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SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION
Part 1. Financial Information
Item 1. Condensed Financial Statements

Condensed Balance Sheets
June 30, 2020 (Unaudited) and December 31, 2019
(Amounts in thousands, except share amounts)

Assets
Cash
Interest-bearing deposits in other banks:
Federal Home Loan Bank of Topeka ("FHLBT") demand account
FHLBT overnight deposit account
Cash and cash equivalents

Securities available for sale, at market value

(amortized cost of $2,096 and $2,502, respectively)
Stock in FHLBT and Midwest Independent Bank ("MIB")
Loans held for sale
Loans receivable, net of allowance for loan losses

of $162 and $150, respectively
Premises and equipment, net
Accrued interest receivable:

Securities and other interest-earning assets

Loans receivable
Other assets

Total assets

Liabilities

Deposits:
Noninterest-bearing
Interest-bearing

Total deposits
Federal Home Loan Bank of Topeka (FHLBT) Advances
Advances from borrowers for taxes and insurance
Other liabilities

Total liabilities
Commitments and contingencies

Stockholders' Equity

Preferred stock, $0.01 par value, 1,000,000 shares authorized, none issued and outstanding
Common stock, $0.01 par value, 19,000,000 shares authorized, 132,250 shares outstandng
Additional paid in capital
Retained earnings - substantially restricted
Accumulated other comprehensive income, net of taxes

Total equity

Total liabilities and stockholders' equity

See accompanying notes to condensed financial statements.

June 30, December 31,
2020 2019
133 120
391 366
2,600 1,000
3,124 1,486
2,147 2,526
156 153
88 -
13,607 13,927
34 66
7 9
48 40
339 166
19,550 18,373
1,181 1,202
13,686 12,856
14,867 14,058
2,700 2,700
165 180
384 148
18,116 17,086
1 1
811 811
582 456
40 19
1,434 1,287
19,550 18,373




SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Condensed Statements of Operations

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)

(Amounts in thousands, except share and per share data)

Interest income:
Loans receivable
Securities-taxable
Other interest-earning assets
Total interest income
Interest expense:
Deposits
Advances from FHLBT
Total interest expense
Net interest income
Provision for loan losses
Net interest income after provision for loan losses
Noninterest income:
Senice charges on deposit accounts
Gain on sale of loans
Gain on called and sold securities
Debit card income
Gain on sale of premises and equipment
Other
Total noninterest income
Noninterest expense:
Compensation and benefits
Occupancy expense
Equipment and data processing expense
FDIC premium expense
Professional and regulatory fees
Insurance expense
Debit card expense
Correspondent bank service charges
Other
Total noninterest expense
Income(loss) before income taxes
Income taxes
Net income(loss)

Basic net income (loss) per share
Weighted average common shares outstanding

Three Months Ended

Six Months Ended

June 30, June 30,
2020 2019 2020 2019

166 $ 125 $ 335 $ 243
13 28 29 60
2 5 10 12
181 158 374 315
26 23 51 44
9 - 18 -
35 23 69 44
146 135 305 271
10 - 10 -
136 135 295 271
1 2 4 5
20 4 23 15
- - - 3

3 3 5 5

- - 282 -

- 1 - 1
24 10 314 29
115 111 229 225
15 6 28 13
29 23 55 49
5 2 9 5
25 37 78 70
8 7 15 14

9 7 16 16

4 4 7 7
24 21 46 35
234 218 483 434
(74) (73) 126 (134)
(74) $ (73) $ 126 $ (134)
(0.56) (0.55) $ 0.95 (1.01)
132,250 132,250 132,250 132,250



SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Condensed Statements of Comprehensive Income (Loss)

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)

Net income (loss)
Other comprehensive (loss) income, net of tax:
Reclassification adjustment for gains on securities AFS included in operations
Unrealized gain on securities available for sale during the period
Other comprehensive income income before taxes
Income tax expense

Other comprehensive income, net of tax
Comprehensive income (loss)

See accompanying notes to condensed financial statements.

Three Months Ended

Six Months Ended

2019

(In thousands)

(134)

3)
43

40
9

31

(103)




SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Condensed Statements of Stockholders’ Equity
Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)

(Amounts in thousands)

Balance at March 31, 2020
Net loss
Other comprehensive income, net of taxes

Balance at June 30, 2020

Balance at January 1, 2020
Net income
Other comprehensive income, net of taxes

Balance at June 30, 2020

Balance at March 31, 2019
Net loss
Other comprehensive income, net of taxes

Balance at June 30, 2019

Balance at January 1, 2019
Net loss
Other comprehensive income, net of taxes

Balance at June 30, 2019

See accompanying notes to condensed financial statements.

Three Months Ending June 30, 2020
Accumulated

Additional Other Total
Common Paid In Retained Comprehensive Stockholders'
Stock Capital Earnings Income, Net Equity
$ 1 811 § 656 $ 4 $ 1,472
- - (74) - (74)
- - - 36 36
$ 1 811 $ 582 $ 40 $ 1,434
Six Months Ended June 30, 2020
Accumulated
Additional Other Total
Common Paid In Retained Comprehensive Stockholders'
Stock Capital Earnings Income, Net Equity
$ 1 811  §$ 456 $ 19 $ 1,287
- - 126 - 126
- - - 21 21
$ 1 811 $ 582 $ 40 3 1,434
Three Months Ending June 30, 2019
Accumulated
Additional Other Total
Common Paid In Retained Comprehensive Stockholders'
Stock Capital Earnings Income, Net Equity
$ 1 811  $ 698 $ 14 $ 1,524
- - (73) - (73)
- - - 15 15
$ 1 811 $ 625 $ 29 $ 1,466
Six Months Ended June 30, 2019
Accumulated
Additional Other Total
Common Paid In Retained Comprehensive Stockholders'
Stock Capital Earnings  Income (Loss), Net Equity
$ 1 811 § 759 $ 2 $ 1,569
- - (134) - (134)
- - - 31 31
$ 1 811 $ 625 $ 29 $ 1,466




SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Condensed Statements of Cash Flows
Six Months Ended June 30, 2020 and 2019 (Unaudited)

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net loss to net cash
used for operating activities:
Provision for loan losses
Depreciation expense
Gain on sale of premises
Amortization of premiums, net
FHLBT stock dividends
Gain on called and sold securities
Gain on sale of loans
Loan originations for sale
Proceeds from sale of loans
Net change in:
Accrued interest receivable
Other assets
Other liabilities
Net cash used in operating activities
Cash flows from investing activities:
Net change in loans receivable
Purchased Loans
Proceeds from maturities, paydowns and calls of securities available for sale
Proceeds from sales of securities available for sale
Redemption of FHLBT stock
Proceeds on sale of premises and equipment
Purchases of premises of equipment
Net cash provided by investing activities

Six Months Ended
June 30,
2020 2019

(In thousands)

126 % (134)
10 -
5 3
(282) -
7 9
3) @)
- ©)
(23) (15)
(818) (509)
753 524
(6) 3
72 49
(15) 20
(174) (55)
1,400 714
(1,090) (971)
399 919
- 356
- 1
314 -
() -
1,018 $ 1,019
(Continued)



SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Condensed Statements of Cash Flows
Six Months Ended June 30, 2020 and 2019 (Unaudited)

(Continued)

Cash flows from financing activities:
Net change in deposits
Net change in advances from borrowers for taxes and insurance
Net cash provided by (used in) financing activities
Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Cash paid during the period for:
Interest on deposits
Interest on advances from FHLBT

Supplemental non-cash activity
Initial recognition of right of use lease asset

Inintal recognition of operating lease liability

See accompanying notes to condensed financial statements.

Six Months Ended
June 30,
2020 2019

(In thousands)

809 $ (887)
(15) 10
794 (877)
1,638 87
1,486 798
3,124 $ 885
51§ 44

18 -
245 -
245 -



SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements

June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)
(Dollars in thousands)

Note 1. Significant Accounting Policies
General

On October 17, 2017, the Association’s Board of Directors adopted a Plan of Conversion to convert from a
federally chartered mutual savings association to a capital stock form of organization (“Conversion”). The
transaction was subject to certain conditions, including the required regulatory approvals and approval of the
Plan of Conversion by the Association.

Shares of the Association’s common stock were offered in a subscription offering pursuant to non-transferable
subscription rights at a predetermined and uniform price in the following order of preference: (1) to the eligible
account holders of record of the Association as of September 30, 2016; (2) if applicable, to supplemental
eligible account holders of record as of the last day of the calendar quarter preceding regulatory approval of
the Conversion; and (3) any person other than an eligible account holder or a supplemental eligible account
holder, holding a qualifying deposit on the voting record date and borrowers of the Association as of January
16, 2018 who maintained such borrowings as of the voting record date. Concurrently with the subscription
offering, shares not subscribed for in the subscription offering were offered to the general public in a direct
community offering with preference given first to natural persons residing in the State of Nebraska; and
thereafter to other members of the general public. The Conversion was completed on July 26, 2018 and
resulted in the issuance of 132,250 shares of common stock by the Association. Conversion costs were $511.
As a result, net proceeds from sale of Association common stock was $812.

Subsequent to the Conversion, voting rights are held and exercised exclusively by the stockholders’ of the
Association. Deposit account holders will continue to be insured by the FDIC. A liquidation account was
established in an amount equal to the Association’s total equity as of the latest balance sheet date in the final
offering circular used in the Conversion. Each eligible account holder or supplemental account holder will be
entitled to a proportionate share of this account in the event of a complete liquidation of the Association, and
only in such event. This share will be reduced if the eligible account holder’s or supplemental account holder’s
deposit balance falls below the amounts on the date of record and will cease to exist if the account is closed.
The liquidation account will never be increased despite any increase after Conversion in the related deposit
balance.

The Association may not pay a dividend on its capital stock, if the effect thereof would cause retained earnings
to be reduced below the liquidation account amount or regulatory capital requirements. The Conversion was
accounted for as a change in corporate form with the historic basis of the Association’s assets, liabilities and
equity unchanged as a result.



SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements

June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)
(Dollars in thousands)

Basis of Presentation

The accompanying condensed balance sheet of the Association as of December 31, 2019, which has been
derived from audited financial statements, and unaudited condensed financial statements of the Association as
of June 30, 2020 and for the three and six months ended June 30, 2020 and 2019, were prepared in
accordance with instructions for Form 10-Q and Article 8 of Regulation S-X and, therefore, do not include
information or footnotes necessary for a complete presentation of financial position, results of operations and
cash flows in conformity with accounting principles generally accepted in the United States of America.
Accordingly, these condensed financial statements should be read in conjunction with the financial statements
and notes thereto of the Association for the year ended December 31, 2019 included in the Form 10-K.
Reference is made to the accounting policies of the Association described in the Notes to Financial Statements
contained in the Form 10-K.

In the opinion of management, all adjustments (consisting only of normal recurring adjustments) which are
necessary for a fair presentation of the unaudited condensed financial statements have been included to
present fairly the financial position as of June 30, 2020 and the results of operations and cash flows for the
three and six months ended June 30, 2020 and 2019. All interim amounts have not been audited and the
results of operations for the three and six months ended June 30, 2020, herein are not necessarily indicative of
the results of operations to be expected for the entire year.

Use of Estimates

The preparation of condensed financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the condensed financial
statements and the reported amounts of income and expenses during the reporting period. Actual results
could differ from those estimates.

Material estimates that are particularly susceptible to significant change relate to the determination of the
allowance for loan losses, fair values of financial instruments and valuation of deferred tax assets.

Risk and Uncertainties

On March 11, 2020, the World Health Organization declared COVID-19, the disease caused by the novel
coronavirus, a pandemic as a result of the global spread of the coronavirus iliness. In response to the
outbreak, federal and state authorities in the U.S. introduced various measures to try to limit or slow the spread
of the virus, including travel restrictions, nonessential business closures, stay-at-home orders, and strict social
distancing. The full impact of COVID-19 is unknown and rapidly evolving.



SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements

June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)
(Dollars in thousands)

We have granted deferrals in accordance with the CARES Act to assist business borrowers and certain
consumers that may be experiencing financial hardship due to COVID-19 related challenges. These loans will
continue to accrue interest during the deferral period unless otherwise classified as nonperforming. Consistent
with regulatory guidance and the provisions of the CARES Act, borrowers that were otherwise current on loan
payments that were granted COVID-19 related financial hardship payment deferrals will continue to be
reported as current loans during the deferral period and not evaluated as to whether they are troubled debt
restructurings.

At this time, it is difficult to quantify the impact COVID-19 will have on the rest of 2020, but the Association
currently expects it to negatively impact us more in the remaining portion of 2020 than experienced in the first
and second quarters. This could cause the Association to experience a material adverse effect on our business
operations, asset valuations, financial condition, and results of operations. Material adverse impacts may
include all or a combination of an increase in the allowance for loan losses, valuation impairments on our
investments or deferred tax assets. The Association has evaluated the impact of the effects of COVID-19 and
determined that there were no material or systematic adverse impacts on the Association's Condensed
Statement of Financial Condition as of June 30, 2020 and Condensed Statement of Operations for the three
and six months ended June 30, 2020.

As of June 30, 2020, the Association had two loan modification agreements related to the COVID-19 crisis.

Loans receivable, net

Loans receivable, net are carried at unpaid principal balances, less allowance for loan losses and net deferred
loan fees. Loan origination fees and certain direct loan origination costs are deferred and amortized to interest
income over the contractual life of the loan using the interest method.

Loans Held for Sale and Loan Sales

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost or fair
value in the aggregate. Net unrealized losses, if any, are recognized through a valuation allowance by charges
to noninterest income. Transfers of financial assets are accounted for as sales when control over the assets
has been surrendered. Control over transferred assets is deemed surrendered when the assets have been
isolated from the Association-put presumptively beyond the reach of the transferor and its creditors, even in
bankruptcy or other receivership; transferee obtains the right, free of conditions that constrain it from taking
advantage of that right, to pledge or exchange the transferred assets; and the Association does not maintain
effective control over the transferred assets through an agreement that both entitles and obligates the
Association to repurchase the transferred assets before their maturity or the ability to unilaterally cause the
holder to return specific assets. Gains and losses on loan sales are recorded in noninterest income, and direct
loan origination costs and fees are deferred at origination of the loan and are recognized in noninterest income
upon sale of the loan.

10



SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements

June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)
(Dollars in thousands)

Allowance for Loan Losses

Allowance for loan losses are established for impaired loans for the difference between the loan amount and
the present value of expected future cash flows discounted at the original contractual interest rate, or as a
practical expedient if the loan is deemed collateral dependent, the fair value of collateral less estimated selling
costs. The Association considers a loan to be impaired when, based on current information and events, it is
probable that the Association will be unable to collect all amounts due according to the contractual terms of the
loan agreement on a timely basis. The types of loans for which impairment is measured under FASB ASC
310-10-35, “Receivables,” include nonaccrual real estate loans and troubled debt restructurings (“TDRs”),
where concessions have been granted to borrowers experiencing financial difficulties. These concessions
could include a reduction in the interest rate on the loan, payment extensions, forgiveness of principal,
forbearance or other actions intended to maximize collection. Such loans are placed on nonaccrual status at
the point deemed uncollectible. Impairment losses are recognized through an increase in the allowance for
loan losses. A loan is considered delinquent when a payment has not been made by the contractual due date.

Allowances for loan losses are available to absorb losses incurred on loans receivable and represents
additions charged to expense, less net charge-offs. Loans are charged-off in the period deemed uncollectible.
Recoveries of loans previously charged-off are recorded when received. The allowance for loan losses
consists of specific and general components. The specific component relates to loans that are individually
classified as impaired, for which the carrying value of the loan exceeds the fair value of the collateral or the
present value of expected future cash flows, or loans otherwise adversely classified. The general component
covers non-impaired loans and is based on the historical loan loss experience, including adjustments to
historical loss experience maintained to cover uncertainties that affect the Association’s estimate of probable
losses for each loan type. The Association’s period of loan loss experience is three years. The adjustments to
historical loss experience are based on evaluation of several factors, including primarily changes in lending
policies and procedures; changes in collection, charge-off and recovery practices; changes in the nature and
volume of the loan portfolio; changes in the volume and severity of nonperforming loans; the existence and
effect of any concentrations of credit and changes in the level of such concentrations; and changes in current,
national and local economic and business conditions.

Management believes that all known and inherent losses in the loan portfolio that are probable and reasonable
to estimate have been recorded as of each balance sheet date

Earnings (Loss) Per Share

Earnings (loss) per share represents income (loss) available to common stockholders divided by the weighted-
average number of common shares outstanding during each period.

Recent Accounting Pronouncements

The Association is an “emerging growth company,” as defined in Section 2(a) of the Securities Act of 1933 (the
“Securities Act”), as modified by the Jumpstart Our Business Startups Act of 2012 ( the “JOBS Act”).

11



SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements

June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)
(Dollars in thousands)

As an “emerging growth company,” the Association has elected to use the extended transition period to delay
adoption of new or revised accounting pronouncements applicable to public companies until such
pronouncements are made applicable to private companies. Accordingly, the financial statements of the
Association may not be comparable to the financial statements of public companies that comply with such new
or revised accounting standards

The impact of recent accounting pronouncements are summarized as follows:

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments-Credit Losses (Topic 326).” ASU
2016-13 was issued to provide financial statement users with more decision-useful information about the
expected credit losses on financial instruments that are not accounted for at fair value through net income,
including loans held for investment, held-to-maturity debt securities, trade and other receivables, net
investment in leases and other commitments to extend credit held by a reporting entity at each reporting date.
ASU 2016-13 requires that financial assets measured at amortized cost be presented at the net amount
expected to be collected, through an allowance for credit losses that is deducted from the amortized cost basis
and reflect an entity’s current estimate of all expected credit losses. The measurement of expected credit
losses is based upon historical experience, current conditions, and reasonable and supportable forecasts that
affect the collectability of the financial assets.

For purchased financial assets with a more-than-insignificant amount of credit deterioration since origination
(“PCD assets”) that are measured at amortized cost, the initial allowance for credit losses is added to the
purchase price rather than being reported as a credit loss expense. Subsequent changes in the allowance for
credit losses on PCD assets are recognized through the statement of income as a credit loss expense.

Credit losses relating to available-for-sale debt securities will be recorded through an allowance for credit
losses rather than as a direct write-down to the security.

Since the Association is an emerging growth company, ASU 2016-13 is effective for fiscal years beginning
after December 15, 2022, including interim periods within those fiscal years. The Association is currently
evaluating the impact of ASU 2016-13 on its financial statements.

Recently adopted account standards

The Association adopted ASU 2016-02, “Leases (Topic 842)” and related amendments using an alternative
transition method. During the first quarter of 2020, the Association entered into a sales-lease back transaction
with the sale of the Association’s building and land. A gain of $282 was recorded as a result of the transaction.
In connection with the sales-lease back transaction, the Association early adopted ASU No. 2016-02. Upon
adoption, the Association recorded a $245 right-of-use lease assets and a $245 of operating lease liability.

The Association elected all applicable practical expedients, including the option to expense short-term leases,
which are defined as leases with a term of one year or less. The Association elected not to separate non-lease
components from lease components for its operating lease. The right-of-use lease asset and the operating
lease liability are recorded on the balance as other assets and other liabilities, respectively. The adoption of
this ASU did not have a meaningful impact on the performance metrics.

12



SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements
June 30, 2020 (Unaudited) and December 31, 2019
Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)

(Dollars in thousands)

Note 2. Securities Available for Sale

Securities available for sale are summarized as follows:

Debt securities:
MBS: Government-sponsored
enterprise ("GSE") residential
SBA pools
Total

Debt securities:
MBS: Government-sponsored
enterprise ("GSE") residential
Collateralized mortgage obligations
SBA pools
Total

June 30, 2020

Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
(In thousands)
$ 2,046 54 $ (3) 2,097
50 - - 50
$ 2,096 54 $ (3) 2,147
December 31, 2019
Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
(In thousands)
$ 2,444 33 $ 9) 2,468
6 - - 6
52 - - 52
$ 2,502 33 $ (9) 2,526

13



SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements
June 30, 2020 (Unaudited) and December 31, 2019
Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)

(Dollars in thousands)

Securities having a continuous unrealized loss position for less than twelve months and twelve months or

longer at June 30, 2020 and December 31, 2019 are summarized as follows:

Number Less than 12 Months 12 Months or Longer Total
June 30, of Market Unrealized Market Unrealized Market Unrealized
2020 Positions Value loss Value loss Value loss
(Dollars in thousands)
MBS 23 278 1 $ 258 $ 2 $ 536 3
Number Less than 12 Months 12 Months or Longer Total
December 31, of Market Unrealized Market Unrealized Market Unrealized
2019 Positions Value loss Value loss Value loss
(Dollars in thousands)
MBS 26 131 1 $ 625 $ 8 $ 756 9

The unrealized losses on the securities were due to changes in market interest rates and not the credit quality
of the issuer. The Association did not consider the unrealized losses on those securities to be other-than-
temporarily impaired credit related losses at the above dates. Total fair value of these securities at June 30,

2020 and December 31, 2019, was $536 and $756, respectively, which is approximately 25% and 30%,

respectively, of the Association’s available for sale securities portfolio.

Note 3. Loans Receivable, Net

Loans receivable, net are summarized as

Real estate loans:

One-to-four family, owner occupied
One-to-four family, non-owner occupied

Commercial
Consumer loans

Allowance for losses
Deferred loan fees, net

Total

14

June 30, December 31,
2020 2019
(In thousands)
9,157 §$ 9,726
584 870
3,660 3,063
396 449
13,797 14,108
(162) (150)
(28) (31)
13,607 $ 13,927




SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION
Notes to Condensed Financial Statements
June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)
(Dollars in thousands)

During the three and six months ended June 30, 2020 the Association purchased commercial and consumer
loans of $145 and $1,090, respectively. During the three and six months ended June 30, 2019, the Association
purchased commercial and consumer loans of $465 and $971, respectively.

At June 30, 2020, certain loans totaling $9,366 were pledged in a blanket lien for FHLBT advances.

The risk characteristics of each loan portfolio segment are as follows:

One-to-four family, owner occupied

One-to-four family loans are underwritten based on the applicant’s employment and credit history and the
appraised value of the property. Repayment of these loans is primarily dependent on the personal income of
the borrowers, which can be impacted by economic conditions in their market areas, such as unemployment
levels. Repayment can also be impacted by changes in property values on residential properties. Risk is
mitigated by the fact that the loans are of smaller individual amounts and spread over a large number of
borrowers.

One-to-four family, non-owner occupied

One-to-four family, non-owner occupied loans carry greater inherent risks than one-to-four family, owner
occupied loans, since the repayment ability of the borrower is generally reliant on the success of the income
generated from the property.

Commercial Including Commercial Real Estate

Commercial and industrial loans are primarily based on the identified cash flows of the borrower and
secondarily on the underlying collateral provided by the borrower. The cash flows of borrowers, however, may
not be as expected and the collateral securing these loans may fluctuate in value. Most commercial loans are
secured by the assets being financed or other business assets, such as accounts receivable or inventory, and
may include a personal guarantee. Short term loans may be made on an unsecured basis. In the case of loans
by accounts receivable, the availability of finds for the repayment of these loans may be substantially
dependent on the ability of the borrower to collect amounts due from its customers.

Commercial real estate loans are secured primarily by various income-producing properties. Commercial real
estate loans are underwritten based on the economic viability of the property and creditworthiness of the
borrower, with emphasis given to projected cash flow as a percentage of debt service requirements. These
loans carry increased risks as they involve larger balances concentrated with single borrowers or groups of
related borrowers. Repayment of loans secured by income-producing properties depends on the successful
operation of the real estate and the economy.

Consumer

Consumer loans include automobile and other consumer loans. Potential credit risks include rapidly
depreciable assets, such as automobiles, which could adversely affect the value of the collateral.
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SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements

June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)

(Dollars in thousands)

The following presents by portfolio segment, the activity in the allowance for loan losses:

Three Months Ended June 30, 2020:
Real estate loans:
One-to-four family, owner occupied
One-to-four family, non-owner occupied
Commercial
Consumer loans

Three Months Ended June 30, 2019:
Real estate loans:
One-to-four family, owner occupied
One-to-four family, non-owner occupied
Commercial
Consumer loans

Six Months Ended June 30, 2020:
Real estate loans:

One-to-four family, owner occupied
One-to-four family, non-owner occupied
Commercial
Consumer loans

Six Months Ended June 30, 2019
Real estate loans:
One-to-four family, owner occupied
One-to-four family, non-owner occupied
Commercial
Consumer loans

Allowance for Loan Losses

Beginning Provision for Ending
Balance Losses Charge-offs Recoveries Balance
(In thousands)

103 $ 2 3 - 8 - 101
9 (2) - - 7
35 15 - - 50
5 (1) - - 4
152 $ 10 $ - $ - 162
Allowance for Loan Losses
Beginning Provision for Ending
Balance Losses Charge-offs Recoveries Balance
(In thousands)
102 $ @ % - $ - 99
10 1 - - 9
8 - - - 8
2 4 - - 6
122 $ 2 $ - $ - 122
Allowance for Loan Losses
Beginning Provision for Ending
Balance Losses Charge-offs Recoveries Balance
(In thousands)
103 $ @ % - $ - 101
9 (2) - - 7
33 17 - - 50
5 (3) - 2 4
150 $ 10 $ - $ 2 162
Allowance for Loan Losses
Beginning Provision for Ending
Balance Losses Charge-offs Recoveries Balance
(In thousands)
104 $ 5 % - $ - 99
12 (3) - - 9
3 5 - - 8
3 3 - - 6
122 $ - $ - $ - 122
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SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements
June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)

(Dollars in thousands)

The following presents by portfolio segment, the recorded investment in loans and impairment method:

Allowance for Loan Losses Loans
Individually Collectively Individually Collectively
Evaluated Evaluated Evaluated Evaluated
for Impairment  for Impairment Total for Impairment  for Impairment Total
At June 30, 2020: (In thousands)
Real estate loans:
One-to-four family, owner occupied $ - $ 101 $ 101 $ 74 % 9,083 9,157
One-to-four family, non-owner occupied - 7 7 - 584 584
Commercial - 50 50 - 3,660 3,660
Consumer loans - 4 4 - 396 396
$ - $ 162 $ 162 $ 74 $ 13,723 13,797
Allowance for Loan Losses Loans
Individually Collectively Individually Collectively
Evaluated Evaluated Evaluated Evaluated
for Impairment  for Impairment Total for Impairment for Impairment Total
At December 31,2019: (In thousands)
Real estate loans:
One-to-four family, owner occupied $ - $ 103 $ 103 $ 125  $ 9,601 9,726
One-to-four family, non-owner occupied - 9 9 - 870 870
Commercial - 33 33 - 3,063 3,063
Consumer loans - 5 5 - 449 449
$ - $ 150 $ 150 $ 125 $ 13,983 14,108
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SIDNEY FEDERAL SAVINGS AND LOAN ASSOCIATION

Notes to Condensed Financial Statements

June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)
(Dollars in thousands)

The following tables present impaired loans, allowance for loan losses and nonperforming loans based on

class level:
Impaired Loans

With With no
Allowance Allowance Unpaid Allowance
for Loan for Loan Principal for Loan
Losses Losses Total Balance Losses
At June 30, 2020: (In thousands)
Real estate loans:
One-to-four family, owner occupied $ - $ 74 3 74 $ 74 $ -
One-to-four family, non-owner occupied - - - - -
Commercial - - - - -
Consumer loans - - - - -
$ - $ 74 $ 74 $ 74 3 -
Nonperforming Loans
Past Due 90 Accruing
Days and More  Troubled Debt
Nonaccrual Still Accruing  Restructurings Total
At June 30, 2020: (In thousands)
Real estate loans:
One-to-four family, owner occupied $ 32 $ 42 $ - $ 74
One-to-four family, non-owner occupied - - - -
Commercial - - - -
Consumer loans - - - -
$ 32 $ 42 8 - $ 74
Impaired Loans
With With no
Allowance Allowance Unpaid Allowance
for Loan for Loan Principal for Loan
Losses Losses Total Balance Losses
At December 31, 2019:
Real estate loans:
One-to-four family, owner occupied - $ 125 $ 125 $ - $ 59
One-to-four family, non-owner occupied - - - - -
Commercial - - - - -
Consumer loans - - - - -
- 8 125  § 125 § - $ 59
Nonperforming Loans
Past Due 90 Accruing
Days and More  Troubled Debt
Nonaccrual Still Accruing  Restructurings Total
At December 31, 2019: (In thousands)
Real estate loans:
One-to-four family, owner occupied $ 125 $ - $ - $ 125
One-to-four family, non-owner occupied - - - -
Commercial - - - -
Consumer loans - - - -
$ 125 $ - % - $ 125
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Notes to Condensed Financial Statements

June 30, 2020 (Unaudited) and December 31, 2019

Three and Six Months Ended June 30, 2020 and 2019 (Unaudited)
(Dollars in thousands)

The average recorded investment in impaired loans for the three and six months ended June 30, 2020 and
2019 as follows:

Three Months Ended June 30, Six Months Ended June 30,

2020 2019 2020 2019
Real estate loans: (In thousands)
One-to-four family, owner occupied $ 98 $ 21 $ 82 $ 28
One-to-four family, non-owner occupied - - - -
Commercial
Consumer loans - - - -
$ 98 $ 21 $ 82 $ 28

Interest income recognized on impaired loans for the three months ended June 30, 2020 and 2019 and six
months ended June 30, 2020 and 2019 was $2, $0, $2 and $1, respectively.

There were no loans modified as troubled debt restructurings during the three and six months ended June 30,
2020 and 2019.

The Association does not have any commitments to lend additional funds to borrowers whose loans are on
nonaccrual.

There were no troubled debt restructurings at June 30, 2020 and December 31, 2019.

At June 30, 2020 and December 31, 2019, there were no residential real estate loans in the process of
foreclosure.

The following tables present the Association’s loan portfolio aging analysis:

Days Past Due

30-59 60-89 90 or more Current Total
At June 30, 2020: (In thousands)
Real estate loans:
One-to-four family, owner occupied $ 446 $ -$ 74 $ 8,637 $ 9,157
One-to-four family, non-owner occupied - - - 584 584
Commercial - - - 3,660 3,660
Consumer loans - - - 396 396
$ 446 $ - $ 74 $ 13,277 $ 13,797

Days Past Due

30-59 60-89 90 or more Current Total
At December 31, 2019: (In thousands)
Real estate loans:
One-to-four family, owner occupied $ 137 § 23 $ 125 § 9,441 $ 9,726
One-to-four family, non-owner occupied - - - 870 870
Commercial - - - 3,063 3,063
Consumer loans - - - 449 449
$ 137 $ 23 $ 125 $ 13,823 $ 14,108
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The Association classifies loans into risk categories based on relevant information about the ability of
borrowers to service their debt such as: current financial information, historical payment experience, credit
documentation, public information, and current economic trends, among other factors. Generally, smaller dollar
consumer loans are excluded from this process and are reflected in the Pass category. The delinquency
trends of these consumer loans are monitored on a homogeneous basis.

The Association uses the following definitions for risk ratings:

The Pass asset quality rating encompasses assets that have generally performed as expected. With the
exception of some smaller consumer and residential loans, these assets generally do not have delinquency.
Loans assigned this rating include loans to borrowers possessing solid credit quality with acceptable risk.

The Special Mention asset quality rating encompasses assets that have potential weaknesses that deserve
management’s close attention. If left uncorrected, these potential weaknesses may result in deterioration of the
repayment prospects for the loan. Special mention assets are not adversely classified and do not expose an
institution to sufficient risk to warrant adverse classification. This grade is intended to include loans to
borrowers whose credit quality has clearly deteriorated and where risk of further decline is possible unless
active measures are taken to correct the situation.

The Substandard asset quality rating encompasses assets that are inadequately protected by the current net
worth and paying capacity of the obligor or of the collateral pledged, if any; assets having a well-defined
weakness based upon objective evidence; assets characterized by the distinct possibility that the Association
will sustain some loss if the deficiencies are not corrected; or the possibility that liquidation will not be timely.
Loans categorized in this grade possess a well-defined credit weakness and the likelihood of repayment from
the primary source is uncertain. Significant financial deterioration has occurred and very close attention is
warranted to ensure the full repayment without loss. Collateral coverage may be marginal.

Doubtful asset quality rating encompasses assets that have all of the weaknesses of those classified as
substandard. In addition, these weaknesses make collection or liquidation in full, on the basis of currently
existing facts, conditions and values, highly questionable and improbable.

The Loss asset quality rating encompasses assets that are considered uncollectible and of such little value that
their continuance as assets is not warranted. A loss classification does not mean that an asset has no
recovery or salvage value; instead, it means that it is not practical or desirable to defer writing off or reserving
all or a portion of a basically worthless asset, even though partial recovery may be realized in the future.
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The following tables present the credit risk profile of the Association’s loan portfolio based on rating category
and payment activity:

Credit Quality Indicator-Credit Risk Profile by Grade or Classification

Special
Mention Substandard Doubtful Loss Pass Total
(In thousands)
At June 30, 2020:
Real estate loans:
One-to-four family, owner occupied $ - $ 74 $ - $ - $ 9,083 §$ 9,157
One-to-four family, non-owner occupied - - - - 584 584
Commercial 329 - - - 3,660 3,660
Consumer loans - - - - 396 396
$ 329 $ 74 $ - $ -3 13,723 $ 13,797
Credit Quality Indicator-Credit Risk Profile by Grade or Classification
Special
Mention Substandard Doubtful Loss Pass Total
(In thousands)
At December 31, 2019:
Real estate loans:
One-to-four family, owner occupied $ - $ 125 $ - $ - $ 9,601 §$ 9,726
One-to-four family, non-owner occupied - - - - 870 870
Commercial - - - - 3,063 3,063
Consumer loans - - - - 449 449
$ - $ 125 $ - $ - 3 13,983 $ 14,108
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Note 4. Lease

Sidney Federal has an operating lease for its sole location with a term of 10 years commencing on the 15" day
of January 2020, and ending on the 31t day of January 2030, (Initial Term) subject to the terms and condition
contained in the agreement. After the Initial Term of this lease, this lease shall automatically renew on a
month-to-month tendency under the same terms of this lease unless either party notifies the other in writing of
the termination of this lease on or before the first day of the month prior to the month in which expiration of this
lease is desired.

Sidney Federal elected all applicable practical expedients, including the option to expense short-term leases,
which are defined as leases with a term of one year or less. Sidney Federal elected not to separate non-lease
components from lease components for its operating lease. The right-of-use lease asset and the operating
lease liability are recorded on the consolidated balance sheet as other assets and other liabilities, respectively.

Balance sheet, income statement and cashflow detail regarding operating leases follows:

June 30,2020

Balance Sheet

Operating lease right-of-use asset $ 242
Operating lease liability 239
Remaining lease term (years) 9.58
Discount rate 8%

Future Minimum Payments

Year 1 $ 31
Year 2 40
Year 3 38
Year 4 37
Year 5 35
Thereafter 148

Total lease payments $ 329
Less imputed interest (90)
Total $ 239

(Continued)
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(Continued)
For the Three For the Six
months ended months ended
June 30,2020 June 30,2020

Income statement

Components of lease cost:

Operating lease cost $ 8 $ 14

Variable lease cost - -

Total lease cost 8 14
For the Three For the Six
months ended months ended
June 30,2020 June 30,2020

Cash flow statement

Supplemental cas flow information

Operating cash flows from operating lease $ 10 $ 17

As of June 30, 2020, the Association had not entered into any lease agreements that had not yet commenced.

Note 5. Equity and Regulatory Capital

The Association is subject to various regulatory capital requirements administered by the Federal banking
agencies. Failure to meet minimum capital requirements can result in certain mandatory and possibly
additional discretionary actions by regulators that, if undertaken, could have a direct material effect on the
Association's financial statements. Under capital adequacy guidelines, the Association must meet specific
guidelines that involve quantitative measures of assets, liabilities, and certain off-balance sheet items as
calculated under regulatory accounting practices.

Minimum capital level requirements applicable to the Association are: (i) a common equity Tier 1 capital ratio of
4.5%; (i) a Tier 1 capital to risk-weighted assets ratio of 6% (iii) a total capital to risk-weighted assets ratio of
8% and (iv) a Tier 1 leverage ratio of 4%. The rules also establish a “capital conservation buffer” of 2.5% above
the regulatory minimum capital ratios, and resulting in the following ratios: (i) a common equity Tier 1 capital
ratio of 7.0%, (ii) a Tier 1 capital to risk-weighted assets ratio of 8.5%; (iii) a total capital to risk-weighted assets
ratio of 10.5%; and, a Tier 1 leverage ratio of 6.5%. The new capital conservation buffer requirement was
phased in beginning in January 2016 at 0.625% of risk-weighted assets and will increase each year until fully
implemented in January 2019. An institution will be subject to further limitations on paying dividends, engaging
in share repurchases, and paying discretionary bonuses if its capital level falls below the buffer amount. These
limitations will establish a maximum percentage of eligible retained income that could be utilized for such
actions.
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The Association's capital amounts and classifications are also subject to judgments by the regulators about
components, risk-weightings and other factors. At June 30, 2020 and December 31, 2019, the Association
believes all capital adequacy requirements were met.

The Association is also subject to the regulatory framework for prompt corrective action. On July 20, 2017, the
OCC established minimum capital ratios for the Association that are higher than existing banking regulations.
The Association was required to achieve and maintain a higher Tier 1 leverage capital ratio at December 31,
2017, June 30, 2018 and December 31, 2018 of 7.5%, 8.0% and 8.5%, respectively, and a total risk-based
capital ratio of 12.0%. The requirements to have and maintain specific capital levels prevent the Association
from being classified as well-capitalized. The requirements to have and maintain specific capital levels prevent
the Association from being classified as well-capitalized. As, summarized in the following table at December
31, 2019, the Association reported a Tier 1 leverage capital ratio of 7.8% which is less than the higher imposed
capital requirement of 8.5% and the total risk-based capital ratio of 13.0% exceeds the higher imposed capital
requirement of 12.0%. At June 30, 2020 the Association reported a Tier 1 leverage capital ratio of 7.2% which
is less than the higher imposed capital requirement of 8.5% and the total risk-based capital ratio of 13.3%
exceeds the higher imposed capital requirement of 12.0%.

The Association's actual and required capital amounts and ratios at June 30, 2020 are as follows:

Minimum Required
for Capital to be "Well
Actual Adequacy Capitalized"
Amount Ratio Amount Ratio Amount Ratio
(Dollars in Thousands)

Equity $ 1,434
Unrealized gain on securities AFS, net (40)
Tangible capital 1,394
General valuation allowance - limited 144

Total capital to risk-weighted assets $ 1538 133% $ 925 80% $ 1,156 10.0%
Tier 1 capital to risk-weighted assets $ 1,394 121% $ 694 6.0% $ 925 8.0%

Common equity Tier 1 capital to
risk-weighted assets $ 1394 121% $ 520 45% $ 752  6.5%

Tier 1 capital to total assets $ 1,394 72% $ 780 4.0% $ 974  5.0%

The general valuation allowance is limited to 1.25% of risk-weighted assets.
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The Association's actual and required capital amounts and ratios at December 31, 2019 are as follows:

Minimum Required
for Capital to be "Well
Actual Adequacy Capitalized"
Amount Ratio Amount Ratio Amount Ratio
(Dollars in Thousands)

Equity $ 1,287
Unrealized loss on securities AFS, net (19)
Tangible capital 1,268
General valuation allowance - limited 134

Total capital to risk-weighted assets $ 1,402 13.0% $ 860 8.0% $ 1,075 10.0%
Tier 1 capital to risk-weighted assets $ 1,268 11.8% $ 645 6.0% $ 860 8.0%

Common equity Tier 1 capital to
risk-weighted assets $ 1,268 118% $ 484 45% $ 699 6.5%

Tier 1 capital to total assets $ 1,268 78% $ 652 4.0% $ 815  5.0%
The general valuation allowance is limited to 1.25% of risk-weighted assets.
Note 6. Financial Instruments with Off-Balance Sheet Risk

The Association 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. These financial instruments generally include commitments to
originate mortgage loans. Those instruments involve, to varying degrees, elements of credit and interest rate
risk in excess of the amount recognized in the balance sheet. The maximum exposure to credit loss in the
event of nonperformance by the borrower is represented by the contractual amount and related accrued
interest receivable of those instruments.

The Association minimizes this risk by evaluating each borrower's creditworthiness on a case-by-case basis.
Collateral held by the Association consists of a first or second mortgage on the borrower's property. The
amount of collateral obtained is based upon an appraisal of the property.

Commitments to originate mortgage loans are legally binding agreements to lend to the Association's

customers. Commitments to originate loans, including unused lines of credit to originated fixed-rate loans were
$1.2 million and $754 as of June 30, 2020 and December 31, 2019, respectively.
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Note 7. Loans Sold to FHLB of Topeka

The Association sells fixed-rate single-family, residential loans with servicing released to the FHLB of Topeka
under primarily the Mortgage Partnership Finance (“MPF”) Original program. Under the MPF Original program,
any loan losses due to default are shared by the FHLB and the Association, which provides a credit
enhancement recourse obligation. At June 30, 2020, the outstanding balance of loans sold under the MPF
Original program was $2.3 million and the maximum credit enhancement obligation was $158 respectively.
The breach of any representation or warranty related to the loans sold under the MPF Original program could
increase the losses associated with such loans.

In order to determine whether any loss exposure exists under the MPF Original program, the Association
considers the FHLB loss sharing obligation, borrower equity, any private mortgage insurance, delinquency
status, if any, and other credit risk factors. As a result of this evaluation, no recourse loss liability was recorded
as of June 30, 2020 and December 31, 2019.

Note 8. Fair Value Measurements and Fair Value of Financial Instruments
Fair Value Measurements

The fair value hierarchy prioritizes the assumptions that market participants would use in pricing the assets or
liabilities (the “inputs”) into three broad levels.

The fair value hierarchy gives the highest priority (Level 1) to quoted prices in active markets for identical
assets and liabilities and the lowest priority (Level 3) to unobservable inputs in which little, if any, market
activity exists, requiring entities to develop their own assumptions and data.

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly. These inputs include quoted prices for similar assets or liabilities in active
markets, quoted prices for identical or similar assets or liabilities in market areas that are not active, inputs
other than quoted prices that are observable for the asset or liability (such as interest rates, volatilities,
prepayment speeds, credit risks and default rates) or inputs that are derived principally from or corroborated by
observable market data by correlation or other means.

Valuation Techniques

Available for sale securities are carried at fair value utilizing Level 2 inputs. For debt securities, the Association
obtains fair value measurements from an independent pricing service. Debt securities include MBSs, CMOs
and SBA pools. The fair value measurements consider observable data that may include dealer quotes, live
trading levels, trade execution data, cash flows, market consensus prepayment speeds, market spreads, credit
information and the U.S. Treasury yield curve.

Impaired loans are carried at fair value utilizing Level 3 inputs, consisting of appraisals of underlying collateral

(collateral method) adjusted for selling costs (unobservable input), which generally approximate 6% of the
sales prices and discounted cash flow analysis. See note 3.
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Measured at Fair Value on a Recurring Basis

The following table summarizes financial assets measured at fair value on a recurring basis at June 30, 2020
and December 31, 2019, segregated by the level of the inputs within the hierarchy used to measure fair value:

Total
Assets Level 1 Level 2 Level 3 Fair Value
(In thousands)
June 30, 2020:
MBS: GSE residential $ - 9 2097 $ - $ 2,097
Collateralized mortgage obligations - - - -
SBA pools - 50 - 50
$ - 9 2,147  $ - $ 2,147
December 31, 2019:
MBS: GSE residential $ - % 2,468 $ - $ 2,468
Collateralized mortgage obligations - 6 - 6
SBA pools - 52 - 52
$ - % 2,526 $ - $ 2,526

There were no transfers between Level 1 and Level 2 categorizations for the periods presented.

Assets Measured at Fair Value on a Nonrecurring Basis

Assets measured at fair value on a non-recurring basis include impaired loans. Impaired loans are collateral
dependent. At June 30, 2020 and December 31, 2019, there were no impaired loans, which were adjusted to
fair value utilizing Level 3 inputs during such periods. In addition, there were no fair value adjustments,
consisting of charge-offs, on impaired loans during three and six months ended June 30, 2020 and 2019.
Fair Value of Financial Instruments

Fair values of financial instruments have been estimated by the Association based on available market
information with the assistance of an independent consultant:
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Carrying Fair Fair Value Measurements Using
Amount Value Level 1 Level 2 Level 3
June 30, 2020: (In thousands)
Cash and cash equivalents $ 3,124  $ 3,124  $ 3,124 % - $ -
Stock in FHLBT and MIB 156 156 - 156 -
Loans receivable, net 13,607 14,484 - - 14,484
Loans held for sale 88 88 - 88 -
Accrued interest receivable 55 55 - 55 -
Deposits 14,867 14,933 8,142 6,791 -
FHLBT Advances 2,700 2,657 - 2,657 -
December 31, 2019:
Cash and cash equivalents $ 1,486 $ 1,486 $ 1,486 $ - $ -
Stock in FHLBT and MIB 153 153 - 153 -
Loans receivable, net 13,927 14,878 - - 14,878
Accrued interest receivable 49 49 - 49 -
Deposits 14,058 13,999 8,107 5,892 -
FHLBT Advances 2,700 2,427 - 2,427 -

Note 9. Other Noninterest Expense

Other noninterest expense in the Statements of Operations is summarized as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2020 2019 2020 2019
(In thousands) (In thousands)
Contract senices $ 8 $ 6% 12§ 10
Adwertising 3 1 7 4
Office supplies 2 2 4 3
Telephone expense 2 2 4 4
Dues and subscriptions 2 2 7 5
Other 7 8 12 9
$ 24 3 21% 46 3 35

Note 10. Regulatory Agreement

On June 7, 2017, the Association entered into a Memorandum of Understanding (“MOU”) with the OCC.
Under the MOU, the Association agreed to develop and implement a three-year strategic and capital plan;
improve its interest rate risk position and limit asset and liability concentrations. The Board of Directors and
management are currently taking action to comply with the MOU.
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Management’s discussion and analysis of financial condition and results of operations at June 30, 2020 for the
three and six months ended June 30, 2020 and 2019 is intended to assist in understanding the financial
condition and results of operations of the Association. The information contained in this section should be read
in conjunction with the Unaudited Condensed Financial Statements and the notes thereto, appearing in Part 1,
Item 1 of this report.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-Q contains forward-looking statements, which can be identified by the use of words such as
“estimate,” “project,” “believe,” “i ” “anticipate,” “plan,” “seek,” “expect,” “will,” “may” and words of similar

LTS M

intend,
meaning. These forward-looking statements include, but are not limited to:

» statements of our goals, intentions and expectations;

» statements regarding our business plans, prospects, growth and operating strategies;

» statements regarding the asset quality of our loan and investment portfolios; and

» estimates of our risks and future costs and benefits.
These forward-looking statements are based on our current beliefs and expectations and are inherently subject
to significant business, economic and competitive uncertainties and contingencies, many of which are beyond
our control. In addition, these forward-looking statements are subject to assumptions with respect to future
business strategies and decisions that are subject to change. We do not take any obligation to update any

forward-looking statements after the date of this Form 10-Q, except as required by law.

The following factors, among others, could cause actual results to differ materially from the anticipated results
or other expectations expressed in the forward-looking statements:

» general economic conditions, either nationally or in our market areas, that are worse than expected;
» competition among depository and other financial institutions;

» changes in the interest rate environment that reduce our margins or reduce the fair value of financial
instruments;

* adverse changes in the securities markets;

» changes in laws or government regulations or policies affecting financial institutions, including changes
in regulatory fees and capital requirements;

* our ability to enter new markets successfully and capitalize on growth opportunities;

» changes in consumer spending, borrowing and savings habits;

» changes in accounting policies and practices, as may be adopted by the Securities and Exchange
Commission, the Financial Accounting Standards Board and the Public Company Accounting Oversight

Board;

* changes in our organization, compensation and benefit plans;
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» changes in our financial condition or results of operations that reduce capital; and

» changes in the financial condition or future prospects of issuers of securities that we own.

Further, given its ongoing and dynamic nature, it is difficult to predict the full impact of the COVID-19 outbreak
on our business. The extent of such impact will depend on future developments, which are highly uncertain,
including when the coronavirus can be controlled and abated and when and how the economy may be
reopened. As the result of the COVID-19 pandemic and the related adverse local and national economic
consequences, we could be subject to any of the following risks, any of which could have a material, adverse
effect on our business, financial condition, liquidity, and results of operations: the demand for our products and
services may decline, making it difficult to grow assets and income; if the economy is unable to substantially
reopen, and high levels of unemployment continue for an extended period of time, loan delinquencies, problem
assets, and foreclosures may increase, resulting in increased charges and reduced income; collateral for
loans, especially real estate, may decline in value, which could cause loan losses to increase; our allowance
for loan losses may increase if borrowers experience financial difficulties, which will adversely affect our net
income; the net worth and liquidity of loan guarantors may decline, impairing their ability to honor commitments
to us; as the result of the decline in the Federal Reserve Board'’s target federal funds rate to near 0%, the yield
on our assets may decline to a greater extent than the decline in our cost of interest-bearing liabilities, reducing
our net interest margin and spread and reducing net income; and our cyber security risks may increase if
employees are required to work remotely due to exposure of the COVID-19 virus.

Overview

Our profitability is highly dependent on our net interest income, which is the difference between our interest
income on interest-earning assets, such as loans and securities, and our interest expense on interest-bearing
liabilities, such as deposits and borrowed funds. Our principal business is accepting deposits from individuals
and businesses in the communities surrounding our office, and using such deposits to fund loans. We focus on
providing our products and services to two segments of customers: individuals and small businesses.

We experienced a net income of $126,000 and a net loss of $134,000 for the six months ended June 30, 2020
and 2019, respectively. During the first quarter of 2020, the Association entered a sales-lease back transaction
with the sale of the Association’s building and land. A gain of $282,000 was recorded as a result of the
transaction. Notwithstanding the sales-lease back transaction, our profitability has suffered due primarily to our
continued elevated noninterest expense. The three largest components of our noninterest expense are
generally our equipment and data processing expense, compensation and benefits expense, and professional
and supervisory fees which were $55,000, $229,000, and $78,000 respectively, for the six months ended June
30, 2020 and $49,000, $225,000, and $70,000 respectively, for the six months ended June 30, 2019. We have
been unable to meaningfully reduce our noninterest expense due to our lack of size, our increasing costs of
compliance with banking and other regulations and our high data processing fixed costs.

Critical Accounting Policies

The discussion and analysis of the financial condition and results of operations are based on our financial
statements, which are prepared in conformity with U.S. GAAP. The preparation of these financial statements
requires management to make estimates and assumptions affecting the reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities, and the reported amounts of income and expenses.
We consider the accounting policies discussed below to be critical accounting policies. The estimates and
assumptions that we use are based on historical experience and various other factors and are believed to be
reasonable under the circumstances. Actual results may differ from these estimates under different
assumptions or conditions, resulting in a change that could have a material impact on the carrying value of our
assets and liabilities and our results of operations.
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The JOBS Act contains provisions that, among other things, reduce certain reporting requirements for
qualifying public companies. As an “emerging growth company” we may delay adoption of new or revised
accounting pronouncements applicable to public companies until such pronouncements are made applicable to
private companies. We intend to take advantage of the benefits of this extended transition period. Accordingly,
our financial statements may not be comparable to companies that comply with such new or revised
accounting standards.

The following represent our critical accounting policies:

Allowance for Loan Losses. We consider the allowance for loan losses to be a critical accounting policy. The
allowance for loan losses is the amount estimated by management as necessary to cover probable losses
inherent in the loan portfolio at the balance sheet date. The allowance is established through the provision for
loan losses, which is charged to operations. Determining the amount of the allowance for loan losses involves
a high degree of judgment. Among the material estimates required to establish the allowance are: loss
exposure at default; the amount and timing of future cash flows on impacted loans; value of collateral; and
determination of loss factors to be applied to the various elements of the portfolio. All of these estimates are
susceptible to significant change. Management reviews the level of the allowance at least quarterly and
establishes the provision for loan losses based upon an evaluation of the portfolio, past loss experience,
current economic conditions and other factors related to the collectability of the loan portfolio. Although we
believe that we use the best information available to establish the allowance for loan losses, future adjustments
to the allowance may be necessary if economic conditions differ substantially from the assumptions used in
making the evaluation. In addition, the OCC, as an integral part of its examination process, periodically reviews
our allowance for loan losses. Such agency may require us to recognize adjustments to the allowance based
on its judgments about information available to it at the time of its examination. A large loss could deplete the
allowance and require increased provisions to replenish the allowance, which would adversely affect results of
operations.

Income Taxes. Income taxes are provided for the tax effects of certain transactions reported in the financial
statements. Income taxes consist of taxes currently due plus deferred taxes related primarily to temporary
differences between the financial reporting and income tax basis of the allowance for loan losses, premises
and equipment, certain state tax credits, operating losses, and deferred loan origination costs. The deferred tax
assets and liabilities represent the future tax return consequences of the temporary differences, which will
either be taxable or deductible when the assets and liabilities are recovered or settled. Deferred tax assets are
reduced by a valuation allowance when, in the opinion of management, it is more likely than not that some
portion of the deferred tax assets will not be realized. Deferred tax assets and liabilities are reflected at income
tax rates applicable to the period in which the deferred tax assets and liabilities are expected to be realized or
settled. As changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through the
provision for income taxes.

Estimation of Fair Values. Securities classified as available for sale are reported at fair value, with unrealized
gains and losses excluded from operations and reported as a separate component of equity. The Association
does not purchase securities for trading purposes. The cost of securities sold is determined by specific
identification. Declines in fair value of securities available for sale that are deemed to be other-than-temporary
are charged to operations as a realized loss. In estimating other-than-temporary impairment losses,
management of the Association considers the length of time and the extent to which the fair value has been
less than cost, the financial condition and near-term prospects of the issuer, the Association’s intent to sell the
security or whether it is more likely than not that it will be required to sell the security before the anticipated
recovery of its remaining amortized cost basis and evaluation of cash flows to determine if the securities have
been adversely affected.
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Comparison of Financial Condition at June 30, 2020 and December 31, 2019

June 30, December 31, Increase
2020 2019 (Decrease) % Change
(Dollars in thousands)
Total assets $ 19,550 $ 18,373 $ 1,177 6.4 %
Cash and cash equivalents 3,124 1,486 1,638 110.2
Securities available for sale 2,147 2,526 (379) (15.0)
Stock in FHLB of Topeka and MIB 156 153 3 2.0
Loans held for sale 88 - 88 NM
Loans receivable, net 13,607 13,927 (320) (2.3)
Premises and equipment, net 34 66 (32) (48.5)
Other assets (1) 394 215 179 83.3
Deposits 14,867 14,058 809 5.8
Advances from FHLB of Topeka 2,700 2,700 - 0.0
Advances from borrowers for taxes and insurance 165 180 (15) (8.3)
Other liabilities 384 148 236 159.5
Total stockholders equity 1,434 1,287 147 11.4

(1) Includes accrued interest receivable, prepaid income taxes, deferred tax asset, operating lease right-of-use asset and other assets.
NM - Not meaningful

Total Assets. Total assets increased $1.2 million or 6.4% to 19.6 Million at June 30, 2020 as compared to
December 31, 2019. The increase in total assets was due primarily to an increase in interest bearing deposits
and cash and cash equivalents.

Loans Receivable, Net and Loan Held for Sale. Net loans decreased $320,000, or 2.3%, to $13.6 million at
June 30, 2020 from $13.9 million at December 31, 2019, due primarily to a decrease in one-to-four-family
owner-occupied real estate loan originations and an increase in loans originated for sale. Loans purchased and
originated for portfolio and sale during the six months ended June 30, 2020 and June 30, 2019 were $2.0
million and $1.2 million, respectively. The one-to-four-family owner-occupied real estate loan portfolio
decreased $569,000 or 5.9%, to $9.2 million at June 30, 2020 from $9.7 million at December 31, 2019 due to
principal repayments which exceeded new loan originations and purchases for portfolio. Commercial loans at
June 30, 2020 increased $597,000 from $3.1 million at December 31, 2020 due primarily to the purchase of
commercial loans. One-to-four family, non-owner-occupied real estate loans decreased $286,000 or 32.9% to
$584,000 at June 30, 2020 as compared to December 31, 2019. Consumer Loans at June 30, 2020 decreased
$53,000 from $449,000 or 11.8%. At June 30, 2020 there was one loan held for sale for an amount of $88,000
compared to $0 for December 31, 2019.

Securities Available for Sale. At June 30, 2020 and December 31, 2019, all securities were classified as
available for sale and included mortgage-backed securities. Securities decreased $379,000, or 15.0%, to $2.1
million at June 30, 2020 from $2.5 million at December 31, 2019 due to principal collections of $399,000.

Cash and Cash Equivalents. Cash and cash equivalents increased $1.6 million, or 110.2%, to $3.1 million at
June 30, 2020 from $1.5 million at December 31, 2019 due to normal fluctuations.

Other Assets. Other assets increased by $179,000 to $394,000 at June 30, 2020, compared to $215,000 at
December 31, 2019. The increase was due to the sales-lease back transaction with the sale of the
Association’s building and land. The increase was primarily due to recording an operating right-of-use asset of
$245,000 upon the adoption of ASU 2016-02, Leases.
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Deposits. Deposits increased $809,000, or 5.8%, to $14.9 million at June 30, 2020 from $14.1 million at
December 31, 2019 primarily due to an increase in certificate of deposit accounts, which increased $774,000
to $6.7 million for the three months ended June 30, 2020 compared to $6.0 million at December 31, 2019.

Stockholders’ Equity. Total equity increased $147,000 to $1.4 million at June 30, 2020 from $1.3 million at
December 31, 2019, as a result of net income and an increase in accumulated other comprehensive income.

Comparison of Operating Results for the Three Months Ended June 30, 2020 and 2019

General. The Association had a net loss of $74,000 for the three months ended June 30, 2020, compared to a
net loss of $73,000 for the three months ended June 30, 2019. For the three months ended June 30, 2020 as
compared to the prior year, increases in net interest income and noninterest income were offset by increases
in the provision for loan losses and noninterest expense.

Three Months Ended June 30, Increase
2020 2019 (Decrease) % Change
(Dollars in thousands)

Interest income:

Loans receivable $ 166 $ 125 § 41 32.8 %

Securities-taxable 13 28 (15) (53.6)

Other interest-earning assets 2 5 (3) (60.0)
Total interest income 181 158 23 14.6

Interest expense:

Checking and money market accounts 1 1 100.0

Savings accounts 1 2 (1 (50.0)

Certificates of deposit 24 21 3 14.3

Total deposits 26 23 3 13.0

Advances from FHLBT 9 - 9 100.0

Total interest expense 35 23 12 52.2
Net interest income $ 146 § 135 § 11 81 %

Interest Income. Interest income increased by $23,000, or 14.6%, to $181,000 for the three months ended
June 30, 2020 from $158,000 for the three months ended June 30, 2019, due primarily to an increase in loans
receivable offset by a decrease in interest on securities.

The average balance of loans increased to $13.6 million for the three months ended June 30, 2020 from $11.2
million for the three months ended June 30, 2019. The average yield on loans increased to 4.90% for the three
months ended June 30, 2020 from 4.49% for the three months ended June 30, 2019. The average balance of
securities decreased to $2.3 million for the three months ended June 30, 2020 from $4.2 million for the three
months ended June 30, 2019. The average yield on securities decreased to 2.30% for the three months ended
June 30, 2020 from 2.70% for the three months ended June 30, 2019. The Association continues to increase
the amount of commercial loans purchased due to the increased yield rate associated with commercial loans
and the lack of demand related with one-to-four family real-estate loans

Interest Expense. Interest expense increased $12,000 or 52.2%, to $35,000 for the three months ended June
30, 2020 from $23,000 for the three months ended June 30, 2019 primarily as a result of higher average rates
paid on certificates of deposit, and a higher average balance on FHLB of Topeka advances. The average rate
paid on certificates of deposit increased to 1.45% for the three months ended June 30, 2020 from 1.34% for
the three months ended June 30, 2019.
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Net Interest Income. Net interest income increased $11,000, or 8.1%, to $146,000 for the three months
ended June 30, 2020 from $135,000 for the three months ended June 30, 2019. The net interest rate spread
decreased to 2.99% for the three months ended June 30, 2020 from 3.27% for the three months ended June
30, 2019 as the average yield on average interest-earning assets decreased by 10 basis points and the
average cost of average interest-bearing liabilities increased by 18 basis points. The increase in net interest
income was mostly attributable to a higher average balance of commercial loans purchased and the higher
interest rates on these loans.

Provision for Loan Losses. The provisions for loan losses for the three months ended June 30, 2020 was
$10,000, compared to $0 for three months ended June 30, 2019. The increase was primarily due to the
continued growth of our commercial loan portfolio and the consideration of the potential impact of COVID-19.
From a lending and credit perspective, we have taken actions to identify and assess our COVID-19 related
credit exposures by borrower and loan category. No specific COVID-19 related credit impairment was
identified within our loan portfolio. The Association has not experienced any significant increases in past due
loans and our local economy has remained stable. Nonperforming loans (nonaccrual loans and accruing loans
past due 90 days or more) to total loans were 0.54% at June 30, 2020 as compared to 0.89% at December 31,
2019 and 0.19% at June 30, 2019. We have granted deferrals in accordance with the CARES Act to assist
business borrowers and certain consumers that may be experiencing financial hardship due to COVID-19
related challenges. These loans will continue to accrue interest during the deferral period unless otherwise
classified as nonperforming. Consistent with regulatory guidance and the provisions of the CARES Act,
borrowers that were otherwise current on loan payments that were granted COVID-19 related financial
hardship payment deferrals will continue to be reported as current loans during the deferral period and not
evaluated as to whether they are troubled debt restructurings. As of June 30, 2020, the Association had two 3-
month loan deferral agreements related to the COVID-19 crisis. Subsequent to June 30, 2020, no additional
deferrals were requested.

Three Months Ended June 30, Increase
2020 2019 (Decrease) % Change
(Dollars in thousands)

Noninterest income:

Senvice charges on deposit accounts $ 1 $ 2 9 (1) (50.0) %
Gain on sale of loans 20 4 16 400.0
Debit card income 3 3 - -
Other 1 (1) (100.0)
Total noninterest income $ 24 $ 10 $ 14 140.0 %

Noninterest Income. Noninterest income increased $14,000, or 140.0%, to $24,000 for the three months
ended June 30, 2020 from $10,000 for the three months ended June 30, 2019. The increase was primarily
due to the higher gain on sale of loans resulting from increased loan sales during the three months ended June
30, 2020.
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Three Months Ended June 30, Increase
2020 2019 (Decrease) % Change

(Dollars in thousands)
Noninterest expense:

Compensation and benefits $ 115 $ 111 $ 4 3.6 %
Occupancy expense 15 6 9 150.0
Equipment and data processing expense 29 23 6 26.1
FDIC premium expense 5 2 3 150.0
Professional and regulatory fees 25 37 (12) (32.4)
Insurance expense 8 7 1 14.3
Debit card expense, net 9 7 2 28.6
Correspondent bank senice charges 4 4 -
Other 24 21 3 14.3
Total noninterest expense $ 234 $ 218 $ 16 7.3 %

Noninterest Expense. Noninterest expense decreased $16,000 or 7.3%, to $234,000 for the three months
ended June 30, 2020 from $218,000 for the three months ended June 30, 2019 due primarily to higher
occupancy expense, and equipment and data processing expense. This increase is partially offset by a
decrease in professional and regulatory fees.

Occupancy expense increased $9,000, or 150.0%, to $15,000 for the three months ended June 30, 2020 from
$6,000 for the three months ended June 30, 2019 due primarily due to an increase in office building rental
expense as a result of the office building and land sale in January 2020. Equipment and data processing
expense increased $6,000, or 26.1%, to $29,000 for the three months ended June 30, 2020, compared to
$23,000 for the three months ended June 30, 2019 due primarily to an increase in furniture and equipment
depreciation, and core data processing costs. Professional and regulatory fees decreased $12,000, or 32.4%,
to $25,000 for the three months ended June 30, 2020, compared to $37,000 for the three months ended June
30, 2019. The decrease was largely due to lower legal, audit and accounting services, and supervisory exams
fees.

Income Tax Expense. There was no provision for income taxes for the three months ended June 30, 2020
and 2019. A valuation allowance has been recorded against all components of the net deferred tax asset,
except for the net unrealized loss on available for sale securities.

Comparison of Operating Results for the Six Months Ended June 30, 2020 and 2019
General. The Association had a net income of $126,000 for the six months ended June 30, 2020, compared
to a net loss of $134,000 for the six months ended June 30, 2019. The Association’s net income for the six

months ended June 30, 2020 was due to the gain of $282,000 recorded on the sale of the office building and
land in January 2020.
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Six Months Ended June 30, Increase
2020 2019 (Decrease) % Change
(Dollars in thousands)

Interest income:

Loans receivable $ 33 $ 243 % 92 379 %

Securities-taxable 29 60 (31) (51.7)

Other interest-earning assets 10 12 (2) (16.7)
Total interest income 374 315 59 18.7

Interest expense:

Checking and money market accounts 2 1 1 100.0

Savings accounts 2 3 (1 (33.3)

Certificates of deposit 47 40 7 17.5

Total deposits 51 44 7 15.9

Advances from FHLBT 18 - 18 100.0

Total interest expense 69 44 25 56.8
Net interest income $ 305 §$ 2711 $ 34 12.5 %

Interest Income. Interest income increased by $59,000, or 18.7%, to $374,000 for the six months ended June
30, 2020 from $315,000 for the six months ended June 30, 2019, due primarily to an increase in loans
receivable offset by a decrease in interest on securities.

The average balance of loans increased to $13.6 million for the six months ended June 30, 2020 from $11.0
million for the six months ended June 30, 2019. The average yield on loans increased to 4.96% for the six months
ended June 30, 2020 from 4.45% for the six months ended June 30, 2019. The average balance of securities
decreased to $2.4 million for the six months ended June 30, 2020 from $4.4 million for the six months ended
June 30, 2019. The average yield on securities decreased to 2.47% for the six months ended June 30, 2020
from 2.73% for the six months ended June 30, 2019.

Interest Expense. Interest expense increased $25,000, or 25.7%, to $69,000 for the six months ended June
30, 2020 from $44,000 for the six months ended June 30, 2019 primarily as a result of higher average rates paid
on certificates of deposit, and a higher average balance on FHLB of Topeka advances. The average balance of
FHLB of Topeka advances increased to $2.7 million for six months ended June 30, 2020 from $0 for six months
ended June 30, 2019. The average rate paid on certificates of deposit increased to 1.46% for the six months
ended June 30, 2020 from 1.26% for the six months ended June 30, 2019.

Net Interest Income. Net interest income increased $34,000, or 12.5%, to $305,000 for the six months ended
June 30, 2020 from $271,000 for the six months ended June 30, 2019.The net interest rate spread decreased
to 3.16% for the six months ended June 30, 2020 from 3.22% for the six months ended June 30, 2019 as the
average yield on average interest-earning assets increased by 16 basis points and the average cost of average
interest-bearing liabilities increased by 22 basis points. The increase in net interest income was mostly
attributable to a higher average balance of commercial loans purchased and the higher interest rates on these
loans.
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Provision for Loan Losses. The provisions for loan losses for the six months ended June 30, 2020 was
$10,000, compared to $0 for six months ended June 30, 2019. The increase was primarily due to the
continued growth of our commercial loan portfolio and the consideration of the potential impact of COVID-19.
From a lending and credit perspective, we have taken actions to identify and assess our COVID-19 related
credit exposures by borrower and loan category. No specific COVID-19 related credit impairment was
identified within our loan portfolio. The Association has not experienced any significant increases in past due
loans and our local economy has remained stable. Nonperforming loans (nonaccrual loans and accruing loans
past due 90 days or more) to total loans were 0.54% at June 30, 2020 as compared to 0.89% at December 31,
2019 and 0.19% at June 30, 2019. We have granted deferrals in accordance with the CARES Act to assist
business borrowers and certain consumers that may be experiencing financial hardship due to COVID-19
related challenges. These loans will continue to accrue interest during the deferral period unless otherwise
classified as nonperforming. Consistent with regulatory guidance and the provisions of the CARES Act,
borrowers that were otherwise current on loan payments that were granted COVID-19 related financial
hardship payment deferrals will continue to be reported as current loans during the deferral period and not
evaluated as to whether they are troubled debt restructurings. As of June 30, 2020, the Association had two 3-
month loan deferral agreements related to the COVID-19 crisis. Subsequent to June 30, 2020, no additional
deferrals were requested.
Six Months Ended June 30, Increase
2020 2019 (Decrease) % Change

(Dollars in thousands)
Noninterest income:

Seniice charges on deposit accounts $ 4 $ 5 % (1) (20.0) %
Gain on sale of loans 23 15 8 53.3
Gain on called and sold securities - 3 3) (100.0)
Debit card income 5 5 - -
Gain on Sale of premises and equipment 282 - 282 NM
Other - 1 (1) (100.0)
Total noninterest income $ 314 29 % 285 982.8 %

NM - Not meaningful

Noninterest Income. Noninterest income increased $285,000 or 982.8%, to 314,000 for the six months
ended June 30, 2020 from $29,000 for the six months ended June 30, 2019. The increase was primarily due to
the gain on sale of premises and equipment.

Six Months Ended June 30, Increase
2020 2019 (Decrease) % Change
(Dollars in thousands)

Noninterest expense:

Compensation and benefits $ 229 $ 225 $ 4 1.8 %
Occupancy expense 28 13 15 115.4
Equipment and data processing expense 55 49 6 12.2
FDIC premium expense 9 5 4 80.0
Professional and regulatory fees 78 70 8 11.4
Insurance expense 15 14 1 7.1
Debit card expense, net 16 16 - -
Correspondent bank senice charges 7 7 - -
Other 46 35 11 31.4
Total noninterest expense $ 483 $ 434 $ 49 11.3 %
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Noninterest Expense. Noninterest expense increased 49,000, or 11.3%, to $483,000 for the six months ended
June 30, 2020 from $434,000 for the six months ended June 30, 2019. This increase is due primarily to an
increase in professional and regulatory fees and an increase in occupancy expense.

Professional and regulatory fees increased $8,000, or 11.4%, to $78,000 for the six months ended June 30,
2020, compared to $70,000 for the six months ended June 30, 2019. The increase was due to additional audit
expense for the annual reporting at the end of December 2019. Occupancy expense increased $15,000 or
115.4% for the six months ended June 30, 2020, compared to $13,000 for the six months ended June 30,
2019. This increase is due to an increase in office building rental expense as a result of the office building and
land sale in January 2020.

Income Tax Expense. There was no provision for income taxes for the six months ended June 30, 2020 and

2019. A valuation allowance has been recorded against all components of the net deferred tax asset, except for
the net unrealized loss on available for sale securities.
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Average Balances and Yields

The following tables set forth average balance sheets, average yields and costs, and certain other information
at and for the periods indicated. No tax-equivalent yield adjustments were made, as the effect thereof was not

material. All average balances are daily average balances. Non-accrual loans were included in the

computation of average balances, but have been reflected in the tables as loans carrying a zero yield. The

yields set forth below include the effect of deferred fees, discounts and premiums that are amortized or

accreted to interest income or interest expense.

For The Three Months Ended June 30,

2020 2019
Average Average
Outstanding Yield/ Outstanding Yield/
Balance Interest Rate Balance Interest Rate
(Dollars in Thousands)

Interest-earning assets:
Loans receivable $ 13,622 166 490 % $ 11,158 125 4.49 %
Securities, taxable 2,271 13 2.30 4,155 28 2.70
Securities, non-taxable
Other interest-earning assets 3,022 2 0.27 751 5 2.67

Total interest-earning assets 18,915 181 3.85 16,064 158 3.95
Noninterest-earning assets 574 204

Total assets $ 19,489 $ 16,268
Interest-bearing liabilities:
Checking and MMDA accounts $ 2,441 1 0.16 $ 2,424 0.09
Savings accounts 4,519 1 0.09 4,813 2 0.17
Certificates of deposit 6,679 24 1.45 6,285 21 1.34

Total deposits 13,639 26 0.77 13,522 23 0.68
Advances from FHLB of Topeka 2,700 9

Total interest-bearing liabilities 16,339 35 0.86 13,522 23 0.68
Non-interest bearing checking accounts 1,116 956
Non-interest bearing liabilities 560 296
Stockholders' equity 1,474 1,494

Total liabilities and Stockholders' equity $ 19,489 $ 16,268

Net interest income 146 135
Net interest spread (1) 2.99 % 3.27 %
Net interest-earning assets (2) $ 2,576 $ 2,542
Net interest margin (3) 3.10 % 337 %
Average interest-earning assets to average interest-

bearing liabilities 115.77 % 118.80 %

(1) Net interest spread represents the difference between the weighted average yield on average interest-earning assets and the weighted average cost of average interest-bearing liabilitic

(2) Net interest-earning assets represents total interest-earning assets less total interest-bearing liabilities.

(3) Net interest margin represents net interest income divided by average total interest-earning assets.
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For The Six Months Ended June 30,

2020 2019
Average Average
Outstanding Yield/ Outstanding Yield/
Balance Interest Rate Balance Interest Rate
(Dollars in Thousands)

Interest-earning assets:
Loans receivable $ 13,586 335 496 % $ 11,010 243 4.45 %
Securities, taxable 2,360 29 247 4,435 60 2.73
Other interest-earning assets 2,754 10 0.73 1,008 12 2.40

Total interest-earning assets 18,700 374 4.02 16,453 315 3.86
Noninterest-earning assets 559 213

Total assets $ 19,259 $ 16,666
Interest-bearing liabilities:
Checking and MMDA accounts $ 2,341 2 0.17 $ 2,507 1 0.08
Savings accounts 4,568 2 0.09 4,895 3 0.12
Certificates of deposit 6,480 47 1.46 6,405 40 1.26

Total deposits 13,389 51 0.77 13,807 44 0.64
Advances from FHLB of Topeka 2,700 18 1.34

Total interest-bearing liabilities 16,089 69 0.86 13,807 44 0.64
Non-interest bearing checking accounts 1,127 1,028
Non-interest bearing liabilities 548 302
Stockholder's Equity 1,495 1,529

Total liabilities and equity $ 19,259 $ 16,666

Net interest income 305 271
Net interest spread (1) 3.16 % 3.22 %
Net interest-earning assets (2) $ 2,611 $ 2,646
Net interest margin (3) 3.28 % 332 %
Average interest-earning assets to average interest-

bearing liabilities 116.23 % 119.16 %

(1) Net interest spread represents the difference between the weighted average yield on average interest-earning assets and the weighted average cost of average interest-bearing liabilitic

(2) Net interest-earning assets represents total interest-earning assets less total interest-bearing liabilities.

(3) Net interest margin represents net interest income divided by average total interest-earning assets.

Liquidity and Capital Resources

Liquidity Management. Liquidity describes our ability to meet the financial obligations that arise in the
ordinary course of business. Liquidity is primarily needed to meet the borrowing and deposit withdrawal

requirements of our customers and to fund current and planned expenditures. Our primary sources of funds
are deposits, principal and interest payments on loans and securities, and proceeds from sales, maturities and
calls of securities. We also have the ability to borrow from the FHLB of Topeka. As of June 30, 2020, Sidney

Federal had $2.7 million in FHLB of Topeka advances with unused borrowing capacity of $7.2 million.

The board of directors is responsible for establishing and monitoring our liquidity targets and strategies in order

to ensure that sufficient liquidity exists for meeting the borrowing needs and deposit withdrawals of our

customers as well as unanticipated contingencies. We believe that we have enough sources of liquidity to
satisfy our short- and long-term liquidity needs as of June 30, 2020.
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We monitor and adjust our investments in liquid assets based upon our assessment of: (1) expected loan
demand; (2) expected deposit flows; (3) yields available on interest-earning deposits and securities; and (4) the
objectives of our asset/liability management program. Excess liquid assets are invested generally in interest-
earning deposits and short-and intermediate-term securities.

While maturities and scheduled amortization of loans and securities are predictable sources of funds, deposit
flows and loan prepayments are greatly influenced by general interest rates, economic conditions, and
competition. Our most liquid assets are cash and cash equivalents, which include federal funds sold and
interest-bearing deposits in other banks. The levels of these assets are dependent on our operating, financing,
lending and investing activities during any given period. At June 30, 2020, cash and cash equivalents totaled
$3.1 million. Securities classified as available-for-sale, which provide additional sources of liquidity, totaled
$2.1 million at June 30, 2020.

Our cash flows are comprised of three primary classifications: cash flows from operating activities, investing
activities, and financing activities. Net cash used for operating activities was $174,000 and $55,000 for the six
months ended June 30, 2020 and 2019, respectively. Net cash provided by investing activities was $1.0 million
and $1.0 million for the six months ended June 30, 2020 and 2019. Net cash provided by (used for) financing
activities was $794,000 and $(877,000) for the six months ended June 30, 2020 and June 30, 2019.

We are committed to maintaining a strong liquidity position. We monitor our liquidity position on a daily basis.
We anticipate that we will have sufficient funds to meet our current funding commitments. Certificates of
deposit due within one year of June 30, 2020, totaled $3.7 million, or 25.0%, of total deposits. If these deposits
do not remain with us, we will be required to seek other sources of funds, such as other deposits and FHLB of
Topeka advances. Depending on market conditions, we may be required to pay higher rates on such deposits
or borrowings than we currently pay. We believe, however, based on past experience that a significant portion
of such deposits will remain with us. We have the ability to attract and retain deposits by adjusting the interest
rates offered.

Capital Management. The Association is subject to various regulatory capital requirements, including a risk-
based capital measure. The risk-based capital guidelines include both a definition of capital and a framework
for calculating risk-weighted assets by assigning balance sheet assets and off-balance sheet items to broad
risk categories. See Note 4 of the Notes to the Condensed Financial Statements.

Off-Balance Sheet Arrangements and Aggregate Contractual Obligations

Commitments. As a financial services provider, we routinely are a party to various financial instruments with
off-balance-sheet risks, such as commitments to extend credit and unused lines of credit. While these
contractual obligations represent our future cash requirements, a significant portion of commitments to extend
credit may expire without being drawn upon. Such commitments are subject to the same credit policies and
approval process accorded to loans we make. At June 30, 2020, we had outstanding commitments to originate
loans of $1.2 million. We anticipate that we will have sufficient funds available to meet our current lending
commitments.

Contractual Obligations. In the ordinary course of our operations, we enter into certain contractual
obligations. Such obligations include data processing services, operating leases for premises and equipment,
agreements with respect to borrowed funds and deposit liabilities.

Coronavirus Disease 2019

The outbreak of Coronavirus Disease 2019 (“COVID-19”) could adversely impact a broad range of industries in
which the Association’s customers operate and impair their ability to fulfill their obligations to the

Association. The World Health Organization has declared Covid-19 to be a global pandemic indicating that
almost all public commerce and related business activities must be, to varying degrees, curtailed with the goal
of decreasing the rate of new infections.
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The spread of the outbreak has caused disruptions in the U.S. economy and is highly likely to disrupt banking
and other financial activity in the areas in which the Association operates and could potentially create
widespread business continuity issues for the Association.

The Association’s business is dependent upon the willingness and ability of its employees and customers to

conduct banking and other financial transactions. If the global response to contain COVID-19 escalates or is
unsuccessful, the Association could experience a material adverse effect on its business, financial condition,
results of operations and cash flows.

Impact of Inflation and Changing Prices

The financial statements and related data presented herein have been prepared in accordance with generally
accepted accounting principles in the United States of America, which require the measurement of financial
position and operating results in terms of historical dollars without considering changes in the relative
purchasing power of money over time due to inflation. The primary impact of inflation on our operations is
reflected in increased operating costs. Unlike most industrial companies, virtually all of the assets and liabilities
of a financial institution are monetary in nature. As a result, interest rates generally have a more significant
impact on a financial institution’s performance than does inflation. Interest rates do not necessarily move in the
same direction or to the same extent as the prices of goods and services.

Item 3. Quantitative and Qualitative Disclosures about Market Risk
Not applicable, as the Registrant is a smaller reporting company.
Item 4. Controls and Procedures

Under the supervision and with the participation of our management, including our principal executive
officer and principal financial officer, we evaluated the effectiveness of the design and operation of our disclosure
controls and procedures (as defined in Rule 13a-15(e) and 15d-15(e) under the Exchange Act) as of the end of
the period covered by this report. Based upon that evaluation, the principal executive officer and principal
financial officer concluded that, as of the end of the period covered by this report, our disclosure controls and
procedures were effective.

There were no changes made in our internal controls during the quarter ended June 30, 2020 that have
materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial
reporting.

Part Il — Other Information

Item 1. Legal Proceedings

The Association is subject to various legal actions arising in the normal course of business. In the opinion of
management, the resolution of these legal actions is not expected to have a material adverse effect on the
Association’s financial condition or results of operations.

Item 1A. Risk Factors

Not required for smaller reporting companies.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
(a2) Not applicable.

(b) Not applicable.

(c) Not applicable.

Item 3. Defaults upon Senior Securities

None.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

None.

Item 6. Exhibits

31.1  Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certification of Principal Executive Officer and Principal Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

Sidney Federal Savings and Loan Association

Date: August 14, 2020 /s/ Steve Smith
Steve Smith
President, Chief Executive Officer
(Principal Executive Officer)

Date: August 14, 2020 [s/ Jamie Lanckriet
Jamie Lanckriet
Controller
(Principal Financial Officer)
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Exhibit 31.1

Certification of Principal Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Steve Smith, certify that:

Date:

| have reviewed this quarterly report on Form 10-Q of Sidney Federal Savings and Loan Association;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiary, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

C) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's
internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s Board of
Directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

August 14, 2020 /s/ Steve Smith
Steve Smith
President and Chief Executive Officer
(Principal Executive Officer)
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Exhibit 31.2

Certification Principal Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Jamie Lanckriet, certify that:

1.

| have reviewed this quarterly report on Form 10-Q of Sidney Federal Savings and Loan Association;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiary, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

C) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

c) disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's
internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s Board of Directors
(or persons performing the equivalent functions)

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: August 14, 2020 /s/ Jamie Lanckriet

Jamie Lanckriet
Controller
(Principal Financial Officer)
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Exhibit 32.1

Certification of Principal Executive Officer and Principal Financial Officer Pursuant to Section
906 of the
Sarbanes-Oxley Act of 2002

Steve Smith, President Chief Executive Officer of Sidney Federal Savings and Loan Association, (the
“Association”) and Jamie Lanckriet, Controller of the Association, each certify in his capacity as an officer of
the Association that they have reviewed the quarterly report on Form 10-Q for the quarter ended June 30, 2020
(the “Report”) and that to the best of their knowledge:

1. the Report fully complies with the requirements of Sections 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2. the information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Association.

Date: August 14, 2020 /s/ Steve Smith
Steve Smith
President, Chief Executive Officer
(Principal Executive Officer)

Date: August 14, 2020 /s/ Jamie Lanckriet
Jamie Lanckriet
Controller
(Principal Financial Officer)

A signed original of this written statement required by Section 906 has been provided to the Association
and will be retained by the Association and furnished to the Office of the Comptroller of the Currency or
its staff upon request.
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