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Annual Report of Holding Companies—FR Y-6

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)); 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. law, 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 CFR. §
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.

I.C. MICHAEL SCOTT

Name of the Holding Company Director and Official
VICE PRESIDENT/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 cormrect to the best of my
knowtedge and belief.

With respect fo 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 Reporfer and indiwgual consent to public release of all

(aelaf!s in the re, individual,
Fd

S el
03/28/2017

Date of Signature

Date of Report (top-tier holding company's fiscal year-end):
December 31, 2016

Month / Day / Year

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

Reporter's Name, Street, and Mailing Address

FIRST SAN BENITO BANCSHARES, CORPORATION
Legal Title of Holding Company

1151 W. HIGHWAY 77/P.O. BOX 2030
(Mailing Address of the Holding Company) Street / P.O. Box

SAN BENITO TX
City State

78586
Zip Code

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:
CARLOS MUNIZ TREASURER
Name Title
956-276-5623

Area Code / Phone Number / Extension

956-399-0212

Area Code / FAX Number

CMUNIZ@FCBTX.COM

E-mail Address

WWW.FCBWEB.NET

Address (URL) for the Holding Company's web page

For holding companies not registered with the SEC—
Indicate status of Annual Report to Shareholders:
O is included with the FR Y-6 report
E will be sent under separate cover
is not prepared

For Federal Reserve Bank Use Only

RSSD ID
C..

Is confidential treatment requested for any portion 0=No
of this report submission?...............ccocoiiiiinn 1=Yes| O l

in accordance with the General Instructions for this report
{check only one),

1. a letter justifying this request is being provided along

withthe report .......ccoeeniiiiiiiiiiiiiiicii s D
2. a letter justifying this request has been provided
Separately.....co..oiiiiiiiiiiiiii e e e e D

NOTE: Information for which confidential treatment is being
requested must be provided separately and labeled
as "confidential.”

Public reporting burden for this information collection is estimated to vary from 1.3 to 101 hours per response, with an average of 5 50 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

12/2016



First San Benito Bancshares, Corporation
San Benito, Texas
Fiscal Year Ending December 31, 2016

Report Item

2a, Organizational chart

FIRST SAN BENITO BANCSHARES, CORPORATION

San Benito, Texas
Incorporated in Texas
100% 100%
FIRST COMMUNITY BANK, FIRST SAN BENITO
NATIONAL ASSOCIATION STATUTORY TRUST I
San Benito, Texas Hartford, Connecticut
Incorporated in Texas Incorporated in Connecticut

LEI: N/A



T8 IV T0T]

HINWIE QNS JUCVE HENCRIE2 TR T

FEEE e | NV ATNIWDT 154] PR iy SHIY. = o XL
R NOLYIOSTY TVHOUYN Shve A 1 e

g__-n_ 0

! XL i ¥

PEINEE WOLLVISCADY MmOy Sl ALIN OO LS| sl Xi) RIS : ¥
e Py PN SIS A % o
ST s or] il L] 0k 72— . 3
i1 W 2 ey )
FEIviL X1 T bl
ey ¥
Mitred £ i)

| G 0) S0 Fe

‘pRNbAL 30U 5] SIN[BA 3534Y JO UONIDYIIBA “AUD 2IUAIAR 18 IR SULDIOD SSY QI PUR ‘SagnN 3240 ‘WNNINN JIT «

e HuooTA//5dny - 1dde SO OT-A H4 943 B1A 20 Teul1sc) AdodpIEy € uf PoRILIGM 3q Arw J10d3) OT-A H3 3L
PPY 30 312120 35013 4Hum() 0 UOIIY WING ¥ YN YIUTK IPED 10§ SMPIAS YIUIE INSILIOT OT-A M MG 0L 15 s ‘seisdstiaaniial Ijisesiss 0T/ 4 O AjsTies o)
aqoN

“[RW-D 31 J0 Y PIAqNS Y3 Ul RRTS pue AP WU UORNAS| oA Ind Yoelrea gidy Jnod o) By fumw-a ae noh i
*UORSULIL 2I0W 10) 3 S L0 SUORINASU| PIIRIP 31 335 IDEWOI Gt MOA 0} Adod PIAES € puds ‘P A8 noA USYM
WRpESAI] USTeIg g

“Jaded pazs [v8s) J0/pur Bujjers adwd ‘UKo duaspue) Bupsn Azl RIXI SN Ul dniIs 38ed no/ 1snfps 03 PaRU Asw nok Y)Y Suptid )

UWIMOD W3RQ BARTANT A U) EP LORSINbOE 10 Fuuado 31 PUB LLINYCD UOTETY @R 3443 U] PPV, JAUUS PUR 'RIEP YIURIG 343 PPE ‘M0s @ URSU) Bulss|w 5 uesq siqewodau e ) :ppv
“UIN|O3 USIY MRQ A Y| 213(30, JAUI "YORMPSY) AXRISOAIP SER AQ PIUMO JIAIU SEM PRSI YILRRIG B §| 91315

ULMIGD E18Q SAFREY3 MR U] AIEP NSO 10 H{ES I PUR LUMICT UOKTAY MR AU U] 530, SAD 'PISOP 10 PO ST PAIS|| Y3URIq € 4 85913

ULINIO? A18Q BAFTRLI 3 U] PIRA JWNDa] 1Sl UOREULIQIU] S USYM B 41 PUE ULINICD UGRY II8Q HA T #3044, 13U "EIP 33 FRA 19 10 PALOIY S puRIq R Y eump
“ULIIOD UOKY A ) 1 50, QUD 1524100 S| LORBULIOJ YIURIQ FR I IO

Y

ULINKeD 238G AT R U I8P 343 IR ‘PAIRbaL Y 7
M0|aq PautdSAs SUORDE U] JO IO JO SUO ISIUI MOJ YILRIG YW JO LWN|0I LORSY KRG 1 U} T
Io% USHIEIPEA PUv USRSy

£102/50/70 YBNON PRSEa501d PUE PAARIIS SOM 18U LCRRWLO)U) I ey ‘I107/1(/71 4o SRR BEp Y|
AL 'OLINIH NYS 10 (500L0TT) NOLLYHOAHOD SIHVHSINYG 01 INIA NVS 151 ) AQ PIY 5f Uopmpsin Aysodap siiL
(p9Z¥EE QSSH QI NOILYIDOSSY IVNOILYN "MNYE ALINNWNWOD 1511 TUORMIASY Atoysadap Jnad sa) ssydurq 4o i v synsay




%t0'S (v¥sn ‘xL ‘onuag ues)

0tZ's6 vsn Jlessny jueld

%099 (vsn ‘XL ‘uebuipey)

084'v1 vsn ejuy ‘||amsog

%09°ET (vsn ‘XL ‘onuag ueg)

08952 vsn Y 11990 AW ‘suowwis

%116 (vsn ‘X1 ‘onuag ues)

SUON 020'2LT vsn "d pieuoa ‘suowwis

SaNLINDAS uonelodiodur (Aquno) SIS uonesodiodur (Anuno) ‘s ‘A))

6unoA jo ssepd 10 diysuaznd ‘aneys ‘Ayd) BunoA jo ssep Jo diysuaznd SSOIppY 1B dweN
yoe3 jo abejusdied J0 Anuno) SSaJIppY 13 dweN yaeg jo abrjuadiad Jo AQuno)

pue Jaqunn pue JaquinN
X2) (a)(2) (e)(@) (o)(1) (a)(r) (e)X(1)
9T0Z-TE€-TT Buipus Jeak |edsy ayy Sunp 330A 03 9107

Jomod LRIM 3I0W IO 94§ JOo sBuipjoy 10 jonuod ‘diysiaumo pey
Je3 (0)(T)(€) ybnouyy (e)(T)€ ul p3si| J0u SISPJOH SBRUNIBS

-1€-ZT Buipua Jeai [easy JO Sk 3J0A 0] Jamod LM 3I0W JO 9,S
Jo sBuipjoy 40 jonuod ‘diysiaumo YIIM SISPIOH SONIINIAS JuUdLIND

9T0T ‘T€ 49quadaq buipuz Jea, |edsiy
sexa) ‘ojudg ues

uonesodio) ‘saseysoueg ojiuag ues isiid

9-A ¥4 w0y

SI9p|OH SoRLIND3S £ WL Hoday



Report Item 4: Insiders
{1)(a}(b)(c) and (2}(a)(b)(c)

Form FRY-6

First San Benlto Bancshares, Corporation
San Benito, Texas
Fiscal Year Ending December 31, 2016

MENDE[
JuL 14 2011

1) 2) (3)(2) (3)(b) 3)() (4)(a) (4)(b) (4)(<)
List names of other
companies (includes
Tite & Position Perf:entage of partnerships) If 25% or
Prindpal with Other Percentage of Voting more of voting
Occupation if Title & Position Tite & Position  Businesses Voting Securities In securities are held (List
other than with  with Bank with Subsidlaries (incdude names Securities in Subsidlaries names of companies and
Names & Address Bank Holding Holding (include names  of other Bank Holding  (Include names percentage of voting
(City, State, Country) Company Company of subsldiaries) businesses) Company of subsidlaries) securities held)
Anita Boswell N/A Secretary EVP & CAO N/A 6.60% N/A None
{Harlingen, TX, US) (First Community Bank)
George Labar N/A Director &t:;as Development  N/A 0.32% N/A None
r
(South Prade Island, TX, US) (First Communtty Bank)
Dr. Francisco Loya Physician Director None Owner 2.38% N/A
(Harlingen, TX, US) Jumpcast, LLC Jumpeast, LLC {50%)
Frank Russell Farming Director None Quiner 5.04% NIA
(San Benito, TX, US) 281 South 281 South (97.50%)
Diwe Percent Mgt O Peroemt Mz (S0%)
Russell Plantation Gin, Inc. il Pmtition Gie {75% )
1 & F Russall 18 F Ruos=l (#5%)
RP 11 Farming RP IT Farming (25%)
RP 11 Sugar T T Stgar (25%:)
RGV Adventure RGV Adventure 50%
RUSC, LLC RUSC, LLE (25%)
Michael Scott N/A Vice President & CEO  N/A 291% N/A None
President/Director
{Raymondville, TX, US) (First Community Bank)
Dr. Cedl Simmons Physiclan Director None Associate/Owner 13.60% N/A
(San Benito, TX, US) Simmans Oak Farms Simmons Oak Farms(50%)
Leonard Simmons Farming/Real Estate President None VP/Owner 9.11% N/A
(San Benito, TX, US) Tpvestents |Lcu4uud Simimars Farms Leonard Simimaits Farms 50%)]
B0L Farms, Inc. 801 Farms, [nc.(50%)
'Simmons Cak Farms Simmons Oak Farms(50%)
Carlos Muniz N/A Treasurer SVP & CFO N/A 0.21% N/A None

(Harlingen, TX, US)




ANNUAL REPORT

FIRST SAN BENITO BANCSHARES
CORPORATION

“Helping our communities grow and succeed”







SHAREHOLDER'S LETTER

Planning for, meeting, and exceeding customer expectations produced positive results for First Community Bank in 2016. Through
their commitment to building and maintaining solid customer relationships, our team of banking professionals grew both the loan
and deposit portfolios and increased the number of customers that we serve. That growth provided for further improvement in
overall efficiencies and, most importantly, a significant increase in returns for our shareholders.

Net earnings for 2016 were up 26.5% totaling $3.294 million, which represents a $689 thousand increase for the year. The
increased earnings translated to earnings per share of $1.74, 36 cents more per share than recorded in the previous year. An $18.0
million increase in the loan portfolio, coupled with a continued commitment to sound asset quality, were the largest providers

of earnings growth. Deposits also grew $19.8 million, which funded loan growth and contributed to improvement in the bank’s
efficiency ratios, ending the year at 70.68%. Because all financial targets were achieved for the year, and in keeping with long-term
objectives, cash dividends paid to the shareholders were doubled for 2016, equating to 20 cents per share.

While deposits and loans grew $19.8 million and $18.0 million respectively, total assets grew a lesser $8.4 million. During the

last quarter of 2015, loan growth out paced deposit growth. That difference, together with a drop in public funds deposits during
the same time period, necessitated the purchase of, or borrowing, short-term funds from the Federal Home Loan Bank. The bank
maintains a line of credit of approximately $100 million with the Federal Home Loan Bank. The line of credit is strategically utilized
to manage the balance sheet when needed. At the end of 2015, $15.1 million was borrowed from the Federal Home Loan Bank and
an additional $1.8 million was borrowed from a correspondent bank, for a total of $16.9 million. During the first quarter of 2016
the bank de-leveraged the balance sheet by selling off approximately $13.0 million in securities. Favorable interest rates provided
for a gain on the sale and the proceeds were used to reduce short-term borrowings. This effectively “shrank” the balance sheet by
a like amount. During the remainder of the year, payments received on the mortgage-backed securities were also retained for
funding needs. At the end of the year the securities portfolio had been reduced by $16.9 million, almost exactly the amount of
the borrowings at the end of 2015. In summary, the reduction in the securities portfolio, combined with deposit growth, was
more than sufficient to repay short-term borrowings and fund loan growth. At the end of 2016 the bank was in a positive funds
sold position of $4.4 million.

We are also pleased to report that the McAllen Banking Center (featured on the cover) was completed as planned and opened
for business on the last day of February. By year-end, deposits at the new location topped $14.5 million. Moreover, the loan
portfolio totaled $27.2 million. We continue to have high expectations for the McAllen operation, as it anchors our organization
in Hidalgo County.

We are deeply appreciative of our shareholders for their loyalty and support and are thankful for the dedicated and committed

team of bankers we have on board at First Community Bank. We look forward to 2017 as momentum builds for the growth and
profitability of our organization.

Sincerely,

F C_
Leonard Simmons (. Michael Scott
President President/CEQ

First San Benito Bancshares Corporation First Community Bank



Michael Scott Leonard Simmons Anita Boswell
Chairman of the Board

Frank Russell Francisco Loya Luis Muzquiz



EXECUTIVE TEAM

1

Anita Boswell, Executive Vice President
Chief Administrative Officer

Phil Teinert. Senior Vice President
Chief Lending Officer

Michael Scott, President
Chief Executive Officer

Jouguin Lopez, Senior Vice President Carlos Muniz, Senior Vice President
Chief Operations Officer Chief Financial Officer



OFFICERS

Albert Muriiz, Vice President/Lending Sandra Lopez-Langley, Vice President/
Harlingen - Stuart Place Business Development, Brownsville

Rosemary Varnam, Vice President/Accounting Gordon Magdalena, Senior Vice President/
Harlingen - Stuart Place Lending, Harlingen

Raul Marroquin, Vice President/ Marco Perez, Vice President/Lending
Loan Portfolio Management, San Benito McAllen



OFFICERS

Kim White, Vice President/Manager
Harlingen

Horacio Maya, Vice President/Lending
Brownsville

Luis Cortinas, Senior Vice President/Lending
McAllen

Walter Pawkett, Senior Vice President/Lending

Brownsville

Cynthia Gamez, Vice President/
Corporate Adminstration, Harlingen

Jennifer Sanchez. Vice President/Manager
San Benito



OFFICERS

John Reed, Senior Vice President/Manager Brandon Ede, Vice President/IT Manager
South Padre Island San Benito

Jennifer Naranjo, Vice President/ Virginia Cruz, Vice President/BSA Officer
Senior Credit Analyst, San Benito McAllen

Bob Walker, Vice President/Lending Michael McCarthy, Senior Vice President/Lending
Brownsville McAllen



OFFICERS

Norma Boland, Vice President/Lending Ricky Leal, Senior Vice President/Manager
San Benito Harlingen - Stuart Place

Kyle Orgera, Vice President/Lending William Gonzalez, Vice President/Comptroller
Harlingen Harlingen - Stuart Place

Steven Rivera, Vice President/Loan Operations Diana Salazar, Vice President/Manager
San Benito Los Fresnos



FINANCIAL HIGHLIGHTS

December 31,

(Dollars in Thousands) 2016 2015

Balances at Year End
Total Assets 348,175 $ 339,802
Loans 241,354 223,324
Securities 66,779 83,660
Interest-Earning Assets 308,133 306,984
Deposits 312,335 292,538
Stockholder’s Equity 24,384 22,723

Average Balances for the Year
Total Assets 345,226 $ 329,940
Loans 232,599 204,174
Securities 68,102 85,204
Interest-Earning Assets 317,143 302,068
Deposits 306,198 297,617
Stockholder’s Equity 24,486 21,499

Total Assets Total Loans Total Deposits

(dollars in millions)

| $286
$318

$234

$340

$348

Y2012 " 2013 T 2014

" 2015

" 2016

(dollars in millions)

$126
| 5169
$196

Y2012 7 2013 7 2014

$223

2015

$241

2016

(dollars in millions)

$213
| 5261
$290

$293

8312

T2012 7 2013 T 2014

T 2015

T 2016

10




FINANCIAL HIGHLIGHITS

December 31,

(Dollars in Thousands, Except per Share Data) 2016 2015
For the Year
Net Income $ 3,294 § 2,605
Return on Average Assets 0.95% 0.79%
Return on Average Shareholders' Equity 13.45% 12.12%
Net Interest Margin 4.41% 4.30%
Efficiency Ratio 70.68% 72.78%
Per Common Share Data
Net Income $ 1.74 $ 1.38
Book Value at Period - End 12.91 12.03
Weighted Average Shares 1,889,280 1,889,280

Capital Ratios at Year End (First Community Bank, National Association)

Total Risk-Based Capital Ratio 12.6% 13.0%

Tier I Risk-Based Capital Ratio 11.3% 11.8%

Leverage Capital Ratio 8.5% 8.3%

Equity to Asset Ratio 8.6% 8.5%
Net Income Stockholder’s Equity Book Value

(dollars in millions)

$1.2
813
$2.1

$2.6

2012 T 2003 T 2014

t2015

$3.3

2016

(dollars in millions)

$17.1
| $17.2
$20.2
$22.7
$24.4

I
2012 7 2013 7 2014 © 2015 2016

(per common share)

$12.91

$9.07
| $9.10

12012 7 2013 7 2014 7 2015 2016

11






First San Benito Bancshares Corporation
Independent Auditor's Report and
Consolidated Financial Statements
December 31, 2016 and 2015



First San Benito Bancshares Corporation
December 31, 2016 and 2015
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BKD.

CPAs & Advisors (] /7 bkd.com
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Independent Auditor’s Report

Board of Direclors
First San Benito Bancshares Corporation
San Benito. Texas

We have audited the accompanyving consolidated financial statements of First San Benito Bancshares Corporation
and its subsidiarv. which comprise the consolidated balance sheets as of December 31. 2016 and 2015. and the
related consolidated statements of income. comprehensive income. stockholders” equity and cash flows for the years
then ended and the related notes to the consolidated 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 1o the preparation and fair presentation of consolidated
financial statements that are free from material misstatement. whether due 1o fraud or error.

Auditor’s Responsibility

Our responsibility is to 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 audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures (o 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 consolidated financial statements. whether due to fraud or
error. In making those risk assessments. the auditor considers intemal 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.

Opinion

In our opinion. the consolidated financial statements referred to above present fairly. in all material respects. the
financial position of First San Benito Bancshares Corporation and its subsidiary as of December 31. 2016 and 2015.

and the results of their operations and their cash flows for the vears then ended in accordance with accounting
principles generally accepted in the United States of America.

BED Lwp

San Antonio. Texas
April 3. 2017

Praxity
15



First San Benito Bancshares Corporation

Assets

Cash and due from banks
Federal funds sold

Total cash and cash equivalents
Available-for-sale securities

Loans
Less allowance for loan losses

Net loans

Premises and equipment. net
Non-marketable equity secunties
Foreclosed assets held for sale. net
Interest receivable

Cash surrender value of life insurance
Goodwill

Core deposits intangible asset

Other assets

Total assets

Liabilities and Stockholders’ Equity

Liabilities
Deposits
Demand
Savings. NOW and money market
Time deposits

Total deposits

Short-lerm borrowings
Other borrowings
Interest pavable and other lhiabilities

Total hiabilities

Stockholders’ Equity

Consolidated Balance Sheets

December 31, 2016 and 2015

Common stock: $0.10 par value: authorized 10.000.000

shares: issued and outstanding 2016 and

2015 - 1.889.280) shares
Additional paid-in capital
Retained eamings

Accumulated other comprehensive income (loss)

Tolal stockholders' equity

Total labilities and stockholders™ equity

16 See Notes to Consolidated Financial Statements

2016 2015
$ 15.343.983 $ 13.934.001
4.375.000 .
19.718.983 13.954.001
66.778.601 83.639.690
241.354.339 223.324.436
(3.770.181) (3.390.852)
237.584.158 219,933,584
14.202.707 13.288.522
1.397.152 1.197.932
350.000 678.638
1.5327.633 1.452.554
4.205.762 4.108.277
471.006 471.006
273.000 312.000
1.665.949 743.550
$ 348.174.951 $ 3390.801.794
$ 108.269.875 $ 99.101.070
143.770.730 137.557.923
60,294.338 55.879.181
312.334.943 292338174
4.342.143 1.800.000
5.493.000 21.3R0.706
1.621.321] 1.360.335
323.791.407 317.079.235
188.928 188.92K
4.606.345 4.606.345
20.279.813 17.363.580
(691.342) 563,706
24.383.544 22.722.559
$ 34R.174.931 $ 339.801.794




First San Benito Bancshares Corporation
Consolidated Statements of Income
Years Ended December 31, 2016 and 2015

Interest Income
Loans
Securities
Taxable
Tax-exempt
Federal funds sold and other

Total interest income

Interest Expense
Deposits
Other mnterest expense

Total interest expense
Net Interest Income
Provision for Loan Losses
Net Interest Income After Provision for Loan Losses

Noninterest Income
Service charges on deposil accounts
ATM and debit card income
Loan {ee income
Net realized pains on sales of available-for-sale secunities
Net realized gain (loss) on sales of premises and equipment
Net realized gans (loss) on foreclosed assets
Other

Total noninterest income

Noninterest Expense
Salanies and emplovee benefits
Occupancy and equipment expense
Data processing fees
ATM and debit card processing and expenses
Advertising and public relations
Office supplies
Deposit insurance premiums
Director fees
Lixpenses of foreclosed assets

Other
Total noninterest expense
Income Before Income Tax
Provision for Income Taxes

Net Income

2016 2015
$ 13.719.813 $ 12.303.826
646.304 985314
679.459 715.569
104.718 R6.564
15.150.296 14.091.273
902.976 829.602
263.057 159322
1.166.033 1.08K. 924
13.984.263 13.002.349
425000 626.000
13.539.263 12.376.349
1.667.531 1.684.6350
804 878 779.164
607.917 604.768
180.771 21.938
- (1.26()
39.194 (25.694)
184.979 167.166
3.505.270 3.230.752
7.034.460 6.642.4359
1.952.021 1.827.588
483,506 495.203
337.882 307.5346
326.371 316916
181.713 140574
218.322 1RG.737
168.000 168.000
93.750) 33,805
1.364.877 1.494.199
12.360.902 [1.815.047
4.703.631 3.792.054
1. 409342 1.187.352
$ 3.294.089 $ 2.604.702

See Notes to Consolidated Financial Statements 17



First San Benito Bancshares Corporation
Consolidated Statements of Comprehensive Income
Years Ended December 31, 2016 and 2015

2016 2015
Net Income $ 3.294.089 $ 2.604.702
Other Comprehensive Income (Loss)
Unrealized appreciation on available-for-sale
securities. net of taxes of $(708.105) and $45.345
for 2016 and 2013. respectively (1.135.939) 117.008
Reclassification adjustment for realized gains included
in net income. net of taxes of $61.462 and $7.466
for 2016 and 20135. respectively (119.309) (14.492)
(1.255.248) 102.516
Comprehensive Income $ 2.038.841 $ 2.707.218

18 See Notes to Consolidated Financial Statements



First San Benito Bancshares Corporation
Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2016 and 2015

Accumulated
Additional Other
Common Stock Paid-in Retained Comprehensive
Shares Amount Capital Eamings Income (Loss) Total
Balance, January 1, 2018 1.889,280 $  188.928 § 4.606.345 $ 14.947.810 $ 461,190 $ 20.204.273
Net income - - - 2.604.702 - 2.604.702
Other comprehensive income 102,516 102.516
Dividends on common stock. $0.10 per share - - - (188.932) - (188.932)
Balance, December 31, 2015 1.889.280 188.928 4.606.345 17.363.580 563.706 22.722.559
Net income - - - 3.294.089 - 3.294.089
Other comprehensive income (loss) (1.255.24%) (1.255.248)
Dividends on common stock. $0.20 per share - - - (377.856) - (377.856)
Balance, December 31, 2016 1.889.280 $ 188928 $  4.606.345 $ 20.279.813 $ (691.542)  $ 24.383.544

See Notes to Consolidated Financial Statements 19



First San Benito Bancshares Corporation

Consolidated Statements of Cash Flows
Years Ended December 31, 2016 and 2015

Operating Activities

Net income

Items not requiring (providing) cash
Depreciation
Provision for loan losses
Amortization of premiums and discounts on securities
Amortization of intangible assets
Deferred income taxes
Increase in cash surrender value of life insurance
Stock dividends on nonmarketable equity securities
Net realized gains on sales of available-for-sale securities
Net realized (gains) losses on premuses and equipment
Net realized (gains) losses on {oreclosed assets

Changes in
Interest receivable
Other assels
Interest pavable and other liabilities

Net cash provided by operating activities

Investing Activities
Purchases of available-for-sale secunities
Proceeds from matunities of available-for-sale secunties
Proceeds from sales of available-for-sale secunties
Net change in loans
Purchase of premises and equipment
Net purchases of nonmarketable equity secunties
Proceeds from sales of foreclosed assels
Net cash used 1n investing activities
Financing Activities
Net increase m demand. NOW, savings and money market deposits
Net decrease (increase) in time deposits
Net change 1n short-term borrowings
Proceeds of other borrowings
Repayment of other borrowings
Dividends paid
Net cash provided by financing activities
Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year
Supplemental Cash Flows Information
Interest pad
Income taxes paid
Real estate acquired 1n settlement of loans

20 See Notes to Consolidated Financial Statements

2016 2015
$  3.294.089 $  2.604.702
625.063 626.955
425.000 626.000
796.201 1.042.166
39.000 39.000
(127.635) (320.398)
(97.485) (108.277)
(4.700) (34.853)
(180.771) (21.958)
. 1.260
(39.194) 25.694
(75.079) 10.894
(136,120 (35.493)
260.966 784.229
4749335 5.239.919
(20.487.436) (24.857.745)
9.298.261 12.823.749
25.552.942 9.693.637
(18.657.309) (27.187.141)
(1,539.248) (2.233.710)
(194.500) (602.434)
969,587 G1.985
(5.057.703) (32.301.659)
15.381.612 10.168.075
1415157 (7.769.493)
2542143 1.800.000
29.150.000 30.001.000
(43.037.706) (15.381.137)
(377.856) (188.932)
6.073.350 18.629.513
5.764.982 (8.432.227)
13.954.001 22 386,228
$ 19.718.983 $ 13.954.001
§  1.162.880 $  1.094.594
$ 1350284 $ 1038014
$ 381735 $ 64.118



First San Benito Bancshares Corporation
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

Note 1: Nature of Operations and Summary of Significant Accounting Policies
Nature of Operations

First San Benito Bancshares Corporation (Company) is a bank holding company whose principal activity is the
ownership and management of its whollyv-owned subsidiary First Community Bank. National Association (Bank).
The Bank is pnmarily engaged in providing a full range of banking and financial services to individual and corporate
customers in Camcron. Willacy and Hidalgo Counties in Texas. The Bank is subject to competition from other
financial institutions. The Bank is subject to the regulation of certain federal and state agencies and undergocs
penodic cxaminations by those regulatory authoritics.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and the Bank. All significant
intcrcompany accounts and transactions have been eliminated in consolidation

Variable Interest Entities

A legal entity is referred to as a vanable interest entity (VIE) if any of the following conditions exist: (1) the total
cquitv investment at nisk is insufficient to permit the legal entity to finance its activities without additional
subordinated financial support from other parties or (2) the entity has equity investors who cannot make significant
decisions about the entity's operations or who do not absorb their proportionate share of the expected losses or
receive the expected returns of the entity.

A VIE’s pnimany beneficiany 1s the entity that has the power to direct the VIE s significant activities and has an
obligation to absorb losses or the nght to receive bencfits that could be potentially significant to the VIE.

A VIE must be consolidated by the Company if it is deemed to be the primary beneficiary of the VIE. The
Company owns 100 percent of the common securities of First San Benito Statutors' Trust I (Trust). The Trust is
considered a VIE: however. the Trust is not consolidated because the Company is not the primary benefician.
There are no other VIEs in which the Company has an interest.

All facts and circumstances are taken into consideration when determining whether the Company has vanable
interests that would deem it the primany beneficiary and. therefore. require consolidation of the related VIE or
otherwisc nise to the level where disclosure would provide useful information to the users of the Company’s
financial statements. In many cases. it is qualitatively clear based on whether the Company has the power to direct
the activities significant to the VIE and. if so. whether that power 1s unilateral or shared. and whether the Company
is obligated to absorb significant losses of or has a nght to receive significant benefits from the VIE. In other cases.
a more detailed qualitative analyvsis and possibly a quantitative analysis are required to make such a determination.

The Company monitors the consolidated and unconsolidated VIEs to determinc if any reconsideration events have
occurrcd that could cause any of them to no longer be a VIE. The Company reconsiders whether it is the primany
beneficiary of a VIE on an ongoing basis. A previously unconsolidated VIE is consolidated when the Company
becomes the primary beneficiary. A previously consolidated VIE 1s deconsolidated when the Company ceases to be
the primany beneficiany or the entity 1s no longer a VIE.
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First San Benito Bancshares Corporation
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

Use of Estimates

The preparation of financial statements in conformity with accounting principles gencrally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilitics and disclosure of contingent assets and liabilitics at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting peniod. Actual results could differ from those
estimates.

Material estimates that are particularly susceptible to significant change relate to the determination of the allowance
for loan losses. valuation of real estate acquired in connection with foreclosures or in satisfaction of loans. and fair
values of financial instruments.

Cash Equivalents

The Company considers all liquid investments with oniginal matuntics of three months or less to be cash cquivalents.
At December 31. 2016. cash equivalents consisted pnimarily of federal funds sold. There were no cash equivalents
at December 31. 2015,

At December 31. 2016. the Company’s cash accounts exceeded federally insured limits by approximately $944.000
In addition. the Company had approximately $11.239.000 held on deposit with the Federal Reserve Bank at
December 31. 2016.

Securities

Available-for-sale secunties. which include any security for which the Company has no immediate plan to sell but
which mav be sold in the future. are recorded at fair value. with unrealized gains and losses excluded from camings
and reported in other comprehensive income. Purchase premiums and discounts arc recognized in interest income
using the interest method over the terms of the securities. Gains and losses on the sale of secunties are recorded on
the trade date and are determined using the specific identification method.

For debt secunities with fair value below amortized cost when the Company does not intend to scll a debt secunty.
and it is more likelv than not the Company will not have to sell the sccunty before recovery of its cost basis. it
recognizes the credit component of an other-than-temporary impairment of a debt security in camings and the
remaining portion in other comprehensive income.

Loans

Loans that management has the intent and ability to hold for the foresceable future or until matunity or pavoff are
reported at their outstanding principal balances adjusted for uneamed income. charge-offs. the allowance for loan
losses. any unamortized deferred fees or costs on originated loans and unamortized premiums or discounts on
purchased loans.

For loans amortized at cost. interest income 1s accrued based on the unpaid principal balance. Loan ongination fees.
net of certain direct origination costs. as well as premiums and discounts. are deferred and amortized as a level yvield
adjustment over the respective term of the loan.

The accrual of intcrest on loans is discontinued at the time the loan 1s 90 davs past duc unless the credit is well-
sccured and in process of collection. Past due status is based on contractual terms of the loan. In all cases. loans are
placed on nonaccrual or charged off at an carlier datc if collection of principal or interest is considered doubtful.



First San Benito Bancshares Corporation
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

All interest accrued but not collected for loans that are placed on nonaccrual or charged off are reversed against
interest income. The interest on these loans is accounted for on the cash basis or cost-recovery method. until
qualifying 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.

Allowance for Loan Losses

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan
losses charged to income. Loan losses are charged against the allowance when management believes the
uncollectability of a loan balance 1s confirmed. Subsequent recoveries. if any. are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management's
periodic review of the collectability of the loans in light of historical expenence. the nature and volume of the loan
portfolio, adverse situations that may affect the borrower’s ability to repay. estimated value of any underlying
collateral and prevailing economic conditions. This evaluation is inherently subjective as it requires estimates that
are susceptible to significant revision as more information becomes available.

The allowance consists of allocated and general components. The allocated component relates to loans that are
classified as impaired. For those loans that are classified as impaired, an allowance is established when the
discounted cash flows (or collateral value or observable market price) of the impaired loan is lower than the carrying
value of that loan. The general component covers nonclassified loans and is based on historical charge-off
expenience and expected loss given default derived from the Company s intemal risk rating process. Other
adjustments may be made to the allowance for pools of loans after an assessment of internal or external influences
on credit quality that are not fully reflected in the historical loss or risk rating data.

A loan is considered impaired when. based on current information and events. it is probable that the Company will
be unable to collect the scheduled payments of principal or interest when due according to the contractual terms of
the loan agreement. Factors considered by management in determining impairment include payment status.
collateral value and the probability of collecting scheduled principal and interest pavments when due. Loans that
experience insignificant pavment delays and payment shortfalls generally are not classified as impaired.
Management determines the significance of pavment delayvs and pavment shortfalls on a case-bv-casc basis. taking
into consideration all of the circumstances surrounding the loan and the borrower. including the length of the delay.
the reasons for the delay, the borrower’s prior payment record and the amount of the shortfall in relation to the
principal and interest owed. Impairment is measured on a loan-by-loan basis for commercial and construction loans
by either the present value of expected future cash flows discounted at the loan’s effective interest rate. the loan’s
obtainable market price or the fair value of the collateral if the loan is collateral dependent.

Groups of loans with similar risk charactenstics are collectively evaluated for impairment based on the group’s
historical loss expenence adjusted for changes in trends. conditions and other relevant factors that affect repavment
of the loans. Accordingly, the Company does not separately identify: individual consumer and residential loans for
impairment measurements, unless such loans are the subject of a restructuring agreement due to financial
difficulties of the borrower.

Premises and Equipment

Depreciable assets are stated at cost less accumulated depreciation. Depreciation is charged to expense using the
straight-line method over the estimated useful lives of the asscts. Leasehold improvements are capitalized and
depreciated using the straight-line method over the terms of the respective leases or the estimated uscful lives of the
improvements. whichever is shorter. Expected terms include lease option periods to the extent that the exercise of

such options is reasonably assured.
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First San Benito Bancshares Corporation
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

The estimated useful lives for each major depreciable classification of premises and equipment are as follows:

Buildings and improvements 35-40 vears
Leaschold improvements 5-10 vears
Equipment and automobiles 3-10 vears

Long-lived Asset Impairment

The Company evaluates the recoverability of the carrving value of long-lived assets whenever events or
circumstances indicate the carrving amount may not be recoverable. If a long-lived asset is tested for recoverabilits
and the undiscounted estimated future cash flows expected to result from the use and eventual disposition of the
asset 1s less than the carrving amount of the asset. the asset cost is adjusted to fair value and an impairment loss is
recognized as the amount by which the carrving amount of a long-lived assct exceeds its fair value. No asset
impatrment was recognized during the vears ended December 31. 2016 and 2013.

Non-marketable Equity Securities

Non-marketablc equity securitics consist of common stock in the Federal Reserve Bank (FRB). Federal Home Loan
Bank (FHLB) and The Independent Bankers Bank (TIB). The FRB and FHLB stocks are required investments for
institutions that arc members of the FRB and FHLB syvstems. The required investment in these common stocks is
based on a predetermined formula. The common stock in TIB was purchased to obtain advantageous rates on
correspondent services offercd by TIB to its sharcholders. The sccurities are carried at cost and periodically
evaluated for impairment.

Foreclosed Assets Held for Sale

Assets acquircd through. or in licu of. loan foreclosure are held for sale and are initially recorded at fair value less
cost to scll at the date of foreclosure. establishing a new cost basis. Subsequent to forcclosure. valuations are
periodically performed by management and the assets are carried at the lower of carnving amount or fair value less
cost to scll. Revenue and expenses from operations and changes in the valuation allowance are included in net
income or expense from foreclosed assets.

Bank-owned Life Insurance

The Bank has purchased life insurance policies on certain officers. Bank-owned life insurance is recorded at the
amount that can be realized under the insurance contract at the balance sheet date. which is the cash surrender valuc
adjusted for other charges or other amounts due that arc probable at settlement.

Goodwill

Goodwill is evaluated annually for impairment or more frequently if impairment indicators are present. If the
implied fair valuc of goodwill is lower than its carrving amount. a goodwill impaimment is indicated and goodwill is
written down to its implied fair value. Subsequent increases in goodwill value are not recognized in the financial
statements.

Intangible Assets

Intangible assets with finite lives are being amortized on the straight-line basis over ten vears. Such assets are
periodically evaluated as to the recoverability of their carnving values.



First San Benito Bancshares Corporation
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales. when control over the assets has been surrendered. Control
over transferred assets is deemed to be surrendered when (1) the assets have been isolated from the Company - put
presumptively bevond the reach of the transferor and its creditors. even in bankruptcy or other receivership. (2) the
transferee obtains the right (free of conditions that constrain it from taking advantage of that nght) to pledge or
exchange the transferred assets and (3) the Company does not maintain effective control over the transferred assets
through an agreement to repurchase them before their maturity or the ability to unilaterally cause the holder to return
specific assets.

Income Taxes

The Company accounts for income taxes in accordance with income tax accounting guidance (ASC 740. Income
Taxes). The income tax accounting guidance results in two components of income tax expense: current and
deferred. Current income tax expense reflects taxes to be paid or refunded for the current period by applving the
provisions of the enacted tax law to the taxable income or excess of deductions over revenues. The Company
determines deferred income taxes using the hability (or balance sheet) method. Under this method. the net deferred
tax asset or liability is based on the tax effects of the differences between the book and tax bases of asscts and
liabilities and enacted changes in tax rates and laws and arc recognized in the period in which thev occur. Deferred
income tax expense results from changes in deferred tax asscts and liabilitics between periods. Deferred tax assets
arc reduced by a valuation allowance if. based on the weight of evidence available. it is more likely than not that
some portion or all of a deferred tax asset will not be realized.

Uncertain tax positions are recognized if it is more likelv than not. based on the technical merits. that the tax position
will be realized or sustained upon examination. The term morce likely than not means a likelihood of more than 30
percent: the terms examined and upon examination also include resolution of the related appeals or litigation
processes. if any. A tax position that meets the more likely than not recognition threshold is initially and
subsequently measured as the largest amount of tax benefit that has a greater than 30 percent likelihood of being
realized upon scttlement with a taxing authority that has full knowledge of all relevant information. The
determination of whether or not a tax position has met the more likely than not recognition threshold considers the
facts, circumstances and information available at the reporting date and is subject to management s judgment.

The Company recognizes interest and penalties on income taxes as a component of income tax expense.
The Company files consolidated income tax retumns with its subsidiary.

Comprehensive Income

Comprehensive income consists of net income and other comprehensive income, net of applicable income taxes.
Other comprehensive income includes unrealized appreciation (depreciation) on available-for-sale securities.

Transfers Between Fair Value Hierarchy Levels

Transfers in and out of Level 1 (quoted market prices). Level 2 (other significant observable inputs) and Level 3
(significant unobservable inputs) are recognized on the actual transfer date.

Note 2: Restriction on Cash and Due From Banks

The Company is required to maintain reserve funds in cash and/or on deposit with the FRB. The reserve required at
December 31, 2016, was $8.511.000.
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First San Benito Bancshares Corporation
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

Note 3: Securities

The amortized cost and approximate fair values. together with gross unrealized gains and losses. of securities arc as

follows:
Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
Available-for-Sale Securities
December 31. 2016
U.S. Government sponsored
enterprises (GSE) residential
mortgage-backed securities $ 36.191.728 $ 2.285 $ (337.122)  § 33.636.891
State and political subdivisions 31.634.664 248.083 (761.037) 31.121.710

$ 67.826.392 $ 250.368 $ (1.298.159) § 66.778.601

December 31. 2013
U.S. government and federal
agency $  1.004.664 $ 1.081 $ - $  1.0057435
.5, Government sponsored
enlerpnses (GSE) residential
morigage-backed securities 47.661.365 143,434 (278.5347) 47.52G.252
State and political subdivisions 34.139.561 1.043.090 (56.95%) 35.127.693

$ 82.803.590 $  1,189.605 $ (335.305) $ 83.639.690

The amortized cost and fair value of available-for-sale securitics at December 31. 2016. by contractual maturity. are
shown below. Expected maturities will differ from contractual maturities because issuers may have the right to call
or prepay obligations with or without call or prepay ment penaltics.

Amortized Fair
Cost Value

Within one vear $ - $ -
One to five vears 4.782.342 3.829.313
Five to ten vears 19.782.401 19.326.688
Afler ten vears 7.069.921] (.765.709
31.634.664 30.121.710

Mortgage-backed
securitics 36.191.728 33.63G0.891
Totals $ 67.826.392 § 66.778.0601

The carrving value of securities pledged as collateral. to secure public deposits and for other purposes. was
$65.336.143 at December 31. 2016. and $37.944.943 at December 31. 2015,

Gross gains of $282.486 and $129.322 and gross losscs of $101.715 and $107.364 resulting from sales of available-
for-sale securnties were realized for 2016 and 20135, respectively.
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Certain investments in debt securities are reported in the financial statements at an amount less than their histoncal
cost. Total fair value of these investments at December 31, 2016 and 20135. was $50.948.18 1 and $37.725.741.
which is approximately 76 percent and 45 percent. respectively. of the Company s available-for-sale portfolio.
These declines primarily resulted from recent changes in market interest rates from those at the time the secunties
were purchased.

Management believes the declines in fair value for these secunties are temporary.

The following table shows the Company s investments” gross unrealized losses and fair value of the Company’s
mvestments with unrealized losses that are not deemed to be other-than-temporarily impaired. aggregated by
investment class and length of time that individual securities have been in a continuous unrealized loss position at
December 31. 2016 and 2013:

Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
December 31, 2016
GSE residential mortgage-
backed securities S§ 298065366 $ 537.122 S - S - S20806.566 S 537.122
State and political subdivisions 21.141.615 761.037 - - 21141615 761.037
Total temporanly
impaired securities § 300948181 S 1.298.159 § - 8 - S50948.181 S 1.298.159
December 31, 2015
GSLE residenuial mortgage-
backed secunities § 29942479 S 252643 § 326120 S 23904 S33068.599 S 278347
State and political subdivisions 2.331.533 20.980 2.123.609 35,978 4.657.142 36.958

Total temporarily
impaired sccurities S 32474012

°2]

273.623 S 5251729 S 61.882  $37.725.741  §  335.505

Residential Mortgage-backed Securities

The unrealized losses on the Company’s investment in residential mortgage-backed securities were caused by
intcrest rate increases subsequent to the purchase. The Company cxpects to recover the amortized cost basis over
the term of the securities. Because the decline in market value is attnbutable to changes in interest rates and not
credit quality. and because the Company does not intend to scll the investments and it 1s not more likely than not the
Company will be required to scll the investments before recoveny of their amortized cost bases. which mav be
maturity. the Company docs not consider those investments to be other-than-temporarily impaired at December 31.
2016,

State and Political Subdivisions

The unrealized losses on the Company s investments in securities of state and political subdivisions were caused by
interest rate increases subsequent to the purchasc. The contractual terms of those investments do not permit the
1ssucr to settle the secunties at a price less than the amortized cost bases of the investments, Because the Company
does not intend to scll the investments and it 1s not more likely than not the Company will be required to scll the
mvestments before recoverny of their amortized cost bases. which may be maturity. the Company does not consider
thosc investments to be other-than-temporanly impaired at December 31, 2016.
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December 31, 2016 and 2015

Note 4: Loans and Allowance for Loan Losses

Categones of loans at December 31 include:

Commercial and industrial

Real estate
Commercial real estate
Residential real estate
Agrnicultural real estate
Construction
Agricultural production
Consumer and other

Less
Net deferred loan fees

Allowance for loan losses

Net loans

Notes to Consolidated Financial Statements

2015

77.409.519
53.446.133
11.299.995
42.392.298
11.312.759
10.088.844

$ 33854036

72.081.889
54.342.380
10.365.913
30218803
12.330.869

8.164.513

241.380.273

(25.934)
(3.770.181)

J

223.358.403

s

(33.967)
(3.390.832)

237.584.158

$ 219.933.584

The following tables present the balance in the allowance for loan losses and the recorded investment in loans based
on portfolio segment and impaimment method as of December 31. 2016 and 2015:

Allowance for loan losses
Balance. beginming ol yvear
Provision charged 1o expense
Losses charged ofT

Recoveries

Balance end of vear

Allowance Balances
nding balance. individualiy evaluated
for imparment
Ending balance. collectively evaluated

for impairment
Ending balance

Loans
Ending balance. individually evatuated
for impairment
Ending balance. collectivelv evaluated

(or impiirment

Ending balance

28

2016
Commercial and Agricultural Consumer and
Industrial Real Estate Production Other Unallocated Total

S 603972 8§ 2349692 8§ 278042 § 97.146 S - 8 3.390.852
74.332 406.012 (148.511) 93.167 - 425,000
(2.700) - - (87.455) - (90.161)

31.500 = - 12.990 - 44.490

S T69.098  § 2755704 8 129.331] 3 115848 % - 3 3.770.181
S 109378 § - 8 - % S = 3 169.375
599.723 2.7585.704 129.53] 115848 - 3.600.806

S T69.098 S 2755704 S 129.531 S 115848 S - 8 3.770.181
) 834375 S8 81414 8 S -5 - 8 915.789
34.596.350 ]%4.466.53] 11,312,759 S 10.088.844 - 240_464 484

S 33430725 S 184.547945 S 11.312.759 S 10088844 8§ - S 241.380.273
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2015
Commercial and Agricultural Consumer and
Industrial Real Estate Production Other Unallocated Total
Allowance for loan losses
Balance. beginning of year s 589.350 S 1.888.172 § 203.059 S 97.204 $ - 8 2.777.785
Provision charged to expense 22.622 463.747 78.595 61.036 - 626.000
Losses charped off - 2.227) (3.612) (81.662) - (87.501)
Recoveries 54.000 - - 20.568 - 74.568
Balance. end of vear S 665972 S 2.349.692 § 278.042 S 97.146 § - 8 3.390.852
Allowance Balances
Ending balance. indridually evaluated
for impaiment S - % - 8 - S - S - S =
Ending halance. collectively evaluated
for impairment 665.972 2.349.692 278.042 97.146 - 3.390.852
Ending balance S 665972 § 2349692 % 278042 % 97.146 3 - $ 3.390.852
Leans
Ending balance. indnvidually evaluated
for tmparrment S 44021 § 139986 S =% - 8 - 8 184.007
Ending balance. collectively evaluated
for impairment 35.810.015 166.868.999 12.330.869 8.164.513 - 223.174.396
Ending balance S 35.854.036 % 167.008.985 § 12.330.86Y S 8.164.513 S - S 223358403

Internal Risk Categories

Loan grades are numbered 1 through 7. Grades 1 through 3 are considered satisfactory grades. The grade of 5 or
Special Mention. represents loans of lower quality and is considered criticized. The grades of 6 or Substandard, or
7. Doubtful. refer to assets that are classified. The usce of and application of these grades by the Bank will be
uniform and shall conform to the Bank's policy.

Pass (1-3) - The Bank has three levels within this category to provide granularnty between loans.

Pass Watch (4) - Pass watch grade is used to identify credits which may have some of the following characteristics:
collateral documentation deficiencies. marginal collateral support. weak or unsupported collateral valuations. lack
current or complete financial data and/or analysis. needs additional monitoring. recent changes in management or
operations. terms bevond policy guidelines. vanations in balance sheet or cash flow/operating components or trends
from prior periods or forecasts. past credit problems. high leverage. or untested performance under repayment terms.
among others.

Special Mention (OAEM) (5) - These assets have potential weaknesses that deserve management s close attention.
If left uncorrected. these potential weaknesses may result in deterioration of the repayment prospects for the asset or
in the institution’s credit position at some future date. Special mention assets are not adversely classified and do not
expose an institution to sufficient risk to warrant adverse classification. Ordinarily. special mention credits have
charactenistics which corrective management action would remedy.

Substandard (6) - These loans are inadequately protected by the current sound worth and paying capacity of the
obligor or of the collateral pledged. if any. Loans so classified must have a well-defined weakness or weaknesses
that jeopardize the liquidation of the debt. They are characterized by the distinct possibility that the Bank will
sustain some loss if the deficiencies are not corrected.
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Doubtful (7) - Loans classified as doubtful have all the weaknesses inherent in those classified Substandard with the
added charactenstic that the weaknesses make collection or liquidation in full. on the basis of current known facts.
conditions and values. highlv questionable and improbable.

Risk characternistics applicable to each segment and class of the loan portfolio arc described as follows.

Commercial: The commercial portfolio includes loans to commercial customers for use in financing working
capital nceds. cquipment purchases and expansions. The loans in this categony are repaid pnmarnily from the cash
flow of a borrower’s principal business operation. Credit nisk in these loans is driven by creditworthiness of a
borrower and the economic conditions that impact the cash flow stability from busincss operations.

Residential Real Estate: The residential 1-4 family real cstate arc generally secured by owner-occupied 14 family
residences. Repavment of these loans is primarily dependent on the personal income and credit rating of the
borrowers. Credit nisk in these loans can be impacted by economic conditions within the Company’s market areas
that might impact cither property values or a borrower's personal income. Risk is mitigated by the fact that the loans
arc of smaller individual amounts and spread over a large number of borrowers.

Commercial and Agricultural Real Estate: Commercial and agnicultural real estate loans tvpically involve larger
principal amounts. and repay ment of these loans is generally dependent on the successful operations of the property
sccuring the loan or the business conducted on the property securing the loan. These loans are viewed pnmarily as
cash flow loans and sccondarily as loans secured by real estate. Credit risk in these loans may be impacted by the
creditworthiness of a borrower. property values and the local cconomies in the Company's market arcas.

Construction and Land Development Real Estate: Construction and land development real estate loans are
usually based upon estimates of costs and estimated value of the completed project and include independent
appraisal reviews and a financial analysis of the developers and property owners. Sources of repayment of these
loans may include permanent loans. sales of developed property or an interim loan commitment from the Company
until permanent financing is obtained. These loans are considered to be higher risk than other real estate loans duc
to their ultimate repayment being sensitive to intercst rate changes. gencral economic conditions and the availability
of long-term financing. Credit nisk in these loans may be impacted by the creditworthiness of a borrower. property
values and the local economies in the Company’s markct arcas.

Agricultural: The agniculture portfolio consists of lines of credit and term loans extended for the purpose of
working capital and equipment purchases for borrowers engaged in farming operations. The loans in this category
are rcpaid primarily from the cash flow of the farming opcration. Credit nisk in these loans is driven by commodits
prices. weather and creditworthiness of the borrower.

Consumer: The consumer loan portfolio consists of varnious term and line of credit loans such as automobile loans
and loans for other personal purposes. Repavment for these types of loans will come from a borrower's income
sources that are typically independent of the loan purposc. Credit risk is driven by consumer economic factors (such
as uncmployvment and gencral economic conditions in the Company s market arca) and the creditworthiness of a
borrower.
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The following table presents the credit risk profile of the Company s loan portfolio based on internal rating category

and payment activity as of December 31. 2016 and 2015:

2016
Special
Pass Mention Substandard Total
Commercial and industrial $ 33.489.124 § 295.038 $§  1.646.563 33.430.725
Real estate
Commercial real estate 70.126.554 2.964.170 4.318.795 77,409.519
Residential real estate 52.899.300 - 546.833 53.446,133
Agricultural real estate 11.299.995 - - 11.299.995
Construction 42.020.985 - 371.313 42392298
Agricultural production 11.312.759 - - 11.312.759
Consumer and other 10.080.829 - R.013 10.088. 844
Total $ 231.229546 § 3259208 $§ 6.891.519 241.380.273
_ 2015
Special
Pass Mention Substandard Total
Commercial and industnal $ 35166438 $ - $ 687.578 35.854.036
Real estate
Commercial real estate 66.451.788 2.983.426 2.646.675 72.081.889
Residential real estate 54.036.291 - 306.089 54.342.380
Agricultural real estate 10.365.913 - - 10.365.913
Construction 29.329.733 - 689.070 30.218.803
Agricultural production 10.543.415 - 1.787.454 12.330.869
Consumer and other 8.153.050 - 11.463 8.164.513
Total $ 214246648 § 2983426 § 6.128.329 223.358.403
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The following tables present the Company s loan portfolio aging analvsis as of December 31. 2016 and 2015:

2016
Greater than Total
30-90 Days 80 Days and Total Loans
Past Due Accruing Nonaccrual Past Due Current Receivable
Commercial and industnal S 3005060 S < 8 834000 S 1.134.306 S 34.290.219 S 35430725
Real estate
Commoercial real estale T3.888 - . 73.888 77.335.631 77409319
Residential real estate 309.782 81.414 81.000 472190 52973937 S3.H6.133
Agricultural real estate - - - - 11.209.995 11.299.995
Construction 7.041 . . 7.041 42.383.257 42.392.2908
Agricultural production . - - . 11.312.759 11.312.759
Consumer and other 59.728 3.176 8.000 70.904 10.017.940 10.088.84H
Total S 750945 S 84590 S 923000 § 1.758.533% S 239.621.738  § 241.380.273
2015
Greater than Total
30-90 Days 90 Days and Total Loans
Past Due Accruing Nonaccrual Past Due Current Receivable
Commercial and industrial S 51.000 S - S H.000 S 95,000 S 35759036 S 35.854.030
Real estate

Commercial real estate - - 127.000 127.000 71.954.889 72.081.889
Residential real estate §58.000 - 16.000 £74.000 33.408.380 543542380
Agricultural real estate - - . . 10.365.913 10.363.913
Construction 110,000 - - 110,000 30.108.803 30.218.803
Agricultural production - - - - 12330.869 12.350.869
Consumer and other 129.000 - 11.000 140,000 §.024.513 8.164.513
Tolal $  L148.000 S - 8 198.000 § 1.346.000  § 222012403 S 223358.403

A loan 1s considered impaired. in accordance with the impairment accounting guidance (ASC 310-10-33-16). when
based on current information and cvents. 1t is probable the Company will be unable to collect all amounts duc from
the borrower in accordance with the contractual terms of the loan. Impaired loans include nonperforming loans but
also include loans modified in troubled debt restructunings where concessions have been granted to borrowers
expenencing financial difficultics. These concessions could include a reduction in the interest rate on the loan.
pavment ¢xtensions. forgiveness of principal. forbearance or other actions intended to maximize collection.
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The following tables present impaired loans for the vears ended December 31. 2016 and 2015:

2016
Recorded
Investment Recorded
Unpaid with No Investment Total Average Interest
Contractual Specific with Specific Recorded Related Recorded Income
Balance Allowance Allowance Investment Allowance Investment Recognized
Commercial and industrial S 8343758 - 8 834375 8 RI4375 8 169.375 § RRS LY % 254R
Real estate
Commerctal real estale
Residenual real estale 1413 N 414 w1414 N2 o8 14210
Apncultural real estate
Conslruction
Agncultural production
Consumer and other
Total $ QISR § 81414 8 834375 § VISTINO 8 00375y o8 Joe S 16 767
2015
Recorded
Investment Recorded
Unpaid with No Investment Total Average Interest
Contractual Specific with Specific Recorded Related Recorded Income
Balance Allowance Allowance Investment Allowance Investment Recognized
Commercial and industnal $ Hzls EERUS B $ Hao2l 8 < 44533008
Real estate
Commercial real estate 127.151 127.131 127131 127437 1 476
Residenuial real estate 12855 12855 12,855 13.347 480
Agncultural real estale
Construction
\gncultural production
Consumer and other
Total $ 184007 % 184007 § $ 184007 8 . % 1RS383 § 1 356

Included in certain loan categories in the impaired loans are troubled debt restructurings that were classified as
impaired. These loans had onginally been classified as troubled debt restructunings in previous vears. The primary
rcason for the troubled debt restructuring classifications were modifications of terms to allow interest-only pavments

or an amortization period that was in excess of loans with similar charactenstics. At December 31.2016 and 2013.
the Company had no troubled debt restructurings that were classificd as impaired.

33



First San Benito Bancshares Corporation
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

Note 5: Foreclosed Assets Held for Sale

Activity in the allowance for losses on foreclosed assets was as follows:

2016 2015
Balance. beginning of vear $ 47.861 $ 24.300
Provision charged to expense 29.763 23.561
Sales of properties with allowances (28.363) -
Balance. end of vear $ 49.261 $ 47.801

Expenses applicable to foreclosed assets at December 31 include the following:

2016 2015

Net losses (gains) on sales of real estate $ (88.957) $ 2.133

Provision for losses 29.763 23.561

Operating expenses, net of rental income 93.750 35.805

$ 34,556 $ 61.499

Note 6: Premises and Equipment
Major classifications of premises and equipment, stated at cost, are as follows
2016 2015

Land $ 3.078.504 $ 3.078.504
Buildings and improvements 13.215.296 11.185.648
Automobile 120.495 89.346
Construction in progress 6615 989,574
Equipment 6.201.954 5.816.368
22.702.864 21.159.640
Less accumulated depreciation 8.500.157 7.871.118
Net premises and equipment $ 14,202.707 $§ 13288522
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Note 7: Other Intangible Assets

The carryving basis and accumulated amortization of recognized intangible asscts at December 31. 2016 and 2015.
were:

2016 2015
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Core deposits $ 390.000 $ 117.000 $ 390000 $ 78.000

Amortization expense for the yvears ended December 31. 2016 and 2015. was $39.000. Estimated amortization
cxpense for cach of the following five vears and thereafter is:

2017 $ 39.000
2018 39.000
2019 39.000
2020 39.000
2021 39.000
Thercafter 78.000

$ 273.000

Note 8: Interest-bearing Deposits

Interest-bearing time deposits in denominations of more than $250.000 were approximately $21.621.000 on
December 31, 2016. and $13.337.000 on December 31. 2015,

At December 31. 2016. the scheduled maturitics of time deposits arc as follows:

2017 $  49.977.328
2018 8.257.547
2019 1.943.334
2020 )
2021 116.129

$ 60.294.338

Note 9: Short-term Borrowings

At December 31. 2016 and 2013, short-term borrowings consisted of repurchase agreements totaling $4.342.143 and

$1.800.000. respectively. Secunties sold under agreements to repurchase consist of obligations of the Company to

other partics. The obligations are secured by available-for-sale sccuritics. and such collateral is held by Frost Bank.

The maximum amount of outstanding agreements at any month end during 2016 and 20135 totaled $6.363.601 and
$1.800.000. respectively. and the monthiv average of such agreements for 2016 totaled $2.501.478. Repurchase

agrcements totaling $4.037.859 at December 31. 2015, were included in deposits on the consolidated balance sheet

and have not been reclassified.
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Note 10: Other Borrowings

Other borrowings consisted of the following components:

2016 2016
FHLB advances $ - $ 15.137.706
Junior subordinated deferrable interest debentures 3.093.000 3.093.000
Promissony note - Rio Bank - 3.150.000
Promissory notc - Frost Bank 2.400.000 -
Toual $  5.493.000 $ 21.380.706

FHLB Advances

The FHLB advances are secured by a blanket lien on all qualifving first lien real estate loans. the FHLB capital stock
owned by the Company and any funds on deposit with the FHLB. The advances outstanding at December 31. 2013.
had a weighted average interest rate of 0.42 percent and were repaid during 2016.

Promissory Note — Rio Bank

In December 2013, the Company entered into a loan agreement with Rio Bank for $3.500.000. Principal pavments
were due monthly and began 1n January 2015, Interest was pavable quarterly at the Wall Street Journal Prime Rate
plus 0 75 percent which was 4.25 percent at December 31. 2015, The Company had pledged collateral of 123.000
shares (100 percent) of the Bank's common stock. The Company repaid the note during 2016.

Promissory Note — Frost Bank

In October 2016. the Company entcred into a loan agreement with Frost Bank for $2.400.000. Principal and interest
pavments are duc quarterly and begin in January 2017. The interest rate 1s fixed at 3.977 percent. The Company has
pledged collateral of 125,000 sharcs (100 percent) of the Bank’s common stock. The agreement contains restrictions
rcgarding. among other matters. the minimum maintenance of certain regulatory and operating ratios. the issuance of
additional debt and changes in ownership. At December 31. 2016. the Company was in compliance with all of the
debt covenants.

Junior Subordinated Deferrable Interest Debentures

The Company has issued a total of $3.093.000 of junior subordinated deferrable interest debentures to the Trust.

The Trust funded the purchase of the subordinated debentures through the sale of trust-preferred secunities to a third-
party with a liquidation value not to exceed $3.000.000. Using interest pavments made by the Company on the
debentures. the Trust payvs dividends to preferred security holders. The annual percentage rate of the interest pavable
on the subordinated debentures and distributions pavable on the preferred securities is three-month LIBOR plus 3.13
percent. The preferred sccunitics mature on March 20. 2033. unless the Company clects and obtains regulators
approval to accclerate the maturitv date. The Trust’s obligations under the trust preferred secunties arc fullv and
unconditionallv guaranteed by the Company.,
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Aggregate annual maturities of other borrowings debt at December 31. 2016. are

2017 $ 600.000
2018 600.000
2019 600,000
2020 600,000
2021 -

Thereafter 3,093,000

Note 10: Changes in Accumulated Other Comprehensive Income (AOCI) by Component

Amounts reclassified from AOCI and the affected line items in the statements of income during the vears ended
December 31. 2016 and 2013, were as follows:

Amounts
Reclassified
from AOCI Affected Line ltem in the
AOCI Component 2016 2015 Statements of Income
Unrealized gains on Net realized gains on sales of
available-for-sale securities $  180.771 $ 21.958 available-for-sale secunties
(61.462) (7.466) Tax (expense) benefit
$  119.309 $ 14.492 Net reclassitied amount

Note 11: Income Taxes

The provision for income taxes includes these components:

2016 2016
Taxes currently payable $ 1537177 $ 1.307.750
Deferred income taxes (127.635) (320.398)
Total income tax expense $ 1.409.542 $ 1.187.352
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A reconciliation of income tax expense at the statutory rate to the Company’s actual income tax expense is shown
below:

2016 2015
Computed at the statutory rate (34%) $  1.5399.235 $  1.289.298
Increase (decrease) resulling from
Tax exempt interest (216.641 (226.642)
Increase in cash surrender value of life insurance (33.143 (36.815)
Nondeductible expenses 24128 19.430
State income taxes 18.044 33528
Other 17.921 108,553
Actual tax expense §  1.409.542 $ 1.187.332

The tax cffects of temporary differences related to net deferred taxes included in other assets at December 31, 2016
and 2013. n the consolidated balancec sheets were:

2016 2015
Deflerred tax assets
Allowance for loan losses $  1.281.862 $  1.152.890
Allowance for losses on unfunded commitments 71.634 71.634
Accretable discount on purchased loans 8.214 20472
Net unrealized losses on securities available-for-sale 336.249 -
Valuation of foreclosed assels 18.109 31.386
1.736.068 1.276.382
Deferred tax liabilitics
Properties and equipment 643.734 677.243
Net unrealized gain on securities available-for-sale - 290.393
Core deposits intangible asset 92.820 106.080
Prepaid expenses 97.513 86.849
Accretion on investiment securities 56.097 47.788
Other 21.732 20,134
913.896 1.228.487
Net deferred tax asset $ 822,172 $ 47.893

Note 12: Regulatory Matters

38

The Company and Bank are subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional
discretionary actions by regulators that. if undertaken. could have a direct matenal effect on the Company'’s and
Bank's financial statcments. Under capital adequacy guidelines and the regulatornn framework for prompt corrective
action. the Bank must meet specific capital guidelines that involve quantitative measures of the Bank s assets.
habilities and certain off-balance-sheet items as calculated under U.S. GAAP. regulatony reporting requirements and
regulatory capital standards. The Bank's capital amounts and classification are also subject to qualitative judgments
by the regulators about components. risk weightings and other factors.
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Quantitative measures established by regulatory capital standards to cnsure capital adequacy require the Bank to
maintain minimum amounts and ratios (set forth in the table below) of total and Tier I capital (as defined) to risk-

weighted assets (as defined). common equity Tier 1 capital (as defined) to total risk-weighted assets (as defined) and

of Tier I capital (as defined) to average assets (as defined). Management believes. as of December 31. 2016. the
Bank meets all capital adequacy requirements to which it is subject.

As of December 31. 2016. the most recent notification from the Office of the Comptroller of Currency (OCC)
catcgorized the Bank as well capitalized under the regulatory framework for prompt corrective action. To be

categorized as well-capitalized. the Bank must maintain minimum total nsk-based capital. Tier I risk-based capital.

common cquity Tier I risk-based capital and Tier I leverage ratios as set forth in the table. There are no conditions
or events since that notification that management believes have changed the Bank's categony.
The Bank s actual capital amounts and ratios are also presented in the table below (dollars in thousands):

Minimum to Be Well
Capitalized Under

Minimum Capital Prompt Corrective
Actual Requirement Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31. 2016
Total nsk-based capital
(to risk-weighted assets) $ 33130 12.6%  § 22733 Ra6% $ 26.357 10.0%
Tier I capital
(to risk-weighted assets) §  29.833 11.3% § 17461 6.6% § 21085 8 0%
Common Equity Tier I capital
(1o risk-weighted assets) $  29.833 11.3%  $ 13.508 51%  $ 17.132 6.3%
Tier I capital
(10 adjusted total assets) $ 29.833 83% § 16.251 46% % 17.569 5.0%

Minimum to Be Well
Capitalized Under

Minimum Capital Prompt Corrective
Actual Requirement Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31. 2015
Total nsk-based capital
(to risk-weighted assets) $ 30827 13.0%  § 18921 RO% § 23632 10 0%
Tier | capital
(Lo nsk-weighted assets) $ 278063 11.8%  § 14191 60% § 18921 R.(1%%
Common Equity Tier I capital
(1o nsk-weighted assets) $ 27863 118% § 100643 43% % 1334 6.3%
Tier | capital
(10 adjusted total assets) $ 27863 &3% § 13451 40% § 16813 3.0%
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The above minimum capital requirements exclude the capital conservation buffer required to avoid limitations on
capital distnbutions. including dividend payments and certain discretionary' bonus payments to executive officers.
The capital conservation buffer is being phased in from 0.0% for 2015 to 2.50% by 2019. The capital conservation
buffer was 0.623% at December 31. 2016. The net unrealized gain or loss on available-for-sale securities is not
included in computing regulatory capital.

The Bank is subject to certain restrictions on the amount of dividends that it may declare without prior regulatory
approval. At December 31. 2016. approximately $6.537.000 of retained eamings was available for dividend
declaration without prior regulatory approval

Basel lll Capital Rules

In July 2013. the three federal bank regulatorny agencices jointly published final rules (the Basel 111 Capital Rules)
establishing a new comprehensive capital framework for U.S. banking organizations. The rules implement the Bascl
Committee”s December 2010 framework known as “Basel I1I"” for strengthening intemational capital standards as
well as certain provisions of the Dodd-Frank Act. These rules substantially revise the risk-bascd capital
requirements applicable to bank holding companies and depository institutions. compared to the current U.S. nsk-
basecd capital rules. The Basel 111 Capital Rules define the components of capital and address other issucs affecting
the numerator in banking institutions” regulatory capital ratios. These rules also address nisk weights and other
issues affecting the denominator in banking institutions” regulatory capital ratios and replace the existing risk-
weighting approach with a morc nisk-sensitive approach. The Basel 11l Capital Rules were effective for the Bank on
Januarv 1. 2015 (subject to a four-vear phase-in period).

The Basel 111 Capital Rules. among other things. (1) introduce a new capital measure called “Common Equity Tier 17
(CETY1). (1) specify that Tier 1 capital consist of CET1 and “Additional Tier | Capital” instruments mecting
specified requirements. (111) define CET1 narrowly by requiring that most deductions/adjustments to regulatory
capital measurcs be made to CET! and not to the other components of capital and (iv) expand the scope of the
deductions/adjustments as compared to existing regulations.

Note 13: Related Party Transactions

At December 31. 2016 and 2015, the Company had loans outstanding to cxecutive officers. directors. significant
shareholders and their affiliates (related partics). in the amount of $1.030.363 and $1.820.858. respectively.

Annual activity consisted of the following;

2016 2016
Beginning balance $  1.820.8358 $  3257.800
New loans 36.219 60.691
Repavments (826.714) (1.497.633)
Ending balance $  1.030.363 $  1.820.858

In management’s opinion. such loans and other extensions of credit and deposits were made in the ordinary course
of business and were made on substantially the same terms (including interest rates and collatcral) as thosc
prevailing at the time for comparable transactions with other persons. Further. in management’s opinion. these loans
did not involve more than normal risk of collectability or prescnt other unfavorable features.
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Deposits from related parties held by the Company at December 31, 2016 and 20135. totaled approximately
$1.026.426 and $1.323,231. respectively. Dunng the vears ended December 31. 2016 and 2015. the Company paid
approximately $49,000 and $32.000. respectively, for legal services provided by a law firm whose partner is an
immediate family member of a member of executive management and the board of directors.

Note 14: Employee Benefits

The Company has a retirement savings 401(k) plan covering substantially all employees. Emplovees may contribute
a portion of their compensation subject to IRS limitations. The Company matches 100 percent of the emplovee's
contribution on the first six percent of the emplovee’s compensation. Employer contributions charged to expense for
2016 and 2015. were approximately $267.000 and $245.000. respectively.

Note 15: Operating Leases

At December 31. 2015. the Company had a noncancellable operating lease for a facility that expired in 2016. Rental
expense for this lease was approximately $13.000 and $53.000 for the vears ended December 31. 2016_ and 2015.
respectively.

Note 16: Disclosures About Fair Value of Assets and Liabilities

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. Fair value measurements must maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value. There is a hierarchy of
three levels of inputs that may be used to measure fair value:

Level 1  Quoted prices in active markets for identical assets or liabilities that the entity can access at the
measurement date

Level 2  Observable inputs other than Level 1 prices. such as quoted prices for similar assets or liabilities:
quoted prices in markets that are not active: or other inputs that are observable or can be corroborated
by observable market data for substantially the full term of the assets or liabilitics

Level 3  Unobservable inputs that are supported by little or no market activity and that are significant to the
fair value of the assets or liabilities
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Recurring Measurements

The following table presents the fair value measurements of assets recognized in the accompanying balance sheets
measured at fair value on a recurring basis and the level within the fair value hierarchy in which the fair value
measurements fall at December 31, 2016 and 2015:

Fair Value Measurements Using

Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Fair Value (Level 1) (Level 2) {Level 3)
December 31. 2016
U.S. Government sponsored
enterprises (GSE) residential
mortgage-backed securities $ 35.656.891 $ - $ 35.656.891 $ -
State and political subdivisions 31.121.710 - 31.121.710
$ 66.778.601 $ - $ 66.778.601 $

December 31. 2015
U.S. Government and lederal
agency $  1.005745 5 = $  1.005.745 b -
U.S. Government sponsored
enterprises (GSE) residential

mortgage-backed securities 47.526.252 - 47.526.252 -
State and political subdivisions 35.127.693 - 35.127.693 -
$ 83.659.690 3 - § 83.659.690 $ -

Following is a description of the valuation methodologies and inputs used for assets measured at fair valuec on a
recurring basis and recognized in the accompanying balance sheets. as well as the general classification of such
asscts pursuant to the valuation hierarchy. There have been no significant changes in the valuation techniques
during the vears ended December 31, 2016 and 2015. For assets classified within Level 3 of the fair value hierarchy.
the process used to develop the reported fair value is described below .

Available-for-sale Securities

Where quoted market prices are available in an active market. securities are classified within Level 1 of the
valuation hierarchv. There were no Level | secunties identified by the Company. If quoted market prices arc not
available. then fair values are estimated by using pricing models. quoted prices of securities with similar
charactenstics or discounted cash flows. Level 2 secunties include U.S. Government and agency bonds. GSE
residential mortgage-backed securities and debt obligations and certain state and local political subdivision bonds.
In certain cases where Level 1 or Level 2 inputs are not available. securities are classified within Level 3 of the
hierarchy. There were no Level 3 secunties identified by the Company.
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Third-party vendors compile prices from various sources and may apply such techniques as matrix pricing to
determine the value of identical or similar investment securities (Level 2). Matrix pricing is a mathematical
technique widely used in the financial institution industry to value investment securities without relving exclusively
on quoted prices for specific investment securities, but rather relving on the investment securities” relationship to
other benchmark quoted investment securities. Matrix pricing is utilized in the valuation of the U.S. Government
and agency debt and mortgage-backed secunties as well as securities issued by state and political subdivisions.

Nonrecurring Measurements

The following table presents the fair value measurement of assets and liabilities measured at fair value on a
nonrccurring basis and the level within the fair value hierarchy in which the fair value measurements fall at
December 31. 2016 and 2015:

Fair Value Measurements Using

Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
December 31. 2016
Foreclosed assets held for sale $ 330.000 $ - $ - $ 350.000
December 31. 2015
Foreclosed assets held for sale $ 678.658 $ - $ - $ 678.658

Following is a description of the valuation methodologies and inputs used for assets and liabilities measured at fair
value on a nonrecurring basis and recognized in the accompanying balance sheets. as well as the general
classification of such assets and liabilities pursuant to the valuation hicrarchy. For assets classified within Level 3 of
the fair value hierarchy. the process used to develop the reported fair value is described below.

Foreclosed Assets Held for Sale

Foreclosed assets held for sale or other real estate owned (OREO) is carried at the lower of fair value at acquisition
date or current estimated fair value. less estimated cost to scll when the real estate is acquired. Estimated fair value
of OREQ is based on appraisals or evaluations. OREQ is classified within Level 3 of the fair value hierarchy.

Appraisals of OREO are obtained when the real estate 1s acquired and. subsequently. as deemed necessary.
Appraisals are reviewed for accuracy and consistency by management. The appraised values are reduced by
discounts to consider lack of marketability and estimated cost to sell if repayvment or satisfaction of the loan is
dependent on the sale of the collateral. These discounts ranged from 6 percent to 15 percent for OREO at
December 31, 2016 and 20135.

Note 17: Significant Estimates and Concentrations

Accounting principles generally accepted in the United States of America require disclosure of certain significant
estimates and current vulnerabilities due to certain concentrations. Estimates related to the allowance for loan losses
are reflected in the footnote regarding loans. Current vulnerabilities due to certain concentrations of credit risk are
discussed in the footnote on commitments and credit risk.
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Investments

The Company invests in various investment securities. Investment secunties are exposed to various risks such as
interest rate. market and credit risks. Due to the level of nisk associated with certain investment securities. it 1S at
least reasonably possible that changes in the values of investment securities will occur in the near term and that such
change could matenally affect the amounts reported in the accompanying balance sheets.

Note 18: Commitments and Credit Risk

Commitments to Originate Loans and Lines of Credit

Commitments to originate loans and lines of credit are agreements to lend to a customer as long as there is no
violation of anv condition established in the contract. Commitments and lines of credit generally have fixed
expiration dates or other termination clauses and may require pavment of a fee. Since a portion of the commitments
and lines of credit may expire without being drawn upon, the total commitment amounts do not necessarily represent
future cash requirements. Each customer’s creditworthiness is evaluated on a case-by-casc basis. The amount of
collateral obtained. if deemed necessary. is based on management'’s credit evaluation of the counterparty. Collateral
held vanes. but may include accounts receivable. inventory, property. plant and equipment. commercial real estate
and residential real estate.

At December 31, 2016 and 20135. the Company had outstanding commitments to originate loans and unused lines of
credit aggregating approximately $30.455.000 and $30,182,000. respectively.

The commitments extended over varving periods of time with the majonty being disbursed within a one-vear period.

Standby Letters of Credit
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Standby letters of credit are irrevocable conditional commitments issued by the Company to guarantee the
performance of a customer to a third-party. Financial standby letters of credit are primarily issued to support public
and private borrowing arrangements. including commercial paper, bond financing and similar transactions.
Performance standby letters of credit are issued to guarantee performance of certain customers under non-financial
contractual obligations. The credit risk involved in issuing standby letters of credit is essentially the same as that
involved in extending loans to customers. Fees for letters of credit are initially recorded by the Company as deferred
revenue and are included in carnings at the termination of the respective agreements. Should the Company be
obligated to perform under the standby letters of credit. the Company may seck recourse from the customer for
reimbursement of amounts paid.

The Company had total outstanding standby letters of credit amounting to $812.000 and $526.000 at December 31.
2016 and 2013, respectively, with terms ranging from seven months to two vears.
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Note 19: Condensed Financial Information (Parent Company Only)

Presented below is condensed financial information as to financial position. results of operations and cash flows of

the Company:
Condensed Balance Sheets

Assets

Cash and due from banks
Investment in Bank
Investment in Trust
Due from bank subsidiarv

Total assets

Liabilities and Stockholders' Equity

Liabilities
Long-term debt
Other liabilities

Total liabilities

Stockholders' Equity
Common stock
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income (loss)

Total stockholders’ equity

Total liabilities and stockholders’ equity

2016 2015
) 25.046 $ 16,051
29.773.946 28.906.513
93.000 93.000
272.972 138.309
5 30.164.964 $ 29.153.873
$  5493.000 $  6.243.000
288.420 188.314
5.781.420 6.431.314
188.928 188.928
4.606.345 4.606.345
20.279.813 17.363.580
(691.542) 563.706
24.383.544 22.722:559)
$ 30.164.964 $ 29.153.873
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Condensed Statements of Comprehensive Income

2016 2015
Income
Dividends from Bank $ 1,330,000 $ 590,000
Interest income 3,623 3,237
Total income 1,333,623 593,237
Expenses
Interest expense 239,493 242118
Other expense 4,423 9,482
Total expenses 243,916 251,600
Income (Loss) Before Income Tax and Equity in
Undistributed Net Income of Bank 1,089,707 341,637
Income Tax Benefit (81,700) (84,442)
Income Before Equity in Undistributed Net
Income of Bank 1,171,407 426,079
Equity in Undistributed Net Income of Bank 2,122,682 2,178,623
Net Income 3,294,089 2,604,702
Other comprehensive income (loss) (1.255,248) 102,516
Comprehensive Income $ 2,038,841 $ 2,707,218
Condensed Statements of Cash Flows
2016 2015
Operating Activities
Net income $ 3,294,089 $ 2.604,702
Equity in undistributed income of Bank (2,122,682) (2,178,623)
Net change in due from Bank and other assets (134,663) (71,278)
Net change in other liabilities 100,107 97,469
Net cash provided by operating activities 1,136,851 452.270
Financing Activities
Dividends paid (377,856) (188,932)
Repayments of long-term debt (3,150,000) (350,000)
Proceeds of other borrowings 2,400,000 -
Net cash used in financing activities (1.127.856) (538,932)
Net Change in Cash and Cash Equivalents 8,995 (86,662)
Cash and Cash Equivalents, Beginning of Year 16,051 102,713
Cash and Cash Equivalents, End of Year $ 25,046 $ 16,051




First San Benito Bancshares Corporation
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

Note 20: Subsequent Events

Subsequent events have been evaluated through the date of the Independent Auditor’s Report on the consolidated
financial statements, which is the date the consolidated financial statements were available to be issued.
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