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Annual Report of Holding Companies—FR Y-6

MENDER
JAN 29 2016 |§

Report at the close of business as of the end of fiscal year

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)); Section 8(a)
of the International Banking Act (12 U.S.C. § 3106(a)); Sections
11(a)(1), 25 and 25A of the Federal Reserve Act (12 U.S.C.
§§ 248(a)(1), 602, and 611a); Section 211.13(c) of Regulation K
(12 C.F.R. § 211.13(c)); and Section 225.5(b) of Regulation Y (12
C.F.R. § 225.5(b)) and section 10(c)(2)(H) of the Home Owners'
Loan Act. 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 and top-tier savings and loan holding companies organized
under U.S. law, and by any foreign banking organization that
does not meet the requirements of and is not treated as a qualify-
ing foreign banking organization under Section 211.23 of
Regulation K (12 C.F.R. § 211.23). (See page one of the general
instructions for more detail of who must file.) The Federal
Reserve may not conduct or sponsor, 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 chair-
man of the board must sign the report.

I, Embry Hines

Name of the Holding Company Director and Official

President

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 individual consent to public release of all
detaj eport concerning that individual.

Signatﬁrs{;l.;r’;JCompany Director and Official
01/26/20

Date of Signature

For holding companies not registered with the SEC—
Indicate status of Annual Report to Shareholders:

[ is included with the FR Y-6 report

[ will be sent under separate cover

is not prepared

For Federal Reserve Bank Use Only

RSSD ID f{)g%y@g
cl.

Date of Report (top-tier holding company's fiscal year-end):
December 31, 2015

Month / Day / Year

N/A
Reporter's Legal Entity Identifier (LEI) (20-Character LEI Code)

Reporter's Name, Street, and Mailing Address
Chico Bancorp, Inc.
Legal Title of Holding Company

P.O. Box 5

(Mailing Address of the Holding Company) Street / P.O. Box

Chico X 76431
City State Zip Code

201 S. Weatherford, Chico, TX 76431

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:

Steve Holt Chief Financial Officer
Name Title
940-683-6300

Area Code / Phone Number / Extension

940-683-1807
Area Code / FAX Number

steve@fsbwise.com
E-mail Address

http://www.fsbwise.com
Address (URL) for the Holding Company's web page

Does the reporter request confidential treatment for any portion of this
submission?

|:| Yes Please identify the report items to which this request applies:

D In accordance with the instructions on pages GEN-2
and 3, a letter justifying the request is being provided.

|:| The information for which confidential treatment is sought
is being submitted separately labeled "Confidential."

No

Public reporting burden for this information collection is estimated to vary from 1.3 to 101 hours per response, with an average of 5.25 hours per response, including time to gather and
maintain data in the required form and to review instructions and complete the information collection. Send comments regarding this burden estimate or any other aspect of this collection of
information, including suggestions for reducing this burden to: Secretary, Board of Governors of the Federal Reserve System, 20th and C Streets, NW, Washington, DC 20551, and to the

Office of Management and Budget, Paperwork Reduction Project (7100-0297), Washington, DC 20503.

12/2015



Form FRY-6

CHICO BANCORP, INC
Chico, Texas
Fiscal Year Ending December 31, 2015

Report Item
1: a. The BHC s not required to file Form 10(k) with the SEC.

b. The BHC does not prepare an annual report for its shareholders.

2. Organizational Chart

Chico Bancorp, Inc.

MENDE
JUL 22 2016

Chico, Texas
Incorporated in Texas

Direct ownership of 93 shares (100%)
of common stock in Chico Statutory Trust 1

Chico Statutory Trust |
Hartford, Connecticut

Trust set up in Texas

Direct ownership of 140,000 shares (100%)
of First State Bank

First State Bank
Chico, Texas
Incorporated in Texas

Note: No entity has a LEI

3. Domestic Branch Verification listing emailed to

01/20/2016.
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| JOHNSON & SHELDON, PLLC
W CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
First State Bankshares, Inc. and Subsidiary
Spearman, Texas

INDEPENDENT ACCOUNTANT'S REPORT

We have reviewed the accompanying consolidated financial statements of First State Bankshares, Inc.
and Subsidiary (the Company), which comprise the balance sheet as of December 31, 2015, and the
related consolidated statements of income, comprehensive income, changes in stockholders’ equity and
cash flows for the year then ended, and the related notes to the financial statements. A review includes
primarily applying analytical procedures to management’s financial data and making inquiries of
management. A review is substantially less in scope than an audit, the objective of which is the
expression of an opinion regarding the financial statements as a whole. Accordingly, we do not express
such an opinion.

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 consolidated financial statements that are free from material misstatement
whether due to fraud or error.

Accountant’s Responsibility

Our responsibility is to conduct the review engagement in accordance with Statements on Standards for
Accounting and Review Services promulgated by the Accounting and Review Services Committee of the
AICPA. Those standards require us to perform procedures to obtain limited assurance as a basis for
reporting whether we are aware of any material modifications that should be made to the financial
statements for them to be in accordance with accounting principles generally accepted in the United
States of America. We believe that the results of our procedures provide a reasonable basis for our
conclusion.

Accountant’s Conclusion

Based on our review, we are not aware of any material modifications that should be made to the
accompanying 2015 financial statements in order for them to be in accordance with accounting principles
generally accepted in the United States of America.

Report on 2014 Financial Statements
The 2014 financial statements of First State Bankshares, Inc. and Subsidiary were audited by us and

we expressed an unqualified opinion on those financial statements in our report, dated April 17, 2015, but
we have not performed any auditing procedures since that date.

Tohsen & Shellen, PLLC

Johnson & Sheldon, PLLC

April 8, 2016

SUITE 200 500 TAYLOR - TELEPHONE 806 / 371-7661
P.O. BOX 509 An dependertly Owned Merer FAX: 806 / 371-0529
AMARILLO, TX 79105-0509 McGuaprey Aruiance | = McGladrey TOLL FREE: 1-800-530-4804



FINANCIAL STATEMENTS



FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS
December 31, 2015 and 2014

(Reviewed)
2015 2014
Assets
Cash and due from banks $ 2,862,873 3,342,101
Interest bearing deposits at other banks 31,191,866 23,229,692
Federal funds sold 765,000 -
Investment securities available for sale 27,994,671 30,827,797
Loans, net of allowance for loan loss
of $701,687 and $645,628, respectively 73,178,264 78,321,292
Investments in restricted stock, at cost 371,600 379,600
Accrued interest receivable 1,008,250 831,727
Premises and equipment, net 394,940 429,658
Other assets 388,973 342,706
Total Assets $ 138,156,437 137,704,573
Liabilities and Stockholders' Equity
Liabilities
Deposits:
Demand - noninterest bearing $ 34,660,618 32,599,465
Demand - interest bearing 34,227,620 32,199,558
Savings 6,139,079 6,296,994
Time deposits, $100,000 and over 29,356,898 28,843,283
Other time deposits 11,195,392 12,198,653
Total Deposits 115,579,607 112,137,953
Federal funds purchased - 2,615,000
Pension benefit obligation 2,103,455 1,734,090
Accrued interest and other liabilities 378,861 381,173
Other borrowings 10,569,168 11,228,023
Total Liabilities 128,631,091 128,096,239
Stockholders' Equity
Preferred stock - -
Common stock 200,000 200,000
Additional paid-in capital 7,315,786 7,315,786
Retained earnings 8,561,030 8,315,517
Accumulated other comprehensive income (loss) (2,147,969) (1,819,468)
13,928,847 14,011,835
Treasury stock, at cost, 75,081 shares (4,403,501) (4,403,501)
Total Stockholders' Equity 9,625,346 9,608,334
Total Liabilities and Stockholders' Equity $ 138,156,437 137,704,573

See accompanying notes and independent accountant's report
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FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2015 and 2014

Interest Income
Interest and fees on loans
Interest on investment securities
Interest on federal funds sold
Interest on deposits with banks

Total Interest Income

Interest Expense
Interest on deposits

Interest on borrowed funds
Total Interest Expense
Net Interest Income
Provision (Credit) for Loan Losses

Net Interest Income after Provision (Credit)
for Loan Losses

Other Income
Service charges on deposit accounts
Other service charges and fees
Other income

Total Other Income

Other Expenses
Salaries and employee benefits
Occupancy expenses
Other expenses

Total Other Expenses

Net Income

See accompanying notes and independent accountant's report

4

(Reviewed)
2015 2014

$ 3,629,965 3,075,451
485,295 572,410

1,489 1,667

368,508 386,835
4,485,257 4,036,363
364,510 360,778
301,050 77,443
665,560 438,221
3,819,697 3,598,142
55210 (47,608)
3,764,387 3,645,750
166,458 184,312
136,422 138,532

120 6,884

303,000 329,728
1,777,190 1,736,287
210,055 170,765
835,279 830,535
2,822,524 2,737,587

$ 1,244,863 1,237,891




FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
Years Ended December 31, 2015 and 2014

(Reviewed)
2015 2014
Net income $ 1,244,863 $ 1,237,891
Other comprehensive income:
Securities available for sale:
Unrealized holding gains (losses) on investment
securities available for sale arising during the period 23,079 (59,908)
Total securities available for sale adjustments 23,079 (59,908)
Pension plan adjustments:
Amortization of net transition obligation 65,032 65,032
Recognized net actuarial loss 136,493 77,732
Unrecognized net actuarial gains (losses) (553,104) (570,345)
Total pension plan adjustments (351,579) (427,581)
Net other comprehensive income (loss) (328,500) (487,489)
Net comprehensive income $ 916,363 $ 750,402

See accompanying notes and independent accountant's report
5
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FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2015 and 2014
(Reviewed)
2015 2014

Cash Flows from Operating Activities
Net income $ 1,244,863 $ 1,237,891
Adjustments to reconcile net income to net cash provided by

(used for) operating activities:

Depreciation 80,279 82,536
Provision (credit) for loan losses 55,310 (47,607)
(Gain) loss on disposal of assets 11,976 -
Pension contributions (264,000) (306,376)
Pension expense, net 281,784 244,445
Amortization (accretion) on investment securities, net 155,911 252,502
(Increase) decrease in accrued interest receivable (176,523) (33,230)
(Increase) decrease in other assets (46,267) 26,358
Increase (decrease) in accrued liabilities (22,312) 23,617

Net cash provided by operating activities 1,321,021 1,480,136

Cash Flows from Investing Activities
Sales and maturities of investment securities 33,700,271 37,195,391
Purchases of investment securities (30,999,977) (36,879,012)
Purchases (sales) of restricted stock 8,000 (205,500)
(Increase) decrease in federal funds sold (765,000) 1,000,000
(Increase) decrease in loans, net 5,087,718 (15,700,179)
(Increase) decrease in interest-bearing deposits with other banks (7,962,174) 1,070,168
Purchases of equipment (57,537) (83,028)
Net cash used for investing activities (988,699) (13,602,160)
Cash Flows from Financing Activities

Increase (decrease) in demand deposits, net 4,109,216 1,506,657
Increase (decrease) in savings deposits, net (157,915) 1,192,031
Increase (decrease) in time deposits, net (489,646) (1,958,379)
Advances on other borrowed funds (781,600) 18,308,030
Payments on other borrowed funds 122,745 (9,253,024)
(Increase) decrease in federal funds purchased (2,615,000) 2,615,000
Dividends paid on common stock (999,350) (999,352)
Net cash provided by (used for) financing activities (811,550) 11,410,963
Net Change in Cash and Due From Banks (479,228) (711,061)
Cash and Due From Banks, Beginning of Year 3,342,101 4,053,162
Cash and Due From Banks, End of Year $ 2,862,873 $ 3,342,101

Supplemental Disclosure of Cash Flow Information
Interest paid 3 667,145 3 442,399

See accompanying notes and independent accountant's report
7



FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

First State Bankshares, Inc. (the Company) is a single-bank holding company, which owns 100% of First
State Bankshares of Delaware, Inc., which owns 100% of First State Bank. First State Bank (the Bank) is
a commercial bank with operations primarily in Spearman, Texas. The Bank provides retail, mortgage
and commercial loans, deposits, ATM and asset management services (trust), principally to customers in
the northeastern panhandle of Texas. The Bank is subject to regulation by certain federal and state
agencies and undergoes periodic examination by those regulatory authorities. Assets of trust accounts
administered by the Bank are not assets of the Bank and are not included in these financial statements.

Principles of Consolidation

The financial statements of First State Bankshares, Inc., together with its intermediate subsidiary First
State Bankshares of Delaware, Inc., and its subsidiary First State Bank, are presented on a consolidated
basis. All significant intercompany accounts and transactions have been eliminated.

Basis of Financial Statement Presentation and Use of Accounting Estimates

The accounting and reporting policies of the Company conform to accounting principles generally
accepted in the United States of America and general industry practices. In preparing the accompanying
consolidated financial statements, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the date of the financial statements and the
reported amounts of revenue and expenses for the reporting period. Actual results could differ from those
estimates. Material estimates that are particularly susceptible to significant change in the near term relate
to the determination of the allowance for loan losses and fair value of financial instruments.

Comprehensive Income

The Company reports comprehensive income under FASB Accounting Standards Codification (ASC)
Topic 220-10 Comprehensive Income, which establishes the rules for reporting and display of
comprehensive income and its components, but has no effect on the Company’s net income or total
stockholders’ equity for regulatory capital purposes. It requires unrealized gains and losses on the
Company’s available for sale securities and unrecognized prior service cost on post-retirement benefits to
be included in accumulated other comprehensive income.

Cash, Due From Banks and Cash Flows
For purposes of reporting cash flows, cash and due from banks includes cash on hand and amounts due
from banks (including cash items in process of clearing). Cash flows from loans, deposits and federal
funds purchased and sold are reported net.

Due to the nature of the Company’s operations, amounts are maintained in correspondent bank accounts,
which often exceed federally insured limits. No losses have been experienced or are anticipated in such
accounts.



FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Investment Securities Available for Sale

Securities classified as available for sale are debt securities that the Company intends to hold for an
indefinite period of time, but not necessarily to maturity, and marketable equity securities. Any decision to
sell a security classified as available for sale would be based on various factors, including significant
liquidity needs, regulatory capital considerations, and other similar factors.

Securities available for sale are reported at fair value with unrealized gains or losses reported as a
separate component of other comprehensive income. The amortization of premiums and accretion of
discounts, computed by the interest method over their estimated lives, are recognized in interest income.

Realized gains or losses, determined on the basis of the cost of specific securities sold, are included in
income. Declines in the fair value of individual securities classified as either held to maturity or available
for sale below their amortized cost that are determined to be other-than-temporary, result in write-downs
of the individual securities to their fair value with the resulting write-downs included in current earnings.

Loans

Loans receivable that management has the intent and ability to hold for the foreseeable future or until
maturity or pay-off are stated at the amount of unpaid principal, reduced by deferred loan fees and the
allowance for loan losses. Interest on loans is accrued based on interest rates applied to the principal
amounts outstanding.

Loans are placed on nonaccrual status when management believes that the borrower's financial
condition, after giving consideration to economic and business conditions and collection efforts, is such
that collection of interest is doubtful. All interest accrued but not collected for loans that are placed on
nonaccrual status or charged off loans is reversed against interest income. The interest collected on
these loans is accounted for on the cash-basis or cost-recovery method, until the loans qualify for return
to accrual. Loans are returned to accrual status when all the principal and interest amounts contractually
due are brought current and future payments are reasonably assured. Loans are charged off against the
allowance for loan losses when management believes that the collectability of the principal is unlikely.

Allowance for Loan Losses

The allowance for loan losses is established by provisions charged to expense and is reduced by charge-
offs, net of recoveries. Management determines the adequacy of the allowance based upon reviews of
individual credits, recent loss experience, current economic conditions and the risk characteristics of the
various categories of loans and other pertinent factors. The allowance for loan losses is evaluated on a
regular basis by management and includes both specific and general components. The specific
component relates to loans that are considered impaired. The general component covers both classified
and non-classified loans and is also based on historical loss experience.

A loan is impaired when it is probable the creditor will be unable to meet all contractual principal and
interest payments due in accordance with the terms of the loan agreement. Impairment is generally
measured based on the present value of expected future cash flows discounted at the loan’s effective
interest rate or, as a practical expedient, at the loan’s observable market price or the fair value of the
collateral if the loan is collateral dependent or in foreclosure, as required by ASC Topic 310-10-35-4,
Loan Impairment. The amount of impairment, if any, and any subsequent changes are included in the
allowance for loan losses, as specific reserves.



FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Premises and Equipment
Premises and equipment are stated at cost less accumulated depreciation and amortization computed on
the straight-line method over the estimated useful lives of the properties, generally ranging as follows:

Building (including components) 10 to 20 years
Equipment 3to 10 years
Bank automobiles 5to 10 years

Other Real Estate

Other real estate represents properties acquired through foreclosure or other proceedings. All
acquisitions are held for sale and are carried at the lower of cost or fair value, minus estimated costs to
sell. Any reduction in carrying amount is charged to the reserve for loan losses.

Significant property is appraised as determined necessary by management to ensure that the value
reflected on the financial statements is not in excess of the current fair value. Valuation allowances are
recorded as necessary to reduce the carrying amount to fair value less estimated disposal costs.

Income Taxes

The Company and its subsidiary, with the consent of its stockholders, have elected to be taxed under
sections of federal income tax law, which provide that, in lieu of corporation Federal income taxes, the
stockholders separately account for their pro rata shares of the Company's items of income, deductions,
losses, and credits.

The Company complies with ASC Topic 740-10 which clarifies the accounting for uncertainty in income
taxes recognized in an enterprise's financial statements, and prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax return. Management evaluated the Company’s tax positions and concluded
that the Company had taken no uncertain tax positions that require adjustment to the consolidated
financial statements to comply with the provisions of this guidance. With few exceptions, the Company is
no longer subject to income tax examinations by the U.S. federal, state or local tax authorities for years
before 2012.

Advertising Costs

It is the policy of the Company to expense advertising costs as incurred. Advertising expense charged to
operations for the years ended December 31, 2015 and 2014 was approximately $36,000 and $37,000,
respectively.

Subsequent Events

Subsequent events were evaluated through April 8, 2016, which is the date the financial statements were
available to be issued. There are no material subsequent events reported through this date.

10



FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Recent Accounting Pronouncements

ASU 2016-01, “Financial Instruments (Subtopic 825-10) — Recognition and Measurement of Financial
Assets and Financial Liabilities” ASU 2016-1, among other things, (1) requires equity investments, with
certain exceptions, to be measured at fair value with changes in fair value recognized in net income, (2)
simplifies the impairment assessment of equity investments without readily determinable fair values by
requiring a qualitative assessment to identify impairment, and (3) eliminates the requirement to disclose
the fair value of financial instruments measured at amortized cost for entities that are not public business
entities. ASU 2016-1 generally will be effective for the Company on January 1, 2018. However, certain
provisions are available for early adoption. The provision eliminating certain disclosure requirements for
financial instruments measured at amortized cost was early-adopted by the Company effective January 1,
2016, was applied retrospectively, and eliminated previously presented disclosures of fair values for
financial instruments measured at amortized cost.

ASU 2015-01, “Income Statement — Extraordinary and Unusual Items (Subtopic 225-20) — Simplifying
Income Statement Presentation by Eliminating the Concept of Extraordinary Items.” ASU 2015-01
eliminates from GAAP the concept of extraordinary items, which, among other things, required an entity
to segregate extraordinary items considered to be unusual and infrequent from the results of ordinary
operations and show the item separately in the income statement, net of tax, after income from continuing
operations. ASU 2015-01 is effective for the Company beginning January 1, 2016, though early adoption
is permitted. ASU 2015-01 is not expected to have a significant impact on the Company’s financial
statements.

ASU 2015-02, “Consolidation (Topic 810) — Amendments to the Consolidation Analysis.” ASU 2015-02
implements changes to both the variable interest consolidation model and the voting interest
consolidation model. ASU 2015-02 (1) eliminates certain criteria that must be met when determining
when fees paid to a decision maker or service provider do not represent a variable interest, (2) amends
the criteria for determining whether a limited partnership is a variable interest entity and (3) eliminates the
presumption that a general partner controls a limited partnership in the voting model. ASU 2015-02 will be
effective for the Company on January 1, 2016 and is not expected to have a significant impact on the
Company’s financial statements.

NOTE 2 - RESTRICTIONS ON CASH AND DUE FROM BANKS
The Bank is required to maintain reserve balances in cash or on deposit with the Federal Reserve Bank,

based on a percentage of deposits. The total of those reserve balances was approximately $949,000 and
$1,091,000 at December 31, 2015 and 2014, respectively.

11



FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2015 and 2014

NOTE 3 - INVESTMENT SECURITIES AVAILABLE FOR SALE

Amortized cost and fair value of securities available for sale are summarized as follows:

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

As of December 31, 2015
U.S. Agency securities $ 6,180,460 $ - $ 30,300 $ 6,150,160
Municipal debt securities 11,589,108 256,659 18,638 11,827,129
U.S. Treasury 9,931,120 74,540 - 10,005,660
Other securities 4.000 7,722 - 11,722
Totals $ 27704688 3 338921 $ 48,938 $ 27,994,671

As of December 31, 2014
U.S. Agency securities $ 8252160 $ 1,820 $ 66,760 $ 8,187,220
Municipal debt securities 12,381,341 336,846 64,902 12,653,285
Mortgage-backed securities 20,162 - 102 20,060
U.S. Treasury 9,903,230 53,290 - 9,956,520
Other securities 4,000 6,712 - 10,712
Totals $ 30560893 $ 398668 $ 131,764 $ 30,827,797

The following table presents contractual maturity information for securities available for sale at December
31, 2015. Expected maturities may differ from contractual maturities because borrowers have the right to

call or prepay obligations with or without penalties:

Less than one year
One to five years
After five years

Other equity securities

Total securities available for sale

Percentage
Amortized of Amortized Fair
Cost Cost Value
$ 1,848,406 7% 1,855,452
25,473,485 92 25,731,772
378,797 1 395,725
27,700,688 100% 27,982,949
4000 - 11,722
$ 27,704,688 100% $ 27,994,671
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FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 3 - INVESTMENT SECURITIES AVAILABLE FOR SALE (continued)

Unrealized losses and fair value, aggregated by investment category and length of time that individual
securities have been in a continuous loss position, as of December 31, 2015 and 2014, respectively are
summarized as follows:

Continuous Unrealized Continuous Unrealized
Losses Existing for Losses Existing for
Less Than 12 Months Greater Than 12 Months
Fair Unrealized Fair Unrealized
Value Losses Value Losses

As of December 31, 2015
U.S. agency securities $ 6,150,160 $ 30,300 $ - $ -
Municipal debt securities 575,278 6 2,422,035 18,633
Totals $ 6725438 $ 30306 § 2422035 $ 18633

As of December 31, 2014
U.S. Agency securities 3 1,988,840 $ 8,140 $ 4,196,560 $ 58,620
Municipal debt securities 834,575 683 3,527,415 64,220
Mortgage-backed securities - - 20,060 101
Totals $ 2823415 $ 8823 $ 7744035 $ 122,941

The Company did not record any unrealized losses shown above as other-than-temporary impairment, as
management believes they were primarily attributable only to changes in market interest rates and
temporary market conditions. Investment securities with unrealized losses are evaluated by management
to determine if any impairment is other than temporary, requiring a write-down to fair value. Management
considers the percentage loss on a security, duration of loss, average life of the security, credit rating and
payment performance when evaluating securities for losses other than temporary. The Bank has the
ability and intent to hold securities available for sale for a period of time sufficient for a recovery of cost.

Securities available for sale with a fair value of approximately $10,252,000 as of December 31, 2015
were pledged to secure public deposits and for other purposes required and permitted by law.

NOTE 4 - INVESTMENTS IN RESTRICTED STOCK

Non-marketable equity investments consist of non-controlling restricted common stock investments in the
Independent Bankers Financial Corporation (IBFC) and in the Federal Home Loan Bank (FHLB). No
ready market exists for these securities and these investments have no quoted market values. These
investments are carried at historical cost which does not exceed estimated net realizable value, as follows
at December 31:

Investee Type of Interest 2015 2014
IBFC Common stock $ 75,000 $ 75,000
FHLB Common stock 296,600 304,600

Total investments in restricted stock $ 371600 $ 379,600
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FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 6 - LOANS

Major classifications of loans, most of which originate in Spearman, Texas and the surrounding area, are
as follows at December 31:

2015 2014
Commercial Real Estate:
Commercial agriculture $ 7,779,373 $ 6,080,484
Commercial non-agriculture 5,181,421 4,208,773
Commercial construction 3,410,041 5,180,630
16,370,835 15,469,887
Consumer Real Estate:
Home equity 175,542 85,713
1-4 family residential mortgages 1,957,764 3,006,552
2,133,306 3,092,265
Commercial and Industrial:
Agriculture 42,320,506 44,800,227
Non-Agriculture 11,002,036 12,760,885
53,322,542 57,561,112
Consumer and Other 2,053,268 2,843,656
Totals $ 73,879,951 $ 78,966,920

The Bank has certain lending policies and procedures in place that are designed to maximize loan
income within an acceptable level of risk. Management reviews and approves these policies and
procedures on a regular basis. A reporting system supplements the review process by providing
management with frequent reports related to loan production, loan quality, concentrations of credit, loan
delinquencies and non-performing and potential problem loans. Diversification in the loan portfolio is a
means of managing risk associated with fluctuations in economic conditions.

Commercial Real Estate Loans

Loans in the commercial real estate portfolio are generally secured by a first lien on improved real estate,
including farm land and improved business properties. The Bank requires equity in the collateral position
being taken with a general standard of advancing no more than 75% of value. Term financing is generally
equated to the expected life of the asset. Real estate term loans are generally considered on a 15-20
year amortization with call provisions not to extend over 5 years. Collateral values are supported by real
estate appraisals. Creditworthiness is determined by considering the character, experience, management
and financial strength of the borrower, and the ability of the property to generate adequate funds to cover
both operating expenses and debt service.

Consumer Real Estate Loans

Loans in the consumer real estate portfolio are generally collateralized by properties located in the Bank’s
market area and generally have fixed rates of interest, and require monthly payments. The Bank requires
equity in the collateral position of 80% of the appraised value. The Bank generally does not escrow, but
requires the borrower to have adequate casualty insurance and proof of paid taxes.

14



FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 5 - LOANS (continued)

Commercial and Industrial Loans

Loans in the commercial and industrial portfolio are made to all types of business for a variety of
purposes, including a significant number of loans to agricultural borrowers. The terms of these loans are
generally for less than five years and carry variable interest rates. The overall strength of the borrower is
evaluated through the credit underwriting process which includes a variety of analytical activities including
the review of historical and projected cash flows, historical financial performance, financial strength of the
principals and guarantors, assessment of management skills and establishing collateral values. Most
commercial and industrial loans are secured by the assets being financed or other business assets such
as inventory or receivables.

Consumer and Other Loans

Loans in the consumer portfolio consist primarily of automobile loans, overdraft loans, loans secured by
deposits and securities, and unsecured personal loans. The Bank’s procedures for underwriting
consumer loans include an assessment of the borrower’s credit history and ability to meet other existing
debt obligations, as well as payments of principal and interest on the proposed loans. The borrower’s
creditworthiness is the primary consideration, and is generally assessed through reviewing work history,
obtaining credit agency reports, and review of financial statements.

Non-Accrual and Past Due Loans

Loans are considered past due if the required principal and interest payments have not been received as
of the date such payments were due. Loans are placed on non-accrual status when, in management’s
opinion, the borrower may be unable to meet payment obligations as they become due, as well as when
required by regulatory provisions. Loans may be placed on non-accrual status regardless of whether or
not such loans are considered past due. When interest accrual is discontinued, all unpaid accrued
interest is reversed. Interest income is subsequently recognized only to the extent cash payments are
received in excess of principal due. Loans are returned to accrual status when all the principal and
interest amounts contractually due are brought current and future payments are reasonably assured.

There were no non-accrual loans at December 31, 2015 and 2014.
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FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 5 - LOANS (continued)

An age analysis of past due loans segregated by class of loans, as of December 31, 2015 is as follows:

90 Days
Greater  Total Past Total Past Due
30-89 Than 90 Due Current Loans Accruing
Commercial Real Estate:
Commercial agriculture $ s 1§ - % -3 7,779,373 $ 7,779,373  $ -
Commercial non-agriculture x N = 5,181,421 5,181,421 2
Commercial construction & o e 3,410,041 3,410,041 -
- - - 16,370,835 16,370,835 -
Consumer Real Estate:
Home equity = - - 175,542 175,542 -
1-4 family residential
mortgages - - - 1,957,764 1,957,764 -
- - - 2,133,306 2,133,306 -
Commercial and Industrial:
Agriculture 205,411 - 205,411 42,115,095 42,320,506 -
Non-Agriculture 59,132 - 59,132 10,942,904 11,002,036 -
264,543 - 264,543 53,057,999 53,322,542 -
Consumer and Other
4,241 - 4,241 2,049,027 2,053,268 -
Totals $ 268784 $ - $268,784 $ 73,611,167 73,879,951 _§ -

An age analysis of past due loans segregated by class of loans, as of December 31, 2014 is as follows:

90 Days
Greater  Total Past Total Past Due
30-89 Than 90 Due Current Loans Accruing
Commercial Real Estate:
Commercial agriculture $ - 8 s 8 = 8 6,080,484 $ 6,080,484 $ <
Commercial non-agriculture = = = 4,208,773 4,208,773 -
Commercial construction - = - 5,180,630 5,180,630 -
- - - 15,469,887 15,469,887 -
Consumer Real Estate:
Home equity 2 - - 85,713 85,713 -
1-4 family residential
mortgages - - - 3,006,552 3,006,552 -
- - - 3,092,265 3,092,265 -
Commercial and Industrial:
Agriculture = 2 - 44,800,227 44,800,227 -
Non-Agriculture - % - 12,760,885 12,760,885 -
- - - 57,561,112 57,561,112 -
Consumer and Other 24,123 - 24,123 2,819,533 2,843,656 -
Totals $ 24123 § - $ 24123 $ 78942797 $ 78,966,920 $ -
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 5 - LOANS (continued)

Impaired Loans

Loans are considered impaired when, based on current financial information and events, it is probable the
Bank will be unable to collect all amounts due in accordance with the original contractual terms of the
loan agreement, including scheduled principal and interest payments. Impairment is evaluated on an
individual basis for all loans. If a loan is impaired, a specific valuation allowance is allocated, if necessary,
so that the loan is reported net, at the present value of estimated future cash flows using the loan’s
existing rate, or at the fair value of the collateral if repayment is expected solely from the collateral.
Interest payments on impaired loans are typically applied to principal unless collectability of the principal
amount is reasonably assured, in which case interest is recognized on a cash basis. Impaired loans, or
portions thereof, are charged off when deemed uncollectible.

At December 31, 2015, the following loans were classified as troubled debt restructurings:

Number of Balance at Balance at

Loans Restructure Year End

Commercial Real Estate:

Commercial agriculture - $ - $ -

Commercial non-

agriculture - - -

Commercial construction - - -
Consumer Real Estate:

Home equity - - -

1-4 family residential

mortgages - -
Commercial and Industrial:

Agriculture - - -

Non-agriculture 1 716,984 636,573
Consumer and Other 1 13,431 13,342

2

$ 730,415 $ 649,915

Totals

At December 31, 2014, there were no loans classified as troubled debt restructurings.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 5 - LOANS (continued)

Impaired loans as of December 31, 2015 and 2014 are included in the following tables:

Commercial Real Estate:
Commercial agriculture
Commercial non-agriculture
Commercial construction

Consumer Real Estate:
Home equity
1-4 family residential
mortgages

Commercial and Industrial:
Agriculture
Non-Agriculture

Consumer and Other

Totals

December 31, 2015

Unpaid Recorded Recorded
Contractual Investment Investment Total Average
Principal With No With Recorded Related Recorded
Balance Allowance Allowance Investment Allowance Investment
$ 6,568 $ 6,568 $ $ 6,568 § - $ 13,784
143,097 143,097 143,097 - 81,407
149,665 149,665 149,665 - 95,191
492,113 492,113 492,113 - 247,675
647,582 647,582 647,582 - 323,791
1,139,695 1,139,695 1,139,695 - 571,466
13,342 13,342 13,342 - 18,560
$ 1,302,702 $ 1,302,702 § $ 1,302,702 § - $ 685217
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 5 - LOANS (continued)

December 31, 2014

Unpaid Recorded Recorded
Contractual Investment Investment Total Average
Principal With No With Recorded Related Recorded
Balance Allowance Allowance Investment Allowance Investment
Commercial Real Estate:
Commercial agriculture $ 20,999 $ 20999 §$ - $ 20999 §$ - $ 29,117
Commercial non-agriculture 19,717 19,717 - 19,717 - 517,965
Commercial construction - - - - - -
40,716 40,716 - 40,716 - 547,082
Consumer Real Estate:
Home equity - - - - - -
1-4 family residential
mortgages - - - - - -

Commercial and Industrial:
Agriculture 3,237 3,237 - 3,237 - 71,619
Non-Agriculture -

3,237 3,237 - 3,237 - 71,619

Consumer and Other 23,778 23,778 - 23,778 - 11,889
Totals $ 67,731 $ 67,731 $ - $ 67,731 $ - $ 630,590

As part of the on-going monitoring of the credit quality of the Bank’s loan portfolio, management
categorizes loans into risk categories based on relevant information about the ability of borrowers to
service their debt and comply with various terms of their loan agreements. The Bank considers current
financial information, historical payment experience, credit documentation, public information and current
economic trends. Generally, all sizeable credits received a financial review no less than annually to
monitor and adjust, if necessary, the credit’s risk profile. For special mention, substandard and doubtful
credit classifications, the frequency of review is increased to no less than quarterly in order to determine
potential impact on credit loss estimates.

The Bank categorizes loans into the following risk categories based on relevant information about the
ability of borrowers to service their debt:

Pass: A pass loan is one which represents a reasonable credit risk requiring no more than normal loan
officer attention. There are no discernible significant problems present, and any unfavorable factors are
more than offset by strengths.

Special Mention: Loans classified as special mention warrant more than the ordinary amount of attention
but have not yet reached the point of concern for loss of liquidation of collateral. Loans in this category
may be reaching the point where they would have difficulty in refinancing and show one or more of the
following characteristics: high leverage, sporadic profitability, high susceptibility to economic change,
declining liquidity, shortage of reliable information, and some ratios incompatible with industry norms.
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NOTE 5 - LOANS (continued)

Substandard: Loans classified as substandard are deteriorating situations exhibiting a number of well-
defined weaknesses which bring normal repayment into jeopardy. The characteristics exhibited are one
or more of the following: unprofitable or poor earnings trend, lack of liquidity, excessive debt, significant
unfavorable industry comparisons, inappropriate loan structuring, secondary repayment source
unavailable, and questionable prior loan repayment record.

Doubtful: Loans classified as doubtful exhibit the same weaknesses used to describe a Substandard
credit; however, the traits are more pronounced. Loans in this classification are frozen, and collection in
full is improbable. Loans in this category are not yet rated as Loss because certain actions may yet occur
which would salvage the loan.

Loss: Loans classified as loss are considered uncollectible and are charged off against the allowance
immediately.

The following table presents risk ratings, grouped by the five major categories described above, by class
of loan, as of December 31, 2015:

Special
Pass Mention Substandard Doubtful Totals
Commercial Real Estate:
Commercial agriculture $ 7642805 $ 130,000 $ 6,568 $ - $ 7779373
Commercial non-agriculture 5,024,333 13,991 143,097 - 5,181,421
Commercial construction 3,410,041 - - - 3,410,041
16,077,179 143,991 149,665 - 16,370,835
Consumer Real Estate:
Home equity 175,542 - - - 175,542
1-4 family residential mortgages 1,957,764 - - - 1,957,764
2,133,306 - - - 2,133,306
Commercial and Industrial:
Agriculture 40,904,745 923,648 492,113 - 42,320,506
Non-Agriculture 10,354,454 - 647,582 - 11,002,036
51,259,199 923,648 1,139,695 - 53,322,542
Consumer and Other 2,022,351 17,575 13,342 - 2,053,268
Totals $ 71492035 $1,085214 $ 1,302,702 $ - $ 73,879,951
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NOTE 5 - LOANS (continued)

The following table presents risk ratings, grouped by the five major categories described above, by class
of loan, as of December 31, 2014:

Special
Pass Mention Substandard Doubtful Totals
Commercial Real Estate:
Commercial agriculture $ 6,059485 § - $ 20,999 $ - $ 6,080,484
Commercial non-agriculture 4,189,056 - 19,717 - 4,208,773
Commercial construction 5,180,630 - - - 5,180,630
15,429,171 - 40,716 - 15,469,887
Consumer Real Estate:
Home equity 85,713 - - - 85,713
1-4 family residential mortgages 3,006,552 - - - 3,006,552
3,092,265 - - - 3,092,265
Commercial and Industrial:
Agriculture 44,725,008 71,982 3,237 - 44,800,227
Non-Agriculture 12,760,885 - - - 12,760,885
57,485,893 71,982 3,237 - 57,561,112
Consumer and Other 2,814,031 5,847 23,778 - 2,843,656
Totals $ 78821360 $ 77829 $ 67,731  § - $ 78,966,920

The allowance for loan losses (allowance) is an estimate of loan losses inherent in the Bank’s loan
portfolio. The allowance is established through a provision for loan losses which is charged to expense.
Additions to the allowance are expected to maintain the adequacy of the total allowance after loan losses
and loan growth. Loan losses are charged off against the allowance when the Bank determines the loan
balance to be uncollectible. Consumer loan accounts are charged-off automatically based on regulatory
requirements. Cash received on previously charged off amounts is recorded as a recovery to the
allowance. The allowance consists of two primary components, general reserves and specific reserves
related to impaired loans.

The general reserve component covers non-impaired loans and is based on historical losses adjusted for
current factors. The historical loss experience is determined by portfolio segment and is based on the
actual loss history experienced by the Bank over the most recent ten years. This actual loss experience is
adjusted for certain portfolio trends and concentrations based on the risks present for each portfolio
segment. Management evaluates the degree of risk that each one of these components has on the
quality of the loan portfolio on a quarterly basis. These factors are inherently subjective and are driven by
the repayment risk associated with each portfolio segment.
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NOTE 6 - LOANS (continued)

The allowances established or probable losses on specific loans are based on a regular analysis and
evaluation of problem loans. Loan officers and committees analyze the loan to determine whether the
loan is impaired and, if impaired, the need to specifically allocate a portion of the allowance for possible
loan losses to the loan. Specific valuation allowances are determined by analyzing the borrower's ability
to repay amounts owed, collateral deficiencies, the relative risk grade of the loan and economic
conditions affecting the borrower's industry, among other things.

Although management believes the allowance to be adequate, ultimate losses may vary from its
estimates. At least quarterly, the Board of Directors reviews the adequacy of the allowance, including
consideration of the relevant risks in the portfolio, current economic conditions and other factors. If the
Board of Directors and management determine that changes are warranted based on those reviews, the
allowance is adjusted. In addition, the Bank’s primary regulator reviews the adequacy of the allowance,
and may require additions to the allowance based on their judgment about information available at the
time of their examination.

The following table details activity in the allowance for possible loan losses by portfolio segment for the
years ended December 31, 2015 and 2014. Allocation of a portion of the allowance to one category of
loans does not preclude its availability to absorb losses in other categories. The following table also
details the Bank’s recorded investment in loans related to each balance in the allowance for loan losses
by portfolio segment and is disaggregated on the basis of the Bank’s impairment methodology:

December 31, 2015

Commercial
Commercial Consumer and Consumer
Real Estate Real Estate Industrial and Other Totals

Allowance for Loan Losses:
Beginning balance $ 206,904 $ 3509 § 411,429 § 23,786 $ 645,628
Provision (credit) for possible loan
losses 17,725 301 35,245 2,039 55,310
Charge-offs (97) - - - (97)
Recoveries 846 - - - 846

Ending balance $ 225378  $ 3,810 § 446674 $ 25825 § 701,687
Ending allowance on loans individually
evaluated for impairment $ - 3 - $ - 8 - $
Ending allowance on loans collectively
evaluated for impairment 225,378 3,810 446,674 25,825 701,687

Ending balance $ 225378 § 3810 $ 446674  § 25825 § 701,687
Loans and Leases:
Ending balance individually evaluated
for impairment $ 293,657 $ -3 2,063,343 § 30,916 $ 2,387,916
Ending balance collectively evaluated
for impairment 16,077,178 2,133,306 51,259,199 2,022,352 71,492,035
Totals $ 16,370,835 $ 2,133,306 § 53,322,542 $ 2,053,268 $ 73,879,951
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NOTE 5 - LOANS (continued)

December 31, 2014

Commercial
Commercial Consumer and Consumer
Real Estate Real Estate Industrial and Other Totals

Allowance for Credit Losses:
Beginning balance $ 127,234 § 3810 $ 446663 3 25822 § 603,529
Provision (credit) for possible loan
losses (10,037) (301) (35,234) (2,036) (47,608)
Charge-offs (2,613) - - - (2,613)
Recoveries 92,320 - - - 92,320

Ending balance $ 206,904 $ 3509 § 411429 § 23,786 $ 645,628
Ending allowance on loans individually
evaluated for impairment $ - % - 3 - 8 - %
Ending allowance on loans collectively
evaluated for impairment 206,904 3,509 411,429 23,786 645,628

Ending balance $ 206,904 $ 3509 § 411,429 § 23,786  $ 645,628
Loans and Leases:
Ending balance individually evaluated
for impairment $ 40,716 $ - 3 75219 § 29625 $ 145,560
Ending balance collectively evaluated
for impairment 15,429,171 3,092,265 57,485,893 2,814,031 78,821,360
Totals $ 15469887 $ 3,092265 § 57,561,112 § 2,843656 $ 78,966,920

NOTE 6 - PREMISES AND EQUIPMENT

Major classifications of premises and equipment are summarized as follows at December 31:

2015 2014
Land $ 100,000 $ 100,000
Buildings 1,310,561 1,310,561
Aircraft 732,714 728,554
Equipment 759,916 784,800
Total premises and equipment 2,903,191 2,923,915
Less accumulated depreciation (2,508,251) (2,494,257)

Premises and equipment, net

approximately $80,000 and $83,000, respectively.
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December 31, 2015 and 2014

NOTE 7 - DEPOSITS

At December 31, 2015 and 2014, overdraft demand deposits reclassified to loans totaled approximately
$13,000 and $19,000, respectively.

At December 31, 2015, the scheduled maturities of certificates of deposit are as follows:

2016 $ 35,352,676
2017 5,170,932
2018 28,682

$ 40,552,290

NOTE 8 - OTHER BORROWINGS

Other borrowings consist of the following at December 31:

2015 2014
FHLB note payable $ 2,122,745 $ 2,000,000
Related party note payable (stockholder) 140,000 140,000
Secured borrowings (LIFO Participations) 8,306,423 9,088,023
Totals $ 10,569,168 $ 11.228,023

At December 31, 2015 under the FHLB advance credit agreement, the Bank had outstanding advances of
approximately $2,100,000. At December 31, 2015, the Bank had approximately $18,483,000 of total
available credit under the advance agreement with the Federal Home Loan Bank, secured by certain
loans from the Bank’s loan portfolio. The remaining net available credit to the Bank under this agreement
was $16,360,000 at December 31, 2015. The following is a summary of the promissory notes outstanding
to the FHLB at December 31, 2015:

Note Date 08/31/2015 02/28/2015
Maturity Date 02/16/2016 03/01/2030
Interest Rate 0.44% 2.675%
Monthly Payments $ 864 $ -

Scheduled maturities for the years ended December 31:

2016 $ 10,369 $ 2,000,000
2017 10,369 -
2018 10,369 -
2019 10,369 -
2020 and after 81,269 -

Totals $ 122,745 $ 2.000,000
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NOTE 8 - OTHER BORROWINGS (continued)

Secured borrowings (LIFO participation) consist of loan participations that were purchased from the Bank
by a related party bank director and shareholder, and other banks. The terms of the participation
agreements require payments to be allocated to participants on a last-in-first-out basis which does not
allow for sale treatment under ASC Topic 860-10 Transfers and Servicing of Financial Assets. The
underlying securities are commercial loans secured by farmland, with a total original participated balance
of approximately $11,050,000, interest rates from 4.75% to 6.00%, and maturity dates in October 2016
($6,264,234) and November 2016 ($2,042,188). The outstanding participated balance at December 31,
2015 and 2014 was approximately $8,306,000 and $9,088,000, respectively.

First State Bankshares of Delaware, Inc, at December 31, 2015 and 2014, had an outstanding note
payable due to a stockholder of $140,000. This note is unsecured, and has a 2.0% interest rate, with a
maturity date of December 2016, and annual interest payments.

Also at December 31, 2015, the Bank had available various federal fund credit lines of approximately
$9,000,000 with various other institutions. These lines include variable interest rates, funding limitations,
and approval conditions by each individual institution.

NOTE 9 - RETIREMENT PLANS

The Bank sponsors a noncontributory defined benefit pension plan, whose participants are entitled to an
annual benefit upon retirement based upon a participant’s highest three year average compensation. The
maximum annual benefit is reduced for participants who have less than 10 years of service. Effective
January 18, 2008, the Plan was frozen to new participants and benefit accrual. No employees have
become eligible to participate in the Plan since that date.

Under most circumstances employees are vested after five years of service. Benefits are payable
monthly commencing on the latter of age 65 or the participant’s date of retirement.

Contributions to the pension plan fund are sufficient to finance the plan on a sound actuarial basis, as
determined by the Board of Directors. The following table sets forth the estimated funded status of the
plan at December 31, based upon an independent actuarial valuation of the benefit obligation as of the
end of year:

2015 2014
Fair value of plan assets $ 3,857,535 $ 3,641,920
Projected Benefit obligation 5,960,990 5,376,010
Funded (Under-Funded) Status $ (2,103.455) $ (1,734,090)
Significant assumptions used in the accounting for net pension expense at December 31 were:
2015 2014
Discount rate 4.10% 4.00%
Expected return on plan assets 6.00% 6.00%
Rate of compensation increase 0.00% 0.00%
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NOTE 9 - RETIREMENT PLANS (continued)

Change in plan assets were as follows for the years ended December 31:

2015 2014
Fair value of plan assets at beginning of year $ 3,641,920 $ 3,346,247
Employer contributions 264,000 306,376
Actual return on plan assets 88,932 96,376
Benefits paid (137.317) (107.079)
Fair Value of Plan Assets at End of Year $ 3,857,635 $ 3641920

The Bank complies with the fair value guidance requiring disclosures of the fair value measurement for
pension plan assets. In accordance with this guidance, the Bank categorizes Plan assets within the fair
value hierarchy. Following is a description of the valuation methodologies used for assets measured and
reported at fair value.

Cash and Cash Equivalents
For these short-term instruments, the carrying value is a reasonable estimate of fair value.

Fixed Income Securities

These investments consist of U.S. Agency mortgage backed obligations, all of which are primarily
brokered and priced based on observable market based inputs or unobservable inputs that are
corroborated by market data.

Real Estate Notes Receivable
For variable interest rate loans that re-price frequently and with no significant change in credit risk, fair
values are based on carrying values.

The following table sets forth by level within the fair value hierarchy, pension plan assets at their fair
values, as of December 31:

December 31, 2015
Fair Value Measurements Using

Asset Class Total Level 1 Level 2 Level 3
Cash and cash equivalents $ 496,855 $ 496,855 $ 3 $ =
Mortgage backed securities 1,691,477 = 1,691477 2
Real estate notes receivable 1,669,203 X - 1,669,203
el $ 3857535 $ 496855 $ 1691477  $ 1,669,203
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December 31, 2014
Fair Value Measurements Using

Asset Class Total Level 1 Level 2 Level 3

Cash and cash equivalents $ 1,935,304 $ 1,935,304 $ < $ =

Real estate notes receivable 1,706,616 5 - 1,706,616
Total $ 3641920 $ 1935304 $ - $ 1706616

Level 3 Gains and Losses
The table below sets forth a summary of changes in the fair value of the plan’s level 3 assets for the year
ended December 31, 2015 and 2014.

2015 2014
Real Estate Loans
Balance, beginning of year $ 1,706,616 $ 2,056,182
Principal repayments (37,413) (349,566)
Purchase of loans = 2
Balance, year end $ 1669203 $ 1706616
A summary of changes in benefit obligations during the year ended December 31 is as follows:
2015 2014
Obligations at beginning of year $ 5,376,010 $ 4,714,687
Service cost 90,281 87,032
Interest on projected benefit obligation 212,294 221,405
Actuarial gain (loss) 419,721 459,965
Benefits paid (137.316) (107.079)
Benefit obligation at end of year $ 5960990 $ 5.376.010
Amounts recognized in the balance sheet at December 31 are as follows:
2015 2014
Projected benefit obligation $ 5,960,990 $ 5,376,010
Less: fair value of plan assets 3,857,535 3,641,920
Over (Under) funded status of Plan (2,103,455) (1,734,090)
Accrued (prepaid) benefit costs (334,497) (352,281)
Accumulated Other Comprehensive Income (Loss) $ (2437,952) $ (2,086,371)

The basis used to determine the overall expected long-term return on plan assets was based on the
composition of plan assets and a consensus of estimates from similarly managed portfolios of expected
future returns.
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The Plan’s investment strategy is principally to safeguard plan assets while also earning a reasonable
rate of return. This is accomplished through investment in real estate notes, government backed
securities, and insured bank deposits.

The Bank also maintains a defined contribution 401(k) plan, for the benefit of its employees. Under its
provisions, eligible employees may contribute amounts (limited by IRC guidelines) of their annual
compensation, with contributions being matched by the Bank at a rate of 100% of the employees’
contributions up to 3%, plus 50% of employee contributions between 3% and 5%, up to a maximum of 5%
of each employee’s compensation, as defined. Participants are immediately vested in their salary
deferral contributions and employer matching contributions. The Bank’s employer contributions under
this feature of the plan during 2015 and 2014 was approximately $43,000 and $44,000, respectively.

NOTE 10 - COMMON AND PREFERRED STOCKS

Each share of $1.00 par value preferred stock of First State Bankshares, Inc. is entitled to one vote. Total
authorized shares are 10,000,000, none of which were issued or outstanding at December 31, 2015 or
2014.

Each share of $1.00 par value common stock of First State Bankshares, Inc. is entitled to one vote. Total
authorized shares are 1,000,000, of which 200,000 shares were issued and outstanding at December 31,
2015 and 2014.

Each share of $1.00 par value common stock of First State Bankshares of Delaware, Inc. is entitled to
one vote. All 1,000 authorized shares were issued and outstanding at December 31, 2015 and 2014.

Each share of $5.00 par value common stock of First State Bank of Spearman is entitled to one vote. All
200,000 authorized shares were issued and outstanding at December 31, 2015 and 2014.

NOTE 11 - OTHER COMPREHENSIVE INCOME

Balances of the components comprising accumulated other comprehensive income (loss), included in
stockholders’ equity, at December 31, 2015 and 2014, respectively, are as follows:

Accumulated

Unrealized Defined Other
Gain/(Loss) Benefit Comprehensive
on Securities Pension Plan Income
Balance at December 31, 2013 $ 326,811 $ (1,658,791) $ (1,331,980)
Change for 2014 (59,908) (427,581) (487,489)
Balance at December 31, 2014 266,903 (2,086,372) (1,819,469)
Change for 2015 23,079 (351,579) (328,500)
Balance at December 31, 2015 3 289,982 $ (2,437,951) $ (2,147,969)

28



FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 12 - COMMITMENTS, CONTINGENT LIABILITIES AND CONCENTRATIONS

In the normal course of business, the Bank makes various commitments, and incurs certain contingent
liabilities, which are not reflected in the accompanying consolidated financial statements. Commitments
include various guarantees, commitments to extend credit, and letters of credit. The Bank uses the same
credit policies in making these commitments as it does for on-balance sheet instruments. The amount of
collateral obtained, if deemed necessary, is based on management’s credit evaluation. Since many of
the commitments are expected to expire without being drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. The exposure to credit loss in the event of
nonperformance by the other parties to the commitments to extend credit is represented by the
contractual amount. The Bank does not anticipate any material losses as a result of these transactions.

Commitments to extend credit amounted to approximately $12,494,000 and $12,929,000 as of December
31, 2015 and 2014, respectively.

Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance
of a customer to a third party. The credit risk involved in issuing letters of credit is essentially the same as
that involved in extending loan facilities to customers. The Bank evaluates each customer's credit
worthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by the
Bank upon extension of a letter of credit, is based on management's credit evaluation of the customer.
Collateral held varies but may include certificates of deposit, accounts receivable and inventory. Standby
letters of credit amounted to approximately $528,000 and $723,000 at December 31, 2015 and 2014,
respectively.

The Bank has a concentration of funds on deposit at Amarillo National Bank and City Bank in Lubbock,
Texas of approximately $570,000 and $1,300,000, respectively, at December 31, 2015.

Although the Bank’s loan portfolio is diversified, there is a relationship in this region between the
agricultural economies and the economic performance of loans made to nonagricultural customers. The
Bank’s lending policies for both agricultural and nonagricultural customers require loans to be well-
collateralized and supported by cash flows. Loans to agricultural customers also often require margin
requirements, periodic inspections, loan agreements and borrowing base certificates. Credit losses from
loans related to the agricultural economies are consistent with credit losses experienced in the loan
portfolio as a whole and are taken into consideration in the determination of the allowance for loan losses.

NOTE 13 - RELATED PARTY TRANSACTIONS

In the ordinary course of business, related parties, such as certain executive officers, directors and
principal shareholders are also customers of the Bank, either personally or through corporations or firms
of which they are officers or have an ownership interest. At December 31, 2015 and 2014, loans of
approximately $54,000 and $73,000, respectively, were made directly and indirectly to related parties.
Deposits from related parties held by the Bank at December 31, 2015 and 2014, amounted to
approximately $2,673,000 and $2,153,000, respectively.
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The Bank is subject to regulatory capital requirements administered by federal banking agencies. Capital
adequacy guidelines and prompt corrective action regulations, involve quantitative measures of assets,
liabilities, and certain off-balance-sheet items calculated under regulatory accounting practices. Capital
amounts and classifications are also subject to qualitative judgments by regulators. Failure to meet capital
requirements can initiate regulatory action. The final rules implementing Basel Committee on Banking
Supervision’s capital guidelines for U.S. banks (Basel Ill rules) became effective for the Bank on January
1, 2015 with full compliance with all of the requirements being phased in over a multi-year schedule, and
fully phased in by January 1, 2019. Net unrealized gain or loss on available for sale securities, is not
included in computing regulatory capital. Capital amounts and ratios for December 31, 2014 are
calculated using Basel | rules. Management believes as of December 31, 2015, the Bank meets all capital
adequacy requirements to which it is subject.

Prompt corrective action regulations provide five classifications: well capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized, and critically undercapitalized, although these terms are
not used to represent overall financial condition. At year-end 2015 and 2014, the most recent notification
from the FDIC categorized the Bank as well capitalized under the regulatory framework for prompt
corrective action. There are no conditions or events since the notification that management believes have
changed the Bank's category.

The Bank’s actual capital amounts and ratios are also presented in the table (in thousands):

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
As of December 31, 2015 Amount Ratio Amount Ratio Amount Ratio

Common Tier | (to Risk-weighted Assets)$ 11,581 146% $ 3,572 4.5% $ 5159 6.5%
Total Capital (to Risk-weighted Assets) $ 12,287 155% $ 6,350 8% $ 7,937 10%
Tier | Capital (to Risk-weighted Assets) $ 11,581 146% $ 3,175 6% $ 6350 8%
Tier | Capital (to Average Assets) $ 11,581 85% $ 5446 4% $ 6808 5%

As of December 31, 2014 Amount Ratio Amount Ratio Amount Ratio
Total Capital (to Risk-weighted Assets) $ 11,948 146% $ 6,559 8% $ 8199 10%
Tier | Capital (to Risk-weighted Assets) $ 11,299 138% $ 3,280 4% $ 4920 6%
Tier | Capital (to Average Assets) $ 11,299 87% $ 5186 4% $ 6483 5%
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FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 15 - FAIR VALUE DISCLOSURES

The FASB'’s authoritative guidance on fair value measurements establishes a framework for measuring
fair value, and expands disclosure about fair value measurements. The guidance enables the reader of
the financial statements to assess the inputs used to develop those measurements by establishing a
hierarchy for ranking the quality and reliability of the information used to determine fair values. Under this
guidance, assets and liabilities carried at fair value must be classified and disclosed in one of the
following three categories:

Level 1: Quoted prices in active markets for identical assets and liabilities.
Level 2: Observable market based inputs or unobservable inputs that are corroborated by market data.
Level 3: Unobservable inputs that are not corroborated by market data.

The following methods, assumptions, and valuation techniques were used by the Bank to measure
different financial assets and liabilities at fair value and in estimating its fair value disclosures for financial
instruments.

Investment securities available for sale

The Company obtains fair value measurements from an independent pricing service. The fair value
measurement considers observable data that may include dealer quotes, market spreads, actual trade
data, and credit information, among other things.

Because assumptions are inherently subjective in nature, the net realizable value could be materially
different from the estimates presented below. Accordingly, the aggregate fair value amounts presented
most certainly do not represent management’s estimation of the underlying value of the Company.

In determining the appropriate levels, the Company performs a detailed analysis of the financial assets
and liabilities that are subject to fair value disclosures. The following table summarizes the financial
assets and liabilities measured at fair value on a recurring basis at December 31, 2015:

Fair Value Measurements Using
(in thousands) Total Level 1 Level 2 Level 3

Investment securities
available for sale

U.S. Agency Securities $ 6,150 $ " $ 6,150 $ =
Municipal debt securities 11,827 = 11,827 “
U.S. Treasury 10,006 10,006 = =
Other securities 12 - 12 -

ok - R 111 R P 4L ——
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FIRST STATE BANKSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 15 - FAIR VALUE DISCLOSURES (continued)

The following table summarizes the financial assets and liabilities measured at fair value on a recurring
basis at December 31, 2014:

Fair Value Measurements Using
(in thousands) Total Level 1 Level 2 Level 3

Investment securities
available for sale

U.S. Agency Securities $ 8,187 $ . $ 8,187 $ 2
Municipal debt securities 12,653 2 12,653 e
Mortgage-backed securities 20 = 20 2
U.S. Treasury 9,957 9,957 - -
Other securities 11 - 11 -

Tetals $ 3088 $ __9967 $__20871 $ -

Certain financial assets and liabilities are measured at fair value on a nonrecurring basis, that is, the
instruments are not measured at fair value on an ongoing basis but are subject to fair value adjustments
in certain circumstances (for example, when there is evidence of impairment). Adjustments to the fair
market value of these assets usually result from the application of lower-of-cost-or-market accounting or
write-downs of individual assets.
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