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2021 ANNUAL REPORT

To: Qur Shareholders
Chur Custamers
Cwur Communities

We are pleased to report thal KenBancorp and ils wholly-owned subsidiary Kenfland Bank experienced
another solid eamings year in 2021. On a comparizon basis, eamnings decreased 0.47% in 2021 to
34,209,582, equating o a Return on Average Equity of 8.74%, versus 8.98% in 2020, The Return on
Average Assels also decreased in 2021 (o 1,19%, versus 1.32% in 2020,

The angoing pandemic continued to have a huge impact on the Bank in 2021, Our borrowing customers
weathered this storm vary well, and our credil quaBly remains vary strong. This, coupled with our strong
capital position, allowed the Board of Directors (o declare a special dividend payable on January 3, 2022
of $25.00 per share once again, Please nofe this is in addition to a regular dividend of $8.50 per share.
Tatal dividends declared in 2021 was $41.50 per share, an increase of $0.50 per share over 2020.

The Bank's iMerest margins continued to be hampered by the effects of all the Federal Governmant aid
and stimulus money thal was provided to businesses and consumers over the last couple of years. While
the: Bank again had excellent deposit growth, our loan porifolio decreased during the year as the CARES
ACT PPP Loans wene forgiven and repaid. Business development efforts have picked up momantum for
us as local emergency mandates were dropped. Quality loan growth will be the key 1o our fulure earnings
potential

I would again like to thank all the Bank Officars and Employees for their dedicated efforts over the past
year, They represeni commumily bankimg atb its finest, helping our Bank, our Customers, and our
Communities thrival!

| also would encourage every shareholder to fully utilize the products and services the Bank has to offer.
Thiz Is more important now than ever, as competition for financial services confinuas 1o expand.
Encourage your friends, neighbors, and business associates o use the Bank's products and services as
well. Your efferts will help the Bank be mone successiul and your invesiment in tha Bank fo grow!

Lastly, your Board of Direclors remain commitbed 1o doing everylhing we can 1o enhance your shareholder
value. We continue 1o look for innovative ways that will accomplish this without putting your investment al
an unaccepiable risk level. This is cur primary duly 1o all shareholders, and we are mindful of the fnust you
have put in us.

Thank you all for your confinued irest and support! W wish you and your family and businesses a
prosperous 20220

.l ‘_,_-—".
0\@%‘)‘%_ 3
Milchell H, Van Kiey
Chalrrnan of the Board

Special Disclaimer
Thiz statement has nol been reviewed or confirmed for accuraty or relevance by the Fedaral Daposit
Insurance Corporation,



FINAMCIAL HIGHLIGHTS

2021 2020 % Change
PERFORMANCE DATA
Met Income 3 4,208,582 4,220.274 10.47%)
Per share 44.74 4533 {1.30%)
Cash dividends declared 3,513,804 3,827 000 2.25%
Per share 41.50 41.00 1.22%
Book value per share, December 31 S07.74 21849 {2.07%)
PERFORMANGCE RATIOS
Relurn on avarage equity 7 B.T4% B.99%
Return on average assels 1.159% 1.32%
BALAMCE SHEET AT YEAR EMDS
Total azsets 355,931,633  5334,308508
Loans {net) 161,125,449 170,771,260
Total deposits 283,779,214 270,731,427
Shareholders’ equity 47,804,903 48,448,632
BALAMCE SHEET DAILY AVERAGES
Total assets SILETEB000 318423000
Loans (nat) 162,330,000 175,695,000
Total deposits 293,161,000 260,716,000
" Calculaled using simple average of consolidated equity.
FIVE YEAR RECORD
et Income Dividends Shareholders” Equity
Fer Per Par
Year Amound Share Amount Share Amount Share
2017 4,285 4685 48,89 3,574,037 39.50 41,983,201 46478
2018 5,482 385 80.26 4,659,580 S0.00 43,006,826 471.32
2015 5,153,412 56.50 4 653,291 50.60  45616,087 404 27
2020 4,220 274 4533 3.827.909 41.00 48448632 51848
2021 4,200 582 44,74 3,913,894 41.50 47,894,003 S07. 74
KENBANCORP
TRANSACTION PRICE RANGES OF COMMON STOCTK
AND CASH DIVIDENDS
Transaction Cash Transaction Cash
As of Frice Dividend Prica Diividend
2021 2020
First Quarter bl | % 628 5 - 5 524 3 -
Second Quarter 630 % &.00 537 7.75
Third Cruarter QI30 541 . 539 -
Fourth Quarter 12031 661 3350 549 33.25

KenBancorp's common stock is traded in the Mewlon Counly, Indiana area. The common siock of
KenBanconp has never been aclively traded, and thera has never baen an established market for the stock.
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INDEPEMDENT AUDITOR'S REPORT

Shareholders and Board of Directors
KenBancop
Kentland, Indiana

Opinion

Ve have audited the consolidated financial statermnents of KenBancosp, which comprise the consolidated
balance sheets as of December 31, 2021 and 2020, and the relaled consolidated statements of income,
comprefsensive income, changes in shareholders’ equily, and cash flows for each of the threa years in the
pericd ended December 31, 2021, and the related notes to the financial slatemeants.

In our opinion, the accompanying consclidaled financial statements present fairly, in all material respecls,
the financial position of KenBanconp as of December 31, 2021 and 2020, and the results of ils oparaticns
and #s cash flows for each of the three years in the period ended December 31, 2021, in accordance with
accounting principles generally accepied in the United Siates of America.

Basis for Opinion

We conducted our audils in accordance with auditing standards generally accepted in the United States of
America [GAAS). Our responsibilities under those standards are further described in the Auditor's
Responsibiliies for the Auwdit of the Financial Statements seclon of our regor. We are required o be
independant of KenBancorp and to meet cur other athical responsibilitias, in accordance with the relevant
ethical requirements relating to our audits. We believe that the audit evidence we have ocblained is sufficient
and appropriate to provide a basis for our audit opinicn,

Responsibilities of Management for the Financial Statements

Managemenl i responsible for the preparation and fair preseniation of the consolidated financial
staternents in accordance with accounting principles generally accepted in the Uniled States of America,
and for the design, implementation, and maintenance of internal confrol relevant to the preparation and fair
presentation of consolidated financial statements thal are free from material misstalement, whether due lo
frand or efror.

In preparing the consolidated financial statements, management is requined to evaluate whether there are
conditions or events, considered in the aggragate, that raise substantial doubl aboul KenBancorp's ability
o continue as a going concern for one year from the date the consolidated fimancial statements are
available to be issued,

{Confimued)



Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives ane 1o oblain reasonable assurance aboul whedher the consolidated financial statemants as
a whole ang free from material misstatement, whelher due to fraud or emor, and to issue an auditor's report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolule assurance
and therefore is nol a guarantes that an auddl conducted in accordance with GAAS will always delect a
material misstalement when i axists. The risk of nol detecting a material missiatement resulting from frawd
is higher than for one resulling from aror, as fraud may involve collusion, forgery, Inlentional omissions,
misrepresentations, or the ovarride of internal confrol. Missialements are considered materal if there is a
substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the consolidated financial statements.

In performing an audil in accordance wilh GAAS, we:

= Exercise professional judgment and maintain professional skeplicism throughout the audit.

# |danfify and assess the risks of matersal misstatement of the consolidated financial statements, wiather
due to fraud or efor, and design and perform audit procedures responsive to those risks. Such
proceduras include examining, on a test basks, evidence regarding the amounis and disclosures in the
consolidated financial staternents.

+  Dblain an understanding of internal control relevant o the audit in order to design audit procedures that
are appropriate In the circumstances, bul not for the purpose of expressing an opinion on the
affectivenass of KenBancorp's internal control, Accordingly, no such opinion is exprassed,

= Evaluale the appropristeness of accounling policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluale the overall presenialion of the
consalidated financial stalemeants.

¢ Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that
raisa substanlial doubt aboul KenBancorp's ability to continue as a going concern for a reasonable
pariod of tima,

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matiers
that we identified during the audd.

Qither Information

Managemaent |8 responsible for the other information included in the anneal report. The other information
comprises the information included in the annual report but does not include the financial statements and
our auditor's report thereon. Our opinion on the financial statements does nol cover the ather informatian,
and we do nol express an opinion or any form of assurance therean,

Im connection with ouf awdit of the inanceal statements, our responsibiliy is to read the olhar infarmatian
and consider whather a material inconsistency exists between the ofher information and the financial
statemenis, or the other information otherwise appears 1o be materially missialed, If, based on the work
performed, we conclude that an uncorrected material missiatement of the other information exists, we are

required to describe it in our report.

Crowa LLP

Sauth Bend, Indiana
April 11, 2022




KENBANCORP

CONSOLIDATED BALANCE SHEETS

December 31, 2021 and 2020

ASEETS
Cash and due fram financial institutions
Federal Tunds sold
Cash and cash equivalents

Interast eaming deposits in other financial institulions
Availabla-for-zaba (AFS) securities

Loans, net

Resiricted equily securities - al cost

Premises and eguipment - nel

Other real estate owned - ned

Bank owned Fe nsurance

Acerued inferest receivable and olher agsels

Total asses

LIABILITIES
Deposits
Demand, non-interest bearing
Interest-bearing transaction accounts
Time
Total deposits

Borrowings
Accrued interest payable and other liabilities
Total llabsiies

SHAREHOLDERS' EQUITY

Common stock, o par valee: 1,000,000 shares autharized;
84,330 — 2021 and 83,441 — 2020
shares issued and outstanding

Additional paid-in capital

Retained earnings

Accumulated ciher comprahensive incomes
Total shareholders' equily

Total liabilities and shareholders' aquity

2021 2020
$ 72,817,823 § 43505043
34,516 598,780
72852 330 44 103,823
4,258 623 5,243,765
a7, 263 691 95,117,876
161,125 449 170,771,260
TO3 550 703,850
5,388 804 4,249 248
1,370,637 1,422,334
10,756,504 10,572,496
2,210,338 2,123,856
$ 355031633 §.334.308.508
F 94005168 2§ BY.G27H17
131,480,004 116,770,586
293,779,214 270,731,427
10,000,000 10,000,000
4,257 516 5,128,449
308,036,730 285,859 876
£8,000 88,000
8,762,854 8,197 529
37,236,418 37,035,221
— 1807631 ___ 3127882
47894808 __ 48,448,632
8 305831633 3 334308508

Sed atcompanying nobtas o consalidated financial stafements.



KENBANCORP
COMSOLIDATED STATEMENTS OF INCOME
Years ended December 31, 2021, 2020, and 2019

INTEREST INCOME
Loans, mcluding related foes
Federal funds sodd and other
Taxable secuniies
Moniaxable securities
Total interest income

INTEREST EXPENSE
Deposils
Borrowings
Total interes! expense

MET INTEREST INCOME
PROVISION (RECOVERY) FOR LOAN LOSSES

NET INTEREST INCOME AFTER
PROVISION FOR LOAN LOSSES

OTHER INCOME
Senvice charges on deposil accounts
Security gains (losses)
Bank owned life insurance income
hher
Total other income

OTHER EXPEMSES
Salarias and employee banefits

Occupancy
Furniture and equipment

FDIZ imsurance
OHher real eslale owned, nat
Other

Tatal olher expengas

INCOME BEFORE INCOME TAXES
Income lax expense

NET INCOME

EARMINGS PER SHARE

2021 2020 2019
§ 0355604 § 10057350 £ 11,070,035
79,076 30,087 165,117
543,095 773,975 1,504,183
11422849 12149971 __ 13,888,096
T42 030 1,081,312 1,626 801
107 978 S8 T8 5B 425
. B50008 1190040 1685326
10,572,841 10,850,031 12,202,770
10932532 108200931 __ 11874139
473,961 414723 543,123
x (3.354) 31,026
184,408 202306 217,118
B4 548 866,575 722 369
1,542 017 1,480,250 1,513,634
4,747,747 4,654 682 4,621,198
466,491 548,242 506,371
518,604 501,138 461,043
89,374 64,527 19,056
17,998 {37.385) {75.385)
1,ﬂfﬂz i |
—L590.011 7.A57 608 7,278,413
4,766,238 4,843,573 &, 109,360
556,656 514,280 915948
4200582 § 4220274 § 5183412
4474 F____ 4533 5 G650

See accompanying noles to consolidated financial statements.



KEMBAMCORP
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
Years ended December 31, 2021, 2020, and 2019

Met incomea

COther comprehensive incomed(loss):
Unrealized holding gains and {losses) on
available-for-sale securitias
Reclassification adjusiments for [gains)
and losses recognized in income
MNet unrealzed gains and (losses)
Tax affect

Total ather comprehansive incoma (loss)

Comprehansive income

2021 2020 2019

$ 4209582 § 4229274 5 5193412

{1,680,752) 2,314,190 2,001,305
- 3,354 {31,026)
(1.680,752) 2,317,544 1,870,279
1 (494 428) {444, B59)

(1,320,251) 1823116 1525420

3 _2B80331 3 6052390 § 6718832

See accompanying notes to consolidated financial stalemans,



KENBANCORP
CONSOLIDATED STATEMENTS OF CHAMGES 1N SHAREHOLDERS EQLATY
Years endod Decembar 31, 2021, 2020, and 209

Balances at January 1, 3010

I p—
Ciihiar Compradsntiyg incoma
Cash civicdends [$50.80 per ghare)

lasuanca of comman stock (1,226 shares)
Purchass & metinement of siock (184 shanes)

Balances af Docembor 31, 2049

Nl incoemn
O o
Caash dividands (541,00 poar shara)

Issuance of comman slock (1,283 shares)
Fiachase & mdremand of stock (131 shanes)

Balameos af Docembor 31, 2030

Pl s

(ihy comprahansien icss

Cash dividends (34150 par share)
Essuance o comeman slock {1,064
Furchase & reticement of stodk {178 shanres)

Balances at December 31, 2021

Aoogmulated
Adcktional CHhar Tokal
Comman Pabd-in Foerlainmd Comprehansks  Shareholdars”
Sk Lzanial Esmninnsg Incomerloss) Equity
-3 &8 000 GETTS0E 5§ BG2018E2 0§ (2200554) 5 43006820
. . 6 153 412 = 5153412
- - - 1,525 420 1525 420
a . 4,653 291} = {4,653.201)
= 641 408 = . 41 408
- - (57 508 = (97 8883
BR.000 7 519008 36,704 315 1,304 788 4% 818,087
- - 4229 374 - 4370 274
- . - 1AEY 116 1 EFY B
- - {3,827 D) - (3EET B0G)
- are 52y a - ETA 523
. < (70,4500 = (70458
88,000 8,197 520 3705 221 32T BB2 A8 448 33
- s 4 N0 AR = d 208 Ba
K = - {9,300 258) 1.320,251)
5 . {3,513 804y - (2.913,854)
- 565 325 - - 965,325
A PR  5_BJGEAS R ILZFANE R S0TEH S 4TENMIG

Spb aocompanying nobss by cormolidalad Snandal stalameants.



HKENBANCORP
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2021, 2020, and 2015

2021 2020 2019
CASH FLOWS FROM OPERATING ACTIVITIES:
Mat income § 4200582 F 4220374 0§ 5193412
Adjustrments 1o reconcile net Income o net cash
from operating activitles;
Provigion {recovery) for loan losses (349 481) 138 000 328 6531
Depreciation 341,697 375,572 273,717
Security [gains) losses - 3,354 (31,026)
Mat amorlzation (accrefion) on sacunlas 408,214 385,780 314,169
Income earned on bank owned life insurance (154, 408) (202, 308) (217.118)
(Gain) losshritedown on alher real estate owned (47, 241) (96,129) [(142,741)
Change in:
Interest receivable and other asaels (86.480) 429,271 (12,762)
Interest payable and other liabifities {563,840) (52.414) 376,380
NET CASH FROM OPERATING ACTIVITIES 4,729,033 5,200,402 B, 062 654
CASH FLOWS FROM INVESTING ACTIVITIES:
et change in interest eanning deposils a4, 142 1,306,235 1,240,000
Proceeds from maturities, calls and principal
repayments of securifies 24 753,973 32,020,381 48,123,212
Purchase of securities (28.089,754)  (35,209,474) (38,073,452)
Proceads from sales of other real astate owned 08,338 305,638 50,332
Loans made 1o customenrs, net of principal
repayments 0,055,302 4,154,326 1,082,410
Premises and equipment expendilures, nel {1.481,253) {1,111,785) {&00,787)
MET CASH FROM INVESTING ACTIVITIES 5,361,348 556 311 11,831,715
CASH FLOWS FROM FINANCING ACTIVITIES:
Met change in deposits 23,047,787 23,027 964 (10,545,682)
Proceeds from Federal Home Loan Bank advances - 5,000,000 =
Froceads from issuance and sale of stock 585 325 G678 5621 G411 408
Purchasa and refirement of stock {84,491) (70,459) (97 628)
MET CASH FROM FINANCING ACTIVITIES 19,656,135 _ 25770945 {14,599,771)
MET CHANGE IN CASH AND CASH EQUIVALENTS 28,746,516 31,535,658 3,414,608
CASH AND CASH EQUIVALENTS
BEGINNING OF YEAR 44,1 12 560,165 8,153,567
CASH AND CASH EQUIVALENTS
END OF YEAR $ 72,852,339 3 44103823 3 12,566,165
Cash pald during the year for,
Imerest Ba7.508 % 1,349.5934 1,610,135
Income taxes 1,132,000 470,000 &10,000
Supplameantal noncash disclosures:
Transfers from [oans 1o olher real eslate owned = 3% 114,080 218,422

See accompanying notes o consolidated financial stalements.



KENBANCORP
MOTES TO COMSOLIDATED FINAMNCIAL STATEMENTS
December 31, 2021 and 2020

MOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

re of O tions and Pringi Consolidation: The consolidated financial slatements inclede the
accounts of KenBancorp (the Company) and its wholly owned subsidiaries Kenfkand Risk Managemeant and
Kentland Bank (the Bank) and its wholly owned subsidiary Kentland investment, Inc., Kentland Portfolio,
LLC, Kentland Haoldings, Inc. and Kentland Funding Corp. Intercompany balances and transaclions are
eliminaled in consolidation. The Company generales the majorily of s commercial, morgage and
instaliment loans and receives deposits from customers ocated primarily in the Newton, Jasper and
Tippecanoe counties, Indiana and Iroquols and Vermilion counties, [Bnois market areas. Ahough the
overall loan portfolio is divergified, a substaniial portlon of the debtors' ability 1o honor their contracis is
dependent upon the agricuftune industry. A magorty of the Bank's loans are sacurad by specific items of
collateral including business and consumer assels and real propery.

Subsaguent Events: The Company has evaluated subsequent ewents for recognition and disclosure
through April 11, 2022, which is the date the financial statements wers available to be issued.

Use of Eslimates: To prepare financial statements in conformily with accounting principles generally
accepted in the Unied States of Amenca, management makes estimates and assumplions based on
available information, These estimates and assumptions affect the amounts reported in the financial
statements and the disclosures provided, and actual results could differ,

Cash Flows: Cash and cash equivalents include cash on hand, demand deposits in olher institutions and
dally federal funds sold. Cash flows are reported ned for customer loan and deposil fransactions, fime
deposils with other institutions and shod-term bosrowings with maturities of 90 days or less,

Securilies: Available-for-sale securities are those which management may decide to sell before maturity.
They are reparted at fair value, with unrealized gains or losses included in other comprehensive income,
Premiums and discounts ara recognized as interest income using the level yield maethod. Premivms ana
amortized to the earliest call date, while discounts are amorized to maturity. Gains and losses on the sale
of available-for-sale securilies are delermined using the specilic identification method.

Management evaluales securities for other-than-temporary impalment (fOTTIT) on at least a quarerly
basis, and more frequently when economic or markel conditions warrant such an evalualion. For securities
in an unrealized loss position, management considers the extent and duration of the unrealized loss, and
the financial condifion and near-term prospects of the issuer. Management also assesses whaether it inbends
o zell, or it is mane likely than not that it will be required to sell, a security in an unrealized loss position
befora recovery of its amonized cost basis. If either of the criteria regarding infent or requiremant to sall is
met, the entire difference betwean amorized cost and fair value is recognized as impairment through
aarmings. For securities thal do not meet the aforementioned criferia, the amount of impairment is split into
two components as follows: 1) OTTI ralated to credit loss, which must be recognized in the income
slalemeant and 2) OTTI redated fo other factors, which i recognized in other comprehensive income. Thea
credit loss is defined as the difference betwesn tha presant value of the cash flows expected to ba collecied
and the amordized cost basis.

(Continued)

10,



KENBANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2021 and 2020

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Loang: Loans that management has the intent and ability 1o hold for the foresesable future ane reporied at
the principal balance oulstanding net of unearned nterest, deferred loan fees and costs and an allowancs
for loan losses. IMerest on loans s accrued over the term of the foans based on the principal balance
autstanding, except where substantial doubt exists as 1o the collectability of a loan, in which case tha accrual
of interest is discontinued. Loan fees, nel of cedain direct loan crigination costs, are deferred and
recognized wbo intérast income owes tha tarm of the lean using the level yield method. Payment Protection
Plan {PPP) loans fees received from the SBA are deferred and recognized into interest income over the life
af the loan on a slraight-ling basis or undil the loans are fargiven.

Faor all classes of financing receivables, interest income is discontinued at the time the loan iz 20 days
defingueni unless the loan is well-zecured and in process of collection, Past due status is based an the
confraciual terms of the loan, In all cases, loans are placed on nonacerual or charged-off al an earlier date
if collection of principal or interest is considered doublful. All interest accreed but nol received for loans
placed on nonaccrual s reversed against interest income. Interest received on such [oans is accounted for
on e cash bases or cost recovery method, entil qualifving for return to accrual. Loans are returmed to
accrual stalus when all the principal and interest amounts confraclually dus are brought current and fulure
paymanis are reasonably assuned.

Allowance For Loan Logses: The allowance for loan losses is a valuation allowance faor probable incurred
cradit losses. Loan losses are charged against tha allowants wien management helieves the balance of 5
lcan to be uncollectible and is confimed. Charge-offs of the commercial, agriculiure, and real estate
portfolio segments are recognized whan the loss is confirmed and the amount of the charge-off is the
difference in the recorded invesiment in the loan and the discounted collateral value or the discounted
future cash flows, whichever is deemed o be the most likely sowres of repayment. Loans in the installment
and olher porifolio segments are typically charged-off no later than 120 days past due. Subsegquent
recoveries, if any, are credited to the allowance, Management estimates the allowance balance required
using past loan loss experience, the nalure and volume of the portfolio, information aboul specific borrower
situations and estimated collaleral valwes, economic conditions, and other faciors, Allocations of the
allwance may be made for specific kans, bul the enlire allowance is available for any loan thal, in
management’s judgment, should be charged-off.

The allowanca consisls of specific and genaral companents. The specific componant relates to loans that
ara individually classified as impaired or loans ofhaerwise classified as substandard ar doubthel, The genaral
component covers non-classified loans and is based on historical loss experience adjusted for current
factors.

A loan is impaired when full payment under the loan terms is not expected, Impairment is evaluated in fotal
for smaller balance loans of similar nature such as residential mordgage, consumer, and credit card loang,
and on an individual loan basks for other kaans. If a loan is impaired, a portion of the allowance is allocabed
g0 that the: loan is reporied, ned, al the present value of estimated future cash flows using the loan's existing
rate or al the falr value of collateral if repayment Is expacted sokely from the collateral.

Troubled debt restrecturings are separately identified for impairment disclosures and ane measured at the
prasent value of estimated fulure cash flows using the loan's effective rale at incapdion. If a troubled debt
rastructunng is considered a collateral depandant loan, the lean is repored, nat, at the fair value of tha
collateral. For iroubled debt restructurings thal subsequanily default, the Company delarmines the amount
of reserve in accordance with the accownting podicy for the allowance for koan losses.,

(Continued)
i1.



HEMEANG:DHF'
MOTES TO COMSOLIDATED FINANCIAL STATEMENTS
December 31, 2021 and 2020

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuad)

The ganeral component covers loans collectively evaluated for impairment and is based on hislorical loss
exparence adjusted for current factors. The historical loss experence is determined by portfolio segment
and is based on the aclual loss history experianced by the Company over the mosi recent three years, This
aclual loss experience i5 supplementad with other economic factors based on the risks present for each
portfolic segment. These economic faclors include consideration of the foliowing: levels of and trends in
dalinquancies and adversaly classified loamns; trends in volume and terms of koans; olher changes in kending
policies, procedures, and praclices; experiencea, abilily, and depth of lending management and olhoer
relevant siaff, national and local economic frends and conditions; industry condilions, and effects of
changes in credit concentrations. The following portfolic segments have been identified: Commarcial;
Agriculture; Real Estate; Installment; and Other,

Each of these porifolio segmeants has different risk characleristics and the allowance for loan loss
mathodology addresses these nsks as follows:

Commercial lcans include those secured by pledged assels of the cusiomer's business (such as
inventories, property and equipment, or accounts receivable), those secured by morigages or olher liens
on real property, and those that are unsecured. Such loans include term loans and revolving amrangements.
Repayment may ba structured for full, partial, or no amodization of principal. These lypes of loans ane
primarily underwritten with expected repayment io be from the cash Aow from the business operations of
the customer. In underwriting thesa types of loans, the cusiomear’s abilly to repay as well as the value of
any pledged asseis, are considered. Repayment is dependent upon the business operations of the
borrowers, which is impacted by varous factors including the industry in which the customer operates and
the general economy,

Agriculture loans are secured by farm real estate, farm equipment or ofher farm business assels such as
crops of lvestock, Such loans include term loans and revolvimg arangements. Repayment may be
structured for full, partial, or no amorization of principal. These types of loans are primarily underwriften
with expected repayment to be from farm operations of the customer, In underwritling these types of loans,
the custormer's abilily 1o repay as well as lhe value of any pledged assels, are considerad, Repayment is
dependant upon the farm operations of the borrowers, which can be impacted by various factors including
the price of agriculiural commadities, machinary, real estale, and the general econanmy.

Real estate loans are those that are secured by residential propery. This porliolio segment inciudes. fixed
and adjustable-rate mortgage loans that provided for the full amortization of principal and home equity lines
of credit, Repayment of real estate loans is primarily dependent upon the personal income of the borrowers,
which can be impacted by the economic conditions in their market area. The Comparny seaks to mitigate
the risk of the uncertainly of economic condilions with its current underwriting slandards, which include a
requined loan-lo-value ratic of al least B0% of each loan originated. The losses expenenced within this
sagment will be impacted by changes in real estate values for the collateral securing these loans.

The Instaliment and Other porfolio segments include consumer installment loans and leases. Repayment
of these loans is primarily dependent on the personal income of the borrowers, which can be impacted by
economic conditions such as unemployment levels. Loans to consumers are exlended afler a credil
evaluation, including the creditworthiness of the barrower(s), the purpose of the credil, and the secondary
source of repayment, Consumer loans are made al fived and variable inerest rates. The repayment of the
loans in this segment is dependent upon the wilingness and abilily of the customers 10 repay any
outstanding balance. Management tracks the risk in this segment based on the leved of past due loans and
the aclual net charge-offs experienced.

(Continued)
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KEMBANCORP
MOTES TO CONSOLIDATED FINAMCIAL STATEMENTS
December 31, 2021 and 2020

MNOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Other Real Eslate Owned: Assels acquired through o instead of loan foreclosure are initially recorded at
fair value less cosis to sell when acquired, establishing a new cost basis. These assets are subsequently
accounted for al the lower of cost or fair value, less costs to sell, If fair value declines, a valuation allowance
is recorded through expense and included with olher real estate owned expenses. Operating costs afler
acquisition are expensed,

Premises and Equipment: Land is carried at cost. Premises and equipment are siated at cost less
accumulated depreciation and amonization. Depreciaion expensa is calculated on the straight-line method
ovier assel uselul lives. Leasehold improvements ane depreciated over the lesser of their useful lives or the
term of the lease.

Bank Owned Life Insurance: The Bank has purchased life insurance policies on certain key executives,
Bank owned Efe insurance iz recorded at the amount thel can be realized under the insurance contrac] st
the balance sheet date, which is the cash surrender value adjusted for other charges or other amounis due
that are probable at seftlement.

Restricted Equily Securilies: Restricted equily includes Federal Home Loan Bank (FHLB) stock and Farmer
Mac stock, The Bank is a member of the FHLE sysiem. Members are required 1o own a cerdain amount of
stock based on the level of borrowings and olher factors and may invest in additional amounts. Restricted
equily securifies are carried at cost and are pericdically evaluated for impairment based on ultimate
recovery of par value. Both cash and stock dividends are reparted as incoma.

Long-Term Assats: Preméses and equipment and ofher leng-lerm assets are reviewad for impairment when
events indicate their carrying amount may nol be recoverable from fulure undiscounted cash flows. I
impairad, the assets are recorded at fair value,

Loan Commitments and Related Financial Instruments: Financial instruments include off-balance sheet
credil instruments, such as commiimenis o make knans and commercial etlers of credit, izswed 10 mest
cusiomer financing needs, The face amount for these ilems represents the exposure to loss, before
considering customer collateral or ability fo repay. Such financial instruments are recorded when they ane
funded,

: Income lax expense is the total of the current yvear income (ax due or refundable and the
change in deferred tax assels and labilities. Deferned tax assets and labilibes are the expected future tax
armounts for the lemporary differences befween carrying amounts and tax basis of assets and liabilities,
compuled using enaclted tax rates. A valuation allowance, if neaded, redeces deferred tax assets to the
amount expected to be realized.

A lax position s recognized as a benafil ondy if it is "more lkaly than not” that the lax position would be
susiained in a tax examination, with a lax examination being presumed o occur. The amount recognized
is the largest amount of tax benefit ihat iz greater than 50% likely of being realized on examination. For tax
positions not meeting the “more likely than not™ test, no tax beneflit is recorded.

The Company recognizes interes! andlor penallies related fo income tax malters in income lax expense.
I : Comprehensive income consists of nel income and other comprehensive (loss)

income, Other comprehansive income inclisdes unrealized gains and losses on securilies available for sale,
which ane also recognized as separate components of equily.

(Continued)
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KEMBANCORP
MOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Decamber 31, 2021 and 2020

MOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Eamings Per Share: Eamings per share are calculated based on the weighted average number of shares
putstanding during the year, The weighted average number of shares used was 94,098 in 2021, 93,301 in
2020, 91,911 in 2019,

Loss Contingencies: Loss conlingencies, including claima and legal actions arising in the ordinary course
of business, are recorded as Rabililles when the likelihood of koss is probable, and an amount or range af
koss can be reasonably estimated. Management does not believe there now are such maiters that will have
a matarial effect on the financial stalements.

Dividend Restriclion: Banking regulations require mainiaining cerain capital levels and may limit the
dividends paid by the Bank 1o the holding company of by the holding company o shareholders, These
restrictions pose no practical limil on the ab#ity of the Bank or holding company to pay dividends at hisiorical
levels,

Fair Vakies of Financial Instruments: Fair values of financial insiruments are estimated using relevant
market information and other agsumplions, as more fully disclosed separately. Fair value estimates involve
uncertainties and mallers of significant judgment regarding interest rates, credit risk, prepayments, and
athar factors, especially in the absence of broad markets for particular items, Changes in assumplions of
in market condiions could significantly affect the estimates,

Revenus from Contracts with Cuslomers: Revenue from contracts with customers includes service charges
on deposits, intarchange fees and other income. The recognition and measurement of revenue is based on
the assessment of individual confracl lerms. Significant judgmwent ks required fo determine whether
performance obligations are satisfied al a point in time of over time, how to allocate transaction prices
where mulliple performance obligations are identified; when to recognize revenue based on the appropriate
measure of the Company's progress under the contract; and whether constraints on vanable consideration
should be applied due lo uncertain future avenls.

Service charges on deposits: The Company eamns fees from its deposit customers for transaction-based,
account malnienance, and overdraft services. Transaclion-based fees, which include fees for services
slich as ATM use feas, slop payment charges, statemant rendering, and ACH faes, are recognized at the
time lhe transaction s executed as that is the point in time the Company fulfills the customer's requesl.
Account maintenance fees, which relate primarily to monthly maintenance, are eamed over the course of
a month, represanting the perod over which the Company salisfies the perfformance obligation. Owerdraft
fees are recognized al the point in time the overdraft occurs, Service charges on deposits are withdrawn
from the customer’s account balance.

interchange Fees (included in Other incomea): The Company eams interchange fees from credit and debit
cardholder fransactions conducled through payment metworks. Interchange fees from cardholder
transactions represent a percentage of the underlying fransacton value and are recognized daily,
concurrently with the transaction processing services pravided to the candholder.

Other income: The Company earns fees for transaction-based services, such as check cashing, purchasing
checks and money order and wire transfers, Fees are recognized at the tima the transaction is execuled
as that is the polnt in time the Cormpany fullilis the customer's request. The Company did not finance sales
of other real estate owned so gains and losses are recognized when the sale is completed.

(Continuesd)

14,



KEMBAMCORP
MOTES TO CONSOLIDATED FINAMCIAL STATEMENTS
Decamber 31, 2021 and 2020

MOTE 2 - SECURITIES

The fair value of available-for-sale securities and the relaled unrealized gains and losses recognized in

accumulated other comprehensive income were as follows:

Gross Gross
Amoized Unraalized Linrealized Falr
Cosl Gains Losses Value
2021
LS. Treasury and agancy $ 19114630 § - § (282828) § 18,831,802
Municipal bonds 450,000 91,080 541,060
States and political subdivisions 62,116,145 2,390,964 (213,502) 64,302,607
Morgage-backed investments,

residentizl 13,277 225 327 783 {16, 7BG) 13,588 222

5. 84,856,000 $ 2818807 & ___(513.116) §_O7.263.601

Gross Gross
Amortized Unrealized Unrealized Fair
Cosl Gains Logses Walus
2020
LS. Treasury and agency $ 3000000 $ 6,027 § {2.747) $ 3,003,280
Municipal bonds 475,000 118,693 593,693
States and political subdivisions 50,842 B12 3,140,849 (13,377) 62,570,084
Mortgage-backed imvesiments,

residential 27,813,821 748931 (11.833) _ 28 550,819

£.91.131.433 §_ 4014500 & __(26.057) $_ 85117876

The fair value of securities available-for-sale at year-end, by contractual maturity is shown balow. Securities

nat due at a single maturity, primarnly modgage-backed imvestimeants, are shown separatealy,

1
Amortized
Cost Fair Value
D in one year of less 5 2,26852381 ¥ 2,297.308
D aftar one year through five years 20,743,784 200614833
Duer after five years through ten years 5,492,975 5,580, 164
D after ten years 53,178,635 55,174,166
Mortgage-backed 13,277 225 13,588,222

& _94.858.000 § _O7.263.691

Proceeds from the sale of securilies was 30 for 2021, 2020, and 2019, Gross gains from sales of securilies
ware 50 for 2021, 2020, and 2019, respectively. Thene were no realized gains or losses in 2021, Realized

gains and losses in 2020 and 20189 were from calls.

Securilies with a fair value of approximately 520,685 000 al year-eand 2021 and 325,033,000 at year-end

{Continued)
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KEMBANCORP
MOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2021 and 2020

HOTE 2 - SECURITIES (Continued)
2020 were pledged Lo secure FHLE advances.

At year-end 2021 and 2020, thers were no holdings of securities of any one issuer, olher than the
U5, Government and ils agencies, in an amount greater than 10% of shareholders’ equity.

Securities with unrealized losses at yvear-end 2021 and 2020, aggregated by investmeni category and
langth of time that individual securilies have been in a continuous unrealized loss posilion, are as follows:

_ lessThan 12 Months 12 Months of Longar Total
Fair Unrealizad Fair Unrealizad Fair Linraalizad
: Valug Losses Value Losses Mg Loses
LS. Treasury and
Agancy $ 18975054 5 (2418130 % 145B7BS  $ (41,215} S1BA3IBM 5 (2B2E2G)
Stabes and poliical
subdhisions 15,760,181 {158,018) 1,965,676 (GE4B4)  17,7ES,B57 (213,50
hhrtgaga-mdmd_ )
invastmands, residential __ 110908468 _  (16.768) 2 665 (180 _ 1112311 (16 785)
Total 533074681 5 _(416209) S24271268 E_(BETID E3L302.007 5 (513116)
lessThan12Monthe 13 Months o Longer Tcital
Faar hnrdalized Fmir Unrealizad Fair Unrepiized
ValuglossesValue Losses Yalug Losses
2020
LS. Traasury and
Agancy $ 1997254 5§ (2747) % - % - 518784 5 (274T)
Statos and political
subdivisions 1,872, 18 {9,592} 735,353 (3.785) 2,699,071 (13317
Morigape-backed
investments, rosidential 569 066 2157 _ 1018470 (8781} 1580538 (19933
Total § 4430040 $__(14491) 51744823 5 __[(13.566) 36183863 5 (28050

Unrealized losses on investmants have not been recognized inMo income because the issuer(s) are of high
credit quality (rated AA or higher or issued by LS. government agencies). These securities are currently
perdorming. Management does not intend to sell, and it Is not more likely than not that management would
be required to sell the securities prior to thair anticipated recovery, and the decling in fair value is largely
due to increases in markel interest rates. The fair value is expected to recover as the investments approach
fheir maturity date andfor market rates declina.

(Conlinued)
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KENBANCORP
MOTES TO CONSOLIDATED FINAMCIAL STATEMENTS
Decembar 31, 2021 and 2020

NOTE 3 - LOANS

Loans ane comprised of the foliowing classifications:

2021 2020

Commearcial £ 6L352514 § 97 6G2 2G50
Agricultural 48 BE4 529 b4 119,666
Resl estate T 267 247 B,140,423
Installment 3,919,309 4 380 816
Lease receivables and other, nel 7.414.410 B.526,110

Subtatal 162, 818 809 172,838,081

Less: Allowance for loan losses {1,693 360) (2,068 821}

8181125449  §_ 170,771,260

Included in the kan portfolio are loans made to officers, directors, principal shareholders, and their
associates, Al December 31, 2021 and 2020, such loans Iotaled $0 and 54,500,000, respectively,

Incleded in the commercial loan segment are loans originated as part of the Paycheck Protection Program
(PPP), which are excluded from the allowance calculation as lhey are fully guaranteed loans. Al
December 31, 2021 and 2020, such loans totaled $1,880,000 and $10,423,000, respectively.

(Continued)
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HENBAMCORP
HOTES TO COMNESDUIDATED FINANCIAL STATEMENTS
Decambae 31, 2021 and 2020

MOTE 3 - LOANS (Canlinued)

Tt fofirading tilde pritants Bio &by i e slowancs for loan ks by porfilo segmont Tof e yoarn arding December 30, 2021, 2020 and 2015

Feal Laasn Aecerawbdes.
Cemumarcal Bgrliesl Entaie Inytgimang 0 LHher il i Tgsal
$ 141382 5 EIEM 5 12875 3 TIET 3 00850 8§ M4E 3 20SAER
(36} (2EB814) (39,182} 10 28E 1,586 14,687 [E bl ]
d ; 2 {31508 3563} . LB
12528 x B0 = 1L.5R1
- N e - AN T R WL U S T [ YR
Rpal Leasn Hecervabing
Cosrircial fgieuiuial Eanala Inatadsram el Cither Limadnzates Tatal
$ 1043534 5 BORIDE 5 1138E 5 oTDEY 5 B4122 3 [IBAT) 5 1LBTER
7H,157 {TF.TE1) a0 4810 45010 40535 138 000
{12.528) . {24, 761) {15,123 (19,575) - 71,0873
11,099 = 191 1 1,050 22ATH
e R GRhSdd BRI DN s 3448 L nOfAR)
Anal Lansa Recohabins
Commercial Agrcuityri Esain Inatplrien el Cihed Uirabocated Total
§ HiAAR4 & TITEARY 0§ iMiEF 3§ TaA0d & B4gin % GO0 % 1904330
441,250 {20.578) {12624 4881} 403,180 (105,594} A8631
[234.000) . . (12, 124) (A0, B3 Th . ETT021)
3000 Li90 20 1570
A lDdasad 5898305 @ H1a558 B GTGGT BG4  B__(5287 B _1ATLEE
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EEMBAMCORF
HOTES TO CONSOLIDATED FINARNCIAL STATEMENTS

Decembaor 39, 2021 and 20010

NOTE 3 - LOANS (Contimupd)

Tha following tabin prescsts the Balancs |n the alitwancs o loan lokees and the recomded lsvestmest bs lsans by poriiolio sagment and based on impaiment method as of

Decembesr 31, 2021 and 2020:

i
Alcannca for loan lnsses:

Erirey aliraancs balafos allfbinialls 1o losns
Inedividaally evulunbed or impainmani
Cofletyaly avaluidad bar ispaniast

Tolal pading allowanco balncn

Leane indraduslly susluated for impaament
Leans collscirely avalualed for impadmmaend

Tetal nncing bans halasce

Foey
Alaance for loan losses
Erality dlivcant baliies afibuiabés o leans:

mpaiTak
i ctivey valuibed for mpsnment
Total ending alowancs halascn

Loars ndssdealy nvaborbed o impaimenl
Leam colecivaly evirsated for impairsan

Trotal eexding Ipam balines

Foezal Lease Fecevabios

Commeial  Agncuuml Eslals Erafabmeni prd Cehar  Usalocated Tedal

- - % - % 1500 % - & - & = & 2600

lgasErs M0 _ mAGve  SETIR  maam)  _ 4nead | 1LBS0860

LGSR E Rl B EROV B SETIE B HR2Rl E__ARSIL 310830
Aaal Loika Rozmakis

Commerzial  Aotculieal Estaln lnplalimeng gnd Qihr  Limaliocaind Toinl

§  WIDaT B - &% IS 5 1103 0§ L | e | ETER

_SASN0T _ARBEAG3 _ TATASNR  BAO0BA0E  FARAAN0 - JHZEIRSTY

EESNELETY S 4RBRLG2E B T20TOMT 5 2BMSO0F S TAMAN0 B - 5 102E16800
Real Leasa Receivabias

Commemid  Agrouilumd Exlete Inslatman] pxfthes  Unafiocsbed Tedal

5 - % o 2500 % 000§ - & - 8 11,500

S 4L 126,07 GEAT1 SOGE M boEam

BoLE2136E &G04 B80T B TLETl A S0EE3 A DA B__2.0MLAZ]
Fial Leaas Focoivaldes

Gomiacil  Ascosunl Exlale Ingspiment and Ceher  Unaliocated Tistad

3 I35 & - § A0 B iBEa 5 mmMe 5 5 010

AT L A kR L1 L K. [ A — -2 0E e AT 2E10TY

EOTAGRINE BEA1N9850 B 140421 B AMSOI0 R ASALLG & IR
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REMBAMCORP

HOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Drecember 31, 2021 and 2020

HOTE 3 - LOANS (Continued)

Tha q labla 1 I lzar by clans of loar e of s do e o, sl Thecamier X, 300 and SHHE
Linpaid Afcvanren fr m ks Cath Bapia
Pripal Rresasgend Lo Lessed 12y [
ﬁlﬁ Helarg romiirsend Akt Errvm szl Desaamiced Beassmind
£ orraTepecial ] e LAY [ ] . ] ey 3 ik B T
CrorraTebDa Do S - - - AR F{F] F1=]
Nealuatals 140,354 ] A L Rl ] ik 12
rﬂﬂmﬂ o '_ i 1,113 [ 1338 i ]
ol - l— 1 — 1 i K
Wh i sl rebETed
s édlite 15455 6.2 Lm0 17184 L i
lnalaSmenri ' . " A5 N .
Lisagar deiidwablen. doad Olfwsd, iois) 2 = 3 < 2 -
Butrional RN - ¥ 2 T Tiz iLF;
Totad B Ame B JAEN & 20 Ao 30 A low b1l
co § T B 154 151 | ] 1M 8 B % e
Ciarwrrcl ranl il 117580 117028 2 13.TH 43 43
Raal TIRETE Ly " !Er 2T 2T
55 il 3 - A -] ]
Lasan recswebien ere] o, nad - = =
Wih e allowanoe sscraded
Capmrepiriad = . a - =
Crpmmaioial rasl erilidt 2 ™ - 3 i 5
Feasl miatn AR 18040 7200 2253 ™ L
ralsTe I o #7041 i p 28470 s ans
Ladan rcarwabion o othar, nal . n " 3 : ]
G ] — T — T LN g 55
Tokal i SEEE i __Wigm & 18N & M A loare i 10060

Fr prrpeand of this daciedure, the urpald princpal halssos b mduced for net charge-oife.
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KENBANCORP
MOTES TO CONSOLIDATED FINAMCIAL STATEMENTS
December 31, 2021 and 2020

NOTE 3 - LOANS (Continued)

Monaccrual loans and loans past due 90 days still on accrual inclisde both smaller balance homogeneous
laans that are collactively evaluated for impairment and individually classified impaired koans,

The following lable presents the recarded investment in nonaccrual and kbans past due over 20 days still
on accrual by class of loans as of December 31, 2021:

Leans Past Dua

Decernber 31, 2021 80 Days or More
Monaccrual Slill Accruing
Commearcial ] - % -
Commuarcial real estale 7.800 41,852
Agricullura - -
Residential real estatle 123,438 o
Installment . -
Lease Receivable and ather, net . 111.714
Total £ 131238 5 ___153.566

The following table presents the recorded investment in nonaccrual and loans past due over 30 days still
on accrual by class of loans as of December 31, 2020:

Loans Past Due

December 31, 2020 80 Days or More
Monaccrual Still Accruing
Commercial % - B 147 845
Commercial real estate 17400 41,852
Agriculure = A
Residential real asiale 167,277 BiG,302
Installment 18,108 25,047
Lease Receivable and other, net 10548 22309
Total $__ 213333 § 293359

Menperforming leans and impaired loans are defined differenily. Some loans may be included in both
calegories, whareas olher loans may only be included in cne calegory.

(Continued)
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KENBANCORP

MOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Decamber 31, 2021 and 2020

NOTE 3 - LOANS {Continued)

The following table presenis the aging of the recorded investment in past due loans as of December 31,

2021 and 2020 by class of loans;
30-59 B0-B8  Greater than
Drarys Days 89 Durys Total
Past D PastDus  PasiDue  PasiDue
Decomber 31, 2021
Commercial $ 423855 % - § 49852 § 473507
Agriculiure “ . o 0
Real eslabe = . 123 438 123 438
lskallmant 12,006 13,793 - 25,798
Lease Recaivabis
and alher, net —1L714 __ 311714
Total £ 435861 £ 13793 35 _2B4B04 3§ _T34.458
Decarmber 31, 2020
Cernmercial $ 123883 % - % 207101 $ 530984
Agriculture . - - .
Real estale 33,931 é 223,579 257,510
Installmen 24,511 4,855 43,155 T2EM
Leass Racaivable
and ather, net - JLBST BT
Total S OB2025 S.___4850 S 506682 5 _BOOAT2

Loans Mot
Pasi Dus

% 9480000
48,864 G20
7,144 500
3,893,510

S
= 162,084,391
$ 97,131,282
54,119,666
7,882,913
4317095

— B.ABRI5

3 171,044,200

Total

£ 85352 514
A48, 854 629
TA6T T
3618308

— 1414410
5 162,018,009
§ 07,662,266
54,119,666
8,140,423
4,386,618
— B526110

3 172835061

There were no new madifications that were classified as troubled debt restructurings im 2021, 2020 or 2019,

The Company has allocated $0 of specific resenes to customers whose loan terms have been modified in
troubled debt restructurings with iolal balances of 5161675 and $290,153, respectively, az of
December 31, 2021 and 2020, The Company has nol commilled to lend any additional amounis Lo
customers with ouistanding loans that are classified as troubled debt resireciurnings.

The troubled debi restruciurings described above increased the allowance for boan losses by 50 as of
December 31, 2021, 2020, and 2019 and resulted in no addifional provision in 2021, 2020 or 2018. There
wena not any leans modified as roubled debd restrecturings for which there was a payment dafault within
bwelve months following the modification during the year ending December 31, 2021, 2020, and 2019, A
loan is considerad 1o bé in payment default once it ks 90 days contractually past due under the modified

lerms.

(Continued)
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KEMBAMCORP
MOTES TO COMSOLIDATED FINANCIAL STATEMENTS
Decembear 31, 2021 and 2020

NOTE 3 - LOANS (Continued)

Crodit Quality Indicators:

The Company categorizes loans into risk categories based on relevant information about the ability of
borrowers o service their debt such as: current financial information, hislorical payment axperiance, cradil

documentation, public information, and currenl economic trends, among

other faclors. The Company

analyzes loans individually by classifying the loans as o credit rigk. This analysis incledes all loans in the
Company's portfolio and is peformed on a quarterly basis. The Company usas the following definitions for
risk ratings:

Special Mention. Loans classified as special mention have a polential weakness thal deserves
management's clpse attention. If beft uncomected, these polential weaknesses may resull in
deterioration of the repayment prospects for the loan or of the institulion’s credil position al some
Tudure date,

Substandard. Loans classified as substandard are inadequalely profected by the current net warth
and paying capacity of the obligor or of the collateral pledged, if any. Loans so classified have a
wall-defined weakness or weaknesses thal jecpardize the liquidalion of the debt, They are
characterized by the dislinct possibilily thal the institution will susiain some loss if the deficiancies
ara not corractad.

Doubtful. Loans dassified as doubtful are inadequately profected by the cuwrent net worth and
paying capacity of the obligor or of the collateral pledged and are likely to have a loss,

Loans not meeting the criteria above that are analyzed individually as part of the above described process

are congidered to be pass raled loans,

Based on the most recent analysis performed, the risk category of loans by class is as follows:

Special
December 31, 2021 Pasg Mention Substandard Doubiful
Commarcial § 026502967 % 1300672 § 1539875 3 -
Agriculture 48,445,830 . 418,798 -
Real estate 7,144 508 - 123,438 =
Instaliment 3,819,300 - - -
Lease receivables and ciher, net 7,300,696 = 111,714 -
Total $158.315311 § 1309672 $ 2193826 § -
Special
December 31, 2020 Pass Mention Substandard ~ Doubliul
Commiercial % 94042886 % DOB1B0 % 1,811,200 3
Agriculture 52,993,887 - 1,125,779 -
Real estate 7,916,844 - 223,579 -
Installment 4, 341,606 4,855 43,155 >
Lease recaeivables and other, net B493,253 = of B5T =
Total 2168688476 5 _ 913005 B 3236500
{Continued)
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MOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2021 and 2020

NOTE 4 - PREMISES AND EQUIPMENT
Premises and equipment consist of the following:

2021 2020
Land § 482987 § 482987
Buildings and improvements 6,020,035 4,864,069
Furniture and equipment 3,875,848 3 550,744
Taotal 10,378,858 8,807,800
Accumulated depreciation {4,990, 064) {4,648 552)
Mt 25008804 54240248

The Company leases certain branch properies and some equipment. Rent expense was $2,000 for 2021,
559,000 for 2020, and $88,000 for 2019,
NOTE 5 - DEPOSITS

Time deposits of $250,000 or more were 518,538,000 and $17.710,000 at year-end 2021 and 2020
Cionfractual maturifies of lima deposil accounts for the necd five years:

2022 5 44,859,132
2023 5,402,423
2024 5,831,108
2025 5,223,505
2026 — 5068, 784
Tatal $ 67385042

Daposits held for officers, directors, principal shareholders, and their associated totaled $5,942 000 and
§7,765,000 at December 31, 2021 and 2020, respactively.

(Continued)
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MOTES TO CONSOLIDATED FINAMCIAL STATEMENTS
Decamber 31, 2024 and 2020

NOTE 6 - BORROWINGS

FHLE advances are secured by a blanket pledge of eligible securities and mortgage loans and require
monthly inlerest payments. The following fixed rate advance is outstanding at December 31, 2021 and
2020

2021 2020
Maturity Date Interest Rate Balance Balanca
March 12, 2025 1.06% 3 5000000 3 5000000
February 23, 2026 1.06 5000000 5,000,000

£.10.000,000  3_10.000,000
The advances are payable at their maturity, with a prepayment penadty for early payments.

The following schedule oulines required annual principal payments:

D in 2025 % 5,000,000
Due in 2026 5,000,000
Total £..10,000,000

In 2016, the Company oblained a $7.8 million unsecured line of credit al Banker's Bank with an interest
rate of 0.25% and a balance of $0 a5 of Decembar 31, 2021 and an interest rate of 0.25% and a balance
of $0 as of December 31, 2020,

MOTE 7 - BENEFIT PLANS

The Bank maintaing a 401(k) plan which covers substantially all employeas and allows employves
contributions. The Bank may alect to make annual comnbutions on behalf of the paricipants, as determined
by the Board of Directors, and is required o malch subject o cerain limifations, elective employee
contribulions, Tolal annual expense for the plan was $190,000 for 2021 and $192,000 for 2020 and 2019,
Paricipants are able to direct all, or a padion of their contributions 1o be invested in company stock. Shares
are purchased from the Holding Company at the current market price. During 2021, 2020 and 2018, the
Plan acquired 683 shares for $362,877, 908 shares for $480,357, and 1,075 shares for $583,180,
raspactivaly.

The Director Stock Purchase Plan allows each director to annually acquire up to 50 shares of Company
stock al the current market price. During 2021, 2020 and 2018, directors acquired 381, 374, and 151 shares
per year, respactivaly, for an aggregate prce of $202 448, 198,166, and $78,218, respectivaly.

{Continued)
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MOTES TO CONSOLIDATED FINAMCIAL STATEMENTS
December 31, 2021 and 2020

MOTE 8 - INCOME TAXES

Income tax expanse was as foflows:

2021 2020 2019
Income e banefit):
Current $ 3096110 % 801675 §F 1,020,798
Defarred 167,283 (152,455) (57,970)
Change in valuation allowance (8,737} [34.921) {55.880)
Total 3556656 3 614299 § 915948

The difference between he financial siatemant tax provision and the amount computed by applying the
federal income lax rale of 21% to pretax income is reconciled as follows:

2021 2020 2018
Income tax computed at statutory rate g 1000810 % 1017150 § 1282966
Effect of:
Tax exempt income (304,825) (270,736) {244,232)
Siate tax (net of Federal banedit) 24, 029 24 676 32,500
Bank owned life insurance (38,726) {42,484} (45,584)
Captive insurance (125.438) (114,636) (110,028)
Other 706 329 336
Income tax expense § 556656 36142089 3 915048
Year-and deferred tax assela{Babibties) are comprised of the following components:
2021 2020
Defarred tax assets from:
Allowance for loan lossos 5 2B EES % 372 544
Stale net operating loss 52,344 549, 081
Diher real astate owned wiile-downs 36,483 36,331
Deferrad Loan Feas 25,080 70,836
390,782 538,802
Dederred tax liabilities for:
MNet unrealized gain on securities (498,080) (B858,561)
Depreciation (139.947) (120,766)
FHLE slock dividends {17,148) (17,075)
Leases (68,845) (117,524)
REIT spillover dividend {91,843) (49,204)
Prepaid Expenses (114,723 (98,075)
Other {2,020} {3.55T)
{832 434} (1,264,762)
Waluation allowancs (53 344) (559.081)

£ (b84.8986) §.__(764.931)

(Confinued)
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NOTES TO CONSOLIDATED FIMANCIAL STATEMEMNTS
Decamber 31, 2021 and 2020

NOTE 8 - INCOME TAXES (Conlinuad)

The Company has an Indiana state lax operating loss carnfforward of $1,352, 115 which begins to expire in
202T. The Company maintains a valuation allowance as it does not anficipate generating faxable income
in Indiana to utilize this carryforward prior to its expiration.

The Company and its subsidiaries are subject to LS. federal income tax as well as income tax of the states
of Indiana and lllinois. The Company is no longer subject o examination by taxing authorities for years
befora 2018, The Company does not expect the letal amount of unrecognized tax benefs to significantly
change in the next 12 months,

The Company did not hawve any amounts acorued for interest and penalties atl December 31, 2021 and
2020,

NOTE 8 - OFF-BALANCE-SHEET ACTIVITIES

Some financial instruments, such as loan commitments, credit lines, letlers of credit, and overdrafi
protection, are issued to meet customer financing needs. Thesa are agreements to provide credit or to
suppord the credit of others, as long as conditions established in the contracl are mel, and usually have
expiration dales. Commitments may expire withoul being used, Off-batance-sheet risk 1o credit loss exists
up to the face amount of these instruments, athough material losses are not anticipated. The same credit
policies are used to make such commitments as are used for loans, including obtaining collateral a1 exercise
of the: commitment.

Financlal instruments with off-balance-sheel risk were as follows al year end:

2021 2020
Fixed Variable Fixad Variable
Bate Rate Rate Rate
Unused lines of credit 5 - § 70002835 § - § 54,002,410
Letters of Credit - 240,662 - 57,562

Commitments to make loans are generally made for periods of 90 days or less. The Bank had $0
commitments to make loans at December 31, 2021 and 2020,

The Bank was nol required to maintain a reserve at vear-end 2021 and 2020 In the form of cash on hand
or 8 a deposil with the Federal Reserve Bank to meet regulatory resenve and clearing requiremenls.

(Continuad)
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MOTE 10 - CAPITAL REQUIREMENTS AND DIVIDEND RESTRICTIONS

Banks are subject o regukalory capilal requirements administered by federal banking agencies. Capital
adequacy guidelines and prompl corrective action regulations, invohe quantitative measures of assels,
liahilties, and cenain ofl-balance-sheel ilems calculaled wder regulatory accounling practices. Capital
amounis and classifications are also subject to qualitative judgments by regulators. Failure to meet capital
requirements can inibiate regulatory action. The final rules implementing Basel Commiltee on Banking
Supervizgion's capital guidelines for U.S. banks (Basel (Il rules) became effective for the Bank on January 1,
2015 with full compliance with all of the requirements baing phasad in over a mulli-vear schedule, and fully
phased in by January 1, 2019. Under the Basel Il rules, the Company must hold a capital consarvation
buffer above the adequately capitalized risk-based capital ratios. The capital consenvation buffer was fully
phased in at 2.50% in 2021 and 2020. The net unrealized gain or loss on available for sale securities is
nat included in computing regulatory capital. Management believes as of December 31, 2021, the Bank
meats all capital adequacy requirements to which they are subject,

Frompl comective aclion regulalions provide five classifications: well capitalized, adequately capitaiized,
undercapitalized, significantly undercapitalized, and critically undercapilalized, although these tarms anre
nat used to represent overall financial condition. Il adequately capitalized, regulatory approval is required
o accept brokered deposits. If undercapitalized, capital distributions are limited, as is assat growth and
expansion, and capial restoration plans are required. Al year-end 2021 and 2020, the most recent
requlatory nodifications categorized the Bank as well capitalized under the regulatory framework for prompt
corractive action. Thare are no candilions or events since thal notification that managament belisves hawve
changed the institution's category.

Actual and required capital amounis and ratios are presenied below ai year-end,

BEnirnum To Ba Vol
Redquired Capstalzed Undes
Foar Capilal Prompl Camaclive
Actual Adudpricy Purposs Action Regulations
2021 Aot Halio AmoLng Ralic Amourg Eatig
Todal Capltal (fo Risk
Waighted Assats) 5 46,154,000 19.73% $1B,717000 80% 3 23396000 10.0%
Common Thar 1 (CET1) 44 461,000 19.00 14,038,000 6.0 18,717,000 B.0
Tier 1 Capital 1o Risk
Waighted Assals) A4, 461,000 12.43 16,088,000 4.0 17,BET,000 5.0
Tier 1 Capital {io Averaga
Aszels) A4 461,000 19.00 10528000 45 15,208,000 BE5
indrniurn T B Wall
Required Capitalized Under
For Capitai PFrompl Cormeciive
Aglual Adequacy Purposes Action Regulabions
Amount Eatio Amaount Ratso Amount Ratio
Total Capital (to Risk
Waighted Assats) 5 45500000 18.48% 5 19861,000 8.0% % 24826000 10.0%
Commaon Tigr 1 (CET1) 4 B 000 1765 11,172,000 4.5 16,137,000 6.5
Tier 1 Capital (o Risk
Wiaighted Assabs) 4303 00D 17.65 14006000 80 19,861,000 B.0
Tier 1 Capital (io Averpoge
HAssals) A DO 1223 14,788,000 4.0 16,433,000 5.0
(Continued)
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MOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2021 and 2020

NOTE 11 - FAIR VALUE

Falr value is the exchange price thal would be recered for an assef or paid (o transfer a Rabilily (exit prica)
in the principal or most advanageous market for the asset or liabilily in an orderly fransaction between
market paricipants on the measureament date. There are threa levels of inputs that may be used to measure
fair valuas:

Lawel 1 — Quoted prces (unadjusted) for identical asasis or Babilfes in active markeis that the
anfity has the ability to accass as of the measurement date,

Lewvel 2 — Significant other cbhsernvable inputs other than Level 1 prices such as quoted prices for
gimilar assels or liabilfies; quoted prices in markets that are not aclive; of other inputs that ang
chservable or can be corroborated by observable markel data.

Level 3 = Significant unobservable inpuls that reflect a compamy’s own assumplions aboul the
assumptions that markel participanis would use in pricing an assed or liability,

The Company used the following methods and significant assumplions o estimate fair value:

Invesiment Securities: The fair values for invesiment securities are delermined by quoled market prices, if
available {Level 1). For securities whare quoted prices are not available, fair values are calculated based
on market prices of similar securilies (Level 2), For securilies where gquoded prices or market prices of
similar securiies are not avaiable, fair values are calculated wsing discounted cash flows or other market
indicators {Level 3),

Impaired Loans: The fair value of impaired loans with specific allocations of the allowance for loan losses
is generally based on recent real estale appraisals. These appraisals may utilize a single valuation
approach or a combination of appreaches including comparable sales and the income approach.
Adusiments ane routinely made in the appraisal process by the independent appraisers o adjust for
differences between the comparable sales and income data available. Such adjustments are usually
significant and typically resull in a Level 3 classification of the inputs for determining fair value.

Other Real Estate Owned: MNonrecuwrring adjusiments lo cartain land development and residential real
estate properties classifisd as other real esiale owned (OREQ) are measured alb fair value, less costs bo
sell. Fair values are based on recent real estate appraisals. These appraisals may use a single valuation
approach or a combination of approaches inchsding comparable sales and the income approach.
Adjusimenis are roulinely made in the appraizal process by the independend appraisers o adjust for
differences between the comparable sales and income data available. Such adjustments are usually
significant and typically resull in a Level 3 classification of the inputs for determining falr value,

(Continued)
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MOTES TO CONSOLIDATED FINAMNCIAL STATEMENTS
December 31, 2021 and 2020

MOTE 11 - FAIR VALUE (Continued)

Azseis and liabilities measured at fair value on a recurring basis, including financial assets and Eabifies for
which the Company has elected the fair value oplion, are summarnized below:

Fair Value Messuremenis al
Significant
Quotad Pricas in Othar Significant
fctive Markals for Observabla Linohsanmabla
Idantical Assats Inpuks Inputs
; [Leved 1} {Level 21 {Lgpved 3) Total
Financial Assels
Investment securnities avallable-for-sale
L5, Treasury and agency 5 - §$1i8831802 % - $18.831,802
Municipal bonds - 541 0G0 - 541,080
States and political
subdivisions - 64,302 607 - 64,302 80T
Maortgage-backed securilies -
residential - _13588222 00000 - _13.5B8.37F
Tatal invesiment securities
available-for-sale A1) R SRR
Fair Value Measuraments at
Dacambar A1, 2020 Lsing:
Significant
Quoied Prices in Oribveer Significant
Active Markeds for Cbhparvalle Uinobservalia
ldanlical Assels Inpuls Inpus
Lol 1] (Lol 2 {Lesvel 3] Total
Financlal Assels
Investmen securilies available-for-sale
LS. Treasury and agency 3 - § 3003280 % - % 3,003280
Municipal bonds - 593,693 - 593, 603
Slates and political
subdivishons - 62,970,084 . 62,970,084
Mortgage-backed securities -
residential - 28,550,819 - 28550819
Total imvestment sacurifies
available-for-sale B, B2 JILETE R - ROSNILETE
{Continued)
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MOTES TO COMNSOLIDATED FINAMCIAL STATEMENTS
December 31, 20271 and 2020

NOTE 11 - FAIR VALUE {Continued)
Assats measured at fair value on a non-recurring basis are summarized below:

Fair Value Measurements a1

Significant
Quoted Pricesin - Other Significant
Active Markels for Observable  Unocbservable
Idantical Assals Inputs Inputs
{Level 1) {Level 2} [Level 3) Total
(Doftars in thousands)
Impaired lcans:
Commercial 5 - 5 - & . 5
Commercial real estate - - - -
Residential real estate . . 13,718 13,718
Installrment - - - -
Fair Value Measuramanis at
December 31, 2020 Using:
Significant
CQuoled Prices in Other Signifecant
Active Markats for Observabla Uncbsamnvable
ldentical Assets Inputs Inguts
(Level 1) {Lewved 2} (Level 3) Total
{Dollars in thousands)
Impaired loans:
Commercial ¥ - % - % - % -
Commercial real estate . . H -
Residential real estate - - 16,148 16,148
Instaliment = - 18.011 18,011

impaired loans thal are measured for impairment using the fair value of the collateral for collateral
dependent loans, had a principal balance of $16,219 with a valuation allowance of 52,500 at December 31,
2021, resulting in a reduced provision for loan losses of $2 829 for the year ended December 31, 2021,
Impaired loans that are measured for impairment using the fair value of the collateral for collateral
dapandant loans, had a principal balance of $45 659 with a valuation allowance of $11,500 ai Decamber 31,
2020, resulting in a reduced provision for loan losses of $3,801 for the year ended December 31, 2020,

(Continued)
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KENBANCORP

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2021 and 2020

NOTE 11 - FAIR VALUE (Continued)

The following tables present quantitative information about Level 3 fair value measurements for financial
instruments measured at fair value on a non-recurring basis at December 31, 2021 and 2020;

2021 Fair value
Impaired loans — $ 13719

residential real estate

2020 Far value
Impaired loans = 5 34,159
installment and

rasidential real astate

Waluation
Technigue(s)
Sales comparison

approach

Valuation
Technigque(s)

Salas comparison
approach

Unebservable Inpul{s)

Adjusiment for differances
batween the comparabla
sales and age of valuations

Unobsarvabla Inpubish

Adjustmeant for differences
between the comparable
sales and age of valuations

10-20%
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