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Solid performance and continued growth.               



CSB Bancorp, Inc.      
Financial Highlights      
 
                                                                                                                                          (000’s omitted, except per share data)  

  2021 2020 2019

Total Assets  $438,484 $379,038 $297,111

Total Capital  42,484  41,576  37,486

Net Income  6,059  4,710  4,914

Net Income Per Share  51.06  39.69  41.54

Distributions Per Share  28.50  23.50  24.50

Book Value Per Share  358.02  350.37  316.84

Return on Average Assets  1.44  1.32  1.64

Return on Average Equity  14.12  11.62  13.45

Total Capital to Total Assets  9.69  11.0 12.6

Shares Outstanding at 12/31   118,664 118,664 118,314

Average Shares Outstanding   118,664 118,664 118,314

Provision for Loan Losses  130 280 0

Net Charge Offs (Recoveries)  (41)  (14)  (393)

Non-Performing Loans (1)  336  1,845  340

Other Real Estate Owned  600 600 600

 (1) Non-accrual loans and those over 90 days still accruing.   

 



Dear Fellow Shareholders:
2021 was far from ordinary with the lingering impacts of the pandemic. We were faced 
with inflationary challenges, vaccination monitoring and margin compression. Nonetheless, 
it was an extraordinary year for Bank performance and growth. It gives me great pleasure 
to share with you the highlights of Chelsea State Bank’s accomplishments and challenges 
alike.
I am pleased to share that Chelsea State Bank delivered historical results for the year  
ended December 31, 2021. We earned $6.1 million in net income, a $1.3 million or 29%  
increase over 2020. Net interest income, our core revenue driver, set another record high 
increasing by $1.1 million to $12.9 million, primarily a result of the $25 million in Paycheck  
Protection Program (“PPP”) loans provided and core operating growth. Staying focused 
on the Bank’s strategic objectives, we made additional  
investments in products, technology and people. Our  
return on average assets (ROAA) was 1.44% and return on 
average equity (ROAE) was 14.12%. These ratios compare 
favorably to our peer group, with 2021 ROAA at 1.23% and 
ROAE at 12.18%. The peer group data is derived from the 
2021 Uniform Bank Performance Report for insured commercial banks in the United 
States having assets between $300 million and $1 billion (1,309 bank sample size).
Chelsea State Bank experienced another year of significant balance sheet growth with total 
assets of $438 million on December 31, 2021. This represents a year-over-year increase of 
16%, primarily driven by core deposit growth of 17%. While loans decreased by 1%, the 
Bank experienced organic loan growth of 11%, offset by the repayment of PPP loans. Our 
core deposits continue to be a strength of the Bank and afford us ample liquidity to grow 
and fund our balance sheet. The growth in our balance sheet, coupled with continued 
recessionary low interest rates, has compressed our Net Interest Margin to 3.26%. While 
the margin is the lowest in the Bank’s history, it compares favorably to our Michigan peers 
and 13 basis points lower than national peers. Our tier one leverage ratio at December 31, 
2021 was 9.32%, compared to peers of 9.81%. The Bank has loyal customers who continue 
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to have confidence in our financial strength and enjoy the level of differentiated service 
we provide.  
The Bank’s asset quality remains healthy, with delinquencies and non-performing loans 
to total loans at 0.16%. Due to the economic uncertainties in 2021, we added $130,000 to 
our loan loss reserve. We were delighted to have a net recovery of $41,000, bringing our 
allowance for loan loss reserve (ALLL) as a percent of total loans to 1.93%. This compares 
favorably to our peers at 1.41%. Maintaining our fundamental credit discipline will allow 
the Bank to continue to grow organically and maintain its rock-solid balance sheet which 
all stakeholders have enjoyed for years.  
Your investment in CSB Bancorp is one of continued growth. In 2021, there were eight (8) 
trades representing 868 shares, with prices ranging from $550 to $1,050 per share. Book 
value per share increased $7.65 over 2020.  

Chelsea State Bank made another $25 million in new PPP 
loans at 1% interest guaranteed by the Small Business  
Administration (SBA). This was accomplished in the first 
quarter, by our dedicated lending team. While many financial 
institutions outsourced origination and/or collection of 
the PPP loans, our team handled in-house. We continue to 
be thankful for the trust our customers place in us during  

vulnerable times. The Bank received forgiveness payments in the amount of $45 million 
from the SBA, and recognized $1.6 million in fees associated with the program in 2021.  
Community banking plays a vital role in our local economy by providing direct financial 
support and volunteer hours to non-profit organizations, financial literacy education, 
critical access to capital resources and financial services. Chelsea State Bank supported 
58 organizations in 2021 with over $100,000 in financial resources. These organizations 
range from social services, veteran’s affairs, economic development, athletics, education, 
and arts & history. We are honored to continue hosting the Chelsea Farmers Market on 
Wednesday afternoons during the summer months in our headquarters parking lot. Our 
team enjoyed reconnecting with the community by hosting a tent for Chelsea Sounds 
& Sights and participating in Dexter and Chelsea parade activities. Additionally, our 
team partnered with a local school district to provide financial literacy programming  
for enrolled summer school students. It is our belief that the Bank thrives when our  
communities flourish.
Our Bank’s success is a result of our dedicated team. Their desire to be onsite serving our 
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customers and collaborating with one another was our driving force to get all employees 
back into the office in May, once we achieved a 70% vaccination milestone. The pandemic 
allowed for remote work flexibility, which our team has grown to appreciate.  
Investing in our people is key to the growth of the Bank. In 2021, we had five (5) team 
members move into different roles or be promoted within the Bank. These opportunities 
allow our team members to learn, grow, remain engaged and advance their careers with 
us. Additionally, we have onboarded several new dynamic team members with local roots 
in our branches and on the commercial lending team. This includes a highly experienced 
Credit Analyst and Commercial Loan Manager with deep connections in the Jackson 
County market.  
Chelsea State Bank has been fortunate to have so many  
dedicated long tenured employees. In 2021, the Bank 
said “farewell” to Mary Lee Penney, Commercial Loan  
Manager, and Annette Houle, Risk Manager, after serving the  
organization for 18 and 44 years, respectively. These two  
ladies were integral to the Bank’s growth and helped build 
a loyal customer base. We are thankful for their service and 
wish them well into retirement.  
Investments in technology, products and services remains essential for us to compete in 
the highly competitive landscape. In 2021, we upgraded our mobile banking app with  
enhanced features including biometric credentials, upgraded servers for increased  
capacity and speed, moved to the Zoom platform for communications and implemented 
Multi Factor Authentication (“MFA”) on our systems. Additionally, we partnered with a  
fintech, Plinqit, to bring a savings app to the suite of Chelsea State Bank savings products.  
This fun and engaging product replaces Christmas club accounts and allows customers to 
choose their savings amount, cadence and reward.  
As we look forward to 2022, we anticipate continued economic headwinds due to  
inflationary concerns, supply chain challenges, regulatory pressures, fraud and the potential 
of another variant. Some of these concerns are likely offset with the expected interest rate 
increases, which will positively impact our earnings, yet anticipated to be lower than 2021.  
Lower earnings are anticipated due to decreasing core deposits, modest loan growth and 
lack of PPP fee income. It will be essential for us to continue to monitor the well-being of 
our customers to ensure asset quality remains healthy.  
Others concerns such as fraud and cybersecurity create opportunity. With the increase 
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of fraudulent transactions, we created a dedicated position to handle these unique  
situations. It has streamlined our processes and allowed the Bank to be better  
positioned to handle such occurrences and mitigate losses.  
Cybersecurity is an ongoing and increasing threat to our  
industry. The Bank has acquired monitoring software to  
protect confidential data. We will continue to make necessary  
investments and align with partners to assist in this area. 
Our team is resilient and nimble to handle any challenges 
we may face in the coming year; we remain optimistic about 
the future. The key is our ability to execute and stay focused on meeting the needs of our 
customers and communities.  
We look forward to celebrating our 125th anniversary in 2022! It’s truly a  
remarkable milestone, as the number of community banks in Michigan continue to shrink.  
Community Banking is ever changing, but one aspect remains constant - we are the  
backbone of our local economies. We create economic growth opportunities, help  
families achieve their dreams and reinvest local dollars. At Chelsea State Bank, we will  
remain committed to our core values while aspiring to be Michigan’s premier independent  
community bank, where banking is simple and relationships matter.  
I would like to thank our Board of Directors, Bank Officers and Bank team members for 
their outstanding commitment to excellence. And to you, our steadfast loyal shareholders, 
for your continued confidence and support of Chelsea State Bank. 
I invite you to join our hybrid (virtual or in-person) annual shareholder meeting on  
Tuesday, April 12, 2022 at 4:30 p.m.  
 

 Joanne K. Rau
 President & Chief Executive Officer
 Chelsea State Bank

We create economic 
growth opportunities, 
help families achieve 

their dreams and  
reinvest local dollars.
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Independent Auditor's Report

To the Board of Directors 
CSB Bancorp, Inc.

Opinion

We have audited the consolidated financial statements of CSB Bancorp, Inc. and its subsidiary (the
"Corporation"), which comprise the consolidated balance sheet as of December 31, 2021 and 2020 and the
related consolidated statements of income, comprehensive income, changes in stockholders' equity, and cash
flows for the years then ended, and the related notes to the consolidated financial statements. 

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the
financial position of the Corporation as of December 31, 2021 and 2020 and the results of its operations and its
cash flows for the years then ended in accordance with accounting principles generally accepted in the United
States of America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further described in the Auditor's Responsibilities
for the Audits of the Consolidated Financial Statements section of our report. We are required to be independent
of the Corporation and to meet our ethical responsibilities in accordance with the relevant ethical requirements
relating to our audit. We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.

Responsibilities of Management for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America and for 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.

In preparing the consolidated financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the Corporation's ability to
continue as a going concern within one year after the date that the consolidated financial statements are issued
or available to be issued. 

Auditor’s Responsibilities for the Audits of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor's report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and,
therefore, is not a guarantee that audits conducted in accordance with GAAS will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than
for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control. Misstatements are considered material if there is a substantial likelihood that,
individually or in the aggregate, they would influence the judgment made by a reasonable user based on the
consolidated financial statements.  
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To the Board of Directors 
CSB Bancorp, Inc. 

In performing audits in accordance with GAAS, we:

Exercise professional judgment and maintain professional skepticism throughout the audits.

Identify and assess the risks of material misstatement of the consolidated financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures in the
consolidated financial statements.

Obtain an understanding of internal control relevant to the audits 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 Corporation's internal control. Accordingly, no such opinion is expressed. 

Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
consolidated financial statements.

Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that
raise substantial doubt about the Corporation's ability to continue as a going concern for a reasonable
period of time.

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

February 1, 2022
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CSB Bancorp, Inc.

Consolidated Balance Sheet
December 31, 2021 and 2020

(000s omitted, except per share data)

2021 2020

Assets
Cash and due from banks (Note 3) $ 4,509 $ 3,610
Federal funds sold 18 4
Interest-bearing deposits in banks 105,356 73,240

Total cash and cash equivalents 109,883 76,854

Certificates of deposits 6,495 8,470
Equity securities - At fair value (Note 4) 62 37
Available-for-sale securities - At fair value (Note 4) 97,273 67,483
Other securities 979 839
Loans - Net of allowance for loan losses of $4,106 and $3,935 as of

December 31, 2021 and 2020, respectively (Note 5) 208,515 210,855
Premises and equipment - Net (Note 6) 2,817 2,944
Accrued interest receivable and loan fees 1,037 983
Bank-owned life insurance 10,429 9,664
Other assets 994 909

Total assets $ 438,484 $ 379,038

Liabilities and Stockholders' Equity

Liabilities
Deposits: (Note 7)

Non-interest bearing $ 131,191 $ 121,607
Interest bearing 262,461 213,674

Total deposits 393,652 335,281

Accrued and other liabilities (Note 12) 2,348 2,181

Total liabilities 396,000 337,462

Stockholders' Equity
Common stock - No par value:

Authorized - 600,000 shares in 2021 and 2020 
Issued and outstanding - 118,664 shares at December 31, 2021 and
2020 9,288 9,288

Unearned stock compensation (44) (87)
Retained earnings 31,621 28,938
Accumulated other comprehensive income 1,619 3,437

Total stockholders' equity 42,484 41,576

Total liabilities and stockholders' equity $ 438,484 $ 379,038

See notes to consolidated financial statements. 3



CSB Bancorp, Inc.

Consolidated Statement of Income
Years Ended December 31, 2021 and 2020

(000s omitted, except per share data)

2021 2020

Interest Income
Loans - Including fees $ 11,140 $ 10,248
Debt securities:

Taxable 1,234 1,035
Tax exempt 577 511

Other 357 486

Total interest income 13,308 12,280

Interest Expense - Deposits 432 475

Net Interest Income 12,876 11,805

Provision for Loan Losses 130 280

Net Interest Income after Provision for Loan Losses 12,746 11,525

Noninterest Income (Loss) 
Service charges 613 551
Proceeds from bank-owned life insurance 215 211
Change in market value of equity securities (Note 4) 25 (5)
Other 387 77

Total noninterest income 1,240 834

Noninterest Expense
Salaries and employee benefits 4,885 4,886
Occupancy and equipment 688 678
Data processing 710 640
ATM expense 248 216
FDIC expense 106 74
Legal and professional 159 145
Other general and administrative 1,131 1,010

Total noninterest expense 7,927 7,649

Consolidated Net Income $ 6,059 $ 4,710

See notes to consolidated financial statements. 4



CSB Bancorp, Inc.

Consolidated Statement of Comprehensive Income
Years Ended December 31, 2021 and 2020

(000s omitted, except per share data)

2021 2020

Net Income $ 6,059 $ 4,710

Other Comprehensive (Loss) Income - Unrealized (loss) gain on securities (1,818) 2,109

Comprehensive Income $ 4,241 $ 6,819

See notes to consolidated financial statements. 5



CSB Bancorp, Inc.

Consolidated Statement of Changes in Stockholders' Equity
Years Ended December 31, 2021 and 2020

(000s omitted, except per share data)

Common Stock
Unearned Stock
Compensation

Retained
Earnings

Accumulated
Other

Comprehensive
Income Total

Balance - January 1, 2020 $ 9,150 $ - $ 27,008 $ 1,328 $ 37,486

Comprehensive income:
Net income - - 4,710 - 4,710
Change in unrealized gain on

securities available for sale - - - 2,109 2,109

Issuance - Common voting 138 (138) - - -
Dividends declared - $23.50 per

share - - (2,780) - (2,780)
Stock compensation expense - 51 - - 51

Balance - December 31, 2020 9,288 (87) 28,938 3,437 41,576

Comprehensive income (loss):
Net income - - 6,059 - 6,059
Change in unrealized gain on

securities available for sale - - - (1,818) (1,818)

Dividends declared - $28.50 per
share - - (3,376) - (3,376)

Stock compensation expense - 43 - - 43

Balance - December 31, 2021 $ 9,288 $ (44) $ 31,621 $ 1,619 $ 42,484

See notes to consolidated financial statements. 6



CSB Bancorp, Inc.

Consolidated Statement of Cash Flows
Years Ended December 31, 2021 and 2020

(000s omitted, except per share data)

2021 2020

Cash Flows from Operating Activities
Consolidated net income $ 6,059 $ 4,710
Adjustments to reconcile consolidated net income to net cash and cash

equivalents from operating activities:
Provision for loan losses 130 280
Depreciation 287 284
Net change in market value of equity securities (25) 5
Net accretion/amortization of securities 284 188
Increase in cash surrender value of life insurance (215) (211)
Stock compensation expense 43 51
Net change in:

Accrued interest and other assets (138) (138)
Accrued interest payable and other liabilities 166 110

Net cash and cash equivalents provided by operating
activities 6,591 5,279

Cash Flows from Investing Activities
Activity in available-for-sale securities:

Maturities, prepayments, and calls 6,745 8,175
Purchases (38,637) (9,925)

Net change in certificates of deposits 1,975 (757)
Net decrease (increase) in loans 2,210 (37,674)
Purchases of premises and equipment (160) (172)
Purchase of Federal Reserve Bank stock (140) -
Purchase of bank-owned life insurance (550) (250)

Net cash and cash equivalents used in investing activities (28,557) (40,603)

Cash Flows from Financing Activities
Net increase in deposits 58,371 77,727
Cash dividends paid on common stock (3,376) (2,780)

Net cash and cash equivalents provided by financing
activities 54,995 74,947

Net Increase in Cash and Cash Equivalents 33,029 39,623

Cash and Cash Equivalents - Beginning of year 76,854 37,231

Cash and Cash Equivalents - End of year $ 109,883 $ 76,854

Supplemental Cash Flow Information - Cash paid for interest $ 438 $ 477

See notes to consolidated financial statements. 7



CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 1 - Nature of Business
CSB Bancorp, Inc. (the "Corporation") provides a variety of financial services to individuals and small
businesses through its two branch locations in Dexter and Chelsea, Michigan and a main office in
Chelsea, Michigan. Its primary deposit products are checking, savings, and term certificate accounts, and
its primary lending products are commercial loans, commercial real estate loans, and residential
mortgage loans.

Note 2 - Significant Accounting Policies
Basis of Presentation 

The consolidated financial statements of the Corporation include the accounts of CSB Bancorp, Inc. and
its wholly owned subsidiary, Chelsea State Bank (the "Bank"). All significant intercompany balances and
transactions have been eliminated in consolidation.

Use of Estimates 

In preparing consolidated financial statements in conformity with accounting principles generally accepted
in the United States of America, management is required to make estimates and assumptions that affect
the reported amounts of assets and liabilities as of the date of the consolidated balance sheet and
reported amounts of revenue 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 and the valuation of investment securities.

Significant Group Concentrations of Credit Risk 

Most of the Corporation's activities are with customers located within Michigan. Note 4 discusses the
types of securities in which the Corporation invests. Note 5 discusses the types of lending in which the
Corporation engages. The Corporation does not have any significant concentrations within any one
industry or with any one customer.

Cash and Cash Equivalents 

For the purpose of the consolidated statement of cash flows, cash and cash equivalents include cash and
balances due from banks and federal funds sold that mature within 90 days.

Certificates of Deposits

Certificates of deposits mature within seven years or less and are carried at cost.

Investments 

Investments in equity securities are reported at fair value, with unrealized gains and losses included in
earnings. Investments in equity securities without readily determinable fair value are recorded at cost and
adjusted for any observable changes in price. Impairment losses due to a decline in the value of the
investment are recognized when incurred.

Debt securities that management has the positive intent and ability to hold to maturity are classified as
held to maturity and reported at amortized cost. Securities bought and held principally for the purpose of
selling in the near term are classified as trading securities and are reported at fair value, with unrealized
gains and losses included in earnings. Securities not classified as held to maturity or trading are classified
as available for sale and are reported at fair value, with unrealized gains and losses excluded from
earnings and reported in other comprehensive income. 

Purchase premiums and discounts are recognized in interest income using the interest method. For
purchase premiums and discounts on equity securities and noncallable debt securities, the amounts are
recognized into income over the term of the securities. For discounts on callable debt securities, the
discount is accreted into income over the period until the first call date. 

8



CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 2 - Significant Accounting Policies (Continued)
Gains and losses on the sale of securities are recorded on the trade date and are determined using the
specific identification method.

The Corporation conducts periodic reviews of held-to-maturity and available-for-sale securities with
declines in fair value below their cost to evaluate if the impairment is other than temporary. In estimating
other-than-temporary impairment losses, management considers (1) the length of time and the extent to
which the fair value has been less than amortized cost, (2) the financial condition and near-term
prospects of the issuer, and (3) the intent and ability of the Corporation to retain its investment in the
issuer for a period of time sufficient to allow for any anticipated recovery in fair value. Credit-related
impairments of debt securities are recorded through earnings, and any impairment as a result of other
factors is included in accumulated other comprehensive income. 

Loans 

The Corporation grants mortgage, commercial, and consumer loans to customers. A substantial portion
of the loan portfolio is represented by real estate loans throughout Washtenaw County. The ability of the
Corporation'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
payoff are reported at their outstanding unpaid principal balances and adjusted for charge-offs, the
allowance for loan losses, and any deferred fees or costs on originated loans. 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 related loan's yield using the interest method.

The accrual of interest on loans is discontinued at the time the loan is 90 days delinquent unless the
credit is well secured and in process of collection. In all cases, loans are placed on nonaccrual 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 nonaccrual or charged off is reversed
against interest income. Any interest payments received on nonaccrual loans are accounted for as a
reduction to the unpaid principal balance of the nonaccrual loan for financial reporting purposes. If a loan
is returned to accrual, an interest payment previously applied to the loan's outstanding principal balance
is accreted ratably into interest income, as an adjustment to the related loan's yield, over the remaining
term of the loan.

Allowance for Loan Losses 

The allowance for loan losses (the "allowance") 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.

9



CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 2 - Significant Accounting Policies (Continued)
The allowance consists of specific, general, and unallocated components. The specific component
relates to loans that are classified as either doubtful, substandard, or special mention. For such loans that
are also classified as impaired, an allowance is established when the discounted cash flows (or collateral
value or observable market price) of the impaired loan are lower than the carrying value of that loan. The
general component covers nonclassified loans and is based on historical loss experience adjusted for
qualitative factors. 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
specific and general losses in the portfolio.

A loan is considered impaired when, based on current information and events, it is probable that the
Corporation 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 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. Impairment is measured on a loan-by-loan basis for commercial and construction loans by either
the present value of expected future cash flows discounted at the loan's effective interest rate, the loan's
obtainable market price, or the fair value of the collateral if the loan is collateral dependent.

A troubled debt restructuring of a loan is undertaken to improve the likelihood that the loan will be repaid
in full under the modified terms in accordance with a reasonable repayment schedule. All modified loans
are evaluated to determine whether the loan should be reported as a troubled debt restructuring (TDR). A
loan is a TDR when the Corporation, for economic or legal reasons related to the borrower's financial
difficulties, grants a concession to the borrower by modifying or renewing a loan under terms that the
Corporation would not otherwise consider. To make this determination, the Corporation must determine
whether (a) the borrower is experiencing financial difficulties and (b) the Corporation granted the
borrower a concession. This determination requires consideration of all of the facts and circumstances
surrounding the modification. An overall general decline in the economy or some level of deterioration in
a borrower's financial condition does not inherently mean the borrower is experiencing financial difficulties
and is classified as impaired. 

Some of the factors considered by management when determining whether a borrower is experiencing
financial difficulties are the following: (1) is the borrower currently in default on any of its debts; (2) has
the borrower declared or is the borrower in the process of declaring bankruptcy; and (3) absent the
current modification, would the borrower likely default. 

Premises and Equipment 

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

Other Real Estate Owned 

Assets acquired through, or in lieu of, loan foreclosure are held for sale and initially recorded at the fair
value of the real estate, less estimated costs to sell, through a charge to the allowance for loan losses, if
necessary. Subsequent to foreclosure, valuations are periodically performed by management, and write-
downs required by changes in estimated fair value are charged against earnings through a valuation
allowance and reported in other noninterest expense.
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CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 2 - Significant Accounting Policies (Continued)
Bank-owned Life Insurance 

The Corporation has purchased life insurance policies on certain key officers. Bank-owned life insurance
is recorded at its cash surrender value or the amount that can be realized upon immediate liquidation.

Other Comprehensive Income 

Accounting principles generally require that recognized revenue, expenses, gains, and losses be
included in net income. Certain changes in assets and liabilities, however, such as unrealized gains and
losses on available-for-sale securities, are reported as a direct adjustment to the equity section of the
consolidated balance sheet. Such items, along with net income, are considered components of
comprehensive income.

Off-balance-sheet Instruments 

In the ordinary course of business, the Corporation has entered into commitments under commercial
letters of credit and standby letters of credit. Such financial instruments are recorded when they are
funded.

Stock-based Compensation

Compensation cost is recognized for restricted stock awards issued to employees, based on the fair
value of these awards at the date of grant. The fair value of the award is determined using the market
price of the Corporation's common stock at the date of grant, as there are no market or performance
metrics that must be met. Compensation cost is recognized over the required service period, generally
defined as the vesting period. For awards with graded vesting, compensation cost is recognized on a
straight-line basis over the requisite service period for the entire award. Additionally, the Corporation
accounts for forfeitures as they occur.  

Income Taxes 

Pursuant to provisions of the Internal Revenue Code, the Corporation has elected to be taxed as an S
corporation. Generally, the income of an S corporation is not subject to federal income tax at the
corporate level, but rather the stockholders are required to include a pro rata share of the Corporation's
taxable income or loss in their personal income tax returns, irrespective of whether dividends have been
paid. Accordingly, no provision for federal income taxes has been made in the accompanying
consolidated financial statements. 

Effective January 1, 2009, the Corporation elected S corporation status for federal income tax purposes.
Under this election, all taxable income or loss is reported by the individual stockholders.
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CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 2 - Significant Accounting Policies (Continued)
Upcoming Accounting Pronouncement 

In June 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) No. 2016-13, Financial Instruments - Credit Losses: Measurement of Credit Losses on Financial
Instruments. The ASU includes increased disclosures and various changes to the accounting and
measurement of financial assets, including the Corporation’s loans and available-for-sale and held-to-
maturity debt securities. Each financial asset presented on the balance sheet would have a unique
allowance for credit losses valuation account that is deducted from the amortized cost basis to present
the net carrying value at the amount expected to be collected on the financial asset. The amendments in
this ASU also eliminate the probable initial recognition threshold in current generally accepted accounting
principles (GAAP) and, instead, reflect an entity’s current estimate of all expected credit losses using
reasonable and supportable forecasts. The new credit loss guidance will be effective for the Corporation's
year ending December 31, 2023. Upon adoption, the ASU will be applied using a modified retrospective
transition method to the beginning of the first reporting period in which the guidance is effective. A
prospective transition approach is required for debt securities for which an other-than-temporary
impairment had been recognized before the effective date. Early adoption for all institutions is permitted
for fiscal years beginning after December 15, 2018, including interim periods within those fiscal years.
The Corporation is evaluating the effect of this standard on the Corporation's consolidated financial
statements, as credit losses will be accelerated with the elimination of the probable threshold for initial
recognition.

Subsequent Events 

The consolidated financial statements and related disclosures include evaluation of events up through
and including February 1, 2022, which is the date the consolidated financial statements were available to
be issued.

Note 3 - Restrictions on Cash and Amounts Due from Banks
The Bank may be required to maintain average balances on hand or with the Federal Reserve Bank. At
December 31, 2021 and 2020, the Bank did not have a reserve requirement.

Note 4 - Investment Securities
The details of the Bank's investments in equity and available-for-sale debt securities are as follows at
December 31 (000s omitted):

2021

Amortized Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses Fair Value

Equity securities $ 33 $ 29 $ - $ 62

Available-for-sale debt securities:
U.S. government and federal

agencies $ 40,403 $ 1,169 $ (74) $ 41,498
State and municipal 43,245 815 (166) 43,894
Corporate debt securities 12,006 9 (134) 11,881

Total available-for-sale debt
securities $ 95,654 $ 1,993 $ (374) $ 97,273

12



CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 4 - Investment Securities (Continued)
2020

Amortized Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses Fair Value

Equity securities $ 33 $ 4 $ - $ 37

Available-for-sale debt securities:
U.S. government and federal

agencies $ 38,242 $ 2,382 $ - $ 40,624
State and municipal 23,106 997 (20) 24,083
Corporate debt securities 2,698 78 - 2,776

Total available-for-sale debt
securities $ 64,046 $ 3,457 $ (20) $ 67,483

The amortized cost and fair value of debt securities by contractual maturity at December 31, 2021 are as
follows (000s omitted):

Investment Securities
Amortized Cost Fair Value

Due in one year or less $ 13,795 $ 13,937
Due in one year through five years 27,548 28,714
Due after five years through ten years 29,222 29,334
Due after ten years 25,089 25,288

Total $ 95,654 $ 97,273

Information pertaining to available-for-sale debt securities with gross unrealized losses at December 31,
2021 and 2020, aggregated by investment category and length of time that individual securities have
been in a continuous loss position, is as follows (000s omitted):

2021
Less Than 12 Months 12 Months or Greater

Unrealized
Losses Fair Value

Unrealized
Losses Fair Value

Available for sale - State and
municipal:

U.S. government and federal
agencies $ (74) $ 5,089 $ - $ -

State and municipal (125) 10,108 (41) 1,828
Corporate debt securities (119) 7,246 (15) 532

Total $ (318) $ 22,443 $ (56) $ 2,360

2020
Less Than 12 Months 12 Months or Greater

Unrealized
Losses Fair Value

Unrealized
Losses Fair Value

Available for sale - State and
municipal $ (20) $ 1,509 $ - $ -
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CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 4 - Investment Securities (Continued)
Unrealized losses on investment securities have not been recognized into income because the issuers'
bonds are of high credit quality, the Bank has the intent and ability to hold the securities for the
foreseeable future, and the declines in fair value are primarily due to increased market interest rates and
market volatility. The fair values are expected to recover as the bonds approach their maturity dates.
There were 35 and 3 investment securities in an unrealized loss position at December 31, 2021 and
2020, respectively.

Other securities totaling $979,000 and $839,000 at December 31, 2021 and 2020, respectively, consist of
restricted Federal Home Loan Bank stock and Federal Reserve Bank stock. These stocks are
redeemable at par and, therefore, are carried at cost and periodically evaluated for impairment. 

Note 5 - Loans and Allowance for Loan Losses
A summary of the balances of loans follows (000s omitted):

2021 2020

Real estate - Commercial $ 120,110 $ 114,160
Real estate - Construction 7,290 9,753
Real estate - Residential 23,642 23,060
Real estate - Other 4,376 3,484
Commercial loans 56,459 63,937
Consumer loans 1,229 1,156

Total loans 213,106 215,550

Less:
Allowance for loan losses 4,106 3,935
Net deferred loan fees 485 760

Net loans $ 208,515 $ 210,855

During 2020, the Corporation funded loans under the Small Business Administration (SBA) Paycheck
Protection Program (PPP) designed to provide liquidity to small businesses during the COVID-19
pandemic. The loans are guaranteed by the SBA, and loan proceeds to borrowers are forgivable by the
SBA if certain criteria are met. The Bank originated PPP loans totaling approximately $24,709,000 and
$40,236,000 during the years ended December 31, 2021 and 2020, respectively. As of December 31,
2021 and 2020, there were approximately $7,533,000 and $27,357,000, respectively, of PPP loans
included in the commercial loan segment. PPP processing fees received from the SBA totaling
approximately $990,000 and $1,558,000 in 2021 and 2020, respectively, were deferred along with loan
origination costs and are recognized as interest income using the effective yield method. Upon
forgiveness of a loan and resulting repayment by the SBA, any unrecognized net fee for a given loan is
recognized as interest income. Fees totaling approximately $1,575,000 and $979,000 were recognized in
2021 and 2020, respectively. 

In the ordinary course of business, the Bank has granted loans to principal officers and directors and their
affiliates amounting to approximately $645,000 and $1,184,000 for the years ended December 31, 2021
and 2020, respectively. 
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CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 5 - Loans and Allowance for Loan Losses (Continued)
The Bank's activity in the allowance for loan losses for the years ended December 31, 2021 and 2020, by
loan segment, is summarized below (000s omitted):

Year Ended December 31, 2021
Real Estate -
Commercial

Real Estate -
Construction

Real Estate -
Residential

Real Estate -
Other

Commercial
Loans

Consumer
Loans Total

Beginning balance $ 1,881 $ 605 $ 736 $ 12 $ 667 $ 34 $ 3,935
Charge-offs - - - - - - -
Recoveries - - 20 - 19 2 41
Provision 62 20 24 1 22 1 130

Ending balance $ 1,943 $ 625 $ 780 $ 13 $ 708 $ 37 $ 4,106

Ending allowance balance
attributable to loans:

Individually evaluated for
impairment $ - $ - $ - $ - $ 60 $ - $ 60

Collectively evaluated for
impairment 1,943 625 780 13 648 37 4,046

Ending allowance balance $ 1,943 $ 625 $ 780 $ 13 $ 708 $ 37 $ 4,106

Loans:
Individually evaluated for

impairment $ 417 $ - $ 195 $ - $ 82 $ - $ 694
Collectively evaluated for

impairment 119,693 7,290 23,447 4,376 56,377 1,229 212,412

Total loans $ 120,110 $ 7,290 $ 23,642 $ 4,376 $ 56,459 $ 1,229 $ 213,106

Year Ended December 31, 2020
Real Estate -
Commercial

Real Estate -
Construction

Real Estate -
Residential

Real Estate -
Other

Commercial
Loans

Consumer
Loans Total

Beginning balance $ 1,733 $ 592 $ 702 $ 7 $ 576 $ 31 $ 3,641
Charge-offs - - (20) - - - (20)
Recoveries - - 24 - 8 2 34
Provision 148 13 30 5 83 1 280

Ending balance $ 1,881 $ 605 $ 736 $ 12 $ 667 $ 34 $ 3,935

Ending allowance balance
attributable to loans:

Individually evaluated for
impairment $ 141 $ - $ 244 $ - $ - $ - $ 385

Collectively evaluated for
impairment 1,740 605 492 12 667 34 3,550

Ending allowance balance $ 1,881 $ 605 $ 736 $ 12 $ 667 $ 34 $ 3,935

Loans:
Individually evaluated for

impairment $ 3,263 $ - $ 460 $ - $ - $ - $ 3,723
Collectively evaluated for

impairment 110,897 9,753 22,600 3,484 63,937 1,156 211,827

Total loans $ 114,160 $ 9,753 $ 23,060 $ 3,484 $ 63,937 $ 1,156 $ 215,550
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CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 5 - Loans and Allowance for Loan Losses (Continued)
Credit Risk Grading

The Bank categorized each loan into credit risk categories based on current financial information, overall
debt service coverage, comparison against industry averages, collateral coverage, historical payment
experience, and current economic trends. The Bank uses the following definitions for credit risk ratings:

Pass

Credits not covered by the definitions below are pass credits, which are not considered to be adversely
rated.

Special Mention (5)

Loans classified as special mention, or watch credits, have a potential weakness or weaknesses that
deserve management's close attention. If left uncorrected, these potential weaknesses may result in
deterioration of the repayment prospects for the loan or of the institution's credit position at some future
date.

Substandard (6)

Loans classified as substandard are inadequately protected by the current net 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. They are characterized by the distinct possibility
that the institution may sustain some loss if the deficiencies are not corrected.

Doubtful (7)

Loans classified as doubtful have all the weaknesses inherent in those classified as substandard, with the
added characteristics that the weaknesses make collection or liquidation in full, on the basis of currently
existing facts, conditions, and values, highly questionable and improbable.

The Bank's credit quality indicators, by loan segment and class, at December 31, 2021 and 2020 are
summarized below (000s omitted):

December 31, 2021

Pass
Special

Mention (5) Substandard (6) Doubtful (7) Ending Balance

Real estate - Commercial $ 119,693 $ - $ 417 $ - $ 120,110
Real estate - Construction 7,290 - - - 7,290
Real estate - Residential 23,611 - 31 - 23,642
Real estate - Other 4,376 - - - 4,376
Commercial loans 54,690 1,687 82 - 56,459
Consumer loans 1,229 - - - 1,229

Total $ 210,889 $ 1,687 $ 530 $ - $ 213,106

December 31, 2020

Pass
Special

Mention (5) Substandard (6) Doubtful (7) Ending Balance

Real estate - Commercial $ 109,858 $ 1,043 $ 3,259 $ - $ 114,160
Real estate - Construction 7,474 2,279 - - 9,753
Real estate - Residential 22,773 - 287 - 23,060
Real estate - Other 3,484 - - - 3,484
Commercial loans 62,546 1,391 - - 63,937
Consumer loans 1,156 - - - 1,156

Total $ 207,291 $ 4,713 $ 3,546 $ - $ 215,550
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CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 5 - Loans and Allowance for Loan Losses (Continued)
Age Analysis of Past-due Loans

The Bank's age analysis of past-due loans at December 31, 2021 and 2020, by loan segment and class,
is summarized below (000s omitted):

December 31, 2021

30-59
Days Past

Due

60-89
Days Past

Due

Greater
Than 90

Days
Total Past

Due Current
Total
Loans

Recorded
Investment
> 90 Days

and
Accruing

Nonaccrual
Loans

Real estate -
Commercial $ - $ - $ 223 $ 223 $ 119,887 $ 120,110 $ - $ 223

Real estate -
Construction - - - - 7,290 7,290 - -

Real estate -
Residential - - - - 23,642 23,642 - 31

Real estate - Other - - - - 4,376 4,376 - -
Commercial loans - - 45 45 56,414 56,459 - 82
Consumer loans - - - - 1,229 1,229 - -

Total $ - $ - $ 268 $ 268 $ 212,838 $ 213,106 $ - $ 336

December 31, 2020

30-59
Days Past

Due

60-89
Days Past

Due

Greater
Than 90

Days
Total Past

Due Current
Total
Loans

Recorded
Investment
> 90 Days

and
Accruing

Nonaccrual
Loans

Real estate -
Commercial $ - $ - $ 1,801 $ 1,801 $ 112,359 $ 114,160 $ - $ 1,801

Real estate -
Construction - - - - 9,753 9,753 - -

Real estate -
Residential - - - - 23,060 23,060 - 44

Real estate - Other - - - - 3,484 3,484 - -
Commercial loans - - - - 63,937 63,937 - -
Consumer loans - - - - 1,156 1,156 - -

Total $ - $ - $ 1,801 $ 1,801 $ 213,749 $ 215,550 $ - $ 1,845
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CSB Bancorp, Inc.

Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 5 - Loans and Allowance for Loan Losses (Continued)
Impaired Loans

Impaired loans, by loan segment and class, were as follows at December 31, 2021 and 2020 (000s
omitted):

As of and for the Year Ended December 31, 2021

Recorded
Investment

Unpaid
Principal
Balance

Related
Allowance

Average
Recorded

Investment for
the Year

Interest
Income

Recognized for
the Year

With no related allowance
recorded:

Real estate - Commercial $ 417 $ 417 $ - $ 425 $ 19
Real estate - Residential 195 195 - 206 8

Total with no related
allowance recorded 612 612 - 631 27

With an allowance recorded -
Commercial loans 82 82 60 85 2

Total $ 694 $ 694 $ 60 $ 716 $ 29

As of and for the Year Ended December 31, 2020

Recorded
Investment

Unpaid
Principal
Balance

Related
Allowance

Average
Recorded

Investment for
the Year

Interest
Income

Recognized for
the Year

With no related allowance
recorded:

Real estate - Commercial $ 1,801 $ 1,801 $ - $ 1,805 $ 9
Real estate - Residential 216 216 - 225 8

Total with no related
allowance recorded 2,017 2,017 - 2,030 17

With an allowance recorded:
Real estate - Commercial 1,462 1,462 141 1,480 67
Real estate - Residential 244 244 244 248 13

Total with an allowance
recorded 1,706 1,706 385 1,728 80

Total $ 3,723 $ 3,723 $ 385 $ 3,758 $ 97

For the purpose of the disclosure above, recorded investment represents the borrower's unpaid principal
balance less partial charge-offs to date.
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Notes to Consolidated Financial Statements
December 31, 2021 and 2020

Note 5 - Loans and Allowance for Loan Losses (Continued)
Troubled Debt Restructurings

A modification of a loan constitutes a troubled debt restructuring when a borrower is experiencing
financial difficulty and the modification constitutes a concession. The Corporation offers various types of
concessions when modifying a loan; however, forgiveness of principal is rarely granted.

The following table presents information related to loans modified in a TDR during the years ended
December 31, 2021 and 2020 (000s omitted):

2021 2020

Number of
Contracts

Premodification
Outstanding
Recorded

Investment

Postmodification
Outstanding
Recorded

Investment
Number of
Contracts

Premodification
Outstanding
Recorded

Investment

Postmodification
Outstanding
Recorded

Investment

Real estate -
Residential 1 $ 193 $ 164 - $ - $ -

There were no loans modified as troubled debt restructurings within the previous 12 months that became
30 days or more past due during the years ended December 31, 2021 and 2020.

In March 2020, the Coronavirus Aid, Relief, and Economic Security (CARES) Act was passed into law.
Among other things, the CARES Act suspends the requirements related to accounting for TDRs for
certain loan modifications related to the COVID-19 pandemic. As a result of the pandemic, the Bank
provided a modification program to borrowers that included certain concessions, such as interest-only or
payment deferrals. The Bank granted pandemic-related modifications of loans totaling approximately
$40,856,000 during 2020. As of December 31, 2021 and 2020, there were approximately $123,000 and
$463,000, respectively, of loans that remained under a modification agreement but are not disclosed as
TDRs. Regardless of whether a modification is classified as a TDR, the Bank continues to apply policies
for risk rating, accruing interest, and impairment classification of these loans. This program expired
effective January 1, 2022. 

Note 6 - Premises and Equipment
A summary of the cost and accumulated depreciation of premises and equipment is as follows (000s
omitted):

2021 2020

Land $ 943 $ 943
Buildings and building improvements 4,882 4,880
Furniture, fixtures, and equipment 2,402 2,247

Total cost 8,227 8,070

Accumulated depreciation (5,410) (5,126)

Net premises and equipment $ 2,817 $ 2,944

Depreciation expense for 2021 and 2020 totaled approximately $287,000 and $284,000, respectively.
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December 31, 2021 and 2020

Note 7 - Deposits
The following is a summary of the distribution of deposits at December 31, 2021 and 2020 (000s omitted):

2021 2020

Non-interest-bearing deposits $ 131,191 $ 121,607
NOW accounts 80,292 64,439
Savings and money market accounts 152,278 124,412
Time deposits:

Under $250,000 21,571 20,959
$250,000 and over 8,320 3,864

Total $ 393,652 $ 335,281

At December 31, 2021, the scheduled maturities of time deposits are as follows (000s omitted):

Years Ending Amount

2022 $ 17,270
2023 5,514
2024 4,896
2025 1,234
2026 904

Thereafter 73

Total $ 29,891

As of December 31, 2021 and 2020, deposit balances from executive officers and directors of the
Corporation totaled $6,763,000 and $4,199,000, respectively.

Note 8 - Borrowings
The Corporation has the ability to obtain fixed- and variable-rate advances with the Federal Home Loan
Bank of Indianapolis. Available borrowings with the Federal Home Loan Bank are secured by available-
for-sale securities. At December 31, 2021 and 2020, the Bank had no pledged securities and no
outstanding advances.

The Corporation has the ability to obtain advances with the Federal Reserve Bank. Available borrowings
with the Federal Reserve Bank are secured by available-for-sale securities. The interest rate on the
advances is based on the quoted federal reserve discount rate (effective rate of 0.25 percent as of
December 31, 2021). At December 31, 2021 and 2020, the Bank had no pledged securities and no
outstanding advances.

The Corporation has the ability to draw on federal funds facilities with unrelated financial institutions that
can be used for overnight borrowing up to $21,000,000 at a daily rate. The facilities are unsecured and
provided on a discretionary basis. In order for one of the federal funds facilities to be available, the Bank
is required to maintain a balance of $205,000 at that financial institution. At December 31, 2021 and
2020, the Bank had no outstanding advances.

The Corporation has a PPPLF borrowing agreement with the Federal Reserve Bank to facilitate the
funding of PPP loans approved by the SBA up to the amount of outstanding PPP loans ($8 million and
$27 million at December 31, 2021 and 2020, respectively). The Federal Reserve Bank borrowings bear a
0.35 percent fixed interest rate and mature on the maturity date of the respective PPP loans that have
been pledged to secure them.  At December 31, 2020 and 2021, the Bank had no outstanding advances.
No new extensions were allowed under the PPPLF borrowing agreement after June 30, 2021.
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Note 9 - Off-balance-sheet Activities
Credit-related Financial Instruments

The Corporation 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, standby letters of credit, and commercial 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 sheet.

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

Contract Amounts

As of December 31, 2021 and 2020, the following financial instruments, whose contract amounts
represent credit risk, were outstanding (000s omitted):

2021 2020

Commitments to extend credit $ 25,111 $ 16,533
Unfunded commitments under lines of credit 49,150 39,332
Commercial and standby letters of credit 2,540 2,365

Total $ 76,801 $ 58,230

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of
any condition established in the contract. Commitments generally have fixed expiration dates or other
termination clauses and may require payment of a fee. The commitments for equity lines of credit may
expire without being drawn upon. Therefore, the total commitment amounts do not necessarily represent
future cash requirements. The amount of collateral obtained, if it is deemed necessary by the
Corporation, is based on management's credit evaluation of the customer.

Unfunded commitments under commercial lines of credit, revolving credit lines, and overdraft protection
agreements are commitments for possible future extensions of credit to existing customers. These lines
of credit are collateralized and usually do not contain a specified maturity date and may not be drawn
upon to the total extent to which the Corporation is committed.

Commercial and standby letters of credit are conditional commitments issued by the Corporation to
guarantee the performance of a customer to a third party. Those letters of credit are used primarily to
support public and private borrowing arrangements. Essentially all letters of credit issued have expiration
dates within one year. The credit risk involved is extending loan facilities to customers. The Corporation
generally holds collateral supporting those commitments if deemed necessary.

Collateral Requirements

To reduce credit risk related to the use of credit-related financial instruments, the Corporation might deem
it necessary to obtain collateral. The amount and nature of the collateral obtained are based on the
Corporation's credit evaluation of the customer. Collateral held varies, but may include cash, securities,
accounts receivable, inventory, property, plant, equipment, and real estate.

If the counterparty does not have the right and ability to redeem the collateral or the Corporation is
permitted to sell or repledge the collateral on short notice, the Corporation records the collateral in its
consolidated balance sheet at fair value, with a corresponding obligation to return it.

Legal Contingencies

Various legal claims also arise from time to time in the normal course of business, which, in the opinion of
management, will have no material effect on the Corporation's consolidated financial statements.
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Note 10 - Stock-based Compensation
The Corporation has executed a share-based compensation agreement with an executive officer. The
Restricted Share Agreement (the "Agreement"), which is board approved, granted 350 shares of
restricted awards of common stock to the executive officer. The fair value of the restricted stock awards
was determined by an independent third-party valuation performed as of the grant date and vests ratably
on January 1 through 2023. The compensation cost that has been charged against income for the
Agreement was approximately $43,000 for the year ended December 31, 2021.  

A summary of changes in nonvested shares under the Agreement for the year ended December 31, 2021
is presented below:

Nonvested Shares
Number of

Shares

Weighted-
average Grant-
date Fair Value

Nonvested at January 1, 2020 - $ -
Granted 350 395.00

Nonvested at December 31, 2020 350 395.00
Vested (130) 395.00

Nonvested at December 31, 2021 220 395.00

As of December 31, 2021, there was approximately $44,000 of total unrecognized compensation cost
related to nonvested share-based compensation arrangements granted under the Agreement, which is
expected to be recognized over a weighted-average period of one year.

Note 11 - Restrictions on Dividends, Loans, and Advances
Banking regulations place certain restrictions on dividends paid and loans or advances made by the Bank
to the Corporation.

Prior approval of the Corporation's federal regulator is required if the total dividends declared by the Bank
in a calendar year exceed the sum of the net profits of the Bank for the preceding three years, less any
required transfers to surplus. In addition, dividends paid by the Bank would be prohibited if the effect
thereof would cause the Bank's capital to be reduced below applicable minimum standards. At December
31, 2021 and 2020, the Bank's retained earnings available for the payment of dividends, without approval
from the regulators, totaled $6,660,000 and $6,081,000, respectively. Accordingly, $35,742,000 and
$35,434,000 of the Corporation's investment in the Bank was restricted at December 31, 2021 and 2020,
respectively.

Loans or advances made by the Bank to the Corporation are generally limited to 10 percent of the
Corporation's capital stock and surplus.

Note 12 - Deferred Compensation
401(k) and Profit-sharing Plan 

The Corporation has a 401(k) and profit-sharing plan for substantially all employees. The plan provides
for the Corporation to make a discretionary profit-sharing contribution and a discretionary matching
contribution. Expenses under the plan amounted to $209,000 and $199,000 for the years ended
December 31, 2021 and 2020, respectively.  
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Note 12 - Deferred Compensation (Continued)
Deferred Compensation Plan 

The Corporation has deferred compensation arrangements with certain officers and directors. In
accordance with the plan, the participants may elect to defer portions of their eligible compensation. The
Corporation accrues interest on the amounts deferred at a predetermined amount. The liability recorded
was approximately $1,431,000 and $1,403,000 as of December 31, 2021 and 2020, respectively.
Deferrals to the plan totaled approximately $116,000, while distributions totaled approximately $154,000
for the year ended December 31, 2021. In addition, expenses under the plan were approximately $66,000
and $71,000 for the years ended December 31, 2021 and 2020, respectively. Upon retirement or
termination of employment, the participant, upon reaching the age of 59½, can elect to receive his or her
deferred compensation paid in a lump sum or in 7 or 15 annual installments.

Note 13 - Minimum Regulatory Capital Requirements
The Corporation (on a consolidated basis) and the Bank are 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 Corporation's and the Bank's consolidated
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Corporation and 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.

Quantitative measures established by regulation to ensure capital adequacy require the Corporation and
the Bank to maintain minimum amounts and ratios (set forth in the following table) of total, common, and
Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined) and of Tier 1 capital (as
defined) to average assets (as defined). Management believes, as of December 31, 2021 and 2020, that
the Bank met all capital adequacy requirements to which it is subject.

As of December 31, 2021, the most recent notification from the Bank's primary regulator 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 table. This table does not
include the 2.5 percent capital conservation buffer requirement. A bank with a capital conservation buffer
greater than 2.5 percent of risk-weighted assets would not be restricted by payout limitations.  However, if
the 2.5 percent threshold is not met, the Bank would be subject to increasing limitations on capital
distributions and discretionary bonus payments to executive officers as the capital conservation buffer
approaches zero. There are no conditions or events since the notification that management believes have
changed the Bank's category. The Bank's actual capital amounts and ratios as of December 31, 2021
and 2020 are also presented in the table (000s omitted).
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Note 13 - Minimum Regulatory Capital Requirements (Continued)

Actual
For Minimum Capital
Adequacy Purposes

Minimum Required to be Well
Capitalized Under Prompt

Corrective Action Provisions
(000s omitted) Amount Ratio Amount Ratio Amount Ratio

As of December 31, 2021
Common equity Tier 1 capital

(to risk-weighted assets) $ 40,783 %17.83 $ 10,296 %4.50 $ 14,872 %6.50
Total risk-based capital (to

risk-weighted assets) 43,658 19.08 18,304 8.00 22,880 10.00
Tier 1 capital (to risk-

weighted assets) 40,783 17.83 13,728 6.00 18,304 8.00
Tier 1 (core) capital (to

average total assets) 40,783 9.32 17,504 4.00 21,880 5.00

As of December 31, 2020
Common equity Tier 1 capital

(to risk-weighted assets) 38,078 18.48 9,273 4.50 13,394 6.50
Total risk-based capital (to

risk-weighted assets) 40,670 19.74 16,485 8.00 20,606 10.00
Tier 1 capital (to risk-

weighted assets) 38,078 18.48 12,364 6.00 16,485 8.00
Tier 1 capital (to average

assets) 38,078 10.34 14,733 4.00 18,416 5.00

Note 14 - Fair Value Measurements
Accounting standards require certain assets and liabilities be reported at fair value in the financial
statements and provide a framework for establishing that fair value. The framework for determining fair
value is based on a hierarchy that prioritizes the inputs and valuation techniques used to measure fair
value.

Fair values determined by Level 1 inputs use quoted prices in active markets for identical assets that the
Corporation has the ability to access. 

Fair values determined by Level 2 inputs use other inputs that are observable, either directly or indirectly.
These Level 2 inputs include quoted prices for similar assets in active markets and other inputs, such as
interest rates and yield curves, that are observable at commonly quoted intervals. 

Level 3 inputs are unobservable inputs, including inputs that are available in situations where there is
little, if any, market activity for the related asset.

In instances where inputs used to measure fair value fall into different levels in the above fair value
hierarchy, fair value measurements in their entirety are categorized based on the lowest level input that is
significant to the valuation. The Corporation’s assessment of the significance of particular inputs to these
fair value measurements requires judgment and considers factors specific to each asset. 

The fair value of available-for-sale debt securities at December 31, 2021 was determined primarily based
on Level 2 inputs. The Corporation estimates the fair value of these investments' quoted prices for similar
assets in active markets.
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Note 14 - Fair Value Measurements (Continued)
The following tables present information about the Corporation’s assets measured at fair value on a
recurring basis at December 31, 2021 and 2020 and the valuation techniques used by the Corporation to
determine those fair values (000s omitted):

Assets Measured at Fair Value on a Recurring Basis at
December 31, 2021

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant Other
Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3) 

Balance at
December 31,

2021

Assets
Equity securities held at fair

value $ 62 $ - $ - $ 62

Available-for-sale securities:
U.S. government and federal

agencies - 41,498 - 41,498
State and municipal - 38,734 5,160 43,894
Corporate debt securities - 11,881 - 11,881

Total available-for-sale
securities - 92,113 5,160 97,273

Total assets $ 62 $ 92,113 $ 5,160 $ 97,335

Assets Measured at Fair Value on a Recurring Basis at
December 31, 2020

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant Other
Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3) 

Balance at
December 31,

2020

Assets
Equity securities held at fair

value $ 37 $ - $ - $ 37

Available-for-sale securities:
U.S. government and federal

agencies - 40,624 - 40,624
State and municipal - 21,183 2,900 24,083
Corporate debt securities - 2,776 - 2,776

Total available-for-sale
securities - 64,583 2,900 67,483

Total assets $ 37 $ 64,583 $ 2,900 $ 67,520
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Note 14 - Fair Value Measurements (Continued)
Changes in Level 3 assets measured at fair value on a recurring basis for the years ended December 31,
2021 and 2020 are as follows (000s omitted):

Municipal
Securities

Balance at January 1, 2021 $ 2,900
Purchases, issuances, sales, and settlements - Net 2,260

Balance at December 31, 2021 $ 5,160

Municipal
Securities

Balance at January 1, 2020 $ 2,725
Purchases, issuances, sales, and settlements - Net 175

Balance at December 31, 2020 $ 2,900

Both observable and unobservable inputs may be used to determine the fair value of positions classified
as Level 3 assets. As a result, the unrealized gains and losses for these assets presented in the tables
above may include changes in fair value that were attributable to both observable and unobservable
inputs. The Corporation has determined par value approximates fair value when assessing the Level 3
municipal securities' fair value measurements.

The Corporation also has assets that, under certain conditions, are subject to measurement at fair value
on a nonrecurring basis. These assets include impaired loans and other real estate owned. The
Corporation has estimated the fair values of these assets based primarily on Level 3 inputs, which include
the present value of expected future cash flows using management's best estimate of key assumptions.
These assumptions include future payment ability, timing of payment streams, and estimated realizable
values of available collateral (typically based on outside appraisals or broker price opinions). During 2021
and 2020, the following asset classes were measured at fair value on a nonrecurring basis (000s
omitted):

Assets Measured at Fair Value on a Nonrecurring Basis at
December 31, 2021

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant Other
Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3) 

Balance at
December 31,

2021

Impaired loans $ - $ - $ 634 $ 634
Other real estate owned - - 600 600

Assets Measured at Fair Value on a Nonrecurring Basis at
December 31, 2020

Quoted Prices in
Active Markets

for Identical
Assets

(Level 1)

Significant Other
Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3) 

Balance at
December 31,

2020

Impaired loans $ - $ - $ 3,338 $ 3,338
Other real estate owned - - 600 600
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CHELSEA STATE BANK 

Our Vision
To be Michigan’s premier independent community bank,  

where banking is simple and relationships matter. 

Our Mission 
Chelsea State Bank, your community bank, will enrich the communities  

we serve by giving of our time and resources, while providing  
exceptional service and stable progressive solutions. 

We are committed to your success today and tomorrow.

1 2

7

3

4 5 6

2021: YEAR IN PICTURES

While our staff often have their hands full with their daily responsibilities, they not only 
serve our customers but also contribute to enhancing all of our community members 

through their volunteer efforts.

1. Shop With A Cop  2. Chelsea Sounds and Sights Festival  3. Chelsea Fair Parade   
4. Blue Jean Money Donation to Ele’s Place  5. Chelsea Light Parade  6 / 7. Summer School Financial Literacy 

INC
.



5 Healthy Towns
American Legion Post 31
Ann Arbor Spark 
Arbor Hospice
Ballet Chelsea
Chelsea Area Chamber of Commerce
Chelsea Area Festivals and Events
Chelsea Area Players
Chelsea Athletic Boosters
Chelsea Baseball Club
Chelsea Community Fair
Chelsea Education Foundation
Chelsea Fair Livestock
Chelsea Field Hockey
Chelsea Historical Society
Chelsea Hockey Association
Chelsea Music Boosters 
Chelsea Rotary Club 
Chelsea Senior Center

Chelsea Soccer Club
Chelsea Wrestling
Children’s Literacy Network 
Dexter Area Chamber of Commerce
Dexter Athletic Booster Club
Dexter Community Aquatic Club 
Dexter Community Fund  
Dexter Drama Club
Dexter High School (The Squall)
Dexter Rotary Foundation
Educational Foundation of Dexter 
Ele’s Place
Faith In Action
Fisher House Michigan
Girl Scouts  
Girls on the Run Southeastern Michigan
Grass Lake Yearbook
Great Lakes Renegades Baseball
Huron River Watershed Council 

Kiwanis Club of Chelsea 
Legacy Land Conservance
Lumen Christi Catholic School 
Manchester Community Fair
Michigan From the Heart 
North Star Reach
Pinckney Varsity Hockey
SRSLY
St. Louis Center
Stockbridge Outreach Center
The Encore Musical Theatre Co.
UMRC-Heritage Foundation
United Way of Washtenaw 
Washtenaw 4-H Livestock 
Washtenaw County Command Officers Assoc.
Washtenaw County Farm Bureau 
Washtenaw County Shop with a Cop 
Waterloo Natural History Museum 
Women’s Center of Southeastern Michigan

We are a true local community bank with two offices in Chelsea and one in Dexter, serving Western 
Washtenaw and Eastern Jackson Counties. We believe in giving back to our communities. In the past 
year, we are proud to have donated money and or time to the following organizations: 

1010 S. Main Street
Chelsea, MI 48118
(734)475-1355

305 S. Main Street
Chelsea, MI 48118
(734)475-1355

7101 Dexter Ann Arbor Rd.
Dexter, MI 48130
(734)426-6000

Three branches. Many roots.

www.chelseastate.bank




