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Report Item 

Form FR Y-6 
Mountain-Valley Bancshares, Inc. 

Elkins, West Virginia 
Year Ending December 31, 2017 

1. a. Mountain-Valley Bancshares, Inc. is not required to file form 10K with the 
Securities and Exchange Commission. 

b. Mountain-Valley Bancshares, Inc. does prepare an annual report for its 
shareholders. Enclosed are two copies of the 2017 annual report. 

2. a. Organizational Chart 

Mountain-Valley Bancshares, Inc. 
No LEI 

Elkins, West Virginia 
lncor orated in West Vir inia 

Mountain Valley Bank, N.A. 
No LEI 

Elkins, West Virginia 
A 100% Owned Subsidiary 

Of 
Mountain-Valley Bancshares, Inc. 

lncor orated in West Vir inia 

2. b. Submitted via e-mail on February 20, 2018. 
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Results: A list of branches for your depository Institution: MOUNTAIN VALLEY BANK, N.A. (ID_RSSD: 1011432). 

This depository institution is held by MOUNTAIN-VALLEY BANCSHARES, INC. (1404641) of ELKINS, WV. 

The data are as of 12/31/2017. Data reflects information that was received and processed through 01/04/2018. 

Recondliation and Verification Steps 

l. In the Data Action ~umn of each branch row, enter one or more of the actions specified below 

2. If required, enter the date in the Effective Date column 

~ 
OK: If the branch information is correct, enter '01(' in the Data Action column. 

Change: If the branch information is incorrect or incomplete, revise the data, enter 'Change' in the Data Action column and the date when this information first became valid in the Effactfve Date column 

Close: If a branch listed was sold or closed, enter 'dose' in the Data Action column and the sale or dosure date in the Effective Date column. 

Delete: If a branch listed was never owned by this depository institution, enter 'Delete' in the Data Action column. 

Add: If a reportable branch is missing. insert a row, add the branch data, and enter 'Add' in the Data Action column and the opening or acquisition date in the Effective Date column. 

If printing this list, you may need to adjust your page setup in MS Excel. Try using landscape orientation, page scaling. and/or legal sized paper. 

Submission prgcedun; 

When you are finished, send a saved copy to your FRB contact. See the detailed instructions on this site for more information. 

If you are e-mailing this to your FRB contact, put your institution name, city and state in the subject line of the e-mail. 

Note: 

To satisfy the FR Y-10 reporting requirements, you must also submit FR Y-10 Domestic Branch Schedules for ead, branch with a Data Action of O,ange, dose, Delete, or Add. 

"The FR Y-10 report may be submitted in a hardcopyformat or via the fR V-10 Online application -https://ylOonlrne.federalreserve.gov. 

• FDIC UNINUM, Office Number, and ID_RSSD columns are for reference only. Verffication of these values is not required. 

Dllrll- lf!.cllvoo;,,. ~ch Service T'IJ)e .Branch ID RSSD• Popual' N.am·e Street Address City State Zip Code Co.unty 

OK Full Service {Head Office) 1011432 MOUNTAl"V~u.E'Y tlAl<J(. N.A. 317 DAVIS AVENUE ELKINS WV 26241 RANDOLPH 

OK Full Service 2260974 OtENOWcrn OU:EK OFFICE 1955 BEVERLY PIKE ELKINS WV 26241 RANDOLPH 

OK Full Service B86S30 MIU CREEX 8MNCH 9896 SENECA TRAIL MIU.CREEK WV 26280 RANDOLPH 

OK FuU Se.rvice 1993211 PARSONS BRANCH 401 flRST STIU'ET PARSONS WV 26287 TUCKER 

Count,y FDIC UNINUM• 

UNITED STATES Not Reau.ired 

UNITED STATES Not Required 

UNITED STATES Not Reauired 

UNITED STATES Not Required 

Office Numbe ... Ht!.fdOmce Htad Office 10 RS.SO· Comment'S 

Not R_equired MOUNTAIN VALLEY BANIC. NA. 1011432 

Not Required MOUNf AlN VAll.EY MNII. NA 1011432 

Not Required MOUNTAIN VALLEV BAHIC. N.A. 1on i;12 
Not Required MOUNTAIN VALL£Y BANK. N.A. 1011432 



Report Item 3: Shareholders 
(l)a (l)b (l)c (2)a (2)b (2)c 

FORM FR Y-6 
MOUNTAIN-VALLEY BANCSHARES, INC. 

DECEMBER 31, 2017 

Report Item 3(1): Shareholders 
Current shareholders with ownership, control or holdings of 5% or more with power to vote 

as of 12-31-17. 

3(1)a 
Name & Address 
(City, State, Country) 

3(1)b 
Country of Citizenship 

Or Incorporation 

Shriners Hospitals for Crippled USA 
Children 

Tampa, Florida USA 

Cecelia W. Wallace 
Mill Creek, WV USA 

Report Item 3(2): Shareholders 

USA 

3(1)c 
Number of Each Class 

of Voting Securities 

33,300 
Common Stock 

23,780 
Common Stock 

Percentage 

7.96% 

5.69% 

Shareholders not listed in 3(1) that had ownership, control or holdings of 5% or more with power 
to vote during the fiscal year ending 12-31-17 

3(2)a 
Name & Address 
(City, State, Country) 

NONE 

3(2)b 3(2)c 
Country of Citizenship Number of Each Class Percentage 

Or Incorporation of Voting Securities 

NONE NONE NONE 
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Form FR Y-6 

Mountain-Valley Bancshares, Inc. 

December 31, 2017 

Repon. Items 4: Directors and Officers 

(l) (21 (3/ a,b,c and (4) a,b,c 

(l l 

Name & Address 

(City, Sme. Country! 

T. Richard Harvey 
Elkins, WV 
United States 

Donald J. Judy 
Beverly, VoN 

United States 

Russell T. Lin&er, Jr. 

Huttonsville, WV 

United States 

Pat A. Nichols 

Davis, YN 
United States 

David J. Orr 

Parsons, WV 
United States 

James F. Wilson 

Elkins, WV 
United States 

(21 

Principal Occupation If Other Than 

With Bank Holding Company 

(31 • 

Title & Position with Bank 

Holding company 

Chniman of the Board, President and President & CEO 
Chief Executive Officer of Mountain 

Valley Bank, N.A. 

Retired 

Dairy Farmer 

Attorney at Law 

Orr-Wilson Insurance 

President 

Frank E. Wilson lumber Company 

President & General Manager 

James F. Wilson Agency 

Agent 

James F. Wilson Wood Waste 

Owner 

Ruthbell Lumber Company 
Treasurer 

Esther 8. Wilson Trust 
Trustee 

Frank E. Wilson Residuary Trust 

Trustee 

Chairman of the Board 

Director 

Director 

Executive vtce President 

Director 

(3) b 

Title & Position With Subsidiaries 

(Naime of Subsidiary} 

(3) C 

Tltle & Position With Other 

Businesses 

(Name of Other Business) 

Chariman of the Board, President and None 

Chief Executive Officer 

Mountain Valley Bank, N.A. 

Vice Chairman of the Board 

Mountain Valley Bank, N.A. 

Director 
Mountain Valley Bank, N.A. 

Director 

Mountain Valley Bank, N.A. 

Director 

Mountain Valley Bank, N.A. 

N/A 
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Retired 

President 
linger Farms Inc. 

Owner 

Nichols and Nichols 

President 

Orr-Wilson Insurance 

President & General Manager 

Frank E. Wilson Lumber Company 

Agent 
Jam1t1 F. Wikon Agel'ICV 

Owner 
Jam, :s-F. Wilsen Wood Was te 

Treasurer 

Ruthbell Lumber Company 

Trustee 

Esthor 8. Wilson Tru:t 

Trustee 

Frank E. Wilson Residuary Trust 

C(a) 

Percentage of Voting Shares 

in Bank Holdfnl Comcanv 

0.77% 

3.83% 

2.09% 

0.57% 

3.31% 

l.43% 

4(b) 
Percentage of Votine 

5h• ros in Subsldiarie.s 
(Name of Subsidiary) 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

4(cl 

Name of Other Companies With 
a 25% or Greater Votln1_ Interest 

N/A 

N/A 

Linger Farms Inc. 
51% Interest 

Nichols and Nichols 

100%0wner 

Orr·Wilson Insurance Agency 

l00%0wner 

Frank E. Wilson Lumber Co. 
84% Interest 

James F. Wilson Agency 

66.6% Interest 

James F. Wilson Wood Waste 

100% Interest 
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11jMoUNTAIN-VALLEY BANCSHARES, INc. 
317 Davis Ave., P.O. Box 1969, Elkins, WV 26241 (304) 637-2265 

Dear Stockholders and Friends: 

On behalf of the directors, officers, and employees of Mountain-Valley Bancshares, Inc. and 
Mountain Valley Bank, N .A., we are pleased to submit herewith our audited consolidated financial 
statements for the year ended December 31, 2017. 

Our organization turned in another year of solid financial performance in 2017. Net income 
before taxes was $1,494,175, an increase of 42% compared to the previous year. Net income after 
taxes, however, was $801,875, an increase of only 9% compared to the same time period. The reason 
for this aberration was the effect on our 2017 income taxes relating to the new federal tax law which 
was enacted on December 22, 2017. Generally Accepted Accounting Principles (GAAP) require that 
deferred tax assets and deferred tax liabilities be adjusted for the effects of changes in tax laws or 
rates, and the effect of those adjustments must be recognized in current income during the reporting 
period that contains the enactment date. Accordingly, the immediate consequence of the new tax 
law for our organization was a one-time book entry which increased our 2017 income tax expense 
by $252,800, resulting in an effective tax rate of 46% for the year. While this obviously had a 
significant negative impact on our 2017 earnings, we are confident that the long-term benefits of the 
new tax law will outweigh the effects of this one-time charge. 

Our balance sheet displayed healthy growth in all key areas during 2017. Comparisons to 
year-end 2016 balance sheet categories are distorted by a single, unusually large deposit that was 
received on the final business day of 2016, and subsequently withdrawn on the first business day of 
2017. Excluding the effects of this unusual deposit, our total deposits increased by $2,707,284, total 
loans increased by $1,790,853, and total assets grew by $4,418,753 during 2017. 

We continued to enhance the products and services offered to our customers in 2017. All 
passbook savings accounts were converted to statement savings accounts, and our bank introduced 
a free checking account, eliminating fees that had previously been charged based on a combination 
of usage and minimum average account balances. 

Our earnings and strong capital position enabled our Board of Directors to increase our 
dividend to stockholders in 2017. Dividends paid were $1.00 per share, compared to $.95 in the 
previous year, representing an increase of 5 .3 % . 

The ongoing success of our organization is truly a team effort. Our directors, management 
team, and dedicated staff of employees remain committed to providing excellent banking products 
and services to the communities we serve. We thank you, our shareholders, for your support and 
for your investment in Mountain-Valley Bancshares, Inc. 

v-~~· ~ 
T. Richard Harvey 
President and CEO 
Mountain Valley Bank, N.A. 

Sincerely, 

Chairman of the Board 
Mountain-Valley Bancshares, Inc. 
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INDEPENDENT AUDITOR'S REPORT 

To the Board of Directors and Stockholders of 
Mountain-Valley Bancshares, Inc. 
Elkins, West Virginia 

We have audited the accompanying financial statements of Mountain-Valley Bancshares, Inc. and 
subsidiary, which comprise the consolidated balance sheets as of December 31, 2017 and 2016, and 
the related consolidated statements of income, comprehensive income, changes in stockholders' 
equity, and cash flows for the years ended December 31, 2017, 2016, and 2015, and the related 
notes to the financial statements. 

Ma11ageme11t's R esponsibility 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 audits to obtain 
reasonable assurance about whether the consolidated financial statements are free from material 
misstatement. 

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

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

1 



INDEPENDENT AUDITOR'S REPORT (CONTINUED) 

Opinion 
In our opinion, the consolidated financial statements referred to above present fairly, in all 
material respects, the financial position of Mountain-Valley Bancshares, Inc. and subsidiary as of 
December 31, 2017 and 2016, and the results of their operations and cash flows for the years ended 
December 31, 2017, 2016, and 2015, in accordance with accounting principles generally accepted in 
the United States of America. 

Emphasis o(Matter 
As discussed in Note 18 to the financial statements, in 2017, the Company adopted new accounting 
guidance ASU 2018-02 - Reclassification of Certain Tax Effects from Accumulated Other 
Comprehensive Income. Our opinion is not modified with respect to this matter. 

t~~ t'\Jf\ ~au_p;'\)lLL 
Fairmont, West Virginia 
February 22, 2018 
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CONSOLIDATED BALANCE SHEETS 
MOUNTAIN-VALLEY BANCSHARES, INC. 

ASSETS 
Cash and due from banks (Note 2) 
Interest-bearing deposits in other banks 
Federal funds sold 

December 31, 2017 and 2016 

Total Cash and Cash Equivalents 

Investment securities (Note 3) 
Available-for-sale securities, at approximate market value 

Loans: (Note 4) 
Less: Unearned income 

Allowance for loan losses 
Net Loans 

Bank premises, furniture and equipment, net (Note 5) 
Accrued interest receivable and other assets 

TOTAL ASSETS 

LIABILITIES 
Deposits: (Note 6) 

N oninterest-bearing 
Interest-bearing 

Total Deposits 

Securities sold under agreements to repurchase (Note 7) 
Interest, taxes and other liabilities 

Total Liabilities 

STOCKHOLDERS' EQUITY 
Common stock, par value $.20; 1,000,000 shares authorized; 

508,020 shares issued 
Additional paid-in capital 
Retained earnings (Note 10 and Note 18) 
Accumulated other comprehensive (loss) (Note 11 and Note 18) 
Less: Common stock held in treasury, 89,814 shares at cost 

Total Stockholders' Equity 

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 

2017 

$ 2,123,720 
3,216,801 
2,500,000 
7,840,521 

36,209,780 

91,122,402 
(127,269) 

(1.115.470) 
89,879,663 

1,441,839 
1,909,618 

$]37,281,421 

$ 35,209,042 
78,943,706 

114,152,748 

3,621,206 
2,050.oos 

119,823,962 

101,604 
1,175,565 

20,065,537 
(1,503,649) 
(2,381,598) 
17,457,459 

$ J3'.Z,28L421 

2016 

$ 1,827,743 
17,154,590 

18,982,333 

36,607,882 

89,337,941 
(133,661) 

(1,101,084) 
88,103,196 

1,491,309 
2,077,948 

$147,262,668 

$ 47,765,213 
78,080,251 

125,845,464 

2,472,884 
1,809,000 

130,127,348 

101,604 
1,175,565 

19,414,095 
(1,174,346) 
(2.381,598) 
17,135,320 

$147,262.668 

The accompanying notes are an integral part of these consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF INCOME 
MOUNTAIN-VALLEY BANCSHARES, INC. 

Years Ended December 31, 2017, 2016, and 2015 

2017 2016 2015 
INTEREST INCOME 

Interest and fees on loans $4,655,359 $4,551,647 $4,531,327 
Deposits in other banks 28,067 16,561 
Investment securities: 

Taxable 341,667 327,607 
Tax-exempt 256,805 168,034 

Total Interest Income 5,281,898 5,063,849 

INTEREST EXPENSE 
Interest on deposits and borrowed funds 264,121 285,575 

NET INTEREST INCOME 5,017,777 4,778,274 
Provision for loan losses (Note 4) 24,000 252,000 

Net Interest Income After Provision for Loan Losses 4,993,777 4,526,274 

NONINTEREST INCOME 
Charges and fees on deposit accounts 303,467 331,270 
Debit and credit card fees 349,493 330,038 
Other operating income 86,882 94,660 
Gain on sale of OREO 60,587 
Gain on investment securities, net 1,698 

Total Noninterest Income 739,842 818,253 

NONINTEREST EXPENSES 
Salaries and employee benefits 2,438,418 2,428,991 
Occupancy and equipment 375,748 385,925 
Data processing 446,054 443,376 
Director and committee fees 105,500 105,000 
Postage 78,948 81,415 
ATM fees 230,044 216,856 
Dues and assessments 135,961 150,368 
Stationery and supplies 47,017 48,198 
Advertising and public relations 61,900 69,933 
Other operating expenses 319,854 361,983 

Total Noninterest Expenses 4,239,444 4,292,045 

Income Before Income Taxes 1,494,175 1,052,482 
Income Taxes (Note 8) 692,300 318,800 

NET INCOME $ 801.875 $ 733.682 $ 

Net Income Per Weighted Average Common Share $ 1.22 $ 1,75 $ 

The accompanying notes are an integral part of these consolidated financial statements. 
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10,747 

376,048 
152,199 

5,070,321 

300,555 

4,769,766 
12,000 

4,757,766 

354,758 
326,402 
111,397 

792,557 

2,468,411 
400,219 
443,044 
101,450 

79,228 
208,553 
160,075 

52,004 
70,744 

335,610 
4,319,338 

1,230,985 
366,970 

864.015 

2.07 



CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 
MOUNTAIN-VALLEY BANCSHARES, INC. 

Years Ended December 31, 2017, 2016, and 2015 

Net Income 

Other Comprehensive (Loss) Income, net of tax: 

Unrealized gains (losses) on available-for-sale securities: 
Unrealized holding gains (losses) arising 

during period (Net of tax of $(54,427), 
$173,451, and $(74,814)) 

Less: reclassification adjustment for (gains) 
included in net income (Net of tax of 
$-0-, $679, and $-0-) 

Defined benefit pension plans: 

Net (loss) gain arising during period (Net of 
tax of $92,819, $(4,987), and $7,604) 

Less: amortization of prior service cost 
included in net periodic pension cost 
(Net of tax of $2,627, $2,627, and $2,627) 

Other Comprehensive (Loss) Income 

COMPREHENSIVE INCOME 

2017 

$ 801,875 

81,640 

81,640 

(139,228) 

(3,942) 
(143,170) 

(61.530) 

$ 140!345 

$ 

$ 

2016 

733,682 

(260,177) 

(1,019) 
(261,196) 

7,482 

(3,942) 
3,540 

(257,656) 

416!026 

$ 

$ 

The accompanying notes are an integral part of these consolidated financial statements. 
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2015 

864,015 

112,224 

112,224 

(11,403) 

(3,942) 
(15,345) 

96,879 

260!824 



CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY 
MOUNTAIN-VALLEY BANCSHARES, INC. 

Years Ended December 31, 2017, 2016, and 2015 

Accumulated 
Additional Other 

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

Balance, December 31, 2014 $101,604 $1,175,565 $18,590,079 $ (1,013,569) $(2,381,598) 

Net income 864,015 

Other comprehensive income 96,879 

Total Comprehensive Income 

Cash dividends $.90 per share (376,385) 

Balance, December 31, 2015 101,604 1,175,565 19,077,709 (916,690) (2,381,598) 

Net income 733,682 

Other comprehensive (loss) (257,656) 

Total Comprehensive Income 

Cash dividends $.95 per share (397,296) 

Balance, December 31, 2016 101,604 1,175,565 19,414,095 (1,174,346) (2,381,598) 

Net income 801,875 

Other comprehensive (loss) (61,530) 

Total Comprehensive Income 

Reclassification for effect of 
remeasuring deferred tax 
asset (Note 18) 267,773 (267,773) 

Cash dividends $1.00 per share (418,206) 

Balance, December 31, 2017 $101!604 $1,115,565 S21Ml65,531 $ £) 150316:42) S CZ13811528) 

The accompanying notes are an integral part of these consolidated financial statements. 
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Total 
Stockholders' 

Equity 

$16,472,081 

864,015 

96,879 

960,894 

(376,385) 

17,056,590 

733,682 

(257,656) 

476,026 

(397.296) 

17,135,320 

801,875 

(61,530) 

740,345 

(418,206) 

$11,451,452 



CONSOLIDATED STATEMENTS OF CASH FLOWS 
MOUNTAIN-VALLEY BANCSHARES, INC. 

Years Ended December 31, 2017, 2016, and 2015 

OPERA TING ACTIVITIES 
Net income $ 801,875 
Adjustments to reconcile net income to 

net cash provided by operating activities: 
Provision for loan losses 24,000 
Depreciation, amortization, and accretion 214,118 
Deferred income tax expense (benefit) 242,700 
Realized investment security (gains) 
(Gain) on other real estate 
(Increase) in interest receivable and other assets (33,351) 
Increase (decrease) in interest, taxes, and other liabilities 2,392 

NET CASH PROVIDED BY OPERATING ACTIVITIES 1,251,734 

INVESTING ACTIVITIES 
Securities available-for-sale 

Proceeds from maturities and calls 4,093,555 
Payments for purchases (3,638,540) 

Net (increase) decrease in loans (1,800,467) 
Proceeds from sale of other real estate owned 
(Additions) to premises, furniture, and equipment (85,494) 

NET CASH (USED IN) PROVIDED BY 
INVESTING ACTIVITIES {1,430,946) 

FINANCING ACTIVITIES 
Net (decrease) increase in deposits (11,692,716) 
Net increase (decrease) in repurchase agreements 1,148,322 
Cash dividends (418,206) 

NET CASH (USED IN) PROVIDED BY 
FINANCING ACTIVITIES (10,962,600) 

(Decrease) increase in Cash and Cash Equivalents (11,1411812) 

Cash and Cash Equivalents at Beginning of Year 18,982,333 

$ 733,682 $ 864,015 

252,000 12,000 
191,794 163,545 
144,500 (2,000) 

(1,698) 
(60,587) 

(296,652) (6,429) 
48,086 (144,770) 

1,011,125 886,361 

22,795,135 6,775,659 
(28,939,271) (1,190,324) 

1,408,389 (4,275,921) 
345,087 

(111,523) (59,275) 

(4,502,183) 1.250,139 

15,849,371 (946,563) 
(181,942) (208,487) 
(397.296) (376,385) 

15,270,133 (1,531,435) 

11,779,075 605,065 

7,203,258 6,598,193 

Cash and Cash Equivalents at End of Year $ '.Z1M01S2l $18,282,333 $ '.Z12031ZS8 

The accompanying notes are an integral part of these consolidated financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
MOUNTAIN-VALLEY BANCSHARES, INC. 

December 31, 2017 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Principles of Consolidation 
The consolidated financial statements include the accounts of Mountain-Valley 
Bancshares, Inc. (the company) and its wholly-owned subsidiary, Mountain Valley Bank, 
N.A. (the bank). All significant intercompany balances and transactions have been 
eliminated in consolidation. The company consolidates subsidiaries in which it either 
holds, directly or indirectly, more than 50% of the voting rights or where it exercises 
control. The company has no other entities that are required to be consolidated under 
generally accepted accounting principles. 

Nature of Opera t.ions 
The company provides a variety of financial services to individuals and small businesses 
through its offices in Randolph and Tucker counties, West Virginia. Its primary deposit 
products are demand deposits, savings and term certificate accounts and its primary 
lending products are residential mortgage, commercial, and consumer loans. 

Use of Estimates 
In preparing consolidated financial statements in conformity with accounting principles 
generally accepted in the United States (U.S. GAAP), management is required to make 
estimates and assumptions that affect the reported amounts of assets and liabilities as of 
the date of the balance sheet and reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from those estimates. Material estimates 
that are particularly susceptible to significant change in the near term relate to the 
determination of the allowance for loan losses, the valuation of deferred tax assets, other­
than-temporary impairments of securities, and the fair value of financial instruments. 

Reclassifications 
Certain items from 2016 and 2015 have been reclassified to conform to the 2017 financial 
statement presentation. 

Significant Group Concentrations of Credit Risk 
Most of the company's activities are with customers located within Randolph and Tucker 
counties, West Virginia. Note 3 discusses the types of securities the company utilizes for 
investments. Note 4 discusses the types of loans the company grants to its customers. The 
company does not have any significant lending concentrations to any one industry or 
customer. Additionally, the Bank maintains correspondent banking relationships in 
which the Bank is in excess of federally insured limits at various times throughout the 
year. 

Cash and Cash Equivalents 
For purposes of the consolidated statements of cash flows, cash and cash equivalents 
include cash and balances due from banks, federal funds sold, and certain interest­
bearing deposits in other banks. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Securities 
Management determines the appropriate classification of securities at the time of 
purchase. Debt securities that the company has the positive intent and the ability to hold 
to maturity are carried at amortized cost. Securities to be held for indefinite periods of 
time are classified as available for sale and carried at estimated fair value. Historically, 
the company has been able to hold available for sale securities to maturity and believes it 
has the ability to hold these securities to maturity in the future. Unrealized gains and 
losses on securities classified as available for sale are carried as a separate component of 
Accumulated Other Comprehensive Income (Loss), net of deferred income taxes. 

Gains or losses on sales of securities recognized by the specific identification method are 
reported as securities gains and losses within noninterest income or noninterest expense 
of the Consolidated Statements of Income. The company reviews securities on a 
quarterly basis for possible impairment. The company determines whether a decline in 
fair value below the amortized cost basis of a security is other-than-temporary. This 
determination requires significant judgment. In making this judgment, the company's 
review includes an analysis of the facts and circumstances of each individual investment 
such as the severity of loss, the length of time the fair value has been below cost, the 
expectation for that security's performance, the creditworthiness of the issuer, recent 
changes in external credit ratings, and the assessment of collection of the security's 
contractual amounts from the issuer or issuers. 

If the company intends to sell, or it is probable that it will be required to sell an impaired 
debt security before recovery of its amortized cost basis less any current period credit 
loss, other-than-temporary impairment is recognized in earnings. The credit loss is 
defined as the difference between the present value of cash flows expected to be collected 
and the amortized cost basis. The amount recognized in earnings is equal to the entire 
difference between the security's amortized cost basis and its fair value at the balance 
sheet date. If the company does not intend to sell, and it is unlikely that it will be 
required to sell the impaired debt security prior to recovery of its amortized cost basis 
less any current-period credit loss, the other-than-temporary impairment is separated 
into the following: 1) the amount representing the credit loss, which is recognized within 
noninterest expense of the Consolidated Statements of Income, and 2) the amount related 
to all other factors, which is recognized in accumulated other comprehensive income 
(loss) within shareholders' equity of the Consolidated Balance Sheets. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Federal Home Loan Bank Stock 
The company, as a member of the Federal Home Loan Bank (FHLB) of Pittsburgh, is 
required to maintain an investment in capital stock of the FHLB. Based on redemption 
provisions of the FHLB, the stock has no quoted market value and is carried at cost. 
Management reviews the FHLB stock for impairment based on the ultimate 
recoverability of the cost basis. 

Loans 
The company grants mortgage, commercial and consumer loans to its customers. A 
substantial portion of the loan portfolio is represented by residential and commercial 
mortgage loans throughout Randolph and Tucker counties, West Virginia. The ability of 
the company's debtors to honor their contracts is dependent upon the real estate and 
general economic conditions in this area. 

Loans that management has the intent and ability to hold for the foreseeable future or 
until maturity or pay-off generally are reported at their outstanding unpaid principal 
balances adjusted for the allowance for loan losses and any deferred fees (unearned 
income) on originated loans. Interest income is accrued on the unpaid principal balance. 
Loan origination fees are deferred and recognized as an adjustment of the related loan 
yield using the interest method. Loan origination costs are primarily being recognized as 
incurred. The use of this method of recognition does not produce results that are 
materially different from results which would have been produced if such costs were 
deferred and amortized as an adjustment of the loan yield. 

The accrual of interest on mortgage and commercial loans is discontinued at the time the 
loan is 90 days past due unless the credit is well-secured and in process of collection. 
Personal loans are typically charged-off no later than 180 days past due. Past due status 
is based on the contractual terms of the loan. In all cases, loans are placed on non­
accrual or charged-off at an earlier date if collection of principal or interest is considered 
doubtful. 

All interest accrued but not collected for loans that are placed on non-accrual or charged­
off is reversed against interest income. The interest on these loans is accounted for on the 
cash-basis or cost-recovery method, until qualifying for return to accrual status. Loans 
are returned to accrual status when all the principal and interest amounts contractually 
due are brought current and future payments are reasonably assured. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Allowance for Loan Losses 
The allowance for loan losses is established as losses are estimated to have occurred 
through a provision for loan losses charged to earnings. Loan losses are charged against 
the allowance when management believes the uncollectibility of a loan balance is 
confirmed. Subsequent recoveries, if any, are credited to the allowance. 

The allowance for loan losses is evaluated on a regular basis by management and is based 
upon management's periodic review of the collectibility of the loans in light of historical 
experience, the nature and volume of the loan portfolio, adverse situations that may 
affect the borrower's ability to repay, estimated value of any underlying collateral and 
prevailing economic conditions. This evaluation is inherently subjective as it requires 
estimates that are susceptible to significant revision as more information becomes 
available. 

The allowance consists of allocated and general components. The allocated component 
relates to loans that are classified as impaired. For those loans that are classified as 
impaired, an allowance is established when the discounted cash flows ( or collateral value 
or observable market price) of the impaired loan is lower than the carrying value of that 
loan. The general component covers non-classified loans and is based on historical 
charge-off experience and expected loss given default derived from the company's 
internal risk rating process. Other adjustments may be made to the allowance for pools 
of loans after an assessment of internal or external influences on credit quality that are 
not fully reflected in the historical loss or risk rating data. 

A loan is considered impaired when, based on current information and events, it is 
probable that the company will be unable to collect the scheduled payments of principal 
or interest when due according to the contractual terms of the loan agreement. Factors 
considered by management in determining impairment include payment status, collateral 
value, and the probability of collecting scheduled principal and interest payments when 
due. Loans that experience insignificant payment delays and payment shortfalls 
generally are not classified as impaired. Management determines the significance of 
payment delays and payment shortfalls on a case-by-case basis, taking into consideration 
all of the circumstances surrounding the loan and the borrower, including the length of 
the delay, the reasons for the delay, the borrower's prior payment record, and the 
amount of the shortfall in relation to the principal and interest owed. 

Generally, the company considers impaired loans to include: 
• Loans classified as non-accrual loans 
• Loans which have been classified as substandard, doubtful, or loss and/or 

which have a specific loan loss allocation 
• Loans past due for longer than 90 days that have a principal balance of 

$50,000 or greater 

Periodically, groups of homogeneous loans not included in the above categories are 
collectively evaluated for impairment. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Off-Balance Sheet Credit Related Financial .Instruments 
In the ordinary course of business, the company has entered into commitments to extend 
credit, including letters of credit. Such financial instruments are recorded when they are 
funded. 

Foreclosed Assets 
Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially 
recorded at fair value less cost to sell at the date of foreclosure, establishing a new cost 
basis. Subsequent to foreclosure, valuations are periodically performed by management 
and the assets are carried at the lower of carrying amount, including capital 
improvements, or fair value less cost to sell. Revenue and expenses from operations and 
subsequent changes in the valuation allowance are included in net expenses from 
foreclosed assets. 

Premises and Equipment 
Land is carried at cost. Buildings and equipment are carried at cost, less accumulated 
depreciation computed primarily on the straight-line method over the estimated useful 
lives of the assets. 

Advertising Costs 
Advertising costs are expensed as incurred. 

Income Taxes 
The company evaluates its income tax expense utilizing two components: current and 
deferred. The company determines current income taxes, i.e. taxes to be paid or refunded 
for the current period, by applying the provisions of the current tax law to taxable income 
or excess of deductions over revenues. The company determines deferred income taxes 
using the liability (or balance sheet) method. Under this method, the net deferred tax 
asset or liability is based on the tax effects of the differences between the book and tax 
bases of assets and liabilities, and enacted changes in tax rates and laws are recognized in 
the period in which they occur. 

Deferred income tax expense results from changes in deferred tax assets and liabilities 
between periods. Deferred tax assets are recognized if it is more likely than not, based on 
the technical merits, that the tax position will be realized or sustained upon examination. 
The term more likely than not means a likelihood of more than 50 percent; the terms 
examined and upon examination also include resolution of the related appeals or litigation 
processes, if any. A tax position that meets the more likely than not recognition threshold 
is initially and subsequently measured as the largest amount of tax benefit that has a 
greater than 50 percent likelihood of being realized upon settlement. The determination 
of whether or not a tax position has met the more likely than not recognition threshold 
considers the facts, circumstances, and information available at the reporting date and is 
subject to management's judgment. Deferred tax assets are reduced by a valuation 
allowance if, based on the weight of evidence available, it is more likely than not that 
some portion or all of a deferred tax asset will not be realized. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

.Income Taxes (Continued) 
The company recognizes interest and penalties, if any, on income taxes as a component of 
operating expenses. 

The company and the bank are subject to income taxes in the U.S. Federal and West 
Virginia jurisdictions. The company and its subsidiary file consolidated federal and state 
income tax returns. 

The Tax Cuts and Jobs Act, which was enacted in December 2017, had a substantial 
impact on the company's income tax expense for the year ended December 31, 2017. 
Note 8 discusses the impact of the Tax Cuts and Jobs Act in more detail. 

Treasun Stock 
Common stock shares repurchased are recorded as treasury stock at cost. 

Earnings Per Common Share 
Earnings per share represent income attributable to common stockholders divided by the 
weighted-average number of common shares outstanding during the period. Treasury 
shares are not deemed outstanding for earnings per share calculations. 

Comprehensive Income 
Comprehensive income consists of net income and other comprehensive (loss) income. 
Other comprehensive income includes unrealized gains on securities available for sale, 
unrealized losses related to factors other than credit risk on debt securities, and changes 
in the funded status of the pension plan which are also recognized as separate components 
of equity. 

Fair Value of Financial Instruments 
Fair values of financial instruments are estimated using relevant market information and 
other assumptions, as more fully disclosed in Note 9. Fair value estimates involve 
uncertainties and matters of significant judgment. Changes in assumptions or in market 
conditions could significantly affect the estimates. 

Cash Flows 
Mountain-Valley Bancshares, Inc. and subsidiary paid approximately $450,000, $193,000, 
and $526,000 of applicable income taxes during 2017, 2016, and 2015, respectively. The 
company made transfers of loans to foreclosed assets held for resale and repossessions of 
approximately $-0-, $-0-, and $276,000 in 2017, 2016, and 2015, respectively. Payments of 
interest did not vary materially from interest reported on the consolidated statements of 
income for the respective years. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

New Accounting Standards 
In May 2014, the FASB issued ASU 2014-09 "Revenue from Contracts with Customers". 
ASU 2014-09 provides a framework to address revenue recognition issues, creating more 
consistency and comparability of revenue recognition practices across entities and 
industries, and improves the usefulness of information provided to financial statement 
users. This update is effective for the company's annual reporting period of 
December 31, 2019. The company does not expect ASU No. 2014-09 to have a material 
impact on its consolidated financial statements 

In January 2016, the FASB issued ASU No. 2016-01, "Financial Instruments - Overall 
(ASC Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial 
Liabilities". The amendments in this update aim to enhance the reporting model for 
financial instruments and to provide users of financial statements with more decision­
useful information. This update is effective for the company's annual reporting period of 
December 31, 2019. The company does not expect ASU 2016-01 to have a material impact 
on its consolidated financial statements. 

In June 2016, the FASB issued ASU No. 2016-13, "Financial Instruments - Credit Losses 
(Topic 326): Measurement of Credit Losses on Financial Instruments". The amendments 
in ASU No. 2016-13 reflect an entity's current estimate of all expected credit losses and 
broadens the information an entity must consider in developing its expected credit loss 
estimate for assets measured either collectively or individually, including the use of 
forecasted information. The company is currently assessing the impact ASU 2016-13 will 
have on its consolidated financial statements and will apply the amendments in this 
update through a cumulative-effect adjustment to retained earnings, as necessary, for the 
annual reporting period of December 31, 2021. 

In August 2016, the FASB issued ASU No. 2016-15, "Statement of Cash Flows (Topic 
230): Classification of Certain Cash Receipts and Cash Payments". The objective of ASU 
No. 2016-15 is to reduce the existing diversity in practice in how certain cash receipts and 
cash payments are presented and classified in the statement of cash flows. This update is 
effective for the company's annual reporting period of December 31, 2019. The company 
does not expect ASU 2016-15 to have a material impact on its consolidated financial 
statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

New Accounting Standards (Continued) 
In March 2017, the FASB issued ASU No. 2017-07, "Compensation -Retirement 
Benefits". ASU No. 2017-07 reflects changes to improve the presentation of net periodic 
pension cost and net periodic postretirement benefit cost for defined benefit pension plans 
as well as other postretirement benefits. This update is effective for the company's 
annual reporting period of December 31, 2019. The company does not expect ASU No. 
2017-07 to have a material impact on its consolidated financial statements. 

In March 2017, the FASB issued ASU No. 2017-08, "Receivables - Nonrefundable Fees 
and Other Costs". ASU No. 2017-08 amends the amortization period for certain 
purchased callable debt securities held at a premium, from the contractual life of the 
instrument to the earliest call date. This update is effective for the company's annual 
reporting period of December 31, 2020. The company does not expect ASU No. 2017-08 to 
have a material impact on its consolidated financial statements. 

In February 2018, the FASB issued ASU No. 2018-02, "Reclassification of Certain Tax 
Effects from Accumulated Other Comprehensive Income". ASU No. 2018-02 provides 
guidance regarding reclassification from accumulated other comprehensive income to 
retained earnings for stranded tax effects resulting from the newly enacted federal 
corporate income tax rate of 21 % from the company's historical 34% rate. This update is 
effective for the company's annual reporting period of December 31, 2019, but the 
company has adopted this update for its December 31, 2017 consolidated financial 
statements. See Note 18 for further discussion. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 2. RESTRICTIONS ON CASH AND DUE FROM BANKS 

The subsidiary bank is required to maintain average reserve balances on hand or with the 
Federal Reserve Bank. The required reserve balance as of December 31, 2017 and 2016, was 
approximately $1,041,000 and $981,000, respectively. 

NOTE 3. INVESTMENT SECURITIES 

The amortized cost and approximate fair values of available-for-sale investment securities, 
with gross unrealized gains and losses, are summarized as follows: 

December 312 2017 
Gross Gross Approximate 

Amortized Unrealized Unrealized Fair 
Cost Gain {Loss} Value 

Debt Securities: 
U.S. agency securities $ 190,974 $ $ (6,607) $ 184,367 
U.S. government-sponsored 

enterprises (GSEs) 18,795,808 (198,774) 18,597,034 
State and municipal securities 13,485,021 31,907 (143,198) 13,373,730 
Mortgage-backed securities 

GSE residential 421302810 !762161) 410542649 
$ 36.602.613 $ 31.907 $ (424.740) $ 36,209.780 

December 311 2016 
Gross Gross Approximate 

Amortized Unrealized Unrealized Fair 
Cost Gain {Loss} Value 

Debt Securities: 
U.S. agency securities $ 216,567 $ $ (4,207) $ 212,360 
U.S. government-sponsored 

enterprises (GSEs) 19,749,529 7,572 (154,555) 19,602,546 
State and municipal securities 12,210,721 32,883 (274,763) 11,968,841 
Mortgage-backed securities 

GSE residential 429592966 {1352831) 428242135 
$ 37.136.783 $ 40.455 $ (569.356) $ 36,607,882 

Government-sponsored enterprises (GSEs) include Federal National Mortgage Association, 
Federal Home Loan Mortgage Corporation, and Federal Home Loan Banks. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 3. INVESTMENT SECURITIES (CONTINUED) 

At December 31, 2017 and 2016, the company held no securities of any single issuer 
(excluding the U.S. government-sponsored enterprises) with a book value that exceeded 10% 
of stockholders' equity. 

The amortized cost and approximate fair value of available-for-sale investment securities by 
contractual maturity and estimated repayments at December 31, 2017 were as follows: 

Amortized Fair 
Cost Value 

Within 1 year $ 10,880,846 $ 10,845,657 
Over 1 year through 5 years 19,064,332 18,808,141 
After 5 years through 10 years 2,526,625 2,501,333 
Over 10 years 

32,471,803 32,155,131 

Mortgaged-backed securities 4,130,810 4,054,649 

$ 36,602,613 $ 36,202,780 

Investment securities with an approximate carrying amount of $17,124,000 and $16,815,000, 
at December 31, 2017 and 2016, respectively, were pledged to secure public deposits and for 
other purposes required or permitted by law. 

There were no sales of securities available-for-sale during the years ended December 31, 2017, 
2016, or 2015. 

Temporarily Impaired Securities 

The following tables show the gross unrealized losses and fair value of the entity's investments 
with unrealized losses that are not deemed to be other-than-temporarily impaired, aggregated 
by investment category and length of time that individual securities have been in a continuous 
unrealized loss position at December 31, 2017 and 2016. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 3. INVESTMENT SECURITIES (CONTINUED) 

Temporarily Impaired Securities (Continued) 

Available-for-sale securities that have been in a continuous unrealized loss position are as 
follows: 

December 31 2017 
Less Than 12 Months Over 12 Months Total 
Gross Gross Gross 

Unrealized Fair Unrealized Fair Unrealized Fair 
(Loss) Value (Loss) Value (Loss) Value 

A YAILABLE-FOR-SALE 
U.S. agency securities $ $ $ (6,607) $ 184,367 $ (6,607) $ 184,367 
U.S. government-

sponsored enterprises 
(GSEs) (7,151) 2,538,933 (191,623) 16,058,102 (198,774) 18,597,035 

State and municipal 
securities (41,955) 6,221,855 (101,243) 3,684,756 (143,198) 9,906,611 

Mortgaged-backed 
GSE residential (47,114) 2,780,361 (29,047) 1,274,288 (76,161) 4,054,649 

Total $ {96.220) $ 11 541.149 $ (328 520) $ 21.201.513 $ {424.740) $ 32.742.662 

December 31 2016 
Less Than 12 Months Over 12 Months Total 
Gross Gross Gross 

Unrealized Fair Unrealized Fair Unrealized Fair 
(Loss) Value (Loss} Value {Loss) Value 

AV A I LABLE-FOR-SALE 
U.S. agency securities $ (4,207) $ 212,360 $ $ $ (4,207) $ 212,360 
U.S. government-

sponsored enterprises 
(GSEs) (149,152) 16,100,378 (5,403) 1,994,597 (154,555) 18,094,975 

State and municipal 
securities (274,763) 8,477,930 (274,763) 8,477,930 

Mortgaged-backed 
GSE residential (135,831) 4,824,135 (135,831) 4,824,135 

Total $ {563 953) $ 22614,803 $ {5.403) $ 1,994.597 $ {569.356) $ 3].609.400 

At December 31, 2017, there was one U.S. agency security with an unrealized loss of $6,607 
and seventeen GSE securities with an unrealized loss of$198,774. In addition, there were 
thirty-three state and municipal securities with an unrealized loss of $143,198 and six 
mortgage-backed securities with an unrealized loss of $76,161. 

At December 31, 2016, there was one U.S. agency security with an unrealized loss of $4,207 
and fifteen GSE securities with an unrealized loss of $154,555. In addition, there were thirty 
state and municipal securities with an unrealized loss of $274,763 and six mortgage-backed 
securities with an unrealized loss of $135,831. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 3. INVESTMENT SECURITIES (CONTINUED) 

Because the decline in market value is attributable to changes in interest rates and not credit 
quality, and because the company does not intend to sell the investments and it is not more 
likely than not the company will be required to sell the investments before recovery of their 
amortized cost bases, which may be at maturity, the company does not consider these 
investments to be other-than-temporarily impaired at December 31, 2017 and 2016. 

Other-Than-Temporary Impairment 

Upon acquisition of a security, the company decides whether it is within the scope of the 
accounting guidance for beneficial interests in securitized financial assets or will be 
evaluated for impairment under the accounting guidance for investments in debt and 
equity securities. At December 31, 2017 and 2016, the company has no beneficial 
interests in securitized financial assets. 

Management routinely conducts periodic reviews to identify and evaluate each 
investment security. Factors such as default rate, severity of unrealized loss and credit 
ratings are considered to determine whether an other-than-temporary impairment has 
occurred. 

As of December 31, 2017 and 2016, the company does not consider any securities to be 
other-than-temporarily impaired. 

NOTE 4. LOANS 

Loans and loan commitments are comprised primarily of loans to borrowers in lumber, 
auto, multi-family and single family residential real estate, and retail/service industries 
in Randolph and Tucker counties, West Virginia. Collateralization centers primarily 
around commercial and residential real estate, personal property and business 
equipment. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 4. LOANS (CONTINUED) 

A summary of the component balances of loans at December 31, 2017 and 2016, is as follows: 

2017 2016 
Mortgage loans on real estate: 

Residential 1-4 family $ 41,076,163 $ 38,572,084 
Commercial and agricultural 38,656,269 38,731,391 
Construction and land development 76,479 489,348 
State, county, municipal loans 130,002 119,208 

Total Mortgage Loans on Real Estate 79,938,913 77,912,031 

Commercial and agricultural loans 8,853,133 8,895,814 

Consumer installment loans 2,330,356 2,530,096 

Total Loans $ 21,122,402 $ 82,331,241 

An analysis of the allowance for loan losses for the years ended December 31, 2017, 2016, and 2015 is 
as follows: 

Balance at beginning of year 
Loans charged-off 
Recoveries of loans previously charged-off 
Provision for loan losses 
Balance at end of year 

$ 1,101,084 
(26,432) 
16,818 
24,000 

$ 1,11sA10 

$ 1 257,984 
(449,282) 

40,382 
252,000 

$ 1.101.084 

$ 1,263,261 
(115,186) 

97,909 
12,000 

$ 1,257,284 

The company is not committed to lend additional funds to borrowers whose loans are considered 
impaired or whose loans have been modified. 

The company maintains an internal loan grading system to monitor the credit quality of commercial 
loans. Commercial loan risk grades are determined based on an evaluation of the relevant 
characteristics of each loan, assigned at the inception of each loan and adjusted thereafter at any time 
to reflect changes in the risk profile and sustainability of the primary source of repayment and overall 
financial strength of the borrower. This includes an analysis of cash flow available to repay debt, 
profitability, liquidity, leverage, and overall financial trends. Other factors include management, 
industry or property type risks, an assessment of secondary sources of repayment such as collateral 
or guarantees, other terms and conditions of the loans that may increase or reduce risk, and economic 
conditions and other external factors that may influence repayment capability and financial condition. 

The company performs an annual review of a sample of commercial borrowers with an aggregate 
indebtedness of $100,000 or greater. In addition, the company performs a quarterly review of all 
loans greater than $10,000 with a past due status of greater than 45 days. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 4. LOANS (CONTINUED) 

The company uses an eight-point internal risk rating system. The first five categories are considered 
not criticized, and are aggregated as "Pass" rated. The criticized rating categories utilized by 
management generally follow bank regulatory definitions. 

Loans classified as Special Mention have potential weaknesses that deserve management's close 
attention. If left uncorrected, these potential weaknesses may result in deterioration of the repayment 
prospects for the loans or in the credit position at some future date. Borrowers may be experiencing 
adverse operating trends such as declining revenues or margins. Adverse economic or market 
conditions, such as interest rate increases or the entry of a new competitor, may also support a special 
mention rating. Nonfinancial reasons for rating a loan as Special Mention include management 
problems, pending litigation, an ineffective loan agreement or other material structural weakness, 
and any other significant deviation from prudent lending practices. 

Loans classified as Substandard are inadequately protected by the current sound worth and paying 
capacity of the obligor or of the collateral pledged, if any. Loans so classified have a well-defined 
weakness, or weaknesses, that jeopardize the liquidation of the debt by the borrower. They are 
characterized by the distinct possibility the company will sustain some loss if the deficiencies are not 
corrected. They require more intensive supervision by management. Substandard loans are 
generally characterized by current or expected unprofitable operations, inadequate debt service 
coverage, inadequate liquidity, or marginal capitalization. Repayment may depend on collateral. 

Loans classified as Doubtful are loans that have all the weaknesses inherent in one classified as 
Substandard with the added characteristic the weaknesses make collection in full, on the basis of 
currently existing facts, conditions, and values, highly questionable and improbable. Loans classified 
as Doubtful have a high probability of total or substantial loss, but because of specific pending events 
that may strengthen the loan, its classification as loss is deferred. Doubtful borrowers are usually in 
default, lack adequate liquidity or capital, and lack the resources necessary to remain an operating 
entity. 

Residential real estate and consumer loans are not assigned specific internal risk grades, unless they 
are included in the quarterly loan review of loans greater than $10,000 with a past due status of 
greater than 45 days. Loans not included in the quarterly review are considered "Pass". 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE4. LOANS (CONTINUED) 

The following tables represent the classes of the loan portfolio summarized by the aggregate Pass and 
the criticized categories of Special Mention, Substandard and Doubtful as of December 31, 2017 and 
2016: 

2017 
Commercial Other Residential 
Real Estate Commercial Real Estate Consumer Total 

Pass $ 38,786,271 $ 8,853,133 $ 40,539,391 $ 2,325,703 $ 90,504,498 

Special Mention 448,894 4,653 453,547 

Substandard 164,357 164,357 

Doubtful 

Total $ 38.786.271 $ 8.853.133 $ 41.152.642 $ 2.330.356 $ 91,122.402 

2016 
Commercial Other Residential 
Real Estate Commercial Real Estate Consumer Total 

Pass $ 38,126,692 $ 8,664,806 $ 38,485,644 $ 2,530,096 $ 87,807,238 

Special Mention 24,319 231,008 270,519 525,846 

Substandard 699,588 305,269 1,004,857 

Doubtful 

Total $ 38.850.599 $ 8.895.8]4 $ 39.061.432 $ 2.530.096 $ 89.337.941 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 4. LOANS (CONTINUED) 

Management further monitors the performance and credit quality of the loan portfolio by analyzing 
the age of the portfolio. Measurements of delinquency and past due status are based on the 
contractual terms of each loan. 

Past due loans are reviewed on a monthly basis to identify loans for nonaccrual status. Generally, 
when collection in full of the principal and interest is jeopardized, the loan is placed on nonaccrual. 
The accrual of interest income on most loans generally is discontinued when a loan becomes 90 to 120 
days past due as to principal and interest. However, regardless of delinquency status, if a loan is fully 
secured and in the process of collection and resolution of collection is expected in the near term 
(generally less than 90 days), then the loan will not be placed on nonaccrual. When interest accruals 
are discontinued, unpaid interest recognized in income in the current year is reversed, and unpaid 
interest accrued in prior years is charged to the allowance for loan losses. The company's method of 
income recognition for loans that are classified as nonaccrual is to recognize interest income on a cash 
basis or apply the cash receipt to principal when the ultimate collectability of principal is in doubt. 
Management may elect to continue the accrual of interest when the estimated net realizable value of 
collateral exceeds the principal balance and accrued interest, and the loan is in the process of 
collection. Nonaccrual loans will not normally be returned to accrual status unless all past due 
principal and interest has been paid. 

The following tables present the classes of the loan portfolio summarized by the aging categories of 
performing loans and nonaccrual loans as of December 31, 2017 and 2016: 

2017 
Commercial Other Residential 
Real Estate Commercial Real Estate Consumer Total 

Current $ 38,732,274 $ 8,853,133 $ 39,462,032 $ 2,314,720 $ 89,362,159 
30-90 Days 53,997 1,526,254 15,636 1,595,887 
> 90 Days 80,846 80,846 

Subtotal 38,786,271 8,853,133 41,069,132 2,330,356 91,038,892 

Nonaccrual 83,510 83,510 

TOTAL $ 38,'.286,2'.Z] $ 8,853,133 $ 4111521M2 $ 2,330,356 $ 21,122,402 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 4. LOANS (CONTINUED) 

Current 
30-90 Days 
> 90 Days 

Subtotal 

Nonaccrual 

TOTAL 

Commercial 
Real Estate 

$ 38,129,427 
21,584 

38,151,011 

699,588 

$ 38.850.599 

Other 
Commercial 

$ 8,895,814 

8,895,814 

$ 8.895.814 

2016 
Residential 
Real Estate 

$ 36,961,626 
1,794,537 

305,269 

39,061,432 

$ 39.061.432 

Consumer 

$ 2,519,917 
10,179 

2,530,096 

Total 

$ 86,506,784 
1,826,300 

305,269 

88,638,353 

699,588 

$ 2.530,096 $ 89,337.941 

Loans are designated as impaired when, in the opinion of management, based on current information 
and events, the collection of principal and interest in accordance with the loan contract is uncertain. 
Typically, the company does not consider loans for impairment unless a sustained period of 
delinquency (i.e. 90-plus days) is noted or there are subsequent events that impact repayment 
probability (i.e. negative financial trends, bankruptcy filings, eminent foreclosure proceedings, etc.). 
Consistent with the company's existing method of income recognition for loans, interest on impaired 
loans, except those classified as nonaccrual, is recognized as income using the accrual method. 
Impaired loans, or portions thereof, are charged-off when deemed uncollectible. 

The following tables set forth the company's impaired loan information by class of loans as of 
December 31, 2017 and 2016: 

2017 
Commercial Residential 

Real Other Real 
Estate Commercial Estate Consumer Total 

lml!aired Loans with S[!ecific Allowance: 
Recorded Investment $ $ $ 83,510 $ $ 83,510 
Related Allowance $ $ $ 19,000 $ $ 19,000 

lmuaired Loans with No pecific Allowance: 
Recorded Investment $ $ $ 80,847 $ $ 80,847 

Total Jmuaired Loans: 
Recorded Investment $ $ $ 164,357 $ $ 164,357 
Unpaid Principal 

Balance $ $ $ 164,357 $ $ 164,357 
Average Recorded 

Investment $ 117,000 $ $ 235,000 $ $ 352,000 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 4. LOANS (CONTINUED) 

Commercial 
Real 

Estate 

I muaired Loan with Suecific AJlowance: 
Recorded Investment $ 
Related Allowance $ 

$ 
$ 

Other 
Commercial 

l muaired Loans with No Suecific Allowance: 
Recorded Investment $ 699,588 $ 

Total lmRaired Loans: 
Recorded Investment $ 699,588 $ 
Unpaid Principal 

Balance $ 699,588 $ 
Average Recorded 

Investment $ 350,000 $ 

2016 
Residential 

Real 
Estate 

$ 
$ 

$ 305,269 

$ 305,269 

$ 305,269 

$ 153,000 

Consumer Total 

$ $ 
$ $ 

$ $1,004,857 

$ $1,004,857 

$ $1,004,857 

$ $ 503,000 

The following table summarizes the recognition of interest income (approximately) on impaired loans 
for the years ended December 31: 

Average impaired loans 

Amount of contractual interest on impaired loans 

Amount of interest income recognized while impaired 

$ 

$ 

$ 

2017 

352.000 $ 

20.000 $ 

43,000 $ 

2016 2015 

503.000 $ 119.000 

70.000 $ 16.000 

37.000 $ 9.000 

The allowance for loan losses is management's estimate of the probable credit losses inherent in the 
loan portfolio. Management's evaluation of the adequacy of the allowance for loan losses and the 
appropriate provision for credit losses is based upon a quarterly evaluation of the portfolio. This 
evaluation is inherently subjective and requires significant estimates, including the amounts and 
timing of estimated future cash flows, estimated losses on pools of loans based on historical loss 
experience, and consideration of current economic trends, all of which are susceptible to constant and 
significant change. 

Troubled Debt Restructurings 

The restructuring of a loan is considered a "troubled debt restructuring" if both (1) the debtor is 
experiencing financial difficulties and (2) the creditor has granted a concession. Concessions may 
include interest rate reductions or below market interest rates, principal forgiveness, restructuring 
amortization schedules and other actions intended to minimize potential losses. As of December 31, 
2017 and 2016, there were no troubled debt restructurings. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 4. LOANS (CONTINUED) 

Allocations are made for specific loans based upon management's estimate of the borrower's ability 
to repay and other factors impacting collectability. Other loans not specifically reviewed are 
segregated by class and allocations are made based upon historical loss percentages adjusted for 
current environmental factors. The environmental factors considered for the portfolio include 
estimated probable inherent, but undetected, losses within the portfolio due to uncertainties in 
economic conditions, delays in obtaining information, including unfavorable information about a 
borrower's financial condition, the difficulty in identifying triggering events that correlate to 
subsequent loss rates, and risk factors that have not yet fully manifested themselves in loss allocation 
factors. In addition, a portion of the allowance accounts for the inherent imprecision in the allowance 
for credit loss analysis. During 2017 and 2016, there were no material changes to the accounting 
policy or methodology related to the allowance for loan losses. 

Loans deemed to be uncollectible are charged against the allowance for loan losses, while recoveries 
of previously charged-off amounts are credited to the allowance for loan losses. 

The following tables summarize the primary segments of the allowance for loan losses segregated into 
the amount required for loans individually evaluated for impairment and the amount required for 
loans collectively evaluated for impairment as of December 31, 2017 and 2016. 

Balance, 
Beginning 

Charge-offs 
Recoveries 
Provision 
Balance, Ending 

Portfolio Loans: 
Individually 

evaluated for 
impairment 

Collectively 
evaluated for 
impairment 

Total Portfolio 
Loans 

Commercial 
Real Estate 

$ 484,277 

4,878 
(2,948) 

$ 4861201 

$ 

38,786,271 

$ 38.1861211 

Other 
Commercial 

$ 117,069 

375 
12,6U 

$ 1301056 

$ 

8,853,133 

$ 8,8531133 

26 

2017 
Residential 
Real Estate Consumer Total 

$ 462,355 $ 37,383 $ 1,101,084 

(20,826) (5,606) (26,432) 
4,662 6,903 16,818 

21,506 (72170) 24,000 
$ 4611621 $ 31,510 $ 1,1151410 

$ 164,357 $ $ 164,357 

40,988,285 2,330,356 90,958,045 

$ 41,152,642 $ 2330356 $ 21,122i402 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

LOANS (CONTINUED) 

2016 
Commercial Other Residential 
Real Estate Commercial Real Estate Consumer 

Balance, 
Beginning $ 482,274 $ 183,398 $ 520,953 $ 71,359 

Charge-offs (449,282) 
Recoveries 15,300 18,465 625 5,992 
Provision (13,297) 364,488 (59.223) (39.968) 
Balance, Ending $ 484.277 $ 117.069 $ 462.355 $ 37.383 

Portfolio Loans: 
Individually 

evaluated for 
impairment $ 699,588 $ $ 305,269 $ 

Collectively 
evaluated for 
impairment 38,151,011 8,895,814 38,756,163 2,530,096 

Total Portfolio 
Loans $ 38.850.599 $ 8.895.814 $ 39.061.432 $ 2.530.096 

BANK PREMISES, FURNITURE AND EQUIPMENT 

Total 

$ 1,257,984 

(449,282) 
40,382 

252,000 
$ 1,101.084 

$ 1,004,857 

88,333,084 

$ 89.337.941 

A summary of the cost and accumulated depreciation of premises and equipment at December 31, 
2017 and 2016, is as follows: 

Land 
Bank premises 
Equipment, furniture and fixtures 

Allowance for depreciation 

$ 370,454 
2,100,555 
1,223,665 
3,694 674 

(2,252,835) 
$ 1,441.839 

$ 370,454 
2,084,938 
1,218,276 
3,673 668 

(2,182,359) 
$ 1,491.309 

Depreciation expense for years ended December 31, 2017, 2016, and 2015 was approximately 
$135,000, $131,000, and $131,000, respectively. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 6. DEPOSITS 

The aggregate amount of time deposits in denominations of $250,000 or more at December 31, 
2017 and 2016, was approximately $468,000 and $467,000, respectively. 

At December 31, 2017, the approximate scheduled maturities of time deposits are as follows: 

2018 
2019 
2020 
2021 
2022 and later 

$ 10,615,000 
4,153,000 
2,161,000 
1,761,000 
1,164,000 

$ 19.854.000 

Deposits of related parties, including directors, executive officers, and their related interests of 
Mountain-Valley Bancshares, Inc. and subsidiary, represented approximately 1 % of total deposits at 
December 31, 2017 and 2016. 

NOTE 7. SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE 

Securities sold under agreements to repurchase, which are classified as secured borrowings, generally 
mature on a daily basis. Securities sold under agreements to repurchase are reflected at the amount 
of cash received in connection with the transaction. The company may be required to provide 
additional collateral based on the fair value of the underlying securities. 

Additional information concerning securities sold under agreements to repurchase for the years 
ended December 31, 2017 and 2016 is as follows: 

Average balance 

Average interest rate 

Maximum month-end balance 

Interest expense 

28 

$ 2.895.863 

1.11% 

$ 3.621.206 

$ 32.158 

$ 2.515.456 

1.06% 

$ 2.881.676 

$ 26.609 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 8. INCOME TAXES 

The allocation of federal and state income taxes between current and deferred portions for the years 
ended December 31, 2017, 2016, and 2015 is as follows: 

Current tax expense: 
Federal 
State 

$ 399,200 
50,400 

449,600 

$ 151,700 
22,600 

174,300 

$ 328,600 
40,370 

368,970 
Deferred tax expense (benefit): 

Federal 
State 

INCOME TAXES 

244,200 
(1,500) 

242,700 

$ 692.300 

122,800 
21,700 

144,500 

$ 318.800 

(1,700) 
(300) 

(2.000) 

$ 366.970 

The reasons for the differences between the statutory federal income tax rate and the effective tax 
rates for the years ended December 31, 2017, 2016, and 2015 are summarized as follows: 

Statutory federal tax rate 
Increase (decrease) 

resulting from: 
State taxes, net of 

federal tax benefit 
Tax-exempt income 
Other items, net 

Change in federal 
tax rate 

INCOME TAXES 

Amount % Amount % Amount % 

$ 508,000 

31,800 
(87,600) 
(12,700) 
439,500 

34% 

2% 
(6%) 
(1%) 
29% 

252,800 17% 

$ 357,800 

36,600 
(59,400) 
(16,200) 
318,800 

34% 

3% 
(6%) 
(1%) 
30% 

$ 418,500 

26,300 
(59,500) 
(18,330) 
366,970 

34% 

2% 
(5%) 
(1%) 
30% 

$ 692.300 46% $ 318.800 30% $ 366.970 30% 

On December 22, 2017, the Tax Cuts and Jobs Act (the "Tax Act") was signed into law. The Tax 
Act lowered the company's statutory federal corporate tax rate from 34% to 21 % effective 
January 1, 2018 and made numerous other tax law changes. U.S. generally accepted accounting 
principles (GAAP) requires companies to recognize the effect of tax law changes in the period of 
enactment. As a result, the company recorded deferred income tax expense of $252,800 in 2017 
due to the required remeasurement of the company's deferred tax assets and liabilities. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 8. INCOME TAXES (CONTINUED) 

The components of the deferred tax assets and (liabilities) at December 31, 2017, 2016, and 2015 are 
as follows: 

2017 2016 2015 

Deferred tax assets: 
Provision for loan loss $ 237,000 $ 341,000 $ 432,000 
Net unrealized depreciation 

on available-for-sale 
securities 106,000 212,000 37,000 

Employee benefit plans 450,000 571,000 5741000 
Gross def erred tax assets 793,000 1,124,000 1,043,000 

Deferred tax (liabilities): 
Depreciation (44,000) (73,000) (90,000) 
Prepaid pension cost (221,000) (307,000) {215,000) 
Investment discount accretion (3,000) (3,000) (5 000) 
Other items (50,000) (64,000) (84,000) 
Gross deferred tax (liabilities) (318,000) (447,000) (394,000) 

Net deferred tax assets $ 475!000 $ 6'.Z'.ZtOOO $ 642,000 

No def erred income tax asset valuation allowance was provided since it is more likely than not 
that realization of the deferred income tax assets will occur in future years. 

The company's evaluation on December 31, 2017, revealed no uncertain tax positions that would 
have a material impact on the financial statements. The 2014 through 2017 tax years remain 
subject to examination by the tax authorities. The company does not believe that any reasonably 
possible changes will occur within the next twelve months that will have a material impact on the 
financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 9. FAIR VALUE OF ASSETS AND LIABILITIES 

Determination of Fair Value 

The company uses fair value measurements to record fair value adjustments to certain assets and 
liabilities and to determine fair value disclosures. The fair value of a financial instrument is the price 
that would be received to sell an asset or paid to transfer a liability in an orderly transaction between 
market participants at the measurement date. Fair value is best determined based upon quoted 
market prices. However, in many instances, there are no quoted market prices for the company's 
various financial instruments. In cases where quoted market prices are not available, fair values are 
based on estimates using present value or other valuation techniques. Those techniques are 
significantly affected by the assumptions used, including the discount rate and estimates of future 
cash flows. Accordingly, the fair value estimates may not be realized in an immediate settlement of 
the instrument. 

The fair value guidance provides a consistent definition of fair value, which focuses on exit price in an 
orderly transaction (that is, not a forced liquidation or distressed sale) between market participants 
at the measurement date under current market conditions. If there has been a significant decrease in 
the volume and level of activity for the asset or liability, a change in valuation technique or the use of 
multiple valuation techniques may be appropriate. In such instances, determining the price at which 
willing market participants would transact at the measurement date under current market conditions 
depends on the facts and circumstances and requires the use of significant judgment. The fair value 
is a reasonable point within the range that is most representative of fair value under current market 
conditions. 

Fair Value Hierarchy 

The company groups its financial assets and financial liabilities generalJy measured at fair value in 
three levels, based on the markets in which the assets and liabilities are traded and the reliability of 
the assumptions used to determine fair value. 

Level I-Valuation is based on quoted prices in active markets for identical assets or liabilities that the 
reporting entity has the ability to access at the measurement date. Level 1 assets and liabilities 
generally include debt and equity securities that are traded in an active exchange market. Valuations 
are obtained from readily available pricing sources for market transactions involving identical assets 
or liabilities. 

Level 2-Valuation is based on inputs other than quoted prices included within level 1 that are 
observable for the asset or liability, either directly or indirectly. The valuation may be based on 
quoted prices for similar assets or liabilities; quoted prices in markets that are not active; or other 
inputs that are observable or can be corroborated by observable market data for substantially the full 
term of the asset or liability. 

31 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 9. FAIR VALUE OF ASSETS AND LIABILITIES (CONTINUED) 

Fair Value Hierarchy (Continued) 

Level 3-Valuation is based on unobservable inputs that are supported by little or no market activity 
and that are significant to the fair value of the assets or liabilities. Level 3 assets and liabilities 
include financial instruments whose value is determined using pricing models, discounted cash flow 
methodologies, or similar techniques, as well as instruments for which determination of fair value 
requires significant management judgment or estimation. 

A financial instrument's categorization within the valuation hierarchy is based upon the lowest level 
of input that is significant to the fair value measurement. 

The following methods and assumptions were used by the company in estimating fair value 
disclosures for financial instruments: 

Cash and Cash Equivalents 
The carrying amounts of cash and short-term instruments approximate fair values based on the 
short-term nature of the assets. 

Securities 
Fair value estimates are based on pricing models and discounted cash flows that consider standard 
input factors such as observable market data, benchmark yields, interest rate volatilities, 
broker/dealer quotes, and credit spreads, if quoted market prices are not available. 

Loans Receivable 
For variable rate loans that reprice frequently and with no significant change in credit risk, fair 
values are based on carrying values. Fair values for other loans are estimated using discounted 
cash flow analyses, using market interest rates for comparable loans. Fair values for non­
performing loans are estimated using discounted cash flow analyses or underlying collateral 
values, where applicable. 

Deposit Liabilities 
Fair value estimates are estimated using a discounted cash flow calculation that applies external 
market interest rates on comparable instruments to a schedule of aggregated expected monthly 
cash flows. 

32 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 9. FAIR VALUE OF ASSETS AND LIABILITIES (CONTINUED) 

Short Term Borrowings 
The carrying amounts off ederal funds purchased, borrowings under repurchase 
agreements, and other short term borrowings maturing within ninety days approximate 
their fair values. Fair values of other short term borrowings are estimated using 
discounted cash flow analyses based on the company's current incremental borrowing 
rates for similar types of borrowing arrangements. 

Accrued Interest 
The carrying amounts of accrued interest approximate fair value. 

Assets and Liabilities Measured at Fair Value on a Recurring Basis 

Assets and liabilities measured at fair value on a recurring basis are summarized below: 

Fair Value Measurements at December 31, 2017 

Quoted Prices 
In Active Significant 

Markets for Other Significant 
Total Identical Observable Unobservable 

Carrying Assets Inputs Inputs 
Value (Level 1) {Level 2) {Level 3) 

Investment securities: 
Available-for-sale $36,202,180 $ 340,000 $35,862,180 $ 

Fair Value Measurements at December 31, 2016 

Quoted Prices 
In Active Significant 

Markets for Other Significant 
Total Identical Observable Unobservable 

Carrying Assets Inputs Inputs 
Value {Level 1) {Level 2) {Level 3) 

Investment securities: 
Available-for-sale $36,601,882 $ 1,413,428 $35,124,384 $ 

During the years ended December 31, 2017 and 2016, the company had no assets measured at 
fair value on a recurring basis using significant unobservable inputs (Level 3). 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 9. FAIR VALUE OF ASSETS AND LIABILITIES (CONTINUED) 

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis 

Certain financial assets are measured at fair value on a nonrecurring basis in accordance with 
generally accepted accounting principles. Adjustments to the fair value of these assets usually 
result from the application of lower-of-cost-or-market accounting or write-downs of 
individual assets. (For the years ended December 31, 2017 and 2016, there were no liabilities 
measured at fair value on a non-recurring basis.) 

The following describes the valuation techniques used to measure certain financial assets 
recorded at fair value on a nonrecurring basis in the financial statements. 

Impaired Loans: Loans are designated as impaired when, in the judgment of management 
based on current information and events, it is probable that all amounts due according to the 
contractual terms of the loan agreement will not be collected. Impairment is measured based 
upon the present value of expected future cash flows from the loan discounted at the loan's 
effective rate and the loan's observable market price or the fair value of collateral, if the loan 
is collateral dependent. Fair value is measured using a market approach based on the value of 
the collateral securing the loans. Collateral may be in the form of real estate or business 
assets including equipment, inventory, and accounts receivable. The vast majority of the 
collateral is real estate. The value of real estate collateral is determined utilizing an appraisal 
conducted by an independent, licensed appraiser outside of the bank using comparable 
property sales (Level 2). However, if the collateral is a house or building in the process of 
construction or if an appraisal of the real estate property is over two years old, then the fair 
value is considered Level 3. The value of business equipment is based upon an outside 
appraisal if deemed significant, or the net book value on the applicable business' financial 
statements if not considered significant using observable market data. Likewise, values for 
inventory and accounts receivables collateral are based on financial statement balances or 
aging reports (Level 3). Impaired loans allocated to the Allowance for Loan Losses are 
measured at fair value on a nonrecurring basis. Any fair value adjustments are recorded in 
the period incurred as provision for loan losses expense on the Consolidated Statements of 
Income. 

Assets and liabilities measured at fair value on a non-recurring basis are summarized below: 

Fair Value Measurements at December 31, 2017 

Quoted Prices 
In Active Significant 

Markets for Other Significant 
Total Identical Observable Unobservable 

Carrying Assets Inputs Inputs 
Value {Level 1} {Level 2} {Level 3} 

Impaired Loans $ 1641351 $ $ 831510 $ 8018:11 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 9. FAIR VALUE OF ASSETS AND LIABILITIES (CONTINUED) 

Fair Value Measurements at December 31, 2016 

Quoted Prices 
In Active Significant 

Markets for Other Significant 
Total Identical Observable Unobservable 

Carrying Assets Inputs Inputs 
Value {Level 1} {Level 2} {Level 3} 

Impaired Loans $ 1100~1851 $ $ 151,225 $ 2~1,632 

The estimated fair values, and related carrying or notional amounts, of the company's 
financial instruments are as follows: 

FINANCIAL ASSETS: 

Cash and cash equivalents 
Securities available-for-sale 
Federal Home Loan Bank stock 
Federal Reserve Bank stock 
Loans, net 
Accrued interest receivable 

FINANCIAL LIABILITIES: 

Deposits 
Repurchase agreements 
Accrued interest payable 

NOTE 10. RESTRICTIONS ON DIVIDENDS 

$ 

2017 
Carrying 
Amount 

7,840,521 
36,209,780 

74,800 
36,300 

89,879,663 
340,525 

$ 

December 31 

Fair 
Value 

7,840,521 
36,209,780 

74,800 
36,300 

90,113,574 
340,525 

$ 

2016 
Carrying 
Amount 

18,982,333 
36,607,882 

73,500 
36,300 

88,103,196 
325,411 

$ 

Fair 
Value 

18,982,333 
36,607,882 

73,500 
36,300 

87,781,201 
325,411 

$114,152,748 $113,953,252 $125,845,464 $125,749,353 
3,621,206 3,621,206 2,472,884 2,472,884 

17,356 17,356 18,298 18,298 

The primary source of funds for dividends paid by Mountain-Valley Bancshares, Inc. is 
dividends received from its subsidiary, Mountain Valley Bank, N.A. The approval of the 
regulatory agencies is required if the total of all dividends declared by the subsidiary bank in 
any calendar year exceeds the subsidiary bank's net profits, as defined, for that year 
combined with its retained net profits for the preceding two calendar years. In addition, 
dividends paid by the bank to the company would be prohibited if the effect thereof would 
cause the bank's capital to be reduced below applicable minimum capital requirements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 11. OTHER COMPREHENSIVE INCOME (LOSS) 

Following are the components of other comprehensive income (loss) as of December 31, 2014, 
and for the years ended December 31, 2015, 2016, and 2017: 

Unrealized 
Gain (Loss) Accumulated 

on Securities Minimum Other 
Available- Pension Comprehensive 
For- ale {Liability} Income (Loss) 

Balance December 31, 2014, Accumulated 
Other Comprehensive (Loss), Net of 

Deferred Tax $ (168,368) $ (845,201) $ (1,013,569) 

Other Comprehensive Income - 2015 
Unrealized gains on securities 

available-for-sale 187,038 187,038 
Minimum pension liability (25,576) (25,576) 
Deferred income tax effect {741814) 101231 {641583) 

112,224 (15,345) 96,879 
Balance December 31, 2015, Accumulated 

Other Comprehensive (Loss), Net of 
Deferred Tax (56,144) (860,546) (916,690) 

Other Comprehensive (Loss)- 2016 
Unrealized (losses) on securities 

available-for-sale (433,628) (433,628) 
Reclassification adjustment for realized 

(gains) (1,698) (1,698) 
Minimum pension liability 5,900 5,900 
Deferred income tax effect 1741130 {21360) 1711770 

(261,196) 3,540 (257,656) 
Balance December 31, 2016, Accumulated 

Other Comprehensive (Loss), Net of 
Deferred Tax (317,340) (857,006) (1,174,346) 

Other Comprehensive (Loss)- 2017 
Unrealized gains on securities 

available-for-sale 136,067 136,067 
Minimum pension liability (238,616) (238,616) 
Deferred income tax effect (541427) 951446 411019 

81,640 (143,170) (61,530) 

Reclassification for effect of remeasuring 
deferred tax asset (Note 18) {5L068) (2161705) (2671773) 

Balance December 31, 2017, Accumulated 
Other Comprehensive (Loss), Net of 

Deferred Tax $ (2861168) $ 01216,881) $ '11503,642) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 12. OFF-BALANCE SHEET ACTIVITIES 

The bank is a party to credit-related financial instruments with off-balance-sheet risk in 
the normal course of business to meet the financing needs of its customers. These 
financial instruments include commitments to extend credit, including undisbursed lines 
of credit, as well as letters of credit. Such commitments involve, to varying degrees, 
elements of credit and interest rate risk in excess of the amount recognized in the 
consolidated balance sheets. 

The bank's exposure to credit loss is represented by the contrac~ual amount of these 
commitments. The bank follows the same credit policies in making commitments as it does 
for on-balance sheet instruments. 

At December 31, 2017 and 2016, the following financial instruments were outstanding whose 
contract amounts represent credit risks: 

Commitments to grant loans and extend credit 
Unfunded commitments under lines of credit 
Letters of credit 

$ 

$ 

2017 

979,600 
8,877,100 

91300 
!Mi66:i£UIO 

2016 

$ 1,986,600 
10,081,900 

681500 
$ 12.131!000 

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. Unfunded 
commitments under commercial lines of credit and revolving credit lines are commitments 
for possible future extensions of credit to existing customers. Certain of these commitments, 
such as lines of credit, may expire without being drawn upon. Therefore, the total 
commitment amounts do not necessarily represent future cash requirements. The amount 
and type of collateral obtained, if deemed necessary by the bank, is based on management's 
credit evaluation of the customer. 

Letters of credit are conditional lending commitments issued by the bank to guarantee the 
performance of a customer to a third party. Those letters of credit are primarily issued to 
support private borrowing arrangements. Essentially all letters of credit issued have 
expiration dates within one year. The credit risk involved in issuing letters of credit is 
essentially the same as that involved in extending loans to customers. The bank's policy for 
obtaining collateral, and the nature of such collateral, is essentially the same as that involved 
in making commitments to extend credit. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 13. RELATED PARTY TRANSACTIONS 

NOTE 14. 

In the ordinary course of business, the bank has granted loans to executive officers, directors 
and their affiliates. Set forth below is a summary of the related party loan activity for the 
years ended December 31, 2017 and 2016: 

2017 2016 
Balance, beginning $ 456,669 $ 371,868 

New loans 710,031 308,545 
Repayments {4812587) {2232744) 

Balance, ending $ 685.113 $ 456.669 

EMPLOYEE BENEFIT PLANS 

The subsidiary bank has a defined benefit pension plan covering all eligible employees. 
According to the plan, employees must work a minimum of 1,000 hours during the 
first twelve months and attain age 21 before they are eligible to participate. To be 
f oily vested, employees must be employed for three years. 

Included in accumulated other comprehensive income at December 31, 2017 are the following 
amounts that have not yet been recognized in net periodic pension cost: unrecognized prior 
service costs of $5,912 ($4,316, net of tax) and unrecognized actuarial losses of $1,672,872 
($1,221,197, net of tax). The prior service cost and actuarial loss included in accumulated 
other comprehensive income and expected to be recognized in net periodic pension cost during 
the fiscal year ended December 31, 2018 is $5,912 ($4,316, net of tax), and $79,143 ($57,774, 
net of tax), respectively. 

Net periodic pension cost included the following components: 

Year Ended December 31 2 

2017 2016 2015 
Service cost $ 160,842 $ 157,895 $ 157,672 
Interest cost 165,270 170,031 156,052 
Expected return on plan assets (223,455) (207,516) (219,619) 
Recognized net actuarial loss 72,992 76,373 70,369 
Amortization of prior service cost {62569) {62569) {62569) 
Total Pension Expense $ 169.080 $ 190.214 $ 157.905 

Weighted-average assumption: 
Discount rate 4.25% 4.50% 4.25% 
Expected return on assets 6.75% 7.00% 7.75% 
Rate of compensation increase 3.00% 3.50% 3.50% 

The expected long-term rate of return on plan assets is based on historical returns of various 
benchmark indices and the plan's current asset mix. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 14. EMPLOYEE BENEFIT PLANS (CONTINUED) 

The reconciliation of the beginning and ending balances of the projected benefit obligation 
and the fair value of plan assets for the years ended December 31, 2017 and 2016 are as 
follows: 

Change in projected benefit obligation 
Projected benefit obligation at beginning of year 
Service cost 
Interest cost 
Actuarial gain (loss) 
Benefits paid 
Projected benefit at end of the year 

Change in plan assets 
Fair value of plan assets at beginning of year 
Actual return on plan assets 
Benefits paid 
Employer contributions 
Administrative expenses 
Fair value of plan assets at end of year 
Funded status 

Weighted-average assumptions at end of year: 
Discount rate 
Rate of compensation increase 

Mortality table assumptions at end of year: 

December 31. 
2017 2016 

$ 3,926,648 
160,842 
165,270 
456,861 

(137,325) 
4,572,296 

3,265,360 
392,473 

(137,325) 
220,000 
(17,196) 

3,723,312 
$ (848,984) 

3.75% 
3.00% 

$ 3,817,746 
157,895 
170,031 
45,591 

(264,615) 
3,926,648 

2,920,772 
204,246 

(264,615) 
420,000 
(15,043) 

3,265,360 
$ (661.288) 

4.25% 
3.00% 

December 31, 

Post-Retirement 

Retirees/Beneficiaries 

2017 

RP-2014 Adj. to 2006 
Proj. with MP-2017 

post-2006 

RP-2014 Adj. to 2006 
Scale MP-2017 

post-2006 

39 

2016 

RP-2000 Generational 
Proj. with Scale AA 

RP-2014 Adj. to 2006 
Scale MP-2016 

post-2006 

I , 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 14. EMPLOYEE BENEFIT PLANS (CONTINUED) 

Amounts recognized in the statement of financial position consist of: 

Noncurrent assets 
Noncurrent liabilities 

2017 
$ 817,976 

(1,666,960) 
$ (848.984) 

2016 
$ 767,056 

(1,428,344) 
$ (661.l88) 

Amounts recognized in accumulated other comprehensive income (loss) (net of tax effect) 
consist of: 

2017 2016 
Unrecognized actuarial (losses) gains $ (139,228) $ 7,482 
Unrecognized prior service costs (3,942) (3,942) 

$ (143,170) $ 3,540 

The accumulated benefit obligation for the defined benefit pension plan was $3,719,079 and 
$3,159,903 at December 31, 2017 and 2016, respectively. 

The subsidiary bank's pension plan asset allocations at December 31, 2017 and 2016, are as 
follows: 

Asset Category 

Cash and cash equivalents 
Bonds, bond funds and other 

fixed income 
Equity securities 
Total 

Percentage of Plan Assets 
at December 31, 

2017 2016 

4% 

43% 
53% 

100% 

12% 

39% 
49% 

100% 

The subsidiary bank's weighted-average asset allocations at December 31, 2017 and 2016, 
were approximately: 

Weighted-Average 
Target Plan Percentage of Plan Assets 
Asset Allocation at December 31, 

Asset Category Mix Range 2017 2016 

Cash and cash equivalents 2% 0-10% 4% 12% 
Bonds, bond funds and other 

fixed income 49% 45-55% 43% 39% 
Equities (common stock and 

stock funds) 49% 45-55% 53% 49% 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 17. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY 

The investment of the company (Mountain-VaUey Bancshares, Inc.) in its wholly-owned 
subsidiary Mountain Valley Bank, N.A., is presented on the equity method of accounting. 
The company's balance sheets at December 31, 2017 and 2016, as well as the related 
statements of income and cash flows for the years ended December 31, 2017, 2016, and 
2015, are as follows: 

BALANCE SHEETS 
December 31, 2017 and 2016 

ASSETS 
Cash 
Investment in Mountain Valley Bank, N.A. 
Premises and equipment 

TOTAL ASSETS 

LIABILITIES 
Other liabilities 

TOTAL LIABILITIES 

STOCKHOLDERS' EQUITY 

TOTAL LIABILITIES AND 
STOCKHOLDERS' EQUITY 

47 

2017 

$ 295,020 
17,166,916 

34,875 

$ 17.496.811 

$ 39,352 

39 352 

17,457,459 

$ 17.496.811 

2016 

$ 282,139 
16,852,255 

40,240 

$ 17.174.634 

$ 39,314 

39 314 

17,135,320 

$ 17,174.634 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 17. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY (CONTINUED) 

STATEMENTS OF INCOME 
Years Ended December 31, 2017, 2016, and 2015 

2017 2016 2015 
INCOME 
Dividend from bank subsidiary $ 418,206 $ 397,296 $ 376,385 
Other 18,360 18,360 17,100 

436,566 415,656 3932485 
EXPENSES 
Other 6,182 6,179 6,168 

6,182 6,179 6,168 

Income Before Income Taxes and 
Equity in Undistributed Net Income 
of Subsidiary 430,384 409,477 387,317 

INCOME TAX 4,700 4,700 4,170 
425,684 404,777 383,147 

Equity in Undistributed Net Income 
of Bank Subsidiary 376,191 328,905 480,868 

NET INCOME $ 8011815 $ 13Jifi82 $ 86~1015 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 17. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY (CONTINUED) 

NOTE 18. 

STATEMENTS OF CASH FLOWS 
Years Ended December 31, 2017, 2016, and 2015 

2017 2016 2015 
Cash Flows From Operating Activities: 
Net Income $ 801,875 $ 733,682 $ 864,015 
Adjustments to reconcile net income 

to net cash provided by operating 
activities: 

Equity in undistributed net 
income of bank subsidiary (376,191) (328,905) (480,868) 

Depreciation and amortization 5,365 5,365 5,365 
Increase (decrease) in other liabilities 38 1,348 (10,829) 

NET CASH PROVIDED BY 
OPERATING ACTIVITIES 431,087 411,490 377,683 

Cash Flows from Financing Activities: 
Dividends paid {418,206) {397,296) (376,385) 

NET CASH (USED IN) FINANCING 
ACTIVITIES {418,206) {397,296) {376,385) 

Net Increase in Cash 12,881 14,194 1,298 

Cash at Beginning of Year 282,139 267,945 266,647 

Cash at End of Year $ 295.020 $ 282.139 $ 267.945 

CHANGE IN ACCOUNTING PRINCIPLE 

For the year ended December 31, 2017, the company adopted ASU 2018-02 -
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income. 
Prior to the issuance of ASU 2018-02, generally accepted accounting principles required 
deferred tax liabilities and assets to be adjusted for the effect of a change in tax laws or 
rates with the effect included in income from continuing operations in the reporting period 
that includes the enactment date, including situations in which the related income tax effect 
of items in accumulated other comprehensive income were originally recognized in other 
comprehensive income, rather than in net income. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
MOUNTAIN-VALLEY BANCSHARES, INC. 

NOTE 18. CHANGE IN ACCOUNTING PRINCIPLE (CONTINUED) 

The amendments in ASU 2018-02 allow reclassification from accumulated other 
comprehensive income to retained earnings for stranded tax effects resulting from the 
newly enacted federal corporate income tax rate. The amount of the reclassification is 
equal to the difference between the historical statutory federal corporate income tax rate of 
34% and the newly enacted 21 % statutory federal corporate income tax rate. 
Consequently, the adoption of ASU 2018-02 eliminates the stranded tax effects associated 
with the change in the federal corporate income tax rate in the Tax Cuts and Jobs Act of 
2017 and improves the usefulness of the information reported in these financial statements. 
The adoption of ASU 2018-02 was applied retrospectively by the company. 

The effect of the change in accounting principle is as follows: 

Prior to 
Adoption of 
ASU 2018-02 

December 31. 2017 
After 

Adoption of 
ASU 2018-02 

Effect of 
Change 

Accumulated other 
comprehensive 
(loss) $ (1,235,876) $ (1,503,649) $ (267,773) 

Retained earnings 19,797,764 20,065,537 267,773 

NOTE 19. SUBSEQUENT EVENTS 

The company has evaluated subsequent events through February 22, 2018, the date these 
consolidated financial statements were available to be issued. No material subsequent events 
have occurred since December 31, 2017, requiring recognition or disclosure. 
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