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OTHER EVENTS

Mid Penn Bancorp, Inc. (“Mid Penn”) (NASDAQ: MPB), the parent company of Mid Penn Bank (the “Bank”), reported the early
adoption of Accounting Standards Update (“ASU”) 2019-04, Codification Improvements to Topic 326, Financial Instruments—
Credit Losses, Topic 815, Derivatives and Hedging, and Topic 825, Financial Instruments). ASU 2019-04 brought forth
various clarifications to, and included certain transition provisions of, ASU 2017-12, Derivatives and Hedging (Topic 815):
Targeted Improvements to Accounting for Hedging Activities.
Under provisions of the above-referenced ASUs, entities can identify securities which qualify as prepayable and are eligible for
designation as a hedged item based upon the last-of-layer method under ASC 2017-12. The entity is not required to designate the debt
security as a hedging relationship; the security simply must be eligible for designation as a hedged item under the last-of-layer method.
Securities that qualify as prepayable and are classified as held to maturity can be designated for a one-time permissible reclassification
to the available-for-sale category. The following types of securities held by Mid Penn are among those that are considered
prepayable under a FASB staff interpretation released in February 2018:
•
•

Mortgage-backed securities that do not include a prepayment clause and are prepayable at any given time.
Instruments with time-based contingencies, such as callable municipal and callable debt securities, which could be prepayable
based on reaching some future time before maturity.

As part of the adoption, Mid Penn reclassified 113 prepayable held-to-maturity debt securities with an aggregate amortized cost of
$67.1 million to the available-for-sale category. Mid Penn subsequently sold 97 of these debt securities with an aggregate amortized
cost of $58.5 million and realized a collective pre-tax gain on the sales of $1.6 million to be recognized in the fourth quarter of 2019.
The remaining 16 securities with an aggregate amortized cost of $8.6 million that were not sold were recorded in the available-for-sale
portfolio at estimated fair value and a collective unrealized appreciation of approximately $222,000. This unrealized appreciation
resulted in Mid Penn recording other comprehensive income of $175,000 which is included as a component of shareholders’
equity. Proceeds from the sales are primarily intended to fund future loan growth or repay wholesale borrowings.
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