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It is our sincere privilege to provide you with Freedom Bancorp’s 2019 Annual Report. 2019 was a 
unique year in the banking industry and presented our Bank with a new set of challenges. Interest 
rate turmoil and fierce competition from local, regional and national banks has compressed interest 
margins, and changes in the State tax code increased our State tax liability significantly. Despite these 
obstacles, Freedom performed exceptionally well, growing at a pace well above its peers, and by year-
end was again one of the top-rated banks in the State of New Jersey.

We are proud to report that Freedom Bancorp grew total assets 10.5% from $424.7 million to $469.2 
million. This increase was driven by local, organic growth and, most importantly, by a prudent and 
sound loan pipeline. The total loan portfolio grew to $409.7 million compared to $384.7 million at 
the end of 2018, due to total loan closings of more than $121 million. Freedom Bancorp consistently 
produces and services one of the highest performing loan portfolios of any bank in our asset class 
nationally. Additionally, we were able to grow the deposit base largely in tandem with loans, as total 
deposits grew from $333.9 million to $390 million or 16.8%.

Freedom ended 2019 with $3.0 million in net income, and while that was 25.8% less than last year, in 
light of the numerous headwinds we faced, it was still a solid result. There were two primary factors 
that led to the decline in net income: (i) we made a substantial investment in improving our branch 
network and our online presence, and (ii) we experienced a compression in our net interest margin 
due to wide fluctuations in the interest rate markets that had a dramatic effect on the entire financial 
industry. Despite the margin compression, negative tax changes and growth-related expenses, 
Freedom continues to perform strongly as compared to its peers. After conversion of the outstanding 
preferred stock to common on January 1, 2019, book value was $17.44 per share. By the end of 2019 
book value had increased to $19.02 per share, representing a 9.1% increase. The Bank substantially 
outpaced its peer group in return on equity, ending the year at 7.54%, which was 2.33% higher than the 
state average for our asset class.

As we look forward to 2020 and beyond, our commitment to community and growth remains steadfast. 
Our East Rutherford branch location is open and ready for new business! We are extremely excited to 
be able to serve the local community in East Rutherford, and we feel confident this strategic location 
will serve Freedom well as a gateway into Passaic and Hudson counties.

The Bank’s vision of high-tech, high-touch will be an increasing theme in 2020. With the launch of our 
newly redesigned website we have added the ability to open deposit accounts and apply for mortgage 
loans online, as well as many other technological enhancements, providing greater functionality and 
convenience. In addition to the website upgrade, we have introduced the High Yield Savings account, 
which provides a spectacular rate of return and ease of use.

We hope to see you soon and we look forward to continued growth in 2020.
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BALANCE  SHEET DELINQUENCY RATIO

NET INCOME

12/2017 12/2018 12/2019

NET INCOME

The balance sheet below highlights our 
Assets, Loans and Deposits from:

The chart below shows our net income 
status from 12/2017, 12/2018 and 12/2019 The chart below shows our Stockholder’s Equity

from 12/2017, 12/2018 and 12/2019

The chart below depicts our delinquency ratio of loans which are contractually 60 
days delinquent or more. The chart reflects 12/2017, 12/2018 and 12/2019.
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Independent Auditor’s Report 
 
 
The Board of Directors of Freedom Bancorp, Inc.: 

Report on the Consolidated Financial Statements 

We have audited the accompanying consolidated financial statements of Freedom Bancorp, Inc. and 
subsidiaries which comprise the consolidated balance sheets as of December 31, 2019 and 2018, and 
the related consolidated statements of net income, comprehensive income, changes in shareholders’ 
equity and cash flows for the years then ended, and the related notes to the consolidated financial 
statements.   

Management’s Responsibility for the Consolidated Financial Statements 

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

Auditor’s Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our 
audits.  We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America.  Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the 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 auditors consider 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.  
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Freedom Bancorp, Inc. and subsidiaries as of December 31, 2019 and 
2018, and the results of their operations and their cash flows for the years then ended in accordance 
with accounting principles generally accepted in the United States of America.  
 

 
Boston, Massachusetts  
February 28, 2020 
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Freedom Bancorp, Inc. and Subsidiaries 

Consolidated Balance Sheets 

2019 2018

share data)

Cash and due from banks 4,948$       3,976$       
Federal funds sold 42,359       24,183       
    Cash and cash equivalents 47,307       28,159       
Certificates of deposit with banks 762            762            
Securities available for sale, at fair value 188            342            
Securities held to maturity (fair value of $1,406 in 2019 
   and $1,440 in 2018) 1,389         1,431         
Loans, net of allowance for loan losses of $4,921
    in 2019 and $4,632 in 2018 403,600     379,005     
Premises and equipment, net 1,581         1,786         
Accrued interest receivable 1,679         1,567         
Restricted equity securities 1,738         2,411         
Deferred income taxes 1,072         739            
Bank-owned life insurance 8,250         8,046         
Other assets 1,675         469            

469,241$   424,717$   

Deposits:
   Non-interest bearing 45,831$     43,631$     
   Interest bearing 344,120     290,239     
                      Total deposits 389,951     333,870     

Borrowings 26,806       42,936       
Subordinated debentures 12,000       12,000       
Accrued interest payable 949            657            
Other liabilities 2,086         1,005         
                      Total liabilities 431,792     390,468     

Shareholders' equity:
    Preferred stock, Series B: $4,425,000 liquidation value; 9% 
          non-cumulative -                 9                
    Additional paid-in capital - preferred stock -                 4,398         
    Common stock, par value $5 per share; 5,000,000 shares
       authorized; shares issued (2019- 2,023,590; 2018 - 1,648,271);
       shares outstanding (2019 - 1,968,540; 2018 - 1,593,221) 10,118       8,241         
    Additional paid-in capital - common stock 11,140       8,386         
    Treasury stock, at cost (55,050 shares) (716)           (716)           
    Retained earnings 16,903       13,925       
    Accumulated other comprehensive income 4                6                
                      Total shareholders' equity 37,449       34,249       

469,241$   424,717$   

Liabilities and Shareholders' Equity

(In thousands, except 

December 31, 

Assets

 
The accompanying notes are an integral part of these consolidated financial statements.  
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Freedom Bancorp, Inc. and Subsidiaries 

Consolidated Statements of Net Income 

2019 2018

Interest and dividend income:
    Loans, including fees 21,384$      19,122$      
    Securities 158             131             
    Interest-bearing deposits and other 69               25               
    Federal funds sold 955             431             
               Total interest and dividend income 22,566        19,709        

Interest expense:
    Deposits 7,329          4,400          
    Borrowings 1,440          1,062          
               Total interest expense 8,769          5,462          

Net interest income 13,797        14,247        
Provision for loan losses 330             606             

Net interest income, after provision for loan losses 13,467        13,641        

Non-interest income:
    Service charges and fees 473             291             
    Gain on sale of loans 35               91               
    Bank-owned life insurance 204             243             
               Total non-interest income 712             625             

Non-interest expenses:
    Salaries and employee benefits 5,639          4,901          
    Occupancy and equipment 1,246          1,128          
    Professional fees 627             778             
    Data processing 731             567             
    Advertising and promotion 583             730             
    Other 1,304          1,113          
                Total non-interest expenses 10,130        9,217          

Income before income taxes 4,049          5,049          

Provision for income taxes 1,071          1,039          

Net income 2,978          4,010          

Preferred stock dividends -                  265             

Net income available to common shareholders 2,978$        3,745$        

(In thousands)

Years Ended December 31, 

 
The accompanying notes are an integral part of these consolidated financial statements. 
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Freedom Bancorp, Inc. and Subsidiaries 

Consolidated Statements of Comprehensive Income 

 

2019 2018

Net income 2,978$       4,010$       

Other comprehensive loss:
Unrealized losses on securities available-for-sale (3)               (16)             
Tax effects 1                5                

                   Total other comprehensive loss (2)               (11)             

                   Comprehensive income 2,976$       3,999$       

(In thousands)

Years Ended December 31, 

 

 
The accompanying notes are an integral part of these consolidated financial statements.
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Freedom Bancorp, Inc. and Subsidiaries 

Consolidated Statements of Cash Flows 

 
 

2019 2018

Cash flows from operating activities:
    Net income 2,978$       4,010$       
    Adjustments to reconcile net income to net cash
        provided by operating activities:
            Provision for loan losses 330            606            
            Depreciation and amortization expense 524            452            
            Securities (accretion) amortization, net (3)               16              
            Amortization (accretion) of deferred loan costs 84              (20)             
            Deferred income taxes (332)           (89)             
            Stock-based compensation expense 174            145            
            Increase in cash surrender value of bank-owned
                life insurance (204)           (243)           
            Increase in accrued interest receivable (112)           (175)           
            Increase in prepaid expenses and other (1,206)        (253)           
            Increase in accrued interest payable 292            510            
            (Decrease) increase in other liabilities 1,081         (363)           
                     Net cash provided by operating activities 3,606         4,596         

Cash flows from investing activities:
    Purchases of securities held-to-maturity (200)           (1,117)        
    Proceeds from maturities, calls and principal
         repayments of securities 396            607            
    Purchases of restricted equity securities (545)           (1,395)        
    Redemption of restricted equity securities 1,218         274            
    Net increase in loans (25,009)      (38,383)      
    Purchases of premises and equipment (319)           (751)           
                  Net cash used by investing activities (24,459)      (40,765)      

(In thousands)

Years Ended December 31, 

 
 

(continued) 

The accompanying notes are an integral part of these consolidated financial statements.  
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Freedom Bancorp, Inc. and Subsidiaries 

Consolidated Statements of Cash Flows (Concluded) 

 

2019 2018

Cash flows from financing activities:
    Repurchase of common stock -                 (117)           
    Dividends paid on preferred stock -                 (265)           
    Proceeds from redemption of warrants 50              -                 
    Net increase in deposits 56,081       6,300         
    Proceeds from issuance of subordinated debt -                 12,000       
    Repayment of note payable -                 (4,000)        
    Proceeds of FHLB borrowings 10,000       30,000       
    Repayment of FHLB borrowings (26,130)      (6,071)        
                  Net cash provided by financing activities 40,001       37,847       

Net change in cash and cash equivalents 19,148       1,678         

Cash and cash equivalents at beginning of year 28,159       26,481       

Cash and cash equivalents at end of year 47,307$     28,159$     

Supplemental cash flow information:
    Cash paid during the year for:
        Interest 8,477$       4,952$       
        Income taxes 800            1,669         

(In thousands)

Years Ended December 31, 

 

 

The accompanying notes are an integral part of these consolidated financial statements.  
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements 

Years Ended December 31, 2019 and 2018 

1.   SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  

 Organization and Nature of Operations 

Effective September 30, 2016, the shareholders of Freedom Bank (the “Bank”) approved a 
corporate reorganization pursuant to which a holding company, Freedom Bancorp, Inc. 
(the “Company”) became the sole stockholder of the Bank. Each outstanding share of the 
common stock of the Bank was exchanged for one share of common stock of the 
Company. After consummation, all of the stockholders of the Bank became stockholders 
of Freedom Bancorp, Inc. The Company is subject to the regulations of the Federal 
Reserve Bank of New York. The business of the Company is the ownership and operation 
of the Bank. 

The Bank is a commercial bank that commenced operations on April 17, 2008. The Bank 
is regulated by the New Jersey Department of Banking and Insurance (“NJDOBI”) and 
insured by the Federal Deposit Insurance Corporation. The Bank maintains its 
administrative offices in Maywood, New Jersey. The primary areas served by the Bank are 
the counties of Bergen and Hudson, both of which are located in northern New Jersey. 

Freedom Investment Company, Inc. (“FIC”) was formed in 2014. FIC was incorporated in 
New Jersey as a wholly-owned subsidiary of the Bank. FIC’s primary activity is the 
ownership and operation of Freedom Asset Holdings 2, Inc. (“FAH2”), a Delaware 
corporation. FAH2 is 100% owner of Freedom Real Estate Holding, Inc. (“REIT”), a New 
Jersey corporation.  FIC, a New Jersey corporation, owns 100% of the common stock of 
FAH2.  

The accounting and financial reporting policies of the Company and Bank conform to 
accounting principles generally accepted in the United States of America (“GAAP”) and to 
general practices within the banking industry. The policies that materially affect the 
determination of financial position, results of operations and cash flows are summarized 
below. 

 Principles of Consolidation 

The consolidated financial statements include the accounts of the Company and its 
wholly-owned or controlled subsidiaries, the Bank, FIC, FAH2 and the REIT. All 
significant intercompany balances and transactions have been eliminated in consolidation. 
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

 Use of estimates 

In preparing the consolidated financial statements in conformity with GAAP, management 
is required to make estimates and assumptions that affect the reported amounts of assets 
and liabilities as of the date of the consolidated financial statements 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 relates to the determination of the adequacy of the allowance for loan losses 
and realization of deferred tax assets. 

While management uses available information to recognize allowance for losses on loans, 
future additions to the allowance may be necessary based on changes in the economic 
conditions of the Bank’s market area. In addition, various regulatory agencies, as an 
integral part of their examination process, periodically review the Bank’s allowance for 
losses on loans. Such agencies may require the Bank to recognize additions to the 
allowance based on their judgments of information available to them at the time of their 
examination. 

Significant Group Concentrations of Credit Risk  

Most of the Company’s lending activities are with customers located within northern New 
Jersey.  The Company does not have any significant concentrations to any one industry or 
customer.    

Reclassification  

Certain amounts in the 2018 consolidated financial statements have been reclassified to 
conform to the 2019 presentation. 

 Cash and cash equivalents  

For purposes of the consolidated statement of cash flows, cash and cash equivalents 
include cash and amounts due from banks and federal funds sold, all of which mature 
within ninety days.   
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Fair Value Hierarchy  

The Company groups its assets and liabilities 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 1 – Valuation is based on quoted prices in active markets for identical assets or 
liabilities.  Valuations are obtained from readily available pricing sources for market 
transactions involving identical assets or liabilities.  

Level 2 – Valuation is based on observable inputs other than Level 1 prices, such as 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 assets or liabilities.    

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 
unobservable inputs to pricing models, discounted cash flow methodologies, or similar 
techniques, as well as instruments for which the determination of fair value requires 
significant management judgment or estimation.    

Transfers between levels are recognized at the end of a reporting period, if applicable.   

Securities 

Investment securities are classified as “available for sale” or “held to maturity” at the date 
of purchase. The Bank does not hold trading securities. 

Investment securities that are held for indefinite periods of time but not necessarily to 
maturity, including securities that are used as part of the Bank’s asset/liability management 
strategy and possibly sold in response to changes in interest rates, prepayments and similar 
factors are classified as “available for sale.” These securities are carried at fair value, with 
any temporary unrealized holding gains and losses reported, net of related income tax 
effect, in a separate equity component of accumulated other comprehensive income. 

Investment securities that the Bank has the intent and ability to hold to maturity 
considering all reasonably foreseeable events or conditions are classified as “held to 
maturity.” These securities are carried at cost adjusted for amortization of premiums and 
accretion of discounts. 
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Securities (concluded) 

Purchase discounts are recognized in interest income using the interest method over the 
terms of the securities.  Purchase premiums are recognized in interest income using the 
interest method through the earliest call date.  Gains and losses on the sale of securities are 
recorded on the trade date and are determined using the specific identification method. For 
the years ended December 31, 2019 and 2018, the Bank had no realized gains or losses. 

Declines in the fair value of securities below their cost that are deemed to be other than 
temporary are separated into (a) the amount of the total other-than-temporary impairment 
related to a decrease in cash flows expected to be collected from the debt security (the 
credit loss) and (b) the amount of the total other than temporary impairment related to all 
other factors. The amount of the total other-than-temporary impairment related to the credit 
loss is recognized in earnings. The amount of the total other than temporary impairment 
related to all other factors is recognized in other comprehensive income (loss). Factors 
affecting the determination of whether an other than temporary impairment has occurred 
include a downgrading of the security by a rating agency, a significant deterioration in the 
financial condition of the issuer, or a conclusion that management would not have the 
intent and ability to hold a security for a period of time sufficient to allow for any 
anticipated recovery in fair value. There were no other-than-temporary impairment charges 
on available for sale or held to maturity securities during 2019 or 2018. 

Restricted Equity Securities 

The Bank holds restricted equity investments in Atlantic Community Bankers’ Bank 
(“ACBB”), Connecticut On-Line Computer Center, Inc. (“COCC”) and in the Federal 
Home Loan Bank of New York (“FHLB”).  Based on redemption provisions, the 
investments have no quoted market values and are carried at cost.  The Bank reviews for 
impairment based on the ultimate recoverability of the cost basis in the investments.  As of 
December 31, 2019 and 2018, no impairment has been recognized.   

Loans 

Loans receivable that management has the intent and the Bank has the ability to hold for 
the foreseeable future or until maturity or payoff are stated at their outstanding unpaid 
principal balances, net of an allowance for loan losses and any deferred fees or costs. 
Interest income is accrued on the unpaid principal balance. Loan origination fees, net of 
certain direct origination costs, are deferred and recognized as an adjustment of the yield of 
the related loans using the interest method. 

Commercial loans consist of the following classes: construction, commercial and industrial 
loans and commercial real estate loans. Consumer loans consist of the following classes: 
residential first mortgage loans, home equity loans and consumer loans. 
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Loans (concluded) 

The accrual of interest is discontinued when the contractual payment of principal or 
interest becomes 90 days past due or when management has serious doubts about further 
collectability of principal or interest, even though the loan is currently performing.  Past 
due status is based on the contractual terms of the loan.  A loan may remain on accrual 
status if it is in the process of collection and is either guaranteed or well secured. When a 
loan is placed on nonaccrual status, unpaid interest credited to income is reversed and 
charged to earnings. Interest received on nonaccrual loans generally is either applied 
against principal or reported as interest income, according to management’s judgment as to 
the collectability of principal. Generally, loans are restored to  accrual status when the 
obligation is brought current, has performed in accordance with the contractual terms for a 
reasonable period of time (at least six months) and the ultimate collectability of the total 
contractual principal and interest is no longer in doubt. 

 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.  This 
evaluation is inherently subjective, as it requires estimates that are susceptible to 
significant revision as more information becomes available.  The allowance consists of 
general, allocated and unallocated components, as further described below. 

General component 

The general component of the allowance for loan losses is based on historical loss 
experience adjusted for qualitative factors. The general component is stratified by the 
following loan segments: construction, commercial real estate, commercial and consumer.  
The Bank currently determines its provision for loan losses using a combination of its own 
historical loss experience combined with known factors and circumstances about its 
existing loan portfolio. This historical loss factor is adjusted for the following qualitative 
factors: levels/trends in delinquencies and non-accrual loans; trends in volume and terms 
of loans; effects of changes in credit policies, procedures and practices; 
experience/ability/depth of lending management and staff; national and local economic 
trends and conditions; changes in the quality of the loan review system; changes in the 
value of underlying collateral; and concentrations of credit.  There were no changes in the 
Company’s policies or methodology pertaining to the general component of the allowance 
for loan losses during 2019.    
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

 Allowance for Loan Losses (continued) 

General component (continued) 

For all of its loan segments discussed below, management adheres to a credit policy 
designed to minimize credit risk while generating the maximum income given the level of 
risk. Management reviews and approves these policies and procedures on a regular basis 
with subsequent approval by the Board of Directors annually. A reporting system 
supplements the review process by providing management with frequent reports 
concerning loan production, loan quality, concentrations of credit, loan delinquencies, non-
performing, and potential problem loans. Loan portfolio diversification is an important 
factor utilized by management to manage its risk across business sectors and through 
cyclical economic circumstances. 

The qualitative factors are determined based on the various risk characteristics of each loan 
segment. Risk characteristics relevant to each portfolio segment are as follows: 

Commercial real estate loans are secured primarily by commercial retail space and office 
buildings and are subject to underwriting standards and processes similar to commercial 
and industrial loans. These loans are viewed primarily as cash flow loans and secondarily 
as loans secured by real property. These types of loans generally involve larger principal 
balances and longer repayment periods as compared to commercial and industrial loans. 
The repayment of most commercial real estate loans is dependent upon the cash flow 
generated from the property securing the loan or the business that occupies the property. 
Commercial real estate loans may be more adversely affected by conditions in the real 
estate markets or in the general economy and, accordingly, conservative loan to value 
ratios based on independent appraisals are required at origination, as well as stress testing 
to evaluate the impact of market changes relating to key underwriting elements. The 
properties securing the commercial real estate portfolio represent diverse types, with most 
properties located within the Bank’s primary markets. 

With respect to construction loans to developers and builders, the Bank originates and 
manages commercial and residential construction loans primarily structured on a non-
revolving basis, depending on  the  nature of  the  underlying development project. These 
loans are generally secured by the real estate to be developed and may also be secured by 
additional real estate to mitigate the risk. Non-revolving construction loans often involve 
the disbursement of substantially all committed funds with repayment substantially 
dependent on the successful completion and sale, or lease, of the project. Sources of 
repayment for these types of loans may be from conversion to permanent loans extended 
by the Bank, sales of developed property, or permanent financing obtained elsewhere. 
Revolving construction loans (generally relating to single family residential construction)  
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

 Allowance for Loan Losses (continued) 

General component (concluded) 

are controlled with loan advances and are generally dependent upon the sale of the 
commercial or residential housing units financed. These loans are closely monitored by on-
site inspections and are considered to have higher risks than other real estate loans because 
their ultimate repayment is sensitive to interest rate changes, governmental regulation of 
real property, general economic conditions and the availability of long-term financing. 

The Bank’s commercial and industrial loan portfolio is granted to customers of proven 
ability, strong repayment performance, and high character. Underwriting standards are 
designed to assess the borrower’s ability to generate recurring cash flow sufficient to meet 
the debt service requirements of loans granted. While such recurring cash flow serves as 
the primary source of repayment, a significant number of the loans are collateralized by 
borrower assets intended to serve as a secondary source of repayment should the need 
arise. Such collateralized assets may include inventory, machinery and equipment, 
receivables and real estate. Anticipated cash flows of borrowers, however, may not be as 
expected and the collateral securing these loans may fluctuate in value. Short-term loans 
may be made on an unsecured basis based on a borrower’s financial strength and past 
performance. The Bank, in most cases, will obtain the personal guarantee of the borrower’s 
principals to mitigate the risk. 

The Bank’s consumer loans portfolio consists primarily of residential first mortgage loans, 
secured by one- to four-family and multi-family residential properties, and home equity 
loans and lines of credit. These loans are secured by first or second liens on either owner-
occupied or investment residential properties. These loans can be affected by economic 
conditions and the value of the underlying properties. The risk is considered relatively low 
as the Bank maintains conservative underwriting standards and does not have sub-prime 
loans in its loan portfolio. The consumer loan portfolio also includes smaller exposure (less 
than 1% of total loans at December 31, 2019) to unsecured and non-real estate secured 
personal loans. 
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

 Allowance for Loan Losses (concluded) 

Allocated component  

The allocated component relates to loans that are classified as impaired.  Based on internal 
credit ratings, commercial, commercial real estate and construction loans exceeding certain 
dollar amounts are evaluated for impairment on a loan-by-loan basis.  Impairment is 
measured by either the present value of expected future cash flows discounted at the loan’s 
effective interest rate or the fair value of the collateral if the loan is collateral dependent.  
An allowance is established when the discounted cash flows (or collateral value) of the 
impaired loan is lower than the carrying value of that loan.  Large groups of smaller 
balance homogeneous loans are collectively evaluated for impairment.  Accordingly, the 
Company does not separately identify individual consumer and residential real estate loans 
for impairment disclosures, unless such loans are subject to a troubled debt restructuring 
(“TDR”) agreement.  

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.    

The Company periodically may agree to modify the contractual terms of loans.  When a 
loan is modified and a concession is made to a borrower experiencing financial difficulty, 
the modification is considered a TDR.  All TDRs are initially classified as impaired.    

Unallocated component  

An unallocated component is maintained to cover uncertainties that could affect 
management’s estimate of probable losses.  The unallocated component of the allowance 
reflects the margin of imprecision inherent in the underlying assumptions used in the 
methodologies for estimating allocated and general reserves in the portfolio. 
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

 Interest Rate Risk  

The Bank is principally engaged in the business of attracting deposits from the general 
public and using those deposits, together with other borrowed funds, to make commercial, 
real estate and consumer loans, and to invest in overnight and term investment securities. 
Inherent in such activities is the potential for the Bank to assume interest rate risk that 
results from differences in the maturities and repricing characteristics of assets and 
liabilities. For this reason, management regularly monitors the level of interest rate risk and 
the potential impact on net income. 

 Premises and Equipment 

Premises and equipment are stated at cost less accumulated depreciation and amortization. 
Depreciation is recorded utilizing the straight-line method over the estimated useful lives 
of leased bank premises and equipment, generally 3 to 10 years. Leasehold improvements 
are amortized over the lesser of their useful lives or the lease term, generally 10 to 15 
years. Maintenance and repairs are charged to expense as incurred. 

 Bank-Owned Life Insurance 

The Bank invests in bank-owned life insurance (“BOLI”) as a source of funding for 
employee benefit expenses. BOLI involves the purchase of life insurance by the Bank on a 
chosen group of employees and directors. The Bank is the owner and beneficiary of the 
policies. BOLI policies are reflected on the consolidated balance sheets at cash surrender 
value. The changes in the net cash surrender value, as well as insurance proceeds received 
in excess of cash surrender value, are reflected in non-interest income in the consolidated 
statements of net income and are not subject to income taxes. 

Transfers of Financial Assets  

Transfers of an entire financial asset, a group of entire financial assets, or a participating 
interest in an entire financial asset are accounted for as sales when control over the assets 
has been surrendered.  Control over transferred assets is deemed to be surrendered when 
(1) the assets have been isolated from the Company, (2) the transferee obtains the right to 
pledge or exchange the transferred assets, and (3) the Company does not maintain effective 
control over the transferred assets. 
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)  

Transfers of Financial Assets (concluded) 

During the normal course of business, the Company may transfer a portion of a financial 
asset, for example, a participation loan or the government guaranteed portion of a loan.  In 
order to be eligible for sales treatment, the transfer of the portion of the loan must meet the 
criteria of a participating interest.  If it does not meet the criteria of a participating interest, 
the transfer must be accounted for as a secured borrowing.  In order to meet the criteria for 
a participating interest, all cash flows from the loan must be divided proportionately, the 
rights of each loan holder must have the same priority, the loan holders must have no 
recourse to the transferor other than standard representations and warranties and no loan 
holder has the right to pledge or exchange the entire loan. 

Income Taxes 

Deferred income tax assets and liabilities are determined using the liability (or balance 
sheet) method.  Under this method, the net deferred tax asset or liability is determined 
based on the tax effects of the temporary differences between the book and tax bases of the 
various balance sheet assets and liabilities and gives current recognition to changes in tax 
rates and laws in the period of enactment.  A valuation allowance is established against 
deferred tax assets when, based upon the available evidence including historical and 
projected taxable income, it is more likely than not that some or all of the deferred tax 
assets will not be realized.    

The Bank records interest and penalties as part of income tax expense. No interest or 
penalties were recorded for the years ended December 31, 2019 and 2018. 

Advertising Costs 

Advertising costs are expensed as incurred. 

Comprehensive Income 

Accounting principles generally require that recognized revenue, expenses, gains and 
losses be included in net income.  Although certain changes in assets and liabilities, such 
as unrealized gains and losses on available for sale securities, are reported as a separate 
component of the equity section of the consolidated balance sheets. Such items, along with 
net income, are components of comprehensive income. 

Treasury Stock 

Common stock shares repurchased are recorded as treasury stock at cost. 
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (concluded)  

Off-balance Sheet Financial Instruments 

In the ordinary course of business, the Bank has entered into off-balance sheet financial 
instruments consisting of commitments to extend credit and letters of credit. Such financial 
instruments are recorded in the consolidated balance sheets when they are funded (see 
Note 12). 

Recent Accounting Pronouncements 

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting 
Standards Update (“ASU”) 2014-09, Revenue from Contracts with Customers (Topic 606).  
The amendments in this Update create Topic 606, Revenue from Contracts with 
Customers, and supersede the revenue recognition requirements in Topic 605, Revenue 
Recognition, including most industry-specific revenue recognition guidance throughout the 
Industry Topics of the Codification.  The core principle of Topic 606 is that an entity 
recognizes revenue to depict the transfer of promised goods or services to customers in an 
amount that reflects the consideration to which the entity expects to be entitled in exchange 
for those goods or services.  To achieve the core principle, a company should apply a step 
approach to revenue recognition.  The amendments in this Update are effective for annual 
reporting periods beginning after December 15, 2018, and interim periods within annual 
periods beginning after December 15, 2019.  Adoption of this standard did not have a 
material impact on the consolidated financial statements. 

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842).  The amendments 
in this Update require that lessees recognize the following for all leases (with the exception 
of short-term leases) at the commencement date: (a) a lease liability, which is a lessee’s 
obligation to make lease payments arising from a lease, measured on a discounted basis; 
and (b) a right-of-use asset, which is an asset that represents the lessee’s right to use, or 
control the use of, a specified asset for the lease term. The amendments are effective for 
fiscal years beginning after December 15, 2020.  Early application is permitted.  As of 
December 31, 2019, the Company had future minimum lease payments of $2,273,000, all 
under operating lease agreements based on current guidance.  The Company’s assets and 
liabilities will increase based upon the present value of the future minimum lease payments 
as of the date of adoption. 

In June 2016, the FASB issued ASU 2016-13, Financial Instruments —Credit Losses 
(Topic 326): Measurement of Credit Losses on Financial Instruments. Among other things, 
these amendments require the measurement of all expected credit losses for financial assets 
held at the reporting date based on historical experience, current conditions, and reasonable 
and supportable forecasts.  This ASU is effective for fiscal years beginning after December 
15, 2022, including interim periods within those fiscal years. The Company is currently 
evaluating the impact this Update will have on its consolidated financial statements.   
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Freedom Bancorp, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (Continued) 

2. SECURITIES 

The amortized cost and fair values of securities, with gross unrealized gains and losses, 
follows: 

Gross Gross
Amortized Unrealized Unrealized

Cost Gains Losses Fair Value

December 31, 2019
Available for sale:
    Mortgage-backed securities 183$         5$             -$              188$       

183$         5$             -$              188$       

Held-to-maturity:
    U.S. government agency securities 1,196$      10$           -$              1,206$    
    Collateralized mortgage-backed securities 14             -               -                14           
    Mortgage-backed securities 179           7               -                186         

1,389$      17$           -$              1,406$    

December 31, 2018
Available for sale:
    Mortgage-backed securities 334$         8$             -$              342$       

334$         8$             -$              342$       

Held-to-maturity:
    U.S. government agency securities 1,192$      3$             (2)$            1,193$    
    Collateralized mortgage-backed securities 20             1               -                21           
    Mortgage-backed securities 219           7               -                226         

1,431$      11$           (2)$            1,440$    

(In thousands)

 

The contractual maturity of securities at December 31, 2019 at their amortized cost and fair 
value is shown below.  Expected maturities will differ from contractual maturities because 
issuers in certain instances have the right to call or prepay obligations with or without call 
or prepayment penalties. 

Amortized Amortized
Cost Fair Value Cost Fair Value

Due in one year or less -$           -$           997$       1,005$    
Due in one to five years 44           46           199         201         
Due from five to ten years -             -             -             -             
Due in ten years or later 139         142         193         200         

183$       188$       1,389$    1,406$    

Available for Sale Held to Maturity

(In thousands)
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SECURITIES (concluded) 

There were no sales or redemptions of securities during the years ended December 31, 
2019 or 2018. 

At December 31, 2018, an unrealized loss of less than $2,000 existed on three U.S. 
Government agency securities having a fair value of $297,000. These securities had been 
in a continuous loss position for less than twelve months. This temporary loss position was 
the result of changes in interest rates relative to the coupon rate of the security. 

At December 31, 2019 and 2018, investment securities held-to-maturity having a carrying 
amount of $1,196,000 and $1,000,000, respectively, were pledged to secure public 
deposits. 

3. LOANS 

Loans at December 31, 2019 and 2018 were as follows: 

2019 2018

Construction 24,364$      26,193$      
Commercial real estate 213,751      213,259      
Commercial and industrial 9,722          9,663          
Residential 1st mortgage - multi-family 50,030        37,098        
Consumer loans:
    Residential 1st mortgage - 1 to 4 family 92,521        76,237        
    Home equity 16,977        20,104        
    Other consumer 2,287          2,130          

             Total consumer loans 111,785      98,471        

             Total loans 409,652      384,684      

Less:
   Allowance for loan losses (4,921)         (4,632)         
   Net deferred loan fees (1,131)         (1,047)         

403,600$    379,005$    

(In thousands)
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LOANS (continued) 

Disaggregation of Allowance for Loan Losses 

The following is a summary of the changes in the Bank’s allowance for loan losses for the 
years ended December 31, 2019 and 2018: 

Residential
Mortgage and

Commercial Commercial Other
Construction Real Estate and Industrial Home Equity Consumer Unallocated Total

Year Ended December 31, 2019

Allowance for loan losses:
Beginning balance 419$            2,344$         312$            240$           1,305$         12$              4,632$        
     Provisions (29)              7                  (61)              (53)              308              158              330             
     Charge-offs -                  (20)              (148)            -                  -                  -                  (168)            
     Recoveries -                  20                107              -                  -                  -                  127             

Ending balance 390$            2,351$         210$            187$           1,613$         170$            4,921$        

Ending balance, individually evaluated and 
    deemed impaired -$                -$                -$                -$                -$                -$                -$                

Ending balance, loans not deemed impaired 390              2,351           210              187             1,613           170              4,921          

390$            2,351$         210$            187$           1,613$         170$            4,921$        

Financing receivables:
Ending balance, individually evaluated and 
    deemed impaired -$                -$                -$                -$                -$                -$                -$                

Ending balance, loans not deemed impaired 24,364         213,751       9,722           16,977        144,838       -                  409,652      

    Total loans 24,364$       213,751$     9,722$         16,977$      144,838$     -$                409,652$    

Residential
Mortgage and

Commercial Commercial Other
Construction Real Estate and Industrial Home Equity Consumer Unallocated Total

Year Ended December 31, 2018

Allowance for loan losses:
Beginning balance 567$            1,911$         505$            191$           868$            4$                4,046$        
     Provisions (148)            433              (171)            49               435              8                  606             
     Charge-offs -                  -                  (22)              -                  -                  -                  (22)              
     Recoveries -                  -                  -                  -                  2                  -                  2                 

Ending balance 419$            2,344$         312$            240$           1,305$         12$              4,632$        

Ending balance, individually evaluated and 
    deemed impaired -$                -$                -$                -$                -$                -$                -$                

Ending balance, loans not deemed impaired 419              2,344           312              240             1,305           12                4,632          
419$            2,344$         312$            240$           1,305$         12$              4,632$        

Financing receivables:
Ending balance, individually evaluated and 
    deemed impaired -$                -$                -$                -$                -$                -$                -$                

Ending balance, loans not deemed impaired 26,193         213,259       9,663           20,104        115,465       384,684      

    Total loans 26,193$       213,259$     9,663$         20,104$      115,465$     -$                384,684$    

(In thousands)

(In thousands)
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LOANS (continued) 

 Credit Quality Information 

The Company uses a ten grade internal loan rating system for commercial real estate, 
construction and commercial loans as follows:  

Loans rated 1 – 5:  Loans in these categories are considered “pass” rated loans with low to 
average risk.  

Loans rated 6: Loans in this category do not have any material weaknesses or 
delinquencies, but are considered “watch” and require a closer overview than “pass” rated 
loans.  

Loans rated 7: Loans in this category are considered “special mention.”  These loans are 
starting to show signs of potential weakness and are being closely monitored by 
management.    

Loans rated 8:  Loans in this category are considered “substandard.”  Generally, a loan is 
considered substandard if it is inadequately protected by the current net worth and paying 
capacity of the obligors and/or the collateral pledged.  There is a distinct possibility that 
the Company will sustain some loss if the weakness is not corrected.  

Loans rated 9:  Loans in this category are considered “doubtful.”  Loans classified as 
doubtful have all the weaknesses inherent in those classified substandard with the added 
characteristic that the weaknesses make collection or liquidation in full, on the basis of 
currently existing facts, highly questionable and improbable.  

Loans rated 10:  Loans in this category are considered uncollectible (“loss”) and of such 
little value that their continuance as loans is not warranted. 
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LOANS (continued) 

 Credit Quality Information (concluded) 

The following is a summary of the Bank’s credit risk profile by internally assigned grade at 
December 31, 2019 and 2018: 

Commercial Commercial and
Construction Real Estate Industrial Total

Pass 20,741$      213,160$    9,525$              243,426$  
Watch 2,251          591             197                   3,039        
Special mention 1,372          -                  -                        1,372        

          Total 24,364$      213,751$    9,722$              247,837$  

Commercial Commercial and
Construction Real Estate Industrial Total

Pass 24,890$      212,640$    9,289$              246,819$  
Watch -                  601             374                   975           
Special mention 1,303          -                  -                        1,303        
Substandard -                  18               -                        18             

          Total 26,193$      213,259$    9,663$              249,115$  

December 31, 2019

December 31, 2018

(In thousands)

(In thousands)
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LOANS (concluded) 

 Age Analysis of Past Due Loans Receivable 

Total
31-60 61-90 Over 90 Past Due Current Total

Construction -$                -$              -$                  -$            24,364$    24,364$      
   Commercial real estate 367             -                -                    367             213,384    213,751      
   Commercial and industrial 888             -                -                    888             8,834        9,722          
   Home equity -                  -                -                    -                  16,977      16,977        
   Residential mortgage and other consumer -                  -                -                    -                  144,838    144,838      

1,255$        -$              -$                  1,255$        408,397$  409,652$    

Total
31-60 61-90 Over 90 Past Due Current Total

Construction -$                -$              -$                  -$            26,193$    26,193$      
   Commercial real estate -                  -                18                 18               213,241    213,259      
   Commercial and industrial 92               -                -                    92               9,571        9,663          
   Home equity -                  -                -                    -                  20,104      20,104        
   Residential mortgage and other consumer 35               -                -                    35               115,430    115,465      

127$           -$              18$               145$           384,539$  384,684$    

December 31, 2019

December 31, 2018

(In thousands)

(In thousands)

 

As of December 31, 2019, there were no loans on non-accrual status.  As of December 31, 
2018, there was one loan totaling $18,000 over 90 days past due and on non-accrual status.   

At December 31, 2019 and 2018, the Bank held no TDR classified loans.  No loans were 
modified as part of a troubled debt restructuring during the years ended December 31, 
2019 or 2018. Additionally, there were no troubled debt restructurings at December 31, 
2019 or 2018 which have subsequently defaulted. 
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4. TRANSACTIONS WITH RELATED PARTIES 

In the normal course of business, the Bank may make loans to officers and directors, and 
companies in which they have a beneficial ownership (related parties). These loans are 
made under the same terms as those to unrelated parties. 

An analysis of the activity of such related party loans for the years ended December 31, 
2019 and 2018 is as follows: 

2019 2018

Beginning balance 12,422$     9,060$       
    Advances 4,657         7,552         
    Less: repayments (1,961)        (4,190)       

Ending balance 15,118$     12,422$     

(In thousands)

 

At December 31, 2019 and 2018, these loans were current as to payment of principal and 
interest.  

At December 31, 2019 and 2018, deposits from related parties totaled approximately 
$29,540,000 and $22,293,000, respectively. 

The Bank’s Guttenberg office location is leased for a ten year period ending May 31, 2021, 
from an entity whose ownership includes certain members of the Bank’s Board of 
Directors. Payments under this lease during 2019 and 2018 totaled approximately 
$114,500 and $113,000, respectively. Minimum future lease payments at December 31, 
2019 were approximately $164,000 and are included in the minimum lease commitment 
table in Note 6. 
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5. PREMISES AND EQUIPMENT 

Bank premises and equipment as of December 31, 2019 and 2018 were as follows: 

2019 2018

Leasehold improvements 1,964$       1,888$       
Furniture and equipment 1,072         952            
Computer hardware and software 323            356            

3,359         3,196         
Less: accumulated depreciation and amortization (1,778)        (1,410)        

Premises and equipment, net 1,581$       1,786$       

(In thousands)

 

Depreciation and amortization expense on premises and equipment for the years ended 
December 31, 2019 and 2018 was approximately $524,000 and $452,000, respectively. 

6. COMMITMENTS AND CONTINGENCIES 

The Bank leases its main office and branch locations. Rent expense for the years ended 
December 31, 2019 and 2018 was approximately $554,115 and $524,000, respectively. 
Minimum rent commitments under non-cancelable operating leases, excluding taxes and 
insurance, are as follows, before considering renewal options that generally are present. 

Year Ending
December 31,

2020 618$              
2021 565                
2022 528                
2023 340                
2024 147                

Thereafter 75                  

2,273$           

Amount
(In thousands)

 
Litigation 

The Bank may, in the ordinary course of business, become a party to litigation involving 
collection matters, contract claims and other legal proceedings relating to the conduct of its 
business. Currently, management is not aware of any significant litigation. 
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COMMITMENTS AND CONTINGENCIES (concluded)  

Executive Employment Agreement and Change of Control  

The Bank has entered into an employment agreement with an executive that provides for 
specified annual compensation and certain other benefits, as defined in the agreement, with 
an original term of three years.  Thereafter, the agreements automatically extend for an 
additional one-year term unless the Bank or the executive has given the other party notice 
within a specified number of days prior to the anniversary of the agreement.   Such 
employment may be terminated for cause, as defined, without incurring any continuing 
obligation.  The agreement also provides for a specified lump sum cash payment to the 
executive upon a change in control of the Bank (as defined in the agreement). 

7. DEPOSITS 

Deposits at December 31, 2019 and 2018 were as follows: 

2019 2018

Demand, noninterest bearing 45,831$      43,631$      
Money market and NOW accounts 110,995      78,274        
Savings 2,280          1,892          
                  Total non-certificate accounts 159,106      123,797      

Term certificates of $250,000 or more 76,203        62,984        
Term certificates less than $250,000 154,642      147,089      
                  Total certificate accounts 230,845      210,073      

389,951$    333,870$    

(In thousands)

 

The scheduled maturities of certificates of deposit (in thousands) at December 31, 2019 are 
as follows: 

2020 185,879$      
2021 40,015          
2022 3,067            
2023 1,764            
2024 120               

230,845$      
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8. BORROWINGS 

The Bank has a $15,000,000 overnight unsecured line of credit for the purchase of Federal 
Funds with CenterState Bank signed in July 2019. At December 31, 2019 and 2018, there 
were no advances outstanding on the line of credit with CenterState Bank.  The Bank also 
has a $5,000,000 line of credit with ACBB.  At December 31, 2019 and 2018, there were 
no advances outstanding with ACBB. 

FHLB borrowings at December 31, 2019 and 2018 consist of the following: 

Weighted Weighted
Average Average

Maturing Amount Rate Amount Rate

2019 -$                     -   % 20,430$        2.66%
2020 914               2.09 2,111                     2.09
2021 636               1.65 1,075                     1.65
2022 7,332            1.82 10,073                   1.82
2023 7,924            3.10 9,247                     3.10
2024 10,000          1.99 -                            -

26,806$        2.27% 42,936$        2.51%

2019 2018

(Dollars in thousands)

 
All borrowings from the FHLB are secured by a blanket security agreement on qualified 
collateral defined principally as residential mortgage loans, in an aggregate amount equal 
to outstanding advances. 

Deposits of certain municipalities and local government agencies are collateralized by a 
$16 million Municipal Letter of Credit with the FHLB with no amounts outstanding as of 
December 31, 2019 or 2018.   
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9. SUBORDINATED DEBENTURES 

On June 28, 2018, the Company issued $12.0 million of fixed-to-floating rate subordinated 
debentures (the “Notes”) in a private placement. The Notes have a ten-year term and bear 
interest at a fixed annual rate of 6.50% for the first five years of the term (the "Fixed 
Interest Rate Period"). From and including July 1, 2023, the interest rate will adjust to a 
floating rate based on the three-month LIBOR plus 3.61% until redemption or maturity 
(the "Floating Interest Rate Period"). The Notes are scheduled to mature on July 1, 2028. 
Subject to limited exceptions, the Company cannot redeem the Notes for the first five years 
of the term. The Company will pay interest in arrears semi-annually during the Fixed 
Interest Rate Period and quarterly during the Floating Interest Rate Period during the term 
of the Notes. The Notes constitute an unsecured and subordinated obligation of the 
Company and rank junior in right of payment to any senior indebtedness and obligations to 
general and secured creditors. The portion of the Notes that the Company contributes to the 
Bank will qualify as Tier 1 capital for the Bank. The additional capital will be used for 
general corporate purposes including organic growth initiatives.  

10. INCOME TAXES 

Income tax expense for the years ended December 31, 2019 and 2018 consisted of the 
following: 

2019 2018

Current income tax expense:
    Federal 964$           1,126$        
    State 439             2                 

1,403          1,128          
Deferred income tax expense (benefit):
    Federal (172)           (60)             
    State (160)           (29)             

(332)           (89)             

1,071$        1,039$        

(In thousands)
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INCOME TAXES (concluded) 

A reconciliation between the recorded income tax expense and the expected amount 
(computed by multiplying income before income tax times the applicable statutory Federal 
income tax rate of 21%) for the years ended December 31, 2019 and 2018, respectively, is 
as follows: 

2019 2018

Computed expected federal income tax 850$           1,060$        
Increase (decrease) in income tax expense resulting from:
    State income taxes, net of federal benefit 220             (21)             
    Bank owned life insurance income (43)             (51)             
    Other 44               51               

1,071$        1,039$        

(In thousands)

 
The  net  deferred  tax  asset  consists  of  the  following  at  December 31,  2019 and  
2018: 

2019 2018

Allowance for loan losses 1,107$        1,014$        
Organizational costs 44               58               
Unrealized gain on available-for-sale securities (1)               (2)               
Employee benefit and share based compensation plans 90               -                 
Premises and equipment (193)           (289)           
Other 25               (42)             

1,072$        739$           

(In thousands)

 

At December 31, 2019 and 2018, the Bank had no uncertain income tax positions.  Federal 
and state income tax returns of the Bank for the years 2018, 2017 and 2016 are subject to 
examination by the Internal Revenue Service and state taxing authorities, generally for 
three years after they were filed. 

11. EMPLOYEE BENEFIT PLANS 

The Bank has a 401(k) benefit plan which allows employees to make contributions subject 
to the limitations by the Internal Revenue Code. For the years ended December 31, 2019 
and 2018, the Bank made matching contributions of 50% of the first 4% of employee 
contributions. In addition, the Bank made a profit sharing contribution equal to three 
percent of their qualified earnings in 2019 and 2018. For the years ended December 31, 
2019 and 2018, total 401(k) benefit plan contribution expense was $200,000 and $161,000, 
respectively. 
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12. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK 

The Bank is a party to financial instruments with off-balance sheet risk in the normal 
course of business to meet the financing needs of its customers. The financial instruments 
include commitments to extend credit. These instruments involve, to varying degrees, 
elements of credit risk in excess of the amount recognized in the consolidated balance 
sheets. The contract or notional amounts of these instruments reflect the extent of the 
Bank’s involvement in these particular classes of financial instruments. The Bank’s 
exposure to credit loss in the event of nonperformance by the other party to the financial 
instrument for commitments to extend credit and standby letters of credit is represented by 
the contractual or notional amount of these instruments. 

The Bank has historically used the same credit policies in making conditional obligations 
as it does for on-balance sheet instruments. At December 31, 2019, the Bank had the 
following financial instruments, whose contract amounts represented credit risk. 

2019 2018

Loan commitments 10,224$      8,658$        
Unfunded commitments under lines of credit 71,566        46,107        
Standby letters of credit 3,223          3,117          
Undisbursed construction loans 30,629        12,836        

(In thousands)

 

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. 
Substantially all of the commitments in the form of unused lines of credit are at variable 
interest rates. The Bank evaluates each customer’s creditworthiness on a case-by-case 
basis. The total commitment amounts do not necessarily represent future cash 
requirements. The amount of collateral obtained, if deemed necessary upon extension of 
credit, is based on management’s credit evaluation. Collateral held varies but may include 
accounts receivable, marketable securities, inventory, property and equipment and real 
estate. 

Standby letters of credit are conditional commitments issued by the Bank to guarantee the 
performance of a customer to a third party. The credit risk involved in issuing letters of 
credit is essentially the same as that involved in extending loan facilities to customers. 

The Bank does not issue or hold derivative instruments. 
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13. SHAREHOLDERS’ EQUITY 

In March 2008, the Bank completed its initial offering of common stock and issued 
1,315,856 shares of $5 par value common stock at $10 per share generating proceeds of 
$13,158,560. In connection with the Bank’s initial capital offering, each shareholder 
received one warrant for every four shares of common stock purchased. Due to fractional 
shares, 328,957 warrants were issued to purchase 328,957 shares of the Bank’s common 
stock. These warrants have an exercise price of $12.00 per share, and may be exercised 
until April 2021. As of December 31, 2019, 4,227 warrants have been exercised. 

Pursuant to an Offering Circular dated July 30, 2010, the Bank offered for purchase an 
additional 500,000 shares of the Bank’s common stock (with an option to increase the 
offering to 650,000 shares of common stock) at an offering price of $10.00 per share (the 
“Offering”). The Offering was initially scheduled to terminate on October 31, 2010. The 
Offering closed in 2011 with the issuance of 332,415 shares for net proceeds of 
$3,324,150. 

Pursuant to an Offering Circular dated June 15, 2014, the Bank offered for purchase 8,000 
shares of perpetual convertible preferred stock (with an option to increase the offering to 
10,000 shares) at an offering price of $1,000 per share (the “New Offering”). The New 
Offering closed on October 1, 2014 with the issuance of 4,425 preferred shares of $2 par 
value Series B preferred stock for net proceeds of $4,407,000. 

The preferred shares are non-voting with a 6% dividend rate. They are convertible into 
83.86 common shares per preferred share. The preferred shares may be converted into 
shares of the Bank’s common stock (i) at any time, at the election of the holder, at any 
quarter-end, (ii) at the direction of the Bank, at any quarter-end, commencing on the third 
anniversary of consummation of the New Offering, or (iii) upon a change of control of the 
Bank. Total dividends paid out in 2018 on these shares amounted to $265,000. 

The Company elected to convert the 4,425 preferred shares into 371,092 common shares 
effective as of January 1, 2019. 

All of the above outstanding instruments of the Bank were exchanged for exact 
instruments of the Company when the Company was formed. 
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14. MINIMUM REGULATORY CAPITAL REQUIREMENTS 

The Bank is subject to various regulatory capital requirements administered by the federal 
banking agencies.  Failure to meet minimum capital requirements can initiate certain 
mandatory and possibly additional discretionary actions by regulators that, if undertaken, 
could have a direct material effect on the Bank’s financial statements.  Under capital 
adequacy guidelines and the regulatory framework for prompt corrective action, the Bank 
must meet specific capital guidelines that involve quantitative measures of their assets, 
liabilities and certain off-balance-sheet items as calculated under regulatory accounting 
practices.  The capital amounts and classification are also subject to qualitative judgments 
by the regulators about components, risk weightings, and other factors.  Prompt corrective 
action provisions are not applicable to bank holding companies.  

The regulations require a minimum ratio of common equity Tier 1 capital to risk-weighted 
assets, a minimum ratio of Tier 1 capital to risk-weighted assets, a minimum leverage ratio, 
and a minimum ratio of total capital to risk-weighted assets as set forth in the table below.  
Additionally, community banking institutions must maintain a capital conservation buffer 
of common equity Tier 1 capital in an amount greater than 2.5% of total risk-weighted 
assets to avoid being subject to limitations on capital distributions and discretionary 
bonuses.   

As of December 31, 2019, the most recent notification from the Federal Deposit Insurance 
Corporation categorized the Bank as well capitalized under the regulatory framework for 
prompt corrective action.  To be categorized as well capitalized, an institution must 
maintain minimum total risk-based, common equity Tier 1 risk-based, Tier 1 risk-based 
and Tier 1 leverage ratios as set forth in the following tables.  There are no conditions or 
events since the notification that management believes have changed the Bank’s category.  
Management believes that the Bank meets all capital adequacy requirements to which it is 
subject.  The Bank’s actual capital amounts and ratios are presented in the following table.  
Consolidated capital amounts are not presented below.   
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MINIMUM REGULATORY CAPITAL REQUIREMENTS (concluded) 

Amount Ratio Amount Ratio Amount Ratio

December 31, 2019

Total Capital (to Risk-
   Weighted Assets) 53,792$      14.12% 30,476$      8.00% 38,096$      10.00%
Tier 1 Capital (to Risk-
   Weighted Assets) 49,029        12.87% 22,857        6.00% 30,476        8.00%
Common Equity Tier 1
   Capital (to Risk-
   Weighted Assets) 49,029        12.87% 17,143        4.50% 24,762        6.50%
Tier 1 Capital (to Average
   Assets) 49,029        10.83% 18,114        4.00% 22,642        5.00%

December 31, 2018

Total Capital (to Risk-
   Weighted Assets) 50,599$      14.15% 28,608$      8.00% 35,760$      10.00%
Tier 1 Capital (to Risk-
   Weighted Assets) 46,128              12.90 21,456               6.00 28,608              8.00
Common Equity Tier 1
   Capital (to Risk-
   Weighted Assets) 46,128              12.90 16,092               4.50 23,244              6.50
Tier 1 Capital (to Average
   Assets) 46,128              11.21 16,454               4.00 20,567              5.00

(Dollars in thousands)

Minimum to Be Well
Capitalized Under Prompt

Actual Requirement Corrective Action Provisions
Minimum Capital

 

The Bank is subject to certain regulatory restrictions on the amount of dividends that it 
may declare without regulatory approval. 

15. STOCK COMPENSATION PLANS 

The Company maintains stock option plans for employees and non-employee directors of 
the Bank. The stock option plans generally provide for the granting of stock options with 
an exercise price of each option equaling the market price of the Bank’s stock on the date 
of the grant. 

The 2008 Equity Compensation Plan was approved at a special meeting of the shareholders 
on August 6, 2008, and provides for the granting of up to 263,168 options to purchase 
shares of the Bank’s stock, with allocation of 131,584 to non-employee members of the 
Board and 131,584 to employees.  

On February 21, 2018, the Company granted 131,584 stock options to non-employee 
members of the Board.  The options were granted at an exercise price of $17.23, a term of 
10 years and a 5 year vesting period.  There were no stock options granted for the year 
ended December 31, 2019.  
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 STOCK COMPENSATION PLANS (concluded) 

Compensation expense recognized for all option grants is net of estimated forfeitures and 
is recognized over the awards’ respective requisite service periods.  The calculated values 
relating to all option grants were estimated using the Black-Scholes option pricing model.  
Due to the limited amount of transactions involving its common stock, the Company 
estimates the volatility of its stock in consideration of a number of factors including 
benchmark banking index volatilities.  The mid-point of the option term and the vesting 
period were used to estimate the expected option term, which represents the period of time 
that the options granted are expected to be outstanding.  The risk-free rate for periods 
consistent with the expected term of the option is based on the U.S. Treasury yield curve in 
effect at the time of grant.  The estimated forfeiture rate is based on estimated expectations 
and industry data, as well as subsequent events occurring prior to the issuance of the 
financial statements.  Because stock options have characteristics significantly different 
from those of traded options, and because changes in the input assumptions can materially 
affect the calculated value estimate, the existing model may not necessarily provide a 
reliable single measure of the calculated value of the Company’s stock options.  

Compensation expense for the calculated values of these awards is recognized on a 
straight-line basis over the requisite service period of the awards.  During the years ended 
December 31, 2019 and 2018, the Company recorded $174,000 and $145,000, 
respectively, of share-based compensation expense.    

There were no forfeitures for the year-ended December 31, 2019. There were 26,317 
options vested as of December 31, 2019. Expected future compensation expense relating to 
the non-vested options outstanding as of December 31, 2019 is $551,000 and will be 
recognized over a weighted average period of 3.17 years. Given the limited trading of the 
Company’s common stock, the intrinsic value of the options outstanding is not readily 
determinable.  

16. FAIR VALUE OF FINANCIAL INSTRUMENTS 

Under GAAP, financial assets and financial liabilities recorded at fair value in the 
consolidated balance sheets are categorized based upon whether or not the inputs used to 
measure their fair value are observable or unobservable. GAAP establishes a fair value 
hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The 
hierarchy gives the highest priority to unadjusted quoted prices in active markets for 
identical assets or liabilities and the lowest priority to unobservable inputs. 
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FAIR VALUE OF FINANCIAL INSTRUMENTS (continued) 

Basis of Fair Value Measurement 

A financial instrument’s level within the fair value hierarchy is based on the lowest level of 
input that is significant to the fair value measurement.  

A description of the valuation methodologies used for instruments measured at fair value, 
as well as the general classification of such instruments pursuant to the valuation 
hierarchy, is set forth below. These valuation methodologies were applied to all of the 
Bank’s financial assets and financial liabilities carried at fair value. 

The Bank uses fair value measurements to record fair value adjustments to certain assets 
and liabilities carried at fair value and to determine fair value disclosures. 

In general, fair value is based upon quoted market prices, where available. If such quoted 
market prices are not available, fair value is based upon models that primarily use, as 
inputs, observable market-based inputs. Valuation adjustments may be made to ensure that 
financial instruments are recorded at fair value. These adjustments may include amounts to 
reflect counterparty credit quality, the Bank’s creditworthiness, among other things, as 
well as unobservable inputs. Any such valuation adjustments are applied consistently over 
time. 

Investment Securities Available for Sale 

Investment securities classified as available for sale are reported at fair value utilizing 
Level 2 inputs. For these investment securities, the Bank obtains fair value measurements 
from an independent pricing service unadjusted by management. 

The fair value measurements consider observable data that may include dealer quotes, 
market spreads, cash flows, the U.S. Treasury yield curve, live trading levels, trade 
execution data, market consensus prepayment speeds, credit information and the 
investment security’s terms and conditions, among other things. 
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 FAIR VALUE OF FINANCIAL INSTRUMENTS (concluded) 

Investment Securities Available for Sale (concluded) 

The following tables summarize financial assets measured at fair value on a recurring basis 
in the consolidated balance sheets at December 31, 2019 and 2018, segregated by the level 
of valuation inputs within the fair value hierarchy utilized to measure fair value: 

Total Level 1 Level 2 Level 3

Mortgage-backed securities 188$           -$           188$              -$                   
188$           -$           188$              -$                   

Total Level 1 Level 2 Level 3

Mortgage-backed securities 342$           -$           342$              -$                   

342$           -$           342$              -$                   

December 31, 2018

(In thousands)

(In thousands)

December 31, 2019

 

There were no financial assets or liabilities measured at fair value on a nonrecurring basis 
at December 31, 2019 and 2018. 

17. SUBSEQUENT EVENTS 

Management has evaluated subsequent events through February 28, 2020, which is the 
date the financial statements were available to be issued.  There were no subsequent events 
that require adjustment to or disclosure in the consolidated financial statements.   
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ALAN AND NAIRELYS LOPEZ 
Owners Rumba Cubana, Guttenberg

I started with one restaurant in 
another part of town and decided 
to take a leap and purchase a 
building along the waterfront in 
Guttenberg. I approached Freedom 
Bank and they were able to work out 
a business loan that was beneficial to 
me. The Guttenberg restaurant has 70 
employees, and the 8-year relationship has 
been great with the Bank.

They are like family. It’s that kind of relationship. 
That’s the real deal, you couldn’t match that 
kind of relationship with the large banks. I like that 
we’re growing together. They have a small business 
perspective.

GROWINGTOGETHER

LOOKINGFORWARD

2019 was an exciting year for Freedom Bank as we 
started the construction of our newest branch in East 
Rutherford, NJ and redesigned our website with the 
ability to open accounts online.

The East Rutherford branch opened its doors on 
February 10, 2020 making this our 5th branch location. 
Situated in a desirable part of Bergen County, it is 
located on the convenient North corridor of Route 17, 
which is a great compliment to the other three locations 
the Bank has on Route 17 South.

The East Rutherford branch manager brings more 
than 15 years of experience and knowledge in providing 
exemplary customer service and banking excellence. 
Her team is excited and ready to serve the community.

Freedom Bank has continued steady growth over the 
past year with our total loan portfolio growing to $409.7 
million compared to $384.7 million at the end of 2018. 
We only expect continued growth as we expand our 
online presence and make it more convenient than 
ever for customers to bank with Freedom Bank. We 
are also 100% committed to providing high-tech, high-
touch services at each of our branch locations.

We take pride in being a trusted partner in the 
communities we serve and appreciate the relationships 
that we have built over the years.

JENNIFER FLOOD 
Executive Vice President of Operations
Freedom Bank 

2020 will be a year of transformation and growth as 
our commitment to technology and convenience 
flourishes through our newly redesigned website. 
Now, clients can open a new personal account at their 
fingertips. The new site is more robust, interactive and 
educational, delivering an optimal user experience. We 
will continue to enhance the website to allow for online 
loan applications and more.

In further commitment to customer-centric services, 
this spring we plan to launch Zelle® - a fast, safe and 
easy way to send money in minutes to friends, family 
and colleagues. Our dedication to online and mobile 

banking does not take away from the excellent in-
person service our customers have grown to love. Our 
branches will continue to grow and provide easy-to-use, 
efficient tools matched with unrivaled customer service.

Over the past eleven years, Freedom Bank has become 
a staple in the community and earned a reputation 
for trust, quality and excellence – none of which could 
happen without our dedicated staff and partners. We 
look forward to another great year ahead, forging new 
relationships and continuing to enhance our current 
client base.

Freedom Bank continues to grow and adapt 
to the ever-changing landscape of banking. 
We are committed to the communities 
we serve by providing multiple branch 
locations, however, we know that as 
banking evolves we need to provide 
a virtual option, which is why we 
are dedicated to redesigning and 
continually enhancing our website 
so that we may view it as our 6th 
bank branch. 
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Ridgewood
375 Route 17 S.
Ridgewood, NJ

Mahwah
380 Route 17 S. Suite 4
Mahwah, NJ

Maywood
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Maywood, NJ

East Rutherford
80 Route 17 N.
East Rutherford, NJ
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