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Part I FINANCIAL INFORMATION

Item 1 Financial Statements

Consolidated Balance Sheets

﻿

﻿

﻿

(Dollars in thousands, except share and per share data)(unaudited) September 30, December 31,
﻿ 2018 2017
Assets
Cash and due from banks $ 16,281 $ 21,433 
Interest-bearing deposits in other banks 28,496 37,170 
Total cash and cash equivalents 44,777 58,603 
Debt securities available for sale, at fair value 125,403 126,971 
Equity securities 383 365 
Restricted stock 452 456 
Loans held for sale 1,072 442 
Loans 970,983 943,700 
Allowance for loan losses (12,526) (11,792)
Net Loans 958,457 931,908 
Premises and equipment, net 13,267 13,741 
Bank owned life insurance 23,366 22,980 
Goodwill 9,016 9,016 
Other real estate owned 2,665 2,598 
Deferred tax asset, net 4,170 5,803 
Other assets 11,596 6,930 
Total assets $ 1,194,624 $ 1,179,813 
﻿
Liabilities
Deposits
Non-interest bearing checking $ 196,478 $ 196,853 
Money management, savings and interest checking 807,643 774,857 
Time 67,736 75,471 
Total deposits 1,071,857 1,047,181 
Other liabilities 8,739 17,488 
Total liabilities 1,080,596 1,064,669 
﻿
Shareholders' equity
Common stock, $1 par value per share,15,000,000 shares authorized with
4,701,367 shares issued and 4,398,361 shares outstanding at September 30, 2018 and
4,689,099 shares issued and 4,354,788 shares outstanding at December 31, 2017 4,701 4,689 
Capital stock without par value, 5,000,000 shares authorized with no
shares issued and outstanding  —  —
Additional paid-in capital 41,380 40,396 
Retained earnings 81,330 82,218 
Accumulated other comprehensive loss (7,790) (6,028)

Edgar Filing: FRANKLIN FINANCIAL SERVICES CORP /PA/ - Form 10-Q

4



Treasury stock, 303,006 shares at September 30, 2018 and 334,311 shares at
December 31, 2017, at cost (5,593) (6,131)
Total shareholders' equity 114,028 115,144 
Total liabilities and shareholders' equity $ 1,194,624 $ 1,179,813 
The accompanying notes are an integral part of these unaudited financial statements. 

1
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Consolidated Statements of Income

﻿

﻿

﻿
For the Three
Months Ended

For the Nine Months
Ended

(Dollars in thousands, except per share data) (unaudited) September 30, September 30,
﻿ 2018 2017 2018 2017
Interest income
Loans, including fees $ 10,565 $ 9,130 $ 30,268 $ 26,808 
Interest and dividends on investments:
Taxable interest 507 509 1,548 1,558 
Tax exempt interest 293 275 862 861 
Dividend income 4 2 15 23 
Deposits and obligations of other banks 108 147 326 297 
Total interest income 11,477 10,063 33,019 29,547 
Interest expense
Deposits 1,101 629 2,847 1,785 
Short-term borrowings 21  — 24 15 
Total interest expense 1,122 629 2,871 1,800 
Net interest income 10,355 9,434 30,148 27,747 
Provision for loan losses 250 250 9,579 420 
Net interest income after provision for loan losses 10,105 9,184 20,569 27,327 
Noninterest income
Investment and trust services fees 1,424 1,353 4,285 3,991 
Loan service charges 191 201 640 657 
Deposit service charges and fees 578 611 1,726 1,789 
Other service charges and fees 357 340 1,043 996 
Debit card income 422 325 1,224 1,062 
Increase in cash surrender value of life insurance 129 130 386 391 
Net loss on sale of other real estate owned  — (23)  — (23)
Debt securities gains, net 5 1 56 3 
Change in fair value of equity securities (20)  — 18  —
Other 34 33 111 186 
Total noninterest income 3,120 2,971 9,489 9,052 
Noninterest Expense
Salaries and employee benefits 4,947 4,694 15,029 14,190 
Occupancy, furniture and equipment, net 780 809 2,383 2,386 
Advertising 345 332 1,113 873 
Legal and professional 436 502 1,207 1,173 
Data processing 591 567 1,791 1,643 
Pennsylvania bank shares tax 239 243 712 728 
FDIC Insurance 159 82 452 281 
ATM/debit card processing 258 190 734 630 
Foreclosed real estate (8) 24 46 95 
Telecommunications 95 106 327 308 
Provision for credit losses on off-balance sheet exposures  —  — 2,361  —
Other 729 756 2,253 2,116 
Total noninterest expense 8,571 8,305 28,408 24,423 
Income before federal income taxes 4,654 3,850 1,650 11,956 
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Federal income tax expense (benefit) 654 774 (671) 2,517 
Net income $ 4,000 $ 3,076 $ 2,321 $ 9,439 
Per share
Basic earnings per share $ 0.91 $ 0.71 $ 0.53 $ 2.18 
Diluted earnings per share $ 0.91 $ 0.70 $ 0.53 $ 2.17 
Cash dividends declared $ 0.27 $ 0.24 $ 0.78 $ 0.69 
The accompanying notes are an integral part of these unaudited financial statements. 

2
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Consolidated Statements of Comprehensive Income

﻿

﻿

﻿
For the Three
Months Ended

For the Nine Months
Ended

﻿ September 30, September 30,
(Dollars in thousands) (unaudited) 2018 2017 2018 2017
Net Income $ 4,000 $ 3,076 $ 2,321 $ 9,439 
﻿
Debt Securities:
Unrealized (losses) gains arising during the period (638) (97) (1,974) 924 
Reclassification adjustment included in net income (1) (5) (1) (56) (3)
Net unrealized (losses) gains (643) (98) (2,030) 921 
Tax effect 135 33 469 (313)
Net of tax amount (508) (65) (1,561) 608 
﻿
Total other comprehensive (loss) income (508) (65) (1,561) 608 
﻿
Total Comprehensive Income $ 3,492 $ 3,011 $ 760 $ 10,047 
﻿
﻿
Reclassification adjustment / Statement line item Tax  expense (benefit)
(1) Debt securities gains, net $ 1 $  — $ 12 $ 1 
The accompanying notes are an integral part of these unaudited financial statements.

3
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Consolidated Statements of Changes in Shareholders' Equity

For the three and nine months ended September 30, 2018 and 2017

﻿

﻿
﻿
﻿ Accumulated
﻿ Additional Other
﻿ Common Paid-in Retained Comprehensive Treasury
(Dollars in thousands, except per share
data) (unaudited) Stock Capital Earnings Loss Stock Total
Balance at June 30, 2018 $ 4,700 $ 41,079 $ 78,514 $ (7,282) $ (5,839) $ 111,172 
Net income  —  — 4,000  —  — 4,000 
Other comprehensive loss  —  —  — (508)  — (508)
Cash dividends declared, $.27 per share  —  — (1,184)  —  — (1,184)
Treasury shares issued under employee
stock purchase plan, 381 shares  — 5  —  — 7 12 
Treasury shares issued under dividend
reinvestment plan, 12,957 shares  — 210  —  — 239 449 
Common stock issued under incentive
stock option plan, 1,600 shares 1 24  —  —  — 25 
Stock option compensation expense  — 62  —  —  — 62 
Balance at September 30, 2018 $ 4,701 $ 41,380 $ 81,330 $ (7,790) $ (5,593) $ 114,028 
﻿
Balance at December 31, 2017 $ 4,689 $ 40,396 $ 82,218 $ (6,028) $ (6,131) $ 115,144 
Cumulative adjustment for fair value of
equity securities  —  — 201 (201)  —  —
Net income  —  — 2,321  —  — 2,321 
Other comprehensive (loss)  —  —  — (1,561)  — (1,561)
Cash dividends declared, $.78 per share  —  — (3,410)  —  — (3,410)
Acquisition of 2,605 shares of treasury
stock  —  —  —  — (88) (88)
Treasury shares issued under employee
stock purchase plan, 2,944 shares  — 34  —  — 54 88 
Treasury shares issued under dividend
reinvestment plan, 30,966 shares  — 513  —  — 572 1,085 
Common stock issued under incentive
stock option plan, 12,268 shares 12 252  —  —  — 264 
Stock option compensation expense  — 185  —  —  — 185 
Balance at September 30, 2018 $ 4,701 $ 41,380 $ 81,330 $ (7,790) $ (5,593) $ 114,028 
﻿
﻿
﻿
Balance at June 30, 2017 $ 4,688 $ 40,096 $ 87,498 $ (3,542) $ (6,380) $ 122,360 
Net income  —  — 3,076  —  — 3,076 
Other comprehensive (loss)  —  —  — (65)  — (65)
Cash dividends declared, $.24 per share  —  — (1,042)  —  — (1,042)
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Treasury shares issued under employee
stock purchase plan, 241 shares  — 3  —  — 4 7 
Treasury shares issued under dividend
reinvestment plan, 5,723 shares  — 85  —  — 105 190 
Stock option compensation expense  — 54  —  —  — 54 
Balance at September 30, 2017 $ 4,688 $ 40,238 $ 89,532 $ (3,607) $ (6,271) $ 124,580 
﻿
Balance at December 31, 2016 $ 4,688 $ 39,752 $ 83,081 $ (4,215) $ (6,813) $ 116,493 
Net income  —  — 9,439  —  — 9,439 
Other comprehensive income  —  —  — 608  — 608 
Cash dividends declared, $.69 per share  —  — (2,988)  —  — (2,988)
Treasury shares issued under employee
stock purchase plan, 6,568 shares  — 29  —  — 120 149 
Treasury shares issued under dividend
reinvestment plan, 22,990 shares  — 296  —  — 422 718 
Stock option compensation expense  — 161  —  —  — 161 
Balance at September 30, 2017 $ 4,688 $ 40,238 $ 89,532 $ (3,607) $ (6,271) $ 124,580 
﻿
﻿

The accompanying notes are an integral part of these unaudited financial statements.
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Consolidated Statements of Cash Flows

﻿

﻿
﻿

﻿
Nine Months Ended
September 30,

﻿ 2018 2017
(Dollars in thousands) (unaudited)
Cash flows from operating activities
Net income $ 2,321 $ 9,439 
Adjustments to reconcile net income to net cash (used in) provided by operating activities:
Depreciation and amortization 989 973 
Net amortization of loans and investment securities 1,307 1,269 
Amortization and net change in mortgage servicing rights valuation  — 41 
Provision for loan losses 9,579 420 
Change in fair value of equity securities (18)  —
Debt securities gains, net (56) (3)
Pay-out of legal settlement (10,000)  —
Provision for credit losses on off-balance sheet exposures 2,361  —
Loans originated for sale (16,137) (6,773)
Proceeds from sale of loans 15,507 6,861 
Write-down of other real estate owned 6 60 
Acquisition of other real estate owned 105  —
Write-down on premises and equipment available for sale  — 45 
Loss on sale of premises 17 23 
Increase in cash surrender value of life insurance (386) (391)
Stock option compensation 185 161 
Contribution to pension plan (1,000)  —
Increase in other assets (4,441) (1,242)
Increase in other liabilities 1,638 2,753 
Net cash provided by operating activities 1,977 13,636 
Cash flows from investing activities
Proceeds from sales and calls of investment securities available for sale 4,115 875 
Proceeds from maturities and pay-downs of securities available for sale 14,289 16,875 
Purchase of investment securities available for sale (20,276) (6,533)
Net decrease in restricted stock 4 1,311 
Net increase in loans (36,188) (17,643)
Capital expenditures (599) (871)
Proceeds from sale of other assets 117 154 
Net proceeds from the sale of other real estate 32 2,255 
Net cash used in investing activities (38,506) (3,577)
Cash flows from financing activities
Net increase in demand deposits, interest-bearing checking, and savings accounts 32,411 50,325 
Net (decrease) increase in time deposits (7,735) 703 
Net decrease in short-term borrowings  — (24,270)
Dividends paid (3,410) (2,988)
Treasury shares issued under employee stock purchase plan 88 149 
Treasury shares issued under dividend reinvestment plan 1,085 718 
Common stock issued under stock option plans 264  —

Edgar Filing: FRANKLIN FINANCIAL SERVICES CORP /PA/ - Form 10-Q

11



Net cash provided by financing activities 22,703 24,637 
(Decrease) increase in cash and cash equivalents (13,826) 34,696 
Cash and cash equivalents as of January 1 58,603 36,665 
Cash and cash equivalents as of September 30 $ 44,777 $ 71,361 
Supplemental Disclosures of Cash Flow Information
Cash paid during the year for:
Interest on deposits and other borrowed funds $ 2,818 $ 1,786 
Income taxes $ 250 $ 3,405 
﻿
 The accompanying notes are an integral part of these unaudited financial statements.

5
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FRANKLIN FINANCIAL SERVICES CORPORATION and SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

﻿

Note 1 - Basis of Presentation

The consolidated financial statements include the accounts of Franklin Financial Services Corporation (the
Corporation), and its wholly-owned subsidiaries, Farmers and Merchants Trust Company of Chambersburg (the Bank)
and Franklin Future Fund Inc.  Farmers and Merchants Trust Company of Chambersburg is a commercial bank that
has one wholly-owned subsidiary, Franklin Financial Properties Corp.  Franklin Financial Properties Corp. holds real
estate assets that are leased by the Bank. Franklin Future Fund Inc. is a non-bank investment company. The activities
of non-bank entities are not significant to the consolidated totals.  All significant intercompany transactions and
account balances have been eliminated.

In the opinion of management, all adjustments (which include only normal recurring adjustments) necessary to present
fairly the consolidated financial position, results of operations, and cash flows as of September 30, 2018, and for all
other periods presented have been made.

Certain information and footnote disclosures normally included in consolidated financial statements prepared in
accordance with accounting principles generally accepted in the United States of America (“GAAP”) have been
condensed or omitted.  It is suggested that these consolidated financial statements be read in conjunction with the
audited consolidated financial statements and notes thereto included in the Corporation’s 2017 Annual Report on Form
10-K.  The consolidated results of operations for the nine month period ended September 30, 2018 are not necessarily
indicative of the operating results for the full year.  Management has evaluated subsequent events for potential
recognition and/or disclosure through the date these consolidated financial statements were issued.

The consolidated balance sheet at December 31, 2017 has been derived from the audited consolidated financial
statements at that date, but does not include all of the information and footnotes required by GAAP for complete
consolidated financial statements.

For purposes of reporting cash flows, cash and cash equivalents include cash and due from banks, interest-bearing
deposits in other banks and federal funds sold.  Generally, federal funds are purchased and sold for one-day periods. 

Earnings per share are computed based on the weighted average number of shares outstanding during each period
end.  A reconciliation of the weighted average shares outstanding used to calculate basic earnings per share and
diluted earnings per share follows:

﻿

﻿

﻿

﻿
For the Three
Months Ended

For the Nine
Months Ended

﻿ September 30, September 30,
(Dollars and shares in thousands, except per share data) 2018 2017 2018 2017
Weighted average shares outstanding (basic) 4,391 4,343 4,375 4,332 
Impact of common stock equivalents 21 21 24 21 
Weighted average shares outstanding (diluted) 4,412 4,364 4,399 4,353 
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Anti-dilutive options excluded from calculation  —  —  —  —
Net income $ 4,000 $ 3,076 $ 2,321 $ 9,439 
Basic earnings per share $ 0.91 $ 0.71 $ 0.53 $ 2.18 
Diluted earnings per share $ 0.91 $ 0.70 $ 0.53 $ 2.17 

6
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Note 2. Recent Accounting Pronouncements

﻿

﻿

Standard Description
Effective
Date

Effect on the financial
statements or other
significant matters

﻿
ASU 2018-02,
Income Statement
(Topic 220),
Reclassification of
Certain Tax Effects
from Accumulated
Other
Comprehensive
Income

Under ASU 2018-02, entities are allowed, but not
required, to reclassify from Accumulated Other
Comprehensive Income (AOCI) to retained earnings
stranded tax effects resulting from the new federal
corporate income tax rate of the Tax Cuts and Jobs
Act (the Act).  The reclassification could include
other stranded tax effects that related to the Act but
do not directly related to the change in the federal
rate.  Tax effects that are stranded in AOCI for other
reasons may not be reclassified.  Entities also will
have an option to adopt the standard retrospectively
or in the period of adoption. 

January
1, 2018

The Corporation adopted the
provisions of the ASU in the
fourth quarter of 2017.  The
Company reclassified the
disproportionate tax effect
resulting from the Act by
increasing retained earnings
by $992 thousand and
reducing AOCI by $992
thousand.

﻿
ASU 2016-15,
Statements of Cash
Flow (Topic 320):
Classification of
Certain Cash
Receipts and Cash
Payments

The standard clarifies how certain cash receipts and
cash payments are presented and classified in the
statement of cash flows.  The amendments are
intended to reduce diversity in practice.  The
standard contains additional guidance clarifying
when an entity should separate cash receipts and
cash payments and classifies them into more than
one class of cash flows (including when reasonable
judgement is required to estimate and allocate cash
flows) versus when an entity should classify the
aggregate amount into one class of cash flows on the
basis of predominance.

January
1, 2018

The Corporation adopted the
provisions of the ASU on
January 1, 2018 and it had no
material effect on the
consolidated financial
statements.

﻿
ASU 2017-07,
Employee Benefits
Plan (Topic 715):
Improving the
Presentation of Net
Periodic Pension
Cost and Net
Periodic
Postretirement
Benefit Cost

This standard requires an employer to report the
service cost component in the same line item or
items as other compensation costs arising from
services rendered by the pertinent employees during
the period.  The other components of net benefit cost
are required to be presented in the income statement
separately from the service cost component and
outside a subtotal of income from operations.  The
amendments in this update also allow only the
service cost component to be eligible for
capitalization when applicable.  

January
1, 2018

The Corporation adopted the
provisions of the ASU on
January 1, 2018 and it had no
material effect on the
consolidated financial
statements.  The service cost
is reported in Salaries and
Benefits expense and the
nonservice cost is included in
Other Expense on the
Consolidated Statement of
Income, which totaled $107
thousand and was reclassified
for the first nine months of
2017.

﻿
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ASU 2014-09,
Revenue from
Contracts with
Customers (Topic
606)

The amendments in this Update (ASU 2014-09)
establish a comprehensive revenue recognition
standard. The revenue standard’s core principle is
built on the contract between a vendor and a
customer for the provision of goods and services. It
attempts to depict the exchange of rights and
obligations between the parties in the pattern of
revenue recognition based on the consideration to
which the vendor is entitled. To accomplish this
objective, the standard requires five basic steps: (i)
identify the contract with the customer, (ii) identify
the performance obligations in the contract, (iii)
determine the transaction price, (iv) allocate the
transaction price to the performance obligations in
the contract, and (v) recognize revenue when (or as)
the entity satisfies a performance obligation. Three
basic transition methods are available – full
retrospective, retrospective with certain practical
expedients, and a cumulative effect approach.

January
1, 2018

The Corporation adopted this
ASU on January 1, 2018, on
a modified retrospective
approach, and it did not have
a material effect on the
Corporation's consolidated
financial statements.  See
Note 11. Revenue
Recognition for more
information.

﻿

7
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ASU 2016-01,
Financial
Instruments -
Overall (Subtopic
825-10):
Recognition and
Measurement of
Financial Assets
and Financial
Liabilities

The standard amends the guidance on the
classification and measurement of
financial instruments.  Some of the
amendments include the following: 1)
requires equity investments to be
measured at fair value with changes in
fair value recognized in net income; 2)
simplifies the impairment assessment of
equity investments without readily
determinable fair values by requiring a
qualitative assessment to identify
impairment; 3) requires public business
entities to use the exit price notion when
measuring the fair value of financial
instruments for disclosure purposes; and
4) requires an entity to present separately
in other comprehensive income the
portion of the total change in the fair
value of a liability resulting from a
change in the instrument-specific credit
risk when the entity has elected to
measure the liability at fair value; among
others.

January
1, 2018

The Corporation adopted the provisions of
the ASU on January 1, 2018 and it had no
material effect on the consolidated financial
statements. The Corporation reclassified the
fair value of equity securities by increasing
retained earnings by $201 thousand and
decreasing AOCI by $201 thousand.  In
addition, according to the standard, the
Corporation measured the fair value of the
loan portfolio beginning March 31, 2018
using an exit price notion.  See Note 9. Fair
Value Measurements and Fair Values of
Financial Instruments for more information.

﻿
ASU 2016-02,
Leases (Topic 842)

From the lessee’s perspective, the new
standard established a right-of-use
(ROU) model that requires a lessee to
record a ROU asset and a lease liability
on the balance sheet for all leases with
terms longer than 12 months.  Leases
will be classified as either finance or
operating, with classification affecting
the pattern of expense recognition in the
income statement for lessees.  From the
lessor’s perspective, the new standard
requires a lessor to classify leases as
either sales-type, finance or operating.  A
lease will be treated as a sale if it
transfers all of the risks and rewards, as
well as control of the underlying asset, to
the lessee.  If risks and rewards are
conveyed without the transfer of control,
the lease is treated as financing.  If the
lessor doesn’t convey risks and rewards or
control, an operating lease results.

January
1, 2019

The Corporation currently has real estate and
equipment leases that it classifies as
operating leases that are not recognized on
the balance sheet.  Under the new standard,
these leases will move onto the balance sheet
in the form of a lease liability (the present
value of a lessee's obligation to make lease
payments) and a right-of-use asset (an asset
that represents the lessee's right to use a
specified asset for the lease term).  The
offsetting transactions will gross-up the
Consolidated Balance Sheet.  The
Corporation has identified all of its leases
(approximately 63, primarily equipment and
property leases), but has not determined the
effect on the Consolidated Balance Sheet.
The Corporation has acquired a lease
accounting model to implement the standard
to be used in a test mode during 2018.  The
Corporation expects to adopt the standard
using the modified retrospective approach
and elect the transition options of ASU
2018-11. The Corporation currently expects
that the new standard will not have a
material effect on its consolidated results of
operations.

﻿
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ASU 2018-11,
Leases - Targeted
Improvements
(Topic 842)

This guidance provides entities with
relief from the costs of implementing
certain aspects of the new leasing
standard, ASU No.
2016-02.  Specifically, under the
amendments in ASU 2018-11: (1)
entities may elect not to recast the
comparative periods presented when
transitioning to the new leasing standard,
and (2) lessors may elect not to separate
lease and non-lease components when
certain conditions are met.  The
amendments have the same effective date
as ASU 2016-02 (January 1, 2019 for the
Corporation).

﻿
ASU 2018-15,
Accounting for
Implementation
Costs in a Cloud
Computing
Arrangement
(Topic 350)

This ASU required an entity in a cloud
computing arrangement (i.e., hosting
arrangement) that is a service contract to
follow the internal-use software guidance
in ASC 350-40 to determine which
implementation costs to capitalize as
assets or expense as
incurred.  Capitalized implementation
costs should be presented in the same
line item on the balance sheet as amounts
prepaid for the hosted service, if any
(generally as an "other asset").  The
capitalized costs will be amortized over
the term of the hosting arrangement, with
the amortization expense being presented
in the same income statement line item as
the fees paid for the hosted service. 

January
1, 2019

The Corporation is reviewing its internal
accounting procedures for this
implementation.  The Corporation does not
expect the standard will have a material
effect on its consolidated results of
operations. 

﻿

8
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ASU 2018-13,
Disclosure
Framework
(Topic 820)

This guidance eliminates, adds and modifies
certain disclosure requirements for fair value
measurements.  Among the changes, entities will
no longer be required to disclose the amount of
and reason for transfers between Level 1 and
Level 2 of the fair value hierarchy, but will be
required to disclose the range and weighted
average used to develop significant unobservable
inputs for Level 3 fair value measurements.

January
1, 2019

The Corporation is reviewing its
financial reporting procedures for this
implementation.  The Corporation does
not expect the standard will have a
material effect on its consolidated
results of operations. 

﻿
ASU 2017-04,
Goodwill
(Topic 350)

This guidance, among other things, removes step
2 of the goodwill impairment test thus
eliminating the need to determine the fair value
of individual assets and liabilities of the reporting
unit.  Upon adoption of this standard, goodwill
impairment will be the amount by which a
reporting unit's carrying value exceeds its fair
value, not to exceed the carrying amount of
goodwill.  This may result in more or less
impairment being recognized than under the
current guidance. Early adoption is permitted for
any impairment tests performed after January 1,
2017, applied prospectively.

January
1, 2020

The Corporation expects to early adopt
the ASU in the fourth quarter of 2018
with the completion of the 2018
impairment analysis.  We do not expect
this guidance to have a material effect
on the Corporation's consolidated
financial statements based upon the
prior goodwill impairment analysis.

﻿
ASU 2016-13,
Financial
Instruments -
Credit Losses
(Topic 326):
Measurement
of Credit
Losses on
Financial
Instruments

This standard requires credit losses on most
financial assets measured at amortized cost and
certain other instruments to be measured using an
expected credit loss model (referred to as the
current expected credit loss (CECL)
model).  Under this model, entities will estimate
credit losses over the entire contractual term of
the instrument (considering estimated
prepayments, but not expected extensions or
modifications unless reasonable expectation of a
troubled debt restructuring exists) from the date
of initial recognition of that instrument.  The
ASU replaces the current accounting model for
purchased credit impaired loans and debt
securities.  The allowance for credit losses for
purchased financial assets with a more-than
insignificant amount of credit deterioration since
origination (“PCD assets”), should be determined in
a similar manner to other financial assets
measured on an amortized cost basis.  However,
upon initial recognition, the allowance for credit
losses is added to the purchase price (“gross up
approach”) to determine the initial amortized cost
basis.  The subsequent accounting for PCD
financial assets is the same expected loss model
described above.

January
1, 2020

We have formed an implementation
team led by the Corporation's Risk
Management function. The team is
reviewing the requirements of the ASU
and evaluating methods and models for
implementation.  The new standard will
result in earlier recognition of additions
to the allowance for loan losses and
possibly a larger allowance for loan loss
balance with a corresponding increase
in the provision for loan losses in
results of operations; however, the
Corporation is continuing to evaluate
the impact of the pending adoption of
the new standard on its consolidated
financial statements.  A third-party
vendor has been selected to assist with
the CECL calculations and the
implementation process has
started.  The Corporation expects to be
able to run the CECL model in test
mode starting near the end of the first
quarter of 2019.

﻿

Edgar Filing: FRANKLIN FINANCIAL SERVICES CORP /PA/ - Form 10-Q

19



﻿

Note 3. Accumulated Other Comprehensive Loss

The components of accumulated other comprehensive losses included in shareholders' equity are as follows:

﻿

﻿

﻿
﻿
﻿ September 30, December 31,
﻿ 2018 2017
(Dollars in thousands)
Net unrealized (losses) gains on debt securities $ (2,077) $ 154 
Tax effect 436 (33)
Net of tax amount (1,641) 121 
﻿
Accumulated pension adjustment (7,784) (7,784)
Tax effect 1,635 1,635 
Net of tax amount (6,149) (6,149)
﻿
Total accumulated other comprehensive loss $ (7,790) $ (6,028)

9

Edgar Filing: FRANKLIN FINANCIAL SERVICES CORP /PA/ - Form 10-Q

20



Note 4. Investments

Available for Sale (AFS) Securities

The amortized cost and estimated fair value of AFS securities as of September 30, 2018 and December 31, 2017 are as
follows:

﻿

﻿

﻿
﻿
(Dollars in thousands) Gross Gross
﻿ Amortized unrealized unrealized Fair
September 30, 2018 cost gains losses value
U.S. Government and Agency securities $ 9,405 $ 15 $ (144) $ 9,276 
Municipal securities 63,221 176 (994) 62,403 
Trust preferred securities 4,069  — (122) 3,947 
Agency mortgage-backed securities 46,394 39 (1,063) 45,370 
Private-label mortgage-backed securities 474 43  — 517 
Asset-backed securities 3,917  — (27) 3,890 
﻿ $ 127,480 $ 273 $ (2,350) $ 125,403 
﻿

﻿

﻿

﻿
﻿
(Dollars in thousands) Gross Gross
﻿ Amortized unrealized unrealized Fair
December 31, 2017 cost gains losses value
Equity securities $ 164 $ 201 $  — $ 365 
U.S. Government and Agency securities 11,451 64 (43) 11,472 
Municipal securities 57,374 650 (252) 57,772 
Trust preferred securities 6,000  — (183) 5,817 
Agency mortgage-backed securities 51,307 197 (567) 50,937 
Private-label mortgage-backed securities 858 88  — 946 
Asset-backed securities 28  — (1) 27 
﻿ $ 127,182 $ 1,200 $ (1,046) $ 127,336 
﻿

At September 30, 2018 and December 31, 2017, the fair value of AFS securities pledged to secure public funds and
trust deposits totaled $86.9 million and  $84.1 million, respectively.

The amortized cost and estimated fair value of debt securities at September 30, 2018, by contractual maturity are
shown below. Actual maturities may differ from contractual maturities because of prepayment or call options
embedded in the securities.
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﻿
﻿

(Dollars in thousands)
Amortized
cost

Fair
value

Due in one year or less $ 14,466 $ 14,508 
Due after one year through five years 33,277 33,081 
Due after five years through ten years 31,927 31,026 
Due after ten years 942 901 
﻿ 80,612 79,516 
Mortgage-backed securities 46,868 45,887 
﻿ $ 127,480 $ 125,403 
﻿

The composition of the net realized gains on AFS securities for the three and nine months ended are as follows:

﻿

﻿

﻿
For the Three
Months Ended

For the Nine
Months Ended

﻿ September 30, September 30,
(Dollars in thousands) 2018 2017 2018 2017
Gross gains realized $ 5 $ 1 $ 67 $ 3 
Gross losses realized  —  — (11)  —
Net gains realized $ 5 $ 1 $ 56 $ 3 

﻿

10
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Impairment:

The AFS investment portfolio contained 192 securities with $100 million of temporarily impaired fair value and $2.4
million in unrealized losses at September 30, 2018. The total unrealized loss position has increased $1.3 million since
year-end 2017. 

For securities with an unrealized loss, Management applies a systematic methodology in order to perform an
assessment of the potential for other-than-temporary impairment.  In the case of debt securities, investments
considered for other-than-temporary impairment: (1) had a specified maturity or repricing date; (2) were generally
expected to be redeemed at par, and (3) were expected to achieve a recovery in market value within a reasonable
period of time. In addition, the Bank considers whether it intends to sell these securities or whether it will be forced to
sell these securities before the earlier of amortized cost recovery or maturity.  The impairment identified on debt
securities and subject to assessment at September 30, 2018, was deemed to be temporary and required no further
adjustments to the financial statements, unless otherwise noted.

 The following table reflects temporary impairment in the AFS portfolio, aggregated by investment category, length of
time that individual securities have been in a continuous unrealized loss position and the number of securities in each
category as of September 30, 2018 and December 31, 2017:

﻿

﻿
﻿
﻿ September 30, 2018
﻿ Less than 12 months 12 months or more Total
﻿ Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in thousands) Value Losses Count Value Losses Count Value Losses Count
﻿
U.S. Government and
Agency
  securities $ 4,011 $ (54) 5 $ 4,381 $ (90) 12 $ 8,392 $ (144) 17 
Municipal securities 28,938 (520) 47 13,014 (474) 23 41,952 (994) 70 
Trust preferred
securities 2,102 (62) 3 1,845 (60) 2 3,947 (122) 5 
Agency
mortgage-backed
securities 18,326 (311) 40 22,996 (752) 53 41,322 (1,063) 93 
Asset-backed
securities 3,886 (26) 6 4 (1) 1 3,890 (27) 7 
Total temporarily
impaired
  securities $ 57,263 $ (973) 101 $ 42,240 $ (1,377) 91 $ 99,503 $ (2,350) 192 
﻿

﻿

﻿

﻿
﻿
﻿ December 31, 2017
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﻿ Less than 12 months 12 months or more Total
﻿ Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in thousands) Value Losses Count Value Losses Count Value Losses Count
﻿
U.S. Government and
Agency
  securities $ 2,315 $ (11) 5 $ 3,528 $ (32) 10 $ 5,843 $ (43) 15 
Municipal securities 13,767 (89) 22 7,507 (163) 14 21,274 (252) 36 
Trust preferred
securities 1,216 (12) 2 4,601 (171) 5 5,817 (183) 7 
Agency
mortgage-backed
securities 16,287 (129) 29 20,563 (438) 39 36,850 (567) 68 
Asset-backed securities  —  —  — 4 (1) 1 4 (1) 1 
Total temporarily
impaired
  securities $ 33,585 $ (241) 58 $ 36,203 $ (805) 69 $ 69,788 $ (1,046) 127 
﻿
﻿
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The following table represents the cumulative credit losses on AFS securities recognized in earnings for:

﻿

﻿

﻿
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