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This Report is required by law: Section 5(c)(1)(A) of the Bank
Holding Company Act (12 U.S.C. § 1844(c)(1)(A)); sections 8(a)
and 13(a) of the International Banking Act (12 U.S.C. §§ 3106(a)
and 3108(a)); sections 11(a)(1), 25, and 25A of the Federal
Reserve Act (12 U.S.C. §§ 248(a)(1), 602, and 611a); and sec-
tions 113, 165, 312, 618, and 809 of the Dodd-Frank Act (12 U.S.C.
§§ 5361, 5365, 5412, 1850a(c)(1), and 5468(b)(1)). Return to the
appropriate Federal Reserve Bank the original and the number of
copies specified.

This report form is to be filed by all top-tier bank holding compa-
nies, top-tier savings and loan holding companies, and U.S. inter-
mediate holding companies organized under U.S. faw, and by
any foreign banking organization that does not meet the require-
ments of and is not treated as a qualifying foreign banking orga-
nization under Section 211.23 of Regulation K (12 C.FR. §
211.23). (See page one of the general instructions for more detail
of who must file.) The Federal Reserve may not conduct or spon-
sor, and an organization (or a person) is not required to respond
to, an information collection unless it displays a currently valid
OMB control number.

NOTE: The Annual Report of Holding Companies must be signed by
one director of the top-tier holding company. This individual should
also be a senior official of the top-tier holding company. In the event
that the top-tier holding company does not have an individual who is
a senior official and is also a director, the chairman of the board must
sign the report. If the holding company is an ESOP/ESOT formed as
a corporation or is an LLC, see the General Instructions for the
authorized individual who must sign the report.
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Name of the Holding Company Director and Official

President, CEQO, Director

Title of the Holding Company Director and Official
attest that the Annual Report of Holding Companies (including
the supporting attachments) for this report date has been pre-
pared in conformance with the instructions issued by the Federal
Reserve System and are true and correct to the best of my
knowledge and belief.

With respect to information regarding individuals contained in this
report, the Reporter certifies that it has the authority to provide this
information to the Federal Reserve. The Reporter also certifies
that it has the authority, on behalf of each individual, to consent or
object to public release of information regarding that individual.
The Federal Reserve may assume, in the absence of a request for
confidential treatment submitted in accordance with the Board's
"Rules Regarding Availability of Information,” 12 C.F.R. Part 261,
that the Reporter and inglividual consent to public release of all
details in the report cercerning that individual.
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LETTER FROM THE PRESIDENT

It was another stellar year for the First New Mexico Bank
family as the dedication and hard work of our employees,
officers and directors resulted in record earnings per share
of $112.62, and consequently, an outstanding cash divi-

dend for our shareholders.

All of our First New Mexico banks benefitted from a strong
and growing economy throughout 2018, and each bank

experienced increased loan demand as well as a reduced

All of our First New Mexico banks
benefitted from a strong and growing
economy throughout 2018, and each bank
experienced increased loan
demand as well as a reduced tax burden.

tax burden. This resulted in solid gains in profitability. Pur-
suing safe, sound and profitable loan growth will continue
to be one of our primary focuses for maintaining profitability

gains.

The bank’s directors and senior management continue to
work through a highly complex environment of regulation,
technology, competition and demands on human capital.
Through it all, we continue to be market leaders in our com-
munities. We celebrate our victories and never underesti-
mate the challenges and difficult paths we choose to take in

order to be successful.
We have been richly blessed as community banks through-
out the regions we serve in Deming, Las Cruces, Silver

City, Anthony, Columbus, and Albuquerque.

Las Cruces continues to be a market leader in performance

and has made great strides in loan growth and market
presence due to its highly-effective officers and employees.
Sharron and her bank team are well respected in their local

market, as well as in markets across the state.

Our Deming bank remains one of the most efficient banks
in New Mexico. Under the direction of Teresa Moalina, she
and the dedicated bankers who serve Luna County remain

the driving financial force amongst all of their peers.

The bank in Silver City continues to have year-over-year
growth in assets and income while continuing to serve
markets in Grant County and Albuquerque. Owing much of
our success to the dedicated officers, employees and direc-
tors of the bank, we look forward to many more rewarding

years.

Owing much of our success to the
dedicated officers, employees and
directors of the bank, we look forward to
many more rewarding years.

While 2018 was certainly full of blessings it was also a year
of loss as we said our earthly goodbyes to our friend and
mentor Earl Spruiell, who is now with the Lord. All of our

banks continue to build on the great legacy he left behind.

Sincerely,

Sean Ormand
President/CEO
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Adam M. Bock, CPA

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors and Stockholders of
First New Mexico Financial Corporation:

We have audited the accompanying consolidaled financial statements of First New Mexico Financial Corporation,
which comprise the consolidated balance sheets as of December 31, 2018 and 2017, and the related consolidated
statements of income, changes in stockholders’ equity and cash flows for the years then ended, and the related notes
to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to error or fraud.

Auditor’s Responsibility

Our responsibility is lo express an opinion on these consolidated financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audits to obtain reasonable assurance whether the consolidated
financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the f{inancial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating
the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

7320 REMCON CIRCLE / EL PASO, TEXAS 79912 / 915-544-8984 / FAX 915-760-4229




Opinion

In our opinion. the consolidated financial statements referred to above present fairly. in all material respects, the
financial position of First New Mexico Financial Corporation as of December 31. 2018 and 2017, and the results of
their operations and their cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Reporting on Supplemental Information

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements taken as a
whole. The accompanying supplementary information is presented for the purpose of additional analysis of the
consolidated financial statements rather than to present the financial position and results of operations of the
individual companies and is not a required part of the consolidated financial statements. Such information is the
responsibility of management and was derived from and relates directly 1o the underlying accounting and other
records used to prepare the consolidated financial statements. The information has been subjected to the auditing
procedures applied in the audit of the consolidated financial statements and certain additional procedures. including
comparing and reconciling sub-information directly to the underlying accounting and other records used to prepare
the consolidated financial statements, and other procedures in accordance with auditing standards generally accepted
in the United States of America. In our opinion, the information is fairly stated in all material respects in relation to
the consolidated financial statements as whole.

Bed | Owociattd, (P

Bock & Associates. LLP
El Paso, Texas
January 10. 2019



FIRST NEW MEXICO FINANCIAL CORPORATION

CONSOLIDATED BALANCE SHEETS

ASSETS

Cash and due from banks
Investment secuntics

Loans and lcascs. nel

Bank premises and equipment. net
Interest reccivable

Other rcal cstate owned

Bank owned life insurance

Other asscis

Total Assets

December 3.

018

2017

S R2.580.284
140.870.832
189.491.385

9.966.065
2,860,224

556.000
5.420,697
2.044.460

S 433.789.947

LIABILITIES AND STOCKHOLDERS™ EQUITY

Deposits
Accrued interest pavable
Other liabilitics

Total Liabilities
Commitments and contingencies
Common stock. $10 par value
Authorized — 1,000,000 shares
Issued — 52.801 shares in 201& and 53,223 sharcs 2017
Retained earnings
Accumulated other comprehensive income
Treasury stock at cost. O shares in 2018 and 2017

Total Stockholders™ Equity

Total Liabilities and Stockholders™ Equity

S 355.571.529
34103
9.337.135

S 115993727
144,686,725
174.309.243

10.235.978
2,729.714
S11.068
5.294.102
2.341.107

S 456,101,664

S IND 20668
31800
8197 296G

364.942.767

528.010
68.319.170

68.847.180

S 433,789.947

390.549.764

532.230
65.019.670

65.551,900

S 456.101.664

The accompanying notes are an integral part of the consolidated {inancial statements



FIRST NEW MEXICO FINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF INCOME

Ycar_ Enfic_d December 31.

2018 017
Inlerest income:
Interest and fees on loans S 13.744.040 S 12.572.575
Interest on investiment sccurities 4.054.1306 4.319.452
Interest on deposits in banks 1,585,598 1.149.537
19.383.774 18.04]1.564
Interest expense:
Interest on deposits 1.082 881 872,101
Interest on borrowed funds - =
1.082.881 872101

Nel interest income 18.300,893 17.169.463
Provision for loan losses 345,000 740.000
Net interest income after provision for loan lossecs 17.955.893 16429 463
Other noninterest income:
Service fees 1.286.741 1.287.98Y
Other income 401.655 1.613.205
1.688.396 2901194
Expenses:
Salaries and emplovee benefits 6.034,295 5.689.034
Occupancy expenses 985.650 923333
Other operating expenscs 4.424 870 5,184 337

11.444 RIS

11,798.704

Net income before income taxes 8.199.474 7.531.953
Federal and state income taxes 2.353.608 1.935.504
Nel income b_ 5.945.866 ) _5;599.449
Earnings per share. based on weighted-average

number of shares outstanding S 112.62 S 105.03

The accompanying notes arc an integral part of the consolidaled financial statements



December 31. 2016
Nel income (loss)

Other comprehensive
EOme ~ 1o 11ems

Total comprehensive

income (loss)

Purchuse of reasury

siock

Saleolnreasury siock

Cancellution of
trensury sinck

Dividend declured,
N300 per shure

December 31, 2017
Net income (loss)

Other comprehensive
INCOIME = NO 11ems

Towl comprehensive

meome (lpss)

Purchuse of iregsury

stock

Sule of reasury stock

Cancellmionof
tressury stock

Dividend declared.
836,00 per share

December 31, 2018

FIRST NEW MEXICO FINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Accumulued
Orher Toul

Commen Stock Renuned Comprehemive Treastry Stockholders
Shares Amount Eamings Income Stock Fquiv
53.473% 534.730 SN OA]LSE1058 S -- S - S 62083 UR3
== == 3,506, 449 - - 5396 449

- - - - - 3596449

- - - -- (1081225 (1,08].325)

5 - s . 633025 653025
(250), {2500 {424 000) - 427 400 =
- (1,703,134) - : (1703.134)
53,223 S 532230 S H3a16T0 5 - S = S 08551900
- - R E ST - - 5045, K00

- = = -i - 5045 800

= - - - (1380175 V1380175

- - - - (AA2S 630425

14223 (4.220) {745.530) - 749.750 -
- -- (1.900,836)Y - - 1008 36)

52, 801 S 528,010 § 68.319,170 s - 5 - S 68,847,180

The -accompanying notes are;an integral part of the consolidated financial statements.



FIRST NEW MEXICO FINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows {rom operating activities:
Net income
Adjustments to reconcile net income to net cash

provided by operating activitics:

Provision for loan losses
Depreciation expense
Deferved income taxes
Investiment securily amortization (accretion). net
Cash value of life insurance
(Gain) loss on sale of assets

Changes in operating assets and liabilities:
(Increase) decrease in accrued interest receivable
Increase (decrease) in accrued inerest payable
(Increase) decrease in other assets
Increase (decrease) in other liabilities

Net cash provided (used) by operating activities

Cash flows from investing activities:
Purchases of held-to-maturity sccurities

Proceeds from maturities held-to-maturity sccurities

Net increase in loans

Proceeds from sale of assets

Purchase of property and equipment
Net cash provided (used) by investing activities
Cash flows from f{inancing activities:

Net change in deposits

Payments 1o acquire treasury siock

Sale of treasury stock

Dividends paid
Net cash provided (used) from [inancing activitics
Net decrease in cash

Cash 1 beginning of year

Cash at end of vear

December 31.

ok 2017
S 5.945.860 S 5.596.449
345,000 740.000
497.689 S30.06%
369.988 (137.320)
962,426 684.033
(126.595) (136.609)
21.998 (65.516)
(130.510) R3.527
2.303 (2.700)
(88.508) 472.559
- 932,963 (304.891)
8.732.560 7.459.600
(7.429.967) 116,420,6:44)
10.283.434 22,1040y
(15.726.892) (9:716.5352)
157.220 Th4,832
(227.776) - (330, 145)
(12.943.981]) (3.594.015)
(26.749.138) (4.506.4063)
(1.380.175) (1.081.325)
630425 653.925
- (1.703.134) (1.497.244)
(29.202.022) (6.431.107)
(33.413.443) (2.565.522)
115.993.727 118.559.249
S 82 580,284 S 115.993.727

The accompanying notes are an integral part of the consolidated {inancial statements

0



FIRST NEW MEXICO FINANCIAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31,2018 and 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of operations

First New Mcxico Financial Corporation (the Corporation) is a bunk holding company whose principal activity is
the ownership and management ol its wholly-owned subsidiarics First New Mexico Bank-Deming. First New
Mexico Bank-Las Cruces and First New Mexico Bank-Silver City (the Banks). The Banks generate commercial
(including agriculturah. mortgage and consumer loans and receive deposits from customers located primarily in
Deming. Silver City. Las Cruces. New Mexico and the surrounding arcas. The Banks operaic under a state bank
charter and provide full banking senvices. As slate banks. the Banks arce subject 1o regulation by the New Mexico
Banking Department and the Federal Deposit Insurance Corporation.

Principles of consolidation

The consoliduted financial statements include the accounts of Firsi New Mexico Financial Corporation. and its
wholly-owned subsidiaries. First New Mexico Bank. Deming. Las Cruces and Silver City. In consolidation. all
significant intercompany balances and transactions have been eliminated.

Use of estimates

The preparation of consolidaled financial stitements in conformity with gencrally accepted accounting principles in
the United States (GAAP) requires management 10 make estimates and assumptions that affect the reported amounts
of asscts and liabilities and disclosurc of comingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenues and expenses during the reporting period.  Actual resulls could
differ from those estimates.

Comprehensive income

Accounting principles gencrally require that recognized revenue. expenses. gains. and losses be included in net
income. Certain changes in assets and liabilities. such as unrealized gains and losses on avatlable-for-sale securitics.
arc reported as a scparate component of the stockholders™ equity section of the statement of financial condition.
Such items. along with net income. are components of comprehensive income.

Investment securities

Securities classified as held-to-maturity arc (hose debt securitics the Banks have both the intent and ability to hold to
maturity regardless of changes in market conditions. liquidity nceds for changes in general cconomic conditions.
These securities are carried at cost. adjusted for amortization of premium and accretion of discount. computed using
the intercst method. over their contractual lives.

Securitics classificd as available-for-sale arc equity securities with readily determinable fair values and those debt
sccurities that the Banks intend 1o hold for an indefinitc period but not necessarily 1o maturity. Any decision 1o scll
a security classificd as available-for-sale would be based on various factors. including significant movement in
interest rates. changes in the mawrity mix of the Bank’s assets and labiiities. liquidity nceds. regulatory capital
considerations. and other similar factors. These sccurities are carried at estimated fair value based on information
provided by a third-party pricing service with unrealized gains or losses excluded {rom net income in accumulated
other comprehensive income (loss). which is reportable as a separate component of sharcholders™ equity. net of the
rclated deferred tax effect.

Dividend and interest income. including amortization of premium and accretion of discount arising at acquisition.
from all categorics of investment sccurities are included in interest income in the consolidated stalements of income,



NOTE 1 - SUNMNMIARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Iny estment securities (continued)

Gains and losses realized on sales of invesinient securitics. determined using the adjusted cost basis of the specilic
sccurities sold. arc included in noninterest income in 1he consolidated statements of income.  Additionally. declines
in the estimated fair value of individual investment securitics below their cost that are other-than-temporiry are
reflected as realized losses in the statements of income. Faclors affecting the determination of whether an other-
than-temporary impairment has occurred include a downgrading ol the sccurity by a rating agency. a significant
deterioration in the financial condition of the issucr. or that management would not have the intem and ability 10
hold a sccurity for a period sufficient 1o allow for any anticipated recovery in fuir valuc.

Restricted stock is slock from the Texas Independent Bankers Bank and Bankers Bank of the West. which are
restricted as to their marketability. Because no ready market exists for these imvestments and they have no quoted
market vilue. the Corporation’s investment in these stocks arc carried at cost. A determination as to whether there
has been an impairment of a restricted stock investment is performed on a quarterly basis and includes a review of
the current financial condition of the issucr.

Loans held for sale

Loans originated and intended for sale in the sccondury murket arc carried at the lower ol original cost or market
value in compliance with FASB ASC 948-310. Market value is determined on i loan-by-loan basis. Net unrealized
losses arc recognized through a valuation allowance by charges 1o income. All sales are made without recoursc.

Loans and allowance for loan and lease losses

Loans arc carricd at the amount of unpaid principal. adjusted for deferred loun fees and origination costs. [nicrest on
louns is accrued based on the principal amounts outstanding. Nonrefundable loan fces and reliied direct costs are
deferred. and the net amount is amortized to income as a yicld adjustiment over the life of the loan using the interest
mcthod. When principal or interest is delinquent for nincty days or morce. the Bank evaluaies the loan for nonaccrual
status.

After a loan is placed on nonaccrual status. all interest previously accrued but not collected is reversed against
current period interest income. Subsequent collections of interest payments on nonaccrual loans are recognized as
interest income unless ultimate collectability of the loan is in doubt. Cash collections on loans where ultimaie
collectability remains in doubt arc applied as reductions of the loan principal balance and no interest income is
recognized until the principal balance has been collected.

The allowance for loan losscs is established as losses are esumated to have occurred through a provision for loan
losses charged to carnings. Loan losses are charged against the allowance when management believes the loan
balance is uncollectible. Subsequent recoveries. if any. are credited to the allowance. The allowance is based on two
basic principles of accounting: (i) FASB ASC 450. Contingencies. which requires that losses be accrued when they
arc probable of occurring and estimable and (ii) FASB ASC 310, Keceivables. which requires that losses or impaired
loans be accrued bascd on the dilferences between the loan balance and either the value of collateral. if such loans
arc considered to be collateral dependent and in the process of collection. or the present value of future cash flows.
or the loan's value as observable in the secondary market. A loan is considered impaired when. based on current
information and cvents. the Banks have concerns about the ability 1o collecl the scheduled payvments of principal or
interest when due according to the contractual terms ol the loan agrecment.

Factors considered by management in deiecnmining impairment include pavment status. collateral value and the
probability of collecting scheduled principal and interest payments when due. Loans that experience insignificant
payment delays and payment shortfalls gencrally are not classified as impaired. Managemem determines the
significance of pavment delays and paviment shortfalls on a casc-by-case basis. taking into consideration the
circumstances surrounding the loan and borrower, including the length of the delay. the reasons for the delay. the
borrower's prior payvment record. and the amount of the shortfall in relation to the principal and interest owed.



NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Loans and allowance for loan and lease losses (continued)

The Bunks™ allowance for loan losses has three basic components: the specific allowance. the formula allowance and
the pooled allowance. Each of these components is determined based upon estimates that can and do change when
the actual events occur. Because of the uncertainties inherent in the estimation process. management's estimate of
loan losses and the related allowance could change in the near term.

The specific allowance component is used 1o individually establish an allowance for loans identified for impairment
lesting. When impairment is identified. a specific reserve may be established based on the Banks calculation of the
estimated loss embedded in the individual loan. Impairment testing includes consideration of the borrower’s overall
financial condition. resources and payment record. support available from financial guarantors uand the fair marker
value of collateral. These factors are combined 1o estimate the probabtlity and severity of inherent losses. Large
groups of smaller balance. homogencous loans are collectively evaluated for impairment.

The formula allowance component is used for estimating the loss on internally risk rated louns exclusive of those
identified as impatred. The loans meeting the Banks nternal criteria for classification. such as special mention.
substandard. doubtful and loss. as well as specifically idemified impaired loans. are segregated from performing
loans within the portfolio. These internally classified loans are then grouped by loan 1vpe (real estate. agricultural.
commercial or consumer). Each loan type is assigned an allowance factor based on management's estimate of the
associated risk. complexity and size of the individual loans within the loan category. Classified loans are assigned
higher allowance factor than non-classified loans duc to management's concems regarding collectability or
management's knowledge of elements surrounding the borrower. Allowance factors increase with the worsening of
the mnternal risk rating.

The pooled formula component is used 1o estimate the losses inherent in the pools of non-classified loans. These
loans are then also segregated by loan type and allowance factors arc assigned by management based on
delinquencies, loss history. trends in volume and terms of loans. effects of changes in lending policy. the expericnce
and depth of management. national and local economic trends. concentrations of credit. results ol the Joan review
system and the effect of external factors (i.c. competition and regulatory requirements). The allowance factors
assigned differ by loan type.

Allowance fuactors and overall size of the allowance may change [rom period 1o period based on management's
assessment of the above-described factors and the relative weights given to cach factor. In addition. various
reculatory agencies periodically review the allowance for loan losses. These agencies may require the Bank to make
additions 1o the allowance for loan losses based on their judgments of collectability bused on information available
to them at the time of their examination.

Loans are placed into a nonaccruing status and classificd as nonperforming when the principal or interest has been in
default for a period of Y0 davs or more unless the obligation is well secured and in the process of collection. A debt
is "well secured” il it is secured bv (i) pledges of real or personal property. including securities. that have a
realizable value sufficient 10 discharge the debt. (including accrued interest). in [ull. or (ii) the guarantee of a
financially responsible party. A debt is "in the process of collection” if collection on the debt is proceeding in due
course cither through legal action. including judgment enforcement procedure. or. in appropriatc circumstances.
through collection efforis not imvolving legal action which are reasonably expected 1o resull in repayment of the debt
Or 111 J1s restoration 1o current status.

Louns classified as substandard or worse are considered for impairment testing. A substandard loan shows signs ol
continuing negative {financial trends and unprofitability and therefore. is inadequatcely protected by the current sound
worth and paying capacity of the obligor or of the collateral pledged. if any. The borrower on such loans typically
exhibits onc or more of the following characteristics: financial ratios and profitability margins arc well below
industry average: a ncgative cash flow position exists: debt service capacity is insufficient 10 the service debt and an
tmprovement in the cash flow position is unlikely within the next twelve months: secondary and tertiarv means of
debt repayment are weak. Loans classified as substandard are characterized by the probability that the Bank will not
collect amounts due according to the contractual terms or sustain some loss if the deficiencies are not corrected.

Loss potential. while existing with respect 1o the aggregate amount ol substandard (or worse) loans, does not have to
exist in any individual assets classified as substandard. Such credits are also cvaluated for nonaccrual status.



NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Loans and allowance for loan and lease losses (continued)

Impaired loans include loans that have been clussified as substandard or worse. However. certain loans have been
paying as agreed and have remained current. with some financial issues related 1o cash low that have caused some
concern as Lo the ability of the borrower 1o perform in accordance with the current loan terms but not to such an
extent as to require the loan be put into 4 nonaccruing status. Cash receipts on impiired loans are recorded s interest
income as reccived. unless the loan is in & nonaccrual status.

The Bank's charge-ofT policy states afier all collection efforts have been exhausted and the loan is deemied 10 be a
loss. it will be charged to the Bank's established allowance for loan and lecasc losses. Loans are generally evaluated
for loss potential at the 90th day past duc threshold. and any loss is recognized no later than the 120th day past due
threshold: cach loss is evaluated on its specific facts regarding the appropriate timing 1o recognize the loss.

Premises and equipment

Land is carried at cosl.  Bank premises and cquipment are stated at cosl less accumulated depreciation and
amortization. The provision {or depreciation is computed using the straight-line method based upon the estimated
usceful lives of the assels. Maintenance and repairs are cxpensed as incurred while major additions and
improvements are capitalized. Gains and losses on dispositions arc included in current operations. For Federal
income tax purposcs. depreciation is computed using the accelerated cost recovery sysiem and the medificd
accelerated cost recov ery sysicn.

Foreclosed properties

Real cstaic propertics acquired through or in licu of loan foreclosure arc initiallyv recorded at the fair value less
estimated selling cost at the date of foreclosurc.  Any writc-downs based on the asset’s fair value at the date of
acquisition are charged 1o the allowance for loan and lease losses. Afller foreclosure, valuations are periodically
performed by management and property held for sale is carried at the lower of the new cost basis or fair value less
cost to scll. Impairment losses on property 10 be held and used are measured as the amount by which the carrying
amount of a property cxceeds its fair value. Costs of significant property improvements arc capitalized. whercas
costs relating 10 holding property e expensed. The portion of interest costs relating to development ol real estile is
capitalized. Valuations are periodically performed by management. and any subsequent writc-downs are recorded
as a charge 1o operations. if necessary. 10 reduce the carrying value of a property 10 the lower of its cost or [air value
less cost to sell.

Bank owned life insurance

The Banks purchased single-premium life insurance on certain key executives. Bank owned lile insurance is
recorded at the amount that can be realized under the insurance conltract at the balance sheet date. which is the cash
surrcnder value adjusted for other charges or other amounts duc that are probable ul settlement.  Appreciation in
value of the insurance policies is classilied in noninterest income. These insurance policies can be surrendered
subject to certain surrender penalties applied by the insurance carriers. as well as potential income taxes 1o be paid.

Accounting guidance requires the recognition of a liability and related compensation expense for split-dollar life
insurance policics that provide a benefit 1o an emplovee that exiends 1o post-retirement periods.  Life insurance
policics purchased for providing such benefits do not effectively settle an entity’s obligation to the employce.
Accordingly. the Banks must recognire a liability and related compensation expense during the employee’s active
service period based on the [uture cost of insurance 1o be incurred during the employee’s retirement.
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NOTE 1 - SUMDMIARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Income taxes

Provisions for income taxes are based on taxes pavable or refundable for the current year and defcrred taxes on
temporary differences between the amount of taxable income and pretax financial income and between the tax bases
of assels and liabilities and their reported amounts in the financial statements. Deferred tax assets and liabilities arc
included in the consolidated financial statements at currently enacted income tax rates applicable to the period in
which the deferred tax asscts and liabitities arc expecied to be realized or settled. As changes in tax laws or rates arc
enacled. deferred tax assets and liabilities are adjusted through the provision for income taxes. In addition. deferred
1ax assets are reduced by a valuation allowance when. in the opinion of management. it is more likely than not 1hat
some portion or all of the deferred tax assets will not be realized. The Banks recognize interest and penaities related
10 INCOME (aX MALICTS 1N INCONIC 1IN CXPCNSC.

The Corporation and its subsidiaries file consolidated federal and state income tax returns. The subsidiaries are
charged by First New Mexico Financial Corporation for their share of the consolidated income taxes on a basis that
they would have paid if the subsidiarics had filed on a scparate entity basis.  The Corporation does not have
uncertain tax positions that are deemed malterial and did not recognize any adjustments for unrecognized tax
benelits.

The Corporation remains subject 10 examination for income tax retwrns for the years ending afier December 31
2015,

Statement of cash flows

First New Mexico Financial Corporation considers all cash and amounts duc from depository institutions. interest-
bearing deposits and federal funds sold 1o be cash cquivalents for purposes of the statement of cash Mows. luterest
paid was SI.OR0.S79 and SK74.798 in 2018 and 2017 respectively.  Income taxes paid were S1.486.976 and
S2.017.622 Jor the years ended December 31. 2018 und 2017 respectivels

Valuation of long-lived assets

The Banks account for the valuation of long-lived asscts under FASB ASC 360, Propern. Plant and Equipment.
This guidance requires that long-lived asscis and certain identifiable intangible asscts be reviewed for impairment
whencver events or changes in circumstances indicate that the carrying amount of an assct may not be recoverable.
Recoverability of the long-lived asset is measured by a comparison of the carrying amount of the asset o future
undiscounted net cash Mows expected 1o be generated by the asset. If such assets are considered 10 be impaired. the
impairment 1o be recognized is measured by the amount by which the carrying amount of the assets exceeds the
estimated fair value of the assets. Assets (0 be disposed of arc reportabie a1 the lower of the carrying amount or [air
value. less cost to sell.

Transfers of financial assets

The Bank accounts for transfers and servicing of financial assets in accordance with FASB ASC R60. Transfers of
financial assets are accounted for as sales onlv when control over the assets has been surrendered. Control over
transferred assets is deemed 1o be surrendered when (1) the assets have been isolated [rom the Bunk (2) the
transferee obtains the right (frec of conditions thal constrain it from taking advantage ol that right) to pledge or
cxchange the transferred assets and (2) the Bank does not maintain effective control over the ransferred assets
through an agreement to repurchase them before their maturity,

Segment Reporting

FASB ASC 280. Segment Reporting. encourages nonpublic entitics 1o report sclected information about operating
scgmients in its (inancial rcports issucd to is sharcholders. Based on the analvsis performed by the Banks.
managemeni his determined that the Banks have only one operating segment. which is community banking. The
chief operating decision-makers use consolidated results to make operating and strategic decisions. and therefore.
are not required to disclose any additional seement information.



NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Restrictions on dividends

Dividends may be paid so long as the bank maintains at least a 7% capital to asset ratio and do not exceed current
year’s net earnings.

Reclassifications
Certain reclassifications have been made 1o the 2017 financial statement presentation 1o correspond to the current

year's format. Total equity and net income are unchanged due to these reclassifications.

Subsequent events

The Corporation has evaluated subsequent events through January 10. 2019. the date which the financial statements
were available to be issued. Based on FASB ASC 855, the Corporation has determined that no material subsequent
events have occurred that would affect the information presented in the accompanying financial statements or
require additional disclosure.

New Authoritative Accounting Guidance

FASB Accounting Standards Update (ASU) No.2014-09, Revenue from Contracts with Customers (Topic 606):
ASU 2014-09 is intended to clarify the principles for recognizing revenuc, and 1o develop common revenue
standards and disclosure requirements that would: (1) remove inconsislencies and weaknesses in revenue
requirements; (2) provide a more robust framework for addressing revenue issues; (3) improve comparability of
revenue recognition practices across entities, industries, jurisdictions, and capital markets: (4) provide more useful
information 1o users of financial statements through improved disclosures: and (5) simplify the preparation of
financial statements by reducing the number of requirements to which an entity must refer. The guidance affects any
entity that either enters into contracls with customers to transfer goods or services or enters into contracts for the
transfer of nonfinancial assets. The core principle is that an entity should recognize revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the entity expects 10
be entitled in exchange for those goods or services. The guidance provides steps to follow to achieve the core
principle. An entity should disclose sufficient information to enable users of financial statements to understand the
nature, amount. timing and uncertainty of revenue and cash flows arising from contracts with customers. Qualitative
and quantitative information is required regarding contracts with customers. significant judgments and changes in
judgments, and assets recognized from the costs 1o obtain or fulfill a contract. ASU 2014-09 is effective for annual
reporting periods beginning after December 15, 2018, including interim periods therein. with early adoption
permitted. Since the guidance does not apply to revenue associated with financial instruments such as loans and
investments, which are accounted for under other provisions of GAAP. The Corporation and Banks do not expect
this accounting standard to impact interest income, their largest component of income.

FASB issued Accounting Standard Update (ASU) No. 2016-02, Leases (Topic 842), ASU 2016-02, among other
things. requires lessees to recognize most leases on-balance sheet. increasing reporied assets and liabilities. Lessor
accounting remains substantially like current U.S. GAAP. ASU 2016-02 will be effective for the Corporation and
Banks on January 1, 2020. The Corporation and Banks are currently evaluating the impact of adopting ASU 2016-02
on the consolidated financial statements.

FASB issued ASU 2017-08. Receivables - Nonrefundable Fees and Other Costs (Topic 310). ASU 2017-08 shortens
the amortization period for certain callable debt securities held at a premium to require such premiums to be
amortized (o the earliest call date unless applicable guidance related to certain pools of securities is applied to
consider estimated prepayments. Under prior guidance, entities were generally required to amortize premiums on
individual, non-pooled callable debt securities as a yield adjustment over the contractual life of the security. ASU
2017-08 does not change the accounting for callable debt securities held at a discount. ASU 2017-08 will be
effective for the Corporation and Banks on January . 2020, with early adoption permitted. The Corporation and
Banks are currently evaluating the impact of adopting ASU 2017-08 on the consolidated financial statements.



NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

New Authoritative Accounting Guidance (continued)

FASB issued ASU No. 2016-13. Financial Instrionents — Credit Losses (Topic 326): ASU 2016-13 1s the final
euidance on lhe new current expected credit loss ("CECL™) model. ASU 2016-13. among other things. requires the
incurred loss impairment methodology in current GAAP be repliced with a methodology that reflecis expected
credit losses and requires consideration of a broader range of reasonable and supportable information 1o estimate
future credit loss estimates. As CECL encompasses all financial assets carried at amortized cost. the requirement
that reserves be established based on an organization’s reasonable and supportable estimate of expected credit losses
extends 1o be held to maturity ("HTM™) debt securities. ASU 20]6-13 amends the accounting for credit losses on
available-for-sale sccurities (“AFS™). whereby credit losses will be presented as an allowunce as opposed o write-
down. In addition. CECL will modify the accounting for purchased loans with credit deterioration since
organization. so that reserves arc established at the date of acquisition for purchased loans. Lastly. ASU 2016-13
requires cnhanced disclosures on the significant estimates and judgments used 1o estimate credit losses. as well as on
the credit quality and underwriting standards of an organization’s portfolio. These disclosures require organizations
to present the currently required credit quality disclosures disaggregated by the year of origination or vintage. ASU
2016-13 allows for a modified retrospective approach with i cumulative effect adjustment 1o the balance sheet upon
adoption (charge to retained camings instead of income statement). ASU 2016-13 will be effective for the
Corporation and Banks on January 1. 2021, and carly adoption is permitied. Management anticipiles recognizing a
one-lime cumulative cffect adjustment to the allowance for loan losses as of the [irst reporting period in which the
new standard is effective but cannot yet estimate the magnitude of the one-time adjustinent or the overall impact of
the new guidance on the financial position. results of operations or cash (lows.

FASB issued ASU No 2016-01. “Recoguition and Measurement of Financial Assets and Financial Liahilities.”
This ASU addresses certain aspects ol recognition. measurenmient. presentation. and disclosure of financial
instruments by making targeted improvements 1o GAAP as follows: (1) require equity investments (exccpt those
accounted for under the equity method ol accounting or (hose that result n consolidation of the invesice) to be
measured at fair value with changes in fair value recognized in net income. However. an entitv may choose to
measure cquity investments that do not have readily delerminable fair values at cost minus impairment. if any, plus
or minus changes resulting {rom observable price changes in orderly trunsactions for the identical or a similar
investment of the same issucr: (2) simplify the impairment assessmient of cquity investments without readily
determinable fair values by requiring a qualitative assessment lo identifv impairment. When a qualitative assessment
indicates that impairment exists, an cntity is required to measure the invesument at fair value: (3) eliminate the
requirement 1o disclose the lair value of financial instruments measured at amortized cost for entitics that are not
public business entitics: (4) climinate the requirement for public business entitics to disclosc the method(s) and
significant assumptions uscd to estimate the fair value that is required to be disclosed for finuncial instruments
measured at amortized cost on the balance sheet: (5) require public business entities 1o use the exit price notion
when measuring the fair value of financial instruments f(or disclosure purposes: (6) require an entity (o prescnt
scparately in other comprehensive income the portion of the total change in the fair valuc of a liability resulting from
a change in the instrument-specific credit risk when the entity has clected to measure the liability at fair value in
accordance with the fair value option for financial instruments: (7) require scpardte presentation of financial assets
and financial liabilitics by measurcment catcgory and form ol financial asset (that is. sccuritics or loans and
receivables) on the balance sheet or the accompanying notes to the financial statements: and (%) clarify that an entity
should cvaluate the need for a valuation allowance on «a deferred tax assct related o available-lor-sale sccurities in
combination with the entity’s other deferred tax asscts. This ASU will be effective for the Bank on January 1. 2019,
The adoption of this ASU will not have a material impict on the consolidated financial statcments.



NOTE 2 — INVESTMENT SECURITIES

The amortized cost of investment securities as shown in the consolidated statement of financial condition and their
approximate market were as [ollows:

Held-10-Matrity

Amortized Unrealized Unrealized Fair
Cost Gains Losscs Value
Deccmber 31, 201 K:
U.S. agencics S 43231.347 S 203,593 S (855.509) S 42.57943]
Statc and municipals Y7.639.485 720,084 (845.477) 97.514.692
S 140870832 S 924277 S (1.700.986) S 140.094.123
December 31. 2017:
U.S. agencices S 40553523 S 332453 S (19857 S 40.687.019
States and municipals o l04133.202 1.934.490 (171.595) 105.896.103
S 144.686.725 S 2266949 S (370.552) S 146,583,122

Held-1o-maturity sccurities carried at approximately $34.820.143 at December 31. 2018 and S33.622.893 ai
December 31. 2017, were pledged to secure deposits as required or permitted by law. The market value of the
pledged securities was $34.602.1%7 and S34.03K.X49 respectively.

The amortized cost and estimated fair value of investment sceurities at December 31, 201¥. by contractual maturity,
arc as lollows:

Amortized Fair
Coslt Value
Due in one year or less N 3.330.951 N 3.354.020
Due after one year through f{ive years 35.008.611 36.087.757
Due after five vears through ten vears 41.525947 41.120.4061
Due after ten years 61.005.323 59.531.885

S 140.870.832 S 140.094.123

Expected maturities will differ from contractual maturities because issuers have the right 1o call or prepay
obligations with or without call or prepayment penalties.

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis. and more
frequently when economic or market concerns warrant such evaluation. Consideration is given to (1) the length of
time and the extent to which the fair value has been less than cost. (2) the financial condition and near-term
prospects of the issuer. and (3) the intent and ability of the Banks 1o retain its investment in the issuer for a period of
time sufficient 1o allow for any anticipated recovery in fair value. The unrealized losses relate principally to current
interest rates for similar types of securities. In analvzing an issuer’s financial condition. management considers
whether the securitics are issued by the federal government. its agencies. or other governments. whether downgrades
by bond rating agencies have occurred. and the results of reviews of the issuer’s financial condition. As
management has the ability to hold debt securities for (he foreseeable future if classified as available for sale. no
declines arc deemed 1o be other-than-temporary.



NOTE 2 - INVESTMENT SECURITIES (continued)

Information pertaining 1o securities with gross unrealized losses aggregated by investment calegory and length of
time that individual securities have been in a continuous loss position, are as follows:

December 31. 2018:
Hecld-to-Maturity

U.S. agencies

States and municipals

December 31, 2017:
Held-to-Maturity

U.S. agencies

States and municipals

Less than 12 months

12 months or more

NOTE 3 - RESTRICTED STOCK

The investiment in restricted stock is as follows:

Texas Independent Bankers Banks

Bankers Bank of the West

Fair “Unrealized Fair Unrealized

Value Loss _Value Loss -

S 2.925.109 ) 52.487 S 23.265.320 S 803.022
23.184.583 362,615 17.942 834 ~ 482.862

S 26.109.692 S 415,102 $ 41,208,154 S 1.285.8%4
S 6.523.078 S 50.344 S 7.772.065 S 148.613
~3.171.714 15.698 15.890.426 155.897

S 9.694.792 S 66.042 S 23.662.491 S 304510
Deecember 31, B

2018 2017

S 100000 100,000

149805 149 805

S 249 805 249 805




NOTE 4 - LOANS AND ALLOWANCE FOR LOAN AND LEASE LOSSES
The composition of recorded investment in loans and leases by segment is as [ollows:

December 31,

2018 2017
Secured by real estate S | 58.833.798 N [47.530.907
Agricultural 5833902 5113454
Commercial 22656947 16.669.033
Consumer 6.OR3 2N 9. 159315

194.009 865 178.472.709
Less deferred loan fees (334.420) (284.732)
Less atlowance for loan losses (ilx4ﬁ54)_ (3_87._%,734)_

S 189491 3RS S 174.309.243

Consumer loans. whether unsccured or sccured by real estate. automobiles. or other personal property. are primarily
susceptible to three primary risks: non-payment duc o income loss. over-exiension of credit and. when the borrower
is unable to pay duc 1o a shortfall in the collateral value. Typically. non-payvment is due to loss of job and will follow
general economic (rends in the marketplace driven primarily by rises in the unemployment rate. Loss of collateral
value can be due 1o market demand shifis, damage to collateral itsell or a combination of the two

Problem consumer loans arc gencrally identified by payment history of the borrower (delinquency). The Bank
manages its consumier loan portfolios by monitoring delinquency and contacting borrowers 1o cncourage repayment.
suggest modifications i appropriate. and. when continued scheduled payments become unrcalistic. imitiate
repossession or foreclosure through appropriate channels. Collateral values may be determined by appraisals
obtained through Bank approved. licensed appraisers. qualified independent third parties. public value information
(blue book values for autos). sales invoices. or other appropriate means. Appropriate valuations are obtained at
initiation of the credit and periodically (every 3-12 months depending on collateral tvpe) once repayment is
questionable and the loan has been classified.

Agricultural loans are primarily susceptible to credit risk. A borrower’s production and ability 1o service debt can be
affected seriously by weather conditions and other nawral factors not directly under their control. Aside from
weather conditions. the most significant variables affecting agricultural credit risk are market prices and
governmental policies. Other important factors include concentrations and limited-purpose collateral.

Commercial real estate loans generally fall into two categories. owner-occupied and non-owner occupied. Louns
secured by owner occupied real estate are primarily susceptible to changes in the business conditions of the related
business. This may be driven by. among other things. indusiry changes. geographic business changes. changes in the
individual fortunes of the business owner. and general economic conditions and changes in business cvcles. These
same risks apply to comuercial loans whether secured by equipment or other personal property or unsecured. Losses
on loans secured by owner occupicd real estate. equipment. or other personal properly generally are dictated by the
value of underlying collateral at the time of deflault and liquidation of the collateral. When defuult is driven by issues
related specifically 1o the business owner. collateral values tend 1o provide better repayment support and may result
in little or no loss. Alternatively. when default is driven by more general economic conditions. underlying collateral
generally has devalued more and results in larger losses due to default. Loans secured by non-owner occupied real
estate are primarily susceptible 1o risks associated with swings in occupancy or vacancy and related shifis in lease
rates. rental rates or room rates. Most often these shifis are a result of changes in general economic or market
conditions or overbuilding and resultant over-supply. Losses are dependent on value of underlying collateral at the
time of default. Values are generally driven by these same factors and influenced by interest rates and required rates
of return as well as changes in occupancy costs.
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NOTE 4 - LOANS AND ALLOWANCE FOR LOAN AND LEASE LOSSES (continued)

Construction loans. whether owner occupied. or non-owner occupied conunercial real estate loans or residential
development loans. are not only susceptible to the related risks described above but the added risks of construction
itself including cost over-runs. mismanagement of the project. or Lick of demand or market changes experienced at
time of completion. Again. losses are primarily related to underlving collateral value and changes therein as
described above.

Problem commercial loans are generally identified by periodic review of financial information which may include
financial statements. tax returns. rent rolls and payment history of the borrower (delinquency). Based on this
information the Bank may decide to take anv of several courses of action including demand for repavment.
additional collateral or guarantors. and. when repayment becomes unlikely through borrower’s income and cash
flow. repossession or foreclosure of the underlying collateral.

Collateral values may be determined by appraisals obtained through Bank approved. licensed appraisers. qualified
independent third parties. public value inforimation (blue book values for autos). sales invoices. or other appropriate
means. Appropriate valuations are obtained at initiation of the credit and periodically (every 3-12 momhs depending
on collateral type) once repayment is questionable and the loan has been classified.

The following tables summarizes the activity i the allowance for loan and lease losses. and ending balances of
loans for the periods indicated:

December 31. 2018

__Recal Estate __Agriculural Commercial Consumer Total

Beginning Balance S 2737491 S 203,643 S S4X.259 S 3RY.341 S 3RTRTIY
Charge offs (113.262) - - (98.931) (212.193)
Recoveries 79.858 1.491 0.695 84409 172,513
Provision 100.000 (90.000) 80.000 255.000 345.000
Ending Balance S 2R04.087 N 115,134 S 634954 S 629879 S 4184054
Ending Balance:
Individually evaluated

for impairment S 16.500 IS = $ e S S 16500
Collectively evaluated

for impairmeni S 2.787.587 S 115,134 S 034954 S 629.879 S 4167554
Ending Balance:

total loans
Individually evaluated

for impairment S 514907 S - S - N - S 514907
Collectivelv evaluated

for impairment S 158.320.891 S 5.833.902 S 22,650,947 S 0.683.218 S 193.494.958




NOTE 4 - LOANS AND ALLOWANCE FOR LOAN AND LEASE LOSSES (continued)

December 31. 2017

Real Estate Agricultural Commercial Consumer Total

Beginning Balance S 27353583 S 96.000 S 258905 S 3K83.077 3.473.395
Charge ofls (297.827) -- - (148.103) (445.930)
Recoveries 45.807 11.080 - 54.376 111.269
Provision 254,158 96,557 289.294 99.991 740.000
Ending Balunce S 2737491 1§ 203.643 S 548.259 S 389.341 3.878.734
Ending Balance:
Individually evaluated

for impairmeni S (1.233 S == S - by - 61.233
Collectively evaluated

for impairment S 2.676258 S 203042 S 5482359 S 3R 341 3NI7.501
Ending Bulance:

lotal loans
Individually cvaluated

for impairment S LI123244 S O8R.949 S - S 30.294 1.842. 487
Collectively evaluated

for impairment S 146.407.663 S 4424505 S 16.669.033 S 9.129.021 176.630,222

As part of the on-going monitoring ol the credit quality of the

Banks' loan portfolio. management tracks certain

credit quality indicators including. but not limited 10. trends relating to (1) the level of cnticized and classificd loans.
(ii) ncl charge-ofTs. (iii) non-performing loans, and (iv) delinquency within the portlolio.

The Banks utilized a risk grading system to assign a risk grade 10 each of its loans. Loans arc graded on a scale
ranging {rom Pass 10 Loss. A description of the general characteristics of the risk grades is as follows:

Pass / Pass Waich - This grade represents loans ranging from acceplable to very little or no credit risk. These loans
typically meet most if not all policy standards regarding: loan amount as a percentage of collateral value. debt
service coverage. profitability. leverage, and working capital.

Special Mention - This  grade represents  "Other  Asscls  Especially Mentioned” in accordance  wilh
regulatory guidelines and includes loans that display some potential wcaknesses. which. if left unaddressed. may
result in deterioration of the repayment prospects for the assct or may inadequately protect the Bunk's position in the
future. These loans warrant more than normal supervision and attention.

Substandard - This grade represents "Substandard” loans in accordance with regulatory guidelines. Louns with this
rating typically exhibit weaknesses that are well defined 10 the point that repayment is jeopardized. Loss potential is
however. not necessarily evident. The underlying collateral supporting the credit appears 10 have sufficient value (o
protect the Banks from loss of principal and accrued interest. or the loan has been written down 1o the point where
that is truc. There is a definite need for a well-defined workout/rchabilitation program.

Doubtful -This grade represents "Doubiful” loans in accordance with regulatory guidelines. An assel classilied as
Doubtful has all the weaknesses inherent in a loan classified Substandard with the added characteristics that the
weaknesses make collection or liquidation in full. based on currently existing lacts. conditions and values. highly
questionable and improbable. Pending faclors include proposed merger, acquisition. or liquidation proccdures.
capital injection. perlecting liens on additional collateral and financing plans.
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NOTE 4 - LOANS AND ALLOWANCE FOR LOAN AND LEASE LOSSES (continucd)

Loss -This grade represents "Loss” loans in accordance with regulatory guidelines. A loan classified as Loss is
considered uncollectible and of such little value that its continuance as a bankuble asset is not warranted. This
classification does not mcan that the ioan has absolutely no recovery or salvage value. but rather that it is nol
practical or desirable 10 defer writing ofT the loan. even though some recovery may be affected in thie future. The
portion of the loan that is graded loss should be charged off no later than the end of the quarier in which the loss is

identified.

The following tables present ending loan balunces by loan category and risk grade for the vears indicated

Pass / Pass Waich
Special mention
Substandard

Total loans

Pass / Pass Watch
Special mention
Substandard

Real Estate

S O1AK628.450
3.625.745
6.581.603

S 1SK8IST9K

_

Reul Estale

S 138074321
4021 485
5435101

Agricultural
S 3422287

24110645

S 5833902

—

Agriculiural

S 3.745.400
158,738
1.209.256

December 31. 2018

Commercial

S 21.075.7R86
754228
826936

S 22656947

December 31,2017

_ Commercial

S 14353251
[.R34.252
481530

Consumcr

S 6.665.624

17.594

S 6683218

__ Consumer
S 9.089.633
2.371

67.311

Touwl

S 170792017
4.379.970
9837778

S 194.009.863

_ Total

S 165.262.665
6.016.846
7,193,198

Total loans

S 147.530.907 S 5113454 S 16.669.033 S 9159315 S 17

8.472.709

Once a loan becomes delinquent and repavment becomes questionable. a Bank coliection officer will address
collateral shortfalls with the borrower and attempt 1o obtain additional collateral. If this is not forthcoming and
payment in full is unlikely. the Bank will estimate its probable loss. using a recent valuation as appropriate 1o the
underlying collateral less estimated costs of sale. and charge the loan down to the estimated net realizable amount.
Depending on the length of time until ultimate collection. the Bank may revalue the underlying collateral and take
additional charge-offs as warranted. Revaluations may occur as often as every 3-12 months depending on the
underlying collateral and volatility of values Final charge-offs or recoveries are taken when collateral is liquidated
and actual loss is known. Unpaid balances on loans afier or during collection and liquidation may also be pursued
through lawsuit and artachment of wages or judgment liens on borrower's other assets.




NOTE 4 - LOANS AND ALLOWANCE FOR LOAN AND LEASE LOSSES (continucd)

The lollowing table shows the ending balance of current, past due and nonaccrual loans by category for the periods

indicated:
- ~ Dccember 31,2018 B -
Real Estate Agricultural Commercial Consumer Total
Past duc:
30-59 days S 1,590,139 S 13.000 S -- S 102,850 ) 1,765 884
60-89 days RY_ 13N - - 22.705 [11,843
>Y0 days still accruing 94 101 - - - 04101
Nonaccrual 446,557 - -- -- 46,557
Total past due 2219835 13.000 -- 1R5.555 2.418.390
Current 1560.615.963 ~5.820.902 22650947 _ 6.497.063 191,591,475
Total lomss $ 158835798 § 5833902 S 22656947 S 6683218 S 194.009.865

December 31, 2017

Rcal Estate Agricultural Commerciul Consumer Total
Past duc:
30-59 days S (79,743 S -- S -- S 222,737 S S2ARD
60-39 days 3970 -- -- 31.346 37316
>9() days still accruing 02 - a= = 62
Nonaccrual 676274 688,949 - 30,294 1.AYS31T
Total past due 1,362.049 688,949 -- 284.377 2.335.375
Current 146,168,858 4424505 16,669,033 _ R.874938 176.137.334
Total loans S 147.530907 S 5.113.454 S 16,669.033 S 9159315 S 178.472.709
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NOTE 4 - LOANS AND ALLOWANCE FOR LOAN AND LEASE LOSSES (continucd)

Impaired loans arc those where management has concluded that it is probable that the borrower will be unable 1o pay
all amounts duc under the contractual terms. The following tables show the recorded investment (finincial statement
balance). unpaid principal balance. average recorded invesument. and inleresi income recognized for impaired loans.
scgregated by those with no related allowance recorded and those with an allowance record for the periods

indicated:

No related allowance:
Recorded investment
Unpaid principal

Average investment
Interest income recognized

Allowancc recorded:
Recorded investment
Unpaid principal
Related allowince
Average im estment
Interest income recognized

No related allowance:
Recorded investment
Unpaid principal
Average investment
Interest income recognized

Allowance recorded:
Recorded investment
Unpaid principal
Related allowance
Average invesiment
Interest income recognized

December 31, 2018

Real Estate _Agricultural __Commereial Consumer Total

$ 460.671 S = S - S - S 466.671
446.557 - - == 440,557
456.614 - - = 456.614
17.350 - - - 17.350

68.428 - - - GR.A28

68.350 - - - 68.350

16.500 - - = 16.500

40.093 — - = 40.003

\ 6529 S - S - S - N 6.529

December 31. 2017 -
Real Estate Agricultural ~ Comiercial Consumer Total

S 699.353 S 736.470 S = S 31282 S 1467105
676.274 6RE.949 - 30.294 1.395.517
6R7.814 712.710 - 30.788 1431312
32,097 - - 2450 34.547
448.530 - -- - 448.530
446.970 = = - 446.970
61.233 - - - 61.233
278.089 -- - - 278.089

S 26.026 S - S - S - S 26.026




NOTE 4 - LOANS AND ALLOWANCE FOR LOAN AND LEASE LOSSES (continued)

Information on performing and nonaccrual impaired loans as the date noled is as follows:

December 31, 2018

Real Estate Agricultural

Impaired performing: S 68.350 S --

Impaired nonperforming:
Nonaccrual 446.557 =
Accruing troubled debt

restructurings - -
Nonaccrual troubled debt

restnicturings S -- S -

_Real Estate _Agricultural
Impaired performing: S 446970 S --

Impaired nonperforming:
Nonaccrual 676.274 688,949
Accruing troubled debt

restruclurings - -
Nonuaccrual troubled debt

restructurings S --

|77]
!

NOTE 5§ - BANK PREMISES AND EQUIPMENT

Following is a summary of bank premises and equipment at:

Land
Building and unprovements
Furniturc and equipmemnt

Less accumulated depreciation

I~
[3%]

Conumercial __Consumer Total
S - S = S 68.350
g - 446.557
S - S - S -
December 31. 2017 L s .
_ Commercial _ Consumer _Total
) - S - S 446,970
- 30.294 1.395.517
S - S - S
December 31
2018 2017
S 3.344.300 S 3.344.3006
11,227,065 11,139,781
5.573.663 5.433.174

20,145,034
(10.178.969)

S Y.966.,0065 S

19.971.261

(9.681.283)

10235978




NOTE 6 - OTHER ASSETS

Following is a summary of Other Assets at

Delerred tax asscls
Prcpaid expenscs
Repossessions and other asscts

NOTE 7 - DEPOSITS

Following is a summary of the bank deposits at:

Non-interest bearing
Interest bearing demand
Savings deposits
Certificates of deposit

Dccember 31,

At December 31. 2018. the maturity distribution of certificates of deposil is as follows:

2019
2020
2021
2022
2023 and thereafter

NOTE 8 - INCOME TAXES

The consolidated provision for income (axcs consisted of the following at:

Incoime tax expense:
Federal
State

Deferred federal and state

2018 2017 B
S 1.603.896 S 1,977,601
160.421 59.044
- 280.143 304.462
S 2.044 460 S 2341107
December 31,
2018 2017
S R (R 000G S KN 354304
KNU4T 2R 10 4875102
149,302 434 1498647300
3 MLITG A2AM N2
S 355.571.5829 S 382.320.668
S 23.0006.30]
6672.744
2Ahm. 29
472.66G5
386337
S 32,547.176_
December 31,
2018 2017
) 1.498.74% $ 1.666.115
381.155 406.709
1.879.903 2.072.824
373.705 (137.320)
S 2.253.608 S 1.935.504




NOTE 8 - INCOME TAXES (continued)

The provision for federal and staie income taxes differs [rom that computed by applying federal and staie sialutory
rates (o income before income tax expense. as indicated in the following analysis:

December 31,

2018 2017
Tax based on the statutory rate S 2.205.659 S 2922398
Effect of tax-exempt income (745.24%) (1.191.640)
Nondeductible expenses and other - 793.197 204.740
S 2,253,608 S 1.935.504

A cumulative net deferred 1ax assct is included in other assets. The components of the asscts are as follows

Dccember 31,

018 2017
Differences for supplemental retirement plins S 534175 S 737.30%
Diffcrences in accounting for loan losses 1.064.048 1.214.345
Other 5.673 25.948
S ~1.003.896 S 1.977.601

The Banks believe that a valuation allowance is not necded (o reducc the deferred tax assets as it is more likely than
not that the results of [uturc operations will generate sufficient taxable income 10 realize the deferred tax asscls.

NOTE Y - RETIREMENT PLANS

The Banks sponsor a 401(K) Plan in which substantially all employees may participate. Participants may contribule
a portion of their compensation subject to certain limits based on federal tax laws. The Banks contribule to
cimployces based on a percentage of their annual salary. The Banks expense for the plan was $262.275 for 2018 and
$259.249 for 2017.

The Banks have supplemental retirement plans for key exccutives. Thesc plans arc non-qualified defined benefit
plans and are unsecured and unfunded. The Banks have purchased insurance on the hives of the participants and
intend 1o hold thesc policies until death as a cost recovery of the Banks retirement obligations. The cash values of
the insurance policies purchased to fund the deferred compensation obligations and the retirement oblipations were
$5.420.697 and $5.294.102 at December 31, 2018 and 2017, respectively.



NOTE 10 - SHAREHOLDERS' EQUITY

Dividends:

The amount of dividends the Banks pay up to the Holding Corporation is sct at 65%¢ of net profits.
Cuapital:

The Corporation and the Banks arc subject to various regulatory capital requircments administered by lederal
banking agencies. Failure to meet the minimum regulatory capital requirements can initiate certain mandatory and
possible additional discretionary actions by regulators, which if undertaken. could have a dircet material effect on
the Corporation. Banks and the consolidated financial statements. Under the regulatory capital adequacy guidelines
and the regulatory frame work for prompt corrective action. (he Banks must mect specific capital guidelines
imvolving quantitative measures of the Corporation’s and the Bunks™ asseis. liabilities. and certain off=balance-shect
items as calculated under regulatory accounting practices.  The Corporation’s and the Banks™ capital amounts and
classification under the prompi corrective action guidclines arc also subject (o qualitative judgments by the
regulators about components. risk weightings. and other lactors.

Quantitative measures cstablished by regulation to cnsure capital adequacy require the Corporation and the Banks 1o
maintain minimunt amounts and ratios of total. Tier I. and common equity Tier 1 capital 1o risk-weighted asscts (as
defined in the regulations), and Tier [ capital to average assels. Management believes. as of December 31, 201X,
that the Corporation and the Banks mect all the capital adequacy requirements to which they are subject

The following table presents actual and required capital ratios as ol December 31. 2018 and 2017 for the
Corporation and the Banks under Basel 111 Capital Rules.  The minimum capital amounts presented include the
minimum required capital as of December 31. 2018 based on the phased in provisions of the Basel 111 Cupital Rules.
Capital levels required to be considered well capitalized arc based upon prompt corrcctive action regulations. as
amended to reflect the changes under the Based 111 Capital Rules.

The Corporation’s and the Bank's actual and required amounts and ratios arc as follows (dollar amounts in
thousands):

Minimum Capital Required To Be
Required — Basel 111 Considered Well
Actual Phase in Schedulc Capitalized
Amount ~  Ratio ~Amount  Ratio Amount Ratio

Dccember 31. 2018:
Total capital

(10 risk-weighted

assets)

Consolidated S 71.753 29459 S 24057 9.875%, N A N:A

Bank subsidiaries  $  61.388 26.56%, S 22828 9.475%, S 23117 10.00"%
Tier | Capital

(to risk weighied

asscts)

Consolidated S 6R.&47 2826, S 19.1N5 7.875%, N'A N A

Bank subsidiaries S 58482 25.30% S 18205 7875 S OIR494 8.00%;,
Common Equity

Tier 1 Capital

(1o risk weighted

asscls)

Consolidated S 68847 28.26% S 15531 6.375% N/A N'A

Bank subsidiaries S 58.4K2 2530, S 14375 6.375% S 15.027 6.50%)
Tier | capital

(10 average asscts)

Consolidated S 68.847 15.24%, S 18073 4.00% N'A N/A

Bank subsidiaries S 58.482 13.29%, S 17.596 4.00%, S 21.996 5.00%)




NOTE 10 - SHAREHOLDERS’ EQUITY (continued)

Minimum Capital Required To Be
Required — Basel 111 Considered Well
_ Actual Phasc in Schedule B Capitalized
Amount _ Rauo _Amount Ratio Amount Ratio

December 31.2017:
Tolal capital

(10 risk-weighted

asscts)

Consolidated S 06R373 28.79% S 21229 9.25% N'A N A

Bank subsidiarics  $  S8.840 26.25% S 20736 9.25% S 22417 10.00%
Tier 1 Capital

(to risk weighted

assets)

Consolidaled S 65552 28.16% S 16.639 7.25% N'A N/A

Bank subsidiaries S 56.019 24.99% S 16.253 7.25% S 17934 K.00%
Common Equity

Tier 1 Capital

(to risk weighted

assels)

Consolidated S 65.552 28.16% S 13196 5.75% N:A N-A

Bank subsidiarics S 56.019 24.99% S 12889 5.75% S 14.571 6.50%
Ticr 1 capital

(lo average asscts)

Consolidated S 05552 14.35% S 18271 1.00%, N/A N/A

Bank subsidiariecs S 56,019 12.33% S 1K.171 4.00% S 22714 5.00%

NOTE 11 - COMMITMENTS AND CONTINGENCIES

The Corporation and the Banks are subject 10 claims and lawsuits arising in the normal course ol business.
Management. after consultation with legal counsel. belicves the disposition or ultimate resolution of such claims and
lawsuits will not have a material adverse effect on the consolidated financial position.

The Bauks arc selling mortgage loans to the secondary market, which they are contingently liable for repurchase for
a period of up to six months from the date of sale. The contingency covers certain documentary and performance
requirements. As of December 31, 2018 and 2017, loans subject to this contingent liability totaled S6.669.586 and
ST0.05K.88% respectively.

In the normal course of business. the Banks have outsianding commitments and contingent liabilities. such as
commitments to extend credit and letters of credit. which are not included in the accompanyving consolidated
financial statements. The Banks exposure o credit loss in the event of nonperformance by the other party to the
financial instruments for commitments to extend credit and Ietters of credit is represented by the contractual or
notional amount of thosc instruments. The Banks use the same credit policies in making such commitments as it
docs for instruments that arc included in the consolidaled statement of financial condition.

Financial instruments whose contract amounts represent credit risk were as follows

B December 31.
2018 2017

o

Commitments to cxtend credit S 23.349.54]
Letters of credit S 279.000

25.000.963
267.000

o
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NOTE 11 - COMMITMENTS AND CONTINGENCIES (continued)

Commitments 1o extend credit arc agreements to lend 1o a customer as tong as there is no violation of any condition
established in the contract.  Commitments gencrallv have fixed expiration dates or other termination clauses and
may require pavment of a fee. Since many of the commiunents are expecled o expire without being drawn upon.
the total commitment amounts do not necessarily represent future cash requirements.  The Bank cvaluates cach
customer’s creditworthiness on a casc-by-case basis. The amount of collateral obtained. if decmed necessary by the
Bank upon extension of credit. is based on management’s credit evaluation. Collateral held varies but may include
accounts reccivable. inventory. property and equipment. and income-producing cominercial propertics.

Letters of credit are conditional commitments issued by the Banks 10 guarantee the performance of a customer 1o a
third party. Letters of credit generally have fixed cxpiration dates or other termination clauses and may require
payment ol a fee. The credit risk involved in issuing letters of credit is essentially the same as that involved in
cxtending loan facilities 1o customers. The Bank’s policy for obtaining collateral. and the nature of such collateral,
is essentially the same as that involved in making commitments (o extend credit.

The Banks have not been required to perform on any financial guarantees during the past two years. The Buanks
have not incurred any losses on its commitiments in cither 2018 or 2017,

The Corporation has a $5.000.000 hine of credil. ol which S5.000,000 was unused at December 31. 2018, Advances
on the credit line are payable at maturity. December 1. 2019, and carry an interest rate of 124 over the national prime
rate. The eredit line is sccured by a stock pledge of the subsidiaries.

NOTE 12 - SIGNIFICANT CONCENTRATION OF CREDIT RISK

The Banks recognize their primary markel arca to be within Luna. Dona Ana and Grant Countics of New Mexico.
The economic climate of this market arca is dependent. to a large degree. upon the success of its agricultural and
rcal estate industry basc.

At December 31. 2018 and 2017, the Banks maintained a diversified loan portfolio. The Banks. as a matter of
policy. generally do not extend credit to any single borrower or group of related borrowers more than 20% of the
subsidiaries capital. State charted banks in New Mexico are limited 1o loaning up to 35% of capital to one borrower.
NOTE 13 - TRANSACTIONS WITH RELATED PARTIES

In the normal course of banking business. loans are made to executive officers and directors of the Banks. as well as
their affiliates. Such loans are made in the ordinary course of business with substantially the same terms (including
interest rates and collateral) as those prevailing at the time for comparable transactions with other persons. They do
not involve more than normal risk of collectability or present other unfavorable features.

The following is a summary of related party loan activity for the year noted

~ December 31.

2018 -
Beginning Balance N 4.350.872 S 4.266.861
New Loans 1.363.917 995.846
Repayments _(1.397.270) (911835
Ending Balance S 4317519 S 4.350.872

The deposits from executive officers and directors totaled $10.776.505 at December 31. 2018 and S11.590.367 at
December 31. 2017,

19
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NOTE 15 - FAIR VALUE OF FINANCIAL INSTRUMENTS

FASB ASC 825. Financial Instrumenis, permils cntitics (0 measure many financial instruments and certain other
items at fair value. The objective is 10 improve financial reporting by providing entitics with the opportunity 1o
mitigate volatility in reported carnings caused by measuring related assets and liabilities differently without having
1o apply complex hedge accounting provisions. The election to use the fair value option is available when an entity
first recognizes a financial asset or financial liability or upon entering into a conunitment. Subsequent changes must
be recorded in carnings,

FASB ASC R20. Fair 'alue Measurements and Disclosures. clarifics that fair value is an exit price. representing the
amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between willing
market participants.  Under this guidance. fair value measurements are not adjusied for transaction costs.  This
guidance cstablishes a fair value hicrarchy that prioritizes the inputs to valuation techniques used to measure fair
value. The hierarchy gives the highest priority o unadjusted quoted prices in active markets for identical asscts or
liabilities (Level 1 measurements) and the lowest priority 10 unobscrvable inputs (Level 3 measurements). The three
levels of the fair value hicrarchy under this guidance are described below.

« Level 1 - Valuations for assets and liabilities traded in active exchange markets. Valuations are obtained
from recadily available pricing sources for market transactions involving identical assets or liabilitics.

* Level 2 - Valuations for assets and liabilities traded in less active dealer or broker markets. Valuations
arc obtained (rom third party pricing services for identical or comparable assets or liabilitics which use
obscrvable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities: quoted
prices in active markets that arc not active. or other inputs that arc observable or can be corroboraled by
obscrvable market data for substantially the full term of the assets or Habilities.

« Level 3 - Unobservable inputs that arc supported by little or no market activity and that arc significant to
the fair value of the asscis or liabilities.

A financial instrument's level with the fair value hicrarchy is based on the lowest level of input that is significant 10
the fair value measurement.

The types of instruments valued based on quoted markel prices in active markets include most U.S. government and
agency sccurities, liquid mortgage products. active lisied equitics and most money marketl securities.  Such
instruments arc generally classified with Level | or Level 2 of the fair value hicrarchy. As required by this
guidance. the Banks do not adjust the quoted price for such instruments.

The 1ypes of instruments valued based on quoted prices in markets that are not active. broker or dealer quotations. or
alternative pricing sources wilh reasonable levels of price transparency inciude most invesunent-grade and high-
yield corporate bonds. less liquid mortgage products. less liquid equities. state municipal and provincial obligations.
and certain physical commodities. Such instruments are generally classified within Level 2 of the fair value
hierarchy.

Level 3 is for positions that are not traded in active markets or are subject (o transfer restrictions. valuations are
adjusted 1o reflect illiquidity and‘or non-transferability. and such adjustments are generally based on available
market evidence. In the absence of such evidence. management's best estimate is used.

Impaired loans are cvaluated and valued at the time the loan is identified as impaired. at the lower of cost or market
value. Market Value is measured based on the value of the collateral securing these loans and is classified at a Level
3 in the fair value hierarchy. Collateral may be real estate and/or business assets including equipment. inventory
and/or accounts receivable. The vatue of real estate collateral is determined based on appraisal by qualified licensed
appraisers hired by the Banks. The value of business cquipment. inventory and accounts reccivable collateral is
based on the nct book value on the business’ f{inancial statements and. if necessary. discounted based on
management’s review and analysis. Appraised and reported values may be discounted based on management's
historical knowledge. changes in market conditions from the time of valuation. and-or management's expertise and
knowledge of the client and client's business. Impaired loans are reviewed and evaluated on at least a quarterly basis
for additional impainment and adjusted accordingly. based on the same factors identified previously. Foreclosed real
estatc assels have been valued using a market approach. The values were determined using market prices of similar
real estate assets, Goodwill was valued using the income approach.

There were no fair values of assets and liabilities measured on a recurring basis.
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NOTE 15 - FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

The following table displays the Corporation and the Bank's assets and liabilities that were accounted for

or disclosed at fair value on a nonrecurring basis as follows:

December 31, 2018
Foreclosed real estate. net
Goodwill
Impaired loans

December 31. 2017
Foreclosed rcal estate. net

Goodwil]

Impaired loans

Fair Value Measurcments

Fair Value Le\El 1 Level 2 Level 3
S 556.000 ) - S -- N 556.000
23,106 - - 23.106
S 498 407 S -- S -- S 498 407
S 511.068 ) - S - S S11.068
23,106 - - 23,106
S 1.781.254 ) - S - S 1.781.254

In accordance with the disclosure requirements of FASB ASC %25, Financial Instruments. the estimated fair values
of the Corporation’s financial instruments are as follows:

December 31. 2018:

Financial assets

Cash and equivalents
Investment securities

Restricted stock
Loans

Interes( receivable

Financial habilities

Deposits
Interest payable

Credit commitments

December 31. 2017:

Financial assets

Cash and equivalents
Invesument securities

Restricted stock
Loans

Interest receivable

Financial liabilities

Deposits
Interest payable

Creditl commitments

5

S

Carrving
Value

2 580,284
140 870,832
249 %08
[89.49] 385
28001224

355.571.529
34103
236.285

115.4993.727
144,686,725
2449 805
174,309,243
2729713

382.320.668
31.800
252.680

Fair
Value

Level |

S R25X0.284
[40,094.123
249803

[84, 519963
2,860,224

355.116.,033
34.103
S 2R

S 115993727
146,583,122
249 R0S
167661682

1729714

381.728.166
31,800
S 238.378

29

S 82.580.284

2.860.224

34.103
S &

$ 115993.727

2729714

31.800
S s

S

g

Level 2

140,094,123

146,583,122

_Fair Value Mcasurements

249.805
184,519,963

355.116.033

249.805
167.661.682

381.728.166

S 238.378



NOTE 15 - FAIR VALUE OF FINANCIAL INSTRUMENTS (continucd)

The carrying amounts in the preceding table are included in the balance sheets under the applicable captions. The
conlract or notional amounts of the Bank's financial instruments with off-balance-sheet risk are disclosed in the
notes (o the financial statements.

The following methods and assumptions were used by the Bank in estimating its fair value disclosures for financial
mstruments:

Cash and cash equivalents: The carrying amounts reported in the statements of financial condition for cash
and cash cquivalents approximaie those assels™ fair values.

Investment securitics:  Fair values for investment securilics arc based on quoted market prices, where
avatlable.  1f quoted market prices are not available. fair values are based on quoted market prices of
comparable instruments.

Loans: For variable-rate loans that reprice (requently and with no significant change in credit risk. fair
values are based on carrying amounts. The fair value of ixed-rate loans are estimated using discounted
cash flow analysis. based on interest rates currently being offered for loans with similar 1crms (o borrowers
of similar credit quality. Loan fair value cstimates include judgments regarding future expected loss
experience and risk characteristics. Fair values for impaired loans arc cstimated using discounted cash flow
analysis or underlying collateral values. where applicable.

Accrued interest: The carrving amount of accrued interest approximate the fair values.

Deposits: The fair values disclosed for demand deposits are. by definition. equal to the amoumt payable on
demand at the reporting date (1hat is. their carrying amounts). The carrying amounts of variable-rate. fixed
term monecy market accounts and certificates ol deposit approximate their fair values. Fair values for (ixed-
rale centificates of deposit are estimated using a discounted cash flow calculation that applies interest rates
currently offered on certificates 1o a schedule of agercgated expected monthly maturitics on time deposits.

Short-term borrowings: The carrying amounts of federal funds purchased. borrowings under repurchase
agreements. and other short-term borrowings maturing within 90 days approximate fair values. Fair values
of other short-term borrowings are estimated using discounted cash flow analyses based on the Bank's
current incremental borrowing rates for similar types of borrowing arrangements.

Long-term borrowings; The fair value of long-term debt (Federal Home Loan Bank advances and other
borrowings) are estimated using discounted cash flow analyses based on the Bank’s incremental borrowing
rates for similar types of borrowing arrangements.

Off-balance sheet credit-related financial instruments: Fair values for off-balance-sheet. credit-related

financial instruments are based on fees currently charged to enter into similar agreements. considering the
remaining terms of the agreements and the counter parties” credit standing.
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Cush and due from banks
Iny estiment securities
Investment in subsidiaries
Loans and leases. net

Bank premises and equipment.

net

Interest receivable

Other real estaic owned
Bank owned lifc insurance
Other assets

Total Assels

Deposits
Accrued interest payable
Other liabilitics

Total Liabilities

Conunion stock. $10 par value

Authorized — 1.000.000 shares

Issucd — 52.801 sharcs
Capital surplus
Retained earnings
Accumulated other
comprehensive income
Treasury stock — ) shares

Total Stockholders™ Equity
Total Liabilities and

Stockholders™ Equity

*-contains eliminating entries

FIRST NEW MEXICO FINANCIAL CORPORATION

CONSOLIDATING BALANCE SHEET

First
New Mextco
Fuvmcial
Corporation

Deming

DECEMBER 31, 2018

First New Mexico Bank

Las Cruces

Silver City

Consolidated®

S 6.58B.633
SR.482.950
3.979.298
1.048.191

832918

ASSETS

$ 42,166,113
75.305.768
80.131.136

3.399970

| 719 38
ROV
3469420
R USS

S 23.695.782
24.020.611
58915974

4.024 884

516.841

644.735
623,348

S 19.010.389
41.544.453
46.464.977

1.493.020

23 505
AN NN
| 3342
452030

S 82.580.284
140.870.832
189,491 385

9.966.065

J2.M60,224

A30, 00000
5420007
2000

S 70931990

$207.189.750

S§112.442.175

SIT1.143.406

LIABILITIES AND STOCKHOLERS" EQUITY

2.084.810

2.084.%10

528.010

68.319.170

S176.512,029
12.248
2.220.072

$ 92.580.202
15.406
3.160,332

S 95,359.931
6.449
2.415.712

$433.789.947

34.103
9.337.135

_17%.754.349

95.755.940

97.782.092

1.200.000
2.800.000
24435401

000000
3.000, 000
D86 238

304.942.767

68.,847.180

S 70.921.990

28435401

S207.189.750

16.686.235

S112.442.175

500,000 528.010
1,800,000

11.061.314 68.319.170

13.361.314 0K.847.180

S111,143.406

S423.789 947




FIRST NEW MEXICO FINANCIAL CORPORATION

CONSOLIDATING STATEMENT OF INCOME

FOR THE YEAR ENDED DECEMBER 31, 2018

First
New Mexico
Financial

First New Mexico Bank

Corporation Deming Las Cruces Silver City Consolidated*
Interest income:
Interest and fees on loans S 95.78Y § 5.052.505 S 4.705.714 S 3,890,032 S 13.744.040
Interest on investment securitics -- 2.134.710 770,110 1.149.316 4.054.136
Interest on deposits in banks 12.751 881979 454 084 236.784 1,585,598
108.540 8.069.194 5.929.908 5.276,132 19,383,774
Interest expense:
Interest on deposits - 466.235 332,748 283.898 1.082.881
Interest on borrowed funds - _— - - - = -=_
- 466.235 332748 283.898 N }.082.881
Net interest income 108.540 7.602.959 5.597.160 4992234 18.300.893
Provision for loan losses -- 120.000 - 25,000 200,000 345,000
Net interest income after
provision for loan losses 108.540 7.482 959 5,572.160 4.792.234 17.955.893
Other noninterest income:
Service fees - 643.309 401,514 241918 1.286.741
Other income - 206,588 60.108 164.959 401.655
-- 849897 461.622 4006877 1.688.396
Expenses:
Salaries and employee benefits - 2.150,962 2.218.508 1.664 825 6,034,295
Occupancy expenses - 401,186 369.692 214772 985.650
Other operating expenses 370.000 1.826.552 1.085.646 1,172,672 4.424.870
370.000 4.378.700 3.673.846 3,052.269 11.444 815
Net income before income taxes (261.460) 3.954.156 2.359.936 2.146.842 8.199.474
Federal and state income taxes (42.,544) - 956.594 659916 679.0642 2.253.608
Net income (loss) S (218.916) § 2.997.562 S 1,700.020 S 1.467.200 $ 5945866

*-contains eliminating entries
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Report ltem:

FORMFR Y-6

FIRST NEW MEXICO FINANCIAL CORPORATION
DEMING, NEW MEXICO, USA
Fiscal Year Ending December 31, 2018

1: The bank holding company prepares an annual report for its securities holders and is not registered
with the SEC. As specified by the appropriate Reserve Bank, 2 copies are enclosed.

2a: Organizational Chart

First New Mexico Financial Corporation
(LEI: NONE)
Deming, New Mexico, USA
Incorporated in New Mexico

100%

Five Seven Five, LLC
(LEI: None)

100%

Deming, New Mexico, USA
Organized in New Mexico
FNMFC is Managing Member

Arms Length, LLC
(LEI: None)

Deming, New Mexico, USA
Organized in New Mexico
FNMFC is Managing Member

100%

First New Mexico Bank
(LEl: None)
Deming, New Mexico, USA
Incorporated in New Mexico

100%

First New Mexico Bank of
Silver City
(LEl: None)
Silver City, New Mexico, USA
Incorporated in New Mexico

100%
First New Mexico Bank,
Las Cruces
(LEl: None)
Las Cruces, New Mexico, USA
Incorporated in New Mexico

2b: Domestic branch listing provided to the Federal Reserve Bank




Results: A list of branches for your halding company: FIRST NEW MEXICO FINANCIAL CORPORATION (1107830} of DEMING. MM,
The dals are a5 af 12,31/ 1% Data reflects information thal was recaived and processed thraugh 01706/2019

Aesanclintion ang Ves Neallnn Seny
1 Inthe Data Actlon column of each branch row, enter one or mare of the actions specified below
2 Ifrequired, epter the dale in the Effective Data eolumn

Astions.

oK if the branch information is correct, enter K In the Dsts Action column

Change: Il the branch Informatian is Incarrect or Incomplete, revise the dats, enter chdnge [0 the Deta Action colurmn and the date when this infarmation first became valid in the Effective Date column
Clase If w branch listed was sold or closed, enter Close [n the Dala Action column and the sale of closure date in the Effective Date column

Delete If a branch (Isted was never owned by this depository institution, enter C-ietc 16 the Dats Actlon column

Add: i a reportable branch |s missing, insert a row, add the branch data, and enter 317 \n Lhe Data Action column and the opening ar acquisition date in the Effective Dats column

1f printing this list, you may need to adjust your page setup in M5 Excel Try using [andscape orlentation, page scaling, and/or legal sized paper,
Submission Procedure

When yau are finished, send a saved capy to your FRB contact See the detailed instructions on this site for more information
If you are e-mailing this to your FRB contact, put your institution name, city and stale in the subject line of the e-mail,

Note:
To satisfy the FR Y-10 reporting requiraments, you must also submit FA ¥-10 Domestic Branch Schedules for each branch with 3 Data Action of _bange Loose Dzlete of Ady
The FR ¥-10 report may be submitted in a hardcopy format or via the FR ¥-10 Online application - hitps://y10oniine federaireserve gov.

* FDIC UNINUM, Office Number, and ID_RSSD calumns are for reference anly  Verification of these valves Is not required

[Cats Action Date [Brason Lesvice Type Reaneh (0 WES0* | Fopuler Neme _a.._u-»»a..uin *Nl Stata lip Code County _......i_._l FOIC UNINLW® [ofthes Number® | Head cffics Formnt Ot e nglﬁvn. |Cmmnnts
e Vi4F Snrvics [Iseed O] F2E5E| (1 AST WIW MINK D BARL WOS KRD DTN ING NM (B2 N731 [LUNA __u._.._ud WIATES [N Feguired  [Roo) Ressien TTRAT W M EOCT BANK LTk —
2l e S 43557 L LATHLS BRANTH ﬂnnmuﬂa.x ) COLLIMNUSL [NM AR LUNA Rzt Bewslitesd  ihewt Rraered HESTH W MWL BAVK pivi=
oK [ irmites Anrhicd AT |5 WG BANEH (1401 20 1 CELUMNLE rlHWAY NM LUNA Wl EEneran [N Remultel FIBET AW MENGIE BANK HEeshl
ox e 3547 43¢ 3000 TAST | Ceillite 4141 i [NM AT Regur=y  Nar Reaureg FIRET Wk W M ERT T AL TLIEH
DK ezl Epryce |Head Offcel ARV TRET MW WS BANL GF SILVER CITY 1R HIMWAY 1S FAST M sl Reguived - INol Reguined HRST AEW MIDCT BANL OF B WER ITY AFyALN
3 Fulll 3milvice ALETHE) OEIN WHANCH 110 WORTH HUDWON NM GRANT WNITED STATES Wit Benuiied Kol Resjulieg TTRET MEW M ECHO SANK OF WILVER C|TY AFSEER
oK [Fuil Snryiee frows Gittaw} SHEAWT T RIW MEDTD SANE, 1 AS CAULES 1000 TAST LONMAN AVERLE 5 [DONA ANA Lt TT5 STAILE (Ao Aequited . [Nat Beguirea HEET HE W OO BANE, LAS TRUCES =i
W— Ll suryiee a7 AR DAY DAL 455 TANL NS ROAD N GNA AnA [UNTLD ATATES (Mot heguited [Nt feires  [HREY AW MIGIED Saxl (AL CHUCEL IEET




FORM FR Y-6

FIRST NEW MEXICO FINANCIAL CORPORATION

Report ltem 3. Securities Holders

(1)(@)(b)(c) and (2)(a)(b)(c)

Fiscal Year Ending December 31, 2018

Current securities holders with ownership, control or holdings of 5% or more with power to vote

as of fiscal year ending 12-31-2018.

(1)@)
Name
City, State, Country

(1)(b)
Country of Citizenship
or Incorporation

(1)(c)

Number and Percentage of
Each Class of Voting Securities

Gertrude Kretek
Deming, NM 88030, USA

Geraldine Kretek
Deming, NM 88030, USA

Frank Kretek
El Paso, TX 79912, USA

The Kretek Corporation
Deming, NM 88030, USA

Charles Kretek
Deming, NM 88030, USA

Leon J. Whitaker Revocable
Trust

Richard Patterson Trustee
Deming, NM 88031, USA

Triadic Enterprises
Retirement Fund

Richard Patterson, Trustee
Deming, NM 88031, USA

Richard Patterson
Deming, NM 88031, USA

USA

USA

USA

USA

USA

USA

USA

USA

1835  3.48%
1284 2.43%
527  1.00%
250 047%
20 0.04%
3916  7.42%
1300 2.46%
3051 5.78%
1075  2.04%
5426 10.28%

Common Stock

Common Stock

Common Stock

Common Stock

Common Stock

Common Stock

Common Stock

Common Stock



FORMFR Y-6

FIRST NEW MEXICO FINANCIAL CORPORATION

Report Item 3. Securities Holders

(1Xa)(b)(c) and (2)(a)(b)(c)

Fiscal Year Ending December 31, 2018

Current securities holders with ownership, control or holdings of 5% or more with power to vote

as of fiscal year ending 12-31-2018.

(1)(@)
Name,
City, State, Country

(1)(b)
Country of Citizenship
or Incorporation

(1)(c)

Number and Percentage of
Each Class of Voting Securities

Frederick Sherman
Deming, NM 88030, USA

Janie Jontz Sherman
Sante Fe, NM 87501, USA

Jan Sherman
Bayard, NM 88023, USA

Benjamin Sherman
Silver City, NM 88062, USA

Jerah Sherman
Deming, NM 88030, USA

Jakub Sherman
Deming, NM 88030, USA

John Sherman
Silver City, NM 88061, USA

F & J S Limited Partnership
Deming, NM 88030, USA

Sherman Family Foundation
Deming, NM 88030, USA

USA

USA

USA

USA

USA

USA

USA

USA

USA

3743  7.09%
623 1.18%
500 0.95%
168  0.32%
276  0.52%
272 0.52%
140 0.27%

2616  4.95%
142 0.27%

8480 16.06%

Common Stock

Common Stock

Common Stock

Common Stock

Common Stock

Common Stock

Common Stock

Common Stock

Common Stock



FORM FR Y-6
FIRST NEW MEXICO FINANCIAL CORPORATION
Fiscal Year Ending December 31, 2018

Securities holders not listed in (3)(1)(a) through 3 (1)(c) that had ownership, control or
holdings of 5% or more with power to vote during the fiscal year ending 12-31-2018.

(2)(a) (2)(b) (2)(c)
Name Country of Citizenship Number and Percentage of
City, State, Country or Incorporation Each Class of Voting Securities

Not Applicable
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