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The following is the financial results of Putnam Bancshares, Inc. and its wholly-owned 
subsidiary, Putnam County Bank, for 2020.

The Bank’s earnings remained strong during 2020 with net earnings of $3.3 million 
compared with $4.6 million in 2019.  During 2020, the Bank experienced a slight 
decrease within net income and this decrease was mainly a result of reduced rates.    

The Company has been impacted by an increased level of nonperforming loans 
which caused an increase in loan provision expense during 2018, 2017, and 2016.  
During 2020 and 2019, the provision was much lower compared to the prior three 
years, which is an indication of an improved loan portfolio.      
 
Net loans were $317 million at the end of 2020, which was a decline of $23 million 
during the year.  The largest reduction within our loan portfolio during 2020 was 
within our mortgage loans as our mortgage portfolio accounted for 69.56% or $16 
million of the overall decrease.          

The Company’s capital base was $91.9 million at the end of 2020, which was an 
increase of $1.6 million during the year.  The Company’s capital base continues to 
show considerable strength.

During the first quarter of 2020, the COVID-19 pandemic created disruptions in the 
local, national and global markets.  The Bank closed lobbies, allowed employees to 
work remotely in shifts, and worked with loan customers on payment deferrals as 
allowed under the provision of the Coronavirus Aid, Relief, and Economic Security 
Act (CARES Act).  

During the first quarter of 2020, the Bank obtained approval to become a Small 
Business Administration (SBA) lender in order to originate loans under the Paycheck 
Protection Program (PPP) administered by the SBA under the provision of the CARES 
Act.  This was a great program for companies that were adversely affected by the 
global pandemic and we were glad to help our customers through a difficult year.      
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As of the end of 2020, the unemployment rate for West Virginia was 6.70% which was 
an increase compared to the end of 2019 at 4.90%.  During the month of April, West 
Virginia’s unemployment rate was at 15.60% which is the highest it has been in years 
and this increase was due to the global pandemic.  Putnam County’s 
unemployment rate ended the year of 2020 at 4.90%.  Putnam County’s 
unemployment rate during April was slightly over 16% also due to the pandemic.    

During June 2020, the Bank opened the new branch located at 101 Hurricane Creek 
Road. Shortly after opening the new branch, the Bank began renovations on the 
Interstate Office, which would become our new Loan Center.  We are very excited 
to open the new branch to our customers as well as our new Loan Center.           

In February of 2021, we lost Roger K. Randolph. Roger served on our Boards since 
2008. His service to our Boards was valuable. Equally valuable was his service to the 
business community and non profit organizations. Our community is a better place 
because of Roger.

We also want to recognize Marsha Eggleton, a valued employee, who retired in 
2020 after more than 23 years of service to Putnam County Bank.  We thank Marsha 
for her dedicated work to the Bank and wish her and her family the best.

Putnam County Bank will continue to serve its customers with the products and 
services they have come to expect.  While the Bank may not provide every service 
imaginable, we feel the services we provide are cost-effective and secure.
 
We continue to be confident of the future of Putnam Bancshares, Inc. and Putnam 
County Bank.  While the future holds many challenges, there continues to be a 
place for a local, community-minded institution which works hard every day to 
satisfy its customers.  We expect to meet these challenges with a helpful and 
knowledgeable staff of professionals that provide services that are timely and meet 
customer expectations.

If you should have any questions or comments, please call us at (304) 562-9931.
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Selected Financial Summary     
In Thousands of Dollars

FOUR - YEAR SUMMARY

        2020  2019  2018  2017  
YEAR-END BALANCE SHEET SUMMARY         
           
Loans, Net      

Investment Securities     

Total Assets      

Deposits      

Shareholders' Equity     

     
AVERAGE BALANCE SHEET SUMMARY   
     
Loans, Net     
Investment Securities    
Total Assets     
Deposits     
Shareholders' Equity    
     
SELECTED RATIOS    
     
Return On Average Assets    
Return On Average Equity    
Dividends Declared As a Percentage Of Net Income  

     
SUMMARY OF OPERATIONS   
     
Interest Income    
Interest Expense    
Net Interest Income    
Provision for Loan Losses    
Noninterest Income    
Noninterest Expense    
Net Income    

    
PER SHARE DATA    
     
Net Income     
Cash Dividends    
Book Value     

317,357

168,810

637,462

538,870

91,939

330,668

166,690

618,720

519,586

91,884

0.54%

3.63%

57.54%

19,488

5,140

14,348

254

464

10,172

3,337

5.56

3.20

153.23

390,403

156,353

621,158

528,317

88,042

417,194

126,659

654,984

558,769

90,938

0.17%

1.26%

151.97%

23,924

4,711

19,213

6,032

628

9,978

1,145

1.91

2.90

146.74

342,749

166,992

588,200

495,846

87,336

359,979

160,434

609,701

518,149

86,674

0.17%

1.16%

172.92%

22,616

4,675

17,941

5,807

129

10,965

1,006

1.68

2.90

145.56

340,450

161,821

591,033

493,612

90,329

340,073

163,984

591,813

496,658

89,674

0.78%

5.17%

38.81%

22,832

5,727

17,105

788

470

10,826

4,638

7.73

3.00

150.55
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Avg. Balance

18,983 
 313,151 

 4,776 
 336,910 

 161,627 
 2,816 
 1,500 

 165,943 

 10,701 
 90,203 

 603,757 

 13,785 

 1,984 
 5,437 

 (6,242)

 618,721 

 127,139 
 37,897 

 272,442 

 437,479 

0

   
 437,479 

 82,108 

 7,251 

 91,884 

 618,721 

 603,757 

Interest

 1,105 
 15,941 

 406 
 17,452 

 1,764 
 111 

 27 
 1,901 

 31 
 101 

 19,486 

 178 
 34 

 4,929 

 5,140 

0

 5,140 

 14,346 

Yield/Rate

5.82%
5.09%
8.50%
5.18%

1.09%
3.95%
1.77%
1.15%

0.29%
0.11%

3.23%

0.14%
0.09%
1.81%

1.17%

0.00%

1.17%

2.38%

Avg. Balance

 18,820 
 320,393 

 5,674 
 344,887 

 159,578 
 2,815 
 1,500 

 163,893 

 9,687 
 67,429 

 585,897 

 4,824 

 775 
 5,130 

 (4,814)

 591,813 

 120,175 
 33,887 

 274,045 

 428,106 

0

   
 428,106 

 68,551 

 5,482 

 89,674 

 591,813 

 585,897 

Yield/Rate

5.90%
5.07%
7.35%
5.15%

2.24%
3.92%
2.42%
2.27%

1.63%
1.75%

3.90%

0.20%
0.15%
1.98%

1.34%

0.00%

1.34%

2.92%

Interest

 1,110 
 16,247 

 417 
 17,774 

 3,572 
 110 

 36 
 3,719 

 158 
 1,181 

 22,832 

 240 
 51 

 5,436 

 5,726 

0

 5,726 

 17,105 

2019

Analysis of Earning Assets and Interest Bearing Liabilities
In Thousands of Dollars

 

      

        

2020

(1)  Includes loans on nonaccrual status.  
(2)    
(3)

 

Represents amortized value. 
Tax-exempt income converted to a fully tax-equivalent basis assuming a federal tax of 21% and a state tax of 6.25%

(4)

   
Net of SFAS 107 Market Value.

  

 

ASSETS 
Loans 
     Commercial 
     Real Estate  
     Consumer 
          Total Loans (1) 
 
Securities (2) 
     Taxable 
     Tax-Exempt (3) 
     Mutual Funds 
          Total Securities 
 
Interest Bearing Deposit in Banks 
Federal Funds Sold 
 
Total Earning Assets 
 
Cash and Due 
     from Banks 
Premises and 
     Equipment, Net 
Other Assets 
Allowance for 
     Loan Losses 
 
Total Assets(4) 
 
LIABILITIES AND 
     SHAREHOLDERS' EQUITY 
 
Interest Bearing Deposits 
     Super NOW and Business 
     Savings 
     Time 
 
Total Interest Bearing 
     Deposits 
 
Long-Term Borrowings 
 
Total Interest Bearing 
     Liabilities 
 
Noninterest Bearing Deposits 
Accrued Expenses and Other 
    Liabilities 
 
Equity 
 
Total Liabilities and 
    Equity 
 
Net Interest Margin 
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Three 
Months or

Less

 13,168 
 67,133 

 114,000 

 194,301 

 80,669 
0

 80,669 

113,632 

113,632 

Three to
Five   

Years

 62,367 
0
0

 62,367 

39,414 
0

39,414 

22,954

158,712

Over
Fifteen 
Years

 26,896 
 0
0

 26,896 

0
0

0

26,896

332,425

Five to
Fifteen
Years

 143,978 
 2,839 

0

 146,817 

0
0

0

146,817

305,529

www.putcobk.com

Rate Sensitivity Analysis As of December 31, 2020
In Thousands of Dollars            

  

(1) Does not include loans on nonaccrual status. 
 (2) Does not include Federal Reserve Stock. Reported HTM securites at amortized cost and AFS securities at fair values. 

(3) Does not include Super NOW, Business Checking Accounts or traditional savings deposits. 

 

One to
Three
Years

 47,176 
 35,818 

0

 82,995 

 59,665 
0

 59,665 

23,330 

135,758 

Three to
Twelve
Months

 25,266 
 61,520 

0

 86,787 

 87,990 
0

 87,990 

(1,203)

112,429 

REPRICING INTERVAL 
 
ASSETS 
Total Loans (1) 
Investment Securities (2) 
Federal Funds Sold 
 
Total Selected Assets 
 
LIABILITIES 
Interest Bearing Deposits (3) 
Borrowed Funds 
 
Total Selected Liabilities 
 
Di�erences 
 
Cumulative Di�erences ____________________________________

____________________________________

____________________________________

____________________________________



 

MEMBERS 
 

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
WEST VIRGINIA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS 

 

 
HESS, STEWART & CAMPBELL, PLLC 

 
 

JOHN G. HESS, CPA 
RICHARD M. STEWART, CPA 
ROBERT C. CAMPBELL, CPA 
TOMI J. WEBER, CPA 
CHARLES A. COOK, CPA 
JEFFREY M. MOLLOHAN, CPA 
ELLIOT R. WILSON, CPA, CFF, ABV, CVA 
TODD A. ROBINSON, CPA 
            __________   
 
DARRELL D. TUCKER, CPA 
CHARLES “MATT” MORRIS, CPA 
JASON S. KELLEY, CPA 
TIFFANY D. MILLER, CPA 
ANDREW G. REED, CPA, CFE 
RENICK D. PERRY, II, CPA 
MATTHEW “MATT” EDMUNDS, CPA 
KALIE M. ZAFERATOS, CPA 
AUSTIN L. GUNNOE, CPA 
CHASE T. CALDWELL, CPA 
LEANNE T. IMPERI, EA 
 
 
 
 

INDEPENDENT AUDITOR’S REPORT 
 
 
To the Board of Directors and Stockholders 
Putnam Bancshares, Inc. and Subsidiaries 
Hurricane, West Virginia 
 
 
 
We have audited the accompanying consolidated financial statements of Putnam Bancshares, Inc. and Subsidiaries, which 
comprise the consolidated balance sheets  as of December 31, 2020 and 2019, and the related consolidated statements of 
income, comprehensive income, changes in stockholders' equity, and cash flows for the years then ended, and the related notes 
to the financial statements.   
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance 
with accounting principles generally accepted in the United States of America; this includes the design, implementation, and 
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error. 
 
Auditor’s Responsibility 
 
Our responsibility is to express an opinion on these consolidated financial statements based on our audits.  We conducted our 
audits in accordance with auditing standards generally accepted in the United States of America.  Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free 
from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated 
financial statements.  The procedures selected depend on the auditor’s judgment, including the assessment of the risks of 
material misstatement of the consolidated financial statements, whether due to fraud or error.  In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the consolidated 
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control.  Accordingly, we express no such opinion.  An audit 
also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting 
estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 
 

CERTIFIED PUBLIC ACCOUNTANTS 
P.O. Box 1060 

HUNTINGTON, WEST VIRGINIA  25713 
_______________ 

 
940 Fourth Avenue 

Suite 250, Frederick Bldg. 
_______________ 

 
(304) 523-6464 

Fax (304) 523-4395 
_______________ 

 
Email: hsccpa@hsc-cpa.com 

Web Site: hsc-cpa.com 
 
 

122 E. MAIN STREET 
BECKLEY, WV 25801 

(304) 255-1978 
(304) 255-1971 FAX 
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Opinion 
 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial 
position of Putnam Bancshares, Inc. and Subsidiaries as of December 31, 2020 and 2019, and the results of their operations 
and their cash flows for the years then ended in accordance with accounting principles generally accepted in the United States 
of America. 
 
 

 
Huntington, West Virginia 
March 17, 2021 
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THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS. 
3 

PUTNAM BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2020 AND 2019

ASSETS 2020 2019

Cash and due from banks 29,308,297$        17,375,152$        
Federal funds sold 114,000,000        66,669,340          
   Cash and cash equivalents      143,308,297        84,044,492          

Investment debt securities available-for-sale, at fair value 53,746,071          43,298,961
Investment debt securities held-to-maturity, at amortized cost 113,564,914        117,055,402        
Investment equity securities, at fair value 1,498,849 1,467,076
Federal Reserve Bank stock, at cost 39,000                 39,000                 
Loans 324,618,157        345,398,805
Allowance for loan losses (7,260,701)           (4,948,597)           

Net loans 317,357,456        340,450,208        
Bank premises and equipment, net 3,722,657            888,532               
Other real estate owned 74,045                 15,000                 
Accrued interest receivable 1,149,734            1,016,865
Other assets 3,001,416            2,757,380            

TOTAL ASSETS 637,462,439$      591,032,916$      

LIABILITIES
Deposits:

Noninterest-bearing 89,678,893$        69,479,203$        
Interest-bearing 449,190,611        424,132,341        

Total deposits 538,869,504        493,611,544        

Accrued interest payable 1,316,773            1,645,098            
Other liabilities 5,336,821            5,446,823            

TOTAL LIABILITIES 545,523,098        500,703,465        

STOCKHOLDERS' EQUITY 
Common stock, $0.50 par value, 1,200,000 shares authorized,

600,000 shares issued and outstanding 300,000               300,000               
Additional paid-in capital 1,000,000            1,000,000            
Retained earnings 93,181,286          91,764,665          
Accumulated other comprehensive income (2,541,945)           (2,735,214)           

TOTAL STOCKHOLDERS' EQUITY 91,939,341          90,329,451          

TOTAL LIABILITIES AND
   STOCKHOLDERS' EQUITY 637,462,439$      591,032,916$      

LIABILITIES AND STOCKHOLDERS' EQUITY

2020 ANNUAL REPORT     F - 06

www.putcobk.com



 

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS. 
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PUTNAM BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2020 AND 2019

2020 2019
INTEREST INCOME

Interest and fees on loans 17,451,905$        17,774,082$        
Interest and dividends on investment securities:

Available-for-sale 975,956               805,312               
Held-to-maturity 925,440               2,911,232            
Federal Reserve Bank 33,794                 160,115               

Interest on federal funds sold 100,941               1,181,123            
Total interest income 19,488,036          22,831,864          

INTEREST EXPENSE
Interest on deposits 5,139,885            5,726,515            

NET INTEREST INCOME 14,348,151          17,105,349          

PROVISION FOR LOAN LOSSES 254,025               788,216               

NET INTEREST INCOME AFTER
 PROVISION FOR LOAN LOSSES 14,094,126          16,317,133          

NONINTEREST INCOME
Service fees 435,812               447,896               
Securities gains (losses) (1,151)                  -                           
Rental income 30,800                 13,000                 
Other income (loss) (1,259)                  9,129                   

Total noninterest income 464,202               470,025               

NONINTEREST EXPENSES 
Salaries and employee benefits 6,156,796            6,171,515            
Equipment and occupancy expenses 580,076               483,068               
Data processing 1,082,249            1,020,702            
Insurance 205,873               343,456               
Professional fees 618,953               916,805               
Other real estate operational losses 31,020                 674,204               
Directors' fees 351,000               264,000
Other expenses 1,146,328            952,282               

Total noninterest expenses 10,172,295          10,826,032          

INCOME BEFORE INCOME TAX 4,386,033            5,961,126            

INCOME TAX EXPENSE 1,049,412            1,323,143            

NET INCOME 3,336,621$          4,637,983$          
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THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS. 
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PUTNAM BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

YEARS ENDED DECEMBER 31, 2020 AND 2019

2020 2019

Net income 3,336,621$          4,637,983$          

Other comprehensive income:
Unrealized (losses) gains on available-for-sale securities, net of 

income taxes of ($80,832) in 2020 and ($149,571) in 2019 253,736               469,515               

Change in underfunded pension liability, net of income taxes (benefit)
of ($19,263) in 2020 and ($99,999) in 2019 (60,467)                (313,903)              

Other comprehensive income, net of tax 193,269               155,612               

Comprehensive income 3,529,890$          4,793,595$          
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THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS. 
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PUTNAM BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

YEARS ENDED DECEMBER 31, 2020 AND 2019

Accumulated
Additional Other

Common Paid-in Retained Comprehensive Total
Stock Capital Earnings Income (Loss) Equity

BALANCE, December 31, 2018 300,000$         1,000,000$      88,926,682$    (2,890,826)$       87,335,856$    

Net income -                      -                      4,637,983        -                          4,637,983        

Other comprehensive income - - - 155,612              155,612           

Dividends, $3.00 per share -                      -                      (1,800,000)      -                          (1,800,000)      

BALANCE, December 31, 2019 300,000           1,000,000        91,764,665      (2,735,214)         90,329,451      

Net income -                      -                      3,336,621        -                          3,336,621        

Other comprehensive income - - - 193,269              193,269           

Dividends, $3.20 per share -                      -                      (1,920,000)      -                          (1,920,000)      

BALANCE, December 31, 2020 300,000$         1,000,000$      93,181,286$    (2,541,945)$       91,939,341$    
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THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS. 
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PUTNAM BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2020 AND 2019

2020 2019
CASH FLOWS FROM OPERATING ACTIVITIES
  Net income 3,336,621$          4,637,983$          

Adjustments to reconcile net income to net cash
  provided by operating activities:

Depreciation and amortization 189,557               130,762               
Deferred income taxes (benefits) (445,165)              357,129               
Provision for loan losses 254,025               788,216               
Equity in earnings of unconsolidated subsidiary, net of distributions 1,678                   (4,932)                  
Net premium amortization on investment securities (791,508)              (2,794,697)           
Change in unrealized loss on equity securities 1,151                   -                           
Loss on sale of OREO 9,892                   879,746               
Change in carrying value in OREO 64,672                 -                           
(Increase) decrease in:
   Interest receivable (132,869)              1,807                   
   Other assets 137,882               483,885               
Increase (decrease) in:
   Interest payable (328,325)              399,282               
   Other liabilities (189,732)              1,260,865            

NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES 2,107,879            6,140,046            

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of available-for-sale securities 10,011,535          14,907,486          
Purchases of available-for-sale securities (20,290,934)         (30,048,042)         
Proceeds from maturities of held-to-maturity securities 273,500,000        267,500,000        
Purchases of held-to-maturity securities (269,084,072)       (243,775,149)       
Purchases of bank premises and equipment (3,023,682)           (411,285)              
Proceeds from sale of other real estate owned 470,235               1,222,699            
Net (increase) decrease in loans 22,234,883          402,658               

NET CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES 13,817,965          9,798,367            
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THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS. 
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PUTNAM BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2020 AND 2019

2020 2019
CASH FLOWS FROM FINANCING ACTIVITIES

Net increase (decrease) in demand deposits 50,142,637$        7,848,414$          
Net increase (decrease) in time deposits (4,884,676)           (10,083,085)         
Cash dividends paid (1,920,000)           (1,800,000)           

NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES 43,337,961          (4,034,671)           

NET CHANGE IN CASH AND CASH EQUIVALENTS 59,263,805          11,903,742          

CASH AND CASH EQUIVALENTS, BEGINNING 84,044,492          72,140,750          

CASH AND CASH EQUIVALENTS, ENDING 143,308,297$      84,044,492$        

SUPPLEMENTAL DISCLOSURES

Cash paid for interest on deposits and borrowings 5,468,210$          5,327,233$          
Cash paid for income taxes 1,429,158$          420,300$             

SUPPLEMENTAL SCHEDULE OF NONCASH ACTIVITIES

Loans transferred to foreclosed properties 603,844$             1,107,782$          
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PUTNAM BANCSHARES, INC. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS                       
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NOTE 1.  NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES 
 
Nature of operations:  Putnam Bancshares, Inc. (the “Company”) is a West Virginia corporation headquartered in 
Hurricane, West Virginia. The Company owns all of the outstanding shares of common stock of Putnam County Bank. 
Putnam County Bank (the “Bank”) is a West Virginia state-chartered commercial bank that provides commercial, real 
estate and consumer loans and deposit services principally to individuals and businesses in Putnam County, West 
Virginia, and the surrounding areas. The Bank has three banking offices, all located in Hurricane, West Virginia. 
 
Basis of presentation:  The accounting and reporting policies of the Company conform to accounting principles 
generally accepted in the United States of America and to general practices within the banking industry.  
 
Principles of consolidation:  The consolidated statements include the accounts of Putnam Bancshares, Inc. and its 
wholly-owned subsidiary, Putnam County Bank.  All significant intercompany balances and transactions have been 
eliminated. 
 
Use of estimates:  The preparation of consolidated financial statements in conformity with accounting principles 
generally accepted in the United States of America requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as the date of the 
financial statements and the reported amounts of revenues and expenses during the reporting periods.  Actual results 
could differ from those estimates.   
 
Material estimates that are particularly susceptible to significant change relate to the determination of the allowance 
for losses on loans, the fair value of financial instruments and defined benefit plan obligations and expenses. In 
connection with the determination of the estimated losses on loans, management obtains independent appraisals for 
significant collateral. 
 
The Bank’s loans are generally secured by specific items of collateral including real property, business assets and 
consumer assets.  Although the Bank has a diversified loan portfolio, a substantial portion of its debtors’ ability to 
honor their contracts is dependent on local economic conditions. 
 
While management uses available information to recognize losses on loans, further reductions in the carrying amounts 
of loans may be necessary based on changes in local economic conditions.  In addition, regulatory agencies, as an 
integral part of their examination process, periodically review the estimated losses on loans.  Such agencies may 
require the Bank to recognize additional losses based on their judgements about information available to them at the 
time of their examination.  Because of these factors, it is reasonably possible that the estimated losses on loans may 
change materially in the near term.  However, the amount of the change that is reasonably possible cannot be 
estimated. 
 
Cash and cash equivalents:  For purposes of the consolidated statements of cash flows, cash and due from banks 
includes cash on hand, cash items in process of clearing, federal funds sold, and amounts due from correspondent 
banks. 
 
Securities:  Debt securities are classified as “held-to-maturity”, “available-for-sale”, or “trading” according to 
management’s intent. The appropriate classification is determined at the time of purchase of each security and re-
evaluated at each reporting date.  
 

Securities held-to-maturity:  Debt securities for which the Bank has the positive intent and ability to hold 
to maturity are reported at cost, adjusted for amortization of premiums and accretion of discounts using 
methods approximating the interest method.  
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NOTE 1.  NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES (continued) 
 

Securities available-for-sale: Debt securities not classified as “held-to-maturity” or as “trading” are 
classified as “available-for-sale”. Securities classified as “available-for-sale” are those securities the Bank 
intends to hold for an indefinite period of time, but not necessarily to maturity. “Available-for-sale” 
securities are reported at fair value, net of unrealized gains or losses, which are adjusted for applicable 
income taxes and reported as other comprehensive income.  

Trading securities: There are no securities classified as “trading” in the accompanying financial 
statements.  

Equity securities not using the equity method are carried at estimated fair value based on information provided by a 
third party pricing service with changes in fair value and realized gains or losses reported in noninterest income. If fair 
value is not readily determinable, the equity security is carried at cost subject to adjustments for any observable 
market transactions on the same or similar instruments of the investee. All equity securities are evaluated at least 
annually for impairment. The Company's equity securities have readily determinable fair values. Because changes in 
fair value are recorded as they occur, there is no expectation of a gain or loss on the sale of equity securities. 
 
Any security that has experienced a decline in value, which management deems other-than-temporary, is reduced to its 
estimated fair value. The related write-downs are included in earnings as realized losses.  In estimating other-than-
temporary impairment losses, management considers (1) the length of time and the extent to which the fair value has 
been less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of 
the Bank to retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in 
fair value. Realized gains and losses on sales of securities are recognized using the specific-identification method. 
Amortization of premiums and accretion discounts are computed using the effective interest rate method.  

Investment in limited liability company:  The Company entered into an agreement with other individuals to form 
Putnam County Title Insurance Agency, LLC. The Company has a controlling interest in the LLC, owning 51%. The 
equity method was used in accounting for the LLC. See Note 16 for additional information. 
 
Loans:  The Bank’s primary market is Putnam County, West Virginia and surrounding areas. The Bank grants 
commercial, real estate and consumer loans to its customers, most of whom are located within the Bank’s primary 
market.  Although the Bank has a diversified loan portfolio, a substantial portion of its debtors’ ability to honor their 
contracts is dependent upon the Bank’s primary market economic conditions, particularly in the real estate sector. The 
concentration of credit in the regional economy is taken into consideration by management in determining the 
allowance for loan losses. 
 
Loans are either secured or unsecured based on the type of loan and the financial condition of the borrower. The loans 
are generally expected to be repaid from cash flow or proceeds from the sale of selected assets of the borrower; 
however, the Bank is exposed to risk of loss on any or all loans due to the borrower’s difficulties, which can arise from 
any number of factors including problems within the respective industry or economic conditions within the Bank’s 
primary market. 
 
Loans are stated at the amount of unpaid principal reduced by an allowance for loan losses. Interest is accrued daily on 
the unpaid principal balance. 
 
Generally, loans are placed on nonaccrual status when principal or interest is greater than 90 days past due based upon 
the loan’s contractual terms, unless such loans are well secured and in the process of collection. Loans that are on a 
current payment status or past due less than 90 days may also be classified as nonaccrual if repayment in full of 
principal and/or interest is in doubt. Interest on nonaccrual loans is recognized primarily using the cost-recovery 
method.  
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NOTE 1.  NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Loans may be returned to accrual status when all principal and interest amounts contractually due are reasonably 
assured of repayment within an acceptable period of time, and there is a sustained period of repayment performance 
by the borrower.  
 
Allowance for loan losses:  The allowance for loan losses is established as losses are estimated to have occurred 
through a provision for loan losses charged to earnings. Loan losses are charged against the allowance when 
management believes the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are credited to 
the allowance. 
 
The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s 
periodic review of the collectibility of the loans in light of historical experience, the nature and volume of the loan 
portfolio, adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying 
collateral, and prevailing economic conditions. This evaluation is inherently subjective as it requires estimates that are 
susceptible to significant revision as more information becomes available. 
 
The allowance consists of specific, general, and unallocated components. The specific component relates to loans that 
are classified as doubtful, substandard, or special mention. For such loans that are also classified as impaired, an 
allowance is established when the discounted cash flows or collateral value or observable market price of the impaired 
loan is lower than the carrying value of that loan. The general component covers nonclassified loans and is based on 
historical loss experience adjusted for qualitative factors. An unallocated component is maintained to cover 
uncertainties that could affect management’s estimate of probable losses. The unallocated component of the allowance 
reflects the margin of imprecision inherent in the underlying assumptions used in the methodologies for estimating 
specific and general losses in the portfolio.  
 
A loan is considered impaired when, based on current information and events, it is probable that the Bank will be 
unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the 
loan agreement. Factors considered by management in determining impairment include payment status, collateral 
value, and the probability of collecting scheduled principal and interest payments when due. Loans that experience 
insignificant payment delays and payment shortfalls generally are not classified as impaired. Management determines 
the significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of the 
circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for the delay, the 
borrower’s prior payment record, and the amount of the shortfall in relation to the principal and interest owed. 
Impairment is measured on a loan-by-loan basis for commercial and construction loans by either the present value of 
expected future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market price, or the 
fair value of the collateral if the loan is collateral dependent.  
 
Off-balance sheet financial instruments:  In the ordinary course of business, the Bank enters into off-balance sheet 
financial instruments consisting of commitments to extend credit, commercial letters of credit, and standby letters of 
credit. Such financial instruments are recorded in the consolidated financial statements when they are funded or 
related fees are incurred or received. 
 
Bank premises and equipment:  Bank premises and equipment are stated at cost less accumulated depreciation. 
Depreciation is computed primarily on the straight-line method for Bank premises and equipment over the estimated 
useful lives of the respective assets as follows:  
 
  Buildings and improvements   10-40 years 
  Equipment, fixtures and vehicles    3-10 years 
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NOTE 1.  NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES (continued)  
 
Repairs, maintenance and minor improvements are charged to occupancy and equipment expense as incurred. Major 
improvements and additions to premises and equipment are capitalized. Gains or losses on disposition, if any, are 
included in current operations.  
 
Other real estate owned:  Other real estate owned consists of real estate held for sale which was acquired through 
foreclosure on loans secured by such real estate. At the time of acquisition, these properties are recorded at the lower 
of cost or appraised market value with any write down being charged to the allowance for loan losses. Subsequent to 
foreclosure, valuations are periodically performed by management and the assets are carried at the lower of carrying 
amount or fair value less estimated selling costs. Revenues and expenses incurred in connection with operating these 
properties and any direct write downs are included in net cost of operations of other real estate in the Consolidated 
Statements of Income.  
 
Bank-owned life insurance:  The Bank purchased a life insurance policy on a key executive. Bank-owned life 
insurance is recorded at the amount that can be realized under the insurance contract at the balance sheet date, which is 
the cash surrender value adjusted for other charges or other amounts due that are probable at settlement.  
 
Advertising costs:  Advertising costs are expensed as incurred and included in other operating expenses. Advertising 
expense was $100,158 and $133,077 for the years ended December 31, 2020 and 2019, respectively. 
 
Compensated absences:  Compensated absences have not been accrued since they cannot be reasonably estimated 
due to restrictions on usage.  The Bank recognizes the cost of compensated absences when actually paid. 
 
Employee benefit plans:  The Bank accounts for its defined benefit plan in accordance with Financial Accounting 
Standards Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 715, Employer’s Accounting for 
Pensions. See Note 9 for additional information.  
 
The Bank adopted a 401(k) plan effective January 1, 2013, and its defined benefit pension plan was frozen as of 
October 31, 2012. The Bank will still be accountable for past pension obligations and will continue to fund the 
pension plan as needed.  
 
Income taxes:  Putnam Bancshares, Inc. and its subsidiary file a consolidated federal income tax return. Income taxes 
are provided for the tax effects of the transactions reported in the financial statements and consist of taxes currently 
due plus deferred taxes related primarily to differences between the bases of the allowances for loan losses, unfunded 
pension liability and unrealized gains/losses on available-for-sale securities. Deferred tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial statement carrying 
amounts of existing assets and liabilities and their respective tax basis. Deferred tax assets and liabilities are measured 
using enacted tax rates expected to apply to taxable income in the years in which the deferred tax assets or liabilities 
are expected to be settled or realized. Valuation allowances are established when deemed necessary to reduce deferred 
tax assets to the amount expected to be realized within a short term. 
 
Other comprehensive income:  Accounting principles generally require that recognized revenue, expenses, and gains 
and losses be included in net income. Although certain changes in assets and liabilities, such as unrealized gains and 
losses on available-for-sale securities and amortization of deferred gains and losses associated with the Company’s 
pension plan, are reported as a separate component of the equity section of the balance sheet, such items, along with 
net income, are components of other comprehensive income. The components of other comprehensive income and 
related tax effects are presented within the Consolidated Statements of Comprehensive Income.  It is the Company’s 
policy to release stranded tax effects from accumulated other comprehensive income to tax expense (benefit) on an 
individual item basis. 
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NOTE 1.  NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Earnings per share:  Earnings per share represent income available to common shareholders divided by the weighted 
average number of common shares outstanding during the period.  
 

2020 2019
Net income 3,336,621$          4,637,983$          

Earnings per common share 5.56$                   7.73$                   

Divdends paid per common share 3.20$                   3.00$                    
 
Reclassifications:  Certain reclassifications have been made to prior year’s financial statements to place them on a 
basis comparable with the current year. 
 
Date of management’s review of subsequent events:  Management has evaluated subsequent events through March 
17, 2021, the date which the financial statements were available to be issued. 
 
The COVID-19 pandemic, which has created disruptions in the local, national and global markets and communities, 
began during the 1st quarter of 2020 and has continued into the 1st quarter of 2021.  In response to this pandemic, and 
in accordance with all state and CDC guidelines, the Bank’s management closed lobbies, allowed employees to work 
remotely in shifts, and worked with loan customers on payment deferrals as allowed under the provision of the 
Coronavirus Aid, Relief, and Economic Security Act (“CARES Act”).  Vaccine programs are beginning to be 
implemented at this time.  However, if the effects of the pandemic continue for a prolonged period or result in 
sustained economic stress or recession, the effects could have a material adverse impact on the Bank in a number of 
ways related to credit, collateral, customer demand, funding, operations, inherent rate risk, human capital and self-
insurance, as well as the related risk associated with critical accounting estimates such as the allowance for credit 
losses or valuation impairments. 
 
Accounting pronouncements adopted:  The following is a summary of authoritative pronouncements that the 
Company adopted in 2020.  
 
In April 2019, the FASB issued Accounting Standards Update No. 2019-04, Codification Improvements to Topic 326, 
Financial Instruments - Credit Losses, Topic 815, Derivatives and Hedging, and Topic 825, Financial Instruments 
("ASU 2019-04"). ASU 2019-04 clarifies certain aspects of previously issued accounting standards such as ASU 
2016-01, Financial Instruments-Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and 
Financial Liabilities ("ASU 2016-01"), in areas of remeasurement of equity securities under ASC 820, Fair Value 
Measurement, when using the measurement alternative and remeasurement of equity securities at historical exchange 
rates. Since the Company has already adopted ASU 2016-01, the related amendments in ASU 2019-04 are effective 
for fiscal years beginning after December 15, 2019, including interim periods within those fiscal years, with early 
adoption permitted in any interim period. The amendments to ASU 2016-01 are required to be applied using a 
modified-retrospective adoption approach with a cumulative-effect adjustment to retained earnings as of the date of 
adoption of ASU 2016-01, except for those related to equity securities without readily determinable fair values that are 
measured using the measurement alternative, which are required to be applied prospectively.   
 
NOTE 2.  RESTRICTIONS ON CASH AND DUE FROM BANKS 
 
Certain reserves are required to be maintained at the Federal Reserve Bank. The requirement as of December 31, 2020 
and 2019 was $0 and $7,903,000, respectively. At December 31, 2020 and 2019, the Bank had accounts at 
correspondent banks, excluding the Federal Reserve Bank, which exceeded the FDIC insurable limit of $250,000 by 
$9,209,226 and $2,307,466, respectively.  
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NOTE 3.  SECURITIES  
 
The amortized costs, unrealized gains and losses, and estimated fair values of  securities at December 31, 2020 and 
2019 are as follows: 

 

Amortized Cost
Gross Unrealized 

Gains
Gross Unrealized 

Losses Fair Value
Available-for-sale:

U.S. Government treasuries 5,002,061$        -$                         (1,671)$                5,000,390$        
U.S. Government agencies 45,282,431        624,394               (15)                       45,906,810        
Municipal bonds 2,815,795          23,076                 -                           2,838,871          
Total available-for-sale 53,100,287$      647,470$             (1,686)$                53,746,071$      

Held-to-maturity:
U.S. Government treasuries 113,564,914$    N/A N/A N/A

Equity:
Mutual funds 1,500,000$        -$                         (1,151)$                1,498,849$        

December 31, 2020

Amortized Cost
Gross Unrealized 

Gains
Gross Unrealized 

Losses Fair Value
Available-for-sale:

U.S. Government treasuries -$                       -$                         -$                         -$                       
U.S. Government agencies 40,139,264        302,731               (23,959)                40,418,036        
Municipal bonds 2,815,557          65,368                 -                           2,880,925          
Total available-for-sale 42,954,821$      368,099$             (23,959)$              43,298,961$      

Held-to-maturity:
U.S. Government treasuries 117,055,402$    N/A N/A N/A

Equity:
Mutual funds 1,500,000$        -$                         (32,924)$              1,467,076$        

December 31, 2019

 
The following table shows the proceeds from sales of available-for-sale securities and the gross realized gains and 
losses on those sales. Gains and losses are computed using the specific-identification method.  
 

2020 2019
Proceeds from sales of available-for-sale securities -$                         -$                         

Gross realized gains -$                         -$                         

Gross realized losses -$                         -$                          
 
The scheduled maturities of securities at December 31, 2020, by contractual maturity, are shown below. Expected 
maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations 
with or without call or prepayment penalties.  
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NOTE 3.  SECURITIES (continued) 
 

Held-to-maturity
securities

Amortized Cost Fair Value Amortized Cost

Due within one year 15,008,528$      15,088,768$      113,564,914$   
Due after one year through five years 35,275,964        35,818,432        -                        
Due after five years through ten years -                         -                         -                        
Due after ten years 2,815,795          2,838,871          -                        

Totals 53,100,287$      53,746,071$      113,564,914$   

Available-for-sale securities

 
 

At December 31, 2020 and 2019, the carrying value of securities pledged to secure public funds totaled $80,775,000 
and $75,625,000, respectively. At December 31, 2020 and 2019, the estimated fair values totaled $81,671,179 and 
$75,730,307, respectively, and were pledged to secure public deposits and for other purposes as required or permitted 
by law. 
 
Impairment is evaluated considering numerous factors, and their relative significance varies from case to case. Factors 
considered include the length of time and extent to which the market value has been less than cost; the financial 
condition and near-term prospects of the issuer; and the intent and ability to retain the security in order to allow for an 
anticipated recovery in market value. If, based on the analysis, it is determined that the impairment is other-than-
temporary, the security is written down to fair value, and a loss is recognized through earnings. There were no other-
than-temporary impairment losses for the years ended December 31, 2020 and 2019.  
 
The Bank had three available-for-sale securities, one held-to-maturity security, and one equity security with an 
unrealized loss position at December 31, 2020. These securities are predominately rated investment grade securities 
and the unrealized losses are due to overall market interest rate fluctuations and not due to any underlying credit 
concerns of the issuers. The Bank has the intent and ability to hold such investments until maturity or market price 
recovery. Accordingly, the Bank has concluded that none of the securities in its investment portfolio are other-than-
temporarily impaired at December 31, 2020.  
 
The following table summarizes the fair value and gross unrealized losses of securities, aggregated by major 
investment category and length of time that individual securities have been in a continuous unrealized loss position:  
 

Estimated 
Fair Value

Gross
Unrealized

Losses
Estimated 
Fair Value

Gross
Unrealized

Losses
Estimated 
Fair Value

Gross
Unrealized

Losses

Available-for-sale:
U.S. Government treasuries 5,000,390$    (1,671)$          -$                   -$                   5,000,390$    (1,671)$          
U.S. Government agencies 4,999,985      (15)                 -                     -                     4,999,985      (15)                 
Municipal bonds 979,650         (16,145)          -                     -                     979,650         (16,145)          
Total available-for-sale 10,980,025$  (17,831)$        -$                   -$                   10,980,025$  (17,831)$        

Held-to-maturity:
U.S. Government treasuries 4,997,765$    (219)$             -$                   -$                   4,997,765$    (219)$             

Equity:
Mutual funds -$                   -$                   484,808$       (15,192)$        484,808$       (15,192)$        

December 31, 2020

Less than 12 Months 12 Months or More Total
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NOTE 3.  SECURITIES (continued) 
 

Estimated 
Fair Value

Gross
Unrealized

Losses
Estimated 
Fair Value

Gross
Unrealized

Losses
Estimated 
Fair Value

Gross
Unrealized

Losses

Available-for-sale:
U.S. Government treasuries -$                   -$                   -$                   -$                   -$                   -$                   
U.S. Government agencies 5,078,545      (23,959)          -                     -                     5,078,545      (23,959)          
Municipal bonds -                     -                     -                     -                     -                     -                     
Total available-for-sale 5,078,545$    (23,959)$        -$                   -$                   5,078,545$    (23,959)$        

Held-to-maturity:
U.S. Government treasuries 2,482,825$    (75)$               -$                   -$                   2,482,825$    (75)$               

Equity:
Mutual funds -$                   -$                   1,467,076$    (32,924)$        1,467,076$    (32,924)$        

Less than 12 Months 12 Months or More Total

December 31, 2019

 
 
Restricted investments, at cost 
 
Federal Reserve Bank stock, which represents a required investment in the common stock of the Federal Reserve Bank 
(FRB), is carried at cost as a restricted long-term investment at December 31, 2020 and 2019.  The balance for FRB 
stock at December 31, 2020 and 2019 totaled $39,000. 
 
NOTE 4.  LOANS 
 
The following table summarizes the components of the Bank’s loan portfolio as of December 31, 2020 and 2019:  
 

2020 2019
Loans

Commercial 111,847,076$      110,361,853$      
Real estate 190,100,911        208,897,614        
Construction 15,029,112          16,631,182          
Other 7,641,058            9,508,156            

Total loans 324,618,157        345,398,805        
Less allowance for loan losses (7,260,701)           (4,948,597)           
Loans, net 317,357,456$      340,450,208$      

 
A summary of risk characteristics by loan portfolio classification follows:  
 

Commercial: This portfolio consists of nonresidential improved real estate, which includes shopping 
centers, office buildings, etc. New loans in this portfolio are typically balloon loans with initial fixed rate 
terms of five years and generally have an original loan-to-value (“LTV”) of 85% or less. These properties 
are generally located in the Bank’s normal lending area.  
 
Real Estate: This portfolio primarily consists of owner-occupied, full documentation loans secured by 
properties in the Bank’s normal lending area. New loans in this portfolio are typically balloon mortgages 
with an initial fixed rate term of 10 years and generally have an original LTV of 90% or less.  
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NOTE 4.  LOANS (continued) 
 
Construction: This portfolio consists of residential and commercial construction loans. Loans in this 
portfolio are typically set for an interest only period of 12 months, during construction phase. Rates are 
typically prime plus 2% and usually have a set floor of 5%.  
 
Other: This portfolio consists of loans that are unsecured, secured by automobiles, or secured by deposit 
accounts. This portfolio is generally granted to local customers only.  

 
Management monitors the credit quality of its loans on an ongoing basis. Any loan that is 30 days past payment is 
considered past due and is included in the past due table below. Past due loans are examined to identify loans for non-
accrual status, which are normally loans that are 90 days past due, unless special circumstances exist. Loans may be 
returned to accrual status when repayment is reasonably assured and there has been demonstrated performance under 
the terms of the loan.  
 
The following tables present the contractual aging of the recorded investment in past due loans as of December 31, 
2020 and 2019:  
 

Dollars in thousands 30-59 Days 60-89 Days > 90 Days Total Current Total loans

Commercial -$                     -$                     520$                520$                111,327$         111,847$         -$                     
Real estate 2,173               478                  277                  2,928               187,173           190,101           -                       
Construction 111                  -                       -                       111                  14,918             15,029             -                       
Other 5                      -                       73                    78                    7,563               7,641               -                       

Totals 2,289$             478$                870$                3,637$             320,981$         324,618$         -$                     

Past due

Recorded 
investment >90 

days and 
accruing

December 31, 2020

 
 

Dollars in thousands 30-59 Days 60-89 Days > 90 Days Total Current Total loans

Commercial 224$                434$                3,866$             4,524$             105,838$         110,362$         -$                     
Real estate 1,310               257                  453                  2,020               206,877           208,897           -                       
Construction -                       119                  165                  284                  16,347             16,631             -                       
Other 109                  14                    -                       123                  9,385               9,508               -                       

Totals 1,643$             824$                4,484$             6,951$             338,447$         345,398$         -$                     

Past due

Recorded 
investment >90 

days and 
accruing

December 31, 2019
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NOTE 4.  LOANS (continued) 
 
The following table presents the non-accrual loans included in the net balance of loans at December 31, 2020 and 
2019, respectively.  
 

2020 2019

Commercial 2,484,152$          5,772,386$          
Real estate 1,410,131            2,443,980            
Construction 141,229               213,013               
Other 125,950               618                      
   Totals 4,161,462$          8,429,997$           

 
If interest on non-accrual loans had been accrued, such income would have approximated $520,672 and $776,559 for 
the years December 31, 2020 and 2019, respectively.  
 
Loans are categorized into risk categories based on relevant information about the ability of borrowers to service their 
debt such as current financial information, historical payment experience, credit documentation, public information, 
and current economic trends, among other factors. The Bank assigns credit quality indicators of pass, special mention, 
substandard, and doubtful to its loans. The following definitions are used for risk grades:  
 

Pass: Loans in this category are characterized by borrowers with an average to strong financial condition, 
sufficient cash flows to service the debt, and repayment history is satisfactory.  

 
Special Mention: Special mention loans have potential weaknesses that deserve management’s attention. 
If left uncorrected, these potential weaknesses may result in deterioration of the repayment prospects.  
 
Substandard: A substandard loan is inadequately protected by the sound worth and paying capacity of the 
borrower or the collateral pledged. Loss potential, while existing in the aggregate amount of substandard 
loans, does not have to exist in individual assets. They require more intensive supervision by 
management.  
 
Doubtful: Doubtful loans have all the weaknesses inherent in substandard loans, with the added 
characteristic that the weaknesses make collection or liquidation in full, on the basis of currently existing 
facts, conditions, and values, highly questionable and improbable. These are poor quality loans in which 
neither the collateral, if any, nor the financial condition of the borrower ensure collectability in full. 
Loans classified as doubtful are considered impaired. 
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NOTE 4.  LOANS (continued) 
 
The following tables present loans based upon the internal risk ratings by class:  
 

Commercial Real estate Construction Other Total

Pass 79,981,761$    174,122,450$  13,560,909$    7,327,307$      274,992,427$  
Special mention 9,221,088        2,508,921        610,783           139,579           12,480,371      
Substandard 22,644,227      13,469,540      857,420           174,172           37,145,359      
Doubtful -                       -                       -                       -                       -                       

Totals 111,847,076$  190,100,911$  15,029,112$    7,641,058$      324,618,157$  

December 31, 2020

 

Commercial Real estate Construction Other Total

Pass 82,930,050$    192,961,978$  13,373,297$    9,181,689$      298,447,014$  
Special mention 15,694,785      3,543,674        764,374           28,648             20,031,481      
Substandard 11,737,018      12,391,962      2,493,511        297,819           26,920,310      
Doubtful -                       -                       -                       -                       -                       

Totals 110,361,853$  208,897,614$  16,631,182$    9,508,156$      345,398,805$  

December 31, 2019

 
 
In the normal course of business, the Bank makes loans to directors, executive officers, stockholders and their 
affiliates on substantially the same terms, including interest rates and collateral, as those prevailing at the time for 
comparable transactions with other customers and did not, in the opinion of management, involve more than the 
normal credit risk.  
 
The following presents the activity with respect to loans to related parties for 2020 and 2019:  
 

2020 2019
Balances - January 1, 9,798,747$          11,860,723$        
New loans 571,330               983,364               
Repayments (3,242,416)           (3,045,340)           
   Balances - December 31, 7,127,661$          9,798,747$           

 
Beginning in the 1st quarter of 2020, the Bank obtained approval to become a Small Business Administration (“SBA”) 
lender.  This allowed the Bank to originate loans to its customers under the Paycheck Protection Program (“PPP”) 
administered by the SBA under the provision of the CARES Act. Loans covered by the PPP may be eligible for loan 
forgiveness. The remaining loan balances, if any, after this forgiveness, are fully guaranteed by the SBA. As of 
December 31, 2020, the Bank has funded approximately $6,168,000 of SBA-approved PPP loans to 114 customers.  
Under the terms of the program, the SBA will pay the lender a processing fee tiered by the size of the loan (5% for 
loans less than $350,000, 3% for loans greater than $350,000 but less than $2.0 million, and 1% for loans greater than 
$2.0 million). During the year ended December 31, 2020, the Bank earned $268,205 in PPP loan related processing 
fees and incurred expenses of $53,925. 
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NOTE 4.  LOANS (continued) 
 
The following is a summary of impaired loans by class at December 31, 2020 and 2019:  
 

Unpaid 
principal 
balance

Related 
allowance

Interest
income

recognized
With a related allowance

Commercial 18,247,755$      2,734,322$        680,908$           
Real estate 4,571,701          1,091,520          142,022             
Construction 107,101             12,478               -                         
Other 166,503             58,675               2,561                 
  Totals 23,093,060$      3,896,995$        825,491$           

With no related allowance
Commercial 805,695$           -$                       41,942$             
Real estate 602,742             -                         28,870               
Construction -                         -                         -                         
Other -                         -                         -                         
  Totals 1,408,437$        -$                       70,812$             

Total
Commercial 19,053,450$      2,734,322$        722,850$           
Real estate 5,174,443          1,091,520          170,892             
Construction 107,101             12,478               -                         
Other 166,503             58,675               2,561                 
  Totals 24,501,497$      3,896,995$        896,303$           

December 31, 2020
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NOTE 4.  LOANS (continued) 
 

Unpaid 
principal 
balance

Related 
allowance

Interest
income

recognized
With a related allowance

Commercial 11,514,665$      773,584$           422,468$           
Real estate 2,749,007          512,200             53,980               
Construction 1,599,650          175,516             90,638               
Other 44,800               44,800               2,773                 
  Totals 15,908,122$      1,506,100$        569,859$           

With no related allowance
Commercial 3,007,499$        -$                       62,671$             
Real estate 683,789             -                         17,626               
Construction 280,112             -                         10,511               
Other 9,253                 -                         669                    
  Totals 3,980,653$        -$                       91,477$             

Total
Commercial 14,522,164$      773,584$           485,139$           
Real estate 3,432,796          512,200             71,606               
Construction 1,879,762          175,516             101,149             
Other 54,053               44,800               3,442                 
  Totals 19,888,775$      1,506,100$        661,336$           

December 31, 2019

 
NOTE 5.  ALLOWANCE FOR LOAN LOSSES 
 
The allowance is comprised of three distinct reserve components: (1) specific reserves related to loans individually 
evaluated, (2) quantitative reserves related to loans collectively evaluated, and (3) qualitative reserves related to loans 
collectively evaluated. A summary of the methodology the Bank employs on a quarterly basis with respect to each of 
these components in order to evaluate the overall adequacy of the allowance for loan losses is as follows:  
 
Specific Reserve for Loans Individually Evaluated  
 
To identify loans considered for impairment evaluation, management will begin with a review of the Loan Portfolio 
Watch List. A loan is impaired when, based on current information and events, it is probable that the Bank will be 
unable to collect all amounts due according to the contractual terms of the loan agreement. “All amounts due, 
according to the contractual terms”, means that both the contractual interest payments and the contractual principal 
payments of a loan will be collected as scheduled in the loan agreement. However, an insignificant delay or 
insignificant shortfall in amount of payments on the loan does not mean the loan is impaired.  
 
Once determined to be impaired, impairment will be measured by the present value of expected cash flow at the loan’s 
effective interest rate, less the fair value of the loans’ collateral and costs to sell. Loans determined to be impaired will 
be identified and listed individually with the impairment measurement amount (even if the amount is zero). These 
loans will be deducted from the appropriate loan pool when calculating the estimated loss under ASC 450-10.  
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NOTE 5.  ALLOWANCE FOR LOAN LOSSES (continued) 
 
Quantitative Reserve for Loans Collectively Evaluated  
 
Under ASC 450-10, loss estimates are calculated for groups of loans with similar risk characteristics. The Bank 
identifies the similar loan groups as Commercial, Real Estate, Construction, and Other. Charge-off amounts are 
compared to average loans outstanding to calculate a 2-Year Historic Average Loan Loss Percentage. This percentage 
is applied to the current loans outstanding for each loan pool, less the impaired loans for each loan pool. The result is 
the required general reserves amount.  
 
Qualitative Reserve for Loans Collectively Evaluated  
 
The Bank also considers the necessity to adjust the average historical net loan charge-off rates relative to each of the 
above loan pools for potential risk factors that could result in actual losses deviating from prior loss experience. Such 
qualitative risk factors considered are: (1) levels of and trends in delinquencies and impaired loans, (2) effects of any 
changes in the quality of the loan review system and findings, (3) trends in volume and term of loans, (4) effects of 
any changes in risk selection and underwriting standards, and other changes in lending policies, procedures, and 
practice, (5) experience, ability, and depth of lending management and other relevant staff, (6) national and local 
economic trends and conditions, (7) industry conditions such as competition and legal and regulatory  requirements, 
(8) effects of changes in credit concentrations, and (9) effects of changes in the value of underlying collateral.  
 
Activity in the allowance for loan losses by loan class for the years ended December 31, 2020 and 2019 is as follows:  
 

2020 Commercial Real estate Construction Other Total

Allowance for loan loss
Beginning balance 2,821,021$       700,930$          1,353,501$       73,145$            4,948,597$       

Charge-offs (61,390)            (220,026)          (64,672)            (22,217)            (368,305)          
Recoveries 2,360,983         46,021              17,887              1,492                2,426,383         
Provision (716,622)          38,238              890,896            41,514              254,026            
Ending balance 4,403,992$       565,163$          2,197,612$       93,934$            7,260,701$       

Allowance related to:
Loans individually evaluated

for impairment 2,734,322$       1,091,520$       12,478$            58,675$            3,896,995$       
Loans collectively evaluated

for impairment 1,669,670         (526,357)          2,185,134         35,259              3,363,706         
Totals 4,403,992$       565,163$          2,197,612$       93,934$            7,260,701$       

Loans
Loans individually evaluated

for impairment 19,053,450$     5,174,443$       107,101$          166,503$          24,501,497$     
Loans collectively evaluated

for impairment 92,793,626       184,926,468     14,922,011       7,474,555         300,116,660     
Totals 111,847,076$   190,100,911$   15,029,112$     7,641,058$       324,618,157$    
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NOTE 5.  ALLOWANCE FOR LOAN LOSSES (continued) 
 

2019 Commercial Real estate Construction Other Total

Allowance for loan loss
Beginning balance 2,628,982$       875,833$          1,740,725$       20,217$            5,265,757$       

Charge-offs (641,126)          (806,312)          (288,195)          (75,850)            (1,811,483)       
Recoveries 502,873            104,103            37,055              62,076              706,107            
Provision 330,292            527,306            (136,084)          66,702              788,216            
Ending balance 2,821,021$       700,930$          1,353,501$       73,145$            4,948,597$       

Allowance related to:
Loans individually evaluated

for impairment 773,584$          512,200$          175,516$          44,800$            1,506,100$       
Loans collectively evaluated

for impairment 2,047,437         188,730            1,177,985         28,345              3,442,497         
Totals 2,821,021$       700,930$          1,353,501$       73,145$            4,948,597$       

Loans
Loans individually evaluated

for impairment 14,522,164$     3,432,796$       1,879,762$       54,053$            19,888,775$     
Loans collectively evaluated

for impairment 95,839,689       205,464,818     14,751,420       9,454,103         325,510,030     
Totals 110,361,853$   208,897,614$   16,631,182$     9,508,156$       345,398,805$   

 
Both commercial and consumer loans are deemed impaired upon being contractually modified in a troubled debt 
restructuring (“TDR”). TDRs typically result from loss mitigation activities and occur when the Bank grants a 
concession to a borrower who is experiencing financial difficulty in order to minimize the loss. The modifications to 
the Company’s TDRs for the years ended December 31, 2020 and 2019 were concessions on the interest rate charged 
and paying real estate taxes. The effect of the modifications to the Company was a reduction in interest income. Once 
restructured in a TDR, a loan is generally considered impaired until its maturity, regardless of whether the borrower 
performs under the modified terms. Although such a loan may be returned to accrual status if all principal and interest 
is paid to date, the loan would continue to be evaluated for an asset-specific allowance for loan losses.  
 
The following tables present TDRs, modified by class at December 31, 2020 and 2019: 
 

2020
Number of 
contracts

Unpaid principal 
balance

Commercial 8                    6,270,414$          
Real estate 13                  1,610,779            
Construction 1                    51,023                 
Other 1                    40,553                 

Totals 23                  7,972,769$           
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NOTE 5.  ALLOWANCE FOR LOAN LOSSES (continued) 
 

2019
Number of 
contracts

Unpaid principal 
balance

Commercial 9                    6,770,896$          
Real estate 12                  1,489,238            
Construction 2                    599,036               
Other 1                    44,800                 

Totals 24                  8,903,970$           
  
Default occurs when payments are not received in accordance with terms specified in the loan document, which may 
result in the loan being fully or partially charged-off.  For the year ended December 31, 2020, there was one 
restructured commercial loan that subsequently was deeded to the Bank in lieu of foreclosure with a principal balance 
of $439,172.  For the year ended December 31, 2019, there was one  restructured commercial loan that subsequently 
defaulted resulting in a principal charge-off of $85,565 and one restructured mortgage loan that subsequently defaulted 
resulting in a principal charge-off of $158,120. 
 
NOTE 6.  BANK PREMISES AND EQUIPMENT 
 
Major classifications of bank premises and equipment and the total accumulated depreciation are as follows:  
 

2020 2019
Buildings and improvements 3,801,451$          2,157,173$          
Furniture and fixtures 1,975,848 1,829,013
Vehicles 239,909               239,909               

6,017,208            4,226,095            
Less: accumulated depreciation (3,727,579)           (3,538,023)           

2,289,629            688,072               
Land 200,460 200,460
Construction in progress 1,232,568            -                           

Bank premises and equipment, net 3,722,657$          888,532$              
 
Depreciation expense for the years ended December 31, 2020 and 2019, totaled $165,089 and $130,762, respectively, 
and is included in equipment and occupancy expense in the Consolidated Statements of Income.  
 
The Bank has entered into a noncancelable lease agreement with a related party, consummated at arm’s length, for its 
Teays Valley branch. Rent expense for the operating lease approximated $73,437 and $73,437 for the years ended 
December 31, 2020 and 2019, respectively. The minimum annual rental commitment under this lease, exclusive of 
taxes and other charges, payable by the lessee at December 31, 2020, is as follows:  
 

Year Amount
2021 73,437$               
2022 67,317
2023 -                           
2024 -                           
2025 and thereafter -                           
   Total 140,754$              

 
 

2020 ANNUAL REPORT     F - 27

www.putcobk.com



PUTNAM BANCSHARES, INC. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS                       

 

25 

NOTE 7.  DEPOSITS 
 
The following is a summary of major categories of deposits at December 31, 2020 and 2019:  
 

2020 2019
Non-interest bearing 89,678,893$        69,479,203$        
Interest bearing:

Time deposits under $250,000 178,675,135 187,854,415
Time deposits greater than or equal to $250,000 89,059,252          84,764,648          

Total time deposits 267,734,387        272,619,063        
Money market 139,739,813 116,795,330
Savings 41,716,411          34,717,948          

Total interest bearing deposits 449,190,611        424,132,341        
Total deposits 538,869,504$      493,611,544$       

 
Scheduled maturities of time and certificates of deposit at December 31, 2020, are as follows:  
 

Year Amount
2021 121,963,862$      
2022 40,770,234          
2023 18,894,974          
2024 86,105,317          
   Total 267,734,387$       

 
The Bank has, and expects to have in the future, banking transactions in the ordinary course of business with directors 
and officers of the Bank and their associates. Such related party deposits were accepted on substantially the same 
terms including interest rates and maturities as those prevailing at the time for comparable transactions with unrelated 
parties. Aggregate deposit transactions with related parties approximated $61,549,841 and $54,564,168 at December 
31, 2020 and 2019, respectively.  
 
NOTE 8.  INCOME TAXES 
 
The components of applicable income tax expense (benefit) for the years ended December 31, 2020 and 2019, are 
summarized as follows:  
 

2020 2019
Current expense:

Federal 1,328,691$          865,796$             
State 165,886               100,218               

Total current 1,494,577            966,014               

Deferred expense (benefit):
Federal (374,473)              293,455               
State (70,692)                63,674                 

Total deferred (445,165)              357,129               
Income tax expense 1,049,412$          1,323,143$           
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NOTE 8.  INCOME TAXES (continued) 
 
Deferred income taxes reflect the net effects of temporary differences between the carrying amounts of assets and 
liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant components of 
the Company’s deferred tax assets and liabilities at December 31, 2020 and 2019, are as follows:  
 

2020 2019
Deferred tax assets:

Allowance for loan losses 1,754,185$          1,195,580$          
Defined benefit plan 892,684               880,989               
Nonaccrual interest 125,794               187,617               
Unrealized loss on available-for-sale securities -                           -                           
OREO write-downs 15,625                 -                           

Total deferred tax assets 2,788,288            2,264,186            

Deferred tax liabilities:
Unrealized gain on available-for-sale securities (156,021)              (75,190)                
Depreciation and amortization (114,283)              -                           

Total deferred tax liabilities (270,304)              (75,190)                

Net deferred tax assets 2,517,984$          2,188,996$           
 
No valuation allowance for deferred tax assets was recorded at December 31, 2020 and 2019, as the Company believes 
it is more likely than not that all of the deferred tax assets will be realized because they were supported by recoverable 
taxes paid in prior years. 
 
A reconciliation of the significant differences between the federal statutory income tax rate and the Company’s 
effective income tax rate is as follows:  
 

2020 2019
Federal statutory rate 921,067$           1,251,836$        
Increase (decrease) resulting from:

State income tax, net of federal tax benefit 131,050             79,172               
Tax exempt interest income (18,493)              (18,493)              
Nondeductible expense 9,035                 3,457                 
Other items, net 6,753                 7,171                 

Income tax expense 1,049,412$        1,323,143$        
 

NOTE 9.  EMPLOYEE BENEFIT PLANS 
 
The Company provides retirement benefits to its employees through the Putnam County Bank 401(k) Plan, which is 
intended to be compliant with Employee Retirement Income Security Act (ERISA) Section 404(c). The Company’s 
total expense associated with the retirement benefit plan approximated $89,276 and $87,490 for the years ended 
December 31, 2020 and 2019, respectively.  
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NOTE 9.  EMPLOYEE BENEFIT PLANS (continued) 
 
The Company also maintains a defined benefit pension plan (“the Defined Benefit Plan”). The Defined Benefit Plan 
was frozen as of October 31, 2012. The Defined Benefit Plan maintains a December 31 year-end for purposes of 
computing its benefit obligations.  
 
The following table sets summarizes activity with the frozen Defined Benefit Plan in 2020 and 2019:  
 

2020 2019
Change in fair value of plan assets:

Fair value at beginning of measurement period 5,880,507$          5,271,890$          
Actual gain/(loss) on plan assets 864,739               819,822               
Contributions 387,300               232,550               
Benefits paid (451,071)              (440,689)              
Settlements -                           (3,066)                  

Fair value at end of measurement periods 6,681,475            5,880,507            

Change in benefit obligation:
Benefit obligation at beginning of measurement period (9,526,985)           (8,461,044)           
Interest cost (297,512)              (345,872)              
Actuarial gain/(loss) (1,002,933)           (1,163,824)           
Benefits paid 451,071               440,689               
Settlements -                           3,066                   

Benefit obligation at end of measurement period (10,376,359)         (9,526,985)           

Funded status (3,694,884)$         (3,646,478)$         

Weighted-average assumptions for balance sheet liability at end of year:
Discount rate 2.50% 3.20%
Expected long-term rate of return 7.00% 7.00%

Weighted-average assumptions for benefit cost at beginning of year:
Discount rate 3.20% 4.20%
Expected long-term rate of return 7.00% 7.00%  

 
The unfunded status of the plan as of December 31, 2020 is included within Other Liabilities on the Consolidated 
Balance Sheets.  At December 31, 2020, Accumulated Other Comprehensive Income includes a balance of 
$3,031,707, net of tax, related to the underfunded pension liability.  
 
The following table presents the components of the net periodic pension cost of the Defined Benefit Plan: 
 

2020 2019
Components of net periodic benefit:

Interest cost 297,512$             345,872$             
Expected return on plan assets (403,316)              (398,072)              
Amortization of unrecognized (gain)/loss 461,780               328,172               

Net periodic pension cost 355,976$             275,972$              
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NOTE 9.  EMPLOYEE BENEFIT PLANS (continued) 
 
The Bank anticipates making contributions of $340,000 to the plan for the year ending December 31, 2021. The 
following table summarizes the expected benefits to be paid in each of the next five years and in the aggregate for the 
five years thereafter:  
 

Expected benefits 
Plan year ending December 31, to be paid

2021 466,497$             
2022 465,525               
2023 500,460               
2024 499,303               
2025 487,601               
2026 through 2030 2,488,568            
   Total 4,907,954$           

 
Asset allocation for the Defined Benefit Pension Plan as of the measurement date, by asset category, is as follows:  
 

December 31, 2020 December 31, 2019

Equities 50% 40-60% 55% 49%
Fixed income 50% 40-60% 44% 50%
Other 0-3% 1% 1%
    Totals 100% 100%

Percentage of plan assets at
Plan Assets

Target Allocation 
2020

Allowable allocation 
range

 
The primary long-term objective for the plan is to maintain assets at a level that will sufficiently cover future 
beneficiary obligations. The plan is overseen by Pentegra Retirement Services, who will invest the assets of the plan in 
a diversified combination of asset classes, investment strategies, and pooled vehicles. The asset allocation guidelines 
displayed in the table above reflect the Bank’s risk tolerance and long-term objectives and is reviewed periodically to 
meet the above target allocations. The expected long-term rate of return for the plan’s assets is based on the expected 
return of each of the above categories, weighted based on the median of the target allocation for each class. The major 
categories of assets in the Company’s Defined Benefit Plan as of year-end are presented in the following table. Assets 
are segregated by the level of the valuation inputs within the fair value hierarchy established by ASC Topic 820 
utilized to measure fair value (see Note 14 for fair value hierarchy).  
 
The following tables present the balances of the plan assets, by fair value, as of December 31, 2020 and 2019:  
 

Level 1 Level 2 Level 3 Total

Cash and cash equivalents 54,699$           -$                    -$                    54,699$           
Fixed income mutual funds 2,950,435        -                      -                      2,950,435        
Common/collective trusts -                      402,052           -                      402,052           
Equity mutual funds 3,274,289        -                      -                      3,274,289        

Totals 6,279,423$      402,052$         -$                6,681,475$      

Fair Value Measurement Using
December 31, 2020
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NOTE 9.  EMPLOYEE BENEFIT PLANS (continued) 
 

Level 1 Level 2 Level 3 Total
Cash and cash equivalents 43,272$           -$                    -$                    43,272$           
Fixed income mutual funds 2,945,644        -                      -                      2,945,644        
Common/collective trusts -                      350,167           -                      350,167           
Equity mutual funds 2,541,424        -                      -                      2,541,424        

Totals 5,530,340$      350,167$         -$                5,880,507$      

Fair Value Measurement UsingDecember 31, 2019

 
 
NOTE 10.  RELATED PARTY TRANSACTIONS 
 
In the normal course of business, the Company and its subsidiary, Putnam County Bank, have loans, deposits and 
other transactions with its executive officers, directors and certain business organizations and individuals with which 
such persons are associated as discussed in Notes 4, 6 and 7. In the opinion of management, such transactions are 
consistent with prudent banking practices and are within applicable banking regulations. 
 
NOTE 11.  COMMITMENTS AND CONTINGENCIES 
 
The Bank is a party to certain financial instruments with off-balance sheet risk in the normal course of business to 
meet the financing needs of its customers. These financial instruments include commitments to extend credit, 
commercial letters of credit, and standby letters of credit. Those instruments involve, to varying degrees, elements of 
credit and interest rate risk in excess of the amount recognized in the Consolidated Balance Sheets. The contract or 
notional amounts of those instruments reflect the extent of involvement the Bank has in particular classes of financial 
instruments.  
 
A summary of the notional amounts of the financial instruments with off-balance sheet risk at December 31, 2020 and 
2019 is as follows:  
 

Contract Amount 2020 2019
Commitments to extend credit 14,715,345$        12,156,365$        
Commercial and standby letters of credit 39,000                 33,000                 
   Totals 14,754,345$        12,189,365$         

 
The Bank’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for 
commitments to extend credit and commercial and standby letters of credit is represented by the contractual amount of 
those instruments. The Bank uses the same credit policies in making commitments and conditional obligations as it 
does for on-balance sheet instruments.  
 
Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition 
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may 
require payment of a fee. Since commitments may expire without being drawn upon, the total commitment amounts 
do not necessarily represent future cash requirements. The Bank evaluates each customer’s credit worthiness on a 
case-by-case basis. The amount of collateral obtained, if deemed necessary upon extension of credit, is based on 
management’s credit evaluation of the counterpart. Collateral requirements vary but may include accounts receivable, 
inventory, property, plant and equipment, or real estate.  
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NOTE 11.  COMMITMENTS AND CONTINGENCIES (continued) 
 
Commercial and standby letters of credit are conditional commitments issued by the Bank to guarantee the 
performance of a customer to a third party. These guarantees are primarily issued to support private borrowing 
arrangements. The credit risk involved in issuing letters of credit is essentially the same as that involved in extending 
loans.  
 
Loss contingencies, including claims and legal actions arising in the ordinary course of business, are recorded as 
liabilities when the likelihood of loss is probable and an amount or range of loss can be reasonably estimated. Based 
upon information currently available, management believes that such loss contingencies, in the aggregate, will not 
have a material adverse effect on the Bank’s business, financial position, or results of operations.  
 
NOTE 12.  CONCENTRATION OF CREDIT RISK 
 
The majority of the Bank's loans, commitments, and commercial and standby letters of credit have been granted to 
customers in the Bank's market area. Investments in state and municipal securities and loans to governmental entities 
are within the Bank's home state. The concentrations of credit by type of loan are set forth in Note 4. The distribution 
of commitments to extend credit approximates the distribution of loans outstanding. Commercial and standby letters of 
credit were granted primarily to commercial borrowers.  
 
NOTE 13.  REGULATORY MATTERS 
 
Putnam Bancshares, Inc.’s principal source of funds for future dividend payments to shareholders is from dividend 
payments received from its wholly-owned subsidiary, Putnam County Bank. 
 
The Bank, as a state chartered member bank of the Federal Reserve System, is subject to the dividend restrictions set 
forth by the West Virginia Division of Financial Institutions as well as the Federal Reserve Board. Under such 
restrictions, the Bank may not, without the prior approval of the West Virginia Division of Financial Institutions and 
the Federal Reserve Board, declare dividends in excess of the sum of the current year’s net income, as defined, plus 
the retained net profits from the two preceding years. The Bank normally restricts dividends to a lesser amount. The 
dividends as of December 31, 2020, that the Bank could declare without the approval of the West Virginia Division of 
Financial Institutions and the Federal Reserve Board amounted to approximately $5,440,000.  
 
The Bank is also subject to various regulatory capital requirements administered by federal and state banking 
agencies. Failure to meet the minimum capital requirements can initiate certain actions by regulators that, if 
undertaken, could have a material effect on the Bank and the consolidated financial statements. Capital adequacy 
guidelines require minimum ratios of 6% for Tier 1 capital, 8% for total risk-based capital, and 4% for Tier 1 leverage 
capital. To be well capitalized under the regulatory framework for prompt corrective actions, the ratios must be at least 
8%, 10%, and 5%, respectively.  
 
Capital amounts and classifications are also subject to qualitative judgments by the regulators about components, risk-
weighting of assets and certain off-balance sheet items, and other factors.  
 
As of December 31, 2020 and 2019, the Bank exceeded all capital adequacy requirements to which it is subject and 
had regulatory capital ratios in excess of the levels established for well capitalized institutions. As of December 31, 
2020, the most recent notification from the Bank’s primary regulatory agency categorized the Bank as well capitalized 
under the regulatory framework for prompt corrective action. To be categorized as well capitalized, an institution must 
maintain minimum total risk-based, Tier I risk-based and Tier I leverage ratios as set forth in the table below. There 
are no conditions or events since the notification that management believes have changed the Bank’s category.  
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NOTE 13.  REGULATORY MATTERS (continued) 
 
The Bank’s actual ratios as well as a comparison of the period-end capital balances with the related amounts 
established by the regulatory agencies are as follows:  
 

Ratios Actual Minimum Well capitalized

Total risk-based capital
(to risk-weighted assets) 34.42% 98,058,000$      22,788,000$      28,485,000$      

Tier 1 capital
(to risk-weighted assets) 33.16% 94,452,000        17,091,000        22,788,000        

Tier 1 leverage capital
(to adjusted average assets) 14.88% 94,452,000        25,396,000        31,745,000        

Total risk-based capital
(to risk-weighted assets) 33.49% 96,573,000$      23,067,000$      28,833,000$      

Tier 1 capital
(to risk-weighted assets) 32.24% 92,953,000        17,300,000        23,067,000        

Tier 1 leverage capital
(to adjusted average assets) 15.77% 92,953,000        23,584,000        29,481,000        

December 31, 2020

Capital amounts

December 31, 2019

 
NOTE 14.  FAIR VALUES OF FINANCIAL INSTRUMENTS 
 
ASC Topic 820, Fair Value Measurement and Disclosures, defines fair value as the exchange price that would be 
received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the 
asset or liability in an orderly transaction between market participants on the measurement date. ASC Topic 820 also 
establishes a fair value hierarchy which requires an entity to maximize the use of observable inputs and minimize the use 
of unobservable inputs when measuring fair value. The standard describes three levels of inputs that may be used to 
measure fair value.  
  

Level 1: Unadjusted quoted market prices in active markets for identical assets or liabilities that the 
reporting entity has the ability to access as of the measurement date.  
 
Level 2: Significant other observable inputs other than Level 1 prices, such as quoted prices for similar 
assets or liabilities, quoted prices in markets that are not active, and other inputs that are observable or can 
be corroborated by observable market data.  
 
Level 3: Significant unobservable inputs that reflect a company’s own assumptions about the assumptions 
that market participants would use in pricing an asset or liability.  

 
Accordingly, securities available-for-sale are recorded at fair value on a recurring basis. Additionally, from time to time, 
the Bank may be required to record other assets at fair value on a nonrecurring basis. These nonrecurring fair value 
adjustments typically involve application of lower of cost or market accounting or write-downs of individual assets.  
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NOTE 14.  FAIR VALUES OF FINANCIAL INSTRUMENTS (continued) 
 
A description of the valuation methodologies used for assets and liabilities recorded at fair value follows, as well as the 
classification of such instruments within the valuation hierarchy:  
 

Securities Available-for-Sale: Securities are classified within Level 1 where quoted market prices are 
available in an active market. Inputs include securities that have quoted prices in active markets for identical 
assets. If quoted market prices are not available, fair value is estimated using quoted prices of securities with 
similar characteristics, at which point the securities would be classified with Level 2 of the hierarchy. Level 
2 securities include mortgage-backed securities issued by government sponsored entities and municipal 
bonds.  
  
Impaired Loans: Loans are measured for impairment using the methods permitted by ASC Topic 310, 
Receivables. Fair value of impaired loans is measured by either the loans obtainable market price, if 
available (Level 1), the fair value of the collateral if the loan is collateral dependent (Level 2), or the present 
value of expected future cash flows, discounted at the loan’s effective interest rate (Level 3). Fair value of 
the collateral is determined by appraisals or by independent valuation.  
 
Other Real Estate Owned (“OREO”): Properties are recorded at the balance of the loan or at estimated fair 
value less estimated selling costs, whichever is less, at the date acquired. Fair values of OREO at December 
31, 2020, are determined by sales agreements or appraisals, and costs to sell are based on estimation per the 
terms and conditions of the sales agreements or amounts commonly used in real estate transactions. Inputs 
include appraisal values on the properties or recent sales activity for similar assets in the property’s market, 
and thus OREO measured at fair value would be classified within Level 2 of the hierarchy.  

 
Assets at Fair Value on a Recurring Basis 
 

Level 1 Level 2 Level 3 Total

Available-for-sale securities
U.S. Government treasuries -$                      5,000,390$       -$                      5,000,390$       
U.S. Government agencies -                        45,906,810       -                        45,906,810       
Municipal bonds -                        2,838,871         -                        2,838,871         

Totals -$                      53,746,071$     -$                      53,746,071$     

Equity securities
Mutual funds 1,498,849$       -$                      -$                      1,498,849$       

Level 1 Level 2 Level 3 Total

Available-for-sale securities
U.S. Government treasuries -$                      -$                      -$                      -$                      
U.S. Government agencies -                        40,418,036       -                        40,418,036       
Municipal bonds -                        2,880,925         -                        2,880,925         

Totals -$                      43,298,961$     -$                      43,298,961$     

Equity securities
Mutual funds 1,467,076$       -$                      -$                      1,467,076$       

Fair Value Measurement Using
December 31, 2020

Fair Value Measurement Using
December 31, 2019
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NOTE 14.  FAIR VALUES OF FINANCIAL INSTRUMENTS (continued) 
 
Assets Recorded at Fair Value on a Nonrecurring Basis 
 
The Bank may be required, from time to time, to measure certain assets at fair value on a nonrecurring basis in 
accordance with U.S. generally accepted accounting principles. These include assets that are measured at the lower of 
cost or market that were recognized at fair value below cost at the end of the period. The following table measures 
financial assets measured at fair value on a nonrecurring basis as of December 31, 2020 and 2019:  
 

Level 1 Level 2 Level 3 Total

Impaired loans -$                      24,501,497$     -$                      24,501,497$     

OREO -$                      74,045$            -$                      74,045$            

Level 1 Level 2 Level 3 Total

Impaired loans -$                      19,888,775$     -$                      19,888,775$     

OREO -$                      15,000$            -$                      15,000$            

Fair Value Measurement Using
December 31, 2019

Fair Value Measurement Using
December 31, 2020

 
 
ASC Topic 825 provides the Company with an option to report selected financial assets and liabilities at fair value. The 
fair value option established by this statement permits the Company to choose to measure eligible items at fair value at 
specified election dates and report unrealized gains and losses on items for which the fair value option has been elected in 
earnings at each reporting date subsequent to implementation.  
 
The Company has chosen not to elect the fair value option for any items that are not already required to be measured at 
fair value in accordance with U.S. GAAP and, as such, has not included any gains or losses in earnings for the year 
ended December 31, 2020. 
 
NOTE 15.  REVENUE FROM CONTRACTS WITH CUSTOMERS 
 
In accordance with Topic 606, revenues are recognized when control of promised goods or services is transferred to 
customers in an amount that reflects the consideration the Company expects to be entitled to in exchange for those goods 
or services. To determine revenue recognition for arrangements that an entity determines are within the scope of Topic 
606, the Company performs the following five steps: (i) identify the contract(s) with a customer; (ii) identify the 
performance obligation in the contract; (iii) determine the transaction price; (iv) allocate the transaction price to the 
performance obligation in the contract; and (v) recognize revenue when (or as) the Company satisfies a performance 
obligation. The Company only applies the five-step model to contracts when it is probable that the entity will collect the 
consideration it is entitled to in exchange for the goods or services it transfers to the customer. At contract inception, 
once the contract is determined to be within the scope of Topic 606, the Company assesses the goods or services that are 
promised within each contract and identifies those that contain performance obligation, and assesses whether each 
promised good or service is distinct. The Company then recognizes as revenue the amount of the transaction price that is 
allocated to the respective performance obligation when (or as) the performance obligation is satisfied.  
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NOTE 15.  REVENUE FROM CONTRACTS WITH CUSTOMERS (continued) 
 
The following is a description of the Company’s revenue streams accounted for under ASC 606:  
 

Service Charges on Deposit Accounts: The Company earns fees from its deposit customers for transaction-
based, account maintenance, and overdraft services. Transaction-based fees, which include services such as 
ATM use fees, stop payment charges, statement rendering, and ACH fees, are recognized at the time the 
transaction is executed as that is the point in time the Company fulfills the customer’s request. Account 
maintenance fees, which relate primarily to monthly maintenance, are earned over the course of a month, 
representing the period over which the Company satisfies the performance obligation. Overdraft fees are 
recognized at the point in time that the overdraft occurs. Service charges on deposits are withdrawn from the 
customer’s account balance. For the years ended December 31, 2020 and 2019, service charges and fees on 
deposit accounts was $91,374 and $113,649, respectively. 

 
Interchange Income: Interchange income represents fees earned when a debit card issued by the Company is 
used. The Company earns interchange fees from debit cardholder transactions through a payment network. 
Interchange fees from cardholder transactions represent a percentage of the underlying transaction value and are 
recognized daily, concurrently with the transaction processing services provided to the cardholder. The 
performance obligation is satisfied and the fees are earned when the cost of the transaction is charged to the card. 
Certain expenses directly associated with the debit card are recorded on a net basis with the fee income.  For the 
years ended December 31, 2020 and 2019, interchange income was $344,437 and $334,247, respectively. 

 
Gains/Losses on Sales of OREO: Gains and losses on the sale of OREO are included in non-interest expense. 
The Company records a gain or loss from the sale of OREO when control of the property transfers to the buyer, 
which generally occurs at the time of an executed deed. When the Company finances the sale of OREO to the 
buyer, the Company assesses whether the buyer is committed to perform their obligations under the contract and 
whether collectability of the transaction price is probable. Once these criteria are met, the OREO asset is 
derecognized and the gain or loss on sale is recorded upon the transfer of control of the property to the buyer. In 
determining the gain or loss on the sale, the Company adjusts the transaction price and related gain (loss) on sale 
if a significant financing component is present. For the years ended December 31, 2020 and 2019, the net gain 
(loss) on the sale of OREO was ($9,891) and ($613,821), respectively. 
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NOTE 16.  PARENT COMPANY FINANCIAL INFORMATION 
 
Condensed financial information of Putnam Bancshares, Inc. (Parent Company) is presented below. 
 
BALANCE SHEETS

2020 2019
ASSETS
Cash 150,932$             156,942$             
Investment in Putnam County Bank 91,792,901          90,175,324          
Investment in Putnam County Title Insurance Agency (4,492)                  (2,815)                  

TOTAL ASSETS 91,939,341$        90,329,451$        

LIABILITIES AND STOCKHOLDERS' EQUITY
Accounts payable -$                         -$                         
Income taxes payable -                           -                           

TOTAL LIABILITIES -                           -                           

STOCKHOLDERS' EQUITY 91,939,341          90,329,451          

TOTAL LIABILITIES AND
   STOCKHOLDERS' EQUITY 91,939,341$        90,329,451$        

December 31,

 
 
STATEMENTS OF INCOME

2020 2019

INCOME 3,323,438$          1,800,000$          

EXPENSES:
Operating expenses 6,010                   10,479                 

Income before income tax benefit and equity in 
undistributed earnings of subsidiaries 3,317,428            1,789,521            

Applicable income taxes -                           -                           

Income before equity in undistributed earnings of subsidiaries 3,317,428            1,789,521            
Equity in undistributed earnings of subsidiaries 19,193                 2,848,462            

 Net income 3,336,621$          4,637,983$          

Years Ended
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NOTE 16.  PARENT COMPANY FINANCIAL INFORMATION (continued) 
 
STATEMENTS OF CASH FLOWS

2020 2019
CASH FLOWS FROM OPERATING ACTIVITIES
  Net income 3,336,621$          4,637,983$          

Adjustments to reconcile net income to net cash
  provided by operating activities:

Equity in undistributed earnings of subsidiaries (19,193)                (2,848,462)           
Increase/(decrease) in accounts payable -                           -                           
Increase/(decrease) in income taxes payable -                           5,663                   

NET CASH PROVIDED BY OPERATING ACTIVITIES 3,317,428            1,795,184            

CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid (3,323,438)           (1,800,000)           

NET CASH USED IN FINANCING ACTIVITIES (3,323,438)           (1,800,000)           

NET CHANGE IN CASH AND CASH EQUIVALENTS (6,010)                  (4,816)                  

CASH AND CASH EQUIVALENTS, BEGINNING 156,942               161,758               

CASH AND CASH EQUIVALENTS, ENDING 150,932$             156,942$             

Years Ended
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