Edgar Filing: UNITED BANCSHARES INC/OH - Form 10-Q

UNITED BANCSHARES INC/OH
Form 10-Q
October 30, 2017

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2017

Commission file number 333-86453

UNITED BANCSHARES, INC.

(Exact name of Registrant as specified in its charter)

Ohio

(State or other jurisdiction of incorporation or organization)

105 Progressive Drive, Columbus Grove, Ohio

(Address of principal executive offices)

34-1516518



Edgar Filing: UNITED BANCSHARES INC/OH - Form 10-Q
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(419) 659-2141

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes = No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

99 ¢

or a smaller reporting company. See the definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ~ Accelerated filer Non-accelerated filer Smaller Reporting Company

Emerging growth company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.

Yes No

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
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This document contains 77 pages. The Exhibit Index is on page 42 immediately preceding the filed exhibits.
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PART 1 - FINANCIAL INFORMATION

ITEM 1 - FINANCIAL STATEMENTS

United Bancshares, Inc. and Subsidiaries

Consolidated Balance Sheets (Unaudited)

(in thousands except
share data)
September December

30, 31,

2017 2016
ASSETS
CASH AND CASH EQUIVALENTS
Cash and due from banks $9,401 $9,926
Interest-bearing deposits in other banks 4,448 4,260
Total cash and cash equivalents 13,849 14,186
SECURITIES, available-for-sale 178,740 190,205
FEDERAL HOME LOAN BANK STOCK, at cost 5,302 4,830
CERTIFICATES OF DEPOSIT, at cost 1,245 1,494
LOANS HELD FOR SALE 6,993 1,510
LOANS AND LEASES 493,089 376,086
Less allowance for loan and lease losses 2,817 3,345
Net loans and leases 490,272 372,741
PREMISES AND EQUIPMENT, net 19,312 13,395
GOODWILL 25,432 10,072
CORE DEPOSIT INTANGIBLE ASSETS, net 829 766
CASH SURRENDER VALUE OF LIFE INSURANCE 17,726 17,351
OTHER REAL ESTATE OWNED 451 578
OTHER ASSETS, including accrued interest receivable 10,562 5,991
TOTAL ASSETS $770,713 $633,119
LIABILITIES AND SHAREHOLDERS’ EQUITY
LIABILITIES
Deposits:
Non-interest-bearing $104,913 $98,134
Interest-bearing 532,761 426,546
Total deposits 637,674 524,680
Other borrowings 40,260 18,774
Junior subordinated deferrable interest debentures 12,832 12,806
Other liabilities 4,233 4,301
Total liabilities 694,999 560,561

SHAREHOLDERS’ EQUITY
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Common stock, stated value $1.00, authorized 10,000,000 shares;

issued 3,760,557 shares 3,761 3,761
Surplus 14,746 14,674
Retained earnings 64,521 62,717
Accumulated other comprehensive income (loss) 396 (866 )
Treasury stock, at cost, 492,914 shares at September 30, 2017
and 494,040 shares at December 31, 2016 (7,710 ) (7,728 )
Total shareholders’ equity 75,714 72,558
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $770,713 $633,119

The accompanying notes are an integral part of the consolidated financial statements.



Edgar Filing: UNITED BANCSHARES INC/OH - Form 10-Q

United Bancshares, Inc. and Subsidiary

Condensed Consolidated Statements of Income (Unaudited)

(in thousands except share data)

Three months ended Nine months ended

September 30, September 30,

2017 2016 2017 2016
INTEREST INCOME
Loans and leases, including fees $5,384 $4,498 $14,516 $12,980
Securities:
Taxable 581 552 1,833 1,623
Tax-exempt 420 390 1,266 1,224
Other 99 101 257 262
Total interest income 6,484 5,541 17,872 16,089
INTEREST EXPENSE
Deposits 559 437 1,466 1,249
Borrowings 217 143 569 403
Total interest expense 776 580 2,035 1,652
Net interest income 5,708 4,961 15,837 14,437
CREDIT FOR LOAN AND LEASE LOSSES - - (350 ) (700
Net interest income after credit
for loan and lease losses 5,708 4,961 16,187 15,137
NON-INTEREST INCOME
Gain on sale of loans 235 202 466 409
Net securities gains 30 23 111 159
Other operating income 1,095 1,064 3,168 2,903
Total non-interest income 1,360 1,289 3,745 3,471
NON-INTEREST EXPENSES 6,427 4,454 15,949 13,371
INCOME BEFORE INCOME TAXES 641 1,796 3,983 5,237
PROVISION FOR INCOME TAXES 239 418 1,002 1,216
NET INCOME $402 $1,378 $2,981 $4,021
NET INCOME PER SHARE (basic and diluted) $0.12 $0.42 $0.91 $1.22

Weighted average common shares outstanding (basic) 3,267,527 3,287,875 3,267,191 3,295,307
Weighted average common shares outstanding (diluted) 3,273,313 3,287,875 3,272,976 3,295,307

The accompanying notes are an integral part of the consolidated financial statements.
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United Bancshares, Inc. and Subsidiaries

Consolidated Statements of Comprehensive Income (Unaudited)

(in thousands) (in thousands)
Three months Nine months
ended ended
September 30, September 30,
2017 2016 2017 2016

NET INCOME $402 $1,378 $2,981 $4,021

OTHER COMPREHENSIVE INCOME
Unrealized gains on securities:

Unrealized holding gains (losses) during period 189 (886 ) 2,023 2,376
Reclassification adjustments for gains
included in net income 30) 23 ) 111 ) (159)

Other comprehensive income (loss), before income taxes 159 (909 ) 1,912 27217
Income tax expense (benefit) related to items of other

comprehensive income (loss) 54 (309 ) 650 754
Other comprehensive income (loss) 105 (600 ) 1,262 1,463
COMPREHENSIVE INCOME $507 $778  $4,243 $5,484

The accompanying notes are an integral part of the consolidated financial statements.
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United Bancshares, Inc. and Subsidiaries

Consolidated Statements of Shareholders’ Equity (Unaudited)

Nine months ended September 30, 2017 and 2016

(in thousands except share data)

Commo
stock

BALANCE AT DECEMBER 31, 2016 $3,761

Comprehensive income:

Net income

Other comprehensive income -
1,126 shares issued from treasury in connection

with

the Corporation's Employee Stock Purchase Plan -

Stock option expense

Cash dividends declared, $0.36 per share -
BALANCE AT SEPTEMBER 30, 2017 $3,761

BALANCE AT DECEMBER 31, 2015 $3,761

Comprehensive income:

Net income

Other comprehensive income -
Repurchase of 33,668 shares -
843 shares issued from treasury in connection

with

the Corporation's Employee Stock Purchase Plan -
Cash dividends declared, $0.33 per share -
BALANCE AT SEPTEMBER 30, 2016 $3,761

IlSurplus

$14,674

7
65

$14,746

$14,669

5

$14,674

Accumulated
Retained other Treasury Total
earnings comprehensive stock

income (loss)

$62,717 $ (866 ) $(7,728 ) $72,558
2,981 . . 2,981
. 1,262 . 1,262
. . 18 25
- . . 65
(1,177 ) - . (1,177)
$64,521 $ 396 $(7,710 ) $75,714
$58,642 $ 1,397 $(6,908 ) $71,561
4,021 . . 4,021
_ 1,463 ; 1,463

- - (633 ) (633 )

- - 13 18
(1,086 ) - - (1,086 )
$61,577 $ 2,860 $(7,528 ) $75,344
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United Bancshares, Inc. and Subsidiaries

Condensed Consolidated Statement of Cash Flows (Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from sales, calls and maturities of available-for-sale securities
Purchases of available-for-sale securities

Proceeds from certificates of deposit

Proceeds from sale of other real estate owned

Acquisition of Benchmark Bancorp, Inc., net of cash received

Net increase in loans and leases

Purchases of premises and equipment

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Net increase (decrease) in deposits

Proceeds from other borrowings

Principal payments on other borrowings

Purchase of treasury shares

Proceeds from sale of treasury shares

Cash dividends paid

Net cash provided by financing activities

NET DECREASE IN CASH AND

CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS

At beginning of period

At end of period

SUPPLEMENTAL CASH FLOW DISCLOSURES
Cash paid during the period for:

Interest

Federal income taxes

Non-cash investing activities:

Transfer of loans to other real estate owned

Change in net unrealized gain or loss on available-for-sale securities

The accompanying notes are an integral part of the consolidated financial statements.

Nine months ended

September 30,
2017 2016
$582 $4,226
42,791 34,475
(29,941) (41,884)
249 -
358 266
(24,660) -
(23,556) (4,724 )
(3,943 ) (37 )
(38,702) (11,904)
17,449 902 )
40,260 3,609
(18,774) -
- (633 )
25 18
(1,177 ) (1,086 )
37,783 1,006
(337 ) (6,672 )
14,186 22,922
$13,849 $16,250
$1,899 $1,597
$425 $610
$241 $644
$1,912 $2,217

10
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United Bancshares, Inc. and Subsidiaries
Notes to Consolidated Financial Statements (Unaudited)

September 30, 2017

NOTE 1 - CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements of United Bancshares, Inc. and subsidiaries (the “Corporation”) have been
prepared without audit and in the opinion of management reflect all adjustments (which include normal recurring
adjustments) necessary to present fairly such information for the periods and dates indicated. Since the unaudited
financial statements have been prepared in accordance with the instructions to Form 10-Q, they do not contain all
information and footnotes typically included in financial statements prepared in conformity with generally accepted
accounting principles. Operating results for the nine months ended September 30, 2017 are not necessarily indicative
of the results that may be expected for the year ending December 31, 2017. The balance sheet as of December 31,
2016 is derived from completed audited consolidated financial statements with footnotes, which are included in the
Corporation’s Annual Report on Form 10-K for the year ended December 31, 2016.

The consolidated financial statements include the accounts of the Corporation and its wholly-owned subsidiary, The
Union Bank Company (the “Bank”). The Bank has formed a wholly-owned subsidiary, UBC Investments, Inc. (“UBC”),
to hold and manage its securities portfolio. The operations of UBC are located in Wilmington, Delaware. The Bank

has also formed a wholly-owned subsidiary, UBC Property, Inc. (“UBC Property”), to hold and manage certain
property. All significant intercompany balances and transactions have been eliminated in consolidation. The

accounting and reporting policies of the Corporation conform to generally accepted practices within the banking
industry. The Corporation considers all of its principal activities to be banking related.

NOTE 2 - NEW ACCOUNTING PRONOUNCEMENTS

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606): Summary and
Amendments that Create Revenue from Contracts with Customers (Topic 606) and Other Assets and Deferred
Costs—Contracts with Customers (Subtopic 340-40). The guidance in this update supersedes the revenue recognition
requirements in ASC Topic 605, Revenue Recognition, and most industry-specific guidance throughout the industry
topics of the Codification. For public companies, this update will be effective for interim and annual periods
beginning after December 15, 2017. The guidance does not apply to revenues associated with financial instruments,
including loans and securities that are accounted for under U.S. GAAP. The Corporation does not expect the guidance

12
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will have a material impact on its consolidated financial statements.

In January 2016, the FASB issued ASU 2016-01, Recognition and Measurement of Financial Assets and Financial
Liabilities, amending ASU Subtopic 825-10. The amendments in this update make targeted improvements to generally
accepted accounting principles (GAAP) as follows: 1) require equity investments to be measured at fair value with
changes in fair value recognized in net income; 2) simplify the impairment assessment of equity investments without
readily determinable fair values by requiring a qualitative assessment to identify impairment; 3) eliminate the
requirement to disclose the fair value of financial instruments measured at amortized cost for entities that are not
public business entities; 4) eliminate the requirement for public business entities to disclose the method(s) and
significant assumptions used to estimate the fair value that is required to be disclosed for financial instruments
measured at amortized cost on the balance sheet; 5) require public business entities to use the exit price notion when
measuring the fair value of financial instruments for disclosure purposes; 6) require an entity to present separately in
other comprehensive income the portion of the total change in the fair value of a liability resulting from a change in
the instrument-specific credit risk when the entity has elected to measure the liability at fair value in accordance with
the fair value option for financial instruments; 7) require separate presentation of financial assets and financial
liabilities by measurement category and form of financial asset on the balance sheet or the accompanying notes to the
financial statements; and 8) clarify that an entity should evaluate the need for a valuation allowance on a deferred tax
asset related to available-for-sale securities in combination with the entity’s other deferred tax assets. The amendments
in this update are effective for fiscal years beginning after December 15, 2017. The Corporation has begun gathering
data and is currently assessing the impact that this guidance will have on its consolidated financial statements.

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). The ASU requires a lessee to recognize
on the balance sheet assets and liabilities for leases with lease terms of more than 12 months. Consistent with current
GAAP, the recognition, measurement, and presentation of expenses and cash flows arising from a lease by a lessee
primarily will depend on its classification as a finance or operating lease. Unlike current GAAP, which requires that
only capital leases be recognized on the balance sheet, the ASC requires that both types of leases by recognized on the
balance sheet. For public companies, this update will be effective for interim and annual periods beginning after
December 15, 2018. Early application is permitted. The adoption of this guidance is not expected to have a material
impact on the Corporation’s consolidated financial statements.

In March 2016, the FASB issued ASU 2016-09, Compensation - Stock Compensation (Topic 718). ASU 2016-09 is
intended to simplify the accounting for share-based payment transactions, including income tax consequences,
classification of awards as either assets or liabilities and classification in the statement of cash flows. ASU 2016-09 is
effective for annual periods beginning after December 15, 2017 and interim periods within annual periods beginning
after December 15, 2018. Early adoption is permitted. The Corporation does not expect the adoption of ASU 2016-09
to have a material impact on its consolidated financial statements and related disclosures.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments Credit Losses (Topic 326): Measurement of
Credit Losses on Financial Instruments. The ASU requires an organization to measure all expected credit losses for
financial assets held at the reporting date based on historical experience, current conditions, and reasonable and
supportable forecasts. Financial institutions and other organizations will now use forward-looking information to
better inform their credit loss estimates. Many of the loss estimation techniques applied today will still be permitted,
although the inputs to those techniques will change to reflect the full amount of expected credit losses. Organizations

13
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will continue to use judgment to determine which loss estimation method is appropriate for their circumstances.
Additionally, the ASU amends the accounting for credit losses on available-for-sale debt securities and purchased
financial assets with credit deterioration. For public companies, this update will be effective for interim and annual
periods beginning after December 15, 2019. Management has begun gathering data and evaluating the process for
calculating the allowance for loan losses under the requirements of ASU 2016-13, but has not yet determined the
expected impact the adoption of ASU 2016-13 will have on the consolidated financial statements.

In January 2017, the FASB issued ASU 2017-04, Intangibles-Goodwill and Other (Topic 350): Simplifying the Test
for Goodwill Impairment. The guidance in this update eliminates the Step 2 from the goodwill impairment test. For
public companies, this update will be effective for interim and annual periods beginning after December 15, 2019,
with early adoption permitted for interim and annual goodwill impairment test with a measurement date after January
1, 2017. The Corporation does not expect the guidance to have a material impact on the consolidated financial
statements.

14
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NOTE 3 - ACQUISITION

On September 8, 2017, after receiving full board of director and regulatory approval, the Corporation completed the
acquisition of Benchmark Bancorp, Inc. (“Benchmark”) and its wholly-owned subsidiary, Benchmark Bank, in an all
cash transaction. Under the terms of the merger agreement, shareholders of Benchmark received approximately $8.59
per share for each outstanding common share. Immediately following the merger of Benchmark with and into the
Corporation, Benchmark Bank merged with and into the Bank.

As a result of the acquisition, the two full-service banking centers of Benchmark Bank located in Gahanna and
Westerville, Ohio, became full service offices of the Bank, and one mortgage loan production office located in
Gahanna Ohio, became a mortgage loan production office of the Bank. With the acquisition, the Corporation has
expanded its geographical footprint in an effort to help continue the growth of the Corporation’s overall profile in size
and in earnings.

The results of operations of Benchmark are included in the Corporation’s consolidated operating results for the period
subsequent to the date of the transaction. Acquisition-related costs of $1,115,000 and $1,271,000, respectively, for the
quarter and nine month periods ended September 30, 2017, are included in other non-interest operating expenses in
the accompanying consolidated statements of income for the quarter and nine month periods ended September 30,
2017.

Goodwill of $15,360,000 arising from the acquisition consists largely of synergies and the cost savings expected to
result from the combining of operations and is not expected to be deductible for income tax purposes.

Consideration paid and the estimated fair value of the assets acquired and the liabilities assumed at the acquisition
date are as follows (dollars in thousands):

Cash and cash equivalents $6,092
Restricted stock 472
Loans, including loans held for sale 98,804
Premises and equipment 2,483
Core deposit intangible asset 146
Other real estate owned 141

Other assets, including accrued interest receivable 5,460

15
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Total assets acquired 113,598
Deposits 95,545
Other liabilities 2,661
Total liabilities assumed 98,206
Net identifiable assets 15,392
Goodwill 15,360
Total cash paid $30,752

The acquisition was partially funded through other borrowings, as more fully described in Note 6.

Explanatory Note: The following unaudited pro forma condensed combined consolidated financial statements, as well
as the consolidated financial statements of Benchmark as of and for the year ended December 31, 2016, filed herewith
as Exhibit 99.2 are intended to satisfy the Corporation’s reporting obligation under Item 9.01 of Form 8-K.

Unaudited Pro Forma Condensed Combined Consolidated Financial Statements

The following unaudited pro forma condensed combined consolidated balance sheet as of June 30, 2017 gives effect
to the acquisition as if the merger occurred on that date. The unaudited pro forma condensed combined consolidated
statement of income for the six months ended June 30, 2017 and the year ended December 31, 2016 give effect to the
acquisition, as if the merger had occurred on January 1, 2016. The pro forma adjustments are based on estimates made
for the purpose of preparing these pro forma financial statements and are described in the accompanying Notes. The
Corporation’s management believes that the estimates used in these pro forma financial statements are reasonable
under the circumstances.

16
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The unaudited pro forma condensed combined consolidated financial information has been prepared based on the

purchase method of accounting.

The unaudited pro forma condensed combined consolidated financial statements included herein are presented for
information purposes only. The unaudited pro forma condensed combined consolidated balance sheet as of June 30,
2017 is not necessarily indicative of the combined financial position had the merger been effective at that date. The
unaudited pro forma condensed combined consolidated statements of income are not necessarily indicative of the
results of operations that would have occurred had the merger been effective at the beginning of the period indicated,

or of the future results of operations of the Corporation.

These pro forma financial statements do not include the effects of any potential cost savings which management
believes will result from operating Benchmark Bank as branches and combining certain operating procedures. It also
does not necessarily reflect what the historical results of the combined company would have been had the companies

been combined during this period.

(in thousands except per share data)
June 30, 2017

Historical Historical irc?jll:sot;?;ts Footnote  Pro Forma

United Benchmark Debit/(Credit) Reference Combined

(Unaudited)
ASSETS:
Cash and due from banks $14,155 $9,982 $ (5,897 ) (D) $ 18,240
Fed Funds sold - 775 - 775
Securities, available-for-sale 183,975 1,621 - 185,596
Loans, gross 385,777 105,798 (3,046 ) (2) 488,529
Allowance for loan losses (2,829 ) (1,088 1,088 3) (2,829 )
Premises and equipment 17,008 2,409 142 4 19,559
Other real estate owned 344 351 (211 ) (5 484
Federal Home Loan Bank stock 4,829 473 - 5,302
Bank owned life insurance 17,548 - - 17,548
Other intangible assets 707 - 146 (6) 853
Goodwill 10,072 - 14,586 (7 24,658
Accrued interest and other assets 5,092 4,029 618 (8) 9,739
Total Assets $636,678 $ 124,350 $ 7,426 $768,454
LIABILITIES:
Deposits $537,303 $97,862 $ 418 9 $ 635,583
Other borrowings 7,571 8,000 25,000 (D) 40,571
Trust preferred 12,823 - - 12,823
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Accrued expenses and other liabilities 3,425 641 -
Total Liabilities $561,122 $ 106,503 $ 25,418
EQUITY:
Common stock $3,761 $3,115 $ (3,115
Preferred stock - 2 (2
Warrants - 38 (38
Additional paid-in capital - Common - 20,923 (20,923
Additional paid-in capital - Preferred - 1,605 (1,605
Surplus 14,712 - -
Retained earnings (accumulated deficit) 64,511 (7,814 ) 7,669
Treasury stock (7,719 ) - -
Accumulated other comprehensive income (loss) 291 (22 ) 22
Total Stockholders' Equity 75,556 17,847 (17,992
Total Liabilities & Stockholders' Equity $636,678 $124,350 $ 7,426
10

) (10)
) (10)
) (10)
) (10)
) (10)

(1D

(12)
)

4,066
$693,043

$3,761

14,712
64,366
(7,719
291
75,411
$768,454
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Interest Income

Interest Expense

Net interest income

Credit for loan losses

Net interest income after provision for loan losses
Non-interest income

Non-interest expense

Income before income taxes

Income tax provision

Net Income

Earnings per share

Basic

Diluted

Pro Forma earnings per share
Basic

Diluted

Interest Income

Interest Expense

Net interest income

Credit for loan losses

Net interest income after provision for loan losses
Non-interest income

Non-interest expense

Income before income taxes

Income tax provision

Net Income

(in thousands except per share data)
For the Six months Ended June 30, 2017

Historical Historical

United  Benchmark
(Unaudited)
$11,389 $ 3,128
1,260 434
10,129 2,694
350 ) (96
10,479 2,790
2,385 2,651
9,522 5,028
3,342 413
763 207
$2,579 $ 206
$0.79 $ 0.07
$0.79 $ 0.07

(in thousands except per share data)
For the Year Ended December 31, 2016

Historical Historical

United  Benchmark
(Unaudited)
$21,627 $ 6,082
2,231 700
19,396 5,382
(750 ) (256
20,146 5,638
4,903 6,473
17,784 10,636
7,265 1,475
1,744 (3,652
$5,521  $ 5,127

Pro Forma
Adjustments
Debit/(Credit)

$ 187
158
29

29
15
14
5

$ 9

Pro Forma
Adjustments
Debit/(Credit)

$ 334
318
16

16
29
(13
€
$ @®

Footnote
Reference

(13)
(14)

(15)(16)

a7

(18)
(18)

Footnote
Reference

(13)
(14)

(15)(16)

) (17)

Pro Forma
Combined

$ 14,704
1,852
12,852
(446 )
13,298
5,036
14,565
3,769
975

$2,794

$0.86
$0.86

Pro Forma
Combined

$ 28,043
3,249
24,794
(1,006 )
25,800
11,376
28,449
8,727
(1,913 )

$ 10,640
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Earnings per share

Basic

Diluted

Pro Forma earnings per share
Basic

Diluted

11

$1.68
$1.68

$ 1.65
$ 1.65

(18)
(18)

$343
$343
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PRELIMINARY PURCHASE ACCOUNTING ALLOCATIONS

The unaudited pro forma condensed combined consolidated financial information for the merger includes an
unaudited pro forma condensed combined balance sheet as of June 30, 2017 assuming the merger was completed on
June 30, 2017. The unaudited pro forma condensed combined consolidated statements of income is for the six months
ended June 30, 2017.

(in thousands)

June 30, 2017

Footnote

Reference
Benchmark Bancorp shareholders' equity - June 30, 2017 plus/(minus) estimated fair $17.847
value adjustments: ’
Loan fair value $(3,046) (2)
Allowance for loan losses 1,088 (3)
Loans, net (1,958)
Building 142 4)
OREO 211) (o)
Core deposit intangible asset 146
Deferred tax asset, net 618 (8)
Deposits - fixed maturity “418) (9
Total fair value adjustments $(1,681)
Estimated fair value of Benchmark Bancorp net
assets at June 30, 2017 16,166
Total consideration paid to Benchmark Bancorp
shareholders (**) 30,752
Goodwill $14,586

** The purchase price is based on estimated total cash consideration of $30,752.

A. Notes:

(I)Cash consideration of $30,752,000 paid to Benchmark Bancorp’s shareholders plus estimated transaction costs of
$145,000 net of tax, less additional borrowings of $25,000,000.
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The fair value of Benchmark’s loan portfolio acquired in the transaction is estimated by United to be less than book
value. Based on management’s judgment, United applied a discount to the loan portfolio to estimate the fair value
adjustment as of June 30, 2017. The adjustment reflects United’s estimates of both market interest rate differential
(2)and credit considerations on pools of loans and the potential adjustments required by ASC 310-30, “Receivables -
Loans and Debt Securities Acquired with Deteriorated Credit Quality” for applicable individual loans. The portion
of the fair market value adjustment that is accretable is assumed to amortize into interest income on a level yield
basis over the estimated remaining life of the loans.
(3)Elimination of Benchmark’s allowance for loan losses.
(4) Adjusts bank premises to appraised value at June 30, 2017.
(5) Adjusts the value of OREO at June 30, 2017 to estimated fair value.
( 6)Represents the establishment of the estimated core deposit intangible. The core deposit intangible is assumed to
amortize into non-interest expense over 10 years, using accelerated methods.
(7)Goodwill estimate based on the excess of the purchase price over the estimated fair value of the net assets acquired.
(8) Tax effect of estimated fair market value adjustments.
(9)Estimated fair market value adjustment related to deposits and is assumed to amortize into interest expense on a
level yield basis over the estimated remaining maturity of the deposits.
a O)Reflects the elimination of Benchmark’s common and preferred stock, including related additional paid-in capital,
as well as warrants.
a 1)Reflects the elimination of Benchmark’s accumulated deficit of $7,814,000, net of after-tax transaction costs of
$145,000.
(12)Reflects the elimination of Benchmark’s accumulated other comprehensive loss of $22,000.
(13)Interest income impact of loan discount accretion on purchase accounting adjustment, net of lost earnings on cash
consideration paid and net merger costs, after tax.
Interest expense on other borrowings incurred to facilitate the transaction, net of estimated fair value adjustment
related to deposits assumed to amortize into interest expense on an accelerated basis over 5 years.
(15)Reflects additional depreciation on fair value adjustment of bank premises.
(16)Reflects core deposit intangible amortization over 10 years, using accelerated methods.
(17)Represents the income tax effect (34%) of the impact of pro forma adjustments on income before tax.
Basic and diluted pro forma earnings per share for the six months ended June 30, 2017 have been computed based
(18)on 3,267,020 basic and 3,271,477 diluted shares, respectively. Basic and diluted pro forma earnings per share for
the year ended December 31, 2016 have been computed based upon 3,289,497 basic and diluted shares.

(14)

12
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NOTE 4 - SECURITIES

The amortized cost and fair value of available-for-sale securities as of September 30, 2017 and December 31, 2016 are
as follows:

(in thousands)
September 30, 2017 December 31, 2016

Amortized Fair Amortized Fair

cost value cost value
Available-for-sale:
Obligations of states and political
subdivisions $69,796 $70,800 $70,757 $70,624
Mortgage-backed 107,342 106,948 119,758 118,595
Other 1,002 992 1,002 986
Total $178,140 $178,740 $191,517 $190,205

A summary of gross unrealized gains and losses on available-for-sale securities as of September 30, 2017 and
December 31, 2016 follows:

September 30, 2017 December 31,

2016
Gross  Gross Gross Gross
unrealizednrealized unrealimadealized
gains  losses gains losses
Available-for-sale:
Obligations of states and political
subdivisions $1,210 $ 206 $644 $ 777
Mortgage-backed 603 997 769
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