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(State or other
jurisdiction of

(I.R.S.
Employer

incorporation
or organization)

Identification
No.)

105 Leader Heights Road, P.O. Box 2887, York, Pennsylvania 17405

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (717) 747-1519

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on
which registered

Common Stock, $2.50 par value NASDAQ Global Market

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
☐ Yes ☒ No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15 (d) of the
Act. ☐ Yes ☒ No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. ☒ Yes ☐ No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
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(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes ☒  No ☐

Indicate by check mark if the disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of the registrant’s knowledge, in the definitive
proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company or emerging growth company. See definition of “large accelerated filer,” “accelerated filer”,
“smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ☐ Accelerated filer ☒
Non-accelerated filer ☐ Smaller Reporting Company ☒
Emerging Growth Company ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ☐

Indicate by check mark whether the registrant is a shell company as defined in Rule 12b-2 of the Exchange Act. ☐ Yes
☒ No

The aggregate market value of Codorus Valley Bancorp, Inc.’s voting stock held by non-affiliates was approximately
$228,753,924 as of June 30, 2018.

As of February 27, 2019, Codorus Valley Bancorp, Inc. had 9,457,820 shares of common stock outstanding, par value
$2.50 per share.

DOCUMENTS INCORPORATED BY REFERENCE

Part III incorporates certain information by reference to the registrant’s Proxy Statement for the Annual Meeting of
Shareholders to be held May 21, 2019. 
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PART I

Item 1: Business

Codorus Valley Bancorp, Inc. (“Codorus Valley” or the “Corporation”) is a Pennsylvania business corporation,
incorporated on October 7, 1986. On March 2, 1987, Codorus Valley became a bank holding company under the Bank
Holding Company Act of 1956, as amended. PeoplesBank, A Codorus Valley Company (“PeoplesBank”) is its wholly
owned bank subsidiary. The Corporation’s business consists primarily of managing PeoplesBank, and its principal
source of income is dividends received from PeoplesBank. The Corporation also wholly-owns one non-bank
subsidiary, SYC Realty Co., Inc., a subsidiary for holding certain foreclosed assets pending liquidation. On December
31, 2018, Codorus Valley had total consolidated assets of $1.81 billion, total deposits and other liabilities of $1.63
billion, and total shareholders’ equity of $178,746,000.

Bank Subsidiary

PeoplesBank, organized in 1934, is a Pennsylvania chartered bank that offers a full range of consumer, business,
wealth management, and mortgage services at financial centers located in communities throughout South Central
Pennsylvania and Central Maryland. In addition to the twenty-six full service financial centers there are eleven
financial centers located primarily within retirement communities that provide a full suite of services on a limited
basis. PeoplesBank, with origins dating back to 1864, is focused on acquiring and nurturing financial relationships
with small and mid-sized businesses. The Federal Deposit Insurance Corporation insures the deposits of PeoplesBank
to the maximum extent provided by law. On December 31, 2018, PeoplesBank had total gross loans of $1.49 billion,
excluding loans held for sale, and total deposits of $1.50 billion. PeoplesBank had the second largest share of deposits
in York County, Pennsylvania, with deposits totaling 15.5 percent of the market as of June 30, 2018, the latest
available measurement date.

PeoplesBank is not dependent on deposits of, or exposed to a loan concentration to, a single client, or a small group of
clients. Therefore, the loss of a single client, or a small client group, would not have a material adverse effect on the
financial condition of PeoplesBank. At December 31, 2018, the largest indebtedness of a single PeoplesBank client
was approximately $23,550,000 or 1.6 percent of the total loan portfolio, which was within PeoplesBank’s regulatory
lending limit of $30,535,000.

Most of the Corporation's business is with clients in York County, Pennsylvania and northern Maryland. Although this
market area may pose a concentration risk geographically, we believe that the diverse local economy and our detailed
knowledge of the client base lessens this risk. At December 31, 2018, the Corporation had three industry
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concentrations that exceeded 10 percent of the total loan portfolio: residential real estate investor represented 15.6
percent of the portfolio; commercial real estate investor represented 14.2 percent of the portfolio; and builder and
developer represented 10.4 percent of the portfolio. At December 31, 2017, the Corporation had three industry
concentrations that exceeded 10 percent of the total loan portfolio: commercial real estate investor represented 16.5
percent of the portfolio; residential real estate investor represented 15.0 percent of the portfolio; and builder and
developer represented 13.2 percent of the portfolio. Loans to borrowers within these industries are usually
collateralized by real estate.
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Nonbank Subsidiaries of PeoplesBank

PeoplesBank had six wholly-owned nonbank subsidiaries as of December 31, 2018, that were consolidated for
financial reporting purposes.

Codorus Valley Financial Advisors, Inc. d/b/a PeoplesWealth Advisors, a subsidiary that sells non-deposit investment
products in Pennsylvania, began operations in January 2000, and previously operated as SYC Insurance Services, Inc.
until the change to the current name in December 2005.

Codorus Valley Financial Advisors, Inc. d/b/a PeoplesWealth Advisors, a separate subsidiary that sells non-deposit
investment products in Maryland, was acquired through the merger with Madison Federal Savings Bank (which was
completed on January 16, 2015), and previously operated as Madison Financial Services Corp until the change to the
current name in December 2016.

SYC Settlement Services, Inc. is a subsidiary that has provided real estate settlement services since January 1999.

Periodically, PeoplesBank creates nonbank subsidiaries for the purpose of temporarily holding certain foreclosed
assets pending liquidation. On December 31, 2018, one of three of these foreclosed asset subsidiaries was active.

Nonbank Subsidiaries of Codorus Valley Bancorp, Inc.

In 2006, Codorus Valley formed CVB Statutory Trust No. 2, a wholly-owned special purpose subsidiary whose sole
purpose was to facilitate a pooled trust preferred debt issuance of $7,217,000. In 2004, Codorus Valley formed CVB
Statutory Trust No. 1 to facilitate a pooled trust preferred debt issuance of $3,093,000. The Corporation owns 100
percent of the common stock of these nonbank subsidiaries, which are not consolidated for financial reporting
purposes. These obligations are reported as junior subordinated debt on the Corporation’s balance sheet.

In 1991, SYC Realty Co., Inc. was incorporated as a wholly owned subsidiary of Codorus Valley, and originally
commenced operations in October 1995. Codorus Valley created this nonbank subsidiary primarily for the purpose of
holding certain foreclosed properties obtained by PeoplesBank pending liquidation of those properties. SYC Realty
was inactive during the entire reporting period of 2018.
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Employees

At year-end 2018, PeoplesBank employed 327 full-time employees and 37 part-time employees, which equated to
approximately 348 full-time equivalent employees. Employees are not covered by a collective bargaining agreement,
and PeoplesBank considers its relations with employees to be satisfactory.

Segment Reporting

Management has determined that it operates in only one segment, community banking. The Corporation’s non-banking
activities are not significant to the consolidated financial statements.
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Competition

The banking industry in PeoplesBank’s service area, South Central Pennsylvania (principally, York and Lancaster
County), and North Central Maryland (principally, Baltimore County, Baltimore City and Harford County), is highly
competitive. PeoplesBank competes through service and price, and by leveraging its hometown image. It competes
with commercial banks and other financial service providers, such as thrifts, credit unions, consumer finance
companies, investment firms and mortgage companies. Some financial service providers operating in PeoplesBank’s
service area operate on a national and regional scale and possess resources that are greater than PeoplesBank’s.

Supervision and Regulation

The Corporation is subject to extensive regulation under federal and Pennsylvania banking laws, regulations and
policies, including prescribed standards relating to capital, earnings, dividends, the repurchase or redemption of
shares, loans or extensions of credit to affiliates and insiders, internal controls, information systems, internal audit
processes, loan documentation, credit underwriting, asset growth, impaired assets, and loan-to-value ratios. The bank
regulatory framework is intended primarily for the protection of depositors, federal deposit insurance funds and the
banking systems as a whole, and not for the protection of security holders.

The following summary sets forth certain of the material elements of the regulatory framework applicable to bank
holding companies and their bank subsidiaries and provides certain specific information about Codorus Valley and
PeoplesBank. It does not describe all of the provisions of the statutes, regulations and policies that are identified. To
the extent that the following information describes statutory and regulatory provisions, it is qualified in its entirety by
express reference to each of the particular statutory and regulatory provisions. A change in applicable statutes,
regulations or regulatory policy may have a material effect on the business of the Corporation.

Bank Holding Company Regulations

Codorus Valley is registered as a bank holding company, and is subject to regulation by the Board of Governors of the
Federal Reserve System (“Federal Reserve”), under the Bank Holding Company Act of 1956, as amended. The Bank
Holding Company Act requires bank holding companies to file periodic reports with, and subjects them to
examination by, the Federal Reserve. The Federal Reserve has issued regulations under the Bank Holding Company
Act that require a bank holding company to serve as a source of financial and managerial strength to its subsidiary
banks. As a result, the Federal Reserve may require Codorus Valley to use its resources to provide adequate capital
funds to PeoplesBank during periods of financial stress or adversity.
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The Bank Holding Company Act prohibits Codorus Valley from acquiring direct or indirect control of more than 5
percent of the outstanding voting stock of any bank, or substantially all of the assets of any bank, or merging with
another bank holding company, without the prior approval of the Federal Reserve. The Pennsylvania Department of
Banking and Securities must also approve certain similar transactions. Pennsylvania law permits Pennsylvania bank
holding companies to control an unlimited number of banks.
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The Bank Holding Company Act restricts Codorus Valley to activities that the Federal Reserve has found to be
closely related to banking, and which are expected to produce benefits for the public that will outweigh any potentially
adverse effects. Therefore, the Bank Holding Company Act prohibits Codorus Valley from engaging in most
nonbanking businesses, or acquiring ownership or control of more than 5 percent of the outstanding voting stock of
any company engaged in a nonbanking business, unless the Federal Reserve has determined that the nonbanking
business is closely related to banking. Under the Bank Holding Company Act, the Federal Reserve may require a bank
holding company to end a nonbanking business if it constitutes a serious risk to the financial soundness and stability
of any bank subsidiary of the bank holding company.

The Federal Reserve Act imposes restrictions on a subsidiary bank of a bank holding company, such as PeoplesBank.
The restrictions affect extensions of credit to the bank holding company and its subsidiaries, investments in the stock
or other securities of the bank holding company and its subsidiaries, and taking such stock or securities as collateral
for loans.

The Federal Reserve Act and Federal Reserve regulations also place limitations and reporting requirements on
extensions of credit by a bank to the principal shareholders of its parent holding company, among others, and to
related interests of such principal shareholders. In addition, such legislation and regulation may affect the terms upon
which any person becoming a principal shareholder of a holding company may obtain credit from banks with which
the subsidiary bank maintains a correspondent relationship.

PeoplesBank and the banking industry, in general, are affected by the monetary and fiscal policies of the U.S.
Treasury and government agencies, including the Federal Reserve. Through open market securities transactions, and
changes in its federal funds and discount rates and reserve requirements, the Federal Reserve exerts considerable
influence over the cost and availability of funds for lending and investment.

Regulation of PeoplesBank

PeoplesBank is a Pennsylvania chartered bank that is not a member of the Federal Reserve System, and its deposits
are insured (up to applicable limits) by the Federal Deposit Insurance Corporation (“FDIC”). Accordingly,
PeoplesBank’s primary federal regulator is the FDIC, and PeoplesBank is subject to the extensive regulation and
examination by the FDIC and the Pennsylvania Department of Banking and Securities.

State and federal banking laws and regulations govern such things as: the scope of a bank’s business; permissible
investments; the reserves against deposits a bank must maintain; the types and terms of loans a bank may make and
the collateral it may take; the activities of a bank with respect to mergers and consolidations; the establishment of
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branches; and the sale of non-deposit investment products by the bank and its subsidiaries.

As the primary federal regulator of PeoplesBank, the FDIC regularly examines banks in such areas as capital, asset
quality, management, earnings, liquidity and sensitivity to market risk and other aspects of operations and requires
that PeoplesBank furnish annual and quarterly reports. Examinations by the FDIC are designed for the protection of
PeoplesBank’s depositors rather than Codorus Valley’s shareholders. The FDIC provides deposit insurance to banks,
which covers all deposit accounts. The standard maximum insurance amount is $250,000 per depositor.

Effective January 1, 2012, PeoplesBank became subject to FDIC regulation 363.3(b), which requires depository
institutions with total assets of $1 billion or more to engage an independent public accountant to examine, attest to,
and report on the assertion of management concerning the institution’s internal control structure and procedures for
financial reporting.
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The Pennsylvania Insurance Department, the Securities and Exchange Commission (“SEC”) and the Financial Industry
Regulatory Authority (“FINRA”) control and supervise the licensing and activities of employees engaged in the sale of
non-deposit investment products.

Federal Deposit Insurance and Premiums

PeoplesBank pays deposit insurance premiums to the FDIC based on a risk-based assessment formula established by
the FDIC for Deposit Insurance Fund (DIF) member institutions. Institutions are classified into one of four risk
categories and pay premiums according to perceived risk to the FDIC’s DIF. PeoplesBank has consistently been a risk
category I institution, the least risky category. Institutions in risk categories II, III and IV are assessed premiums at
progressively higher rates.

In February 2011, the FDIC announced its final rule pertaining to, among other things, changes in the computation of
risk-based insurance premiums as mandated by the Dodd-Frank Wall Street Reform and Consumer Protection Act.
The final rule, which took effect April 1, 2011, changed the assessment base from domestic deposits to average assets
minus average tangible equity, i.e., Tier 1 capital, and lowered assessment rates. For insured member institutions
below $10 billion in total assets, the four risk categories framework mentioned earlier continues to apply. For the least
risky category I institutions, such as PeoplesBank, the assessment rate range of 7 to 24 basis points on domestic
deposits decreased to 2.5 to 9 basis points on total average assets minus average tangible equity. The final rule
eliminated risk categories for large institutions with total assets of $10 billion or more. Instead, their assessment rates
are now calculated using a scorecard that combines regulatory ratings and certain forward financial measures to assess
the risk a large institution poses to the DIF.

On April 26, 2016, the FDIC adopted a rule amending small institution pricing for deposit insurance, which is
effective the quarter after the Reserve Ratio reaches 1.15 percent. The reserve ratio reached 1.15 percent effective
June 30, 2016, so the lower rates became effective July 1, 2016. The initial base assessment rates for all insured
institutions were reduced from 5 to 35 basis points to 3 to 30 basis points. Total base assessment rates after possible
adjustments were reduced from 2.5 to 45 basis points to 1.5 to 40 basis points. For insured institutions under $10
billion in total assets, the new pricing system eliminates all risk categories and uses the Financial Ratios Method to
determine assessment rates. CAMELS composite ratings are used to set minimum and maximum assessment rates for
an institution. In addition, the new pricing system revises the Financial Ratios Method so that it is based on a
statistical method eliminating the probability of failure over three years; and updates the financial measures used in
the financial Ratios Method so the measures are consistent with the statistical method. Generally, the change in the
assessment methodology by the FDIC lowered deposit insurance premiums for community banks like PeoplesBank.

Dividend Restrictions
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The Corporation is a legal entity separate and distinct from PeoplesBank. Declaration and payment of cash dividends
by the Corporation depends upon cash dividend payments to the Corporation by PeoplesBank, which is the
Corporation’s primary source of revenue and cash flow. Accordingly, the right of the Corporation, and consequently
the right of our creditors and shareholders, to participate in any distribution of the assets or earnings of any subsidiary
is necessarily subject to the prior claims of creditors of the subsidiary, except to the extent that claims of the
Corporation in its capacity as a creditor may be recognized.

As a Pennsylvania chartered bank, PeoplesBank is subject to regulatory restrictions on the payment and amounts of
dividends under the Pennsylvania Banking Code of 1965, as amended. Further, the ability of banking subsidiaries to
pay dividends is also subject to their profitability, financial condition, capital expenditures and other cash flow
requirements.
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The payment of dividends by PeoplesBank and the Corporation may also be affected by other factors, such as the
requirement to maintain adequate capital above regulatory guidelines. The federal banking agencies have indicated
that paying dividends that deplete a depository institution’s capital base to an inadequate level would be an unsafe and
unsound banking practice. Under the Federal Deposit Insurance Corporation Improvement Act of 1991, a depository
institution may not pay any dividend if payment would cause it to become undercapitalized or if it is already
undercapitalized. Moreover, the federal agencies have issued policy statements that provide that bank holding
companies and insured banks should generally only pay dividends out of current operating earnings. Federal banking
regulators have the authority to prohibit banks and bank holding companies from paying a dividend if the regulators
deem such payment to be an unsafe and unsound practice. More information about dividend restrictions and capital
requirements can be found in Note 9 – Regulatory Matters, to the consolidated financial statements.

Other Laws and Regulations Affecting the Corporation and PeoplesBank

Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) In July 2010, the Dodd-Frank
Act was enacted to improve accountability and transparency in the financial system, to attempt to end “too big to fail”
pertaining to large, troubled financial institutions, to protect the American taxpayer by ending governmental bailouts,
to protect consumers from abusive financial services practices, and for other purposes. The Dodd-Frank Act is broad
and complex legislation that puts in place a sweeping new financial services regime that will have significant
regulatory and legal consequences for banks now and for years to come. The effects of the Dodd-Frank Act on the
financial services industry will depend, in large part, upon the extent to which regulators exercise the authority granted
to them under the Dodd-Frank Act and the approaches taken in implementing regulations. Additional uncertainty
regarding the effect of the Dodd-Frank Act exists due to the potential for additional legislative changes to the
Dodd-Frank Act. The Corporation, like all financial institutions, has been and will continue to be impacted by the
Dodd-Frank Act in the areas of corporate governance, deposit insurance assessments, capital requirements, risk
management, stress testing, and regulation under consumer protection laws.

Among other things, the Dodd-Frank Act:

●

Provides extensive authority to the federal bank regulatory agencies and, in particular, the Federal Reserve, to take
proactive steps to reduce or eliminate threats to the safety of the financial system, impose strict controls on large bank
holding companies ($50 billion or more) and nonbank financial companies to limit their risk, and take direct control
of troubled financial companies considered systemically significant;

●Increases bank supervision by restructuring the supervision of holding companies and depository institutions;
establishes the equivalent of a prompt corrective action program for large bank holding companies; requires that
capital requirements for holding companies be at least as strict as capital requirements for depository institutions;
disallows new issuances of trust preferred securities from qualifying for Tier 1 capital treatment; directs federal bank
regulators to develop specific capital requirements for holding companies and depository institutions that address
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activities that pose risk to the financial system, such as significant activities in higher risk areas, or concentrations in
assets whose reported values are based on models;

●

Established the Consumer Financial Protection Bureau as an independent entity within the Federal Reserve System
that has assumed responsibility for supervision and enforcement of most consumer protection laws, and has authority
to supervise, examine and take enforcement action with respect to depository institutions with more than $10 billion
in assets and nonbank mortgage industry participants and other designated nonbank providers of consumer financial
services;

8 

Edgar Filing: CODORUS VALLEY BANCORP INC - Form 10-K

17



●
Places certain limitations on investment and other activities by depository institutions, holding companies and their
affiliates. Expands the coverage of Section 23A of the Federal Reserve Act to include the credit exposure related to
additional transactions, including derivatives; and

●

Significantly increases the regulation of residential mortgage lending and servicing by banks and nonbanks by
requiring, among other things, mortgage originators to ensure that the consumer will have the capacity to repay the
loan; and requires mortgage loan securitizers to retain a certain amount of risk, unless the mortgages conform to the
new regulatory standards as qualified residential mortgages.

Sarbanes-Oxley Act of 2002 The Sarbanes-Oxley Act (“SOA”) was signed into law in July 2002 and applies to all
companies, both U.S. and non-U.S, that file periodic reports under the Securities Exchange Act of 1934. The stated
goals of the SOA were to increase corporate responsibility, to provide for enhanced penalties for accounting and
auditing improprieties at publicly traded companies and to protect investors by improving the accuracy and reliability
of corporate disclosures pursuant to the securities laws. The SEC is responsible for establishing rules to implement
various provisions of the SOA. The SOA includes specific disclosure requirements and corporate governance rules,
requires the SEC and securities exchanges to adopt extensive additional disclosure, corporate governance and other
related rules and mandates further studies of certain issues by the SEC. The SOA represents significant regulation of
the accounting profession and corporate governance practices, such as the relationship between a board of directors
and management and between a board of directors and its committees. Section 404 of the SOA requires publicly held
companies to document, test and certify that their internal control systems over financial reporting are effective.

Effective December 31, 2014, the Corporation is subject to the independent attestation requirement under Section 404
of the SOA. PeoplesBank remains subject to independent auditor attestation under FDIC regulation 363.3(b), which is
a similar independent attestation requirement to Section 404 of the SOA.

USA Patriot Act of 2001 In October of 2001, the USA Patriot Act of 2001 was enacted to strengthen U.S. law
enforcement’s and the intelligence communities’ abilities to work cohesively to combat terrorism on a variety of fronts.
The Patriot Act contains sweeping anti-money laundering and financial transparency laws and imposes various
regulations on financial institutions, including standards for verifying client identification at account opening, and
rules to promote cooperation among financial institutions, regulators and law enforcement entities in identifying
parties that may be involved in terrorism or money laundering.

May 2018 Banking Reform Legislation On May 24, 2018, the Economic Growth, Regulatory Relief, and Consumer
Protection Act (the “Regulatory Relief Act”), amended certain provisions of the Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010, as well as certain other statutes administered by the federal banking agencies Some
of the key provisions of the Regulatory Relief Act as it relates to community banks and bank holding companies
include: (i) designating mortgages held in portfolio and “qualified mortgages” for banks with less than $10 billion in
assets, subject to certain documentation and product limitations; (ii) exempting banks with less than $10 billion in
assets (and total trading assets and trading liabilities of 5% or less of total assets) from Volcker Rule requirements
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relating to proprietary trading; (iii) simplifying capital calculations for banks with less than $10 billion in assets by
requiring federal banking agencies to establish a community bank leverage ratio of tangible equity to average
consolidated assets of not less than 8% or more than 10%, and provide that banks that maintain tangible equity in
excess of such ratio will be deemed to be in compliance with risk-based capital and leverage requirements; (iv)
assisting smaller banks with obtaining stable funding by providing an exception for reciprocal deposits from FDIC
restrictions on acceptance of brokered deposits; (v) raising the eligibility for use of short-form Call Reports from $1
billion to $5 billion in assets; (vi) clarifying definitions pertaining to high volatility commercial real estate loans
(HVCRE), which requires higher capital allocations, so that only loans with increased risk are subject to higher risk
weightings; and (vii) changing the eligibility for use of the small bank holding company policy statement from
institutions with under $1 billion in assets to institutions with under $3 billion in assets.
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Section 201 of the Regulatory Relief Act directed the federal banking agencies to develop a community bank leverage
ratio (“CBLR”) of not less than 8% and not more than 10% for qualifying community banks and bank holding
companies with total consolidated assets of less than $10 billion. Qualifying community banking organizations that
exceed the CBLR level established by the agencies, and that elect to be covered by the CBLR framework, will be
considered to have met: (i) the generally applicable leverage and risk-based capital requirements under the banking
agencies’ capital rules; (ii) the capital ratio requirements necessary to be considered “well capitalized” under the banking
agencies’ prompt corrective action framework in the case of insured depository institutions; and (iii) any other
applicable capital or leverage requirements.

On February 8, 2019, the Office of the Comptroller of the Currency, the Board of Governors of the Federal Reserve
Board, and the FDIC published for comment a proposed rule to implement the provisions of Section 201 of the
Regulatory Relief Act. Under the proposal, a qualifying community banking organization would be defined as a
deposit institution or depository institution holding company with less than $10 billion in assets and specified limited
amounts of off-balance sheet exposures, trading assets and liabilities, mortgage servicing assets, and certain temporary
difference deferred tax assets. A qualifying community banking organization would be permitted to elect the CBLR
framework if its CBLR is greater than 9%. The proposed rulemaking also addresses opting in and opting out of the
CBLR framework by a community banking organization, the treatment of a community banking organization that falls
below the CBLR requirements, and the effect of various CBLR levels for purposes of the prompt corrective action
categories applicable to insured depository institutions. Advanced approaches banking organizations (generally,
institutions with $250 billion or more in consolidated assets) are not eligible to use the CBLR framework.

The Company continues to analyze the changes implemented by the Regulatory Relief Act, including the CBLR
framework included in the recently proposed rulemaking. The Company does not believe, however, that such changes
will materially impact the Company’s business, operations, or financial results.

Future Laws and Regulations

Periodically, various federal and state legislation is proposed that could result in additional regulation of, and
restrictions on, the business of Codorus Valley and PeoplesBank. It cannot be predicted whether such legislation will
be adopted or, if adopted, how such legislation would affect the business of Codorus Valley and its subsidiaries. As a
consequence of the extensive regulation of commercial banking activities in the United States, Codorus Valley’s and
PeoplesBank’s business is particularly susceptible to being affected by federal legislation and regulations. The general
cost of compliance with numerous federal and state laws and regulations has had, and in the future may have, a
negative impact on Codorus Valley’s results of operations.
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Other Information

This Annual Report on Form 10-K is filed with the Securities and Exchange Commission (SEC). Copies of this
document, the Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, amendments to those reports and other
filings by Codorus Valley with the SEC may be obtained electronically at PeoplesBank’s website at
www.peoplesbanknet.com (select “Investor Relations”, then select “Filings”, then select “Documents”), or the SEC’s
website at www.sec.gov. Copies can also be obtained without charge by writing to: Treasurer, Codorus Valley
Bancorp, Inc., 105 Leader Heights Road, York, PA 17403.

Where we have included web addresses in this report, such as the Corporation’s web address, we have included these
web addresses as inactive text references only. Except as specifically incorporated by reference into this report,
information on those websites is not part hereof.

Item 1A: Risk Factors

Before investing in our common stock, you should carefully consider the risks described below, in addition to the
other information contained in this report and in our other filings with the SEC. Unless the context otherwise requires,
references to “we,” “us,” “our,” “Codorus Valley Bancorp, Inc.,” “Codorus Valley” or the “Corporation” refer to Codorus Valley
Bancorp, Inc. and its direct or indirect owned subsidiaries, and references to the “Bank” refer to PeoplesBank, a Codorus
Valley Company, the wholly-owned banking subsidiary of the Corporation.

The risks and uncertainties described below are not the only ones facing the Corporation. Additional risks and
uncertainties that we are not aware of or focused on, or that we currently deem immaterial, may also impact our
business and results of operations. If any of these known or unknown risks or uncertainties actually occurs, our
business, financial condition and results of operations could be materially and adversely affected. If this were to
happen, the market price of our common stock could decline significantly, and you could lose all or part of your
investment.

Risks Related to Our Business and Industry

Weakness in the economy may materially adversely affect our business and results of operations.
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Our results of operations are materially affected by conditions in the economy generally, which continue to be
uncertain and include uneven economic growth, accompanied by low interest rates. Dramatic declines in the housing
market following the 2008 financial crisis, with falling home prices and increasing foreclosures and unemployment,
resulted in significant write-downs of asset values by financial institutions. While conditions have improved, a return
to a recessionary or excessive inflationary economy could result in financial stress on our borrowers that would
adversely affect consumer confidence, a reduction in general business activity and increased market volatility. The
resulting economic pressure on consumers and businesses and the lack of confidence in the financial markets could
adversely affect our business, financial condition, results of operations and stock price. Our ability to properly assess
the creditworthiness of our clients and to estimate the losses inherent in our credit exposure would be made more
complex by these difficult market and economic conditions. Accordingly, if market conditions worsen, we may
experience increases in foreclosures, delinquencies, write-offs and client bankruptcies, as well as more restricted
access to funds.
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Deterioration in our local and regional economy or real estate market may adversely affect our business.

Substantially all of our business is with clients located within South Central Pennsylvania, principally York and
Lancaster County and North Central Maryland, principally Harford County, Baltimore County and Baltimore City. As
a result of this geographic concentration, our results depend largely on economic conditions in these and surrounding
areas. Deterioration in economic conditions in these markets could:

● increase loan delinquencies;

● increase problem assets and foreclosures;

● increase claims and lawsuits;

● decrease the demand for our products and services; and

●decrease the value of collateral for loans, especially real estate, in turn reducing clients’ borrowing power, the value of
assets associated with nonperforming loans and collateral coverage.

Generally, we make loans to small and mid-sized businesses whose success depends on the regional economy. These
businesses generally have fewer financial resources in terms of capital or borrowing capacity than larger entities.
Adverse economic and business conditions in our market area could reduce our growth rate, affect our borrowers’
ability to repay their loans and, consequently, adversely affect our financial condition and performance. For example,
we place substantial reliance on real estate as collateral for our loan portfolio. A sharp downturn in real estate values
in our market area could leave many of our loans inadequately collateralized. If we are required to liquidate the
collateral securing a loan to satisfy the debt during a period of reduced real estate values, our earnings could be
adversely affected.

If our allowance for loan and lease losses is not sufficient to cover actual loan and lease losses, our earnings would
decrease.

We are exposed to the risk that our borrowers may default on their obligations. To absorb probable, incurred loan and
lease losses that we may realize, we recognize an allowance for loan and lease losses based on, among other things,
national and regional economic conditions, historical loss experience, and delinquency trends. However, we cannot
estimate loan and lease losses with certainty, and we cannot assure you that charge-offs in future periods will not
exceed the allowance for loan and lease losses. If charge-offs exceed our allowance, our earnings would decrease. In
addition, regulatory agencies, as an integral part of their examination process, review our allowance for loan and lease
losses and may require additions to the allowance based on their judgment about information available to them at the
time of their examination. Factors that require an increase in our allowance for loan and lease losses, such as a
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prolonged economic downturn or continued weakening in general economic conditions such as inflation, recession,
unemployment or other factors beyond our control, could reduce our earnings.

Our exposure to credit risk, which is heightened by our focus on commercial lending, could adversely affect our
earnings and financial condition.

There are certain risks inherent in making loans. These risks include interest rate changes over the time period in
which loans may be repaid, risks resulting from changes in the economy, risks inherent in dealing with borrowers and,
in the case of a loan backed by collateral, risks resulting from uncertainties about the future value of the collateral if a
disposition is necessary.
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Commercial loans, including commercial real estate, are generally viewed as having a higher credit risk than
residential real estate or consumer loans because they usually involve larger loan balances to a single borrower and are
more susceptible to a risk of default during an economic downturn. Our consolidated commercial lending operations
include commercial, financial and agricultural lending, real estate construction lending, and commercial mortgage
lending. Construction financing typically involves a higher degree of credit risk than commercial mortgage lending.
Risk of loss on a construction loan depends largely on the accuracy of the initial estimate of the property’s value at
completion of construction compared to the estimated cost (including interest) of construction. If the estimated
property value proves to be inaccurate, the loan may be inadequately collateralized.

Because our loan portfolio contains a significant number of commercial real estate, commercial and industrial loans,
and construction loans, the deterioration of these loans may cause a significant increase in nonperforming loans. An
increase in nonperforming loans could cause an increase in loan related legal fees and expenses, loan charge-offs and
a corresponding increase in the provision for loan losses, which could adversely impact our financial condition and
results of operations.

We depend primarily on net interest income for our earnings, and changes in interest rates could adversely impact
our financial condition and results of operations.

Our ability to make a profit, like that of most financial institutions, substantially depends upon our net interest income,
which is the difference between the interest income earned on interest earning assets, such as loans and investment
securities, and the interest expense paid on interest-bearing liabilities, such as deposits and borrowings. Changes in
interest rates can increase or reduce net interest income and net income.

Different types of assets and liabilities may react differently, and at different times, to changes in market interest rates.
When interest-bearing liabilities mature or reprice more quickly than interest-earning assets in a period, an increase in
market rates of interest could reduce net interest income. When interest-earning assets mature or reprice more quickly
than interest-bearing liabilities, falling interest rates could reduce net interest income. Changes in market interest rates
are affected by many factors beyond our control, including inflation, unemployment, money supply, international
events, and events in the United States and other financial markets.

We attempt to manage risk from changes in market interest rates, in part, by controlling the mix of interest rate
sensitive assets and interest rate sensitive liabilities. However, interest rate risk management techniques are not exact
and a rapid increase or decrease in interest rates could adversely affect our financial performance. In the event that one
or more of these factors were to result in a decrease in our net interest income, we do not have significant sources of
fee income to make up for decreases in net interest income.
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The planned phasing out of LIBOR as a financial benchmark presents risks to the financial instruments originated
or held by the Corporation.

The London Interbank Offered Rate ("LIBOR") is the reference rate used for many of the Corporation's transactions,
including variable and adjustable rate loans and borrowings. However, a reduced volume of interbank unsecured term
borrowing coupled with recent legal and regulatory proceedings related to rate manipulation by certain financial
institutions has led to international reconsideration of LIBOR as a financial benchmark. The United Kingdom
Financial Conduct Authority ("FCA"), which regulates the process for establishing LIBOR, announced in July 2017
that the sustainability of LIBOR cannot be guaranteed. Accordingly, the FCA intends to stop persuading, or
compelling, banks to submit to LIBOR after 2021. Until such time, however, FCA panel banks have agreed to
continue to support LIBOR. It is impossible to predict what benchmark rate(s) may replace LIBOR or how LIBOR
will be determined for purposes of financial instruments that are currently referencing LIBOR if, and when, it ceases
to exist. The uncertainty surrounding potential reforms, including the use of alternative reference rates and changes to
the methods and processes used to calculate rates, may have an adverse effect on the trading market for LIBOR-based
securities, loan yields, and the amounts received and paid on other financial instruments. In addition, the
implementation of LIBOR reform proposals may result in increased compliance and operational costs.
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We operate in a highly regulated environment and may be adversely affected by changes in laws and regulations.

The banking industry is heavily regulated, and such regulations are intended primarily for the protection of depositors
and the federal deposit insurance fund, not shareholders. As a bank holding company, we are subject to regulation by
the Federal Reserve. Our bank subsidiary is also regulated by the Federal Deposit Insurance Corporation, or FDIC,
and is subject to regulation by the Pennsylvania Department of Banking and Securities and recently, by regulations
promulgated by the Consumer Financial Protection Bureau (CFPB) as to consumer financial services and products.
These regulations affect lending practices, capital structure, investment practices, dividend policy, and growth. In
addition, we have non-bank operating subsidiaries from which we derive income. One of these non-bank subsidiaries,
Codorus Valley Financial Advisors, Inc. d/b/a PeoplesWealth Advisors, engages in providing investment management
and insurance brokerage services, industries that are also heavily regulated on both a state and federal level. In
addition, newly enacted and amended laws, regulations, and regulatory practices affecting the financial service
industry may result in higher capital requirements, higher insurance premiums and limit the manner in which we may
conduct our business. Such changes may adversely affect us, including our ability to offer new products and services,
obtain financing, attract deposits, make loans and leases and achieve satisfactory spreads, and may also result in the
imposition of additional costs on us. As a public corporation, we are also subject to the corporate governance
standards set forth in the Sarbanes-Oxley Act of 2002, as well as any applicable rules or regulations promulgated by
the SEC and The NASDAQ Global Market.

Compliance with such current and potential regulation and scrutiny may significantly increase our costs, impede the
efficiency of our internal business processes, affect retention of key personnel, require us to increase our regulatory
capital, require us to invest significant management attention and resources and limit our ability to pursue business
opportunities in an efficient manner.

Additional requirements imposed by the Dodd-Frank Act could increase our costs of operations.

The Dodd-Frank Wall Street Reform and Consumer Protection Act, or the Dodd-Frank Act, has significantly changed
the current bank regulatory structure and affected the lending, deposit, investment, trading and operating activities of
financial institutions and their holding companies. The Dodd-Frank Act requires various federal agencies to adopt a
broad range of new rules and regulations, and to prepare numerous studies and reports for Congress. The federal
agencies are given significant discretion in drafting the implementing rules and regulations, and consequently, some of
the details and impact of the Dodd-Frank Act may not yet be known. Our operating and compliance costs have
materially increased and it is expected that the legislation and implementing regulations will continue to increase our
operating and compliance costs.

The Dodd-Frank Act created the Consumer Financial Protection Bureau, or CFPB, as an independent bureau of the
Federal Reserve with broad powers to supervise and enforce consumer protection laws. In addition, the CFPB has
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rule-making authority for a wide range of consumer protection laws that apply to all banks and savings institutions,
including the authority to prohibit “unfair, deceptive or abusive” acts and practices. The CFPB’s qualified mortgage rule,
or “QM Rule,” became effective on January 10, 2014. The QM Rule is designed to clarify how lenders can manage the
potential legal liability under the Dodd-Frank Act, which would hold lenders accountable for insuring a borrower’s
ability to repay a mortgage. Loans that meet the definition of “qualified mortgage” will be presumed to have complied
with the new ability-to-repay standard. The QM Rule and similar rules could limit the Bank’s ability to make certain
types of loans or loans to certain borrowers, or could make it more expensive and time-consuming to make these
loans, which could limit the Bank’s growth or profitability.
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The Dodd-Frank Act requires publicly traded companies to give stockholders a non-binding vote on executive
compensation and so-called “golden parachute” payments. It also provides that the listing standards of the national
securities exchanges shall require listed companies to implement and disclose “clawback” policies mandating the
recovery of incentive compensation paid to executive officers in connection with accounting restatements. The
Dodd-Frank Act also directs the Federal Reserve to promulgate rules prohibiting excessive compensation paid to bank
holding company executives. Compliance with these rules will likely increase our overall regulatory compliance costs
and may have an adverse effect on our ability to recruit and retain executive officers for the Company and the Bank. 

We recently became subject to more stringent capital requirements.

The Dodd-Frank Act required the federal banking agencies to establish minimum leverage and risk-based capital
requirements for insured banks and their holding companies. The federal banking agencies issued a joint final rule, or
the Final Capital Rule, that implements the Basel III capital standards and est

Edgar Filing: CODORUS VALLEY BANCORP INC - Form 10-K

29


