determine the estimation method that fits the credit risk characteristics of its portfolio 

segment. The Company uses both internally developed and vendor supplied models in this process. Management 

must use judgment in establishing additional input metrics for the modeling processes. The models and assumptions 

used to determine the allowance are independently validated and reviewed to ensure that their theoretical 

foundation, assumptions, data integrity, computational processes, reporting practices, and end-user controls are 

appropriate and properly documented.  

 

The following is how management determines the balance of the allowance account for each segment or class of 

loans. 
 

Commercial Loans 

 

Commercial loans are pooled by portfolio class and an historical loss percentage is applied to each class.  Historical 

loss percentage time frames vary between classes. These time frames are based on historical loss experience 

modeling and other quantitative and mathematical migration techniques over the loss emergence period. At 

December 31, 2011, the historical loss time frame for each class was as follows: 

 

Commercial – 24 Months 

Agricultural – 18 Months 

 

Based on credit risk assessment and management’s analysis of leading predictors of losses, additional loss 
multipliers are applied to loan balances.  During the year, the Company has applied additional loss estimations based 

on the current business bankruptcy rates for the Metropolitan Statistical Area (MSA) in which the business operates.  

Additional loss estimations were applied to agricultural loan balances based on the current National Consumer Price 

Index. 

 

Construction Loans 

 

Construction loans are pooled by portfolio class and an historical loss percentage is applied to each class.  Historical 

loss percentage time frames vary between classes. These time frames are based on historical loss experience 

modeling and other quantitative and mathematical migration techniques over the loss emergence period. At 

December 31, 2011, the historical loss time frame for each class was as follows: 
 

Commercial Construction – 12 Months 

Residential Development – 24 Months 

 

Based on credit risk assessment and management’s analysis of leading predictors of losses, additional loss 

multipliers are applied to loan balances.  During the year, the Company has applied additional loss estimations based 

on the current vacancy rates for the MSA in which the property is being built for commercial construction.  

Additional loss estimations based on housing starts and finishes for the State in which the house is located is applied 

to balances of residential development loans 
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ALLOWANCE FOR LOAN LOSSES (continued) 

 

Real Estate Loans 
 

Real estate loans are pooled by portfolio class and an historical loss percentage is applied to each class.  Historical 

loss percentage time frames vary between classes. These time frames are based on historical loss experience 

modeling and other quantitative and mathematical migration techniques over the loss emergence period. At 

December 31, 2011, the historical loss time frame for each class was as follows: 

 

First Mortgages – 120 Months 

Commercial – 48 Months 

Home Equity – 60 Months 

 

Management estimates an additional component of the allowance for loan losses for the non-impaired real estate 

segment through the application of loss factors to loans grouped by their individual credit risk rating specialists. 
These ratings reflect the estimated default probability and quality of underlying collateral. The loss factors used are 

statistically derived through the observation of losses incurred for loans within each internal credit risk rating over a 

specified period of time.  

 

In addition, based on management’s analysis of leading predictors of losses, additional loss multipliers are applied to 

the loan balances.  Currently, management has applied additional loss estimations based on the current 

unemployment rate for the state in which the borrower resides and the current foreclosure rate within the 

Metropolitan Statistical Area (MSA) the residence is located.  Management also applies additional loss estimations 

for commercial real estate loans based on the current occupancy rates within the MSA the commercial property is 

located.   

 

Consumer Portfolio 

 

Consumer loans are pooled by portfolio class and an historical loss percentage is applied to each class.  Historical 

loss percentage time frames vary between classes. These time frames are based on historical loss experience 

modeling and other quantitative and mathematical migration techniques over the loss emergence period. At 

December 31, 2011, the historical loss time frame for each class was as follows: 

 

Unsecured Loans less than one year maturity – 6 Months 

Credit Cards – 12 Months 

Unsecured Loans 2 to 5 year maturity - 36 Months 

 

Based on credit risk assessment and management’s analysis of leading predictors of losses, additional loss 
multipliers are applied to loan balances.  During the year, management has applied additional loss estimations based 

on the current unemployment rate for the state in which the borrower resides and on the current borrower’s FICO 

score. 

 

Another external factor utilized is the number of accounts opened within the last 12 months by zip code.  This 

criterion is used to measure financial stress within the related zip code.  Criteria ranges are created and loss 

multipliers are linked to each range.  The applicable loss multipliers are then applied to the unsecured and credit 

card balances to estimate the allowance balance for the segment.  
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ALLOWANCE FOR LOAN LOSSES (continued) 

 

 

The Company’s Estimation Process 

 

The Company estimates loan losses under multiple economic scenarios to establish a range of potential outcomes for 

each criterion applied to the allowance calculation. Management applies judgment to develop its own view of loss 

probability within that range, using external and internal parameters with the objective of establishing an allowance 

for the losses inherent within these portfolios as of the reporting date.  

 

Substantially all of the Company’s consumer loans are secured by collateral.  In order to track and measure the risk 

of nonperformance for this segment, management uses loan-to-value estimations based on the MSA where the 

collateral is located.  Management determines loss multipliers based on the loan-to-value percentage. There is an 

inverse relationship between the LTV percentage and the loss multiplier.  The higher the LTV percentage, the lower 

the risk of the Company not receiving all contractual amounts of the loan.   
 

Reflected in the portions of the allowance previously described is an amount for imprecision or uncertainty that 

incorporates the range of probable outcomes inherent in estimates used for the allowance, which may change from 

period to period. This amount is the result of the Company’s judgment of risks inherent in the portfolios, economic 

uncertainties, historical loss experience and other subjective factors, including industry trends, calculated to better 

reflect the Company’s view of risk in each loan portfolio.  No single statistic or measurement determines the 

adequacy of the allowance for loan loss.  Changes in the allowance for loan loss and the related provision expense 

can materially affect net income. 

 

Loans by Segment 

 
The total allowance reflects management’s estimate of loan losses inherent in the loan portfolio at the balance sheet 

date. The Company considers the allowance for loan losses of $X.X million adequate to cover loan losses inherent 

in the loan portfolio, at December 31, 2011. The following table presents by portfolio segment, the changes in the 

allowance for loan losses and the recorded investment in loans. 

[ASC 310-10-50-4, 310-10-50-11(B), 
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ALLOWANCE FOR LOAN LOSSES (continued) 

 

 

[ASC 310-10-50-11(B)] 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Allowance for Loan Losses and Recorded Investment in Loans 

For the Year Ended December 31, 2011 

2011 Commercial 

Loans 

Construction 

Loans 

Real Estate 

Loans 

 

Consumer  

Loans 

Total        

Allowance for Loan Losses:  

Beginning balance $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX        
Charge-offs XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX        
Recoveries XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX        
Provision XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX        
Ending balance $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX        
Ending balance: 
individually evaluated 

for impairment 

$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX        

Ending balance: 

collectively evaluated 

for impairment 

$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX        

Ending balance: 

acquired loans with 

deteriorated credit 

quality 

$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX        

Financing receivables:  

Ending balance $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX        
Ending balance: 

individually evaluated 

for impairment 

$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX        

Ending balance: 

collectively evaluated 
for impairment 

$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX        

Ending balance: 

acquired loans with 

deteriorated credit 

quality 

$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX        
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CHANGES IN ACCOUNTING METHODOLOGY 

Due to the ongoing financial crisis facing the country, the Company has implemented changes to its allowance for 

loan loss methodology in the current period.  In prior years, management used a loss emergence period of 60 months 
for all segments when estimating the historical charge-off rates.  In 2011, management changed the emergence 

periods to better reflect the risk related to each individual segment or class of loans.  Following is a listing of the 

changes made to each segment: 

 

Commercial – The Company reduced the historical loss period to 24 months for commercial financial loans and 18 

months for agricultural loans.  In addition, management began using business bankruptcy rates and National CPI as 

external criteria for loan loss estimation. 

 

Construction – The Company reduced the historical loss period to 12 months for construction loans and 24 months 

for development loans.  In addition, management began using vacancy rates and housing starts and finishes as 

external criteria for loan loss estimation 

 
Real Estate – The Company reduced Commercial real estate loans to 48 months and extended First Mortgages 

historical loss period to 120 months.  In addition, management began using state unemployment rates, occupancy 

rates and foreclosure rates as external criteria for loan loss estimation. 

 

Consumer Secured Loans – The Historical loss period remained the same for 2011. 

 

Unsecured Loans and Credit Cards – The Company created new classes of unsecured loans and reduced the 

historical loss period to 6 months for Unsecured loans with a maturity greater than a year, reduced the unsecured 

loan historical loss on loans with maturities less than one year to 6 months and reduced credit cards to 12 months. In 

addition, management began using FICO Score as external criteria for loan loss estimation at the class level. 

 
The following table represents the effects of changes to methodology from the prior period on the current period 

provision. 

 

2011 
Calculated Provision based on 

Prior Year Methodology 

Calculated Provision based on 

Current Year Methodology 
Difference 

Portfolio Segment: 

Commercial $XX,XXX $XX,XXX $XX,XXX 

Construction $XX,XXX $XX,XXX $XX,XXX 

Real Estate $XX,XXX $XX,XXX $XX,XXX 

Consumer $XX,XXX $XX,XXX $XX,XXX 

Total $XX,XXX $XX,XXX $XX,XXX 

[ARC 310-10-50-11B(a3), -11B(d)] 
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CREDIT QUALITY INFORMATION 

The following tables represent corporate credit exposures by creditworthiness category for years ended December 

31, 2011 and 2010, respectively.  The use of creditworthiness categories to grade loans permits management’s use of 
migration analysis to estimate a portion of credit risk.  The Company’s internal creditworthiness grading system is 

based on experiences with similarly graded loans. Category ratings are reviewed each quarter, at which time 

management analyzes the resulting scores, as well as other external statistics and factors, to track the migration of 

loan performance.  Loans that trend upward toward higher levels generally have a lower risk factor associated.  

Whereas, loans that migrate toward lower ratings generally will result in a higher risk factor being applied to those 

related loan balances.  

 

The Company’s internal risk ratings are as follows: 

 

Category AAA – Borrower has improved financial position over previous quarter 

Category AA – Borrower has improved financial position over previous quarter 

Category A – Borrower has no change in financial position from previous quarter 
Category BBB – Borrower has slight deterioration of financial position from previous quarter 

Category BB – Borrower has ongoing deterioration of financial position over previous three quarters 

Category B – Borrower has significant deterioration of financial position over previous year 

[ARC 310-10-50-29(a), 310-10-50-29(c), 310-10-50-30] 

 

 

Credit Quality Indicators 

As of December 31, 2011, and 2010 

Corporate Credit Exposure 

Credit risk profile by Creditworthiness Category by Class of Loan 

2011 Commercial Agricultural Commercial 

Construction 

Commercial 

Mortgages 

AAA $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

AA XX,XXX XX,XXX XX,XXX XX,XXX 

A XX,XXX XX,XXX XX,XXX XX,XXX 

BBB XX,XXX XX,XXX XX,XXX XX,XXX 

BB XX,XXX XX,XXX XX,XXX XX,XXX 

B XX,XXX XX,XXX XX,XXX XX,XXX 

Total $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

 

 

Corporate Credit Exposure 

Credit risk profile by Creditworthiness Category by Class of Loan 

2010 Commercial Agricultural Commercial 

Construction 

Commercial 

Mortgages 

AAA $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

AA XX,XXX XX,XXX XX,XXX XX,XXX 

A XX,XXX XX,XXX XX,XXX XX,XXX 

BBB XX,XXX XX,XXX XX,XXX XX,XXX 

BB XX,XXX XX,XXX XX,XXX XX,XXX 

B XX,XXX XX,XXX XX,XXX XX,XXX 

Total $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

[ARC 310-10-50-29(b)] 
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CREDIT QUALITY INFORMATION (continued) 

 

The following tables represent consumer credit exposures by internally assigned grades for years ended December 

31, 2011 and 2010, respectively.  The grading analysis estimates the capability of the borrower to repay the 
contractual obligations of the loan agreements as scheduled or at all. The Company’s internal credit risk grading 

system is based on experiences with similarly graded loans. Credit risk grades are refreshed each quarter as they 

become available, at which time management analyzes the resulting scores, as well as other external statistics and 

factors, to track loan performance.   

 

The Company’s internally assigned grades are as follows: 

 

Pass – No change in credit rating of borrower and loan-to-value ratio of asset 

Special Mention – Deterioration in either the credit rating of borrower or loan-to-value of asset 

Substandard – Significant deterioration in credit rating of borrower and loan-to-value ratio of asset 

 

 

Consumer Credit Exposure 

Credit risk profile by Internally Assigned Grade by Class of Loan 

2011 Residential 
Development 

First 
Mortgages 

Home 
Equities 

Pass $XX,XXX $XX,XXX $XX,XXX 

Special Mention   XX,XXX   XX,XXX   XX,XXX 

Substandard   XX,XXX   XX,XXX   XX,XXX 

Total $XX,XXX $XX,XXX $XX,XXX 

 

Consumer Credit Exposure 

Credit risk profile by Internally Assigned Grade by Class of Loan 

2010 Residential 

Development 

First 

Mortgages 

Home 

Equities 

Pass $XX,XXX $XX,XXX $XX,XXX 

Special Mention   XX,XXX   XX,XXX   XX,XXX 

Substandard   XX,XXX   XX,XXX   XX,XXX 

Total $XX,XXX $XX,XXX $XX,XXX 

 

The following tables present performing and nonperforming consumer loans and finance leases based on payment 

activity for the years ended December 31, 2011 and 2010, respectively.  Payment activity is reviewed by 

management on a monthly basis to determine how loans are performing.  Loans are considered to be nonperforming 

when days delinquent is greater than 45 days in the previous quarter.  Total net additions to nonperforming loans in 

2011 were $X.X million compared to $X.X million in 2010.  The net additions to nonperforming loans in 2011 were 

driven primarily by the consumer portfolios reflecting a weak economy, seasoning of loans originated in periods of 

higher growth and performing loans that were accelerated into nonperforming loan status upon modification in a 

TDR. 
 

Nonperforming loans also include certain loans that have been modified in TDRs where economic concessions have 

been granted to borrowers who have experienced or are expected to experience financial difficulties.  These 

concessions typically result from the Company’s loss mitigation activities and could include reductions in the 

interest rate, payment extensions, forgiveness of principal, forbearance or other actions.  Certain TDRs are classified 

as nonperforming at the time of restructure and may only be returned to performing status after considering the 

borrower’s sustained repayment performance for a reasonable period, generally six months. 

 

Nonperforming loans represented X% and X% of total loans for years ended December 31, 2011 and 2010, 

respectively.  Management believes the likelihood of loss for nonperforming loans  is increased for the current  
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CREDIT QUALITY INFORMATION (continued) 

 

 

period due to the continued weak economy and the growth of performing loans transferred to nonperforming status 
upon modification in a TDR.   

[ARC 310-10-50-29(a), 310-10-50-29(c), 310-10-50-30] 

 

Credit Quality Indicators 

As of December 31, 2011, and 2010 

Consumer Credit Exposure 

Credit risk profile based on payment activity 

2011 Consumer 

Secured 

Unsecured < 

1 Year 

Credit Cards Unsecured > 

1 Year 

Financing Leases 

Performing $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Nonperforming $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Total $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

 
Consumer Credit Exposure 

Credit risk profile based on payment activity 

2010 Consumer 

Secured 

Unsecured < 

1 Year 

Credit Cards Unsecured > 

1 Year 

Financing Leases 

Performing $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Nonperforming $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Total $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

 [ARC 310-10-50-29(b)] 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

11 
 

 

AGE ANALYSIS OF PAST DUE FINANCING RECEIVABLES BY CLASS 

 

Following is a table which includes an aging analysis of the recorded investment of past due financing receivables as 

of December 31, 2011 and 2010, respectively.  Also included are loans that are 90 days or more past due as to 
interest and principal and still accruing, because they are (1) well-secured and in the process of collection or (2) real 

estate loans or loans exempt under regulatory rules from being classified as nonaccrual. 

[ASC 310-10-50-7b, 310-10-50-7A] 

 

 

Credit Quality Information 
Age Analysis of Past Due Financing Receivables by Class of Financing Receivable 
As of December 31, 2011, and 2010 

2011 
31–60 

Days Past 

Due 

61–90 Days 

Past Due 

Greater Than 

90 Days 
Total Past Due Current 

Total 

Financing 

Receivables 

Recorded 

Investment  

> 90 Days 

and 

Accruing 

Commercial $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Consumer 

Secured 
XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX 

First Mortgages XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX 

Commercial 

Mortgages 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured less 

than 1 year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Credit Card XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX 

Unsecured 

greater than 1 

year 

XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX XX,XXX 

        

Total $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 
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AGE ANALYSIS OF PAST DUE FINANCING RECEIVABLES BY CLASS (continued) 
 

2010 
31–60 

Days Past 

Due 

61–90 Days 

Past Due 

Greater Than 

90 Days 
Total Past Due Current 

Total 

Financing 

Receivables 

Recorded 

Investment  

> 90 Days 

and 

Accruing 

Commercial $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Consumer 

Secured 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Mortgages 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured less 

than 1 year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured 

greater than 1 

year 

$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

        

Total $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

 
 

 

IMPAIRED LOANS 

 

Management considers a loan to be impaired when, based on current information and events, it is determined that 

the Company will not be able to collect all amounts due according to the loan contract, including scheduled interest 

payments. Determination of impairment is treated the same across all classes of loans.  When management identifies 

a loan as impaired, the impairment is measured based on the present value of expected future cash flows, discounted 

at the loan’s effective interest rate, except when the sole (remaining) source of repayment for the loan is the 

operation or liquidation of the collateral. In these cases management uses the current fair value of the collateral, less 

selling costs when foreclosure is probable, instead of discounted cash flows. If management determines that the 
value of the impaired loan is less than the recorded investment in the loan (net of previous charge-offs, deferred loan 

fees or costs and unamortized premium or discount), impairment is recognized through an allowance estimate or a 

charge-off to the allowance.  

 

When the ultimate collectability of the total principal of an impaired loan is in doubt and the loan is on nonaccrual 

status, all payments are applied to principal, under the cost recovery method. When the ultimate collectability of the 

total principal of an impaired loan is not in doubt and the loan is on nonaccrual status, contractual interest is credited 

to interest income when received, under the cash basis method. 

[ARC 310-10-50-14(A), 310-10-50-15(b), -15(d,) -15(e), 310-10-50-16] 

 

The following table includes the recorded investment and unpaid principal balances for impaired financing 

receivables with the associated allowance amount, if applicable.  Management determined the specific allowance 
based on the present value of expected future cash flows, discounted at the loan’s effective interest rate, except when 

the remaining source of repayment for the loan is the operation or liquidation of the collateral.  In those cases, the 

current fair value of the collateral, less selling costs was used to determine the specific allowance recorded. 

 

Also presented are the average recorded investments in the impaired loans and the related amount of interest 

recognized during the time within the period that the impaired loans were impaired. When the ultimate collectability  
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IMPAIRED LOANS (continued) 

 

of the total principal of an impaired loan is in doubt and the loan is on nonaccrual status, all payments are applied to 

principal, under the cost recovery method. When the ultimate collectability of the total principal of an impaired loan 
is not in doubt and the loan is on nonaccrual status, contractual interest is credited to interest income when received, 

under the cash basis method.  The average balances are calculated based on the month-end balances of the financing 

receivables of the period reported. 

 [ARC 310-10-50-15(b), 310-10-50-17] 

 
Impaired Loans by Class 
For the Years Ended December 31, 2011, and 2010 

2011 
Recorded Investment Unpaid Principal Balance Associated Allowance 

Average Recorded 

Investment 

Interest Income 

Recognized 

With no specific allowance recorded:  

Commercial $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX 

$ 
$XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX 

$ 
$XX,XXX $XX,XXX 

Consumer Secured $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Commercial Mortgages $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Unsecured less than 1 

year 
$XX,XXX $XX,XXX 

$ 
$XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Unsecured greater than 1 

year 
$XX,XXX $XX,XXX 

$ 
$XX,XXX $XX,XXX 

With an allowance recorded: 

Commercial $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Consumer Secured $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured less than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured greater than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Total: 

Commercial $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Consumer Secured $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured less than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured greater than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 
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IMPAIRED LOANS (continued) 

 
Impaired Loans by Class 
For the Years Ended December 31, 2011, and 2010 

2010 
Recorded Investment Unpaid Principal Balance Associated Allowance 

Average Recorded 

Investment 

Interest Income 

Recognized 

With no specific allowance recorded:  

Commercial $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Consumer Secured $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Commercial Mortgages $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Unsecured less than 1 

year 
$XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Unsecured greater than 1 

year 
$XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

With an allowance recorded:  

Commercial $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Consumer Secured $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured less than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured greater than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Total:  

Commercial $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Consumer Secured $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured less than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured greater than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

[ARC 310-10-50-14(A), 310-10-50-15(a3i), -15(a3ii), 15(a4), -15(c1), -15(c2)  
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NONACCRUAL LOANS 

 

The Company generally places loans on nonaccrual status when the full and timely collection of interest or principal 
becomes uncertain, part of the principal balance has been charged off and no restructuring has occurred or the loans 

reach a certain number of days past due.  Classes of loans and their respective days past due for nonaccrual statuses 

are as follows: 

 

First Mortgages are generally placed on nonaccrual status once they are 120 days past due. 

Home Equity Loans are generally placed on nonaccrual status once they are 90 days past due. 

Commercial Mortgages are generally placed on nonaccrual status once they are 120 days past due. 

Commercial Loans are generally placed on nonaccrual status once they are 90 days past due. 

Agricultural Loans are generally placed on nonaccrual status once they are 90 days past due. 

Commercial Construction Loans are generally placed on nonaccrual status once they are 60 days past due. 

Residential Development Loans are generally placed on nonaccrual status once they are 60 days past due. 

Unsecured Loans with maturities less than I year are generally placed on nonaccrual status once they are 60 days 
past due. 

Unsecured Loans with maturities greater than 1 year are generally placed on nonaccrual status once they are 90 

days past due. 

Credit Cards are generally placed on nonaccrual status once they are 90 days past due. 

Secured Loans are generally placed on nonaccrual status once they are 120 days past due. 

 

Generally, consumer loans not secured by real estate or other collateral are placed on nonaccrual status only when 

part of the principal has been charged off. These loans are charged off or charged down to the net realizable value of 

the collateral when deemed uncollectible, due to bankruptcy or other factors, or when they reach a defined number 

of days past due based on loan product, industry practice, country, terms and other factors. 

 
When management places a loan on nonaccrual status, the accrued unpaid interest receivable is reversed against 

interest income and the loan is accounted on the cash or cost recovery method, until it qualifies for return to accrual 

status. Generally, management returns a loan to accrual status when (a) all delinquent interest and principal become 

current under the terms of the loan agreement or (b) the loan is both well-secured and in the process of collection 

and collectability is no longer doubtful. 

 

The Company has determined that the entire balance of a loan is contractually delinquent for all classes if the 

minimum payment is not received by the specified due date on the borrower’s statement.  Interest and fees continue 

to accrue on past due loans until the date the loan goes into nonaccrual status, if applicable. [ASC 310-10-50-6(a-e)] 
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NONACCRUAL LOANS (continued) 

 

On the following table are the financing receivables on nonaccrual status as of December 31, 2011 and 2010, 
respectively.  The balances are presented by class of financing receivable.  [ASC 310-10-50-7a] 

 
 
Financing Receivables on Nonaccrual Status by Class 
As of December 31, 2011, and 2010 
 2011 2010 

Commercial $XX,XXX $XX,XXX 

Agricultural XX,XXX XX,XXX 

Commercial Construction XX,XXX XX,XXX 

Residential Development $XX,XXX $XX,XXX 

Consumer Secured XX,XXX XX,XXX 

First Mortgages XX,XXX XX,XXX 

Commercial Mortgages XX,XXX XX,XXX 

Home Equities XX,XXX XX,XXX 

Unsecured less than 1 year XX,XXX XX,XXX 

Credit Card XX,XXX XX,XXX 

Unsecured greater than 1 year XX,XXX XX,XXX 

Total $XX,XXX $XX,XXX 

 

 

 

OFF-BALANCE SHEET CREDIT EXPOSURES 
 

In addition to the allowance for loan losses, the Company also estimates probable losses related to unfunded lending 

commitments, such as letters of credit, financial guarantees and unfunded loan commitments. Unfunded lending 

commitments are subject to individual reviews and are analyzed and segregated by risk according to the Company’s 

internal risk rating scale. These risk classifications, in conjunction with an analysis of historical loss experience, 

current economic conditions, performance trends within specific portfolio segments and any other pertinent 

information, result in the estimation of the reserve for unfunded lending commitments. Provision for credit losses 

related to the loan and lease portfolio and unfunded lending commitments is reported in the Consolidated Statement 

of Income. 

[ASC 310-10-50-9, 310-10-50-10] 

 

 

MODIFICATIONS 

 

The Company’s loan portfolio also includes certain loans that have been modified in a Troubled Debt Restructuring 

(TDR), where economic concessions have been granted to borrowers who have experienced or are expected to 

experience financial difficulties.  These concessions typically result from the Company’s loss mitigation activities 

and could include reductions in the interest rate, payment extensions, forgiveness of principal, forbearance or other 

actions.  Certain TDRs are classified as nonperforming at the time of restructure and may only be returned to 

performing status after considering the borrower’s sustained repayment performance for a reasonable period, 

generally six months. 

 

When the Company modifies a loan, management evaluates any possible impairment based on the present value of 
expected future cash flows, discounted at the contractual interest rate of the original loan agreement, except when 

the sole (remaining) source of repayment for the loan is the operation or liquidation of the collateral. In these cases 

management uses the current fair value of the collateral, less selling costs, instead of discounted cash flows. If 

management determines that the value of the modified loan is less than the recorded investment in the loan (net of  
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MODIFICATIONS (continued) 

 

previous charge-offs, deferred loan fees or costs and unamortized premium or discount), impairment is recognized 
by segment or class of loan, as applicable, through an allowance estimate or a charge-off to the allowance. Segment 

and class status is determined by the loan’s classification at origination. 

[ARC 310-10-50-33(a1), -33(b), 310-10-50-34(a), -34(b)] 

 

The following tables include the recorded investment and number of modifications for modified loans.  The 

Company reports the recorded investment in the loans prior to a modification and also the recorded investment in 

the loans after the loans were restructured.  Management has also disclosed the recorded investment and number of 

modifications for troubled debt restructurings within the last year where a concession has been made, that then 

defaulted in the current reporting period. 

 

 
                                        Modifications by Class of Financing Receivable 
                                                                          For the Year Ended December 31, 2011 

2011 
Number of 

Modifications 

Recorded 

Investment 

Prior to 

Modification 

Recorded 

Investment 

After 

Modification 

 2010 
Number of 

Modifications 

Recorded 

Investment 

Prior to 

Modification 

Recorded 

Investment 

After 

Modification 

Troubled Debt Restructurings:  Troubled Debt Restructurings: 
  

Troubled Debt Restructurings: 

Commercial $XX,XXX $XX,XXX $XX,XXX  Commercial $XX,XXX $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $XX,XXX  Agricultural $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX 

 Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX 

 Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX 

Consumer 

Secured 
$XX,XXX $XX,XXX $XX,XXX 

 Consumer 

Secured 
$XX,XXX $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $XX,XXX  First Mortgages $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Mortgages 
$XX,XXX $XX,XXX $XX,XXX 

 Commercial 

Mortgages 
$XX,XXX $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $XX,XXX  Home Equities $XX,XXX $XX,XXX $XX,XXX 

Unsecured less 

than 1 year 
$XX,XXX $XX,XXX $XX,XXX 

 Unsecured less 

than 1 year 
$XX,XXX $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $XX,XXX  Credit Card $XX,XXX $XX,XXX $XX,XXX 

Unsecured greater 

than 1 year 
$XX,XXX $XX,XXX $XX,XXX 

 Unsecured greater 

than 1 year 
$XX,XXX $XX,XXX $XX,XXX 

Total $XX,XXX $XX,XXX $XX,XXX  Total $XX,XXX $XX,XXX $XX,XXX 

[ARC 310-10-50-33] 
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MODIFICATIONS (continued) 
 
 

 

 

 

               Modifications by Class of Financing Receivable that  

                                         Subsequently Defaulted 

                                                   For the Year Ended December 31, 2011 

2011 
Number of 

Modifications 

Recorded 

Investment  

 2010 
Number of 

Modifications 

Recorded 

Investment  

Troubled Debt Restructurings: Troubled Debt Restructurings: 
 

 

Commercial XXX $XX,XXX  Commercial XXX $XX,XXX 

Agricultural XXX $XX,XXX  Agricultural XXX $XX,XXX 

Commercial 

Construction 
XXX $XX,XXX 

 Commercial 

Construction 
XXX $XX,XXX 

Residential 

Development 
XXX $XX,XXX 

 Residential 

Development 
XXX $XX,XXX 

Consumer Secured XXX $XX,XXX 
 Consumer 

Secured 
XXX $XX,XXX 

First Mortgages XXX $XX,XXX 
 First 

Mortgages 
XXX $XX,XXX 

Commercial 

Mortgages 
XXX $XX,XXX 

 Commercial 

Mortgages 
XXX $XX,XXX 

Home Equities XXX $XX,XXX  Home Equities XXX $XX,XXX 

Unsecured less than 

1 year 
XXX $XX,XXX 

 Unsecured less 

than 1 year 
XXX $XX,XXX 

Credit Card XXX $XX,XXX  Credit Card XXX $XX,XXX 

Unsecured greater 

than 1 year 
XXX $XX,XXX 

 Unsecured 

greater than 1 

year 

XXX $XX,XXX 

Total XXX $XX,XXX  Total XXX $XX,XXX 

[ARC 310-10-50-34] 

 


