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Dear Shareholder:
At the conclusion of our 2016 Annual Highlights report to shareholders, we observed
the potential for improvement to the business and banking environment due to policy
initiatives set forth by the new Trump administration. While 2017 has been an interesting
year in many ways, both central bankers and politicians are impacting our industry and
C&N with their actions during the fourth quarter. On December 13, the Federal Reserve
raised its target federal funds rate by .25% for the third time during the year, and the fifth
time since December of 2015. Once again, longer-term rates did not react in kind and the
yield curve flattened extending an environment that makes margin expansion a challenge.
Later in December, President Trump signed tax reform legislation that will have broad
implications for businesses and individuals. The changes did impact C&N’s fourth
quarter results as discussed further below. The new law also reduces C&N’s marginal
tax rate from 35% to 21% which will be beneficial to ongoing earnings beginning in 2018.
Congress is currently considering legislation that would deliver meaningful regulatory
relief to the banking industry that would directly benefit C&N. While the ultimate impact
of these actions on economic activity and banking is unknown, there is a general tone of
optimism that, collectively, they will support growth and opportunity.
As you review C&N’s 2017 performance you will note that revenue growth accelerated
as both net interest income and noninterest income increased at a faster pace than in
2016. These results highlight continued loan growth, an improving balance sheet mix,
a substantial increase in trust related income, and the impact of expanding customer
relationships as investments in our business model continue to mature. The increase in
noninterest expense reflects our ongoing investment in people and technology to position
C&N for future growth and productivity as well as unusually large increases in collection
related expenses and health care claims. 2017 results were also impacted by a $901,000
reduction, or $.05 per share after tax, in securities gains as compared to 2016.
Fourth quarter 2017 net income was $0.16 per share, as compared to $0.32 in the third
quarter 2017 and $0.35 in the fourth quarter 2016. On an annual basis, net income per
share was $1.10 in 2017 as compared to $1.30 in 2016. Return on average assets for
the year was 1.08%, and return on average equity was 7.11%. As mentioned above,
C&N’s fourth quarter and annual 2017 earnings were impacted by the recent reduction
in the federal corporate income tax rate to 21%, effective January 1, 2018, from the 35%
marginal tax rate in effect throughout 2017 and 2016. Fourth quarter and annual 2017
results include additional income tax expense related to a reduction in the carrying value
of the net deferred tax asset, resulting in a reduction of $.18 in earnings per share. Going
forward, management expects C&N’s income tax provision (expense) will be significantly
lower in 2018 and on an ongoing basis, as a result of the lower tax rate. Excluding the
impact of the additional income tax expense, fourth quarter 2017 net income per share
was $.34, and net income per share for the year was $1.28.
Net interest income increased $145,000 (1.4%) in the fourth quarter of 2017 compared
to the third quarter, and by $600,000 (5.9%) compared to the fourth quarter of 2016. For
the year ended December 31, 2017, net interest income was $1,543,000 (3.8%) higher
than in 2016. Growth in average loans outstanding of approximately $15 million during
the quarter and $58 million compared to 2016 is the primary driver of these increases.
Although average total deposits declined slightly during the fourth quarter of 2017, we
experienced solid year over year deposit growth, strong growth in demand deposits, and
reductions in higher cost borrowings continuing the improvement in our funding mix. The
yield on earning assets was 4.18% during the fourth quarter of 2017 compared to 4.05%
in the fourth quarter of 2016 while the overall cost of funds increased by .03% during the

same period. As a result, the net interest margin increased .12%, to 3.85% during the
fourth quarter of 2017 from 3.73% a year earlier.
The provision for loan losses was $23,000 during the fourth quarter of 2017 compared
to a net credit (reduction in expense) of $3,000 in 2016. For the year ended December
31, 2017, the provision was $801,000 compared to $1.221 million for the same period in
2016. The provision amounts for the current quarter and for the year, reflect reductions
in reserves related to net charge-off experience and qualitative factors used in calculating
the allowance for loan losses. Management maintains a robust process to determine the
adequacy of the allowance that incorporates these and other factors. C&N’s overall
credit quality remains strong and consistent as reflected in our past due and nonperforming loan metrics at December 31, 2017 compared to a year earlier.
Noninterest revenue increased by $86,000 (2.1%) in the fourth quarter of 2017 compared
to 2016. The most notable increases were Trust revenues, which increased 20%,
reflecting growth in assets under management as well as a recent fee increase, while
gains from the sale of mortgage loans decreased by $163,000, or 49%. For the year
ended December 31, 2017, noninterest revenue increased $642,000 (4.1%) as compared
to 2016. Trust and financial management revenues, interchange fees on debit card
transactions, and loan servicing fees increased, while gains on sale of loans decreased
due to lower volumes and service charges on deposit accounts declined, continuing a
multi-year trend.
Noninterest expenses increased $843,000 (9.9%) in the fourth quarter of 2017 compared
to 2016 driven by employee related expenses. Salaries and wages were $271,000 higher
due to staffing levels compared to a year earlier, while pensions and other employee
benefits costs increased $266,000 resulting primarily from higher health care claims. For
the year, noninterest expenses increased $2.2 million (6.4%). Employee related costs
were again the primary drivers with increased employee benefits expenses of $657,000
and salaries and wages higher by $395,000. In addition, ATM and interchange expenses,
software subscriptions, collection, other real estate, legal, and internal audit outsourcing
expenses contributed to the increase.
C&N continues to maintain a very strong capital position, providing the Company with
the ability to pursue growth and expansion, absorb one time charges such as the charge
required due to the change in tax law, while continuing to support shareholder value.
The dividend paid during the fourth quarter remained at $.26 per share producing an
annualized yield of 4.33% based on the December 31, 2017 market price of $24.00.
On January 18, 2018, the Board of Directors declared a dividend of $.27 per share
payable on February 9, 2018 to shareholders of record as of January 29, 2018. This is
an increase of 3.8% and reflects the Board’s confidence in the ongoing financial strength
of the Corporation. In April 2016, the Board announced a common stock repurchase
program for the acquisition of up to 600,000 shares. There have been no repurchases of
stock under this program to date.
We appreciate your investment and ongoing support of C&N.

J. Bradley Scovill
President and CEO

Alignment: The Bridge to Advancement

Commitment to Community
		

Giving Back, Giving Together

Since its inception in 2015, our Giving Back, Giving Together community involvement campaign
has surpassed our expectations considerably. For 2017, we raised the bar by setting a goal of
$60,000, knowing the amount of work and commitment it would take to reach it. We are
proud and humbled to announce that we surpassed our goal once again, raising over $72,000
for underprivileged children in our area! On top of the monetary donations, we also collected
7,781 food, clothing and hygiene items, and our team members donated their personal time by
volunteering on 116 occasions.

The winner of
C&N’s “Thank a
Local Voluteer
Child Advocate”
Facebook
contest was
David Gray
of Hornell,
pictured here
with his wife,
Penny. David
is a founder
of St. Ann’s
Academy in
Hornell, a school
for children in
grades Pre-K
through 6th.

We began our 2017 annual GBGT campaign, as always, by asking employees to nominate
causes that would make a meaningful impact in our communities. The entire bank then voted
for the cause they considered the most deserving. After voting to help local children who may
not receive the care or attention they deserve, local C&N teams reached out to organizations in
the area that work to enrich the lives of children in need. Each team organized fundraisers and
volunteer outings and collected donations for the cause. Fundraisers were primarily done during the quarterly
event weeks at the end of each quarter. The success of GBGT is a direct reflection of the character of our
employees and their commitment to their communities.
Some of our most successful fundraisers and awareness campaigns to date came in
2017. For Child Abuse Prevention Month in April, the Tioga County Human Services
Agency held an event on the Green in Wellsboro where C&N sponsored a bouncy
house for the children and several employees volunteered their time to help raise
awareness. In June, we held our C&N Charity Classic which raised over $20,000
for Giving Back, Giving Together. In November, we conducted a Facebook contest
called “Thank a Local Volunteer Child Advocate.” David Gray, founder of St. Ann’s
Academy in Hornell, NY, was the very deserving winner. 2017 was also the year we
launched #GBGTImpactStories on social media. These short video clips feature
members of the community as they share their personal stories about the importance of Giving Back, Giving
Together in their communities. Look for more of these in the future!
In 2018, we look forward to another year with another worthy cause that will make a positive and lasting
impact in the community. In December, our employees voted to support Literacy & Education through
Public Libraries. This year, we will raise funds and awareness for local libraries to help them provide services
for those who rely on them. Public libraries strengthen our communities by providing unique opportunities for
children and adults alike to learn, network and connect with one another. They are often under-funded and
under-staffed. You can expect to see our team members out in the community again this year conducting
fundraisers, book drives, volunteer readings, and much, much more. We hope that you will join us in
helping our local libraries flourish. Look for communications in the near future on how you can be a part of
something special again this year.

The Children’s House Remodel
In October, volunteers from four of our
Bradford County branches came together to
help remodel The Children’s House in Towanda.
They showed up on two different Saturdays
to paint, clean, organize and make some very
needed improvements.
Before
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After

The Children’s House is a Child Advocacy Center, designed to house misplaced youth and provide them
with a positive and comfortable living environment. Katy VanDewark, Director of The Children’s House
said “we couldn’t be more appreciative for all of the things that Citizens & Northern Bank employees
have done.”

Earnings Statement
Additional details on our Fourth Quarter Earnings can be found on the Investor Relations section at www.cnbankpa.com.
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CONDENSED, CONSOLIDATED EARNINGS STATEMENT INFORMATION

(Dollars in Thousands, Except Per Share Data) (Unaudited)
Interest and Dividend Income
Interest Expense
Net Interest Income
Provision (Credit) for Loan Losses
Net Interest Income After Provision (Credit) for Loan Losses
Noninterest Revenue
Net Gains on Available-for-sale Securities
Noninterest Expenses
Income Before Income Tax Provision
Income Tax Provision
Net Income
Net Income Attributable to Common Shares (1)
PER COMMON SHARE DATA:
Net Income - Basic
Net Income - Diluted
Dividend Per Share
Number of Shares Used in Computation - Basic
Number of Shares Used in Computation - Diluted

CONDENSED, CONSOLIDATED EARNINGS STATEMENT INFORMATION

(Dollars in Thousands Except Per Share Data) (Unaudited)
Interest and Dividend Income
Interest Expense
Net Interest Income
Provision for Loan Losses
Net Interest Income After Provision for Loan Losses
Noninterest Revenue
Net Gains on Available-for-sale Securities
Noninterest Expenses
Income Before Income Tax Provision
Income Tax Provision
Net Income
Net Income Attributable to Common Shares (1)
PER COMMON SHARE DATA:
Net Income - Basic
Net Income - Diluted
Dividend Per Share
Number of Shares Used in Computation - Basic
Number of Shares Used in Computation - Diluted

$

(1) Basic & diluted net income per common share are determined based on net income less earnings allocated to nonvested restricted shares with nonforfeitable dividends.

CONDENSED, CONSOLIDATED BALANCE SHEET DATA
(Dollars in Thousands) (Unaudited)
ASSETS
Cash & Due from Banks
Available-for-sale Securities
Loans Held for Sale
Loans, Net
Intangible Assets
Other Assets
TOTAL ASSETS
LIABILITIES
Deposits
Repo Sweep Accounts
Total Deposits and Repo Sweeps
Borrowed Funds
Other Liabilities
TOTAL LIABILITIES
SHAREHOLDERS' EQUITY
Common Shareholders' Equity, Excluding Accumulated
Other Comprehensive Income
Accumulated Other Comprehensive Income:
Net Unrealized Gains/Losses on
Available-for-sale Securities
Defined Benefit Plans
TOTAL SHAREHOLDERS' EQUITY
TOTAL LIABILITIES & SHAREHOLDERS' EQUITY
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c/o American Stock Transfer
& Trust Company, LLC
6201 15th Avenue
Brooklyn, NY 11219

ban CN otes

Connect With Us
CZNC
$

24.00 (as of 12/31/2017)

American Stock Transfer & Trust Company
Phone: 1-800-937-5449
Email: info@amstock.com
Web: www.amstock.com
Dividend Reinvestment Plan Administered by
American Stock Transfer & Trust Company
Phone: 1-888-200-3166

Employee Connection

Success in achieving any company’s mission is directly linked to the success of its employees, which is one
reason why Citizens & Northern builds a culture that supports its team members and celebrates their
achievements. In November, six C&N employees were recognized for a combined 90 years of service to the
financial institution.

Frequently Called Numbers:

Virginia Reap, Community Office Manager
Athens, 40 years

Contact Center/Internet Banking:
1-877-838-2517

Toni Bolt, Customer Service Representative
Mansfield, 10 years

Trust & Financial Management Group:
1-800-487-8784

Charity Shaefer, Customer Service Representative
Tioga, 15 years

C&N Financial Services:
1-866-ASK-CNFS

Jessica Sweet, Trust Support Specialist
Wellsboro, 15 years

Telephone Banking:
1-877-622-5526

Find us Online:
www.cnbankpa.com

Fourth Quarter, 2017

James Dowling, PC Technician
Wellsboro 5 years
Luke Slubowski, Network Administrator
Wellsboro, 5 years
Left to Right: Brad Scovill, Charity Shaefer, Luke Slubowski, Toni
Bolt, James Dowling, Virginia Reap and Jessica Sweet

