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PART I - FINANCIAL INFORMATION

Item 1 – Consolidated Financial Statements

PIONEER BANCORP, INC.
CONSOLIDATED STATEMENTS OF CONDITION (unaudited)
(in thousands, except share and per share amounts)

    September 30,     June 30, 
2020 2020

Assets       
Cash and due from banks $  37,419 $  21,188
Federal funds sold   1,150   1,382
Interest-earning deposits with banks   223,589   134,333

Cash and cash equivalents   262,158   156,903

Securities available for sale, at fair value   81,761   75,768
Securities held to maturity (fair value of $10,697 at September 30, 2020; and $6,917 at
June 30, 2020)   10,639   6,822
Equity securities, at fair value  9,117  8,533
Federal Home Loan Bank of New York stock   1,010   1,010
Net loans receivable   1,138,095   1,148,399
Accrued interest receivable   4,118   3,467
Premises and equipment, net   40,274   40,863
Bank-owned life insurance   17,244   17,240
Goodwill   7,292   7,292
Other intangible assets, net   2,080   2,159
Other assets   55,229   57,956

Total assets $  1,629,017 $  1,526,412

Liabilities and Shareholders' Equity       
Liabilities:       

Deposits:       
Non-interest bearing deposits $  522,932 $  437,536
Interest bearing deposits   858,259   832,614

Total deposits   1,381,191   1,270,150
Mortgagors’ escrow deposits   2,634   6,044
Other liabilities   19,793   26,252

Total liabilities   1,403,618   1,302,446

Shareholders' Equity       
 Preferred stock ($0.01 par value, 5,000,000 shares authorized, no shares issued or outstanding 
as of September 30, 2020 and June 30, 2020)  —  —
 Common stock ($0.01 par value, 75,000,000 shares authorized, 25,977,679 shares issued and 
outstanding as of September 30, 2020 and June 30, 2020)  260  260
 Additional paid in capital  113,903  113,963

Retained earnings   141,128   139,734
Unallocated common stock of Employee Stock Ownership Plan ("ESOP")   (12,450)   (12,621)
Accumulated other comprehensive loss   (17,442)   (17,370)

Total shareholders' equity   225,399   223,966
Total liabilities and shareholders' equity $  1,629,017 $  1,526,412
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PIONEER BANCORP, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS (unaudited)
(in thousands, except share and per share amounts)

For the Three Months Ended
September 30, 

    2020     2019
Interest and dividend income:       

Loans $  10,664 $  13,150
Securities   330   622
Interest-earning deposits with banks and other   71   813

Total interest and dividend income   11,065   14,585

Interest expense:       
Deposits   686   1,294
Borrowings and other   29   33

Total interest expense   715   1,327
Net interest income   10,350   13,258

Provision for loan losses   750   16,370
Net interest income (loss) after provision for loan losses   9,600   (3,112)

Noninterest income:       
Bank fees and service charges   1,535   2,631
Insurance and wealth management services   1,353   1,354
Net gain (loss) on equity securities   584   (82)
Other   56   66

Total noninterest income   3,528   3,969

Noninterest expense:       
Salaries and employee benefits   6,459   5,976
Net occupancy and equipment   1,606   1,424
Data processing   874   772
Advertising and marketing   127   204
FDIC insurance premiums   257   —
Contribution to Pioneer Bank Charitable Foundation  —  5,446
Fraudulent activity  —  2,500
Professional fees  1,015  495
Other   1,093   1,414

Total noninterest expense   11,431   18,231
Income (loss) before income taxes   1,697   (17,374)

Income tax expense (benefit)   303   (4,690)
Net income (loss) $  1,394 $  (12,684)

Net earnings (loss) per common share:
 Basic $  0.06 $  (0.51)
 Diluted $  0.06 $  (0.51)

 Weighted average shares outstanding - basic and diluted  25,042,092  24,984,812
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PIONEER BANCORP, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) (unaudited)
(in thousands)

For the Three Months Ended
September 30, 

    2020     2019
Net income (loss) $  1,394 $  (12,684)

Other comprehensive (loss) income:       
Unrealized gains/losses on securities:       

Unrealized holding (losses) gains arising during the period   (99)   325
  (99)   325

Tax benefit   (27)   84
  (72)   241

Defined benefit plan:       
Change in funded status of defined benefit plans   —   —
Reclassification adjustment for amortization of net actuarial loss   —   —

  —   —
Tax effect   —   —

  —   —
Total other comprehensive (loss) income   (72)   241

Comprehensive income (loss) $  1,322 $  (12,443)
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PIONEER BANCORP, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY (unaudited)
(in thousands, except share and per share amounts)

Additional Unallocated Accumulated Other Total
Common Stock Paid-in Retained Common Comprehensive Shareholders'

    Shares Amount     Capital     Earnings     Stock of ESOP     Loss     Equity

Balance as of July 1,
2019  — $  — $  — $  146,068 $  — $  (11,103) $  134,965

Cumulative effect of
change in accounting
principle - revenue
recognition (1)   —   —   —  291  —  —  291
Cumulative effect of
change in accounting
principle - equity
securities (2)  —  —  —  (116)  —  116  —
Net loss  —  —  —  (12,684)  —  —  (12,684)
Other comprehensive
income  —  —  —  —   —   241   241
Issuance of common
stock to the mutual
holding company  14,287,723  143  —  —   —   —   143
Issuance of common
stock for the initial
public offering, net of
offering costs  11,170,402  112  108,800  —  —  —  108,912
Issuance of common
stock to the Pioneer
Bank Charitable
Foundation  519,554  5  5,191  —  —  —  5,196
Purchase of common
stock by the ESOP
(1,018,325 shares)  —  —  —  (13,644)  —  (13,644)
ESOP shares committed
to be released (25,458
shares)   —  —   16  —  341  —  357
Balance as of
September 30, 2019  25,977,679 $  260 $  114,007 $  133,559 $  (13,303) $  (10,746) $  223,777

(1) Adoption of Accounting Standard Update 2014-09.
(2) Adoption of Accounting Standard Update 2016-01.
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PIONEER BANCORP, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY (unaudited)
(in thousands, except share and per share amounts)

Additional Unallocated Accumulated Other Total
Common Stock Paid-in Retained Common Comprehensive Shareholders'
Shares Amount     Capital     Earnings     Stock of ESOP     Loss     Equity

Balance as of July 1, 2020  25,977,679 $  260 $  113,963 $  139,734 $  (12,621) $  (17,370) $  223,966

Net income  —  —  —  1,394  —  —  1,394
Other comprehensive loss  —  —  —   —   —   (72)   (72)
ESOP shares committed to
be released (12,729 shares)  —  —  (60)  —  171  —  111
Balance as of
September 30, 2020  25,977,679 $  260 $  113,903 $  141,128 $  (12,450) $  (17,442) $  225,399
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PIONEER BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)
(in thousands)

For the Three Months Ended
September 30, 

    2020     2019
Cash flows from operating activities:       

Net income (loss) $  1,394 $  (12,684)
Adjustments to reconcile net income (loss) to net cash used by operating activities:       

Depreciation and amortization   713   706
Provision for loan losses   750   16,370
Net amortization (accretion) on securities   72   (129)
ESOP compensation  111  357
Earnings on bank-owned life insurance   (4)   (24)
Net (gain) loss on the sale, disposal or write-down of premises and equipment, and other real estate
owned   (16)   23
Net (gain) loss on equity securities   (584)   82
Deferred tax benefit   (172)   (371)
(Increase) decrease in accrued interest receivable   (651)   54

 Stock contribution to Pioneer Bank Charitable Foundation  —  5,196
Decrease (increase) in other assets   2,826   (11,489)
(Decrease) increase in other liabilities   (6,459)   994

Net cash used in operating activities   (2,020)   (915)

Cash flows from investing activities:       
Proceeds from maturities, paydowns and calls of securities available for sale   20,037   15,988
Purchases of securities available for sale   (26,201)   (14,982)
Proceeds from maturities and paydowns of securities held to maturity   1,521   1,599
Purchases of securities held to maturity   (5,338)   (1,688)
Net decrease (increase) in loans receivable   9,554   (16,446)
Purchases of premises and equipment   (44)   (546)
Proceeds from sale of premises and equipment, and other real estate owned   115   90

Net cash used in investing activities   (356)   (15,985)

Cash flows from financing activities:       
Net increase (decrease) in deposits   111,041   (116,558)
Net decrease in mortgagors’ escrow deposits   (3,410)   (3,292)
Issuance of common stock  —  109,055
Purchase of shares by the ESOP  —  (13,644)

Net cash provided by (used in) financing activities   107,631   (24,439)

Net increase (decrease) in cash and cash equivalents   105,255   (41,339)
Cash and cash equivalents at beginning of period   156,903   230,109
Cash and cash equivalents at end of period $  262,158 $  188,770

Supplemental disclosure of cash flow information:       
Cash paid during the period for:       

Interest $  726 $  1,318
Income taxes $  — $  1,800
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PIONEER BANCORP, INC.
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2020

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations and Principals of Consolidation

Pioneer Bancorp, Inc. (the “Company”) is a mid-tier stock holding company whose wholly owned subsidiary is Pioneer
Bank  (the  “Bank”).  The  Bank  is  a  New  York  State  chartered  savings  bank  whose  wholly  owned  subsidiaries  are  Pioneer
Commercial Bank, Anchor Agency, Inc. and Pioneer Financial Services, Inc.

The Company provides diversified financial services through the Bank and its subsidiaries, with 22 offices in the Capital
Region of New York State. The Company, through its subsidiaries, offers a broad array of deposit, lending, and other financial
services to individuals, businesses, and municipalities.

The consolidated  financial  statements  include the  accounts  of  the  Company,  the  Bank,  and the  Bank’s  wholly  owned
subsidiaries. All significant intercompany accounts and transactions have been eliminated in consolidation.

The  interim  financial  data  as  of  September  30,  2020  and  for  the  three  months  ended  September  30,  2020  and  2019,
respectively, is unaudited and reflects all normal recurring adjustments that are, in the opinion of management, necessary for a
fair presentation of the results for the interim periods presented in conformance with accounting principles generally accepted in
the  United  States  of  America  (“GAAP”).  The  results  of  operations  for  the  three  months  ended  September  30,  2020  are  not
necessarily indicative of the results to be achieved for the remainder of fiscal 2021 or any other period.

These  unaudited  interim  consolidated  financial  statements  should  be  read  in  conjunction  with  the  Company’s  2020
Annual Report on Form 10-K for the year ended June 30, 2020.

Mutual Holding Company Reorganization and Minority Stock Issuance

On July 17, 2019, Pioneer Bancorp, Inc. became the holding company of the Bank when it closed its stock offering in
connection with the completion of the reorganization of the Bank into the two-tier mutual holding company form of organization.
The Company sold 11,170,402 shares of common stock at a price of $10.00 per share, for net proceeds of $109.1 million, issued
14,287,723  shares  to  Pioneer  Bancorp,  MHC  and  contributed  519,554  shares  of  common  stock  and  $250,000  in  cash  to  the
Pioneer Bank Charitable Foundation. The Company established an ESOP which owns 1,018,325 shares of common stock of the
Company. Pioneer Bancorp, MHC now owns 55% of the common stock of the Company.

Use of Estimates

The preparation of consolidated financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the
date  of  the  consolidated  financial  statements  and  the  reported  amounts  of  revenues  and  expenses  during  the  reporting  period.
Actual  results  could  differ  substantially  from those  estimates.  The  allowance  for  loan  losses,  valuation  of  securities  and  other
financial instruments, the funded status and expense of employee benefit plans, legal proceeding and other contingent liabilities,
and the realizability of deferred tax assets are particularly subject to change.

Reclassifications

Amounts in the prior period’s consolidated financial statements are reclassified whenever necessary to conform to the
current period’s presentation.
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Correction of an Immaterial Error

During  the  fourth  fiscal  quarter  of  2020,  the  Company  recorded  an  out-of-period  adjustment  that  effected  the
Consolidated Statements  of  Condition,  Consolidated Statements  of  Operations and Consolidated Statements  of  Comprehensive
Income (Loss).  The adjustment related to an error in the adoption of Accounting Standards Update (“ASU”) 2016-01, Financial
Instruments  –  Overall  (Subtopic  825-10):  Recognition  and  measurement  of  financial  assets  and  financial  liabilities, for three
legacy preferred stock holdings in the Company’s investment securities portfolio. 

The impact of this adjustment resulted in a decrease in net loss on equity securities of $16,000 during the fourth fiscal
quarter of 2020, a decrease in income tax benefit of $4,000, and a decrease in unrealized holding gains, net of tax, arising during
the period of $12,000.  The Company also recorded a decrease in retained earnings of $702,000, a reduction in accumulated other
comprehensive loss of $702,000, a decrease in securities available for sale of $5.1 million and an increase in equity securities of
$5.1 million as of June 30, 2020.  The Company reviewed and determined that the impact of this error was not material to the
previously issued interim consolidated financial statements. 

Impact of Recent Accounting Pronouncements

In  February  2016,  the  FASB issued  ASU 2016-02  to  its  guidance  on  “Leases  (Topic  842)”.  The  new leases  standard
applies a right-of-use (ROU) model that requires a lessee to record, for all leases with a lease term of more than 12 months, an
asset representing its right to use the underlying asset and a liability to make lease payments. For leases with a term of 12 months
or less, a practical expedient is available whereby a lessee may elect, by class of underlying asset, not to recognize an ROU asset
or lease liability.  The new leases standard requires a lessor to classify leases as either sales-type, direct financing or operating,
similar  to  existing  GAAP. Classification  depends  on the  same five  criteria  used by lessees  plus  certain  additional  factors.  The
subsequent accounting treatment for all three lease types is substantially equivalent to existing GAAP for sales-type leases, direct
financing leases, and operating leases. However, the new standard updates certain aspects of the lessor accounting model to align
it  with  the  new lessee  accounting  model,  as  well  as  with  the  new revenue  standard  under  Topic  606.  Lessees  and  lessors  are
required to provide certain qualitative and quantitative disclosures to enable users of financial statements to assess the amount,
timing, and uncertainty of cash flows arising from leases. The amendments in ASU 2016-02 are effective for the Company for
the  fiscal  year  beginning  July  1,  2021.  Early  adoption  is  permitted.  The  adoption  of  this  ASU will  result  in  a  gross  up  of  the
Consolidated  Statements  of  Condition  for  right-of-use  assets  and  associated  lease  liabilities  for  operating  leases  in  which  the
Company is the lessee. In July 2018, the FASB issued ASU No. 2018-10, Codification Improvements to Topic 842 - Leases to
address certain narrow aspects of the guidance issued in ASU No. 2016-02. In July 2018, the FASB issued ASU No. 2018-11,
Leases  (Topic  842):  Targeted  Improvements,  which  amends  FASB  Accounting  Standards  Codification  (ASC),  Leases  (Topic
842),  to  (1)  add  an  optional  transition  method  that  would  permit  entities  to  apply  the  new  requirements  by  recognizing  a
cumulative-effect  adjustment  to  the  opening  balance  of  retained  earnings  in  the  year  of  adoption,  and  (2)  provide  a  practical
expedient for lessors regarding the separation of the lease and non-lease components of a contract. In December 2018, the FASB
issued ASU No. 2018-20, Narrow-Scope Improvements for Lessors, which addresses issues related to (1) sales tax and similar
taxes collected from lessees, (2) certain lessor costs, and (3) recognition of variable payments for contracts with lease and non-
lease components. In June 2020, the FASB issued No. ASU 2020-05, Coronavirus Disease 2019 (“COVID-19”) in response to
the  pandemic  which  has  adversely  affected  the  global  economy  and  caused  significant  and  widespread  business  and  capital
market disruptions. The FASB is committed to supporting and assisting stakeholders during this difficult time. The FASB issued
ASU 2020-05 as a limited deferral of the effective dates of certain ASUs, including ASU 2016-02 (including amendments issued
after  the  issuance  of  the  original)  to  provide  immediate,  near-term  relief  for  certain  entities  for  whom  these  ASUs  are  either
currently effective or imminently effective. The Company plans to defer the adoption of the amendments in ASU 2016-02 to the
fiscal year beginning July 1, 2022. The Company is evaluating the significance and other effects of adoption on the consolidated
financial statements and related disclosures. The Company is performing its accounting analysis of its branch building and other
leases  underlying  contracts.  The  Company  is  currently  evaluating  the  potential  impact  on  adoption  of  this  ASU  on  our
consolidated financial statements.

In June 2016, the FASB issued ASU 2016-13 to its  guidance on “Financial  Instruments  – Credit  Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments”. ASU 2016-13 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
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modifications  unless  reasonable  expectation  of  a  troubled  debt  restructuring  exists)  from the  date  of  initial  recognition  of  that
instrument.  The  ASU also  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.  Further,  the  ASU made  certain  targeted  amendments  to  the  existing  impairment  model  for  available-for-sale
(AFS) debt securities.  For an AFS debt security for which there is neither the intent nor a more-likely-than-not requirement to
sell, an entity will record credit losses as an allowance rather than a write-down of the amortized cost basis. The amendments in
this ASU are effective for the Company for the fiscal year beginning July 1, 2023. An entity will apply the amendments in this
ASU through a cumulative-effect adjustment to retained earnings as of the beginning of the first  reporting period in which the
guidance  is  effective  (that  is,  a  modified-retrospective  approach).  In  November  2018,  the  FASB  issued  ASU  2018-19,
Codification  Improvements  to  Topic  326,  Financial  Instruments-Credit  Losses,  which  aligns  the  implementation  date  for
nonpublic entities’  annual  financial  statements  with the implementation date for their  interim financial  statements  and clarifies
the  scope  of  the  guidance  in  the  amendments  in  ASU  2016-13.  In  April  2019,  the  FASB  issued  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 clarifies or addresses stakeholders’ specific issues about certain aspects of the amendments in Update
2016-13  related  to  measuring  the  allowance  for  loan  losses  under  the  new  guidance.  The  effective  dates  and  transition
requirements for the amendments related to this Update are the same as the effective dates and transition requirements in Update
2016-13.  In November  2019,  the FASB issued ASU 2019-11,  Codification Improvements  to Topic  326,  Financial  Instruments
Credit Losses clarifying certain amendments to various provisions of ASU No. 2016-13 relating to (1) purchased financial assets
with credit deterioration, (2) financial assets secured by collateral maintenance agreements, (3) transition relief for troubled debt
restructurings,  and  (4)  disclosure  relief  when  the  practical  expedient  for  accrued  interest  receivables  is  applied.  The  initial
adjustment  will  not  be  reported  in  earnings  and  therefore  will  not  have  any  material  impact  on  our  consolidated  results  of
operations, but it is expected that it will have an impact on our consolidated financial position at the date of adoption of this ASU.
At this time, we have not calculated the estimated impact that this ASU will have on our allowance for loan losses, however, we
anticipate  it  will  have  a  significant  impact  on  the  methodology  process  we  utilize  to  calculate  the  allowance.  Alternative
methodologies  are  currently  being  considered.  Data  requirements  and  integrity  are  being  reviewed  and  enhancements
incorporated into standard processes. The Company is currently evaluating the potential impact on adoption of this ASU on our
consolidated financial statements.

In August 2018, the FASB has issued ASU  2018-14, “Compensation—Retirement Benefits—Defined Benefit Plans—
General  (Subtopic  715-20):  Disclosure  Framework—Changes  to  the  Disclosure  Requirements  for  Defined  Benefit  Plans”,  that
applies  to  all  employers  that  sponsor  defined  benefit  pension  or  other  postretirement  plans.  The  amendments  modify  the
disclosure  requirements  for  employers  that  sponsor  defined  benefit  pension  or  other  postretirement  plans.  The  following
disclosure  requirements  were  removed  from  Subtopic  715-20:  (1)  the  amounts  in  accumulated  other  comprehensive  income
expected to be recognized as components of net periodic benefit cost over the next fiscal year; (2) the amount and timing of plan
assets expected to be returned to the employer; (3) the disclosures related to the June 2001 amendments to the Japanese Welfare
Pension Insurance Law; related party disclosures about the amount of future annual benefits  covered by insurance and annuity
contracts  and  significant  transactions  between  the  employer  or  related  parties  and  the  plan;  (4)  for  nonpublic  entities,  the
reconciliation of the opening balances to the closing balances of plan assets measured on a recurring basis in Level 3 of the fair
value hierarchy. However, nonpublic entities will be required to disclose separately the amounts of transfers into and out of Level
3 of the fair value hierarchy and purchases of Level 3 plan assets; and (5) for public entities, the effects of a one-percentage-point
change in assumed health care cost trend rates on the (a) aggregate of the service and interest  cost components of net periodic
benefit costs and (b) benefit obligation for postretirement health care benefits. The following disclosure requirements were added
to Subtopic 715-20: (1) the weighted-average interest crediting rates for cash balance plans and other plans with promised interest
crediting rates; and (2) an explanation of the reasons for significant gains and losses related to changes in the benefit obligation
for the period. The amendments also clarify the disclosure requirements in paragraph 715-20-50-3, which state that the following
information for defined benefit  pension plans should be disclosed: (1) the projected benefit  obligation (PBO) and fair  value of
plan assets for plans with PBOs in excess of plan assets; and (2) the accumulated benefit obligation (ABO) and fair value of plan
assets for plans with ABOs in excess of plan assets. The amendments in this ASU are effective for the Company for the fiscal
year beginning July 1, 2021. Early adoption is permitted for all entities. The adoption of this guidance is not expected to have a
material impact on our consolidated results of operations or financial position.
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In  December  2019,  the  FASB issued  ASU 2019-12,  Income  Taxes  Topic  740.   This  update  simplifies  and  improves
accounting  for  income  taxes  by  eliminating  certain  exceptions  to  the  general  rules  and  clarifying  or  amending  other  current
guidance. The scope of FASB ASC Subtopic 740-10, Income Taxes -Overall, has been amended to require that, if a franchise (or
similar tax) is partially based on income, (1) deferred tax assets and liabilities should be recognized and accounted for pursuant to
FASB ASC 740, as should the amount of current tax expense that is based on income, and (2) any incremental amount incurred
should  be  recorded as  a  non-income-based  tax.  Note  that  under  the  amended guidance,  the  effect  of  potentially  paying a  non-
income-based tax in future years need not be considered in evaluating the realizability of deferred tax assets. The amendments in
this  ASU  are  effective  for  the  Company  for  the  fiscal  year  beginning  July  1,  2022.  Early  adoption  is  permitted,  including
adoption in an interim period. If early adoption is elected, all of the amended guidance must be adopted in the same period. If
early  adoption  is  initially  applied  in  an  interim  period,  any  adjustments  should  be  reflected  as  of  the  beginning  of  the  annual
period that includes that interim period.  The Company is currently evaluating the potential impact on adoption of this ASU on
our consolidated financial statements.

In March 2020, the FASB issued ASU 2020-04, Reference Rate Reform (Topic 848).  The amendments in this update
provide  optional  expedients  and  exceptions  for  applying  GAAP  to  contracts,  hedging  relationships,  and  other  transactions
affected  by  reference  rate  reform  if  certain  criteria  are  met.  The  amendments  in  this  update  apply  only  to  contracts,  hedging
relationships,  and  other  transactions  that  reference  LIBOR  or  another  reference  rate  expected  to  be  discontinued  because  of
reference rate reform. The amendments (1) apply to contract modifications that replace a reference rate affected by reference rate
reform,  (2)  provide  exceptions  to  existing  guidance  related  to  changes  to  the  critical  terms  of  a  hedging  relationship  due  to
reference rate reform (3) provide optional expedients for fair value hedging relationships,  cash flow hedging relationships,  and
net investment hedging relationships, and (4) provide a onetime election to sell, transfer, or both sell and transfer debt securities
classified  as  held  to  maturity  that  reference  a  rate  affected  by reference  rate  reform and that  are  classified  as  held  to  maturity
before January 1, 2020. The amendments in this ASU are effective for all entities as of March 12, 2020 through December 31,
2022. The amendments for contract modifications can be elected to be applied as of any date from the beginning of an interim
period that includes or is subsequent to March 12, 2020, or prospectively from a date within an interim period that includes or is
subsequent  to  March  12,  2020.  The  amendments  for  existing  hedging  relationships  can  be  elected  to  be  applied  as  of  the
beginning  of  the  interim  period  that  includes  March  12,  2020  and  to  new eligible  hedging  relationships  entered  into  after  the
beginning  of  the  interim  period  that  includes  March  12,  2020.  The  Company  is  currently  evaluating  the  potential  impact  on
adoption of this guidance on our consolidated financial statements.
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2. COVID-19 PANDEMIC

In early January 2020, the World Health Organization issued an alert that a novel coronavirus outbreak was emanating
from the Wuhan Province in China. Later in January, the first death related to the novel coronavirus, identified as Coronavirus
Disease 2019 (“COVID-19”), occurred in the United States. Over the course of the next several weeks, the outbreak continued to
spread  to  various  regions  of  the  World  prompting  the  World  Health  Organization  to  declare  COVID-19 a  global  pandemic  in
March 2020.  In the United States,  the rapid spread of the COVID-19 virus invoked various Federal  and State,  including New
York State, authorities to make emergency declarations and issue executive orders to limit the spread of the disease. Measures
included  restrictions  on  international  and  domestic  travel,  restrictions  on  business  operations,  limitations  on  public  gatherings,
implementation of social distancing protocols, school closings, orders to shelter in place and mandates to close all non-essential
businesses  to  the  public.  As  of  September  30,  2020,  some  of  these  restrictions  have  been  removed  and  many  non-essential
businesses  have  been  allowed  to  re-open  in  a  limited  capacity,  adhering  to  social  distancing  and  disinfection  guidelines.
However, these restrictions and other consequences of the pandemic have resulted in significant adverse effects for the Company
and its customers. The direct and indirect effects of the COVID-19 pandemic have resulted in dramatic reductions in the level of
economic activity in the Company’s market area, as well as in the national and global economies and financial markets, and have
severely hampered the ability for certain businesses and consumers to meet their current repayment obligations.

In response to the pandemic, the Coronavirus Aid, Relief,  and Economic Security Act (“CARES Act”), in addition to
providing financial  assistance  to  both businesses  and consumers,  creates  a  forbearance  program for  federally-backed mortgage
loans,  protects  borrowers  from  negative  credit  reporting  due  to  loan  accommodations  related  to  the  national  emergency,  and
provides  financial  institutions  the  option  to  temporarily  suspend  certain  requirements  under  GAAP  related  to  troubled  debt
restructurings  for  a  limited  period  of  time  to  account  for  the  effects  of  COVID-19.  The  Federal  and  New York  State  banking
regulatory agencies have likewise issued guidance encouraging financial institutions to work prudently with borrowers who are,
or  may  be,  unable  to  meet  their  contractual  payment  obligations  because  of  the  effects  of  COVID-19.  That  guidance,  with
concurrence  of  the  Financial  Accounting  Standards  Board,  and  provisions  of  the  CARES Act  allow  modifications  made  on  a
good faith basis in response to COVID-19 to borrowers who were generally current with their payments prior to any relief, to not
be  treated  as  troubled  debt  restructurings.  Modifications  may include  payment  deferrals,  fee  waivers,  extensions  of  repayment
term,  or  other  delays  in  payment.  The  Company  has  worked  with  its  customers  affected  by  COVID-19  and  accommodated  a
significant amount of modifications across its loan portfolios. To the extent that such modifications meet the criteria previously
described, such modifications are not classified as troubled debt restructurings.

The extent to which the direct and indirect effects of the COVID-19 pandemic impact the Company’s operational and
financial  performance  will  depend  on  numerous  evolving  factors  including  but  not  limited  to,  the  magnitude  and  duration  of
COVID-19,  the  extent  to  which  it  will  impact  local,  national  and  global  economic  conditions  including  interest  rates,
unemployment  rates,  the  speed  of  the  anticipated  recovery,  and  governmental  and  business  reactions  to  the  pandemic,  all  of
which  are  uncertain  and  cannot  be  predicted.  At  this  point,  the  extent  to  which  COVID-19,  as  well  as,  the  resulting  adverse
effects  on  our  customers  and  community,  may  impact  the  Company’s  future  financial  condition  or  results  of  operations  is
uncertain and not currently estimable, however the impact could be material.
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3. INVESTMENT SECURITIES

The amortized cost and estimated fair value of securities are as follows (dollars in thousands):

September 30, 2020
Gross Gross

Amortized Unrealized Unrealized Estimated
    Cost     Gains     Losses     Fair Value

Securities available for sale:          
U.S. Government and agency obligations $  61,700 $  90 $  — $  61,790
Municipal obligations   19,107   10   —   19,117
Other debt securities  538  363  (47)  854

Total available for sale securities $  81,345 $  463 $  (47) $  81,761

Securities held to maturity:             
Municipal obligations $  3,639 $  79 $  — $  3,718
Corporate debt securities  7,000  —  (21)  6,979

Total held to maturity securities $  10,639 $  79 $  (21) $  10,697

Equity securities:
Preferred stock $  6,007 $  34 $  (477) $  5,564
Common stock  2,807  1,321  (575)  3,553

Total equity securities $  8,814 $  1,355 $  (1,052) $  9,117

June 30, 2020
Gross Gross

Amortized Unrealized Unrealized Estimated
    Cost     Gains     Losses     Fair Value

Securities available for sale:             
U.S. Government and agency obligations $  61,299 $  215 $  (3) $  61,511
Municipal obligations   13,381   6   (2)   13,385
Other debt securities  573  347  (48)  872

Total available for sale securities $  75,253 $  568 $  (53) $  75,768

Securities held to maturity:             
Municipal obligations $  4,822 $  95 $  — $  4,917
Corporate debt securities  2,000  —  —  2,000

Total held to maturity securities $  6,822 $  95 $  — $  6,917

Equity securities:
Preferred stock $  6,007 $  29 $  (980) $  5,056
Common stock  2,807  1,204  (534)  3,477

Total equity securities $  8,814 $  1,233 $  (1,514) $  8,533
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The estimated fair value and gross unrealized losses aggregated by security category and length of time such securities
have been in a continuous unrealized loss position, is summarized as follows (dollars in thousands):

September 30, 2020
Less than 12 Months 12 Months or Longer Total

Estimated Unrealized Estimated Unrealized Estimated Unrealized
    Fair Value     Losses     Fair Value     Losses     Fair Value     Losses

Securities available for sale:                   
U.S. Government and agency obligations (1) $  10,247 $  — $  — $  — $  10,247 $  —
Other debt securities   65   (2)   131   (45)   196   (47)

$  10,312 $  (2) $  131 $  (45) $  10,443 $  (47)

Securities held to maturity:
Corporate debt securities $  6,979 $  (21) $  — $  — $  6,979 $  (21)

$  6,979 $  (21) $  — $  — $  6,979 $  (21)

(1) Unrealized losses on these securities are less than $500.

June 30, 2020
Less than 12 Months 12 Months or Longer Total

Estimated Unrealized Estimated Unrealized Estimated Unrealized
    Fair Value     Losses     Fair Value     Losses     Fair Value Losses

Securities available for sale:                
U.S. Government and agency obligations $  10,195 $  (3) $  — $  — $  10,195 $  (3)
Municipal obligations   3,609   (2)   —   —   3,609   (2)
Other debt securities   59   (2)   143   (46)   202   (48)

$  13,863 $  (7) $  143 $  (46) $  14,006 $  (53)

At  September  30,  2020,  there  were  56  securities  with  unrealized  losses.  Unrealized  losses  on  U.S  Government  and
agency,  and  municipal  debt  securities  are  primarily  related  to  increases  in  credit  spreads  since  the  securities  were  purchased.
Unrealized  losses  on  other  debt  securities  (agency-backed  and  certain  private-label  mortgage-backed  securities,  asset-backed
securities  and  collateralized  mortgage  obligation  securities)  are  not  considered  other-than-temporary  based  upon  analysis
completed by management considering credit rating of the instrument, length of time each security has spent in an unrealized loss
position and the strength of the underlying collateral.

At September 30, 2020, management reviewed all private-label mortgage-backed securities, asset-backed securities and
collateralized  mortgage  obligations,  included  in  other  debt  securities,  which  were  rated  less  than  investment  grade  for
impairment, resulting in no additional impairment charges during the three months ended September 30, 2020. At September 30,
2020, 55 securities with an amortized cost of $0.4 million and remaining par value of $1.8 million were evaluated.

The table below presents a rollforward of the credit losses recognized in earnings (dollars in thousands):

Balance, July 1, 2020     $  1,214

Reductions for amounts realized for securities transactions   —

Balance, September 30, 2020 $  1,214
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The fair  value of debt securities  and carrying amount,  if  different,  by contractual  maturity were as follows (dollars in
thousands). Securities not due at a single maturity date are shown separately.

 September 30, 2020
 Amortized  Estimated
    Cost     Fair Value

Securities available for sale:       
Due in one year or less $  58,869 $  58,961
Due after one to five years   21,938   21,946
Other debt securities   538   854

$  81,345 $  81,761

Securities held to maturity:       
Due in one year or less $  2,513 $  2,592
Due after one to five years   1,031   1,031
Due after five to ten years   7,095   7,074

$  10,639 $  10,697

There were no sales of securities available for sale for the three months ended September 30, 2020 and 2019.

There were no sales of securities held to maturity for the three months ended September 30, 2020 and 2019.

At September 30, 2020, there were no holdings of securities of any one issuer, other than the U.S. Government and its
agencies,  in  an  amount  greater  than  10%  of  our  equity.  As  of  September  30,  2020,  and  June  30,  2020,  the  carrying  value  of
available for sale securities pledged to secure FHLBNY advances and municipal deposits was $77.2 million and $65.0 million,
respectively.
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4. NET LOANS RECEIVABLE

A summary of net loans receivable is as follows (dollars in thousands):

    September 30, 2020     June 30, 2020
Commercial:       

Real estate $  443,295 $  450,452
Commercial and industrial   221,808   237,223
Construction   105,249   91,805

Total commercial   770,352   779,480
Residential mortgages   281,697   279,960
Home equity loans and lines   78,925   80,345
Consumer   29,787   30,860

  1,160,761   1,170,645
Net deferred loan costs   944   605
Allowance for loan losses   (23,610)   (22,851)
Net loans receivable $  1,138,095 $  1,148,399

The following tables present the activity in the allowance for loan losses by portfolio segment (dollars in thousands):

 For the Three Months Ended September 30, 2020
 Residential

    Commercial     Mortgages     Home Equity    Consumer     Total
Allowance for loan losses at beginning of period $  17,570 $  3,484 $  1,303 $  494 $  22,851
Provisions charged to operations   730   (8)   10   18   750
Loans charged off   —   —   —   (26)   (26)
Recoveries on loans charged off   34   —   —   1   35
Allowance for loan losses at end of period $  18,334 $  3,476 $  1,313 $  487 $  23,610

 For the Three Months Ended September 30, 2019
 Residential

    Commercial     Mortgages     Home Equity     Consumer     Total
Allowance for loan losses at beginning of period $  11,057 $  2,360 $  813 $  269 $  14,499
Provisions charged to operations (1)   16,155   38   36   141   16,370
Loans charged off (1)   (15,804)   (19)   —   (57)   (15,880)
Recoveries on loans charged off   —   —   1   9   10
Allowance for loan losses at end of period $  11,408 $  2,379 $  850 $  362 $  14,999

(1) The three months ended September 30, 2019 included a provision for loan losses in the amount of $15.8 million related to
the charge-off of the entire principal balance owed to the Bank related to the Mann Entities’ commercial loan relationships.
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The  following  tables  present  the  balance  in  the  allowance  for  loan  losses  and  the  recorded  investment  in  loans  by
portfolio segment and based on impairment method (dollars in thousands):

 September 30, 2020
 Residential

    Commercial     Mortgages     Home Equity     Consumer     Total
Allowance for loan losses:                

Related to loans individually evaluated for
impairment $  2,410 $  — $  — $  — $  2,410
Related to loans collectively evaluated for
impairment   15,924   3,476  1,313   487   21,200

Ending balance $  18,334 $  3,476 $  1,313 $  487 $  23,610

Loans:                
Individually evaluated for impairment $  9,843 $  — $  — $  — $  9,843
Loans collectively evaluated for impairment   760,509   281,697   78,925   29,787   1,150,918

Ending balance $  770,352 $  281,697 $  78,925 $  29,787 $  1,160,761

 June 30, 2020
 Residential

    Commercial     Mortgages     Home Equity    Consumer     Total
Allowance for loan losses:                

Related to loans individually evaluated for
impairment $  929 $  — $  — $  — $  929
Related to loans collectively evaluated for
impairment   16,641   3,484   1,303   494   21,922

Ending balance $  17,570 $  3,484 $  1,303 $  494 $  22,851

Loans:                
Individually evaluated for impairment $  8,407 $  — $  — $  — $  8,407
Loans collectively evaluated for impairment   771,073   279,960   80,345   30,860   1,162,238

Ending balance $  779,480 $  279,960 $  80,345 $  30,860 $  1,170,645

The following tables present information related to impaired loans by class as of (dollars in thousands):

 For the Three Months Ended
September 30, 2020 September 30, 2020

 Unpaid   Allowance for Average Interest
 Principal Recorded  Loan Losses  Recorded  Income
    Balance     Investment    Allocated     Investment     Recognized

With no related allowance recorded:                
Commercial:                

Real estate $  5,387 $  5,292 $  — $  5,401 $  25
Commercial and industrial   46   42   —   46   —
Construction   1,319   1,319   —   1,319   —

Subtotal   6,752   6,653   —   6,766   25
With an allowance recorded:                

Commercial:                
Real estate   237   218   21   235   —
Commercial and industrial   2,987   2,972   2,389   2,988   19

Subtotal   3,224   3,190   2,410   3,223   19
Total $  9,976 $  9,843 $  2,410 $  9,989 $  44
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 For the Year Ended
June 30, 2020 June 30, 2020

 Unpaid   Allowance for Average Interest
 Principal  Recorded  Loan Losses  Recorded  Income
    Balance     Investment    Allocated     Investment    Recognized

With no related allowance recorded:                
Commercial:                

Real estate $  5,417 $  5,342 $  — $  5,203 $  265
Commercial and industrial   46   42   —   46   —
Construction  1,319   1,319   —   1,320   —

Subtotal   6,782   6,703   —   6,569   265

With an allowance recorded:                
Commercial:                

Real estate   233   221   25   234   —
Commercial and industrial   1,494   1,483   904   1,513   88

Subtotal   1,727   1,704   929   1,747   88
Total $  8,509 $  8,407 $  929 $  8,316 $  353

Interest  income on nonaccrual  loans is  recognized using the cost  recovery method.  Interest  income on impaired loans
that were on nonaccrual status and cash-basis interest income for the three months ended September 30, 2020, and the year ended
June 30, 2020 was nominal.

The recorded investment in loans excludes accrued interest receivable and deferred loan fees, net due to immateriality.

At  various  times,  certain  loan  modifications  are  executed  which  are  considered  to  be  troubled  debt  restructurings.
Substantially all of these modifications include one or a combination of the following:  extension of the maturity date at a stated
rate of interest lower than the current market rate for new debt with similar risk; temporary reduction in the interest rate; change
in  scheduled  payment  amount  including  interest  only;  or  extensions  of  additional  credit  for  payment  of  delinquent  real  estate
taxes or other costs.

The Company has implemented customer payment deferral programs to assist both consumer and commercial borrowers
that  may  be  experiencing  financial  hardship  due  to  COVID-19  related  challenges,  whereby  short-term  deferrals  of  payments
(generally three to six months) will be provided. Commercial, residential mortgage, home equity loans and lines, and consumer
loans in deferment status will continue to accrue interest on the deferred principal during the deferment period unless otherwise
classified  as  nonaccrual.  Consistent  with  the  CARES  Act  and  industry  regulatory  guidance,  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  throughout  the  agreed  upon  deferral  period  and  therefore,  not  classified  as  troubled-debt  restructured  loans.
Borrowers that are delinquent in their payments prior to requesting a COVID-19 related financial hardship payment deferral will
be reviewed on a case by case basis for troubled debt restructure classification and non-performing loan status. At September 30,
2020,  the  Company  had  COVID-19  related  financial  hardship  payment  deferrals  for  consumer  borrowers  related  to  12  loans
representing  $4.0  million  of  the  Company’s  residential  mortgage,  home  equity  loans  and  lines  of  credit,  and  consumer  loan
balances,  and  for  commercial  borrowers  related  to  22  loans  representing  $27.6  million  of  the  Company’s  commercial  loan
balances.

There were no loans modified as troubled debt restructurings during the three months ended September 30, 2020, and
2019, respectively. There were no loans that had been modified as a troubled debt restructuring during the twelve months prior to
September 30, 2020 and 2019 which have subsequently defaulted during the three months ended September 30, 2020 and 2019,
respectively.

Loans subject to a troubled debt restructuring are evaluated as impaired loans for the purpose of determining the specific
component of allowance for loan losses.
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The following table presents the recorded investment in nonaccrual and loans past due over 90 days still on accrual by
class of loans (dollars in thousands):

 September 30,  June 30, 
 2020  2020
        Past Due         Past Due

 90 Days  90 Days 
 Still on  Still on 

Nonaccrual  Accrual Nonaccrual  Accrual
Commercial:             

Real estate $  3,311 $  548 $  3,364 $  143
Commercial and industrial   1,595   37   95   1,455
Construction   1,319   —   1,319   —

Residential mortgages   5,410   —   4,807   —
Home equity loans and lines   2,191   —   1,865   —
Consumer   199   17   210   12

$  14,025 $  602 $  11,660 $  1,610

Nonaccrual loans and loans past due 90 days still on accrual include both smaller balance homogeneous loans that are
collectively evaluated for impairment and individually evaluated impaired loans.

The following tables present the aging of the recorded investment in loans by class of loans as of (dollars in thousands):

 September 30, 2020
 30 - 59  60 - 89  90 or more
 Days  Days  Days  Total  Loans Not
    Past Due     Past Due     Past Due     Past Due     Past Due     Total

Commercial:                   
Real estate $  18 $  1,952 $  2,673 $  4,643 $  438,652 $  443,295
Commercial and industrial   —   50   1,632   1,682   220,126   221,808
Construction   —   —   1,319   1,319   103,930   105,249

Residential mortgages   484   556   2,822   3,862   277,835   281,697
Home equity loans and lines   1,443   368   1,573   3,384   75,541   78,925
Consumer   63   15   17   95   29,692   29,787
Total $  2,008 $  2,941 $  10,036 $  14,985 $  1,145,776 $  1,160,761

 June 30, 2020
 30 - 59  60 - 89 90 or more
 Days  Days  Days  Total  Loans Not
    Past Due     Past Due     Past Due     Past Due     Past Due     Total

Commercial:                   
Real estate $  23 $  211 $  2,270 $  2,504 $  447,948 $  450,452
Commercial and industrial   —   26   1,551   1,577   235,646   237,223
Construction   —   —   1,319   1,319   90,486   91,805

Residential mortgages   2,666   1,272   3,505   7,443   272,517   279,960
Home equity loans and lines   1,217   1,259   1,383   3,859   76,486   80,345
Consumer   39   4   12   55   30,805   30,860
Total $  3,945 $  2,772 $  10,040 $  16,757 $  1,153,888 $  1,170,645
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The  Company  categorizes  commercial  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. The Company analyzes commercial loans individually by
classifying the loans as to credit risk. The Company uses the following definitions for risk ratings:

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

Substandard –  Loans  classified  as  substandard  are  inadequately  protected  by  the  current  net  worth  and  paying
capacity  of  the  obligor  or  of  the  collateral  pledged,  if  any.  Loans  so  classified  have  a  well-defined  weakness  or
weaknesses  that  jeopardize  the  liquidation  of  the  debt.  They  are  characterized  by  the  distinct  possibility  that  the
institution will sustain some loss if the deficiencies are not corrected.

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

Commercial loans not meeting the criteria above are considered to be pass rated loans.

The  following  tables  present  commercial  loans  summarized  by  class  of  loans  and  the  risk  category  (dollars  in
thousands):

 September 30, 2020
 Special

    Pass     Mention     Substandard     Doubtful Total
Commercial               

Real estate $  411,547 $  15,411 $  16,337 $  — $  443,295
Commercial and industrial   206,124   6,301   9,330   53   221,808
Construction   103,329   —   1,920   —   105,249

$  721,000 $  21,712 $  27,587 $  53 $  770,352

 June 30, 2020
 Special

    Pass     Mention     Substandard     Doubtful Total
Commercial               

Real estate $  433,948 $  106 $  16,398 $  — $  450,452
Commercial and industrial   222,777   6,393   8,000   53   237,223
Construction   89,869   —   1,936   —   91,805

$  746,594 $  6,499 $  26,334 $  53 $  779,480

The  Company  considers  the  performance  of  the  loan  portfolio  and  its  impact  on  the  allowance  for  loan  losses.  For
residential and consumer loan classes, the Company also evaluates credit quality based on the aging status of the loan, which was
previously presented, and by payment activity.

As of September 30, 2020 and June 30, 2020, the Company had pledged $424.5 million and $449.5 million respectively,
of residential mortgage, home equity and commercial loans as collateral for FHLBNY borrowings and stand-by letters of credit.
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5. DERIVATIVES

In the normal course of servicing our commercial customers, the Company acts as an interest rate swap counterparty for
certain commercial borrowers. The Company manages its exposure to such interest rate swaps by entering into corresponding and
offsetting  interest  rate  swaps  with  third  parties  that  match  the  terms  of  the  interest  rate  swap  with  the  commercial  borrowers.
These positions directly offset each other and the Company’s exposure is the fair value of the derivatives due to potential changes
in credit risk of our commercial borrowers and third parties.

The  notional  amount  of  the  interest  rate  swaps  does  not  represent  amounts  exchanged  by  the  parties.  The  amount
exchanged is determined by reference to the notional amount and the other terms of the individual interest rate swap agreements.
At September 30, 2020, the Company held derivatives not designated as hedging instruments, comprised of back-to-back interest
rate swaps, with a total notional amount of $703.0 million, consisting of $351.5 million of interest rate swaps with commercial
borrowers and $351.5 million of offsetting interest rate swaps with third-party counterparties on substantially the same terms. At
June  30,  2020,  the  Company  held  derivatives  not  designated  as  hedging  instruments,  comprised  of  back-to-back  interest  rate
swaps,  with  a  total  notional  amount  of  $706.6  million,  consisting  of  $353.3  million  of  interest  rate  swaps  with  commercial
borrowers and $353.3 million of offsetting interest rate swaps with third-party counterparties on substantially the same terms.

The  fair  value  of  derivatives  are  classified  as  other  assets  and  other  liabilities  on  the  consolidated  statements  of
condition. The estimated fair value of derivatives not designated as hedging instruments are as follows (dollars in thousands):

 September 30, 2020
    Derivative     Derivative 
 Assets  Liabilities

Gross interest rate swaps $  41,293 $  41,293
Less: master netting arrangements   —   —
Less: cash collateral applied   —   (41,293)
Net amount $  41,293 $  —

 June 30, 2020
    Derivative     Derivative 
 Assets  Liabilities

Gross interest rate swaps $  42,922 $  42,922
Less: master netting arrangements   —   —
Less: cash collateral applied   —   (42,922)
Net amount $  42,922 $  —

Under  terms  of  the  agreements  with  the  third-party  counterparties,  the  Company  provides  cash  collateral  to  the
counterparty for the initial trade. Subsequent to the trade, the margin is exchanged in either direction, based upon the estimated
fair value of the underlying contracts. At September 30, 2020, the Company had deposited $41.3 million as collateral for swap
agreements  with third-party  counterparties.  At June 30,  2020,  the Company had deposited $42.9 million as  collateral  for  swap
agreements with third-party counterparties.
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6. OTHER COMPREHENSIVE INCOME (LOSS)

For  the  three  months  ended  September  30,  2020  and  2019  there  were  no  reclassifications  out  of  accumulated  other
comprehensive loss.

The  balances  and  changes  in  the  components  of  accumulated  other  comprehensive  income  (loss),  net  of  tax  are  as
follows (dollars in thousands):

For the Three Months Ended September 30, 
            Accumulated

Unrealized Other
Gains/Losses Defined Comprehensive
on Securities Benefit Plans Loss

2020:
Accumulated other comprehensive loss as of July 1, 2020 $  381   (17,751) $  (17,370)
Other comprehensive income (loss) before reclassifications  (72)   —   (72)
Accumulated other comprehensive income (loss) as of September 30, 2020 $  309  (17,751) $  (17,442)

2019:
Accumulated other comprehensive income (loss) as of July 1, 2019 $  338  (11,441) $  (11,103)
Other comprehensive income before reclassifications   241   —   241
Reclassification for change in accounting principle (1)  116  —  116
Accumulated other comprehensive income (loss) as of September 30, 2019 $  695   (11,441) $  (10,746)

(1) Adoption of ASU 2016-01 – cumulative effect of change in measurement of equity securities.

The amounts of income tax expense (benefit) allocated to each component of other comprehensive income (loss) were
as follows (dollars in thousands):

For the Three Months Ended
September 30, 

    2020     2019
Unrealized gains/losses on securities:       

Unrealized holdings (losses) gains arising during the period $  (27) $  84
Reclassification adjustment for gains included in net income   —   —

  (27)   84
Defined benefit plans:       

Change in funded status   —   —
Reclassification adjustment for accretion of net prior service cost   —   —
Reclassification adjustment for amortization of net actuarial loss   —   —

  —   —
$  (27) $  84
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7. EMPLOYEE BENEFIT PLANS

The Company maintains a noncontributory defined benefit pension plan and a defined benefit post-retirement plan. Plan
assets and obligations that determine the funded status are measured as of the end of the fiscal year.

Pension Plan

The  Company  maintains  a  noncontributory  defined  benefit  pension  plan  covering  substantially  all  of  its  full-time
employees twenty-one years of age or older, with at least one year of service. Through December 31, 2009, pensions were paid as
an annuity using a pension formula of 2.0% of the average of the five highest consecutive years of total compensation over the
last  ten  years  multiplied  by  credited  service  up  to  thirty  years.  Effective  January  1,  2010,  the  plan  was  amended  and  service
rendered  thereafter  is  paid  using  a  pension  formula  of  1.5%.  Amounts  contributed  to  the  plan  are  determined  annually  on  the
basis  of  (a)  the  maximum  amount  allowable  under  Internal  Revenue  Service  regulations  and  (b)  the  amount  certified  by  a
consulting  actuary  as  necessary  to  avoid  an  accumulated  funding  deficiency  as  defined  by  the  Employee  Retirement  Income
Security Act of 1974 (“ERISA”) The defined benefit pension plan was amended, effective August 31, 2019, to close the plan to
new employees hired on or after September 1, 2019, therefore, no new employees hired on or after September 1, 2019 would be
eligible to participate in the defined benefit pension plan.

Net  periodic  pension  cost  included  in  the  Company’s  consolidated  statements  of  operations  included  the  following
components (dollars in thousands):

For the Three Months Ended
September 30, 

    2020     2019
Service cost $  695 $  516
Interest cost   458   483
Expected return on plan assets   (836)   (927)
Amortization of net actuarial loss   433   272

Net periodic pension cost $  750 $  344

Contributions

For the three months ended September 30, 2020 and September 30, 2019, the Company made no cash contributions to
the plan.

Post-Retirement Healthcare Plan

The  Company  offers  a  defined  benefit  post-retirement  plan  which  provides  medical  and  life  insurance  benefits  to
employees meeting certain requirements. Effective October 1, 2006, the plan was amended so that there have been no new plan
participants  for  medical  benefits.  The  cost  of  post-retirement  plan  benefits  is  recognized  on  an  accrual  basis  as  employees
perform  services.  Active  employees  are  eligible  for  retiree  medical  coverage  upon  reaching  age  sixty  with  twenty-five  or
more  years  of  service.  Employees  with  a  minimum of  thirty  years  of  service  are  eligible  for  individual  and  spousal  coverage.
Retirees  are  eligible  to  participate  in  any  bank-sponsored  health  insurance  programs.  The  Company’s  contributions  for  retiree
medical  are  limited to  a  monthly premium of $210 for  individual  coverage and $420 for  employee and spousal  coverage.  The
Company’s funding policy is to pay insurance premiums as they come due.
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Net periodic post-retirement benefit cost included in the Company’s consolidated statements of operations included the
following components (dollars in thousands):

For the Three Months Ended
September 30, 

    2020     2019
Service cost $  11 $  9
Interest cost   18   16
Recognized actuarial loss  1  1

Net periodic post-retirement benefit cost $  30 $  26

Employee Stock Ownership Plan

On  July  17,  2019,  the  Company  established  an  Employee  Stock  Ownership  Plan  (“ESOP”)  to  provide  eligible
employees  the  opportunity  to  own  Company  stock.  The  ESOP  is  a  tax-qualified  retirement  plan  for  the  benefit  of  Company
employees. The Company granted loans to the ESOP for the purchase of 1,018,325 shares of the Company’s common stock at an
average price of $13.40 per share. The loan obtained by the ESOP from the Company to purchase the common stock is payable
annually over 20 years at a rate per annum equal to the Prime Rate. Loan payments are principally funded by cash contributions
from  the  Bank.  The  loan  is  secured  by  the  shares  purchased,  which  are  held  in  a  suspense  account  for  allocation  among
participants  as  the  loan  is  repaid.  The  balance  of  the  ESOP loan  at  September  30,  2020  was  $12.9  million.  Contributions  are
allocated to eligible participants on the basis of compensation, subject to federal tax limits. The number of shares committed to be
released annually is 50,916 through the year 2038. Participants may receive the shares at the end of employment.

Shares held by the ESOP include the following:

As of September 30, 
    2020 2019

Allocated  50,916  —
Committed to be allocated  38,187  25,458
Unallocated  929,222  992,867
 Total Shares  1,018,325  1,018,325

Total compensation expense recognized in connection with the ESOP for the three months ended September 30, 2020
and 2019 was $111,000 and $357,000, respectively.
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8. COMMITMENTS AND CONTINGENT LIABILITIES

Off-Balance-Sheet Financing and Concentrations of Credit

The Company is a party to certain financial  instruments with off-balance-sheet  risk to meet the financing needs of its
customers.  These  financial  instruments  include  the  Company’s  commitments  to  extend  credit.  Those  instruments  involve,  to
varying  degrees,  elements  of  credit  risk  in  excess  of  the  amount  recognized  on  the  consolidated  statement  of  condition.  The
contract  amounts  of  those  instruments  reflect  the  extent  of  involvement  the  Company  has  in  particular  classes  of  financial
instruments.

The Company’s exposure to credit loss in the event of nonperformance by the other party to the commitments to extend
credit is represented by the contractual notional amounts of those instruments which are presented in the tables below (dollars in
thousands). The Company uses the same credit policies in making commitments as it does for on-balance-sheet instruments.

September 30, 2020
    Fixed Rate     Variable Rate     Total

Financial instruments whose contract amounts represent credit risk (including unused lines
of credit and unadvanced loan funds):          

Commitments to extend credit $  51,367 $  225,379 $  276,746
Standby letters of credit   —   29,025   29,025

$  51,367 $  254,404 $  305,771

June 30, 2020
    Fixed Rate     Variable Rate     Total

Financial instruments whose contract amounts represent credit risk (including unused lines
of credit and unadvanced loan funds):          

Commitments to extend credit $  41,573 $  232,137 $  273,710
Standby letters of credit   —   30,654   30,654

$  41,573 $  262,791 $  304,364

Commitments  to  extend credit  are  agreements  to  lend to  a  customer  as  long as  there  is  no violation of  any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and require payment
of  a  fee.  Since  certain  commitments  are  expected  to  expire  without  being  fully  drawn,  the  total  commitment  amounts  do  not
necessarily  represent  future  cash  requirements.  The  Company  evaluates  each  customer’s  credit  worthiness  on  a  case-by-case
basis.  The  amount  of  collateral,  if  any,  required  by  the  Company for  the  extension  of  credit  is  based  on  management’s  credit
evaluation of the customer.

Commitments  to  extend  credit  may  be  written  on  a  fixed  rate  basis  thus  exposing  the  Company  to  interest  rate  risk,
given the possibility that market rates may change between commitment and actual extension of credit.

Standby  letters  of  credit  are  conditional  commitments  issued  by  the  Company  to  guarantee  payment  on  behalf  of  a
customer or to guarantee the performance of a customer to a third party. The credit risk involved in issuing these instruments is
essentially the same as that involved in extending loans to customers. Since a portion of these instruments will expire unused, the
total amounts do not necessarily represent future cash requirements. Each customer is evaluated individually for creditworthiness
under the same underwriting standards used for commitments to extend credit  and on-balance-sheet instruments.  Bank policies
governing loan collateral apply to standby letters of credit at the time of credit extension.

Certain residential  mortgage loans are written on an adjustable basis and include interest rate caps which limit annual
and lifetime increases in interest rates. Generally, adjustable rate mortgages have an annual rate increase cap of 2% and lifetime
rate increase cap of 5% to 6% above the initial loan rate. These caps expose the Company to interest rate risk should market rates
increase  above these  limits.  At  September  30,  2020,  approximately  $39.6 million  of  adjustable  rate  residential  mortgage loans
had interest rate caps. In addition, certain adjustable rate residential mortgage loans have a
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conversion  option  whereby  the  borrower  may  elect  to  convert  the  loan  to  a  fixed  rate  during  a  designated  time  period.  At
September 30, 2020, approximately $1.7 million of the adjustable rate mortgage loans had conversion options.

The Company periodically sells residential mortgage loans to FNMA and to the State of New York Mortgage Agency.
At September 30, 2020 and June 30, 2020, the Bank had no loans held for sale. In addition, the Bank has no loan commitments
with borrowers  at  September  30,  2020 and June 30,  2020 with  rate  lock agreements  which are  intended to  be held  for  sale,  if
closed. The Company generally determines whether or not a loan is held for sale at the time that loan commitments are entered
into or at the time a convertible adjustable rate mortgage loan converts to a fixed interest rate. In order to reduce the interest rate
risk associated with the portfolio of loans held for sale, as well as loan commitments with locked interest rates which are intended
to be held for sale if closed, the Company enters into agreements to sell loans in the secondary market. At September 30, 2020
and June 30, 2020, the Company had no commitments to sell loans to unrelated investors.

Concentrations of Credit

The  Company  primarily  grants  loans  to  customers  located  in  the  New  York  State  counties  of  Albany,  Greene,
Rensselaer, Schenectady, Saratoga, and Warren. Although the Company has a diversified loan portfolio, a substantial portion of
its debtors’ ability to honor their contracts is dependent upon the real estate and construction-related sectors of the economy, and
general economic conditions in the Company’s market area.

Legal Proceeding and Other Contingent Liabilities

In  the  ordinary  course  of  business,  the  Company  and  the  Bank  are  involved  in  a  number  of  legal,  regulatory,
governmental and other proceedings or investigations concerning matters arising from the conduct of their business, including the
matters  described  below.  In  view  of  the  inherent  difficulty  of  predicting  the  outcome  of  such  matters,  particularly  where  the
claimants  seek  large  or  indeterminate  damages,  the  Company  generally  cannot  predict  the  eventual  outcome  of  the  pending
matters, timing of the ultimate resolution of these matters, or eventual loss, fines or penalties related to each pending matter. In
accordance with applicable accounting guidance, the Company establishes an accrued liability when those matters  present loss
contingencies  that  are  both  probable  and  estimable.  These  estimates  are  based  upon  currently  available  information  and  are
subject  to  significant  judgment,  a  variety  of  assumptions  and known and unknown uncertainties.  The Company’s  estimates  of
potential losses will change over time and the actual losses may vary significantly, and there may be an exposure to loss in excess
of  any  amounts  accrued.  As  a  matter  develops,  management,  in  conjunction  with  any  outside  counsel  handling  the  matter,
evaluate on an ongoing basis whether such matter presents a loss contingency that is probable and estimable; or where a loss is
reasonably possible, whether in excess of a related accrued liability or where there is no accrued liability, whether it is possible to
estimate  a  range  of  possible  loss.  Once  the  loss  contingency  is  deemed  to  be  both  probable  and  estimable,  the  Company
establishes an accrued liability and records a corresponding amount of expense. The Company continues to monitor the matter for
further developments that could affect the amount of the accrued liability that has been previously established.

Information  is  provided  below  regarding  the  nature  of  the  matters  and  associated  claimed  damages.  The  amount  of
reasonably  possible  losses  for  the  matters  described  below  cannot  be  estimated  at  this  time.  The  Company  and  the  Bank  are
defending each of these matters vigorously, and the Company believes that it and the Bank have substantial defenses, including
affirmative  defenses,  counterclaims  and  cross-claims  to  the  various  allegations  that  have  been  asserted.  Based  on  current
knowledge,  other  than disclosed below, the Company is  not  a  party to any pending legal  or  other  proceedings that  we believe
would have a  material  adverse  effect  on our  financial  condition,  results  of  operations  or  cash flows.  In  light  of  the  significant
judgment, variety of assumptions and uncertainties involved in these matters, some of which are beyond the Company’s control,
and  the  large  or  indeterminate  damages  sought  in  some  of  these  matters,  an  adverse  outcome  in  one  or  more  of  the  matters
described  herein  could  have  an  adverse  material  impact  on  the  Company’s  business,  prospects,  results  of  operations  for  any
particular reporting period, or cause significant reputational harm.

Potentially Fraudulent Activity

During  the  first  fiscal  quarter  of  2020  (the  quarter  ending  September  30,  2019),  the  Company  became  aware  of
potentially  fraudulent  activity  associated  with  transactions  conducted  in  the  Company’s  first  fiscal  quarter  of  2020  by  an
established business customer of the Bank. The customer and various affiliated entities (collectively, the “Mann Entities”)
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had numerous  accounts  with  the  Bank.  The  transactions  in  question  relate  both  to  deposit  and  lending  activity  with  the  Mann
Entities.

For the fraudulent activity related to the Mann Entities, the Bank’s potential exposure with respect to its deposit activity
was approximately $18.5 million. In the first fiscal quarter of 2020, the Bank exercised its rights pursuant to state and federal law
and the relevant account agreements to set off approximately $16.0 million from accounts held by the Mann Entities at the Bank.
The set off was to partially cover overdrafts/negative account balances that primarily resulted from another bank returning/calling
back  $15.6  million  in  checks  on  August  30,  2019,  that  the  Mann  Entities  had  deposited  into  and  then  withdrawn  from  their
accounts at the Bank the day before. In the first fiscal quarter of 2020, the Bank recognized a charge to non-interest expense in
the  amount  of  $2.5  million  based on the  net  negative  deposit  balance  of  the  various  Mann Entities’  accounts  after  the  setoffs.
Through the end of the first fiscal quarter of  2021, no additional charges to non-interest expense were recognized related to the
deposit transactions with the Mann Entities.

With  respect  to  the  Bank’s  lending  activity  with  the  Mann  Entities,  its  potential  exposure  was  approximately  $15.8
million (which represents the Bank’s participation interest in the approximately $35.8 million commercial loan relationships for
which the Bank is the originating lender). In the first fiscal quarter of 2020, the Bank recognized a provision for loan losses in the
amount of $15.8 million, related to the charge-off of the entire principal balance owed to the Bank related to the Mann Entities’
commercial  loan relationships.  During the third fiscal  quarter of 2020 and the first  fiscal quarter of 2021, the Bank recognized
partial  recoveries  in  the  amount  of  $1.7  million  and  $34,000,  respectively,  related  to  the  charge-off  of  the  Mann  Entities’
commercial loan relationships, which were credited to the allowance for loan losses. Through the end of the first fiscal quarter of
2021,  no  additional  charges  to  the  provision  for  loan  losses  were  recognized  related  to  the  loan  transactions  with  the  Mann
Entities.

Several other parties are asserting claims against the Company and the Bank related to the series of transactions between
the  Company  or  the  Bank,  on  the  one  hand,  and  the  Mann  Entities,  on  the  other.  The  Company  and  the  Bank  continue  to
investigate these matters and it is possible that the Company and the Bank will be subject to additional liabilities which may have
a material adverse effect on our financial condition, results of operations or cash flows. The Company is pursuing all available
sources of recovery and other means of mitigating the potential loss, and the Company and the Bank are vigorously defending all
claims asserted against them arising out of or otherwise related to the fraudulent activity of the Mann Entities.

Legal Proceedings

On October 31, 2019, Southwestern Payroll Services, Inc. (“Southwestern”) filed a complaint against the Company and
the  Bank  (“Pioneer  Parties”),  Michael  T.  Mann,  Valuewise  Corporation,  MyPayrollHR,  LLC  and  Cloud  Payroll,  LLC
(collectively,  the  “Mann  Parties”)  in  the  United  States  District  Court  for  the  Northern  District  of  New  York.  The  complaint
alleged that the Pioneer Parties (i) wrongfully converted certain funds belonging to Southwestern, (ii) engaged in fraudulent and
wrongful  collection  and  retention  of  funds  belonging  to  Southwestern,  and  (iii)  committed  gross  negligence  and  that
Southwestern is entitled to a constructive trust limiting how the Pioneer Parties distribute the funds in question, which are about
$9.8 million. On November 26, 2019, the Pioneer Parties moved to dismiss Southwestern’s fraud claim, which also postponed the
Pioneer Parties’ deadline to file an answer until 14 days after the court decides the motion to dismiss. On December 10, 2019,
Southwestern filed a response to the Pioneer Parties’ motion to dismiss and an amended complaint, which rendered the Pioneer
Parties’  motion  to  dismiss  moot.  The  amended  complaint  named several  additional  corporate  entities  affiliated  with  the  Mann
Parties  as  co-defendants  and  asserted  claims  against  the  Pioneer  Parties  for  declaratory  judgment,  conversion,  actual  and
constructive fraud, gross negligence, unjust enrichment and constructive trust, and an accounting. The amended complaint sought
a monetary judgment of at least $9.8 million. Each party has filed numerous motions in the proceedings. On January 10, 2020,
the  Pioneer  Parties  moved  again  to  dismiss  Southwestern’s  fraud  claim  in  the  amended  complaint,  which  also  postponed  the
Pioneer Parties’ deadline to file an answer to the amended complaint until 14 days after the court decided the motion to dismiss.
On  April  16,  2020,  the  court  granted  the  Pioneer  Parties’  motion  to  dismiss  Southwestern’s  fraud  claim.  On  April  30,  2020,
Southwestern filed a motion for both leave to file a second amended complaint and for reconsideration of the court’s dismissal of
Southwestern’s fraud claim.  On May 1, 2020, the Pioneer Parties filed their answer to Southwestern’s amended complaint. The
Pioneer Parties asserted numerous affirmative defenses, counterclaims against Southwestern, and cross-claims against certain of
the Mann Parties, including for common law fraud under New York law and violations of the federal Racketeer Influenced and
Corrupt Organization Act. The Pioneer Parties contend that the actions of Southwestern and certain of the Mann Parties
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resulted in damages of $15.6 million, plus pre-judgment interest. On July 7, 2020, the court granted Southwestern leave to file a
second  amended  complaint,  which  Southwestern  filed  on  July  16,  2020.  Southwestern’s  second  amended  complaint  asserted
claims against the Pioneer Parties for declaratory judgment, conversion, actual and constructive fraud, gross negligence, unjust
enrichment  and  constructive  trust,  and  an  accounting  –  and  sought  a  monetary  judgment  of  at  least  $9.8  million.  On  July  30,
2020,  the  Pioneer  Parties  filed  an  amended  answer  to  Southwestern’s  second  amended  complaint,  which  asserted  the  same
affirmative defenses, counterclaims, and cross-claims as the Pioneer Parties’ prior answer to Southwestern’s amended complaint.

On December 10, 2019, National Payment Corp. (“NatPay”) filed a motion to intervene as a plaintiff in Southwestern’s
lawsuit  against  the  Pioneer  Parties  and  the  Mann  Parties  as  described  above.  On  January  10,  2020,  the  Pioneer  Parties  filed
opposition  to  NatPay’s  motion  to  intervene.  On  August  4,  2020,  the  magistrate  judge  issued  a  decision  recommending  that
NatPay be allowed to intervene. While the district judge has not yet adopted the magistrate’s recommended decision, NatPay was
allowed to file its complaint in intervention on August 18, 2020. NatPay’s complaint includes claims for declaratory judgment,
conversion, fraud, gross negligence, unjust enrichment and constructive trust, and for an accounting against the Pioneer Parties.
The  prayer  for  relief  in  NatPay’s  complaint  seeks  “compensatory  damages  in  an  amount  of  no  less  than  $4  million”  (the
complaint also seeks punitive damages and interest in unspecified amounts). On September 8, 2020, the Pioneer Parties filed their
answer and affirmative defenses to NatPay’s complaint.

On  January  21,  2020,  Cachet  Financial  Services  (“Cachet”),  a  third-party  automated  clearing  house  service  provider,
filed for bankruptcy protection under Chapter 11 of the United States Bankruptcy Code in the Central District of California, Los
Angeles Division. Cachet is currently involved in legal proceedings against certain Mann Parties and other related parties.  The
Bank is not listed as a creditor in the bankruptcy proceedings. However, in the filings with the bankruptcy court, Cachet asserts
that the Bank is holding $7.0 million of its funds.

On February 4, 2020, Berkshire Hills Bancorp Inc.’s wholly owned subsidiary Berkshire Bank (“Berkshire Bank”) filed
a complaint against the Bank in the Supreme Court of the State of New York for Albany County resulting from Berkshire Bank’s
participation interest in the commercial loan relationship to the Mann Entities. The complaint alleges that the Bank (1) breached
the  amended  and  restated  loan  participation  agreement  between  the  Bank  and  Berkshire  Bank  dated  as  of  June  27,  2018,  (2)
breached the amended and restated loan participation agreement between the Bank and Berkshire Bank dated as of August 12,
2019, (3) engaged in constructive fraud, (4) engaged in fraudulent inducement,  (5) engaged in fraudulent concealment,  and (6)
negligently misrepresented certain material  information. The complaint seeks to recover $15.6 million and additional damages.
On August 14, 2020, the Bank filed a motion to dismiss five of Berkshire Bank’s claims.

On  February  4,  2020,  Chemung  Financial  Corporation’s  wholly  owned  subsidiary,  Chemung  Canal  Trust  Company
(“Chemung”), filed a complaint against the Bank in the Supreme Court of the State of New York for Albany County resulting
from Chemung’s participation interest in the commercial loan relationship to the Mann Entities. The complaint alleges that the
Bank  (1)  breached  the  participation  agreement  between  the  Bank  and  Chemung  dated  as  of  August  12,  2019,  (2)  engaged  in
fraudulent  activities,  (3)  engaged  in  constructive  fraud,  and  (4)  negligently  misrepresented  and  omitted  certain  material
information. The complaint seeks to recover $4.2 million and additional damages. On August 14, 2020, the Bank filed a motion
to dismiss three of Chemung’s four claims.

On April 30, 2020, the U.S. Department of Justice (“DOJ”), with the authorization of a delegate of the Secretary of the
Treasury, filed a civil complaint against the Company and the Bank (and Cloud Payroll, LLC) in the United States District Court
for  the  Northern  District  of  New York.  The  complaint  alleges,  among  other  things,  that  the  Pioneer  Parties  wrongfully  setoff
approximately $7.3 million from an account held by Cloud Payroll to apply towards debts allegedly owed to the Bank by Cloud
Payroll and other affiliates of Michael Mann. The complaint alleges that the funds in question were comprised of payroll taxes
and thus subject to a statutory trust under 26 U.S.C. § 7501 that prohibited the Bank from setting off those funds to apply towards
debts owed to the Bank. The complaint seeks return of any payroll taxes, plus interest. The Pioneer Parties moved to dismiss the
DOJ’s complaint as against them on October 1, 2020. On October 21, 2020, the DOJ filed an amended complaint, which mooted
the Pioneer Parties’ motion to dismiss the DOJ’s original complaint. The amended complaint dropped one of the DOJ’s claims
against the Pioneer Parties but continues to seek return of any payroll taxes, plus interest. The amended complaint relates to the
same set of facts described above in “Potentially Fraudulent Activity”, and the alleged payroll taxes, plus interest, sought in this
proceeding may be part of the
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recovery sought in the Southwestern and NatPay complaints  described above.  On November 4,  2020,  the Pioneer Parties  filed
their answer and affirmative defenses to the DOJ’s amended complaint.

On  August  31,  2020,  AXH  Air-Coolers,  LLC  (“AXH”)  filed  a  complaint  against  the  Pioneer  Parties,  and  unnamed
employees of the Pioneer Parties in the United States District Court for the Northern District of New York. The complaint alleges
that the Pioneer Parties (i) wrongfully converted certain tax funds belonging to AXH, (ii) were unjustly enriched by the wrongful
taking  of  tax  funds  belonging  to  AXH,  and  (iii)  were  grossly  negligent  in  allowing  AXH’s  tax  funds  to  be  misappropriated,
offset, converted, or stolen. The prayer for relief in AXH’s complaint seeks $336,000, plus penalties and interest, attorney’s fees,
and punitive damages. The complaint relates to the same set of facts as the DOJ complaint as described above, and the alleged
taxes sought in the DOJ, Southwestern, and NatPay complaints. On November 5, 2020, the Pioneer Parties moved to dismiss the
complaint in its entirety.

The Company and the Bank have received inquiries and requests for information from regulatory agencies relating to
some of the entities and events that are the subjects of certain lawsuits described above. This has resulted in, or may in the future
result  in,  regulatory  agency  investigations,  litigation,  subpoenas,  enforcement  actions,  and  related  sanctions  or  costs.  The
Company and the Bank continue to cooperate with inquiries and respond to requests as appropriate.

The Company and the Bank continue to investigate these matters and it is possible that the Company and the Bank will
be subject to similar legal, regulatory, governmental or other proceedings and additional liabilities. The ultimate outcome of any
such proceedings, involving the Company or the Bank, cannot be predicted with any certainty. It also remains possible that other
parties will pursue additional claims against the Bank as a result of the Bank’s dealings with certain of the Mann Entities or as a
result of the actions taken by the Pioneer Parties. The Company’s and the Bank’s legal fees and expenses related to these actions
are  significant.  In  addition,  costs  associated  with  potentially  prosecuting,  litigating  or  settling  any  litigation,  satisfying  any
adverse  judgments,  if  any,  or  other  proceedings,  could  be  significant.  These  costs,  settlements,  judgments,  sanctions  or  other
expenses could have a material adverse effect on the Company’s financial condition, results of operations or cash flows.

9. FAIR VALUE

Fair  value  is  the  exchange  price  that  would  be  received  for  an  asset  or  paid  to  transfer  a  liability  (exit  price)  in  the
principal  or  most  advantageous  market  for  the  asset  or  liability  in  an  orderly  transaction  between  market  participants  on  the
measurement date. There are three levels of inputs that may be used to measure fair values:

Level 1:  Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has the ability
to access as of the measurement date.

Level 2:  Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data.

Level 3:  Significant  unobservable inputs that reflect  a reporting entity’s own assumptions about the assumptions
that market participants would use in pricing an asset or liability.

The fair  values  of  securities  are  determined  by obtaining  quoted prices  on nationally  recognized securities  exchanges
(Level 1 inputs) or matrix pricing, which is a mathematical technique widely used in the industry to value debt securities without
relying  exclusively  on  quoted  prices  for  the  specific  securities  but  rather  by  relying  on  the  securities’  relationship  to  other
benchmark quoted securities (Level 2 inputs).

The fair value of interest rate swaps are based on valuation models using observable market data as of the measurement
date (Level 2). The fair value of derivatives are classified as a component of other assets and other liabilities on the consolidated
statements of condition.

The fair value of impaired loans with specific allocations of the allowance for loan losses is generally based on recent
real  estate  appraisals.  These  appraisals  may  utilize  a  single  valuation  approach  or  a  combination  of  approaches  including
comparable sales and the income approach. Adjustments are routinely made in the appraisal process by the
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appraisers to adjust for differences between the comparable sales and income data available. Such adjustments result in a Level 3
classification of the inputs for determining fair value.

Nonrecurring adjustments to certain commercial and residential real estate properties classified as OREO are measured
at fair value, less costs to sell. Fair values are based on recent real estate appraisals. These appraisals may use a single valuation
approach or a combination of approaches including comparable sales and the income approach. Adjustments are routinely made
in the appraisal  process by the independent  appraisers  to adjust  for  differences  between the comparable  sales and income data
available. Such adjustments result in a Level 3 classification of the inputs for determining fair value.

Assets and Liabilities Measured on a Recurring Basis

Assets and liabilities measured at fair value on a recurring basis are summarized below (dollars in thousands):

Fair Value Measurements at
September 30, 2020 Using

Significant
Quoted Prices in Other Significant

Active Markets for Observable Unobservable
Identical Assets Inputs Inputs

    Fair Value     (Level 1)     (Level 2)     (Level 3)
Assets:          

Available for sale securities:          
U.S. Government and agency obligations $  61,790 $  61,790 $  — $  —
Municipal obligations   19,117   —   19,117   —
Other debt securities  854  —  854

Total debt securities   81,761   61,790   19,971   —
Equity securities  9,117  5,770  3,347  —
Derivative assets   41,293   —   41,293   —

Total $  132,171 $  67,560 $  64,611 $  —

Fair Value Measurements at
June 30, 2020 Using

Significant
Quoted Prices in Other Significant

Active Markets for Observable Unobservable
Identical Assets Inputs Inputs

    Fair Value     (Level 1)     (Level 2)     (Level 3)
Assets:          

Available for sale securities:          
U.S. Government and agency obligations $  61,511 $  61,511 $  — $  —
Municipal obligations   13,385   —   13,385   —
Other debt securities  872  —  872

Total debt securities   75,768   61,511   14,257   —
Equity securities  8,533  5,528  3,005  —
Derivative assets   42,922   —   42,922   —

Total $  127,223 $  67,039 $  60,184 $  —
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Assets and Liabilities Measured on a Non-Recurring Basis

Assets and liabilities measured at fair value on a non-recurring basis are summarized below (dollars in thousands):

Fair Value Measurements Using
Significant

Quoted Prices in Other Significant
Active Markets for Observable Unobservable

Identical Assets Inputs Inputs
    Fair Value     (Level 1)     (Level 2)     (Level 3)

September 30, 2020          
Impaired loans:          

Commercial loans $  781 $  — $  — $  781
OREO   161   —   —   161

June 30, 2020
Impaired loans:

Commercial loans $  775 $  — $  — $  775
OREO  260   —   —   260

Impaired loans, which are assets measured at fair  value on a non-recurring basis,  using the fair  value of collateral  for
collateral  dependent  loans,  had  a  carrying  amount  of  $3.2  million  with  a  valuation  allowance  of  $2.4  million  resulting  in  an
estimated fair  value of $781,000 as of  September  30,  2020.  Impaired loans,  which are  assets  measured at  fair  value on a non-
recurring  basis,  using  the  fair  value  of  collateral  for  collateral  dependent  loans,  had  a  carrying  amount  of  $1.7  million  with  a
valuation allowance of $929,000 resulting in an estimated fair value of $775,000  as of June 30, 2020.

Other real estate owned measured at fair value less costs to sell, had a carrying amount of $161,000 at September 30,
2020. Other real estate owned measured at fair value less costs to sell, had a carrying amount of $260,000 at June 30, 2020. There
were write-downs of $8,000 for the year ended June 30, 2020.

The carrying and estimated fair values of financial assets and liabilities were as follows (dollars in thousands):

September 30, 2020
Fair Value Measurements Using

Significant
Active Markets Other Significant

for Identical Observable Unobservable
    Carrying     Estimated     Assets Inputs Inputs

Amount Fair Value (Level 1) (Level 2) (Level 3)
Financial assets                

Cash and cash equivalents $  262,158 $  262,158 $  262,158 $  — $  —
Securities available for sale   81,761   81,761  61,790   19,971  —
Securities held to maturity   10,639   10,697  —  10,697  —
Equity securities  9,117  9,117  5,770  3,347  —
FHLBNY stock   1,010   1,010  —  1,010  —
Net loans receivable   1,138,095   1,166,600  —  —  1,166,600
Accrued interest receivable   4,118   4,118  —  4,118  —
Derivative assets   41,293   41,293  —  41,293  —

Financial liabilities       
Deposits       

Savings, money market, and demand accounts $  1,273,105 $  1,273,105 $  — $  1,273,105 $  —
Time deposits   108,086   109,218  —  109,218  —

Mortgagors’ escrow deposits   2,634   2,634  —  2,634  —
Accrued interest payable   24   24  —  24  —
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June 30, 2020
Fair Value Measurements Using

Significant
Active Markets Other Significant

for Identical Observable Unobservable
Carrying Estimated Assets Inputs Inputs

    Amount     Fair Value     (Level 1) (Level 2) (Level 3)
Financial assets         

Cash and cash equivalents $  156,903 $  156,903 $  156,903 $  — $  —
Securities available for sale   75,768   75,768  61,511  14,257  —
Securities held to maturity   6,822   6,917  —  6,917  —
Equity securities  8,533  8,533  5,528  3,005  —
FHLBNY stock   1,010   1,010  —  1,010  —
Net loans receivable   1,148,399   1,180,002  —  —  1,180,002
Accrued interest receivable   3,467   3,467  —  3,467  —
Derivative assets   42,922   42,922  —  42,922  —

Financial liabilities       
Deposits       

Savings, money market, and demand accounts $  1,150,591 $  1,150,591 $  — $  1,150,591 $  —
Time deposits   119,559   120,921  —  120,921  —

Mortgagors’ escrow deposits   6,044   6,044  —  6,044  —
Accrued interest payable   35   35  —  35  —

Short-Term Financial Instruments

The  fair  value  of  certain  financial  instruments  are  estimated  to  approximate  their  carrying  amounts  because  the
remaining term to maturity or period to repricing of the financial instrument is less than ninety days. Such financial instruments
include cash and cash equivalents, accrued interest receivable and payable, and mortgagor’s escrow deposits.

Securities

Fair values of securities available for sale,  securities held to maturity and equity securities are determined as outlined
earlier in this footnote.

FHLBNY Stock

The fair value of FHLB stock approximates its carrying value due to transferability restrictions.

Loans

Fair  values  are  estimated  for  portfolios  of  loans  with  similar  financial  characteristics.  Loans  are  segregated  by  type,
including  residential  real  estate,  commercial  real  estate,  and  consumer  loans  and  whether  the  interest  rates  are  fixed  and/or
variable.

The estimated fair values of performing loans is calculated by discounting scheduled cash flows through the estimated
maturity using estimated market discount rates that reflect the credit and interest rate risk inherent in the respective loan portfolio.

Estimated fair values for nonperforming loans are based on estimated cash flows discounted using a rate commensurate
with the credit risk involved. Assumptions regarding credit risk, cash flows, and discount rates are judgmentally determined using
available market information and specific borrower information.

Derivatives

Fair values of derivative assets and liabilities are determined as outlined earlier in this footnote.
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Deposits

The estimated fair  value of  deposits  with no stated maturity,  such as  savings,  money market  and demand deposits,  is
regarded  to  be  the  amount  payable  on  demand.  The  estimated  fair  value  of  time  deposits  is  based  on  the  discounted  value  of
contractual cash flows. The discount rate is estimated using market rates for time deposits with similar maturities. The fair value
estimates for deposits do not include the benefit that results from the low-cost funding provided by the deposits as compared to
the cost of borrowing funds in the market.

10. REVENUE RECOGNITION

In general, for revenue not associated with financial instruments, guarantees and lease contracts, we apply the following
steps when recognizing revenue from contracts with customers: (i) identify the contract, (ii) identify the performance obligations,
(iii) determine the transaction price, (iv) allocate the transaction price to the performance obligations and (v) recognize revenue
when performance obligation is satisfied. Our contracts with customers are generally short term in nature, typically due within
one  year  or  less  or  cancellable  by  us  or  our  customer  upon  a  short  notice  period.  Performance  obligations  for  our  customer
contracts are generally satisfied at a single point in time, typically when the transaction is complete. In some cases, we act in an
agent  capacity,  deriving  revenue  through  assisting  other  entities  in  transactions  with  our  customers.  In  such  transactions,  we
recognized  revenue  and the  related  costs  to  provide  our  services  on a  net  basis  in  our  financial  statements.  These  transactions
primarily relate to insurance and brokerage commissions,  and fees derived from our customers'  use of various interchange and
ATM/debit card networks.

Revenue associated with financial instruments, including revenue from loans and securities is excluded from the scope
of the accounting guidance for revenue from contracts  with customers.  In addition,  certain noninterest  income streams such as
fees associated with mortgage servicing rights, financial guarantees, derivatives, and certain credit card fees are also not in scope
of the accounting guidance for revenue from contracts with customers. The accounting guidance for revenue from contracts with
customers is applicable to noninterest revenue streams such as deposit related fees, interchange fees, and insurance and wealth
management services commissions.

The following presents noninterest income, segregated by revenue streams in-scope and out-of-scope of the accounting
guidance for revenue from contracts with customers, for the three months ended September 30, 2020 and 2019.

    For the Three Months Ended September 30, 
2020 2019

(dollars in thousands)
Non-interest Income
In scope
 Insurance services $  669 $  675
 Wealth management services   685   679
 Service charges on deposit accounts   619   915
 Card services income   761   731
 Other   61   64
Non-interest income in scope   2,795   3,064

  
Non-interest income out of scope   733   905

  
Total non-interest income $  3,528 $  3,969
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11. EARNINGS (LOSS) PER SHARE

Basic  earnings  (loss)  per  share  represent  income  (loss)  available  to  common  stockholders  divided  by  the  weighted-
average  number  of  common  shares  outstanding  during  the  period.  Unallocated  ESOP  shares  are  not  deemed  outstanding  for
earnings  per  share  calculations.  There  were  no  potentially  diluted  common  stock  equivalents  as  of  September  30,  2020  or
September 30, 2019.

    For the Three Months Ended September 30, 
2020 2019

(Dollars in thousands, except share and per share amounts)
Net income (loss) applicable to common stock $  1,394 $  (12,684)

Average number of common shares outstanding  25,977,679  25,977,679
Less: Average unallocated ESOP shares  935,587  992,867
Average number of common shares outstanding used to calculate
basic and diluted earnings per common share  25,042,092  24,984,812

Net earnings (loss) per common share:
Basic $  0.06 $  (0.51)
Diluted $  0.06 $  (0.51)

Item 2 - Management’s Discussion and Analysis of Financial Condition and Results of Operations

Statement Regarding Forward-Looking Statements

Certain  statements  contained  herein  are  “forward  looking  statements”  within  the  meaning  of  Section  27A  of  the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. These forward-looking statements are generally
identified by use of the words "believe," "expect," "intend," "anticipate," "estimate," "project" or similar expressions, or future or
conditional verbs, such as “will,” “would,” “should,” “could,” or “may.” The Company’s ability to predict results or the actual
effect of future plans or strategies is inherently uncertain. No assurance can be given that the future results covered by forward-
looking  statements  will  be  achieved.  Certain  forward-looking  statements  are  included  in  this  Form  10-Q,  principally  in  the
section  captioned  “Management’s  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations.”  Factors  which
could have a material adverse effect on the operations of the Company and its subsidiaries include, but are not limited to:

● our business,  financial  condition, liquidity,  capital  and results of operations have been, and will  likely continue to be,
adversely affected by the COVID-19 pandemic;

● risks and uncertainties related to the COVID-19 pandemic and resulting governmental and societal response;
● risks related to the variety of litigation and other proceedings described in the “Legal Proceedings” section;
● general economic conditions, either nationally or in our market area, that are worse than expected;
● impact on our interest earning asset yield volatility as PPP loans are forgiven by the SBA;
● competition within our market area that is stronger than expected;
● changes in the level and direction of loan delinquencies and charge-offs and changes in estimates of the adequacy of the

allowance for loan losses;
● our ability to access cost-effective funding;
● fluctuations in real estate values and both residential and commercial real estate market conditions;
● demand for loans and deposits in our market area;
● changes in our partnership with a third-party mortgage banking company;
● our ability to maintain sufficient sources of liquidity to satisfy our short and long-term liquidity needs;
● our ability to continue to implement our business strategies;
● competition among depository and other financial institutions;
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● inflation  and  changes  in  market  interest  rates  that  reduce  our  margins  and  yields,  reduce  the  fair  value  of  financial
instruments or reduce our volume of loan originations, or increase the level of defaults, losses and prepayments on loans
we have made and make, whether held in portfolio or sold in the secondary market;

● 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 manage market risk, credit risk and operational risk;
● our ability to enter new markets successfully and capitalize on growth opportunities;
● the imposition of tariffs or other domestic or international governmental polices impacting the value of the products of

our borrowers;
● our ability to successfully integrate into our operations any assets, liabilities or systems we may acquire, as well as new

management  personnel  or  customers,  and  our  ability  to  realize  related  revenue  synergies  and  cost  savings  within
expected time frames and any goodwill charges related thereto;

● changes in consumer spending, borrowing and savings habits;
● our ability to maintain our reputation;
● our ability to prevent or mitigate fraudulent activity;
● changes in cost of legal expenses, including defending against significant litigation;
● changes  in  accounting  policies  and  practices,  as  may  be  adopted  by  the  bank  regulatory  agencies,  the  Financial

Accounting Standards Board, the Securities and Exchange Commission or the Public Company Accounting Oversight
Board;

● our ability to retain key employees;
● our ability to evaluate the amount and timing of recognition of future tax assets and liabilities;
● our compensation expense associated with equity benefits allocated or awarded to our employees in the future; and
● changes in the financial condition, results of operations or future prospects of issuers of securities that we own.

Additional factors that may affect our results are discussed in the annual report on Form 10-K for the fiscal year ended
June 30, 2020, under the heading “Risk Factors” and this Form 10-Q, under the heading “Risk Factors.” The Company disclaims
any  obligation  to  revise  or  update  any  forward-looking  statements  contained  in  this  quarterly  report  on  Form  10-Q  to  reflect
future events or developments.

Overview

Net Interest Income. Our primary source of income is net interest income. Net interest income is the difference between
interest income, which is the income we earn on our loans and investments, and interest expense, which is the interest we pay on
our deposits and borrowings.

Provision for Loan Losses. The allowance for loan losses is a valuation allowance for probable incurred credit losses.
The  allowance  for  loan  losses  is  increased  through  charges  to  the  provision  for  loan  losses.  Loans  are  charged  against  the
allowance when management  believes that  the collectability  of  the principal  loan amount is  not  probable.  Recoveries  on loans
previously  charged-off,  if  any,  are  credited  to  the  allowance  for  loan  losses  when  realized.  It  is  likely  we  will  incur  elevated
provision for loan losses and charge-offs due to the adverse impact of the pandemic on the economy of our market area and our
customers.

Non-interest Income. Our primary sources of non-interest income are banking fees and service charges, insurance and
wealth management services income. Our non-interest income also includes net gains or losses on equity securities, net realized
gains or losses on available for sale securities, net gains in cash surrender value of bank owned life insurance, net gain or loss on
disposal of assets, other gains and losses, and miscellaneous income.

Non-Interest  Expenses. Our  non-interest  expenses  consist  of  salaries  and  employee  benefits,  net  occupancy  and
equipment,  data  processing,  advertising,  federal  deposit  insurance  premiums,  professional  fees,  and  other  general  and
administrative expenses.
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Salaries  and  employee  benefits  consist  primarily  of  salaries  and  wages  paid  to  our  employees,  payroll  taxes,  and
expenses for worker’s compensation and disability insurance, health insurance, retirement plans and other employee benefits, as
well as commissions and other incentives.

Occupancy  and  equipment  expenses,  which  are  the  fixed  and  variable  costs  of  buildings  and  equipment,  consist
primarily of depreciation charges, rental expenses, furniture and equipment expenses, maintenance, real estate taxes and costs of
utilities. Depreciation of premises and equipment is computed using a straight-line method based on the estimated useful lives of
the related assets or the expected lease terms, if shorter.

Data  processing  expenses  are  fees  we  pay  to  third  parties  for  use  of  their  software  and  for  processing  customer
information, deposits and loans.

Advertising  includes  most  marketing  expenses  including  multi-media  advertising  (public  and  in-store),  promotional
events and materials, civic and sales focused memberships, and community support.

Federal deposit insurance premiums are payments we make to the Federal Deposit Insurance Corporation for insurance
of our deposit accounts.

Professional fees includes legal and other consulting expenses.

Other  expenses  include  expenses  for  professional  services,  office  supplies,  postage,  telephone,  insurance  and  other
miscellaneous operating expenses.

Income Tax  Expense  (Benefit). Our  income  tax  expense  (benefit)  is  the  total  of  the  current  year  income  tax  due  or
refundable  and  the  change  in  deferred  tax  assets  and  liabilities.  Deferred  tax  assets  and  liabilities  are  the  expected  future  tax
amounts for the temporary differences between the carrying amounts and the tax basis of assets and liabilities, computed using
enacted tax rates. A valuation allowance, if needed, reduces deferred tax assets to the amounts expected to be realized.

Recent Developments

COVID-19 Pandemic

In early January 2020, the World Health Organization issued an alert that a novel coronavirus outbreak was emanating
from the Wuhan Province in China. Later in January, the first death related to the novel coronavirus, identified as Coronavirus
Disease 2019 (“COVID-19”), occurred in the United States. Over the course of the next several weeks, the outbreak continued to
spread  to  various  regions  of  the  World  prompting  the  World  Health  Organization  to  declare  COVID-19 a  global  pandemic  in
March 2020.  In the United States,  the rapid spread of the COVID-19 virus invoked various Federal  and State,  including New
York State, authorities to make emergency declarations and issue executive orders to limit the spread of the disease. Measures
included  restrictions  on  international  and  domestic  travel,  restrictions  on  business  operations,  limitations  on  public  gatherings,
implementation of social distancing protocols, school closings, orders to shelter in place and mandates to close all non-essential
businesses  to  the  public.  As  of  September  30,  2020,  some  of  these  restrictions  have  been  removed  and  many  non-essential
businesses  have  been  allowed  to  re-open  in  a  limited  capacity,  adhering  to  social  distancing  and  disinfection  guidelines.
However, these restrictions and other consequences of the pandemic have resulted in significant adverse effects for the Company
and its customers. The direct and indirect effects of the COVID-19 pandemic have resulted in dramatic reductions in the level of
economic activity in the Company’s market area, as well as in the national and global economies and financial markets, and have
severely hampered the ability for certain businesses and consumers to meet their current repayment obligations

Concerns about the pandemic and its negative impact on economic activity,  has severely disrupted both domestic and
international  financial  markets  and  has  prompted  Central  Banks  around  the  World  to  inject  significant  amounts  of  monetary
stimulus into their economies. In the United States, the Federal Reserve System’s Federal Open Market Committee, swiftly cut
the target Federal Funds rate to a range of 0% to 0.25%, including a 50 basis point reduction in the target federal funds rate on
March 3, 2020 and an additional 100 basis point reduction on March 15, 2020. In addition, the Federal Reserve rolled out various
market support programs to ease the stress on financial markets. In addition the United
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States Congress, on March 27, 2020, passed the Coronavirus Aid, Relief and Economic Security Act (“CARES Act”), which was
intended  to  provide  approximately  $2.5  trillion  of  direct  support  to  U.S.  citizens  and  businesses  affected  by  the  COVID-19
outbreak, and on April 24, 2020, passed the Paycheck Protection and Health Care Enhancement Act (“Enhancement Act”), which
was intended to provide $484 billion in additional funding to replenish and supplement key programs under the CARES Act.

As the COVID-19 events unfolded throughout the calendar 2020 year to date period, the Company implemented various
plans, strategies and protocols to protect its employees, maintain services for customers, assure the functional continuity of the
Company’s operating systems, controls and processes, and mitigate financial risks posed by changing market conditions. In order
to  protect  its  employees  and  assure  workforce  and  operational  continuity,  the  Company  imposed  business  travel  restrictions,
implemented quarantine and work from home protocols  and physically separated,  to the extent  possible,  the critical  operations
site workforce that are unable to work remotely. To limit the risk of virus spread, the Company implemented drive-thru only and
by appointment operating protocols for its bank branch network. The Company also maintained regular communications with its
primary regulatory agencies and critical vendors to assure all mission-critical activities and functions are being performed in line
with  regulatory  expectations  and  the  Company’s  service  standards.  During  the  first  fiscal  quarter  of  2021,  the  Company
continued  to  implement  a  return-to-work  plan  and  currently  has  a  majority  of  its  employees  working  in  a  traditional  office
environment and a majority of its branch network lobbies are open to the public.

Although  there  is  a  high  degree  of  uncertainty  around  the  magnitude  and  duration  of  the  economic  impact  of  the
COVID-19  pandemic,  the  Company’s  management  believes  that  it  was  well  positioned  with  adequate  levels  of  capital  as  of
September 30, 2020. At September 30, 2020, all of the Bank’s regulatory capital ratios exceeded all well-capitalized standards.
More specifically, the Bank’s Tier 1 Leverage Ratio, a common measure to evaluate a financial institutions capital strength, was
11.59% at September 30, 2020.

In addition, management believes the Company was well positioned with adequate levels of liquidity as of September
30,  2020.  The Bank maintains  a funding base largely comprised of core noninterest  bearing demand deposit  accounts  and low
cost interest-bearing savings and money market deposit  accounts with customers that operate,  reside or work within its branch
footprint.  At  September  30,  2020,  the  Company’s  cash  and  cash  equivalents  balance  was  $262.2  million.  The  Company  also
maintains an available-for-sale investment securities portfolio, comprised primarily of highly liquid U.S. Treasury securities and
highly-rated municipal securities. This portfolio not only generates interest income, but also serves as a ready source of liquidity.
At  September  30,  2020,  the  Company’s  available-for-sale  investment  securities  portfolio  totaled  $81.8  million.   The  Bank’s
unused borrowing capacity at the Federal Home Loan Bank of New York at September 30, 2020 was $70.3 million.

The  Bank  participated  in  the  Paycheck  Protection  Program  (“PPP”),  a  $650  billion  specialized  low-interest  loan
program funded by the  U.S.  Treasury Department  and administered  by the  U.S.  Small  Business  Administration  (“SBA”).  PPP
loans have an interest rate of 1.0%, a two-year or five-year loan term to maturity, and principal and interest payments deferred
until the lender receives the applicable forgiven amount or 10 months after the end of the borrower’s loan forgiveness covered
period.  The  SBA  will  guarantee  100%  of  the  PPP  loans  made  to  eligible  borrowers.   The  entire  principal  amount  of  the
borrower’s PPP loan, including any accrued interest, is eligible to be reduced by the loan forgiveness amount under the PPP so
long  as  employee  and  compensation  levels  of  the  business  are  maintained  and  60% of  the  loan  proceeds  are  used  for  payroll
expenses, with the remaining 40% of the loan proceeds used for other qualifying expenses. As of September 30, 2020, the Bank’s
commercial loan portfolio included 658 PPP loans totaling $75.8 million. The Bank anticipates assisting a substantial number of
its  PPP  borrowers  with  forgiveness  requests  during  the  second  and  third  fiscal  quarters  of  2021.  As  of  November  6,  2020,
forgiveness  requests  for  135  borrowers’  PPP  loans  for  a  total  of  $21.6  million  have  been  submitted  to  the  SBA.  The  Federal
Reserve has instituted a program, the Paycheck Protection Program Liquidity Facility (“PPPLF”), authorized under section 13(3)
of the Federal Reserve Act, which is intended to facilitate lending by banks to small businesses under the PPP while maintaining
strong liquidity  to  meet  cash flow needs.  Under  the PPPFL, the  Federal  Reserve Banks lent  to  banks on a  non-recourse  basis,
taking  PPP loans  as  collateral.  Principal  repayment  of  PPPLF borrowings,  if  any,  were  made  upon  receipt  of  payment  on  the
underlying PPP loans pledged as collateral and interest is charged at a rate of 0.35%. At September 30, 2020, the Bank’s unused
borrowing  capacity  at  the  Federal  Reserve  Bank  of  New York  through  the  PPPLF was  $75.8  million.  The  Bank  continues  to
evaluate its liquidity needs and has access to borrow funds through the PPPLF if deemed necessary.
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From a credit risk and lending perspective, the Company has taken actions to identify and assess its COVID-19 related
credit  exposures  based  on  asset  class  and  borrower  type.  Through  September  30,  2020,  no  specific  COVID-19  related  credit
impairment was identified within the Company’s investment securities portfolio, including the Company’s municipal securities
portfolio. With respect to the Company’s lending activities, the Company implemented customer payment deferral programs to
assist  both  consumer  and  commercial  borrowers  that  may  be  experiencing  financial  hardship  due  to  COVID-19  related
challenges,  whereby  short-term  deferrals  of  payments  (generally  three  to  six  months)  have  been  provided.  In  relation  to  its
consumer borrowers, as of September 30, 2020, the Company had COVID-19 related financial hardship payment deferrals related
to 12 loans representing $4.0 million of the Company’s residential mortgage, home equity loans and lines of credit, and consumer
loan  balances,  which  is  down  from  110  loans  representing  $27.4  million  as  of  June  30,  2020.  In  relation  to  its  commercial
borrowers,  as  of  September  30,  2020,  the  Company had  COVID-19 related  financial  hardship  payment  deferrals  related  to  22
loans representing $27.6 million of the Company’s commercial loan balances, which is down from 144 loans representing $170.3
million  as  of  June  30,  2020.  Loans  in  deferment  status  will  continue  to  accrue  interest  during  the  deferment  period  unless
otherwise  classified as  nonperforming.  Consistent  with the CARES Act  and industry  regulatory guidance,  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  throughout  the  agreed  upon  deferral  period  and  not  classified  as  troubled-debt  restructured  loans.
Borrowers that were delinquent in their payments to the Bank prior to requesting a COVID-19 related financial hardship payment
deferral, were reviewed on a case by case basis for troubled debt restructure classification and non-performing loan status. In the
instances where the Bank granted a payment deferral to a delinquent borrower, the borrower’s delinquency status was frozen as
of  March  20,  2020,  and  their  loans  will  continue  to  be  reported  as  delinquent  during  the  deferment  period  based  on  their
delinquency status  as  of  March 20,  2020.  Although the amount  of  loans in  deferral  status  at  September  30,  2020 has  declined
from  June  30,  2020,  there  are  borrowers  continuing  to  experience  COVID-19  related  financial  hardships.  The  Company
anticipates  that  delinquent  and  nonperforming  loans  will  increase  in  future  periods  as  borrowers  that  continue  to  experience
COVID-19 related financial hardships will be unable to continue loan payments consistent with their contractual obligations and
the Company may be required to make additional provisions for loan losses.

The COVID-19 crisis is expected to continue to adversely impact the Company’s financial results,  as well as demand
for its  services and products during the second fiscal  quarter  of 2021 and beyond. The short  and long-term implications of the
COVID-19 crisis,  and related  monetary  and  fiscal  stimulus  measures,  on  the  Company’s  future  operations,  revenues,  earnings
results,  allowance  for  loan  losses,  capital  reserves,  and  liquidity  are  unknown  at  this  time.  At  this  point,  the  extent  to  which
COVID-19 may impact our future financial condition or results of operations is uncertain and not currently estimable, however
the impact could be adverse and material.

Potentially Fraudulent Activity

During  the  first  fiscal  quarter  of  2020  (the  quarter  ending  September  30,  2019),  the  Company  became  aware  of
potentially  fraudulent  activity  associated  with  transactions  conducted  in  the  Company’s  first  fiscal  quarter  of  2020  by  an
established business customer of the Bank. The customer and various affiliated entities  (collectively,  the “Mann Entities”)  had
numerous accounts with the Bank. The transactions in question relate both to deposit and lending activity with the Mann Entities.

For the fraudulent activity related to the Mann Entities, the Bank’s potential exposure with respect to its deposit activity
was approximately $18.5 million. In the first fiscal quarter of 2020, the Bank exercised its rights pursuant to state and federal law
and the relevant account agreements to set off approximately $16.0 million from accounts held by the Mann Entities at the Bank.
The set off was to partially cover overdrafts/negative account balances that primarily resulted from another bank returning/calling
back  $15.6  million  in  checks  on  August  30,  2019,  that  the  Mann  Entities  had  deposited  into  and  then  withdrawn  from  their
accounts at the Bank the day before.  In the first fiscal quarter of 2020, the Bank recognized a charge to non-interest expense in
the  amount  of  $2.5  million  based on the  net  negative  deposit  balance  of  the  various  Mann Entities’  accounts  after  the  setoffs.
Through the end of the first fiscal quarter of 2021, no additional charges to non-interest expense were recognized related to the
deposit transactions with the Mann Entities.

With  respect  to  the  Bank’s  lending  activity  with  the  Mann  Entities,  its  potential  exposure  was  approximately  $15.8
million (which represents the Bank’s participation interest in the approximately $35.8 million commercial loan relationships for
which the Bank is the originating lender). In the first fiscal quarter of 2020, the Bank recognized a provision for loan losses in the
amount of $15.8 million, related to the charge-off of the entire principal balance owed to
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the Bank related to the Mann Entities’ commercial loan relationships. During the third fiscal quarter of 2020 and the first fiscal
quarter  of 2021, the Bank recognized partial  recoveries in the amount of $1.7 million and $34,000, respectively,  related to the
charge-off of the Mann Entities’ commercial  loan relationships,  which were credited to the allowance for loan losses. Through
the end of the first  fiscal  quarter  of 2021, no additional  charges to the provision for loan losses were recognized related to the
loan transactions with the Mann Entities.

Several other parties are asserting claims against the Company and the Bank related to the series of transactions between
the  Company  or  the  Bank,  on  the  one  hand,  and  the  Mann  Entities,  on  the  other.  The  Company  and  the  Bank  continue  to
investigate these matters and it is possible that the Company and the Bank will be subject to additional liabilities which may have
a material adverse effect on our financial condition, results of operations or cash flows. The Company is pursuing all available
sources of recovery and other means of mitigating the potential loss, and the Company and the Bank are vigorously defending all
claims  asserted  against  them arising  out  of  or  otherwise  related  to  the  fraudulent  activity  of  the  Mann Entities.  For  additional
details  regarding  legal,  other  proceedings  and  related  matters,  see,  “Part  II  –  Other  Information,  Item 1  –  Legal  Proceedings”
below.

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.

The Jumpstart Our Business Startups Act of 2012 (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. The  allowance  for  loan  losses  is  the  amount  estimated  by  management  as  necessary  to
absorb credit losses incurred in the loan portfolio that are both probable and reasonably estimable at the relevant balance sheet
date.  The amount  of  the  allowance  is  based  on significant  estimates,  and the  ultimate  losses  may vary  from such estimates  as
more  information  becomes  available  or  conditions  change.  The  methodology  for  determining  the  allowance  for  loan  losses  is
considered  a  critical  accounting  policy  by  management  due  to  the  high  degree  of  judgment  involved,  the  subjectivity  of  the
assumptions used and the potential  for changes in the economic environment that could result  in changes to the amount of the
recorded allowance for loan losses. See Item 2 – “Recent Developments – COVID-19 Pandemic”.

As a  substantial  percentage  of  our  loan portfolio  is  collateralized  by real  estate,  appraisals  of  the underlying value of
property  securing  loans  are  critical  in  determining  the  amount  of  the  allowance  required  for  specific  loans.  Assumptions  are
instrumental  in  determining  the  value  of  properties.  Overly  optimistic  assumptions  or  negative  changes  to  assumptions  could
significantly  affect  the  valuation  of  a  property  securing  a  loan  and  the  related  allowance  determined.  Management  carefully
reviews the assumptions supporting such appraisals to determine that the resulting values reasonably reflect amounts realizable
on the related loans.

Management performs an evaluation of the adequacy of the allowance for loan losses at least quarterly. We consider a
variety of factors in establishing this estimate including, but not limited to, current economic conditions, delinquency statistics,
geographic  concentrations,  the  adequacy of  the  underlying  collateral,  the  financial  strength  of  the  borrower,  results  of  internal
loan reviews and other relevant factors. This evaluation is inherently subjective as it requires
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material  estimates by management that may be susceptible to significant  change based on changes in economic and real  estate
market conditions.

The  evaluation  has  specific  and  general  components.  The  specific  component  relates  to  loans  that  are  deemed  to  be
impaired and classified as special mention, substandard, doubtful, or loss. For such loans that are also classified as impaired, an
allowance is generally established when the collateral value of the impaired loan is lower than the carrying value of that loan. The
general  component  covers  non-classified  loans,  as  well  as  classified  loans  that  are  not  deemd to  be  impaired,  and is  based  on
historical loss experience adjusted for qualitative factors.

Actual  loan  losses  may  be  significantly  more  than  the  allowance  we  have  established  which  could  have  a  material
negative effect on our financial results.

Fair Value Measurements. The fair value of a financial instrument is the exchange price that would be received for an
asset or paid to transfer a liability (exit price) in the principal or most advantageous market for the particular asset or liability in
an orderly transaction between market participants on the measurement date. We estimate the fair value of a financial instrument
and any related asset impairment using a variety of valuation methods. Where financial instruments are actively traded and have
quoted market prices, quoted market prices as of the measurement date are used for fair value. When the financial instruments are
not actively traded, other observable market inputs, such as quoted prices of securities with similar characteristics, quoted prices
in markets that are not active or other inputs that are observable or can be corroborated by observable market data, may be used,
if  available,  to  determine  fair  value.  When  observable  market  prices  do  not  exist,  we  estimate  fair  value.  These  estimates  are
subjective in nature and imprecision in estimating these factors can impact the amount of revenue or loss recorded.

Investment Securities. Available-for-sale  and  held-to-maturity  securities  are  reviewed  by  management  on  a  quarterly
basis,  and  more  frequently  when  economic  or  market  conditions  warrant,  for  possible  other-than-temporary  impairment.  In
determining other-than-temporary impairment, management considers many factors, including the length of time and the extent
to which the fair value has been less than cost, the financial condition and near-term prospectus of the issuer, whether the market
decline  was  affected  by  macroeconomic  conditions  and  whether  the  Company  has  the  intent  to  sell  the  debt  security  or  more
likely than not will be required to sell the debt security before its anticipated recovery. A decline in value that is considered to be
other-than-temporary is recorded as a loss within non-interest income in the statement of operations. The assessment of whether
other-than-temporary  impairment  exists  involves  a  high  degree  of  subjectivity  and  judgment  and  is  based  on  the  information
available  to  management  at  a  point  in  time.  In  order  to  determine  other-than-temporary  impairment  for  mortgage-backed
securities,  asset-backed securities and collateralized mortgage obligations, we compare the present value of the remaining cash
flows  as  estimated  at  the  preceding  evaluation  date  to  the  current  expected  remaining  cash  flows.  Other-than-temporary
impairment is deemed to have occurred if there has been an adverse change in the remaining expected future cash flows.

Pension  Obligations.  We  maintain  a  non-contributory  defined  benefit  pension  plan  covering  substantially  all  of  our
full-time employees. The benefits are developed from actuarial valuations and are based on the employee’s years of service and
compensation. Actuarial assumptions such as interest rates, expected return on plan assets, turnover, mortality and rates of future
compensation  increases  have  a  significant  impact  on  the  costs,  assets  and  liabilities  of  the  plan.  Pension  expense  is  the  net  of
service cost, interest cost, return on plan assets and amortization of gains and losses not immediately recognized.

Legal Proceeding and Other Contingent Liabilities.  In the ordinary course of business, we are involved in a number of
legal,  regulatory,  governmental  and  other  proceedings  or  investigations  concerning  matters  arising  from  the  conduct  of  our
business. In view of the inherent difficulty of predicting the outcome of such matters, particularly where the claimants seek large
or  indeterminate  damages,  we  generally  cannot  predict  the  eventual  outcome  of  the  pending  matters,  timing  of  the  ultimate
resolution  of  these  matters,  or  eventual  loss,  fines  or  penalties  related  to  each  pending  matter.  In  accordance  with  applicable
accounting guidance, we establish an accrued liability when those matters present loss contingencies that are both probable and
estimable.  These estimates  are based upon currently available information and are subject  to significant  judgment,  a variety of
assumptions and known and unknown uncertainties. Our estimates of potential losses will change over time and the actual losses
may  vary  significantly,  and  there  may  be  an  exposure  to  loss  in  excess  of  any  amounts  accrued.  As  a  matter  develops,
management,  in  conjunction  with  any  outside  counsel  handling  the  matter,  evaluate  on  an  ongoing  basis  whether  such  matter
presents a loss contingency that is probable and estimable;
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or  where  a  loss  is  reasonably  possible,  whether  in  excess  of  a  related  accrued  liability  or  where  there  is  no  accrued  liability,
whether it is possible to estimate a range of possible loss. Once the loss contingency is deemed to be both probable and estimable,
we establish an accrued liability and record a corresponding amount of expense. We continue to monitor the matter for further
developments that could affect the amount of the accrued liability that has been previously established.

Income Taxes. Income tax expense (benefit) is the total of the current year income tax due or refundable and the change
in  deferred  tax  assets  and  liabilities.  Deferred  tax  assets  and  liabilities  are  the  expected  future  tax  amounts  for  temporary
differences between carrying amounts and the tax basis of assets and liabilities,  computed using enacted tax rates.  A valuation
allowance,  if  needed, reduces deferred tax assets to the amount expected to be realized.  We recognize interest  and/or penalties
related to income tax matters in other expense. A tax position is recognized as a benefit only if it is “more likely than not” that the
tax position would be sustained in a tax examination, with a tax examination being presumed to occur. The amount recognized is
the largest amount of tax benefit that is more than 50% likely of being realized on examination. For tax positions not meeting the
“more likely than not” test, no tax benefit is recorded. Management determines the need for a deferred tax valuation allowance
based upon the realizability of tax benefits from the reversal of temporary differences creating the deferred tax assets, as well as
the amounts of available open tax carrybacks, if any. At September 30, 2020, no valuation allowance was required.

We  exercise  significant  judgment  in  evaluating  the  amount  and  timing  of  recognition  of  the  resulting  tax  assets  and
liabilities.  These judgments require us to make projections of future taxable income. The judgments and estimates we make in
determining our deferred tax assets are inherently subjective and are reviewed on a regular basis as regulatory or business factors
change. Any reduction in estimated future taxable income may require us to record a valuation allowance against our deferred tax
assets.  A  valuation  allowance  that  results  in  additional  income  tax  expense  in  the  period  in  which  it  is  recognized  would
negatively affect earnings.
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Average Balances and Yields

The following table sets forth average balances, average yields and costs, and certain other information for the periods
indicated.  No  tax-equivalent  yield  adjustments  have  been  made,  as  the  effects  would  be  immaterial.  All  average  balances  are
daily  average  balances.  Non-accrual  loans  were  included  in  the  computation  of  average  balances.  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,
as applicable.

For the Three Months Ended September 30,  
2020 2019  

    Average         Average     Average         Average  
Outstanding Yield/Cost Outstanding Yield/Cost 

Balance Interest (4) Balance Interest (4)  
(Dollars in thousands)

Interest-earning assets:  
Loans $  1,139,976 $ 10,664   3.76 %  $  1,062,629 $ 13,150   5.00 %
Securities   92,459   330   1.42 %    99,255   622   2.51 %
Interest-earning deposits and other   149,551   71   0.19 %    126,132   813   2.58 %

Total interest-earning assets   1,381,986   11,065   3.21 %    1,288,016   14,585   4.57 %
Non-interest-earning assets   152,997         140,176       

Total assets $  1,534,983       $  1,428,192       

Interest-bearing liabilities:                   
Demand deposits $  121,712 $  41   0.13 %  $  122,897 $  90   0.29 %
Savings deposits   260,849   34   0.05 %    242,965   32   0.05 %
Money market deposits   342,694   196   0.23 %    353,877   598   0.67 %
Certificates of deposit   111,708   415   1.48 %    129,872   574   1.77 %

Total interest-bearing deposits   836,963   686   0.33 %    849,611   1,294   0.62 %
Borrowings and other   5,554   29   2.09 %    5,691   33   2.32 %

Total interest-bearing liabilities   842,517   715   0.34 %    855,302   1,327   0.62 %
Non-interest-bearing deposits  446,168  344,233
Other non-interest-bearing liabilities   22,604         12,873       

Total liabilities   1,311,289         1,212,408       
Total shareholders' equity   223,694         215,784       

Total liabilities and shareholders' equity $  1,534,983       $  1,428,192       
Net interest income    $ 10,350       $ 13,258    
Net interest rate spread (1)         2.87 %          3.95 %
Net interest-earning assets (2) $  539,469       $  432,714       
Net interest margin (3)         3.00 %          4.15 %
Average interest-earning assets to interest-bearing liabilities   164.03 %          150.59 %        

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

(2) Net interest-earning assets represent total interest-earning assets less total interest-bearing liabilities.
(3) Net interest margin represents net interest income divided by average total interest-earning assets.
(4) Annualized.
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Rate/Volume Analysis

The  following  table  presents  the  effects  of  changing  rates  and  volumes  on  our  net  interest  income  for  the  periods
indicated.  The rate  column shows the  effects  attributable  to  changes  in  rate  (changes  in  rate  multiplied  by prior  volume).  The
volume  column  shows  the  effects  attributable  to  changes  in  volume  (changes  in  volume  multiplied  by  prior  rate).  The  total
column represents  the  sum of  the  prior  two columns.  For  purposes  of  this  table,  changes  attributable  to  both rate  and volume,
which cannot be segregated, have been allocated proportionately based on the changes due to rate and the changes due to volume.

Three Months Ended September 30, 
2020 vs. 2019

Total
Increase (Decrease) Due to Increase

    Volume     Rate     (Decrease)     
(Dollars in thousands)

Interest-earning assets:
Loans $  929 $  (3,415) $  (2,486)
Securities   (40)   (252)   (292)
Interest-earning deposits and other   128   (870)   (742)

Total interest-earning assets   1,017   (4,537)   (3,520)

Interest-bearing liabilities:          
Demand deposits   (1)   (48)   (49)
Savings deposits   2   —   2
Money market deposits   (18)   (384)   (402)
Certificates of deposit   (74)   (85)   (159)

Total interest-bearing deposits   (91)   (517)   (608)
Borrowings and other   (1)   (3)   (4)

Total interest-bearing liabilities   (92)   (520)   (612)
Change in net interest income $  1,109 $  (4,017) $  (2,908)

Exclusive  of  the  impact  of  PPP  loans,  the  Company  expects  its  second  fiscal  quarter  of  2021  net  interest  margin  to
remain depressed due to the precipitous drop in the Federal Funds, Prime and LIBOR interest rates in the second half of fiscal
2020.  Expected  decreases  in  average  interest  earning  asset  yields  are  unlikely  to  be  fully  offset  by  expected  decreases  in  the
average cost of funds. Although the stated interest rate on PPP loans is fixed at 1.0%, timing of the Company’s recognition of the
interest income on origination fees, net of deferred origination costs, on PPP loans is uncertain as to the period of recognition at
this time and will likely cause interest earning asset yield volatility as loans are forgiven by the SBA.

Comparison of Financial Condition at September 30, 2020 and June 30, 2020

Total Assets. Total assets increased $102.6 million, or 6.7%, to $1.6 billion at September 30, 2020 from $1.5 billion at
June 30, 2020. The increase was due primarily to an increase of $105.3 million, or 67.1%, in cash and cash equivalents as well as
a $6.0 million, or 7.9%, increase in securities available for sale and $3.8 million, or 56.0%, increase in securities held to maturity
partially offset by a decrease of $10.3 million, or 0.9%, in net loans receivable.

Cash and Cash Equivalents. Total cash and cash equivalents increased $105.3 million, or 67.1%, to $262.2 million at
September 30, 2020 from $156.9 million at June 30, 2020. This increase resulted from net increases in deposits of $111.0 million
during  the  three  months  ended  September  30,  2020  primarily  due  to  seasonal  deposit  growth  related  to  tax  collection  by
municipal deposit customers.  

Securities  Available  for  Sale. Total  securities  available  for  sale  increased  $6.0  million,  or  7.9%,  to  $81.8  million  at
September 30, 2020 from $75.8 million at June 30, 2020. The increase was primarily due to purchases of municipal obligations
during the three months ended September 30, 2020.

Securities  Held  to  Maturity. Total  securities  held  to  maturity  increased  $3.8  million,  or  56.0%,  to  $10.6  million  at
September 30, 2020 from $6.8 million at June 30, 2020 primarily due to the purchase of a $5.0 million corporate debt security
partially offset by scheduled maturities of municipal obligations during the three months ended September 30, 2020.
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Net Loans. Net loans of  $1.14 billion at  September  30,  2020 decreased $10.3 million,  or  0.9%, from $1.15 billion at
June  30,  2020.  By  loan  category,  commercial  and  industrial  loans  decreased  by  $15.4  million,  or  6.5%,  to  $221.8  million  at
September 30, 2020 from $237.2 million at June 30, 2020 and commercial real estate loans decreased by $7.2 million, or 1.6%, to
$443.3  million  at  September  30,  2020  from  $450.5  million  at  June  30,  2020.  These  decreases  were  somewhat  offset  by  an
increase  in  commercial  construction  loans  of  $13.4  million,  or  14.6%,  to  $105.2  million  at  September  30,  2020  from  $91.8
million at  June 30,  2020 and an increase  in one-to four-family  residential  real  estate  loans of  $1.7 million,  or  0.6%, to $281.7
million at September 30, 2020 from $278.0 million at June 30, 2020. The decrease in commercial and industrial loans was related
to paydowns and reduced line of credit  utilization during the three months ended September 30, 2020. The modest decrease in
commercial  real  estate  loans  was  related  to  prepayments  and  amortization  exceeding  loan  advances  during  the  three  months
ended September 30, 2020. The increase in commercial construction loans was mainly related to funding of loan commitments.

Deposits. Total deposits increased $111.0 million, or 8.7%, to $1.38 billion at September 30, 2020 from $1.27 billion at
June 30, 2020. The increase in deposits  was primarily related to an increase in non-interest  bearing demand accounts of $85.4
million, or 19.5%, to $522.9 million at September 30, 2020 from $437.5 million at June 30, 2020, an increase in interest-bearing
demand accounts of $18.5 million, or 16.7%, to $129.2 million at September 30, 2020 from $110.7 million at June 30, 2020, and
an increase in money market accounts of $15.4 million, or 4.5%, to $359.2 million at September 30, 2020 from $343.8 million at
June 30, 2020.  These increases were partially offset by a decrease in certificates of deposit of $11.5 million, or 9.6%, to $108.1
million at September 30, 2020 from $119.6 million at June 30, 2020. The increases in non-interest bearing demand accounts and
interest-bearing  demand  accounts  were  primarily  related  to  seasonal  deposit  growth  of  municipal  deposit  customers,  and  to  a
lesser  extent,  growth in commercial  deposit  relationships.  The increase  in demand accounts  was also due to deposit  customers
increasing cash balances during the COVID-19 pandemic. The increase in money market accounts was related to seasonal deposit
growth of municipal deposit customers. The decrease in certificates of deposit was primarily due to the maturity of certain large
dollar accounts.

Total Shareholders’ Equity. Total shareholders’ equity increased $1.4 million, or 0.6%, to $225.4 million at September
30, 2020 from $224.0 million at June 30, 2020 from net income of $1.4 million for the three month period ended September 30,
2020.

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

General. Net income increased by $14.1 million to $1.4 million in net income for the three months ended September 30, 
2020 from a $12.7 million in net loss for the three months ended September 30, 2019. The increase was primarily due to a $15.6 
million decrease in the provision for loan losses and a $6.8 million decrease in non-interest expense, partially offset by a $2.9 
million decrease in net interest income and a $5.0 million increase in income tax expense. 

Interest and Dividend Income. Interest and dividend income decreased $3.5 million, or 24.1%, to $11.1 million for the 
three months ended September 30, 2020, from $14.6 million for the three months ended September 30, 2019 primarily due to 
decreases in interest income on loans, securities and interest-earning deposits. The decrease reflected a 136 basis points decrease 
in the average yield on interest-earning assets to 3.21% for the three months ended September 30, 2020, from 4.57% for the three 
months ended September 30, 2019, partially offset by a $94.0 million increase in the average balance of interest-earning assets.

Interest income on loans decreased $2.5 million, or 18.9%, to $10.7 million for the three months ended September 30,
2020 from $13.2 million for the three months ended September 30, 2019. Interest income on loans decreased primarily due to a
124 basis points decrease in the average yield on loans to 3.76% for the three months ended September 30, 2020 from 5.00% for
the three months ended September 30, 2019, offset by a $77.3 million increase in the average balance of loans to $1.14 billion for
the three months ended September 30, 2020 from $1.06 billion for the three months ended September 30, 2019. The decrease in
the average yield on loans was primarily due to the downward adjustment of interest rates on our existing adjustable-rate loans
following the actions taken by the Federal Reserve to reduce short-term interest rates and the origination of PPP loans which have
a 1.0% interest rate. The increase in the average balance of loans was due to the Company’s PPP loan originations, as well as, our
continued effort to increase our commercial loan portfolio.
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Interest income on securities decreased $292,000, or 46.9%, to $330,000 for the three months ended September 30, 
2020 from $622,000 for the three months ended September 30, 2019. Interest income on securities decreased due to a 109 basis 
points decrease in the average yield on securities to 1.42% for the three months ended September 30, 2020 from 2.51% for the 
three months ended September 30, 2019. The decrease was also due to a $6.8 million decrease in the average balance of 
securities to $92.5 million for the three months ended September 30, 2020 from $99.3 million for the three months ended 
September 30, 2019. The decrease in the average balance and average yield of securities was due to scheduled maturities of 
higher yielding U.S. government and agency and municipal obligation securities, as well as, decreased market rates of interest for 
new securities that were purchased during the quarter ended September 30, 2020. 

Interest income on interest-earning deposits decreased $742,000, or 91.3%, to $71,000 for the three months ended
September 30, 2020 from $813,000 for the three months ended September 30, 2019. Interest income on interest-earning deposits
decreased due to a 239 basis points decrease in the average yield on interest-earning deposits to 0.19% for the three months ended
September 30, 2020 from 2.58% for the three months ended September 30, 2019 as market interest rates decreased. The decrease
was partially offset by an increase of $23.5 million in average balances to $149.6 million for the three months ended September
30, 2020 from $126.1 million for the three months ended September 30, 2019.

Interest Expense. Interest expense decreased $612,000, or 46.1%, to $715,000 for the three months ended September 
30, 2020 from $1.3 million for the three months ended September 30, 2019 as a result of a decrease in interest expense on 
deposits. The decrease primarily reflected a 28 basis points decrease in the average cost of interest-bearing liabilities to 0.34% for 
the three months ended September 30, 2020 from 0.62% for the three months ended September 30, 2019, as well as a $12.8 
million decrease in the average balance of interest-bearing liabilities. 

Interest expense on interest-bearing deposits decreased $608,000, or 47.0%, to $686,000 for the three months ended
September 30, 2020 from $1.3 million for the three months ended September 30, 2019. Interest expense on interest-bearing
deposits decreased primarily due to a 29 basis points decrease in the average cost on interest-bearing deposits to 0.33% for the
three months ended September 30, 2020 from 0.62% for the three months ended September 30, 2019, as well as a $12.6 million
decrease in the average balance of deposits to $837.0 million for the three months ended September 30, 2020 from $849.6 million
for the three months ended September 30, 2019. The decrease in the average cost of deposits reflected a decline in the interest
rate environment as the Company reduced rates on money market deposit accounts and demand deposit accounts, as well as,
downward rate adjustments on maturing certificates of deposit.

Net Interest Income. Net interest income decreased $2.9 million, or 21.9%, to $10.4 million for the three months ended 
September 30, 2020 compared to $13.3 million for the three months ended September 30, 2019. The decrease reflected a 108 
basis points decrease in the net interest rate spread to 2.87% for the three months ended September 30, 2020 from 3.95% for the 
three months ended September 30, 2019, partially offset by a $106.8 million increase in the average balance of net interest-
earning assets to $539.5 million for the three months ended September 30, 2020 from $432.7 million for the three months ended 
September 30, 2019. The net interest margin decreased 115 basis points to 3.00% for the three months ended September 30, 2020 
from 4.15% for the three months ended September 30, 2019, due to the sharp decrease in interest rates in response to the 
economic downturn caused by the COVID-19 pandemic.

Provision for Loan Losses. We recorded a provision for loan losses of $750,000 for the three months ended September 
30, 2020 compared to $16.4 million for the three months ended September 30, 2019. The decrease in the provision was primarily 
due to a specific provision in the amount of $15.8 million for the three months ended September 30, 2019 related to the charge-
off of the entire principal balance owed to the Bank related to the Mann Entities’ commercial loan relationships. The provision of 
$750,000 recorded for the three months ended September 30, 2020 is lower than the amounts recorded in the prior two quarters 
(the third and fourth fiscal quarters of 2020), and the change was primarily due to stabilization in economic conditions related to 
the economic downturn caused by the COVID-19 pandemic. However, as the ultimate effect the COVID-19 pandemic will have 
on the Company’s loan losses is still unknown and highly uncertain, the decrease in the provision for the first fiscal quarter of 
2021 from the prior two quarters should not be interpreted as a trend or utilized to forecast the provision in future quarters. Net 
charge-offs decreased to $9,000 for the three months ended September 30, 2020, compared to $15.9 million for the three months 
ended September 30, 2019. Net charge-offs for the three months ended September 30, 2019 included the charge-off of 
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the previously noted Mann Entities’ commercial loan relationships. Non-performing assets increased to $14.8 million, or 0.91% 
of total assets, at September 30, 2020, compared to $14.1 million, or 0.97% of total assets, at September 30, 2019. The allowance 
for loan losses was $23.6 million, or 2.03% of total loans outstanding, at September 30, 2020 and $15.0 million, or 1.41% of net 
loans outstanding, at September 30, 2019. 

Non-Interest Income. Non-interest income decreased $441,000, or 11.1%, to $3.5 million for the three months ended 
September 30, 2020 from $4.0 million for the three months ended September 30, 2019. The decrease was primarily due to a 
decrease of $1.1 million in bank fees and service charges which was partially offset by a $666,000 increase in the net gain on 
equity securities. Bank fees and service charges decreased primarily due to less commercial loan fees and a decrease in deposit 
service charges due to a drop in transaction activity related to the impact of the COVID-19 pandemic. Net gain on securities 
during the three months ended September 30, 2020 was due to the increase in market value of our equity securities.

Non-Interest Expense. Non-interest expense decreased $6.8 million, or 37.3%, to $11.4 million for the three months 
ended September 30, 2020 from $18.2 million for the three months ended September 30, 2019. The $6.8 million decrease was 
primarily due to a $5.4 million contribution of stock and cash to the Pioneer Bank Charitable Foundation in conjunction with our 
minority stock issuance, and a $2.5 million charge based on the net negative deposit balance of the various Mann Entities’ 
accounts after setoffs for the three months ended September 30, 2019. The decrease in non-interest expense was partially offset 
by an increase in professional fees of $520,000 to $1.0 million for the three months ended September 30, 2020 from $495,000 for 
the three months ended September 30, 2019, mainly due to expenses related to the Mann Entities’ potentially fraudulent activity 
and an increase in FDIC insurance premiums.

Income Tax Expense (Benefit). Income tax expense increased $5.0 million to $303,000 for the three months ended 
September 30, 2020 from a $4.7 million benefit for the three months ended September 30, 2019. The income tax expense was due 
to our $1.7 million in income before taxes. The income tax benefit for the three months ended September 30, 2019 was due to our 
$17.4 million loss before income taxes, which included the tax benefit related to our $5.4 million contribution to the Pioneer 
Bank Charitable Foundation. Our effective tax rate was 17.9% for the three months ended September 30, 2020 compared to 
(27.0%) for the three months ended September 30, 2019.

Asset Quality and Allowance for Loan Losses

Asset Quality. Loans are reviewed on a regular basis. Management determines that a loan is impaired or non-performing
when  it  is  probable  that  at  least  a  portion  of  the  loan  will  not  be  collected  in  accordance  with  the  original  terms  due  to  a
deterioration in the financial condition of the borrower or the value of the underlying collateral if the loan is collateral dependent.
When a loan is determined to be impaired, the measurement of the loan in the allowance for loan losses is based on the present
value  of  expected  future  cash  flows,  except  that  all  collateral-dependent  loans  are  measured  for  impairment  based  on  the  fair
value of the collateral. Non-accrual loans are loans for which collectability is questionable and, therefore, interest on such loans
will no longer be recognized on an accrual basis. All loans that become 90 days or more delinquent are placed on non-accrual
status  unless  the  loan is  well  secured  and is  in  the  process  of  collection.  When loans  are  placed on non-accrual  status,  unpaid
accrued interest is fully reversed, and further income is recognized only to the extent received on a cash basis or cost recovery
method. See Item 2 – “Recent Developments – COVID-19 Pandemic”.

When we acquire real estate as a result of foreclosure, the real estate is classified as real estate owned. The real estate
owned is recorded at the lower of carrying amount or fair market value, less estimated costs to sell. Any excess of the recorded
value of the loan over the fair  market value of the property is charged against  the allowance for loan losses,  or,  if  the existing
allowance is inadequate, charged to expense in the current period. After acquisition, all costs incurred in maintaining the property
are  expensed.  Costs  relating  to  the  development  and  improvement  of  the  property,  however,  are  capitalized  to  the  extent  of
estimated fair value less estimated costs to sell.

A loan is classified as a troubled debt restructuring if, for economic or legal reasons related to the borrower’s financial
difficulties, we grant a concession to the borrower that we would not otherwise consider. This usually includes a modification of
loan terms, such as a reduction of the interest rate to below market terms, capitalizing past due interest or extending the maturity
date  and  possibly  a  partial  forgiveness  of  the  principal  amount  due.  Interest  income  on  restructured  loans  is  accrued  after  the
borrower  demonstrates  the  ability  to  pay  under  the  restructured  terms  through  a  sustained  period  of  repayment  performance,
which is generally six consecutive months.
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Pursuant  to  the  CARES Act,  financial  institutions  have  the  option  to  temporarily  suspend certain  requirements  under
U.S. generally accepted accounting principles related to troubled debt restructurings for a limited period of time to account for the
effects of COVID-19. This provision allows a financial institution the option to not apply the guidance on accounting for troubled
debt restructurings to loan modifications, such as extensions or deferrals, related to COVID-19 made between March 1, 2020 and
the earlier of (i) December 31, 2020 or (ii) 60 days after the end of the COVID-19 national emergency. The relief can only be
applied to modifications for borrowers that were not more than 30 days past due as of December 31, 2019. The Bank elected to
adopt these provisions of the CARES Act.

The table below sets forth the amounts and categories of our non-performing assets at the dates indicated. There were no
non-accruing troubled debt restructurings as of September 30, 2020 and June 30, 2020.

At At  
September 30, June 30,  

    2020     2020  
(Dollars in thousands)  

Non-accrual loans:       
Commercial real estate $  3,311 $  3,364
Commercial and industrial   1,595   95
Commercial construction   1,319   1,319
One- to four-family residential real estate   5,410   4,807
Home equity loans and lines of credit   2,191   1,865
Consumer   199   210

Total non-accrual loans   14,025   11,660

Accruing loans past due 90 days or more:       
Commercial real estate   548   143
Commercial and industrial   37   1,455
Commercial construction   —   —
One- to four-family residential real estate   —   —
Home equity loans and lines of credit   —   —
Consumer   17   12

Total accruing loans past due 90 days or more   602   1,610

Real estate owned:       
Commercial real estate   —   99
Commercial and industrial   —   —
Commercial construction   —   —
One- to four-family residential real estate   161   161
Home equity loans and lines of credit   —   —
Consumer   —   —

Total real estate owned   161   260

Total non-performing assets $  14,788 $  13,530

Total accruing troubled debt restructured loans $  2,200 $  2,200

Total non-performing loans to total loans   1.26 %    1.13 %
Total non-performing assets to total assets   0.91 %    0.89 %

Non-accrual loans increased $2.4 million to $14.0 million at September 30, 2020 from June 30, 2020 primarily due to
one commercial and industrial loan totaling $1.5 million that is in default and was placed on non-accrual status during the quarter
ended September 30, 2020. The aforementioned $1.5 million commercial and industrial loan was allocated a $1.5 million specific
allowance  in  the  allowance  for  loan  losses  at  September  30,  2020.  Accruing  loans  past  due  90  days  or  more  decreased  $1.0
million to $602,000 at September 30, 2020 from June 30, 2020 primarily due to one commercial and industrial loan totaling $1.4
million that paid off during the quarter ended September 30, 2020.

Classified Assets. Federal  regulations  provide for  the classification  of  loans and other  assets,  such as  debt  and equity
securities considered to be of lesser quality, as “substandard,” “doubtful” or “loss.”  An asset is considered “substandard” if it is
inadequately  protected  by  the  current  net  worth  and  paying  capacity  of  the  obligor  or  of  the  collateral  pledged,  if  any.
“Substandard” assets include those characterized by the “distinct possibility” that the insured institution will sustain “some loss”
if  the  deficiencies  are  not  corrected.  Assets  classified  as  “doubtful”  have  all  of  the  weaknesses  inherent  in  those  classified
“substandard,” with the added characteristic that the weaknesses present make “collection or
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liquidation in full,” on the basis of currently existing facts, conditions, and values, “highly questionable and improbable.”  Assets
classified  as  “loss”  are  those  considered  “uncollectible”  and  of  such  little  value  that  their  continuance  as  assets  without  the
establishment  of  a  specific  loss  allowance  is  not  warranted.  Assets  which  do  not  currently  expose  the  insured  institution  to
sufficient risk to warrant classification in one of the aforementioned categories but possess weaknesses are designated as “special
mention.”

When  an  insured  institution  classifies  problem  assets  as  either  substandard  or  doubtful,  it  may  establish  general
allowances in an amount deemed prudent by management  to cover probable accrued losses.  General  allowances represent  loss
allowances  which have  been established  to  cover  probable  accrued  losses  associated  with  lending  activities,  but  which,  unlike
specific allowances, have not been allocated to particular problem assets. When an insured institution classifies problem assets as
“loss,” it is required either to establish a specific allowance for losses equal to 100% of that portion of the asset so classified or to
charge-off  such  amount.  An  institution’s  determination  as  to  the  classification  of  its  assets  and  the  amount  of  its  valuation
allowances  is  subject  to  review  by  the  regulatory  authorities,  which  may  require  the  establishment  of  additional  general  or
specific loss allowances.

The  following  table  sets  forth  our  amounts  of  all  classified  loans  and  loans  designated  as  special  mention  as  of
September 30, 2020 and June 30, 2020.

At At 
September 30, June 30, 

    2020     2020
(In thousands)

Classification of Loans:
Substandard $  31,999 $  31,234
Doubtful   53   53
Loss   —   —

Total Classified Loans $  32,052 $  31,287
Special Mention $  21,712 $  6,499

In total classified loans were relatively unchanged from June 30, 2020.

Total  special  mention  commercial  loans  increased  $15.2  million  to  $21.7  million  at  September  30,  2020  from  $6.5
million at June 30, 2020 primarily due to two commercial real estate loan relationships in the accommodation and food service
industry  totaling  $7.7  million  and  $6.5  million,  respectively,  that  were  continuing  to  experience  COVID-19  related  financial
hardships.

Allowance for Loan Losses. The allowance for loan losses is maintained at a level which, in management’s judgment, is
adequate to absorb probable credit losses inherent in the loan portfolio. The amount of the allowance is based on management’s
evaluation  of  the  collectability  of  the  loan  portfolio,  including  the  nature  of  the  portfolio,  credit  concentrations,  trends  in
historical loss experience, specific impaired loans, and economic conditions. Allowances for loans that are individually classified
as  impaired  are  generally  determined  based  on  collateral  values  or  the  present  value  of  estimated  cash  flows.  Because  of
uncertainties  associated  with  national  and  regional  economic  conditions,  collateral  values,  and  future  cash  flows  on  impaired
loans, including as a result of the COVID-19 pandemic, it is reasonably possible that management’s estimate of probable credit
losses inherent in the loan portfolio and the related allowance may change materially in the near-term. The allowance is increased
by a provision for loan losses, which is charged to expense and reduced by full and partial charge-offs, net of recoveries. Changes
in  the  allowance  relating  to  impaired  loans  are  charged  or  credited  to  the  provision  for  loan  losses.  Management’s  periodic
evaluation of the adequacy of the allowance is based on various factors, including, but not limited to, historical loss experience,
current  economic  conditions,  delinquency  statistics,  geographic  and  industry  concentrations,  the  adequacy  of  the  underlying
collateral,  the  financial  strength  of  the  borrower,  results  of  internal  loan  reviews  and  other  qualitative  and  quantitative  factors
which could affect potential credit losses.

In addition, the New York State Department of Financial Services (the “NYSDFS”) and the Federal Deposit Insurance
Corporation periodically review our allowance for loan losses and as a result of such reviews, we may have to materially adjust
our allowance for loan losses or recognize further loan charge-offs.
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The following table sets forth activity in our allowance for loan losses for the periods indicated.

At or for the  
Three Months Ended September 30,  

    2020     2019  
(Dollars in thousands)  

Allowance at beginning of period $  22,851 $  14,499
Provision for loan losses   750   16,370

Charge offs:       
Commercial real estate   —   —
Commercial and industrial   —   15,804
Commercial construction   —   —
One- to four-family residential real estate   —   19
Home equity loans and lines of credit   —   —
Consumer   26   57

Total charge-offs   26   15,880

Recoveries:       
Commercial real estate   —   —
Commercial and industrial   34   —
Commercial construction   —   —
One- to four-family residential real estate   —   —
Home equity loans and lines of credit   —   —
Consumer   1   10

Total recoveries   35   10

Net charge-offs   (9)   15,870

Allowance at end of period $  23,610 $  14,999

Allowance to non-performing loans   161.41 %    106.80 %
Allowance to total loans outstanding at the end of the period   2.03 %    1.41 %
Net charge-offs to average loans outstanding during the
period  0.00 %(1)   6.20 %(1)

(1) Annualized.

The three months ended September 30, 2019 included a provision for loan losses in the amount of $15.8 million related
to the charge-off of the entire principal balance owed to the Bank related to the Mann Entities’ commercial loan relationships.
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Loan  Deferrals  Related  to  COVID-19  Pandemic. The  direct  and  indirect  effects  of  the  COVID-19  pandemic  have
resulted in  dramatic  reductions  in  the level  of  economic activity  in  the Company’s  market  area,  as  well  as  in  the national  and
global  economies  and financial  markets,  and have severely  hampered the ability  for  certain  businesses  and consumers  to  meet
their current repayment obligations.

In the table below, the commercial loan portfolio is presented by industry sector with loan deferrals as the result of the
COVID-19  pandemic.  In  accordance  with  the  CARES  Act,  the  deferrals  listed  below  are  not  considered  troubled  debt
restructurings.  The commercial loan industry sector balances and deferrals are as of September 30, 2020.

        
Loans by Industry Sector Deferrals as of September 30, 2020

Percentage of Percentage of Percentage of
September 30, 2020 Commercial Industry Commercial

Balance Loans Balance Sector Loans
(Dollars in thousands)

Commercial Loans:      
Real estate
 Residential real estate, including 
lessors of residential buildings $  139,161 18.1 % $  4,677 3.4 % 0.6 %
 Non-residential real estate
 Office  62,040 8.1 %  — 0.0 % 0.0 %
 Retail  75,630 9.8 %  4,831 6.4 % 0.7 %
 Industrial  26,272 3.4 %  — 0.0 % 0.0 %
 Self-storage  6,864 0.9 %  — 0.0 % 0.0 %
 Mixed use  25,588 3.3 %  — 0.0 % 0.0 %
 Other real estate  30,125 3.9 %  208 0.7 % 0.0 %
 Total real estate  365,680 47.5 %  9,716 2.7 % 1.3 %
Construction   130,490 16.9 %  226 0.2 % 0.0 %
Accommodation and food service   66,627 8.6 %  15,203 22.8 % 2.0 %
Retail trade   31,328 4.1 %  921 2.9 % 0.1 %
Wholesale trade   27,235 3.5 %  — 0.0 % 0.0 %
Finance and insurance   16,574 2.2 %  236 1.4 % 0.0 %
Healthcare and social assistance   22,118 2.9 %  — 0.0 % 0.0 %
Manufacturing   23,291 3 %  1,061 4.6 % 0.2 %
Arts, entertainment and recreation   12,284 1.6 %  255 2.1 % 0.0 %
Other   74,725 9.7 %  — 0.0 % 0.0 %
 Total commercial loans $  770,352 100.0 % $  27,618 3.6 % 3.6 %

As  of  September  30,  2020,  the  Company  had  in  relation  to  its  commercial  borrowers  COVID-19  related  financial
hardship payment deferrals related to 22 loans representing $27.6 million of the Company’s commercial loan balances, which is
down from 144 loans representing $170.3 million as of June 30, 2020.

In the table below, the residential  mortgage,  home equity loans and lines,  and consumer loan portfolios are presented
with loan deferrals as the result of the COVID-19 pandemic. In accordance with the CARES Act, the deferrals listed below are
not considered troubled debt restructurings.  The loan portfolio balances and deferrals are as of September 30, 2020:

Loans by Portfolio Deferrals as of September 30, 2020
September 30, 2020 Percentage of

Balance Balance Loan Category
(Dollars in thousands)

Residential mortgages $  281,697 $  2,702 1.0 %
Home equity loans and lines   78,925  — 0.0 %
Consumer  29,787  1,257 4.2 %

As of September 30, 2020, the Company had in relation to its consumer borrowers COVID-19 related financial hardship
payment deferrals related to 12 loans representing $4.0 million of the Company’s residential mortgage, home
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equity loans and lines of credit, and consumer loan balances, which is down from 110 loans representing $27.4 million as of June
30, 2020.

Although  the  amount  of  commercial  and  consumer  loans  in  deferral  status  at  September  30,  2020  has  declined  from
June 30, 2020, there are borrowers continuing to experience COVID-19 related financial hardships. The Company anticipates that
delinquent and nonperforming loans will increase in future periods as borrowers that continue to experience COVID-19 related
financial hardships will be unable to continue loan payments consistent with their contractual obligations and the Company may
be required to make additional provisions for loan losses.

Liquidity and Capital Resources

Liquidity. 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 calls, maturities and sales of securities. We also have the ability to borrow from the Federal Home Loan Bank of
New York. At September 30, 2020, we had the ability to borrow up to $355.8 million, of which none was utilized for borrowings
and $285.5 million was utilized as collateral for letters of credit issued to secure municipal deposits. At September 30, 2020, we
also had a $20.0 million unsecured line of credit with a correspondent bank with no outstanding balance. We cannot predict what
the impact of the events described in “Recent Developments – COVID-19 Pandemic and Potentially Fraudulent Activity” above
may have on our Liquidity and Capital Resources beyond the first quarter of fiscal 2021.

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 had enough sources of liquidity to satisfy our short and long-term liquidity needs
as of September 30, 2020.

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.  The  levels  of  these  assets  are  dependent  on  our  operating,  financing,  lending  and  investing
activities  during  any period.  At  September  30,  2020,  cash  and cash equivalents  totaled  $262.2  million.  Securities  classified  as
available-for-sale, which provide additional sources of liquidity, totaled $81.8 million at September 30, 2020.

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  September  30,  2020  totaled  $69.0  million,  or  5.00%,  of  total  deposits.  If  these  deposits  do  not  remain  with  us,  we  will  be
required  to  seek  other  sources  of  funds,  including  other  deposits  and  Federal  Home  Loan  Bank  of  New  York  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 Resources. We are subject to various regulatory capital requirements administered by NYSDFS and the Federal
Deposit  Insurance  Corporation.  At  September  30,  2020,  we  exceeded  all  applicable  regulatory  capital  requirements,  and  were
considered “well capitalized” under regulatory guidelines.

The Bank and Pioneer Commercial Bank are subject to various regulatory capital requirements administered by federal
banking  agencies.  Failure  to  meet  minimum  capital  requirements  can  initiate  certain  mandatory  and  possibly  additional
discretionary  actions  by  regulators  that,  if  undertaken,  could  have  a  direct  material  effect  on  the  Company’s  consolidated
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, banks must
meet specific capital guidelines that involve quantitative measures of the bank’s assets, liabilities, and certain off-balance sheet
items  as  calculated  under  regulatory  accounting  practices.  Capital  amounts  and  classifications  are  also  subject  to  qualitative
judgements by the regulators about components, risk weightings, and other factors.
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Quantitative measures established by regulation to ensure capital  adequacy require the Bank and Pioneer Commercial
Bank  to  maintain  minimum  capital  amounts  and  ratios  (set  forth  in  the  table  below)  of  Tier  1  capital  (as  defined  in  the
regulations) to average assets (as defined), and common equity Tier 1, Tier 1 and total capital (as defined) to risk-weighted assets
(as defined). Basel III transitional rules became effective for the Bank and Pioneer Commercial Bank on January 1, 2015 with all
of the requirements being phased in over a multi-year schedule, and fully phased in by January 1, 2019. Under Basel III rules,
banks  must  hold  a  capital  conservation  buffer  above  the  adequately  capitalized  risk-based  capital  ratios  in  order  to  avoid
limitations  on  distributions  and  certain  discretionary  bonus  payments  to  executive  officers.  The  required  capital  conservation
buffer is 2.50%.

As  a  result  of  the  recently  enacted  Economic  Growth,  Regulatory  Relief,  and  Consumer  Protection  Act,  the  federal
banking agencies developed a "Community Bank Leverage Ratio" (the ratio of a bank's tier 1 capital to average total consolidated
assets) for financial institutions with assets of less than $10 billion. A "qualifying community bank" that exceeds this ratio will be
deemed to be in compliance with all other capital and leverage requirements, including the capital requirements to be considered
“well capitalized” under Prompt Corrective Action statutes.  The federal banking agencies may consider a financial institution's
risk profile when evaluating whether it qualifies as a community bank for purposes of the capital ratio requirement. The federal
banking agencies have set the Community Bank Leverage Ratio at 9%. Pursuant to the CARES Act, the federal banking agencies
issued rules to set the Community Bank Leverage Ratio at 8% beginning in the second calendar quarter of 2020 through the end
of 2020. Beginning in 2021, the Community Bank Leverage Ratio will increase to 8.5% for the calendar year. Community banks
will  have  until  January  1,  2022,  before  the  Community  Bank  Leverage  Ratio  requirement  will  return  to  9%.  A  financial
institution  can  elect  to  be  subject  to  this  new  definition.  The  rule  took  effect  on  January  1,  2020.  The  Bank  and  Pioneer
Commercial Bank did not elect to become subject to the Community Bank Leverage Ratio.

As of September 30, 2020, the Bank and Pioneer Commercial Bank met all capital adequacy requirements to which they
were subject. Further, the most recent FDIC notification categorized the Bank and Pioneer Commercial Bank as well capitalized
institutions  under  the prompt  corrective  action regulations.  There  have been no conditions  or  events  since the  notification  that
management believes have changed the Bank’s or Pioneer Commercial Bank’s capital classification.
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The actual capital amounts and ratios for the Bank and Pioneer Commercial Bank are presented in the following tables
(dollars in thousands):

To be Well   
For Capital  Capitalized Under   

For Capital  Adequacy Purposes  Prompt  
Actual Adequacy Purposes with Capital Buffer Corrective Action  

     Amount      Ratio      Amount      Ratio      Amount      Ratio      Amount      Ratio  
Pioneer Bank:
As of September 30, 2020

Tier 1 (leverage) capital $ 176,976   11.59 %  $  61,084   4.00 %   N/A  N/A $  76,355   5.00 %
Risk-based capital                                   

Common Tier 1 $ 176,976   15.40 %  $  51,709   4.50 %  $  80,436   7.00 %  $  74,691   6.50 %
Tier 1 $ 176,976   15.40 %  $  68,945   6.00 %  $  97,673   8.50 %  $  91,927   8.00 %
Total $ 191,454   16.66 %  $  91,927   8.00 %  $  120,655   10.50 %  $ 114,909   10.00 %

As of June 30, 2020

Tier 1 (leverage) capital $ 175,424   11.53 %  $  60,868   4.00 %   N/A  N/A $  76,085   5.00 %
Risk-based capital                                   

Common Tier 1 $ 175,424   15.33 %  $  51,503   4.50 %  $  80,115   7.00 %  $  74,393   6.50 %
Tier 1 $ 175,424   15.33 %  $  68,670   6.00 %  $  97,283   8.50 %  $  91,561   8.00 %
Total $ 189,835   16.59 %  $  91,561   8.00 %  $  120,173   10.50 %  $ 114,451   10.00 %

To be Well  
For Capital Capitalized Under  

For Capital Adequacy Purposes Prompt  
Actual Adequacy Purposes with Capital Buffer Corrective Action  

     Amount      Ratio      Amount      Ratio      Amount      Ratio      Amount      Ratio  
Pioneer Commercial Bank:
As of September 30, 2020

Tier 1 (leverage) capital $ 27,491   8.91 %  $  12,348   4.00 %   N/A  N/A $  15,435   5.00 %
Risk-based capital                                   

Common Tier 1 $ 27,491   36.43 %  $  3,396   4.50 %  $  5,282   7.00 %  $  4,905   6.50 %
Tier 1 $ 27,491   36.43 %  $  4,527   6.00 %  $  6,414   8.50 %  $  6,037   8.00 %
Total $ 27,491   36.43 %  $  6,037   8.00 %  $  7,923   10.50 %  $  7,546   10.00 %

As of June 30, 2020

Tier 1 (leverage) capital $ 27,144   8.11 %  $  13,388   4.00 %   N/A  N/A $  16,736   5.00 %
Risk-based capital                                   

Common Tier 1 $ 27,144   45.91 %  $  2,661   4.50 %  $  4,139   7.00 %  $  3,843   6.50 %
Tier 1 $ 27,144   45.91 %  $  3,548   6.00 %  $  5,026   8.50 %  $  4,730   8.00 %
Total $ 27,144   45.91 %  $  4,730   8.00 %  $  6,209   10.50 %  $  5,913   10.00 %
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Off-Balance Sheet Arrangements and Aggregate Contractual Obligations

Off-Balance Sheet  Arrangements. We  are  a  party  to  financial  instruments  with  off-balance  sheet  risk  in  the  normal
course  of  business  to  meet  the  financing  needs  of  our  customers.  The  financial  instruments  include  commitments  to  originate
loans, unused lines of credit and standby letters of credit, which involve elements of credit and interest rate risk in excess of the
amount  recognized  in  the  consolidated  statements  of  condition.  Our  exposure  to  credit  loss  is  represented  by  the  contractual
amount of the instruments. We use the same credit policies in making commitments as we do for on-balance sheet instruments.

At  September  30,  2020,  we  had  $305.8  million  of  commitments  to  originate  or  purchase  loans,  comprised  of  $175.7
million  of  commitments  under  commercial  loans  and  lines  of  credit  (including  $28.7  million  of  unadvanced  portions  of
commercial  construction  loans),  $50.8  million  of  commitments  under  home  equity  loans  and  lines  of  credit,  $42.2  million  of
commitments  to  purchase  one-  to  four-family  residential  real  estate  loans  and  $8.1  million  of  unfunded  commitments  under
consumer  lines  of  credit.  In  addition,  at  September  30,  2020,  the  Company  had  $29.0  million  in  standby  letters  of  credit
outstanding.

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.

Impact of Inflation and Changing Prices

Our consolidated financial statements and related notes have been prepared in accordance with GAAP. GAAP generally
requires  the  measurement  of  financial  position  and  operating  results  in  terms  of  historical  dollars  without  consideration  for
changes in the relative purchasing power of money over time due to inflation. The impact of inflation is reflected in the increased
cost  of  our  operations.  Unlike  industrial  companies,  our  assets  and  liabilities  are  primarily  monetary  in  nature.  As  a  result,
changes in market interest rates have a greater impact on performance than the effects of inflation.

Item 3 – Quantitative and Qualitative Disclosures About Market Risk

A smaller reporting company is not required to provide the information relating to this item.

Item 4 – Controls and Procedures

Disclosure controls  and procedures  are  the controls  and other  procedures  that  are  designed to ensure that  information
required  to  be  disclosed  in  the  reports  that  the  Company  files  or  submits  under  the  Securities  and  Exchange  Act  of  1934,  as
amended  (the  “Exchange  Act”)  is  recorded,  processed,  summarized,  and  reported  within  the  time  periods  specified  in  the
Securities and Exchange Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls
and  procedures  designed  to  ensure  that  information  required  to  be  disclosed  in  the  reports  that  the  Company  files  or  submits
under  the  Exchange  Act  is  accumulated  and  communicated  to  management,  including  the  Chief  Executive  Officer  and  Chief
Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.

The  Company  maintains  controls  and  procedures  designed  to  ensure  that  information  required  to  be  disclosed  in  the
reports that the Company files or submits under the Exchange Act is recorded, processed, summarized, and reported within the
time  periods  specified  in  the  rules  and  forms  of  the  Securities  and  Exchange  Commission.  As  of  September  30,  2020,  the
Company’s  management,  including  the  Company’s  Chief  Executive  Officer  (Principal  Executive  Officer)  and  Chief  Financial
Officer  (Principal  Financial  Officer),  has  evaluated  the  effectiveness  of  the  Company’s  disclosure  controls  and  procedures  as
defined  in  Rules  13a-15  and  15d-15(e)  under  the  Exchange  Act.  Based  upon  that  evaluation,  the  Chief  Executive  Officer  and
Chief Financial Officer concluded that, as of the end of the period covered by this report, the Company’s disclosure controls and
procedures are effective to ensure that information required to be disclosed in the reports that the Company files or submits under
the Securities Exchange Act of 1934 is recorded, processed, summarized and reported, within the time periods specified in the
Securities  and  Exchange  Commission’s  rules  and  forms.  In  designing  and  evaluating  the  disclosure  controls  and  procedures,
management recognizes that any controls and procedures, no matter
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how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives. In addition,
the  design  of  disclosure  controls  and  procedures  must  necessarily  reflect  the  fact  that  there  are  resource  constraints  and  that
management is required to apply its judgment in evaluating the benefits of possible controls and procedures relative to their costs.

There  has  been  no  change  in  the  Company’s  internal  control  over  financial  reporting  during  the  first  quarter  of  the
fiscal year ended June 30, 2021 that has materially affected, or is reasonably likely to materially affect, the Company’s internal
control over financial reporting.

PART II – OTHER INFORMATION

Item 1 – Legal Proceedings

In  the  ordinary  course  of  business,  we  are  involved  in  a  number  of  legal,  regulatory,  governmental  and  other
proceedings or investigations concerning matters arising from the conduct of our business, including the matters described below.
In  view  of  the  inherent  difficulty  of  predicting  the  outcome  of  such  matters,  particularly  where  the  claimants  seek  large  or
indeterminate  damages,  we  generally  cannot  predict  the  eventual  outcome  of  the  pending  matters,  timing  of  the  ultimate
resolution  of  these  matters,  or  eventual  loss,  fines  or  penalties  related  to  each  pending  matter.  In  accordance  with  applicable
accounting guidance, we establish an accrued liability when those matters present loss contingencies that are both probable and
estimable.  These estimates  are based upon currently available information and are subject  to significant  judgment,  a variety of
assumptions and known and unknown uncertainties. Our estimates of potential losses will change over time and the actual losses
may vary significantly,  and there  may be an exposure  to  loss  in  excess  of  any amounts  accrued.  As a  matter  develops,  we,  in
conjunction  with  any  outside  counsel  handling  the  matter,  evaluate  on  an  ongoing  basis  whether  such  matter  presents  a  loss
contingency that is probable and estimable; or where a loss is reasonably possible, whether in excess of a related accrued liability
or  where  there  is  no accrued liability,  whether  it  is  possible  to  estimate  a  range of  possible  loss.  Once the  loss  contingency is
deemed to be both probable and estimable, we establish an accrued liability and record a corresponding amount of expense. We
continue  to  monitor  the  matter  for  further  developments  that  could  affect  the  amount  of  the  accrued  liability  that  has  been
previously established.    

Information  is  provided  below  regarding  the  nature  of  the  matters  and  associated  claimed  damages.  The  amount  of
reasonably  possible  losses  for  the  matters  described  below  cannot  be  estimated  at  this  time.  The  Company  and  the  Bank  are
defending each of these matters vigorously, and the Company believes that it and the Bank have substantial defenses, including
affirmative  defenses,  counterclaims  and  cross-claims  to  the  various  allegations  that  have  been  asserted.  Based  on  current
knowledge, other than disclosed below, we are not a party to any pending legal or other proceedings that we believe would have a
material adverse effect on our financial condition, results of operations or cash flows. In light of the significant judgment, variety
of assumptions and uncertainties involved in these matters, some of which are beyond our control, and the large or indeterminate
damages sought in some of these matters,  an adverse outcome in one or more of these matters  could have an adverse material
impact on our business, prospects, results of operations for any particular reporting period, or cause significant reputational harm.

On October 31, 2019, Southwestern Payroll Services, Inc. (“Southwestern”) filed a complaint against the Company and
the  Bank  (“Pioneer  Parties”),  Michael  T.  Mann,  Valuewise  Corporation,  MyPayrollHR,  LLC  and  Cloud  Payroll,  LLC
(collectively,  the  “Mann  Parties”)  in  the  United  States  District  Court  for  the  Northern  District  of  New  York.  The  complaint
alleged that the Pioneer Parties (i) wrongfully converted certain funds belonging to Southwestern, (ii) engaged in fraudulent and
wrongful  collection  and  retention  of  funds  belonging  to  Southwestern,  and  (iii)  committed  gross  negligence  and  that
Southwestern is entitled to a constructive trust limiting how the Pioneer Parties distribute the funds in question, which are about
$9.8 million. On November 26, 2019, the Pioneer Parties moved to dismiss Southwestern’s fraud claim, which also postponed the
Pioneer Parties’ deadline to file an answer until 14 days after the court decides the motion to dismiss. On December 10, 2019,
Southwestern filed a response to the Pioneer Parties’ motion to dismiss and an amended complaint, which rendered the Pioneer
Parties’  motion  to  dismiss  moot.  The  amended  complaint  named several  additional  corporate  entities  affiliated  with  the  Mann
Parties  as  co-defendants  and  asserted  claims  against  the  Pioneer  Parties  for  declaratory  judgment,  conversion,  actual  and
constructive fraud, gross negligence, unjust enrichment and constructive trust, and an accounting. The amended complaint sought
a monetary judgment of at least $9.8 million. Each party has filed numerous motions in the proceedings. On January 10, 2020,
the  Pioneer  Parties  moved  again  to  dismiss  Southwestern’s  fraud  claim  in  the  amended  complaint,  which  also  postponed  the
Pioneer Parties’ deadline to file an answer



Table of Contents

57

to the amended complaint until 14 days after the court decided the motion to dismiss. On April 16, 2020, the court granted the
Pioneer Parties’ motion to dismiss Southwestern’s fraud claim. On April 30, 2020, Southwestern filed a motion for both leave to
file  a  second  amended  complaint  and  for  reconsideration  of  the  court’s  dismissal  of  Southwestern’s  fraud  claim.   On  May  1,
2020,  the  Pioneer  Parties  filed  their  answer  to  Southwestern’s  amended  complaint.  The  Pioneer  Parties  asserted  numerous
affirmative  defenses,  counterclaims  against  Southwestern,  and  cross-claims  against  certain  of  the  Mann  Parties,  including  for
common law fraud under New York law and violations of the federal Racketeer Influenced and Corrupt Organization Act. The
Pioneer Parties contend that the actions of Southwestern and certain of the Mann Parties resulted in damages of $15.6 million,
plus  pre-judgment  interest.  On July  7,  2020,  the  court  granted  Southwestern  leave  to  file  a  second amended  complaint,  which
Southwestern filed on July 16, 2020. Southwestern’s second amended complaint asserted claims against the Pioneer Parties for
declaratory judgment, conversion, actual and constructive fraud, gross negligence, unjust enrichment and constructive trust, and
an accounting – and sought a monetary judgment of at least $9.8 million. On July 30, 2020, the Pioneer Parties filed an amended
answer to Southwestern’s  second amended complaint,  which asserted the same affirmative defenses,  counterclaims,  and cross-
claims as the Pioneer Parties’ prior answer to Southwestern’s amended complaint.

On December 10, 2019, National Payment Corp. (“NatPay”) filed a motion to intervene as a plaintiff in Southwestern’s
lawsuit  against  the  Pioneer  Parties  and  the  Mann  Parties  as  described  above.  On  January  10,  2020,  the  Pioneer  Parties  filed
opposition  to  NatPay’s  motion  to  intervene.  On  August  4,  2020,  the  magistrate  judge  issued  a  decision  recommending  that
NatPay be allowed to intervene. While the district judge has not yet adopted the magistrate’s recommended decision, NatPay was
allowed to file its complaint in intervention on August 18, 2020. NatPay’s complaint includes claims for declaratory judgment,
conversion, fraud, gross negligence, unjust enrichment and constructive trust, and for an accounting against the Pioneer Parties.
The  prayer  for  relief  in  NatPay’s  complaint  seeks  “compensatory  damages  in  an  amount  of  no  less  than  $4  million”  (the
complaint also seeks punitive damages and interest in unspecified amounts). On September 8, 2020, the Pioneer Parties filed their
answer and affirmative defenses to NatPay’s complaint.

On  January  21,  2020,  Cachet  Financial  Services  (“Cachet”),  a  third-party  automated  clearing  house  service  provider,
filed for bankruptcy protection under Chapter 11 of the United States Bankruptcy Code in the Central District of California, Los
Angeles Division. Cachet is currently involved in legal proceedings against certain Mann Parties and other related parties.  The
Bank is not listed as a creditor in the bankruptcy proceedings. However, in the filings with the bankruptcy court, Cachet asserts
that the Bank is holding $7.0 million of its funds. The Company and the Bank dispute this assertion and, if necessary, intend to
defend themselves vigorously.

On February 4, 2020, Berkshire Hills Bancorp Inc.’s wholly owned subsidiary Berkshire Bank (“Berkshire Bank”) filed
a complaint against the Bank in the Supreme Court of the State of New York for Albany County resulting from Berkshire Bank’s
participation interest in the commercial loan relationship to the Mann Entities. The complaint alleges that the Bank (1) breached
the  amended  and  restated  loan  participation  agreement  between  the  Bank  and  Berkshire  Bank  dated  as  of  June  27,  2018,  (2)
breached the amended and restated loan participation agreement between the Bank and Berkshire Bank dated as of August 12,
2019, (3) engaged in constructive fraud, (4) engaged in fraudulent inducement,  (5) engaged in fraudulent concealment,  and (6)
negligently misrepresented certain material  information. The complaint seeks to recover $15.6 million and additional damages.
On August 14, 2020, the Bank filed a motion to dismiss five of Berkshire Bank’s claims.

On  February  4,  2020,  Chemung  Financial  Corporation’s  wholly  owned  subsidiary,  Chemung  Canal  Trust  Company
(“Chemung”), filed a complaint against the Bank in the Supreme Court of the State of New York for Albany County resulting
from Chemung’s participation interest in the commercial loan relationship to the Mann Entities. The complaint alleges that the
Bank  (1)  breached  the  participation  agreement  between  the  Bank  and  Chemung  dated  as  of  August  12,  2019,  (2)  engaged  in
fraudulent  activities,  (3)  engaged  in  constructive  fraud,  and  (4)  negligently  misrepresented  and  omitted  certain  material
information. The complaint seeks to recover $4.2 million and additional damages. On August 14, 2020, the Bank filed a motion
to dismiss three of Chemung’s four claims.

On April 30, 2020, the U.S. Department of Justice (“DOJ”), with the authorization of a delegate of the Secretary of the
Treasury, filed a civil complaint against the Company and the Bank (and Cloud Payroll, LLC) in the United States District Court
for  the  Northern  District  of  New York.  The  complaint  alleges,  among  other  things,  that  the  Pioneer  Parties  wrongfully  setoff
approximately $7.3 million from an account held by Cloud Payroll to apply towards debts allegedly owed to the Bank by Cloud
Payroll and other affiliates of Michael Mann. The complaint alleges that the funds in question
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were comprised of payroll taxes and thus subject to a statutory trust under 26 U.S.C. § 7501 that prohibited the Bank from setting
off  those  funds  to  apply  towards  debts  owed  to  the  Bank.  The  complaint  seeks  return  of  any  payroll  taxes,  plus  interest.  The
Pioneer Parties moved to dismiss the DOJ’s complaint as against them on October 1, 2020. On October 21, 2020, the DOJ filed
an  amended  complaint,  which  mooted  the  Pioneer  Parties’  motion  to  dismiss  the  DOJ’s  original  complaint.  The  amended
complaint  dropped one  of  the  DOJ’s  claims against  the  Pioneer  Parties  but  continues  to  seek return  of  any payroll  taxes,  plus
interest.  The  amended  complaint  relates  to  the  same  set  of  facts  described  in  Part  I  –  Financial  Information,  Item  2-
“Management’s Discussion and Analysis of Financial Condition and Results of Operations - Recent Developments - Potentially
Fraudulent Activity,” and the alleged payroll taxes, plus interest, sought in this proceeding may be part of the recovery sought in
the  Southwestern  and  NatPay  complaints  described  above.  On  November  4,  2020,  the  Pioneer  Parties  filed  their  answer  and
affirmative defenses to the DOJ’s amended complaint.

On  August  31,  2020,  AXH  Air-Coolers,  LLC  (“AXH”)  filed  a  complaint  against  the  Pioneer  Parties,  and  unnamed
employees of the Pioneer Parties in the United States District Court for the Northern District of New York. The complaint alleges
that the Pioneer Parties (i) wrongfully converted certain tax funds belonging to AXH, (ii) were unjustly enriched by the wrongful
taking  of  tax  funds  belonging  to  AXH,  and  (iii)  were  grossly  negligent  in  allowing  AXH’s  tax  funds  to  be  misappropriated,
offset, converted, or stolen. The prayer for relief in AXH’s complaint seeks $336,000, plus penalties and interest, attorney’s fees,
and punitive damages. The complaint relates to the same set of facts as the DOJ complaint as described above, and the alleged
taxes sought in the DOJ, Southwestern, and NatPay complaints. On November 5, 2020, the Pioneer Parties moved to dismiss the
complaint in its entirety.

The Company and the Bank have received inquiries and requests for information from regulatory agencies relating to
some of the entities and events that are the subjects of certain lawsuits described above. This has resulted in, or may in the future
result  in,  regulatory  agency  investigations,  litigation,  subpoenas,  enforcement  actions,  and  related  sanctions  or  costs.  The
Company and the Bank continue to cooperate with inquiries and respond to requests as appropriate.

The Company and the Bank continue to investigate these matters and it is possible that the Company and the Bank will
be subject to similar legal, regulatory, governmental or other proceedings and additional liabilities. The ultimate outcome of any
such proceedings, involving the Company or the Bank, cannot be predicted with any certainty. It also remains possible that other
parties will pursue additional claims against the Bank as a result of the Bank’s dealings with certain of the Mann Entities or as a
result of the actions taken by the Pioneer Parties. The Company’s and the Bank’s legal fees and expenses related to these actions
are  significant.  In  addition,  costs  associated  with  potentially  prosecuting,  litigating  or  settling  any  litigation,  satisfying  any
adverse  judgments,  if  any,  or  other  proceedings,  could  be  significant.  These  costs,  settlements,  judgments,  sanctions  or  other
expenses could have a material adverse effect on the Company’s financial condition, results of operations or cash flows.
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Item 1A – Risk Factors

In  addition  to  the  other  information  contained  in  this  Quarterly  Report  on  Form  10-Q,  the  following  risk  factors
represent material updates and additions to the risk factors previously disclosed in our Annual Report on Form 10-K for the fiscal
year ended June 30, 2020. Additional risks not presently known to us, or that we currently deem immaterial, may also adversely
affect our business, financial condition or results of operations. Further, to the extent that any of the information contained in this
Quarterly  Report  on  Form  10-Q  constitutes  forward-looking  statements,  the  risk  factors  set  forth  below  also  are  a  cautionary
statement  identifying  important  factors  that  could  cause  our  actual  results  to  differ  materially  from  those  expressed  in  any
forward-looking statements made by or on behalf of us.

Our business, financial condition, liquidity, capital and results of operations have been, and will likely continue to
be, adversely affected by the COVID-19 pandemic.

In  December  2019,  a  coronavirus  (COVID-19)  was  reported  in  China,  and,  in  March  2020,  the  World  Health  Organization
declared it  a  pandemic.  On March 12,  2020 the President  of  the United States  declared the COVID-19 outbreak in the United
States a national emergency.  The COVID-19 pandemic has caused significant economic dislocation in the United States as many
state and local governments have ordered non-essential businesses to close and residents to shelter in place at home, including the
State  of  New York.  During the  fourth  fiscal  quarter  of  2020,  some of  these  restrictions  were  removed and some non-essential
businesses were allowed to re-open in a limited capacity, adhering to social distancing and disinfection guidelines. It is not clear
when the pandemic will abate. This crisis has resulted in an unprecedented slow-down in economic activity and a related increase
in unemployment as the U.S. economy entered a recession. Since the COVID-19 outbreak, millions of people have filed claims
for unemployment,  and stock markets have experienced extreme volatility with bank stocks significantly declining in value. In
response to the COVID-19 outbreak, the Federal Reserve Board has reduced the benchmark Fed funds rate to a target range of
0% to 0.25%, and the yields on 10 and 30-year treasury notes have declined to historic lows.  The State of New York and certain
Federal agencies are requiring lenders to provide forbearance and other relief to borrowers (e.g., waiving late payment and other
fees). Recent New York legislation allows certain borrowers to seek forbearance on residential mortgage loans (including home
equity loans) if financial hardship is demonstrated as a result of COVID-19 for up to 180 days with an option for an additional
180  days.  The  federal  banking  agencies  have  encouraged  financial  institutions  to  prudently  work  with  affected  borrowers  and
recently passed legislation has provided relief from reporting loan classifications due to modifications related to the COVID-19
outbreak. The success of these measures is not yet entirely known and those measures may not be sufficient to fully mitigate the
negative  impact  of  the  COVID-19  pandemic.  Additionally,  some  measures,  such  as  a  suspension  of  mortgage  and  other  loan
payments  and foreclosures,  may have  a  negative  impact  on the  Company’s  business,  financial  condition,  liquidity,  capital  and
results of operations. If such measures are not effective in mitigating the effects of the COVID-19 pandemic on the Company’s
borrowers, the Company may also experience higher rates of default and increased credit losses in future periods.

Additionally, we are a participating lender in the Paycheck Protection Program (“PPP”) under the CARES Act.  Under the PPP,
small  businesses may, subject to certain regulatory requirements,  obtain low interest  (1%), government-guaranteed SBA loans.
These  loans  may  be  forgiven  if  the  funds  are  used  for  designated  expenses  and  meet  certain  designated  requirements.  If  our
borrowers fail to qualify for PPP loan forgiveness, or if the PPP loans are not fully guaranteed by the US government, we risk
holding loans with unfavorable terms and may experience losses related to our PPP loans. Government programs such as the PPP
are  complex  and  the  Company’s  participation  may  lead  to  litigation  and  governmental,  regulatory  and  third  party  scrutiny,
negative publicity and damage to its reputation. The length of the pandemic and the efficacy of the extraordinary measures being
put in place to address it are unknown. It is unknown when there will be a return to normal business activity and a subsiding of
the economic stress associated with the pandemic. Prolonged continuation of the pandemic could worsen these risks and impacts.
Until the pandemic subsides, the Company expects continued draws on lines of credit, reduced revenues in many of its fee-related
businesses and increased customer and client defaults, including defaults in unsecured loans. Even after the pandemic subsides,
the  U.S.  economy  may  experience  a  prolonged  economic  slowdown  or  recession,  and  our  business  would  be  materially  and
adversely affected by a prolonged economic slowdown or recession.

As the result of the COVID-19 pandemic and the related adverse 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, prospects
and results of operations:
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● demand for our products and services may decline, making it difficult to grow assets and income;

● if the economy is unable to fully reopen, and high levels of unemployment continue for an extended period of time, loan
delinquencies,  deferral  requests,  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;

● the  estimates  and  assumptions  we  use  may  prove  to  be  inadequate  or  incorrect,  and  the  actual  results  may  differ
materially from our estimates and assumptions;

● our allowance for loan losses may have to be increased if borrowers experience financial difficulties beyond forbearance
periods or if the federal government fails to guarantee or forgive our customers’ PPP loans, 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;

● our wealth management revenues may decline with continuing market turmoil;

● our  PPP  customers  may  fail  to  qualify  for  PPP  loan  forgiveness,  or  we  may  experience  other  uncertainties  or  losses
related to our PPP loans;

● our cyber security risks are increased as the result of an increase in the number of employees working remotely;

● we  rely  on  third  party  vendors  for  certain  services  and  the  unavailability  of  a  critical  service  due  to  the  COVID-19
outbreak could have an adverse effect on us; and

● FDIC premiums may increase if the agency experiences additional resolution costs.

Moreover, our future success and profitability substantially depends on the management skills of our executive officers
and  directors,  many  of  whom  have  held  officer  and  director  positions  with  us  for  many  years.  The  unanticipated  loss  or
unavailability  of  key  employees  due  to  the  outbreak  could  harm  our  ability  to  operate  our  business  or  execute  our  business
strategy.  We  may  not  be  successful  in  finding  and  integrating  suitable  successors  in  the  event  of  key  employee  loss  or
unavailability.

Any one or a combination of the factors identified above could negatively impact our business, financial condition and
results of operations and prospects.

There is uncertainty surrounding potential legal, regulatory and policy changes by new presidential
administrations in the United States that may directly affect financial institutions and the global economy.

2020 is a presidential election year. Changes in federal policy, including tax policies, and at regulatory agencies occur
over time through policy and personnel changes following elections, which lead to changes involving the level of oversight and
focus on the financial services industry or the tax rates paid by corporate entities. The nature, timing and economic and political
effects of potential changes to the current legal and regulatory framework affecting financial institutions remain highly uncertain.
Uncertainty  surrounding  future  changes  may  adversely  affect  our  operating  environment  and  therefore  our  business,  financial
condition, results of operations and growth prospects.



Table of Contents

61

Item 2 – Unregistered Sales of Equity Securities and Use of Proceeds

None

Item 3 – Defaults Upon Senior Securities

None

Item 4 – Mine Safety Disclosures

Not applicable

Item 5 – Other Information

None

Item 6 – Exhibits

Exhibit No. Description

31.1 Rule 13a-14(a) / 15d-14(a) Certification of the Chief Executive Officer
31.2 Rule 13a-14(a) / 15d-14(a) Certification of the Chief Financial Officer
32 Section 1350 Certification of the Chief Executive Officer and Chief Financial Officer
101 The following materials from Pioneer Bancorp, Inc. Form 10-Q for the three months ended September 30,

2020,  formatted  in  Extensible  Business  Reporting  Language  (XBRL):  (i)  the  Consolidated  Statements  of
Condition,  (ii)  the  Consolidated  Statements  of  Operations,  (iii)  the  Consolidated  Statements  of
Comprehensive Income (Loss), (iv) the Consolidated Statements of Changes in Shareholders’ Equity, (v) the
Consolidated Statements of Cash Flows, and (vi) related notes.

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.

PIONEER BANCORP, INC.
(registrant)

November 12, 2020 /s/ Thomas L. Amell
Thomas L. Amell
President and Chief Executive Officer

November 12, 2020 /s/ Patrick J. Hughes
Patrick J. Hughes
Executive Vice President and Chief Financial Officer



EXHIBIT 31.1: Rule 13a-14(a) / 15d-14(a) Certification of the Chief Executive Officer

Certification of Chief Executive Officer

Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Thomas L. Amell, certify that:

1.    I have reviewed this Quarterly Report on Form 10-Q of Pioneer Bancorp, Inc.;

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 consolidated 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 I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13-a-15(f) and 15d-15(f)) for the registrant 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 subsidiaries, 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

5.    The registrant's other certifying officer and I 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:

(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.

November 12, 2020 /s/ Thomas L. Amell
Thomas L. Amell
President and Chief Executive Officer



EXHIBIT 31.2: Rule 13a-14(a) / 15d-14(a) Certification of the Chief Financial Officer

Certification of Chief Financial Officer

Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Patrick J. Hughes, certify that:

1.    I have reviewed this Quarterly Report on Form 10-Q of Pioneer Bancorp, Inc.;

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 consolidated 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 I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13-a-15(f) and 15d-15(f)) for the registrant 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 subsidiaries, 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

5.    The registrant's other certifying officer and I 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:

(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.

November 12, 2020 /s/ Patrick J. Hughes
Patrick J. Hughes
Executive Vice President and Chief Financial Officer



EXHIBIT 32:  Section 1350 Certification of the Chief Executive Officer and Chief Financial Officer

Certification pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002

In  connection  with  the  Quarterly  Report  of  Pioneer  Bancorp,  Inc.  (the  “Company”)  on  Form  10-Q  for  the  period  ended
September 30, 2020 as filed with the Securities and Exchange Commission (the “Report”), the undersigned hereby certify,
pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that:

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 Company as of and for the period covered by the Report.

The  purpose  of  this  statement  is  solely  to  comply  with  Title  18,  Chapter  63,  Section  1350  of  the  United  States  Code,  as
amended by Section 906 of the Sarbanes-Oxley Act of 2002.

November 12, 2020 /s/ Thomas L. Amell
Thomas L. Amell
President and Chief Executive Officer

November 12, 2020 /s/ Patrick J. Hughes
Patrick J. Hughes
Executive Vice President and Chief Financial Officer


