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Annual Report of Holding Companies-FR Y-6 

Report at the close of business as of the end of fiscal year 

This Report is required by law: Section 5(c)(1)(A) of the Bank 
Holding Company Act (12 U.S.C. § 1844(c)(1)(A)); sections 8(a) 
and 13(a) of the International Banking Act (12 U.S.C. §§ 3106(a) 
and 3108(a)); sections 11(a)(1), 25, and 25A of the Federal 
Reserve Act (12 U.S.C. §§ 248(a)(1), 602, and 611a); and sec­
tions 113, 165, 312, 618, and 809 of the Dodd-Frank Act (12 U.S.C. 
§§ 5361, 5365, 5412, 1850a(c)(1), and 5468(b)(1)). Return to the 
appropriate Federal Reserve Bank the original and the number of 
copies specified. 

NOTE: The Annual Report of Holding Companies must be signed by 
one director of the top-tier holding company. This individual should 
also be a senior official of the top-tier holding company. In the event 
that the top-tier holding company does not have an individual who is 
a senior official and is also a director, the chairman of the board must 
sign the report. If the holding company is an ESOP/ESOT formed as 
a corporation or is an LLC, see the General Instructions for the 
authorized individual who must sign the report. 
I, Lorraine L. Brisell 

Name of the Holding Company Director and Official 

President & Director 
Title of the Holding Company Director and Official 

attest that the Annual Report of Holding Companies (including 
the supporting attachments) for this report date has been pre­
pared in conformance with the instructions issued by the Federal 
Reserve System and are true and correct to the best of my 
knowledge and belief. 

With respect to information regarding individuals contained in this 
report, the Reporter certifies that it has the authority to provide this 
information to the Federal Reserve. The Reporter also certifies 
that it has the authority, on behalf of each individual, to consent or 
object to public release of information regarding that individual. 
The Federal Reserve may assume, in the absence of a request for 
confidential treatment submitted in accordance with the Board's 
"Rules Regarding Availability of Information," 12 C.F.R. Part 261, 
th~t Reporter fil1!J in ividual _consent to public release of all 
det I in the report n ing that individual. 

wa....A.J 
Signatur of Holding Company Director and Official 
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For holding companies nS1l registered with the SEC-
Indicate status of Annual Report to Shareholders: 

(8) is included with the FR Y-6 report 
D will be sent under separate cover 
D is not prepared 

For Federal Reserve Bank Use Only 

RSSDID 
C.I. 

This report form is to be filed by all top-tier bank holding compa­
nies, top-tier savings and loan holding companies, and U.S. inter­
mediate holding companies organized under U.S. law, and by 
any foreign banking organization that does not meet the require­
ments of and is not treated as a qualifying foreign banking orga­
nization under Section 211.23 of Regulation K (12 C.F.R. § 
211 .23). (See page one of the general instructions for more detail 
of who must file.) The Federal Reserve may not conduct or spon­
sor, and an organization (or a person) is not required to respond 
to, an information collection unless it displays a currently valid 
OMB control number. 

Date of Report (top-tier holding company's fiscal year-end): 

December 30, 2016 
Month I Day I Year 

N/A 
Reporte(s Legal Entity Identifier (LEI) (20-Character LEI Code) 

Reporter's Name, Street, and Mailing Address 

Cornerstone Financial Services. Inc 
Legal TiUe of Holding Company 

251 Main StreeU P.O. Box 249 
(Mailing Address of the Holding Company) Street I P.O. Box 

West Union WV 26456 
City 

Same 
State 

Physical location (if different from mailing address) 

Zip Code 

Person to whom questions about this report should be directed: 
John W. See FAO 

~~~~~~~~~~~-

Name TiUe 

304-873-3618 
Area Code I Phone Number I Extension 

304-873-2427 
Area Code I FAX Number 

JSee@CornerstoneBankwv.com 
E-mail Address 

NIA 
Address (URL) for the Holding Company's web page 

Is confidential treatment requested for any portion ~ 
of this report submission? .............................. '1=vesCTJ 
In accordance with the General Instructions for this report 
(check only one), 

1. a letter justifying this request Is being provided along 
with the report .................... ................ ......... ..... .... D 

2. a letter justifying this request has been provided 
separately ••..•....•.•...•••......••••••••• .•••••••••••••.•.....•. ... . D 

NOTE: lnfonnation for which confidential treatment Is being 
requested must be provided separately and labeled 
as "confidential." 

Public reporting burden for this Information collection is estimated to vary from 1.3 to 101 hours per response, with an average of 5.50 hours per response, including tlme to gather and 
maintain data in the required form and to review instructions and complete the Information collection. Send comments regarding this burden estimate or any other aspect or this collection or 
Information, including suggesUons for reducing this burden to: Secrelary, Board or Governors or the Federal Reserve System, 20lh and C Streets, NW, Washington. DC 20551 . and to the 
Office of Management and Budget, Paperwork Reduction Prefect (7100-0297), Washington , DC 20503. 1212016 



Report Item 

Form FR Y-6 

Cornerstone Financial Services, Inc. 
West Union, West Virginia 

Fiscal Year Ending December 31, 2016 

I: The bank holding company does prepare an annual report for its shareholders. 
Three copies are enclosed. 

2a: Organization Chart- No LEI 

Cornerstone 
Financial 

Services, Inc. 
West Union, WV 

lncorporntcd in West Virginin 

I 

I 100% 

Cornerstone Bank, 
Inc. 

West Union, WV 

Incorporated in West Virginia 

2b: Submitted via email on March 22, 2017. 



Form FR Y-6 
Cornerstone Financial Services, Inc. 

Fiscal Year Ending D ecember 31, 2016 
Report Item 3: S h areholders 
(l)(a) (l)(b) (l)(c) (2)(a) (2)(b) (2)(c) 

Shareholders not lis ted in (3)(1)(a) through 3(1)(c) that had ownership, 
Current Shareholders with ownership, control or holdings of5% or more control or holdings of 5% or more with power to vote during the fiscal 
With power to vote as of 12-31-16 year ending 12-31-16 

(l)(a) (l)(b) (l)(c) (2)(n) (2)(b) (2)(c) 
Nnme & Address Country of Citizenship Number nnd Percentage of Name & Address Country of Citizenship Number nnd Percentage of 
(City, State, County) Or Incorporntion Each Class of Voting Securities (City, Stnte, County) Or Incorporntion Each Class of Voting 

Securities 

Craig G. Phillips USA 435 - 8.7% common stock 
Belington, WV 

Rhonda M. Rossetti USA 693 - 13.9% common stock 
Bridgeport, WV 26330 

659- 13.2% common stock 
Trustee of Earldean Spencer TR I 
FBO Rhonda Rossetti 

Ronald B. Spencer USA 704 - 14 .I% common stock 
Smithburg, WV 

660- 13.2% common stock 
Trustee ofEarldean Spencer TRI 
FBO Ronald Spencer 

Estnte of Earldean Spencer USA - closed 319116 274 -5.5% Common Stock 
West Union, WV 



Form FR Y-6 
Cornerstone Financial Services, Inc. 

December 31, 2016 
Report Item 4: Insiders 

' .. , , ,, , 
' " ' ., . 

(4)(c) 
Lisi names of other 
companies (includes 

(3)(e) (4)(b) partnerships) if25% or 
(2) (3)(11) (3)(b) Title & Position with Percentage of more of voting securities 
Principal Occupation Tille & Position Title & Position Other Businesses (4)(a) voting shares in nre held (List names of 

(1) if other than with with Bank with Subsidiaries (include names of Percentage of voting subsidiaries companies and 
Names & Address (City, Bank Holding Holding (include names of other businesses) shares in Bank (include names of percentage of voting 
State, Country) Company Company subsidiaries) Holding Company subsidiaries) securities held) 

Spencer Enterprises 
Ronald B. Spencer President - Mid Atlantic Director& Director& Manager- Spencer 27.3%- (I) None (50.0%) 
Smithburg, WV USA of West Virginia Chairman Chairnmn Enterprises Mid Atlantic of West 

(Cornerstone Virginia (37.5%) 
Bank, Inc.) Ron and Ronda LLC 

(50%) 

Michael T. Hall President - Hall Drilling Director & Vice Director President and Owner - 2.8% None Hall Drilling LLC (50%) 
Ellenboro, WV USA LLC President (Cornerstone Halls WV Welding Halls WV Welding 

Bank, Inc.) (100%) 

Lorraine L. Brisell NIA Director & President, CEO N/A .6% None NIA 
West Union, WV USA President and Director 

(Cornerstone 
Bank, Inc.) 

Rhonda M. Rossetti Retired Director Director NIA 27.1%-(2) None Spencer Enterprises 
Bridgeport, WV USA (Cornerstone (50.0%) 

Bank, Inc.) 

James R. Barton Co-owner - Wincore Director Director NIA (3) None Wincore Windows 
Parkersburg, WV USA Windows (Cornerstone (33.3%) 

Bank, Inc.) WV Potato Chip Co. 
(32%) 

( 1) Ronald Blaine Spencer owns 704 shares common stock of Cornerstone Financial Services, Inc. Additionally, Ronald Blain Spencer is Trustee of Earldean Spencer TR 1 FBO Ronald Blame 
Spencer with 660 shares of common stock of Cornerstone Financial Services, Inc. 

(2) Rhonda Margaret Rossetti owns 693 shares common stock of Cornerstone Financial Services, Inc. Additionally, Rhonda Margaret Rossetti is Trustee of Earldean Spencer TRI FBO Rhonda 
Margaret Rossetti with 659 shares of common stock of Cornerstone Financial Services, Inc. 

(3) Identified Director owns less than .5% of the authorized and outstanding common stock of Cornerstone Financial Services, Inc. 
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INDEPENDENT AUDITOR'S REPORT 

To the Audit Committee of the Board of Directors 
Cornerstone Financial Services, Inc. and subsidiary 
West Union, West Virginia 

nctcpas.com 

101 Washington Street East 
P.O. Box 2629 

Charleston, WV 25329 
304.346.044 1 office I 304.346.8333 fa.x 

800.642.360 I 

We have audited the accompanying consolidated financial statements of Cornerstone Financial Services, Inc., 
and subsidiary (Company), which comprise the consolidated balance sheets as of December 31 , 2016 and 
2015, and the related consolidated statements of income, comprehensive income, shareholders' equity and 
cash flows for the three year period ended December 31, 2016 and the related notes to the financial 
statements. 

Management's Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial statements 
in accordance with accounting principles generally accepted in the United States of America; this includes the 
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of 
consolidated financial statements that are free from material misstatement, whether due to fraud or error. 

Auditor's Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements. The procedures selected depend on the auditor's judgment, including the 
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud 
or error. In making those risk assessments, the auditor considers internal control relevant to the entity's 
preparation and fair presentation of the consolidated financial statements in order to design audit procedures 
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the entity's internal control. Accordingly, we express no such opinion. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made 
by management, as well as evaluating the overall presentation of the consolidated financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion. 

Opinion 

In our opinion , the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position of Cornerstone Financial Services, Inc. and subsidiary as of December 31 , 2016 and 
2015, and the results of their operations and cash flows for the three year period ended December 31 , 2016 in 
accordance with accounting principles generally accepted in the United States of America. 

Charleston, West Virginia 
March 2, 2017 

ll ridgcport, \W • Buckhannon. WV • Charleston, WV • Columbus. OH • Meadville, PA • Morganta1>ou. WV • New Castle, PA • Pittsburgh. PA 
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CORNERSTONE FINANCIAL SERVICES, INC. AND SUBSIDIARY 

CONSOLIDATED BALANCE SHEETS 
December 31, 2016 and 2015 

2016 2015 
ASSETS 

Cash and due from banks $ 7,827,618 $ 6,954,202 
Federal funds sold 22,235,000 22,230,000 
Securities available for sale 101I133,530 104,270,541 
Loans, less allowance for loan losses of 

$288,773 and $288,648, respectively 32,454,595 31,663,917 
Bank premises and equipment, net 985,144 1,064,969 
Accrued interest receivable 883,200 839,573 
Cash surrender value of life insurance 2,639,179 2,596,818 
Other assets 1,204,836 792,768 

Total assets $ 169,363,102 $ 170,412,788 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Liabilities 
Deposits: 

Non-interest bearing $ 68,689,859 $ 66,952,797 
Interest bearing 82,539,215 85,554,147 

Total deposits 151,229,074 152,506,944 

Dividends payable 375,000 375,000 

Other liabilities 1,629,703 1,371 ,080 

Total liabilities 153,233,777 154,253,024 

Shareholders' Equity 
Common stock, $100 par value, authorized and 

issued 5,000 shares 500,000 500,000 
Capital surplus 500,000 500,000 
Retained earnings 16,000,220 15,303,541 
Accumulated other comprehensive income (870,895~ ~143,777) 

Total shareholders' equity 16,129,325 16, 159,764 

Total liabilities and shareholders' equity $ 169,363, 102 $ 170,412, 788 

See Notes to Consolidated Financial Statements 
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CORNERSTONE FINANCIAL SERVICES, INC. AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF INCOME 
For the Years Ended December 31, 2016, 2015, and 2014 

2016 2015 2014 
Interest income: 

Interest and fees on loans $ 1,648,837 $ 1,595,672 $ 1,662,750 
Interest & dividends on securities: 

Taxable 1,684,142 1,634,247 1,418,648 
Tax-exempt 817,182 821,048 673,548 

Interest on Federal funds sold 64,168 77,765 48,061 

Total interest income $ 4,214,329 $ 4, 128,732 $ 3,803,007 

Interest expense: 
Interest expense on deposits 348,298 396,964 498, 144 

Total interest expense 348,298 396,964 498,144 

Net Interest Income 3,866,031 3,731,768 3,304,863 

Provision for loan losses 

Net interest income after provision 
for loan losses 3,866,031 3,731,768 3,304,863 

Other income: 
Service fees on deposit accounts 127,836 121,390 117,580 
Gain (loss) on sale of securities, net 38,545 6,152 101,728 
Other 125,400 70,833 122,074 

291,781 198,375 341,382 
Other expenses: 

Salaries and employee benefits 1,700,937 1,481,115 1,377,322 
Net occupancy expense 131, 182 132,058 162,566 
Equipment rentals, depreciation and maintenance 156,338 122,986 112,654 
Data processing fees 436,386 423,000 381,651 
Regulatory expenses 100,786 98,701 74, 119 
other 319,205 327,503 352,375 

2,844,834 2,585,363 2,460,687 

Income before income tax expense 1,312,978 1,344,780 1, 185,558 

Income tax expense 241,299 127,476 147,068 

Net Income $ 1,071,679 $ 1,217,304 $ 1,038,490 

Basic earnings per common share $ 214.34 $ 243.46 $ 207.70 

Average common shares outstanding 5,000 5,000 5,000 

See Notes to Consolidated Financial Statements 
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CORNERSTONE FINANCIAL SERVICES, INC. AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
For the Years Ended December 31, 2016, 2015 and 2014 

2016 2015 2014 
Net income $ 1,071,679 $ 1,217,304 $ 1,038,490 

Other comprehensive income: 
Gross unrealized gains (losses) arising 

during the period (1, 161,346) (354,565) 3,701,188 
Adjustments for income tax (expense) benefit 423,891 129,417 {1,350,934~ 

(737,455) (225, 148) 2,350,254 
Less: Reclassification adjustment for (gains) losses 

included in net income (38,545) (6,152) (101,728) 
Adjustment for income tax expense (benefit) 14,069 2 ,245 37,131 

(24,476) (3,907) (64,597) 

Decrease in fair value of interest rate swap 
during the period 54,824 (55,645) (120,577) 

Adjustments for income tax (expense) benefit {20,011} 20,310 44,011 
34,813 {35,335} {76,566} 

Other comprehensive income (loss), net of tax {727,118} {264,390} 2,209,091 

Comprehensive income (loss) $ 344,561 $ 952,914 $ 3,247,581 

See Notes to Consolidated Financial Statements 
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CORNERSTONE FINANCIAL SERVICES, INC. AND SUBSIDIARY 

STATEMENTS OF SHAREHOLDERS' EQUITY 
For the Years Ended December 31, 2016, 2015 and 2014 

Total 
Other Share-

Common Capital Retained Treasury Comprehensive holders' 
Stock Surplus Earnings Stock Income Equity 

Balance, December 31, 2013 $ 500,000 $ 500,000 $ 13,797,747 $ (3,500) $ (2,088,478) $ 12,705,769 

Net income 1,038,490 1,038,490 

Dividends on common 
stock ($70.00 per share) (375,000) (375,000) 

Effect of treasury share 3,500 3,500 
transactions 

Change in fair value of (76,566) (76,566) 
interest rate swap 

Change in net unrealized 
gain (loss) on securities 
available for sale 2,285,657 2,285,657 

Balance, December 31, 2014 500,000 500,000 14,461,237 120,613 15,581,850 

Net income 1,217,304 1,217,304 

Dividends on common 
stock ($75.00 per share) (375,000) (375,000) 

Change in fair value of (35,335) (35,335) 
interest rate swap 

Change in net unrealized 
gain (loss) on securities 
available for sale (229,055) (229,055) 

Balance, December 31, 2015 500,000 500,000 15,303,541 (143,777) 16, 159,764 

Net income 1,071,679 1,071,679 

Dividends on common 
stock ($75.00 per share) (375,000) (375,000) 

Change in fair value of 
interest rate swap 34,813 34,813 

Change in net unrealized 
gain (loss) on securities 
available for sale (761,931) (761 ,931) 

Balance, December 31, 2016 $ 500,000 $ 500,000 $ 16,000,220 $ $ (870,895) $ 16,129,325 

See Notes to Consolidated Financial Statements 
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CORNERSTONE FINANCIAL SERVICES, INC. AND SUBSIDIARY 

STATEMENTS OF CASH FLOWS 
For the Years Ended December 31, 2016, 2015 and 2014 

2016 2015 2014 
CASH FLOWS FROM OPERATING ACTIVITIES 

Net Income $ 1,071,679 $ 1,217,304 $ 1,038,490 
Adjustments to reconcile net income to cash 

provided by (used in) operating activities: 
Depreciation 90,757 79,504 137,601 
(Gain) loss on sales of securities, net (38,545) (6, 152) (101 ,728) 
(Gain) loss on sales of OREO 
Deferred income tax expense (benefit) 12, 192 (80,078) (73,889) 
Amortization of premiums on securities and interest 923,067 787,108 525,490 

bearing deposits with other banks and (accretion) 
of discounts, net 

Provision for loan loan losses 
(Increase) decrease in cash surrender value (42,361) (14,850) (14,894) 
(Increase) decrease in accrued interest receivable (43,627) (144,764) (77,765) 
(Increase) decrease in other assets 48,513 (159,587) 1,207,309 
Increase (decrease) in other liabilities 258,623 257,731 {733,991} 

Net cash provided by 
operating activities 2,280,298 1,936,216 1,906,623 

CASH FLOWS FROM INVESTING ACTIVITIES 
Proceeds from maturities and calls of securities 

available for sale 20,597,308 1, 155,000 1,537,650 
Proceeds from sales of securities available for sale 9,706,690 2 ,549,017 5,948,198 
Principal payments received on securities available 

for sale 6,009,184 5,237,957 3,384,759 
Purchases of securities available for sale (35,260,584) (29,892,066) (30,913,966) 
Proceeds from sales and maturities of interest 

bearing deposits with other banks 
(Increase) decrease in Federal funds sold (5,000) 28,610,000 (23, 155,000) 
Principal collected on (loans made to) customers, net (790,678) 3,284 (783,751 ) 
Proceeds from sale of other real estate and 

repossessed assets 147,900 
Purchases of Bank premises and equipment po,932} {258, 11 O} {38,266~ 

Net cash provided by 
(used in) investing activities 245,988 7,405,082 (43,872,476) 

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

money market and savings accounts (4,095,921) (3,658, 140) 44,842,912 
Proceeds from sales of (payments for maturing) 

time deposits, net 2,818,051 (603,974) (2,352,247) 
Proceeds from sale of treasury stock 3,500 
Dividends paid {375,000} {375,000} {349,300} 

Net cash provided by 
(used in) financing activities (1,652,870} (4,637,114} 42, 144,865 

(Continued) 
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CORNERSTONE FINANCIAL SERVICES, INC. AND SUBSIDIARY 

STATEMENTS OF CASH FLOWS (Continued) 
For the Years Ended December 31, 2016, 2015 and 2014 

2016 2015 2014 
Cash and due from banks: 

Beginning 6,954,202 2,250,018 2,071 ,006 
Ending $ 7,827,618 $ 6,954,202 $ 2,250,018 

SUPPLEMENTAL DISCLOSURES OF CASH FLOW 

INFORMATION 
Cash payments for: 

Interest on deposits $ 375,593 $ 430,210 $ 493,789 

Income taxes $ 115,661 $ 190,463 $ 181 ,135 

SUPPLEMENTAL SCHEDULE OF NONCASH 
INVESTING AND FINANCING ACTIVITIES 

Dividends declared and unpaid $ 375,000 $ 375,000 $ 375,000 

Other real estate and repossessed assets 

acquired on settlement of loans $ $ $ 113,003 

See Notes to Consolidated Financial Statements 



Note 1. 

8 

CORNERSTONE FINANCIAL SERVICES, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Significant Accounting Policies 

Nature of business: Cornerstone Financial Services, Inc. is a one-bank holding company. 
The wholly-owned subsidiary, Cornerstone Bank, Inc., formerly First National Bank in West 
Union, (the subsidiary bank), is a community bank with operations in Doddridge, Ritchie, 
Wood and Harrison Counties, and provides retail and commercial loans and deposit services 
to individuals and small businesses in these and adjacent counties. These entities are 
collectively referred to as "the Company." 

Basis of presentation: The accounting and reporting policies of Cornerstone Financial 
Services, Inc. and its wholly-owned subsidiary conform to accounting principles generally 
accepted in the United States of America and to general practices within the banking 
industry. 

Principles of consolidation: The accompanying consolidated financial statements include 
the accounts of Cornerstone Financial Services, Inc. and its wholly-owned subsidiary, 
Cornerstone Bank, Inc. All significant intercompany accounts and transactions have been 
eliminated in consolidation. 

Use of estimates: The preparation of financial statements in conformity with accounting 
principles generally accepted in the United States of America requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the reporting period. Actual results could 
differ from those estimates. For the year ended December 31, 2016, we evaluated 
subsequent events through March 2, 2017, the date the financial statements were available 
to be issued. 

Presentation of cash flows: For purposes of reporting cash flows, cash and due from 
banks includes cash on hand and amounts due from banks (including cash items in process 
of clearing). Cash flows from demand deposits, NOW accounts, savings accounts and 
Federal funds purchased and sold are reported net since their original maturities are less 
than three months. Cash flows from loans, interest bearing deposits with other banks and 
certificates of deposit and other time deposits are reported net. 

Securities: Debt and equity securities are classified as "held to maturity," "available for sale" 
or "trading" according to management's intent. The appropriate classification is determined 
at the time of purchase of each security and re-evaluated at each reporting date. 

Securities held to maturity - Debt securities for which the Company has the positive intent 
and ability to hold to maturity are reported at cost, adjusted for amortization of premiums 
and accretion of discounts. 

Securities available for sale - Securities not classified as "held to maturity" or as "trading" 
are classified as "available for sale." Securities classified as "available for sale" are those 
securities the Bank intends to hold for an indefinite period of time, but not necessarily to 
maturity. "Available for sale" securities are reported at estimated fair value, net of 
unrealized gains or losses, which are adjusted for applicable income taxes, and reported 
as a separate component of shareholders' equity. 

Trading securities - There are no securities classified as "trading" in the accompanying 
financial statements. 

Realized gains and losses on sales of securities are recognized on the specific identification 
method. Amortization of premiums and accretion of discounts are computed using the interest 
method. 
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Other than temporary impairment: Declines in the fair value of available for sale and held 
io maturity securities that are deemed to be other than temporary are reflected in earnings as 
realized losses. In estimating other than temporary impairment losses, management 
considers (1) the length of time and the extent to which the fair value has been less than cost, 
(2) the financial condition and near-term prospects of the issuers, and (3) the intent and 
ability of the Company to retain its investment in the issuer for a period of time sufficient to 
allow for an anticipated recovery in fair value. In addition, the risk of future other than 
temporary impairment may be influenced by additional bank failures, prolonged recession in 
the U.S. economy, changes to real estate values, interest deferrals and whether the Federal 
government provides assistance to financial institutions. 

Loans and allowance for loan losses: Loans are stated at the amount of unpaid principal, 
reduced by unearned (if any) income and an allowance for loan losses. 

The allowance for loan losses is maintained at a level considered adequate to provide for 
losses that can be reasonably anticipated. The allowance is adjusted by provisions charged to 
operating expense and reduced by net charge-offs. The subsidiary bank makes continuous 
credit reviews of the loan portfolio and considers current economic conditions, historical loan 
loss experience, review of specific problem loans and other factors in determining the adequacy 
of the allowance for loan losses. Loans are charged against the allowance for loan losses 
when management believes that the collectability is unlikely. While management uses the best 
information available to make its evaluation, future adjustments to the allowance may be 
necessary inhere are significant changes in conditions. 

Unearned interest on discounted loans is amortized to income over the life of the loans, using 
methods which approximate the interest method. For all other loans, interest is accrued daily 
on the outstanding balances. 

A loan is impaired when, based on current information and events, it is probable that the 
subsidiary bank will be unable to collect all amounts due in accordance with contractual terms 
of the specific loan agreement. Impaired loans, other than certain large groups of smaller­
balance homogeneous loans that are collectively evaluated for impairment, are required to be 
reported at the present value of expected future cash flows discounted using the loan's original 
effective interest rate or, alternatively, at the loan's observable market price, or at the fair value 
of the loan's collateral if the loan is collateral dependent. The method selected to measure 
impairment is made on a loan-by-loan basis, unless foreclosure is deemed to be probable, in 
which case the fair value of the collateral is used. 

For purposes of evaluating impairment, the subsidiary bank considers groups of smaller­
balance, homogeneous loans to include: mortgage loans secured by residential property, 
other than those which significantly exceed the subsidiary bank's typical residential mortgage 
loan amount (currently those in excess of $70,000); small balance commercial loans 
(currently those less than $50,000) and installment loans to individuals, exclusive of those 
loans in excess of $50,000. 

Generally, after management's evaluation, loans are placed on non-accrual status when 
principal or interest is greater than 90 days past due based upon the loan's contractual terms. 
Interest is accrued daily on impaired loans unless the loan is placed on non-accrual status. 
Impaired loans are placed on non-accrual status when the payments of principal and interest 
are in default for a period of 90 days, unless the loan is both well-secured and in the process 
of collection. Interest on non-accrual loans is recognized primarily using the cost-recovery 
method. 
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Certain loan fees and direct loan costs are recognized as income or expense when incurred. 
Whereas, Accounting Standards Codification (ASC) Topic 310 requires that such fees and 
costs be deferred and amortized as adjustments of the related loan's yield over the contractual 
life of the loan. The subsidiary bank's method of recognition of loan fees and direct loan costs 
produces results which are not materially different from those that would be recognized had 
ASC Topic 310 been adopted. 

Bank premises and equipment: Bank premises and equipment are stated at cost less 
accumulated depreciation. Depreciation is computed primarily by the straight-line method for 
Bank premises and equipment over the estimated useful lives of the assets. Repairs and 
maintenance expenditures are charged to operating expenses as incurred. Major 
improvements and additions to premises and equipment are capitalized. 

Other real estate: Other real estate consists primarily of real estate held for resale which 
was acquired through foreclosure on loans secured by such real estate. At the time of 
acquisition, these properties are recorded at fair value less costs to sell with any write down 
being charged to the allowance for loan losses. After foreclosure, valuations are periodically 
performed by management and the real estate is carried at the lower of carrying amount or 
fair value less cost to sell . Expenses incurred in connection with operating these properties 
are insignificant and are charged to losses on foreclosed real estate. Gains and losses on 
the sales of these properties are credited or charged to operating income in the year of the 
transactions. 

Income taxes: The provision for income taxes includes Federal and state income taxes and 
is based on pretax income reported in the consolidated financial statements, adjusted for 
transactions that may never enter into the computation of income taxes payable. Deferred tax 
assets and liabilities are determined based on differences between the financial statement 
and tax bases of assets and liabilities that will result in taxable or deductible amounts in the 
future based on enacted tax laws and rates applicable to the periods in which the differences 
are expected to affect taxable income. Deferred tax assets and liabilities are adjusted for the 
effects of changes in tax laws and rates on the date of enactment. Valuation allowances are 
established, when deemed necessary, to reduce deferred tax assets to the amount expected 
to be realized. 

Earnings per share: Basic earnings per common share are computed based upon the 
weighted average shares outstanding. The weighted average shares outstanding were 
5,000, 5,000, and 5,000 for the years ended December 31 , 2016, 2015 and 2014, 
respectively. During each of the three years in the period ended December 31 , 2016 the 
Company did not have any potentially dilutive securities. 

Advertising Expense: The Company expenses advertising costs as incurred. 

Restricted Investment Securities: The subsidiary bank is a member of the Federal Home 
Loan Bank (FHLB) system. FHLB members are required to own a certain amount of stock 
based on the level of borrowings and other factors, and may invest additional amounts. 
FHLB stock is considered an equity security which is included in other assets in the 
accompanying consolidated financial statements. Such securities are carried at cost since 
they may only be sold back to the respective issuer or another member at par value. These 
securities are classified as restricted securities and are periodically evaluated for impairment 
based on the ultimate recovery of par value. Both cash and dividends are reported as 
income. 

Derivative Financial Instruments: The Bank utilizes derivative financial instruments to 
reduce interest rate risk. The Bank does not hold or issue derivative financial instruments for 
trading purposes. The Bank recognizes all derivatives as either assets or liabilities and 
measures those instruments at fair value. The changes in the fair value of the Bank's 



11 
CORNERSTONE FINANCIAL SERVICES, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

derivative instruments are recorded as changes in other comprehensive income (OCI) and 
flow through equity as they qualify for hedge accounting. 

Significant Authoritative Guidance: ASU 2015-01, Income Statement - Extraordinary and 
Unusual Items (Subtopic 225-20) - Simplifying Income Statement Presentation by Eliminating 
the Concept of Extraordinary Items eliminates from U.S. GAAP the concept of extraordinary 
items, which, among other things, required an entity to segregate extraordinary items 
considered to be unusual and infrequent from the results of ordinary operations and show the 
item separately in the income statement, net of tax, after income from continuing operations. 
ASU 2015-01 was effective January 1, 2016, and did not have a significant impact on the 
financial statements. 

ASU 2015-03, Interest-Imputation of Interest (Subtopic 835-30) - Simplifying the Presentation 
of Debt Issuance Costs specifies that debt issuance costs related to a recognized liability are 
to be reported in the balance sheet as a direct deduction from the carrying amount of that 
debt liability, consistent with debt discounts. The recognition and measurement guidance for 
debt issuance costs are not affected by the amendments in this ASU. ASU 2015-03 was 
effective January 1, 2016 and did not have a significant impact on the financial statements. 

ASU 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition and 
Measurement of Financial Assets and Financial Liabilities, among other things, (i) requires 
equity investments, with certain exceptions, to be measured at fair value with changes in fair 
value recognized in net income, (ii) simplifies the impairment assessment of equity 
investments without readily determinable fair values by requiring a qualitative assessment to 
identify impairment, (iii) eliminates the requirement for public business entities to disclose the 
methods 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, (iv) 
requires public business entities to use the exit price notion when measuring the fair value of 
financial instruments for disclosure purposes, (v) requires 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, (vi) requires 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 (viii) clarifies that an entity should evaluate the need for 
a valuation allowance on a deferred tax asset related to available-for-sale. ASU 2016-01 will 
be effective January 1, 2019 and is not expected to have a significant impact on the financial 
statements. 

ASU 2016-02, Leases (Topic 842) will, among other things, require lessees to recognize a 
lease liability, which is a lessee's obligation to make lease payments arising from a lease, 
measured on a discounted basis; and a right-of-use asset, which is an asset that represents 
the lessee's right to use, or control the use of, a specified asset for the lease term. ASU 
2016-02 does not significantly change lease accounting requirements applicable to lessors; 
however, certain changes were made to align, where necessary, lessor accounting with the 
lessee accounting model and ASC Topic 606, Revenue from Contracts with Customers. ASU 
2016-02 will be effective on January 1, 2020 and will require transition using a modified 
retrospective approach for leases existing at, or entered into after, the beginning of the 
earliest comparative period presented in the financial statements. This ASU is not expected 
to have a significant impact on the financial statements. 

ASU No. 2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement of Credit 
Losses on Financial Instruments, requires the measurement of all expected credit losses for 
financial assets held at the reporting date based on historical experience, current conditions, 
and reasonable and supportable forecasts and requires enhanced disclosures related to the 
significant estimates and judgments used in estimating credit losses, as well as the credit 
quality and underwriting standards of an organization's portfolio. In addition, ASU 2016-13 
amends the accounting for credit losses on available-for-sale debt securities and purchased 
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financial assets with credit deterioration. ASU 2016-13 will be effective on January 1, 2021. 
The Bank is currently evaluating the potential impact of ASU 2016-13 on the financial 
statements. 

ASU 2016-15, Statement of Cash Flows (Topic 230) - Classification of Certain Cash Receipts 
and Cash Payments provides guidance related to certain cash flow issues in order to reduce 
the current and potential future diversity in practice. ASU 2016-15 will be effective January 1, 
2019 and is not expected to have a significant impact on the financial statements. 

Reclassifications: Certain accounts in the financial statements for 2015 and 2014, as 
previously presented, have been reclassified to conform to current year classifications. 

Note 2. Cash Restrictions and Cash Concentrations 

The subsidiary bank is required to maintain reserve balances in cash or on deposit with the 
Federal Reserve Bank and other institutions. The total of such reserve balances 
approximated $287,000 and $690,000 at December 31, 2016 and 2015, respectively. 

At December 31, 2016, the subsidiary bank had a concentration of Federal funds sold, which 
consisted of approximately $22,235,000. 

Note 3. Securities 

The amortized costs, unrealized gains and losses, and estimated fair values of securities at 
December 31, 2016 and 2015, are summarized as follows: 

Available for sale: 
Taxable: 
U.S. Government agencies and 

corporations 
Mortgage-backed securities­

U.S. Government 
agencies and corporations 

Collateralized Mortgage 
Obligations 

SBA Pools 
Other securities 

Total 

Tax-exempt: 
Tax-exempt obligations of 

states and political 
subdivisions 

Total 

Total 

$ 

$ 

Amortized 
Cost 

19,849,333 

3,474,745 

2,401,166 
37,662,926 
14,557,303 
77,945,473 

24,438,147 

$ 24,438,147 

$ 102,383,620 

2016 

Unrealized 
Gains Losses 

$ 30,052 

53,949 

42,693 
175,659 

$ 302,353 

475,895 

$ 475,895 
$ 778,248 

$ 721,314 

36,702 

65,511 
743,006 
143,506 

$ 1,710,039 

318,299 

$ 318,299 
$ 2,028,338 

$ 

$ 

Carrying 
Value 

(Estimated 
Fair Value) 

19,158,071 

3,491,992 

2,335,655 
36,962,613 
14,589,456 
76,537,787 

24,595,743 

$ 24,595,743 

$ 101, 133,530 
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2015 
Carrying 

Value 
Amortized Unrealized (Estimated 

Cost Gains Losses Fair Value~ 
Available for sale: 

Taxable: 
U.S. Government agencies and 

corporations $ 18,644,614 $ 40,744 $ 559,438 $ 18,125,920 
Mortgage-backed securities-

U.S. Government 
agencies and corporations 9, 199, 140 93,366 73,070 9,219,436 

Collateralized Mortgage 
Obligations 

SBA Pools 42,311,155 73,394 512,874 41,871,675 
Other securities 10,128,533 213,136 88,308 10,253,361 

Total $ 80,283,442 $ 420,640 $ 1,233,690 $ 79,470,392 

Tax-exempt: 
Tax-exempt obligations of 

states and political 
subdivisions 24,037,297 876,695 113,843 24,800,149 

Total $ 24,037,297 $ 876,695 $ 113,843 $ 24,800,149 

Total $ 104,320,739 $ 1,297,335 $ 1,347,533 $ 104,270,541 

Mortgage-backed obligations of U.S. Government agencies and corporations are included in 
securities at December 31, 2016 and 2015. These obligations, having contractual maturities 
ranging from 6 to 20 years, are reflected in the following maturity distribution schedule based 
on their anticipated average life to maturity which ranges from 1 year to 6 years. Accordingly, 
discounts are accreted and premiums are amortized over the anticipated average life to 
maturity of the specific obligations. 

The maturities, amortized cost and estimated fair values of securities at December 31, 2016, 
are summarized as follows: 

Due within 1 year 
Due after 1 but within 5 years 
Due after 5 but within 10 years 
Due after 10 years 

Available for Sale 

Amortized 
Cost 

$ 2,754,365 
6,816,443 

38,236,014 
54,576,798 

$ 102,383,620 

Carrying 
Value 

(Estimated 
Fair Value) 

$ 2,805,191 
6,764,858 

37,535,046 
54,028,435 

$101,133,530 

The maturity distribution above includes securities available for sale with amortized costs 
totaling $41,257,422 and estimated fair values of $40,907,667, which are callable by their 
issuer prior to maturity. 

The proceeds from sales, calls and maturities of securities and principal payments received 
on mortgage-backed securities and the related gross gains and losses realized are as 
follows: 
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Proceeds From Gross Realized 
For the Years Ended Calls and Principal 
December 31 1 Sales Maturities Pa:tments Gains Losses 
2016 

Securities available 
for sale $ 9,706,690 $ 20,597,308 $ 6,009,184 $ 85,091 $ 46,546 

2015 
Securities available 

for sale $ 2,549,017 $ 1,155,000 $ 5,237,957 $ 6,490 $ 338 

2014 
Securities available 

for sale $ 5,948,195 $ 1,537,650 $ 3,834,759 $ 247,618 $ 146,797 

Illinois 

At December 31, 2016 and 2015, securities carried at $10,865,371 and $10,509,688 
respectively, with estimated fair values of $10,814,052 and $10,451 ,981 respectively, were 
pledged to secure public deposits and for other purposes required or permitted by law. 

Included in obligations of state and political subdivisions at December 31, 2016 and 2015, 
were certain concentrations in obligations of the following states: 

2016 2015 
Estimated Estimated 

Amortized Fair Amortized Fair 
Cost Value Cost Value 

$ 3,435,010 $ 3,273,423 $ 3,885,179 $ 3,866,490 
Pennsylvania 3,694,458 3,797,990 3,225,066 3,360,884 
Texas 3,688,550 3,755,734 2,985,997 3,183,161 
Wisconsin 1,701,242 1,670,784 1,706,289 1,739,429 

$ 12,519,260 $ 12,497,931 $ 11 ,802,531 $ 12, 149,964 

There were no significant concentrations to any one political subdivision or agency within the 
states mentioned above. 

Impairment is evaluated considering numerous factors, and their relative significance varies 
case to case. Factors considered include the length of time and extent to which the market 
value has been less than cost; the financial condition and near-term prospects of the issuer; 
and the intent and ability to retain the security in order to allow for an anticipated recovery in 
market value. If, based on the analysis, it is determined that the impairment is other-than­
temporary, the security is written down to fair value, and a loss is recognized through 
earnings. 

The Bank has 63 securities in an unrealized loss position as of December 31, 2016. These 
securities are predominately rated investment grade securities (AA or better) and the 
unrealized losses are due to overall fluctuations in market interest rates and not due to any 
underlying credit concerns of the issuers. The Company has the intent and ability to hold 
such investments until maturity or market price recovery. Accordingly, the Bank has 
concluded that none of the securities in its investment portfolios are other-than-temporarily 
impaired at December 31, 2016. 
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Provided below is a summary of securities available for sale which were in an unrealized loss 
position at December 31, 2016 and 2015, respectively. 

Available for Sale: 

Less than 12 months 
Fair 

Value 
Unrealized 

Losses 

2016 
12 months or more 
Fair 

Value 
Unrealized 

Losses 
Fair 

Value 

Total 
Unrealized 

Losses 
U.S. Government 

agencies and 
corporations $ 17,349,630 $ (694,339) $ 1,060,208 $ (26,975) $ 18,409,838 $ (721,314) 

Mortgage-backed 
securities-U.S. 
Government agencies 
and Corporations 

Collateralized Mortgage 
Obligations 

SBA Pools 
State and political 

subdivisions 
Other securities 

1,862,916 

2,335,655 
10,700,143 

8,641,783 
6,357,063 

$47,247, 190 

(36,702) 

(65,511) 
(160,593) 

(248,568) 
{143,506) 

$ (1 ,349,219) 

Less than 12 months 

Available for Sale: 
U.S. Government 

agencies and 
corporations 

Mortgage-backed 
securities-U.S. 
Government agencies 
and Corporations 

Collateralized Mortgage 
Obligations 

SBA Pools 
State and political 

subdivisions 
Other securities 

Note 4. Loans 

Fair 
Value 

$ 6,350,934 

2,774,511 

28,567,231 

1,510,338 
3,463, 148 

$ 42,666,162 

Unrealized 
Losses 

$ (77,412) 

(32,076) 

(388,125) 

(30,688) 
{73,331) 

$ {601,632) 

Loans are summarized as follows: 

Commercial, financial and agricultural 
Commercial real estate 
Real estate mortgage 
Installment loans 
Other 

Total loans 
Less allowance for loan losses 

Loans, net 

23,618,199 (582,413) 

813,094 (69,731) 

$ 25,491,501 $ (679,119) 

2015 
12 months or more 
Fair 

Value 

$ 11,500,000 

2,372,541 

9,554,362 

1,949,688 
517,236 

$ 25,893,827 

Unrealized 

$ 

$ 

Losses 

(482,026) 

(40,994) 

(124,748) 

(83, 156) 
{14,977) 

(745,901) 

2016 
$ 3,310,467 

10,057,767 
18,056,325 

1,288,952 
29,857 

32,743,368 
288,773 

$ 32,454,595 

1,862,916 (36,702) 

2,335,655 (65,511) 
34,318,342 (743,006) 

9,454,877 (318,299) 
6,357,063 {143,506) 

$ 72,738,691 $ (2,028,338) 

Total 
Fair Unrealized 

Value Losses 

$17,850,934 ($559,438) 

5,147,052 (73,070) 

38, 121,593 (512,873) 

3,460,026 (113,844) 
3,980,384 {88,308) 

$ 68,559,989 $ ~1.347,533) 

2015 
$ 4,103,191 

8,848,198 
17,527,334 

1,453,354 
20,488 

31,952,565 
288,648 

$ 31 ,663,917 
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The following presents loan maturities at December 31, 2016: 

Commercial, financial and agricultural 
Commercial real estate 
Real estate mortgage 
Installment loans and other 

Total 

Loans due after one year with: 
Variable rates 
Fixed rates 

Within 
1 Year 

$ 2,661, 172 
2,501,287 
1,925,379 

534,710 

$ 7,622,548 

$ 22,343,405 
2,777,415 

$ 25,120,820 

After 1 
But Within 

5 Years 
$ 463,885 

2,522,314 
3,041,826 

749,602 

$ 6,777,627 

After 
5 Years 

$ 185,410 
5,034,166 

13,089,120 
34,497 

$ 18,343,193 

The following tables set forth the Bank's age analysis of its past due loans, segregated by class of loans. 

Commercial, f inancial 

and agricultural 

Commercial real estate 

Installment loans 

Real estate 

Total 

Commercial, financial 

and agricultural 

Commercial real estate 

Installment loans 

Real estale 

Total 

30-59 days 

$ 

3,406 

423,149 

s 426,555 

30-59 days 

$ 

11,861 

256,717 

$ 268,578 

Past Duo 

60-89 days ~ 90 days 

$ s $ 

1,745 2,876 

586,737 

s 1,745 s 589,613 s 

Past Due 

60-89 days ~ 90 days 

s $ $ 

8,958 1,243 

89,936 188,421 

$ 98,894 s 189,664 $ 

At December 31, 2016 

Recorded 

Investments 

Total ~ 90 days and 

Total Current Loans Accruing 

s 3,310,467 $ 3,310,467 $ 

10,057,767 10,057,767 

8,027 1,310,782 1,318,809 2,876 

1,009,886 17,046,439 18,056,325 586,737 

1,017,913 s 31,725,455 s 32,743,368 $ 589,613 

At December 31, 2015 

Recorded 

Investments 

Total ~ 90 days and 

Total Current Loans Accruing 

$ 4,103,191 $ 4,103,1 91 $ 

8,848, 198 8,848,198 

22,062 1,451,780 1,473,842 1,243 

535,074 16,992,260 17,527,334 188,421 

557, 136 s 31,395,429 $ 31,952,565 s 189,664 

The following table presents the non-accrual loans included in the net balance of loans at 
December 31, 2016 and 2015, respectively. 

Commercial, financial and agricultural 
Commercial real estate 
Installment loans 
Real estate 

Total 

December 31 , 
2016 

$ 

54,529 

$ 54,529 

December 31, 
201 5 

$ 

$ 
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If interest on non-accrual loans had been accrued, such income would have approximated 
$1,036, $0 and $0 for each of the three years in the period ended December 31, 2016. 

Loans are categorized into risk categories based on relevant information about the ability of 
borrowers to service their debt such as current financial information, historical payment 
experience, credit documentation, and current economic trends, among other factors. 

Pass: Loans that are secured by cash and cash equivalents or have characteristics that 
reduce credit risk in the transaction, as well as minimal documentation exceptions or no 
identification risk of collection. The loan would not subsequently introduce loan-loss risk. 
They are loans that do not fit any of the other categories described below. 

Watch List: Loans that are generally satisfactory with the exception of supporting 
documentation, lack of financial information, defined source of repayment, previous slowness 
but currently paying as agreed. Typically, these loans will have a specific plan of action by 
the loan officer, to correct the deficiencies, provide a plan of repayment, or work the credit out 
of the Bank. 

Substandard: The assets in this category are currently protected but are potentially weak. 
Credit risk may be relatively minor yet constitute an unwarranted risk in light of the 
circumstances surrounding a specific asset. 

Doubtful: Loans inadequately protected by the current sound net worth and paying capacity 
of the obliger, or pledged collateral, if any, to a point where collection or liquidation in full is 
highly improbable. There is a distinct possibility that the Bank will sustain some loss if the 
deficiencies are not corrected. 

Loss: Loans that are considered to be un-collectible and of such little value that their 
continuance as active assets of the Bank is not warranted. This assignment does not mean 
that an asset has absolutely no recovery or salvage value, but simply that is not practicable 
or desirable to defer writing off the basically worthless asset, even though partial recovery 
may be affected in the future. 

The following tables set forth the Bank's credit quality indicators information by class of loans: 

December 31, 2016 
Commercial 

Commercial Real Estate Installment Real Estate Total 
$ 3,247,221 $ 10,057,767 $ 1,317,032 $ 17,160,759 $ 31 ,782,779 

Other Loans 
especially mentioned 

Substandard 63,246 1,777 895,566 960,589 
Doubtful 

Total $ 3,310,467 $ 10,057,767 $ 1,318,809 $ 18,056,325 $ 32,743,368 



18 
CORNERSTONE FINANCIAL SERVICES, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

December 31, 2015 
Commercial 

Commercial Real Estate Installment Real Estate Total 
Pass $ 4,012,504 $ 8,848,198 $ 1,467,967 $ 16,840,357 $ 31,169,026 
Other Loans 

especially mentioned 
Substandard 90,687 5,875 686,977 783,539 

Doubtful 
Total $ 4,103,191 $ 8,848,198 $ 1,473,842 $ 17,527,334 $ 31,952,565 

The following tables set forth the Bank's impaired loans information by class of loans: 

December 31, 2016 
Unpaid Average 

Recorded Principal Related Recorded Income 
Investment Balance Allowance Investment Recognized 

With no related allowance 
Commercial $ - $ - $ - $ - $ 
Commercial real estate 
Installment 
Real estate 319,554 319,554 320,524 5,963 

Total with no related 
allowance $ 319,554 $ 319,554 $ - $ 320,524 $ 5,963 

With a related allowance 
Commercial $ $ $ $ $ 
Commercial real estate 
Installment 
Real estate 

Total with a related 
allowance $ - $ - $ - $ - $ 

Total 
Commercial $ $ $ $ $ 
Commercial real estate 
Installment 
Real estate 319,554 319,554 320,524 5,963 

Total $ 319,554 $ 319,554 $ - $ 320,524 $ 5,963 
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December 31, 2015 
Unpaid Average 

Recorded Principal Related Recorded Income 
Investment Balance Allowance Investment Recognized 

With no related allowance 
Commercial $ - $ - $ - $ - $ 
Commercial real estate 
Installment 
Real estate 

Total with no related 
allowance $ - $ - $ - $ - $ 

With a related allowance 
Commercial $ $ $ $ $ 
Commercial real estate 67,055 67,055 5,029 76,680 5,029 
Installment 
Real estate 

Total with a related 
allowance $ 67,055 $ 67,055 $ 5,029 $ 76,680 $ 5,029 

Total 
Commercial $ $ $ $ $ 
Commercial real estate 67,055 67,055 5,029 76,680 5,029 
Installment 
Real estate 

Total $ 67,055 $ 67,055 $ 5,029 $ 76,680 $ 5,029 

The Bank strives to maintain a diversified loan portfolio and grants commercial, residential 
and consumer loans to customers primarily located in Doddridge, Harrison and Ritchie 
counties, West Virginia. The economies of these counties are heavily influenced by the oil 
and gas industry. 

The Bank has participated in loans originated by two financial institutions operating in West 
Virginia. These loans are secured by each participant's pro-rata portion of commercial real 
estate. As of December 31 , 2016 and 2015, the unpaid balance of these loan participations 
approximated $3, 112,000 and $1,648,000, respectively. 

In the past, the Bank has made loans, in the normal course of business, to its directors, 
officers and employees and will continue to make such loans in the future. At December 31, 
2016 and 2015, outstanding loans to directors and officers totaled approximately $296,000 
and $81,000, respectively. 

The following presents the activity with respect to related party loans aggregating $60,000 or 
more to any one related party during the years ended December 31, 2016 and 2015. 

2016 2015 
Balance, beginning $ 67,458 $ 1,536,759 

Additions 194,987 
Amounts collected (14,981) (1,469,301) 
Other changes, net 

Balance, ending $ 247,464 $ 67,458 
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Note 5. Allowance for Loan Losses 

An analysis of the allowance for loan losses for the years ended December 31, 2016, 2015, 
and 2014, is as follows: 

2016 2015 2014 

Balance, beginning of year $ 288,648 $301,138 $ 314,038 

Losses: 
Commercial, financial and agricultural 
Real estate- mortgage 8,364 
Installment loans 1,306 13,330 4,986 

Total 1,306 13,330 13,350 

Recoveries: 
Commercial, financial and agricultural 
Real estate- mortgage 75 
Installment loans 1,356 840 450 

Total 1,431 840 450 

Net (losses) recoveries 125 (12,490) (12,900) 
Provision for loan losses 

Balance, end of year $ 288,773 $ 288,648 $ 301,138 

The allowance is comprised of three distinct reserve components: (1) specific reserves 
related to loans individually evaluated, (2) quantitative reserves related to loans collectively 
evaluated, and (3) qualitative reserves related to loans collectively evaluated. A summary of 
the methodology the Bank employs on a quarterly basis with respect to each of these 
components in order to evaluate the overall adequacy of our allowance for loan losses is as 
follows. 

Specific Reserve for Loans Individually Evaluated 

The Bank identifies loan relationships through its watchlist that may also have credit 
weaknesses. Such loan relationships are identified primarily through the analysis of internal 
loan evaluations, past due loan reports, and loans adversely classified by regulatory 
authorities. Each loan so identified is then individually evaluated to determine whether it is 
impaired - that is, based on current information and events; it is probable that the Bank will 
be unable to collect all amounts due in accordance with the contractual terms of the 
underlying loan agreement. The Bank measures impairment based on the fair value of the 
loan's collateral, which is generally, determined utilizing current appraisals. A specific 
reserve is established in an amount equal to the excess, if any, of the recorded investment in 
each impaired loan over the fair value of its underlying collateral, less estimated costs to sell. 

Quantitative Reserve for Loans Collectively Evaluated 

Second, The Bank stratifies the loan portfolio into the following loan pools: commercial, 
commercial real estate, residential 1-4 family, residential construction, consumer and other. 
Loans within each pool are then further segmented between (1) loans which were 
individually evaluated for impairment and not deemed to be impaired, (2) smaller-balance 
homogenous loans. 

Quantitative reserves relative to each loan pool are established using an allocation equaling 
100% of the respective pool's average 3 year historical net loan charge-off rate (determined 
based upon the most recent 36 months) which is applied to the aggregate recorded 
investment in the smaller-balance homogenous pool of loans. 
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Qualitative Reserve for Loans Collectively Evaluated 

Third, The Bank considers the necessity to adjust the average historical net loan charge-off 
rates relative to each of the above loan pools for potential risk factors that could result in 
actual losses deviating from prior loss experience. Such qualitative risk factors considered 
are: (1) levels of and trends in delinquencies and impaired loans, (2) levels of and trends in 
charge-offs and recoveries, (3) trends in volume and term of loans, (4) effects of any changes 
in risk selection and underwriting standards, and other changes in lending policies, 
procedures, and practice, (5) experience, ability, and depth of lending management and other 
relevant staff, (6) national and local economic trends and conditions, (7) industry conditions, 
and (8) effects of changes in credit concentrations. 

For purposes of evaluating impairment, the Bank considers groups of smaller-balance, 
homogeneous loans to include; mortgage loans secured by residential property, other than 
those which significantly exceed the bank's typical residential mortgage loan amount 
(currently those in excess of $100,000); and installment loans to individuals, exclusive of 
those loans in excess of $50,000. 

A progression of the allowance for loan losses, by portfolio segment for the years ended 
December 31, 2016 and 2015 is as follows: 

December 31, 2016 
Commercial, Allowance for 
Financial and Commercial Estimated 
A~ricultural Real Estate Installment Real Estate lmerecision 

Beginning balance $ 48,368 $ 137,759 $ (5,601) $ 108, 122 $ $ 
Charge-offs (1,306) 
Recoveries 1,356 75 
Provision 

Ending balance $ 48,368 $ 137,759 $ (5,551) $ 108,197 $ $ 

Allowance related to: 
Individually evaluated 

for impairment $ $ $ $ $ $ 
Collectively evaluated 

for impairment 48,368 137,759 {5,551 ~ 108,197 
Total $ 48,368 $ 137,759 $ {5,551} $ 108,197 $ $ 

Loans: 
Individually evaluated 

for impairment $ $ $ $ 319,554 $ $ 
Collectively evaluated 

for impairment 3,310,467 10,057,767 1,318,809 17,736,771 

Total 

288,648 
(1,306) 
1,431 

288,773 

288,773 
288,773 

319,554 

32,423,814 
Total $ 3,310,467 $ 10,057,767 $ 1,318,809 $ 18,056,325 $ $ 32,743,368 
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December 31, 2015 
Commercial, Allowance for 
Financial and Commercial Estimated 
A~ricultural Real Estate Installment Real Estate Imprecision 

Allowance for loan 
losses: 

Beginning balance $ 48,368 $ 137,759 $ 6,889 $ 108,122 $ 
Charge-offs (13,330) 
Recoveries 840 
Provision 

Ending balance $ 48,368 $ 137,759 $ (5,601) $ 108, 122 $ 

Allowance related to: 
Individually evaluated 

for impairment $ 5,029 $ $ $ $ 
Collectively evaluated 

for impairment 43,339 137,759 ~5 ,601} 108,1 22 
Total $ 48,368 $ 137,759 $ (5,601) $ 108,1 22 $ 

Loans: 
Individually evaluated 

for impairment $ 67,055 $ $ $ $ 
Collectively evaluated 

for impairment 4,036,136 8,848, 198 1,473,842 17,527,334 
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Total 

$ 301 ,138 
(13,330) 

840 

$ 288,648 

$ 5,029 

283,61 9 
$ 288,648 

$ 67,055 

31 ,885,510 
Total $ 4,103,191 $ 8,848,198 $ 1,473,842 $ 17,527,334 $ $ 31 ,952,565 

Note 6. 

There were no troubled debt restructurings for the years ended December 31, 2016 or 2015. 

Bank Premises and Equipment 

The major categories of Bank premises and equipment and accumulated depreciation at 
December 31 , 2016 and 2015 are summarized as follows: 

Land 
Buildings and improvements 
Furniture and equipment 
Leashold improvements 
Construction in progress 

Less accumulated depreciation 

Bank premises and equipment, net 

2016 
$ 156,348 

1,444,404 
978,020 
32,220 

2,610,992 
1,625,848 

$ 985,144 

2015 
$ 156,348 

1,444,404 
967,690 
28,225 
3,393 

2,600,060 
1,535,091 

$ 1,064,969 

Depreciation expense for the years ended December 31, 201 6, 2015 and 2014, totaled 
$90,757, $79,504 and $137,601, respectively. 
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Deposits 

The following is a summary of interest bearing deposits by type as of December 31 , 2016 and 
2015: 

Money market accounts 
Savings deposits 
Regular certificates of deposit 
Individual retirement accounts and 

other time deposits 

Total 

2016 
$ 15,833,258 

21,171,942 
43,569,809 

1,964,206 

$ 82,539,215 

2015 
$ 15,961,877 

21,240,204 
46,208,306 

2,143,760 

$ 85,554,147 

Time certificates of deposit in denominations of $250,000 or more totaled $30, 189,074 and 
$29,716,589 as of December 31 , 2016 and 2015, respectively. Interest paid on time certificates 
of deposit in denominations of $250,000 or more was $223,830, $213,725 and $212,624 for the 
years ended December 31, 2016, 2015 and 2014, respectively. 

The following is a summary of the maturity distribution of certificates of deposit in amounts of 
$100,000 or more as of December 31, 2016: 

Amount Percent 
Three months or less $ 14,657,514 38.60% 
Three through six months 8, 118,494 21.38% 
Six through twelve months 7,691,514 20.26% 
Over twelve months 7,503,835 19.76% 

Total $ 37,971,357 100.00% 

At December 31 , 2016, the scheduled maturities of regular certificates of deposit, individual 
retirement accounts and other time deposits are as follows: 

2016 
2017 
2018 
2019 
2020 

$ 36,227,516 
7,645,449 

930,759 
170,457 
559,834 

$ 45,534,015 

The Bank had related party deposits totaling $27,959,402 and $23,981,167 at December 31, 
2016 and 2015, respectively. The Bank is a holder of deposits for one related party totaling 
$14,855,924 and $11,593,241 at December 31, 2016 and 2015, respectively, which represents a 
concentration. 
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Income Taxes 
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The components of applicable income tax expense (benefit) for the years ended December 31, 
2016, 2015 and 2014, are as follows: 

2016 2015 2014 
Current: 

Federal $180,106 $ 188,692 $ 186, 104 
State 49,001 18,862 34,853 

229,107 207,554 220,957 
Deferred (Federal and state) 12, 192 {80,078} {73,889} 

Total $ 241 ,299 $ 127,476 $ 147,068 

A reconciliation between the amount of reported income tax expense and the amount 
computed by multiplying the statutory Federal income tax rate by book pretax income for the 
years ended December 31, 2016, 2015 and 2014, is as follows: 

2016 2015 2014 
Amount Percent Amount Percent Amount Percent 

Computed tax expense 
(benefit) at applicable 
statutory Federal rate $ 446,413 34.0 $ 457,225 34.0 $ 403,090 34.0 

Increase (decrease) in 
taxes resulting from: 

Tax exempt interest (248,098) (18.9) (279,156) (20.8) (229,006) (19.3) 
Non-deductible interest 

used to carry tax 
exempt securities 3,590 0.3 4,793 0.4 4,792 (0.4) 

State income taxes 
(benefit), net of 
Federal tax benefit 32,341 2.5 12,449 0.9 23,003 1.9 

Increase in cash surrender 
value of life insurance (14,830) (1 .1) (5,049) (0.4) (5,064) (0.4) 

Other, net 21,883 1.7 {62,786} {4.7} {49,747} {4.2} 
Applicable income 

taxes $ 241,299 18.5 $ 127,476 9.4 $ 147,068 11 .6 

Deferred income taxes for 2016, 2015 and 2014, reflect the impact of "temporary differences" 
between amounts of assets and liabilities for financial reporting purposes and such amounts 
as measured for tax purposes. Deferred tax assets and liabilities represent the future tax 
return consequences of temporary differences, which will either be taxable or deductible when 
the related assets and liabilities are recovered or settled. 
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The tax effects of temporary differences which create the Bank's deferred tax assets and 
liabilities as of December 31, 2016 and 2015 are as follows: 

2016 2015 
Deferred tax assets: 

Allowance for loan losses $ 32,773 $ 32,728 
Depreciation 35,768 
Supplemental executive and director 

compensation plan 487,260 423,351 
Interest rate swap 44,310 64,321 
Net unrealized loss on securities 456,283 18,323 

1,020,626 574,491 
Deferred tax liabilities: 

Discount accretion on tax exempt securities (6,893) (6,525) 
Depreciation {40,010l 

{46,903l {6,525l 

Net deferred tax assets $ 973,723 $ 567,966 

Note 9. 

Accounting Standards Update (ASU) 2009-16 was issued to provide additional 
implementation guidance on accounting for uncertainty in income taxes and to eliminate the 
disclosures required by FASS Accounting Standards Codification (ASC) Paragraphs 740-10-
50-15(a) through (b) for non public entities. The Company adopted this standard on January 
1, 2011 . As of the date of the adoption, the Company had no unrecognized tax benefits such 
benefits would impact the effective tax rate if recognized. The Company is subject to U.S. 
Federal income tax examination for the returns filed after December 31, 2009. State income 
tax returns are generally subject to a period of examination for a period of three to five years. 
There were no unrecognized tax benefits at December 31, 2016 or 2015. 

Commitments and Contingencies 

The Bank entered into an employment contract with the Chief Executive Officer which 
provides for the continuation of employment under certain circumstances. Under the terms of 
the agreement, this continuation of employment occurs in the event of a merger with or the 
acquisition by another financial institution or company. 

Due to the nature of business of the Bank, which involves extensions of credit and collection 
of loans, and the enforcement of liens, security interests and mortgages, the Bank is plaintiff 
or defendant in various legal proceedings from time to time. Management does not anticipate 
the outcome of such claims or actions to have a material effect on the Bank's financial 
position. 

Note 10. Financial Instruments with Off-Balance Sheet Risk 

The Bank is a party to financial instruments with off-balance sheet risk in the normal course 
of business to meet the financing needs of its customers. The financial instruments consist of 
commitments to extend credit and involve elements of credit and interest rate risk in excess 
of the amount recognized in the balance sheets. The contract amounts reflect the extent of 
involvement the Bank has in the financial instruments. 
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Financial instruments whose contract 
amounts represent credit risk 

Commitments to extend credit 
Letters of credit 

Total 

Contract Amount 
2016 2015 

$ 1,475,364 $ 2,701,785 
890,319 1,015,320 

$ 2,365,683 $ 3,717,105 

The Bank's exposure to credit loss in the event of nonperformance by the other party to the 
financial instruments for commitments to extend credit is represented by the contractual 
amount of the instruments. The Bank uses the same credit policies in making commitments 
as it does for on-balance sheet instruments. 

Commitments to extend credit are agreements to lend to a customer as long as there is no 
violation of any condition established in the contract. Commitments generally have fixed 
expiration dates or other termination clauses and may require payment of a fee. The Bank 
evaluates each customer's credit worthiness on a case-by-case basis. The amount of 
collateral obtained, if deemed necessary by the Bank upon extension of credit, is based on 
management's credit evaluation. Collateral held varies but may include accounts receivable, 
inventory, equipment or real estate. 

Note 11. Employee Benefit Plan 

The Bank has a Simple IRA Retirement Plan which is a voluntary employee savings plan. 
Participation is available to all employees who have received at least $5,000 in compensation 
in any two previous calendar years and expect to receive at least $5,000 in compensation for 
the current calendar year. Employees can elect to defer a percentage of their salary not to 
exceed $12,500, $12,500 and $12,000 per year for 2016, 2015 and 2014, respectively. The 
Bank matches the employee's contribution to the plan up to 3% of the employee's salary. All 
contributions to the plan are 100% vested to the covered employees. The Bank contributed 
$15,623, $15,455 and $15,267 to the plan for the calendar years ended December 31, 2016, 
2015 and 2014. 

Note 12. Supplemental Executive and Director Retirement Plan 

In December 2001, the Bank entered into a non-qualified Supplemental Executive and 
Director Retirement Plan (SEDRP) with the Chief Executive Officer and Directors which 
provides the Chief Executive Officer and participating Directors with an income benefit 
payable at retirement age or death. The provisions of the SEDRP became effective 
January 1, 2002. The liability accrued under this plan at December 31, 2016 and 2015 was 
$1,334,960 and $1, 159,867, respectively, which is included in other liabilities in the 
accompanying balance sheets. Expenses for the SEDRP totaled $175,093, $157,163 and 
$140,896 for the years ended December 31, 2016, 2015, and 2014, respectively. In addition, 
the Bank purchased certain life insurance contracts on the Directors and Officers in 
connection with this plan. At December 31, 2016 and 2015, the cash surrender values of 
these insurance contracts was $2,639, 179 and $2,596,818, respectively. 

Note 13. Regulatory Restrictions on Capital and Dividends 

The primary source of funds for the dividends paid by the Company is dividends received 
from its subsidiary bank. Dividends paid by the subsidiary bank are subject to restrictions by 
banking regulations. The most restrictive provision requires approval by the regulatory 
agency if dividends declared in any year exceed the year's net income, as defined, plus the 
retained net profits of the two preceding years. 

Cornerstone Financial Services, Inc. and the subsidiary bank are subject to various 
regulatory capital requirements administered by the Federal banking agencies. Under capital 
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adequacy guidelines and the regulatory framework for prompt corrective action, Cornerstone 
Financial Services, Inc. and the subsidiary bank must meet specific capital guidelines that 
involve quantitative measures of Cornerstone Financial Services, lnc.'s and the subsidiary 
bank's assets, liabilities and certain off-balance sheet items as calculated under regulatory 
accounting practices. 

Quantitative measures established by regulation to ensure capital adequacy require 
Cornerstone Financial Services, Inc. and the subsidiary bank to maintain minimum amounts 
and ratios (set forth in the table below) of total and Tier I capital (as defined in the 
regulations) to risk-weighted assets (as defined) common equity Tier I (CET1) (as defined) to 
total risk weighted assets and of Tier I capital (as defined) to average assets (as defined). 
Management believes that as of December 31, 2016, Cornerstone Financial Services, Inc. 
and the subsidiary bank meet all capital adequacy requirements to which they are subject. 

The most recent notification from the Federal Deposit Insurance Corporation categorized 
Cornerstone Financial Services, Inc. and the subsidiary bank as well capitalized under the 
regulatory framework for prompt corrective action. To be categorized as well capitalized, 
Cornerstone Financial Services, Inc. and the subsidiary bank must maintain minimum total 
risk-based, Tier I risk-based and Tier I leverage ratios as set forth in the table. There are no 
conditions or events since that notification that management believes have changed the 
institution's category. 

Cornerstone Financial Services, lnc.'s and the subsidiary bank's actual capital amounts and 
ratios are presented in the following table (in thousands): 

Actual 
For Capital 

Adequacy Purposes 
Amount Ratio 

To Be Well Capitalized 
Under Prompt Corrective 

Actions Provisions 

As of December 31 , 2016 
CET1 

(to Risk-Weighted 
Assets) 

Cornerstone Financial 
Services, Inc. 

Cornerstone Bank 

Total Capital 
(to Risk-Weighted 
Assets) 

Cornerstone Financial 
Services, Inc. 

Cornerstone Bank 

Tier I Capital 
(to Risk-Weighted 
Assets) 

Cornerstone Financial 
Services, Inc. 

Cornerstone Bank 

Tier I Capital 
(to Average Assets) 

Cornerstone Financial 
Services, Inc. 

Cornerstone Bank 

Amount Ratio 

$ 16,997 
$ 16,997 

$ 17,286 
$ 17,286 

$16,997 
$ 16,997 

$ 16,997 
$ 16,997 

28.5% $ 
28.5% $ 

29.0% $ 
29.0% $ 

28.5% $ 
28.5% $ 

9.9% $ 
9.9% $ 

2,686 
2,686 

4,776 
4,776 

2,388 
2,388 

6,901 
6,901 

4.5% $ 
4.5% $ 

8.0% $ 
8.0% $ 

4.0% $ 
4.0% $ 

4.0% $ 
4.0% $ 

Amount Ratio 

3,880 
3,880 

5,969 
5,969 

3,582 
3,582 

10,351 
10,351 

6.5% 
6.5% 

10.0% 
10.0% 

6.0% 
6.0% 

6.0% 
6.0% 
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To Be Well Capitalized 
For Capital Under Prompt Corrective 

Actual Adeguac~ Puq~oses Actions Provisions 
Amount Ratio Amount Ratio Amount Ratio 

As of December 31, 2015 
CET1 

(to Risk-Weighted 
Assets) 

Cornerstone Financial 
Services, Inc. $ 16,300 30.0% $ 2,451 4.5% $ 3,541 

Cornerstone Bank $ 16,300 30.0% $ 2,451 4.5% $ 3,541 

Total Capital 
(to Risk-Weighted 
Assets) 

Cornerstone Financial 
Services, Inc. $ 16,589 30.5% $ 4,358 8.0% $ 5,448 

Cornerstone Bank $ 16,589 30.5% $ 4,358 8.0% $ 5,448 

Tier I Capital 
(to Risk-Weighted 
Assets) 

Cornerstone Financial 
Services, Inc. $ 16,300 29.9% $ 2,179 4.0% $ 3,269 

Cornerstone Bank $ 16,300 29.9% $ 2,179 4.0% $ 3,269 
Tier I Capital 

(to Average Assets) 
Cornerstone Financial 

Services, Inc. $ 16,300 9.3% $ 7,020 4.0% $ 10,530 
Cornerstone Bank $ 16,300 9.3% $ 7,020 4.0% $ 10,530 

Note 14. Fair Value Measurements 

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

Level 1: Quoted prices (unadjusted) or identical assets or liabilities in active markets that 
the entity has the ability to access as of the measurement date. 

Level 2: Significant other observable inputs other than Level 1 prices, such as quoted prices 
for similar assets or liabilities, quoted prices in markets that are not active, and other inputs 
that are observable or can be corroborated by observable market data. 

Level 3: Significant unobservable inputs that reflect a company's own assumptions about 
the assumptions that market participants would use in pricing an asset or liability. 

Accordingly, securities available-for-sale is recorded at fair value on a recurring basis. 
Additionally, from time to time, the Bank may be required to record other assets at fair value 
on a nonrecurring basis, such as impaired loans. These nonrecu rring fair value adjustments 
typically involve application of lower of cost or market accounting or write-downs of ind ividual 
assets. 

6.5% 
6.5% 

10.0% 
10.0% 

6.0% 
6.0% 

6.0% 
6.0% 
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Following is a description of valuation methodologies used for assets and liabilities recorded 
at fair value. 

Available-for-Sale Securities: Investment securities available-for-sale are recorded at fair 
value on a recurring basis. Fair value measurement is based upon quoted prices, if 
available. If quoted prices are not available, fair values are measured using independent 
pricing models or other model-based valuation techniques such as the present value of future 
cash flows, adjusted for the security's credit rating, prepayment assumptions and other 
factors such as credit loss assumptions. Level 1 securities include those traded on an active 
exchange, such as the New York Stock Exchange, U.S. Treasury securities that are traded 
by dealers or brokers in active over-the-counter markets and money market funds. Level 2 
securities include mortgage-backed securities issued by government sponsored entities, 
mortgage backed securities and municipal bonds. Level 3 securities include local community 
development bonds. 

Loans: The Bank does not record loans at fair value on a recurring basis. However, from 
time to time, a loan is considered impaired and an allowance for loan losses is established. 
Loans for which it is probable that payment of interest and principal will not be made in 
accordance with the contractual terms of the loan agreement are considered impaired. Once 
a loan is identified as individually impaired, management measures impairment in 
accordance with ASC Topic 310, Accounting by Creditors for Impairment of a Loan. The fair 
value of impaired loans is estimated using one of several methods, including collateral value, 
liquidation value and discounted cash flows. Those impaired loans not requiring an 
allowance represent loans for which the fair value of the expected repayments or collateral 
exceed the recorded investments in such loans. At December 31, 2016 and 2015, 
substantially all of the total impaired loans were evaluated based on the fair value of 
collateral. In accordance with ASC Topic 820, impaired loans where an allowance is 
established based on the fair value of collateral require classification in the fair value 
hierarchy. When the fair value of the collateral is based on an observable market price or a 
current appraised value, the Bank records the impaired loans as nonrecurring Level 2. When 
an appraised value is not available or management determines the fair value of the collateral 
and there is no observable market price, the Bank records the impaired loan as nonrecurring 
Level 3. 

Other Real Estate Owned ("OREO"): OREO consists of real estate acquired in foreclosure 
or other settlement of loans. Such assets are carried on the balance sheet at the lower of the 
investment in the real estate or its fair value less estimated selling costs. The fair value of 
OREO is determined on a nonrecurring basis generally utilizing current appraisals performed 
by an independent, licensed appraiser applying an income or market value approach using 
observable market data (Level 2). However, if a current appraisal is not available, the original 
appraised value is discounted, as appropriate, to compensate for the estimated depreciation 
in the value of the real estate since the date of its original appraisal. Such discounts are 
generally estimated based upon management's knowledge of sales of similar property within 
the applicable market area and its knowledge of other real estate market-related data as well 
as general economic trends (Level 3). Upon foreclosure, any fair value adjustment is charged 
against the allowance for loan losses. Subsequent fair value adjustments are recorded in the 
period incurred and included in other noninterest income in the consolidated statements of 
income. 

Derivative Financial Instruments: Derivative financial instruments are recorded at fair value 
on a recurring basis. Fair value measurement is based on pricing models run by third-party 
sources, utilizing observable market-based inputs. All future floating cash flows are protected 
and both floating and fixed cash flows are discounted to the valuation date. The Bank 
designates the $4,985,000 Pay Fixed Interest Rate Swaps with Vining Sparks Interest Rate 
Products, LLC as a fair value hedge of its exposure to changes in the fair value of the hedged 
exposure attributable to changes in LIBOR. The Bank anticipates holding the hedged 
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securities until the hedge maturity date. Therefore, the securities are classified as interest 
rate swaps with a fair value measurement of Level 2. 

Assets and Liabilities Recorded at Fair Value on a Recurring Basis 

The table below presents the recorded amount of assets and liabilities measured at fair value 
on a recurring basis. 

Available for Sale: 
U.S. Government agencies 

and corporations 
Mortgage-backed securities­

U .S. Government agencies 
and corporations 

Collateralized Mortgage 
Obligations 

SBA Pools 
Other securities 
Federal Home Loan Bank 

stock 
Tax exempt obligations of 

state and political 
subdivisions 

Derivative Financial Instruments: 
Interest Rate Swap 

Available for Sale: 
U.S. Government agencies 

and corporations 
Mortgage-backed securities­

U.S. Government agencies 
and corporations 

Collateralized Mortgage 
Obligations 

SBA Pools 
Other securities 
Federal Home Loan Bank 

stock 
Tax exempt obligations of 

state and political 
subdivisions 

Derivative Financial Instruments: 

Interest Rate Swap 

Total at Fair Value Measurements Using: 
December 31, 

2016 

$ 19, 158,071 

3,491,992 

2,335,655 
36,962,613 
14,589,456 

83,300 

24,595,743 

(121,398) 

Level 1 

$ 

$ 101,095,432 $ ==== 

Level2 

$ 19, 158,071 

3,491 ,992 

2,335,655 
36,962,613 
14,589,456 

83,300 

24,595,743 

(121,398) 

Level3 

$ 

$ 101,095,432 $ 
==== 

Total at 
December 31, 

2015 

Fair Value Measurements Using: 

$ 18,125,920 

9,219,436 

41,871 ,675 
10,253,361 

65,800 

24,800,149 

(176,222) 

Level1 

$ 

$ 104,160,119 $ ==== 

Level2 

$ 18,125,920 

9,21 9,436 

41,871,675 
10,253,361 

65,800 

24,800,149 

(176,222) 

Level3 

$ 

$ 104,160,119 $ 
==== 
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Assets Recorded at Fair Value on a Nonrecurring Basis 

The Bank may be required, from time to time, to measure certain assets at fair value on a 
nonrecurring basis in accordance with U.S. generally accepted accounting principles. These 
include assets that are measured at the lower of cost or market that were recognized at fair 
value below cost at the end of the period. Assets measured at fair value on a nonrecurring 
basis are included in the tables below: 

Total at Fair Value Measurements Using: 
December 31, 

2016 Level 1 Level2 Level3 

Assets: 
Impaired loans 

Commercial 
Commercial Real Estate 
Real Estate 
Installment 

Total Impaired Loans 

OREO 

$ 

319,554 

$ 319,554 

$ 

Total at 
December 31, 

2015 

$ $ $ 

319,554 

$ $ $319,554 

$ $ $ 

Fair Value Measurements Using: 

Level 1 Level2 Level3 

Assets: 
Impaired loans 

OREO 

Commercial 
Commercial Real Estate 
Real Estate 
Installment 

Total Impaired Loans 

$ 
62,026 

$ 62,026 

$ 

$ $ 

$ $ 

$ $ 

$ 
62,026 

$ 62,026 

$ 

Note 15. Fair Value of Financial Instruments 

The following summarizes the methods and significant assumptions used by the subsidiary 
bank in estimating its fair value disclosures for financial instruments. 

Cash and due from banks 
The carrying values of cash and due from banks approximate their estimated fair value. 

Interest bearing deposits with other banks 
The fair value of interest bearing deposits with other banks are estimated by discounting 
scheduled future receipts of principal and interest at the current rates offered on similar 
instruments with similar remaining maturities. 

Securities 
Estimated fair values of securities are based on quoted market prices, where available. If 
quoted market prices are not available, estimated fair values are based on quoted market 
prices of comparable securities. 

Federal funds sold 
The carrying values of Federal funds sold approximate their estimated fair values. 
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Loans 
The estimated fair values of loans are computed based on scheduled future cash flows of 
principal and interest, discounted at interest rates currently offered for loans with similar 
terms to borrowers of similar credit quality. No prepayments of principal are assumed. 

Accrued interest receivable and payable 
The carrying values of accrued interest receivable and payable approximate their estimated 
fair value. 

Cash surrender value of life insurance policies 
The carrying value of the cash value of life insurance policies approximates their estimated 
fair value. 

Deposits 
The estimated fair values of demand deposits (i.e., non interest bearing checking, NOW, 
Super NOW and money market), savings accounts and other variable rate deposits 
approximate their carrying values. Fair values of fixed maturity deposits are estimated using 
a discounted cash flow methodology at rates currently offered for deposits with similar 
remaining maturities. Any intangible value of long-term relationships with depositors is not 
considered in estimating the fair values disclosed. 

Long-term borrowings 
The fair values of long-term borrowings are estimated by discounting scheduled future 
payments of principal and interest at current rates available on borrowings with similar terms. 

Derivative financial instruments: The fair value of the interest rate swaps is valued using 
independent pricing models. 

Off-balance sheet instruments 
The fair values of commitments to extend credit and standby letters of credit are estimated 
using the fees currently charged to enter into similar agreements, taking into account the 
remaining terms of the agreements and the present credit stand ing of the counterparties. 
The amounts of fees currently charged on commitments and standby letters of credit are 
deemed insignificant, and therefore, the estimated fair values and carrying values are not 
shown below. The carrying values and estimated fair values of the Company's financial 
instruments are summarized below: 

December 31, 2016 December 31, 2015 
Carrying Estimated Carrying Estimated 

Value Fair Value Value Fair Value 

Financial assets: 
Cash and due from banks $ 7,827,618 $ 7,827,618 $ 6,954,202 $ 6,954,202 
Federal funds sold 22,235,000 22,235,000 22,230,000 22,230,000 
Securities available for sale 101 , 133,530 101 , 133,530 104,270,541 104,270,541 
Loans 32,454,595 32,133,000 31 ,663,917 34,960,000 
Accrued interest receivable 883,200 883,200 839,573 839,573 
Cash surrender value of 

life insurance policies 2,639,179 2,639,179 2,596,818 2,596,818 

Total $ 167,173,122 $ 166,851,527 $ 168,555,051 $ 171 ,851,134 
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Financial liabilities: 
Deposits 
Accrued interest payable 
Interest rate swap 

Total 

Note 16. Leases 

December 31, 2016 
Carrying Estimated 

Value Fair Value 

$ 151,229,074 
12,772 

121,398 

$ 151,363,244 

$ 145,055,000 
12,772 

121,398 

$ 145,189,170 

December 31, 2015 
Carrying Estimated 

Value Fair Value 

$ 152,506,944 
14,523 

176,222 

$ 152,697,689 

$ 147,303,000 
14,523 

176,222 

$ 147,493,745 

The Bank leases a building in Parkersburg, WV under an operating lease expiring in 2019. 
The operating leases provide for one renewal option for the period of five years. In the normal 
course of business, operating leases are generally renewed or replaced by other leases. 

Year ending 
December 31, 
2016 
2017 
2018 
2019 
2020 

Total minimum lease payments 

Minimum 
Lease 

Payments 
$ 78,000 

$ 

78,000 
78,000 
45,500 

279 500 

Lease expense charged to operations amounted to $78,000, $78,000, and $32,500 for the 
years ended December 31, 2016, 2015 and 2014, respectively. 

Note 17. Derivate Financial Instruments and Hedging Activities 

The Bank manages certain exposures to changes in market interest rates. The Bank's use of 
derivative instruments is limited to highly effective fixed and floating rate swap agreements 
used to management well-defined interest rate exposures. The Bank monitors its positions 
and credit ratings of its counterparties and does not anticipate non-performance by the 
counterparties. Interest rate swap agreements are not entered into for trading purposes. 

At October 30, 2014 the Bank was party to an interest rate swap agreement which terminates 
on January 1, 2025. The swap agreement is with Vining Sparks and aggregates an initial 
$4,985,000 in notional principal amount and $4,985,000 of outstanding notional principal at 
December 31, 2016 and 2015. This swap effectively converted $4,985,000 of fixed rate 
bonds to variable rate bonds. The swap agreement requires to the Bank to make fixed rate 
interest payments based on a multiple of LIBOR and to receive variable rate interest 
payments from the issuers of the related bonds based on the respective stated interest rates 
of the underlying bonds. In 2016 and 2015, ineffectiveness totaling approximately $1,950 
and $3,500 was charged to expense in the consolidated statement of operations. The net 
additional interest payments made or received under this swap agreement are recognized in 
interest income. All future floating cash flows are protected and both floating and fixed cash 
flows are discounted to the valuation date. At December 31, 2016 and 2015, the estimated 
fair market value of the swap liability was approximately $121,398 and $176,220 and is 
recorded in other liabilities in the consolidated financial statements. 
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Note 18. Condensed Financial Statements of Parent Company 
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Cornerstone Financial Services, Inc., was formed for the sole purpose of becoming a bank 
holding company and through an exchange of common stock, acquired all of the stock of 
Cornerstone Bank, Inc. The Company was incorporated on July 18, 2003 and the Plan of 
Share Exchange was consummated at the close of business on December 31, 2003. The 
investment of the company in its wholly-owned bank subsidiary is presented on the equity 
method of accounting. Information relative to the Cornerstone Financial Services, Inc. 
balance sheet at December 31 , 2016 and 2015 and the related statements of income and 
cash flows for the periods ended December 31, 2016, 2015, and 2014 are presented below: 

Balance Sheets 

Assets 

Cash 
Investment in bank subsidiary, eliminated in consolidation 

Total assets 

Liabilities and Shareholders' Equity 

Liabilities 

Dividends payable 

Shareholders' Equity 

Common stock, $100 par value, 5,000 shares authorized, 
issued and outstanding 

Capital surplus 
Retained earnings 
Accumulated other comprehensive income 

Total shareholders' equity 

Total liabilities and shareholders' equity 

2016 2015 

$ 378,080 $ 378,500 
16,126,245 16,156,264 

$ 16,504,325 $ 16,534,764 

375,000 375,000 

500,000 500,000 
500,000 500,000 

16,000,220 15,303,541 
(870,895) (143,777) 

16,129,325 16,159,764 

$ 16,504,325 $ 16,534,764 
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2016 2015 2014 

Statements of Income 

Income- dividend from bank 
subsidiary $ 375,000 $ 375,000 $ 375,000 

Other expenses 420 
Income before income taxes 

and undistributed income 374,580 375,000 375,000 
Applicable income tax benfit (expense) 
Income before undistributed income 374,580 375,000 375,000 
Equity in undistributed net income 

of bank subsidiary 697,099 842,304 663,490 

Net income $ 1,071,679 $ 1,217,304 $ 1,038,490 

2016 2015 2014 
Statements of Cash Flows 

CASH FLOWS FROM OPERA TING 
ACTIVITIES 

Net income $ 1,071,679 $ 1,217,304 $ 1,038,490 
Adjustments to reconcile net income to 

net cash provided by operating 
activities: 

Equity in undistributed net income of subsidiary (697,099) (842,304) (663,490) 
Increase (decrease) in dividends payable 25,700 

Net cash provided by operating 
activities 374,580 375,000 400,700 

CASH FLOWS FROM FINANCING 
ACTIVITIES 

Proceeds from sale of treasury stock 3,500 
Dividends paid to shareholders (375,000) (375,000) (375,000) 

Net cash (used in) financing 
activities (375,000) (375,000) (371 ,500) 

Increase (decrease) in cash (420) 29,200 

Cash: 
Beginning 378,500 378,500 349,300 

Ending $ 378,080 $ 378,500 $ 378,500 
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Cornerstone Financial Services, Inc. accounts for its investment in its bank subsidiary by the 
equity method. During the years ended December 31, 2016, 2015 and 2014, changes were 
as follows: 

Number of shares owned-Cornerstone Bank, Inc. 
Percentage of shares owned-Cornerstone Bank, Inc. 

Balance at December 31 , 2013 

Add (deduct): 
Equity in net income 
Dividends declared by subsidiary 
Change in fair value of interest rate swap 
Change in equity in net unrealized gain (loss) on securities 

Balance at December 31, 2014 

Add (deduct): 
Equity in net income 
Dividends declared by subsidiary 
Change in fair value of interest rate swap 
Change in equity in net unrealized gain (loss) on securities 

Balance at December 31, 2015 

Add (deduct): 
Equity in net income 
Dividends declared by subsidiary 
Change in fair value of interest rate swap 
Change in equity in net unrealized gain (loss) on securities 

Balance at December 31 , 2016 

5,000 
100% 

$ 12,705,769 

1,038,490 
(375,000) 

(76,566) 
2,285,657 

15,578,350 

1,217,304 
(375,000) 

(35,335) 
(229,055) 

16,156,264 

1,072,099 
(375,000) 

34,813 
(761 ,931) 

$ 16,126,245 


