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OUR MISSION

At BSNB, we seek to be recognized as a high performing community bank by add-
ing value to and building strong relationships with our shareholders, customers,
employees, and community.

To achieve our goal, we are committed to the following objectives:

ogo To consistently exceed expectations and treat every customer as if we've

known them our entire life;

020 To give back and strengthen the communities where we work and live;

<>g<> To continually improve and enhance the value we deliver to our customers,

staff, and community;
080 To constantly surprise people with what a bank can be and the impact it can
have on customers and the community;

ogo To a belief that actions and not just words define who we are as a company.

THEYEAR IN REVIEW
(Dollars in thousands, except per share data) December 31, 2019 2018
FOR THE YEAR ENDED
Net income $ 3,905 $ 4,750
Basic earnings per share 5.26 6.40
Dividends declared per share 1.32 1.32
ATYEAR END
Total assets $ 588,192 $ 534,455
Loans 477,834 430,614
Deposits 446,026 419,567
Shareholders’ equity 40,770 36,043
Book value per share 54.90 48.53
Tangible book value per share 52.62 46.30
ASSET QUALITY RATIOS
Nonperforming loans to total loans 0.37% 0.67%
Nonperforming assets to total assets 0.35 0.54
Allowance for loan losses to:
Total loans 1.30 131
Nonperforming loans 350.94 196.79
REGULATORY CAPITAL RATIOS Required Ratios
December 31,2019 December 31,2018 Minimum (lassified as
Actual Actual capital adequacy well capitalized
Tier 1 leverage ratio 8.25% 8.50% 4.00% 5.00%
Tier 1risk-based capital ratio 10.49 11.38 6.00 8.00
Common equity tier 1 capital 10.49 11.38 4.50 6.50

Total risk-based capital ratio 13.46 14.62 8.00 10.00
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PRESIDENT’S MESSAGE ‘o‘

“Reflecting the Company's very successful financial
performance, our stock price increased 16% in 2019,
and a cumulative 69% since 2015."

Christopher R. Dowd
President and Chief Executive Officer

TO OUR SHAREHOLDERS,

Ballston Spa Bancorp, Inc,, parent company of
Ballston Spa National Bank, completed a very suc-
cessful year in 2019. In addition to accomplishing
key initiatives designed to enhance service and
support for our customers, the Company delivered
strong financial performance.

Financial Highlights

Net income in 2019 totaled $3.9 million or $5.26
per share, down from the $4.8 million or $6.40 per
share reported in 2018. As previously reported, in-
come performance in 2018 was positively impacted
by a number of one-time income recognition items
including the sale of our former Clifton Park office
and the recovery of past due interest on three non-
performing loans. Absent these items, 2019 income
was slightly ahead of 2018 performance.

In 2019, the Company benefited from solid
growth in both loan and deposit portfolios. Total
loans increased $47.2 million, or 11.0%, to $477.8
million at December 31, 2019. Our focus on the
commercial banking market has been successful
as commercial and commercial real estate loans
increased $24.6 million, a robust 12.2%. We also
achieved strong growth in residential mortgage
lending which increased $18.3 million, or 9.3%
over the same period. Loan growth was supported
by an increase in total deposits of $26.5 million, or
6.3% as of December 31, 2019. A primary driver of
our success is the Company’s expansion strategy
in Albany County. Likewise, enhancements to our
treasury management platform of services contrib-
uted to the growth of commercial deposits, up $5.3
million, or 7.5%, as of year-end 2019.

While we are seeing consistent and meaningful
loan growth, averaging 12.4% annually over the
last 5 years, asset quality indicators remain very
positive. Nonperforming loans as a percentage of
total loans decreased in 2019 from 0.67% in 2018
to a very healthy 0.37%. Balance sheet strength is
further evidenced by our Tier 1 capital ratio which
stood at 11.92% as of December 31, 2019, a level
well above regulatory minimums. Given our finan-
cial stability and strength, the Company is well po-
sitioned for continued success as we move forward.

Reflecting the Company’s very successful finan-
cial performance, our stock price increased 16% in
2019, and a cumulative 69% since 2015. Combined
with our steady dividend rate, total shareholder re-
turn has been well above the median in our peer

group.

Building for the Future

During the course of the year, management took
steps to not only pursue growth opportunities but
to further enhance service and support to customers.

e Recognizing the pace of technological ad-
vancement and the heightened levels of fraud
and cyber risk in our industry, the Company made
significant investments during the year to further
strengthen our technology infrastructure and se-
curity measures.

* These investments also contributed to im-
proved service to our customers. As an
example, we introduced new features and
services such as Positive Pay to our treasury
management platform. This service enables
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commercial customers to automatically
match presented check numbers and dol-
lar amounts with checks that have been is-
sued by them to minimize the potential for
fraudulent or counterfeit transactions. All
businesses should consider this resource as
a practical tool in combating cyber risk and
fraud.

The Company hosted a cyber security
seminar in November 2019 to educate and
better prepare our business customers to
understand the increasing risk of cyber ac-
tivities.

e OurWealth Management Solutions group was
a primary focus during 2019. With the addition of
a new and highly experienced leader, combined
with recent staff additions and promotions, we are
now better able to deliver customized solutions for
customers, expand product offerings, and pursue
growth opportunities.

e Key staffing additions and promotions oc-
curred in several other areas of the bank during
the year. While the labor market remains extremely
tight and challenging, the Company was again able
to build on our experienced team of banking pro-
fessionals.

e Renovations and upgrades to our branch of-
fices continued in 2019 as we completed a com-
prehensive project at our Milton Crest branch. The
improvements provide customers greater comfort
and convenience and a more modern design.

e Residential mortgage product offerings were
expanded to better assist veterans, rural homebuy-
ers and borrowers seeking low down payment op-
tions.

e Better U, an online financial education initia-
tive was launched, offering critical financial topics
through our website, free of charge, to encourage
participants to build their financial confidence.

Community Support

While appreciative of our financial and strategic
accomplishments, we are even more proud of the
support we provide and impact we have on local
communities.

We witnessed the full effects of what more than
125 energized employees can achieve during the
bank’s third annual Community Support Day held
in May 2019. BSNB locations across the capital re-
gion closed early, allowing employees to collec-
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tively volunteer their time supporting Rebuilding
Together Saratoga, Saratoga County EOC, Brook-
side Museum, Gateway House of Peace, The Charl-
ton School and the Ballston Spa Village Cemetery.

Community Support Day is a wonderful way to
make an immediate impact. However, it's important
to note that our employees are visible throughout
the year. Serving as goodwill ambassadors, our em-
ployees participate in a number of efforts through
our Volunteers in Action program, including collect-
ing food and monetary donations for area food
pantries, delivering meals to shut-ins, conducting
mock interviews with high school students, and
supporting fundraising events for charity.

In addition to our volunteer efforts, the Com-
pany and the BSNB Charitable Foundation provide
targeted sponsorships and donations throughout
the year to support local community organizations.
These groups are dedicated to helping those in
need or enhancing the quality of life for those who
live and work in the capital region. The homeless
and economically disadvantaged, area youth, vet-
erans, and other worthy groups benefit from these
efforts.

Moving Forward

The recent volatile financial markets and rapid
changes in interest rates will continue to put pres-
sure on net interest margins, and provide other
challenges to near-term income performance. That
said, we are confident that the foundation we have
laid and our focus on balancing both short-term
and long-term financial goals will enable the Com-
pany to navigate these turbulent times and con-
tinue to achieve solid results in the future.

We believe that the strength of our team and
commitment to the support of customers and
community will remain a key component contrib-
uting to our long-term success. Furthermore, our
focus on security and support of customers in a
world of evolving digital solutions will distinguish
BSNB as a premier provider of financial services to
the commercial banking market.

On behalf of our Board of Directors and staff, we
thank you for your support.

Christopher R. Dowd
President and Chief Executive Officer
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FIVEYEAR SELECTED FINANCIAL DATA ‘O‘

At or for the years ended December 31, 2019 2018 2017 2016 2015
(Inthousands, except per share amounts)

EARNINGS

Interestincome $ 22,438 5 20342 $ 17307 S 14989 § 13,893
Interest expense 4,072 1,994 1,080 919 1,248
Net interest income 18,366 18,348 16,227 14,070 12,645
Provision for loan losses 725 803 799 180 90
Noninterest income 3,215 3,625 2,799 1,873 2,384
Noninterest expense 16,146 15,389 14,348 12,664 12,246
Income before tax expense 4,710 5,781 3,879 3,099 2,693
Tax expense 805 1,031 601 21 566
Net income 3,905 4,750 3,278 2,378 2,127
PER SHARE DATA

Basic earnings $ 526 ¢ 6.40 $ 441§ 320 S 2.86
(ash dividends declared 132 132 1.24 1.24 1.24
Book value at year end 54.90 48.53 45.84 4230 40.63
Tangible book value at year end 52.62 46.30 43.63 40.07 38.34
Closing market price 57.00 49.01 43.00 37.95 33.75
AVERAGE BALANCES

Total assets $ 553,477 § 510771 § 468,497 § 433,783 § 421,455
Earning assets 531,667 487,371 446,737 414,168 401,419
Loans 451,979 412,699 363,510 305,228 279,229
Securities available for sale 72,132 68,494 73,651 80,719 78,223
Deposits 448,747 424,408 401,119 383,000 365,090
Borrowings 60,533 45,781 29,395 14,911 22,083
Shareholders’ equity 38,682 35,812 32,940 31,407 30,108

COMMUNITY SUPPORT DAY 2019
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4@  UNAUDITED CONSOLIDATED BALANCE SHEETS

©

(In thousands, except share and per share amounts) December 31, 2019 2018
ASSETS
Cashand due frombanks ............oooiiiiiii $ 6,837 $ 7,485
Short-term inVeSTMENTS ... ..\ vttt ettt 4,575 3,643
Securities available for sale, atfairvalue ............ccooiiiiiiiii 75,325 71,992
FHLB of NY & FRB Stock, at COSt . ... veeeeeieeeeeeee e 6,425 5,236
L0ANS Lo 477,834 430,614
Allowance for [0an 10SSES. . . ... .o uee et et (6,205) (5,652)
NEtL0ANS. vttt 471,629 424,962
Premises and equipment, net.......... ... 10,434 10,180
Accrued interestreceivable . ...t 1,698 1,633
GOOWIll. ... 1,595 1,595
Other real estate OWNed. ........oueie et 135 -
Bank owned life insurance. .........ooeeveiii e 5,103 4,970
OThEIASSELS .ttt ettt ettt 4,436 2,759
TOTAl ASSELS .. ettt et e e e $ 588,192 $ 534455
LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities:
DeMANd DEPOSILS ... veees ettt et et et et et et et $ 80,888 $ 77450
SAVINGS ettt ettt e e e 78,380 80,215
NOW and money markets ...........c.oviueeineeiiiiiiiiii e, 238,198 222,888
TIMe DEPOSIES . ..o e 48,560 39,014
TOtal DEPOSIES .. vt e et ettt e e 446,026 419,567
FHLB borrowings, short-term ............ooiiiiiiii e 74,210 54,850
FHLB borrowings, [ong-term .........ooveeeiit e 5,880 5,880
Junior subordinated debentures ...........ccooiiiiiii i 12,905 12,905
Other liabilities .........ooeiei i 8,401 5210
Total liabilities ...........ooeeieii 547,422 498,412
Shareholders'Equity:
Common stock $12.50 par value. Authorized 10,000,000 shares; issued 768,000 9,600 9600
shares at December 31,2019 and 2018 ! !
Preferred stock $12.50 par value. Authorized 2,000,000 shares; none issued at )
December 31,2019 and 2018
Additional paid-in-capital . ...........oooii 42 42
Treasury stock, at cost (25,337 shares at December 31,2019and 2018) ............. (991) (991)
Retained eamings .........vireeinet i 34,722 31,797
Accumulated other comprehensive 10SS ........o.veiieiii i (2,603) (4,405)
Total shareholders’equity ...........cooeiiiiii 40,770 36,043
Total liabilities and shareholders’equity ............c.ovviiveiiiieeiiinnns $ 588,192 $ 534,455
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UNAUDITED CONSOLIDATED INCOME STATEMENTS 000

(In thousands, except share and per share amounts) Years ended December 31, 2019 2018
INTEREST AND FEE INCOME
Loans, including fees .........ooueiiriii e $ 20,372 $ 18,507
Securities available forsale ..o 1,721 1,551
FHLB Of NY & FRB StOCK .. .. v 270 235
Short-term investments .......o.uuuetoit i 75 49
Total interest and fee income ...........c..vviiiiiiiiiiiiiiiiiiee 22,438 20,342
INTEREST EXPENSE
DPOSIES . . e ettt 2,168 748
FHLB borrowings, ShOrt-term ..........ovueitt i 1,055 774
FHLB borrowings, long-term. .......ovueiee et 173 110
Junior subordinated debentures ......... ..o 676 362
Total INtereSt eXPENSE . ...ttt ettt et e et e e e 4,072 1,994
NetintereStincome ......ooveeeiiii i 18,366 18,348
Provision for 10an 10Sses ..........oouiiii i 725 803
Net interest income after provision for loan losses ..............c.ovviviinnnn, 17,641 17,545
NON-INTEREST INCOME
Service charges on deposit aCCOUNTS ..........couvvueveiinieiiiieiaeeeenn, 769 734
Trust and investment Services inCoOMe .......ovvvvvvieiee et 1,022 1,124
Netgainonsaleofloans. ...........ooooeiiiiiiiiiii 228 101
Net gain on sale of fiXed aSSets. ........vvureerit et - 379
Net gain (loss) on sale and writedown of other real estate ....................... 24 (19
Debit card interchange income . ........ovuveinei i 692 659
Earnings on bank owned lifeinsurance ..o 133 133
LT P 347 514
Total non-interestincome. ........o.vivneiiii i 3,215 3,625
NON-INTEREST EXPENSE
Compensationand benefits ............cooiiiiiiiiii 10,524 9,596
Occupancy and €QUIPMENT .. ... ettt et et e et e et e e eneeaians 1,502 1,546
FDICand OCCasSeSSMENT ... ..euue et et et 279 488
Advertising and publicrelations ..o 300 363
Legal and professional fees. ..........ooeeveiiiii 587 480
Data ProCeSSING ... neete et et e e e 895 801
Debit Card Processing. .. ...ooevvee et 353 358
OTRBT e 1,706 1,758
Total NON-INtEreSt EXPENSE ...\ 've sttt et et e et et e eeeniaees 16,146 15,389
INCOME BEFORE INCOME TAX EXPENSE 4,710 5,781
INCOME TAX BXPENSE . .. v vttt e ettt ettt et e et e e e e e e 805 1,031
NET INCOME $ 3,905 $ 4,750
Basicearnings pershare ..........ooeiiiiiiiii i $ 5.26 $ 6.40
Weighted average common shares outstanding ................cooeeinienneen. 742,663 742,663
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UNAUDITED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

See accompanying notes to unaudited consolidated financial statements.

N7
A X4

Years ended December 31,2019 and 2018
(In thousands, except per share amounts)

Balance at January 1,2018

Comprehensive income:
Netincome

Other comprehensive income (loss), net of tax:

(ash dividends declared ($1.32 per share)
Balance at December 31,2018

Comprehensive income:

Netincome

Other comprehensive income (loss), net of tax
(ash dividends declared ($1.32 per share)

Balance at December 31, 2019

(In thousands) Years ended December 31, 2019 2018
Netincome $ 3,905 $ 4,750
Other comprehensive income (loss), net of tax:
Unrealized holding (losses) gains on other-than-temporary impaired securities
arising during period, netoftax ...........oveiiii i (6) (6)
Unrealized holding (loss) gains on securities arising during period, netof tax ........... 1,585 (598)
Unrealized holding (loss) gains on cash flow hedge, netoftax ........................ (291) (135)
Changes in funded status of pension plan, netoftax .................ccooevviinnn... 514 (1,034)
Total other comprehensive income (10SS) .....ovvvvveeviit e 1,802 (1,773)
Total comprehensive income $ 5,707 $ 2977

UNAUDITED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Total
Additional Accumulated other  share-
Common  paid-in  Treasury Retained comprehensive  holders’

stock capital stock  earnings  income (loss) equity
$9,600 $42 $(991)  $28,027 $(2,632) $34,046
4,750 4,750
(1,773)  (1,773)
(980) (980)
9,600 42 (9971) 31,797 (4,405) 36,043
3,905 3,905
1,802 1,802
(980) (980)
$9,600 $42 $(991) $34,722 $(2,603) $40,770

See accompanying notes to unaudited consolidated financial statements.
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UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS ‘o‘

(In thousands) Years ended December 31, 2019 2018
CASH FLOWS FROM OPERATING ACTIVITIES
NELINCOME ..ottt e e $ 3,905 $ 4750
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation ... 630 599
Provision for [0an 10SSes .............ccvueiiiiiiiiii 725 803
Net premium amortization on Securities .............cccevvviiiieiiinneaanns 469 479
Deferred taxbenefit . .........cooeiii i (260) (348)
Netgainonsale of [0ans ............o.ovieiiiiiiiiii e (228) (101)
Proceeds from sale of loans held forsale...................c..cociiins 9,901 5397
Loans originated forsale ...........ooveviniiii i (9,673) (5,296)
Earnings on bank owned lifeinsurance ..o (133) (133)
Net gain on sale and disposal of premises and equipment...................... - (379)
Net (gain) loss on sale of other real estate owned ..................coovvenee. (24) 19
Net increase in accrued interest receivable ..............cooooiiiiiiiin. (65) (68)
Net (increase) decrease in Otherassets ...........cooeeveviviiiiniinneennn.. (1,376) 453
Netincrease in other liabilities ... 2,813 349
Net cash provided by operating activities ................ccooveeinnn.. 6,684 6,524
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from maturities, calls and paydowns of securities available for sale.......... 19,050 16,117
Purchases of securities available forsale ..., (20,714) (15,153)
Net purchases of FHLB StOCK .. ....ovvveeneeeiee e (1,189) (926)
Net l0ans made t0 CUSTOMENS . ....cuueeee ettt e (47,689) (34,148)
Proceeds from sale of other real estateowned................cooiiiiiiiiinen. 186 120
Proceeds from sale of premises and equipment.............ccviiiiiiiiiiiiinnn. - 636
Purchases of premises and eqUIPMENT .......ovvivrrivint i (883) (447)
Net cash used in investing activities ...............c.coevvviinieeinnn.. (51,239) (33,801)
CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in dePoSitS .. ...o.vveeneeentt ettt 26,459 13,725
Netincrease in short-term FHLB advances...............cooiiiiiiiiinnn. 19,360 4,750
Issuance of long-term FHLB borrowings...........oovvvveiiiiieiiiiiiinnns - 5,880
Issuance of junior subordinated notes. ..............coiuiiiiiiii - 7,750
Dividends paid ...........viti e (980) (980)
Net cash provided by financing activities...................cooevvnnnnn. 44,839 31,125
NET CHANGE IN CASH AND CASH EQUIVALENTS 284 3,848
(ash and cash equivalents at beginning of year ..............ccoiiiiiiiiiiiann. 11,128 7,280
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 11,412 $ 11,128

See accompanying notes to unaudited consolidated financial statements.

2019 Annual Report | 9



10

o
%

€@  NOTESTO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

BALLSTON SPA BANCORP, INC. AND SUBSIDIARIES

Summary of Significant Accounting Policies

The accounting and reporting policies of Ballston Spa Bancorp, Inc. (the Parent Company) and its subsidiaries (collectively
referred to as the Company) conform to accounting principles generally accepted in the United States of America and
reporting practices followed by the banking industry. A summary of the more significant policies is described below.

Organization

The Company is a bank-based financial services company. The Parent Company’s banking subsidiary, Ballston Spa National
Bank (the Bank), is a community-based commercial bank and provides a wide range of banking, financing, fiduciary, bro-
kerage and other financial services to corporate, municipal, and individual customers through its thirteen branch offices.

The Company has established Ballston Statutory Trust | (the Trust), which was organized for the purposes of (i) issuing and
selling 30 year guaranteed preferred beneficial interests in the Company’s junior subordinated debentures in the aggregate
amount of $5 million bearing interest at the 3-month LIBOR plus 310 basis points; (i) using the proceeds from the sale of
the capital securities to acquire the junior subordinated debentures issued by the Company and (iii) engaging in only those
other activities necessary, advisable, or incidental thereto. The junior subordinated debentures are the sole assets of the
Trust and, accordingly, payments under the Company-obligated junior debentures are the sole revenue of the Trust. All of
the common securities of the Trust are owned by the Company. The Company has used the net proceeds from the sale of
the capital securities for general business purposes. The Company is not considered the primary beneficiary of the Trust,
therefore, the Trust is not consolidated for financial statement purposes and the subordinated debentures are shown as a
liability. The subordinated debentures may be included in Tier 1 capital under current regulatory definitions.

The Company established a Nevada-hased captive insurance subsidiary, Ballston Spa Risk Management, Inc. in 2016.
Ballston Spa Risk Management, Inc. is a wholly owned subsidiary which insures against certain risks for which insurance
may not be currently available or economically feasible in today’s insurance marketplace. Ballston Spa Risk Management,
Inc. pools resources with several other similar insurance company subsidiaries of financial institutions to spread a limited
amount of risk among the participants.

Basis of Presentation

The consolidated financial statements include the accounts of the Parent Company and its subsidiaries. All material in-
tercompany accounts and transactions have been eliminated. The Company utilizes the accrual method of accounting
for financial reporting purposes. Amounts in the prior year’s consolidated financial statements have been reclassified
whenever necessary to conform with the current year’s presentation.

Use of Estimates

The preparation of the 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 as-
sets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and
the reported amounts of income and expenses during the reporting period. Actual results could differ from those estimates.

Securities

All securities are classified as securities available for sale and are reported at fair value, with net unrealized gains or losses
reported, net of taxes, in accumulated other comprehensive income or loss (a separate component of shareholders’ equity).
Unrealized losses on securities which reflect a decline in value which is other than temporary, if any, are charged to income.
Realized gains or losses on the disposition of securities are based on the net proceeds and the amortized cost of the securi-
ties sold, using the specific identification method. The amortized cost of securities is adjusted for amortization of premium
and accretion of discount, which is calculated using the effective interest method.

| 2019 Annual Report



<,

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS ‘O‘

Loans

Loans are carried at the principal amount outstanding, net of unearned discount, net of deferred loan origination
fees and costs, and the allowance for loan losses. Unearned discounts and net deferred loan origination fees and
costs are accreted to income using the effective interest method. Loans considered doubtful of collection by man-
agement are placed on a nonaccrual status for the recording of interest. Generally, loans past due 90 days or more as
to principal or interest are placed on nonaccrual status except for (1) those loans which, in management’s judgment,
are adequately secured and in the process of collection, and (2) certain consumer and open-end credit loans which
are usually charged-off when they become 120 days past due. Past due status is based on the contractual terms of
the loan. When a loan is placed on nonaccrual status, all previously accrued income that has not been collected is
reversed. Subsequent cash receipts are generally applied to reduce the unpaid principal balance; however, interest
on loans can also be recognized as cash is received. Amortization of the related unearned discount and net deferred
loan fees and costs is suspended when a loan is placed on nonaccrual status. Loans are removed from nonaccrual
status when they become current as to principal and interest and when, in the opinion of management, the loans
are expected to be fully collectible as to principal and interest.

Allowance for Loan Losses

The allowance for loan losses is a valuation allowance established for probable losses in the loan portfolio. Ad-
ditions are made to the allowance through provisions, which are charged to expense. All losses of principal are
charged to the allowance when incurred or when a determination is made that a loss is expected. Subsequent
recoveries, if any, are credited to the allowance.

The adequacy of the allowance for loan losses is determined through a quarterly review of outstanding loans.
Historical loss rates are applied to existing loans with similar characteristics. The loss rates used to establish the
allowance may be adjusted to reflect management’s current assessment of various factors. The impact of eco-
nomic conditions on the credit-worthiness of the borrowers is considered, as well as loan loss experience, changes
in experience, ability and depth of lending management and staff, changes in the composition and volume of the
loan portfolio, trends in the volume of past due, nonaccrual and other loans, and management’s assessment of the
risks inherent in the loan portfolio, as well as other external factors, such as competition, legal developments and
regulatory guidelines.

Income Taxes

Income tax expense is the total of the current year income tax due or refundable and the change in deferred tax as-
sets and liabilities. Deferred tax assets and liabilities are reflected at currently enacted income tax rates applicable
to the periods in which the deferred tax assets or liabilities are expected to be realized or settled. As changes in tax
laws or rates are enacted, deferred tax assets and liabilities are adjusted through income tax expense.

Trust Assets and Service Fees

Assets held by the Company in a fiduciary or agency capacity for its customers are not included in the consolidated
balance sheets since these assets are not assets of the Company. Fee income is recognized on the accrual method
based on the fair value of assets administered.

Employee Benefit Costs

The Company has a tax qualified noncontributory defined benefit pension plan that provides benefits to substan-
tially all its employees. Participants receive annual cash balance pay credits based on eligible pay multiplied by a
percentage determined by their age and years of service. Participants also receive an annual interest credit. Employ-
ees become vested upon completing three years of vesting service. For employees hired prior to 2010, an additional
pension benefit is provided to eligible employees based on years of service, multiplied by a percentage of their
final average pay. The Company also maintains a 401(k) Retirement Plan for the benefit of those employees who
meet certain eligibility requirements and have elected to participate in the Plan. Employee deferrals and employer
matching contributions are invested among a variety of investment alternatives at the discretion of the participant.
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‘g‘ NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
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Comprehensive Income

Comprehensive income represents the sum of net income and items of other comprehensive income or loss, which are
reported directly in shareholders’ equity, net of tax, such as the change in the net unrealized gain or loss on securities
available for sale, net unrealized gain or loss on cash flow hedges, and net minimum pension liabilities. Comprehensive
income and its components are included in the consolidated statement of changes in shareholders’ equity. Accumulated
other comprehensive income or loss, which is a component of shareholders equity, represents the net unrealized gain or
loss on securities available for sale and cash flow hedges, and net minimum pension liabilities, net of tax.

Cash Flow Hedging

The Company has entered into an interest rate swap that swapped its 3-month LIBOR floating rate interest payments on a $5
million notional associated with subordinated debentures, to a fixed rate to provide protection against rising rates. The swap
contract expires on September 26, 2021. At December 31, 2019, the interest rate swap had an estimated market value of
$37 thousand.

The Company has entered into an interest rate swap that swapped its 3-month FHLB floating rate interest payments on a
$10 million notional associated with short-term FHLB borrowings, to a fixed rate to provide protection against rising rates.
The swap contract expires on May 1, 2023. At December 31, 2019, the interest rate swap had an estimated market value of
(8445 thousand).

Securities

The amortized cost and approximate fair value of securities available for sale at December 31 are as follows:

2019
Gross Gross Approx.
Amortized unrealized unrealized fair
(Inthousands) cost gains losses value
State and political subdivisions 18,386 383 (1) 18,768
Mortgage-backed securities - residential 53,159 742 (66) 53,835
(ollateralized mortgage obligations 266 48 - 314
Corporate securities 2,406 2 - 2,408
Total securities available for sale $ 74,217 $1,175 $ (67) $ 75325
2018
Gross Gross Approx.
Amortized unrealized unrealized fair
(In thousands) cost gains losses value
U.S. treasury securities $ 2,000 S - $ 0] $ 1,999
State and political subdivisions 20,138 60 (179) 20,019
Mortgage-backed securities - residential 47,159 195 (957) 46,397
Collateralized mortgage obligations 318 56 - 374
Corporate securities 3,407 - (204) 3,203
Total securities available for sale § 73,022 $ 3 S (1,341) $ 71,992
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS ‘O‘

3. Loans

The components of loans as of December 31, are as follows:

(In thousands) 2019 2018
Residential real @State ..........ooiiiii e $ 215,808 $ 197,476
Commercial real @STate ...\ .eeuetet et 188,198 174,023
Commercial & industrial ...........ooiuiiei e 45,665 31,721
L0711 1] 28,163 27,394
L0aNS et 477,834 430,614
Allowance for 10an 10SSES. . . ... v e uveeee ettt et e e (6,205) (5,652)
NELIOANS ...\ttt ettt e e $ 471,629 $ 424,962
Changes in the allowance for loan losses for the years ended December 31, were as follows:
(In thousands) 2019 2018
Allowance for loan losses at beginning of year ..............c.ccviiiiiiiiiinnan, $ 5,652 S 4839
Loan charge-offs:
Residential real State .........vveeeiiet e 73
Commercial real @State ..........o.eeiueeitt it 1 -
Commercial &industrial ...........ooieiiiiii 100 -
L0711 1] P 4 12
Total charge-offs ... . oo 215 12
Loan recoveries:
Residential real eState ...........veuuieiitei i 5 6
Commercial real €State .........c.veeeie e - -
Commercial &industrial .............ooiiiiiii 32 4
L0111 1] 6 12
TOtAl TRCOVEIIBS .ottt ettt et et et e et e e e et et et e e neees 43 22
Net loan charge-offs, (FECOVEIIES). .. v v e ettt 172 (10)
Provision charged to operations ................oeeviiiii i 725 803
Allowance for loan losses at end of year ..............c.oeivreiiiniiinininnns. $ 6,205 $ 5652
Nonperforming loans as of December 31, were as follows:
(In thousands) 2019 2018
Nonaccrual loans
Residential 1eal @State . ........'veriet ettt e $ 1,035 $ 1419
Commercial real @State ........o'eeert et 532 1,016
Commercial &industrial. ...........ooiit 3 5
L0711 1] P 8 -
Total NONACCrUAI T0ANS . . .. v\ttt 1,578 2,440
Loans past due 90 days or more and still accruing interest
Residential real eState ...........evuuieiiteit i 186 422
Commercial real €State ..........ueeernte e - -
Commercial &industrial ............cooiiiiiii - -
(0] 1 1< 4 10
Total loans past due 90 days or more and still accruing interest ...................eeun. 190 432
Total nonperforming 10ans ..........couverriiiii i e $ 1,768 $ 2872
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

Borrowings

Short-Term FHLB Advances

The bank has a line of credit with the Federal Home Loan Bank of NY (FHLB). This short-term borrowing program
is based upon an overnight period with interest based generally upon a spread above the current Federal funds
rate. In addition, short-term advances with an original maturity of less than one year are classified in this
category. The rates on these borrowings can be either fixed or floating. As of December 31,2019 and 2018, short-
term FHLB advances amounted to $74.2 million and $54.9 million, respectively. During the years then ended,
short-term advances averaged $41.7 million and $34.8 million with a weighted average rate of 2.53% and 2.22%,
respectively. Short-term FHLB advances are collateralized by FHLB stock and a blanket lien on all residential real
estate loans and certain commercial real estate loans not otherwise pledged.

Long-Term FHLB Borrowings

As of December 31, 2019 and 2018, long-term borrowings amounted to $5.9 million. During the years ended,
long-term borrowings averaged $5.9 million and $3.7 million respectively with a weighted average rate of 2.94%
and 2.95% respectively. Long-term FHLB borrowings are collateralized by FHLB stock and a blanket lien on all
residential real estate loans and certain commercial real estate loans not otherwise pledged.

Income Taxes
The components of income tax expense for the years ended December 31 were as follows:

(Dollars in thousands)

2019 2018
Current tax expense:
FEAETAl ...\t $ 1,026 $ 13N
) (-3 P 39 68
Deferred tax benefit ... ..o (260) (348)
Total INCOME taX EXPENSE ... v vttt et eeeete e eetee e eieneea $ 805 $ 1,031

The actual tax expense for the years ended December 31,2019 and 2018 differs from the statutory Federal tax rate
due principally to New York State taxes and tax-exempt investment income.
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Welcome, Paul N. DiCaprio

In September 2019, Paul DiCaprio was appointed to the Board of Directors. Mr. DiCaprio
currently serves as the president of Specialty Silicone Products, Inc. The company manu-
factures silicone rubber based products for a variety of industries, including aerospace,
medical research, pharmaceuticals and the military. Active in the community, he serves

Information Technology & Operations, (10

Retail Banking

Commercial Lending

Human Resources

Finance

Commercial Lending

Retail Lending

Commercial Lending

Wealth Management Solutions
Treasury Management
Commercial Lending

Risk Management

Credit Administration
Information Technology
Customer Support Services
Wealth Management Solutions
Marketing

Wealth Management Solutions

as a board member for Liberty ARC and for the Chief Executives Network for Manufac-
turing of the Capital Region, Inc. Mr. DiCaprio earned a Bachelor of Science degree in
marketing from Siena College. “Given his manufacturing and sales experience, visibility
as a business leader in the Capital Region, and strong character and reputation, we are
thrilled to have Paul join us as our newest board member,” said Robert E. Van Vranken,
chairman of the board.




General Information
(518) 885-6781

Branch Locations

Ballston Spa
87 Front Street
(518) 363-8150

Burnt Hills
770 Saratoga Road
(518) 399-8144

Clifton Park
1714 Route 9
(518) 877-6667

Corporate Branch
990 State Route 67
(518) 363-8199

Galway
5091 Sacandaga Road
(518) 882-1225

Greenfield Center
3060 Route 9N
(518) 893-2265

Guilderland
1973 Western Avenue
(518) 213-0922

Latham
1207 Troy Schenectady Road
(518) 640-2800

Malta
124 Dunning Street
(518) 899-2912

Milton Crest
344 Rowland Street
(518) 885-4346

Stillwater
428 Hudson Avenue
(518) 664-3200

Voorheesville
13 Maple Road
(518) 513-2000

Wilton
625 Maple Avenue
(518) 583-6608

www.bsnb.com
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Ballston Spa National Bank is a subsidiary of Ballston Spa Bancorp, Inc.
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