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FORM FR Y.6
FIRST NEW MEXICO FINANCIAL CORPORATION

Fiscal Year Ending December 31,2015

Report ltem 3: Securities Holders
(t )(a)(b)(c) and (2Xa)(b)(c)

Current securities holders with ownership, control or holdings of 5o/o or more with power to vote
as of fiscal year ending 12-31-2016.

(1Xa)
Name

City, State, Country

(1Xb)
Country of Citizenship

or lncorporation

(t)(c)
Number and Percentage of

Each Class of Voting Securities

Gertrude Kretek
Deming, NM 88030, USA

Geraldine Kretek
Deming, NM 88030, USA

Frank Kretek
El Paso, TX 79912, USA

The Kretek Corporation
Deming, NM 88030, USA

Charles Kretek
Deming, NM 88030, USA

Leon J. Whitaker Revocable
Trust
Richard Patterson Trustee
Deming, NM 88031, USA

Triadic Enterprises
Retirement Fund
Richard Patterson, Trustee
Deming, NM 88031, USA

Richard or Nancy Patterson
Deming, NM 88031, USA

USA

USA

USA

USA

USA

USA

USA

USA

1835 3.43% Common Stock

1284 2.40o/o Common Stock

527 0.99% Common Stock

250 OA7% Common Stock

20 0.04% Common Stock

3916 7.320/o

1400 2.620/o Common Stock

3346 6.250/o Common Stock

1175 2.2oo/o Common Stock

11.07o/o5921



FORM FR Y-6
FIRST NEW MEXICO FINANGIAL CORPORATION

FiscalYear Ending December 31, 2016

Report ltem 3: Securities Holders
(1 Xa)(bXc) and (2XaXb)(c)

Current securities holders with ownership, control or holdings ol SYo or more with power to vote
as offiscal year ending 12-31-2016.

(1Xa)
Name,

City, State, Country

(1 )(b)
Country of Citizenship

or lncorporation
Number and Percentage of

Each Class of Voting Securities

(1Xc)

Frederick Sherman
Deming, NM 88030, USA

Janie Jontz Sherman
Sante Fe, NM 87501, USA

Jan Sherman
Bayard, NM 88023, USA

Benjamin Sherman
Silver City, NM 88062, USA

Jerah Sherman
Deming, NM 88030, USA

Jakub Sherman
Deming, NM 88030, USA

Jennifer Sherman
San Mateo, CA 94401, USA

John Sherman
Silver City, NM 88061, USA

Robert Sherman
Albququerque, NM 87114, USA

Sherman Family Foundation
Deming, NM 88030, USA

USA

USA

USA

USA

USA

USA

USA

USA

USA

USA

3743 7.00o/o Common Stock

623 1.17o/o Common Stock

500 0.94o/o Common Stock

168 0.31o/o Common Stock

276 0.52o/o Common Stock

272 0.51Yo Common Stock

30 0.06% Common Stock

125 O.23o/o Common Stock

15 0.03% Common Stock

142 0.27o/o Common Stock

5894 11.O2o/o



FORM FR Y-6
FIRST NEW MEXICO FINANCIAIL C'ORPORATION

Fiscal Year Ending December 31, 2016

Securitiesholdgrs nqt listed in (3)(1)(4,through.3(f Xe) that had qwners.hip, csntrolor
holdings of 5% or nrore with power io vote dudng the fscal year: ending 12-31-20'16.

(2Xa) (zXh) (2-)(0)i

Narne. Countrlrell0itizenship Numberand PerpEntageof
Gi[y, ,9191s, Couin'trv or Incoirporatisn Each Class of Vo$ng S-ecurities
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MEXICO
F/NANCIAL COKPORATIONt

*t

Deming, New Mexico . Silver City, New Mexico a Las Cruces, New Mexico
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t
*1 FINANCIAL CORPORATION

P.O, BOX 511 . DEt\,ilNG, NEW MEXTCO 88031-0511 . 505-54G2691

To the Shareholders,

A great story is one which can be told again and again, and when told, give encouragement and enjo)rment to

those who hear.This will hopefully be the case for you as a Shareholder when reviewing our results for 2016

as outlined throughout this report.

The past year brought many challenges and blessings for the First New Mexico Bank family. Our banks en-

joyed another year of profitability and growth with consolidated assets topping $450 million and earnings per

share surpassing $ 100. Both of these achievements mark new milestones for our group.

Our leadership teams throughout Deming, Silver City and Las Cruces have developed and honed skills

unique to the community banking markets we serve. Our leaders believe that by mentoring our core values

throughout the banks, our future will be ensured in the community banking industry and the markets we

serve.

The ability to achieve success, and remain successful, in the community banking industry has never been

more challenging as evidenced by the alarming reduction of community bank numbers across the country.

Our commitment to traditional banking, coupled with efficient use of technology, has allowed our banks to
remain relevant and thrive during the past year.

We thank the Lord each and every day for our bank Shareholders, Directors, Officers and employees who

make First New Mexico Financial Corporation the best place to work and invest in New Mexico.

Keeping our focus upon the future, while being true to our successful roots, will direct our mission of

creating value for our Shareholders throughout strategic focus on management, continued implementation

of technology and efficient use of our resources to ensure our place as one of the best community banking

organizations in the nation.

Sincerely,

Sean Ormand

President/CEO
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OFF CERS

Teresa O. Molina, President

Rosa Perez, Sr.Vice President

Adina Delgado,Vice President

Kathleen L. Duran,Vice President

Gloria Herrera,Vice President

Kathleen Keene,Assistant Vice President
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Roxana Rincon,AssistantVice President
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FIRST NEW MEXICO BANK,
DEMING, NEW MEXICO

FIRST NEW MEXICO BANK,

SILVER CITY, NEW MEXICO

D RECTORS

Sam D. Baca

G.G. Gore

Dr.John Lundy

Teresa O. Molina

Richard L. Patterson

Gary Shiflett

DIR CTORS

Richard Griffin

Charles Hamilton

Dr.J. Hal Hopson

Brett Kasten

Scott Kennedy

Sean Ormand

Frank Quarrell

OFFICERS

Sean Ormand, President & CEO

Donna Monzingo, ExecutiveVice President & COO

Leslie Rodriguez,Vice President

Cheryl Legarda,Vice President

Lisa Serna,Vice President

Nancy Archuleta,Vice President
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A.D. Richins Jr., fusistantVice President

Antonio Quesada lYAssistantVice President

Patrick Cohn,AssistantVice President



FI.RSI ]NEW MEX|CO BANK,
IAS CRUCES. NEW D!il'Bfl CO

O]FF,ICE.RS

Sharron Stuart, Fresident

Jmlie Koenig, BecWiyeVie"e Pr'es,ident & C O
l"iia KeF SeniorrVice hesideng

Drinna Sqyl<er, SeniqrMeer Presldenq

Ctuck \Milgpr', Se nlor Vice Presiderrt

Monica McDonald,Vice Prcsident

Ma,rtrlf Martinez,l[EsJstElltVleePresldent

Rlehand Medim&As{ii6@nrMce President

D REGTORS

Tir.n'Nesbitt

Rirehand, l-.,hcerson

AnthomySmith

EgrlC=SP-ntiell

,C-iistr:€ $tlalt
Sharron Stuart



FIRST NEW MEXICO FINANCIAL CORPORATION

CONSOLI DATED FI NAN CIAL STATEM ENTS

AND

SU PPLEM ENTARY I N FORMATIO N

WITH

IN DEPEN DENT AUDITOR'S REPORT

YEARS ENDED DECEMBER 3I,2OI6AND 2OI5



o

o

!ndependent auditor's report

Financial statements:

Consolidated balance sheets.......... .............................. 3

Consolidated statements of income... ........................4

Consolidated statements of changes in stockholders' equity....-5

Consolidatedstatementsofcashflows........... ..........6

Notes to consolidated fi nancial statements.... 7

SupplementarT information:

Consolidating balance sheet........... ......32

Consolidating statement of income... .......................33



LLP
Gertffied Public Accountants

ND PEND NT AUDITOR'S R PORT

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

We have audited the accompanying consolidated financial

statements of First New Mexico Financial Corporation and

its Subsidiaries, which comprise the consolidated balance

sheets as of December 3 !, 2016 and 2015, and the related
consolidated statements of income, changes in stockhold-
ers' equity and cash flows for the years then ended, and

the related notes to the financial statements.

Ec

B"e I ul

Anthony E. Bock CPA
Adam M. Bock CPA

MichaelA. Bock CPA

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the consol-
idated financial statements. The procedures selected de-
pend on the auditort judgmeng including the assessment

of the risk of material misstatement of the financial state-
ments, whether due to fraud or error. ln making those risk
assessments, the auditor considers internal control rele-
vant to the entityt 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 effec-
tiveness 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

manatement, 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

ln our opinion, the consolidated financial statements re-
ferred to above present fairly, in all material respects, the
financial position of First New Mexico Financial Corpo-
ration and its Subsidiaries as of December 3 l, 2015 and

2015, and the results of their operations and their cash

flows for the years then ended in accordance with ac-

counting principles generally accepted in the United States

of America.

Management's Responsibility
for the Financial Statements

Management is responsible for the preparation and fair
presentation of these consolidated financial statements in
accordance with accounting principles generally accepted
in the United States of America, this includes the design,

implementation, and maintenance of internal control
relevant to the preparation and fair presentation offinan-
cial statements that are free from material misstatement,
whether due to error or fraud.

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 stan-
dards generally accepted in the United States ofAmerica.
Those standards require that we plan and perform the
audits to obtain reasonable assurance whether the consol-
idated financial statements are free of material misstate-
menL

January 16,2017
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F RST NEW MEX CO F NANC AL CORPORAT ON
CONSOL DATED BALANCE SHEETS

ASSETS

December 3 l,

Cash and due from banks

lnterest bearing deposits with banks

Total cash and cash equivalents

lnvestment securities

Loans, net

Bank premises and equipment, net

lnterest receivable

Other assets

Deposits
Accrued interest payable

Other liabilities

Commitments and contingencies

Stockholders' equity:
Common stock, $ l0 par value

Authorized 1,000,000 shares
lssued: 53,473 shares in 2016

and 53,604 shares in 2015

Retained earnings

Less treasury stock at cost" 0 shares in 20 I 6

and 0 shares in 20 I 5

2016

$ 3 1,892,438
86.665.81 I

I t8,559,249

r5 r,058,608

165,5 10,861

r0,s34,908

2,813,24t

8.93 t.73s

$457.408.602

LIAB!LIT!ES AND STOCKHOLDERS' EOUITY

$386,827,128
34,497

8.460.992

39S3AL6t7

534,730
61.55 1.255

62,085,985

2015

$ 10,751,522
96.357.1t7

107, 108,639

155,450,915

164,697,105

10,898,492

2,827,309

8.69s.742

s449.678.202

$383,5 10,999

47,194
7.678.t87

39t.236.379

536,040
57.90s.783

58,441,823

s8.44 r.82362.08s.98s

$457.408.602

The occomponying notes ore integrol ports of the finonciol stotements.

3

s+49.678.202



FIRST NEYY MEX CO F NANC AL CORPORATION
CONSOL DATED STATEMENTS OF INCOME

Years ended December 31.

lnterest income:
lnterest and fees on loans

lnterest on investment securities
lnterest on deposits in banks

lnterest expense:

lnterest on deposits
lnterest on federal funds purchased

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Other noninterest income:
Service fees

Other

Other expenses:

Salaries and employee benefits
Occupancy expenses, net
Other operating expenses

Net income before income taxes

Federal and state income taxes

Net income

Earnings per share, based on weighted-average
number of shares outstanding

2016

$ 12,502,351

4,579,715
522_365

,7,604,431

920,958

920.958

16,683,473

397^756

16.286.217

1,216,206
4 il.936

1.628.142

5,617,848
932,467

4.369.911

10.920.246

6,994,1l3

1.642.857

$ 5.35 t.256

20 t5

$12,114,285
4,737,405

283.099

17,134,789

986,415

986.4 rS

16,148,374

244.SOO

15.903.874

1,272,751
3 I t.957

t.584.708

5,308,046
864,191

4.757_5?4

10.929.761

6,558,821

t3 t2

$ 5.206.009

s r00.0s

The occomponying notes ore integrol ports of the finonciol stotements.

4

$9.6.85



F RST NEYY MEX CO FINANC AL CORPORAT ON CONSOL DATED
STATEM NTS OF CHANGES N STOCKHOLDERS' QU TY

Years ended December 31,2016 and 2015

Common stock
Shares Amount

Treasury
stock

Stockholders'
eouiw

55,234,472

5,206,009

5,206,009

(654,625)

103,275

( 1.447.308)

58,441,823

5,351,256

5,35 1,255

(668,000)

458, I 50

o.497.244\

Balances, December 3 l, 20 l4

Net income

Other comprehensive income:

no items

Total Comprehensive lncome

Purchase of treasury stock

Sale of treasury stock

Cancellation of treasury stock

Cash dividend declared,

$27.00 per share

Balances, December 3 l, 2015

Net income

Other comprehensive income:

no items

Total Comprehensive lncome

Purchase of treasury stock

Sale of treasury stock

Cancellation of treasury stock

Cash dividend declared,

$28.00 per share

Balances, December 3 l, 2016

53,966 539,660 54,694,812

5,206,009

(362) (3,620) (547,730)

( r.447.308)

53,604 536,040 57,905,783

5,351,256

(r3r) (208,s40)

il.497.244\

53.473 $534.730 $6 t.55 t.255 s

,3 0)

The occomponying notes ore integrol parts of the finonciol stotements.

5

$62.085.985



F RST NEVY MEX CO F NANC AL CORPORAT ON
CONSOL DATED STATEMENTS OF CASH FLOWS

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

provided by operating activities:
Provision for loan losses

Depreciation
Deferred income taxes
lnvestment security amoftization (accretion), net
Cash value life insurance
(Gain)/loss on sale of assets

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

lncrease (decrease) in other liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of held-to-maturity securities
Proceeds from maturities of held-to-maturity securities
Net (increase) decrease in loans
Proceeds from sale of assets

Purchase equipment and bank improvements

Net cash used in investing activities

Cash flows from financing activities:
Net increase in demand and time deposits
Payments to acquire treasury stock
Sale of treasury stock
Dividends paid

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Years ended December 31.

2016 20t5

$ 5,35 1,256 $ 5,206,009

397,256
608,3 l0
(94,768)
968,875

( r 39,0 t5)
2,922

14,070

(12,699)
(232, I 35)
7n.s97

7.596.669

( t7,668, t88)
2 t,09 r,620
( t,2l I,0 t 2)

227,000
(244.72e1

)t 94.691

3,316,408
(668,000)
458, I 50

lt 7.308)

t.659-250

I 1,450,610

t07. r08.639

244,500
7114U
(r434n
991,390

( t4 t,64 t)

(t7,574)
(5,860)

(547,696)
lt 20)

6.225.935

( I 3,846,399)
12,059, 169

(5,485,246)

(5 t8.47 t)

0 94

3,949,660
(654,625)

103,275
fi I t6)

t.995. t94

403, I 82

106.678.457

$ I t8.559.249

The occomponying notes ore integrol ports of the finonciolstotements

6
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FIRST NEVY HEX CO F NANC AL CORPORAT ON
NOTES TO CONSOL DATED F NANCIAL STATEMENTS

December 3 l, 2016 and 2015

NOTE I - SUMMARY OF SIGNIFICANTACCOUNTING POLICIES

The Corporation has evaluated subsequent events through January 16, 2017, the date which the financial statements were
available to be issued.

First New Mexico Financial Corporation (the Corporation) is a bank holding company whose principal activity is the
ownership and management of its wholly-owned subsidiaries First New Mexico Bank-Deming, First New Mexico Bank-

Las Cruces and First New Mexico Bank-Silver City (the Banks). The Bank generate commercial (including agricultural),
mortgate and consumer loans and receive deposis from customers located primarily in Deming, Silver City, Las Cruces,
New Mexico and the surrounding areas. The Banks operate under a state bank charter and provide full banking services.
fu state bank, the Banks are subject to regulation by the New Mexico Banking Department and the Federal Deposit ln-
surance Corporation.

The consolidated financial statements include the accounts of First New Mexico Financial Corporation, and its wholly-
owned subsidiaries, First New Mexico Bank Deming, Las Cruces and Silver City. ln consolidation, all significant intercom-
pany balances and transactions have been eliminated.

The preparation of consolidated financial statements in conformity with generally accepted accountint principles in the
United States (GAAP) requires management to make estimates and assumptions that affect the reported amounts of assets

and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Accounting principles generally require that recognized revenue, expenses, gains, and losses be included in net income.
Certain changes in assets and liabilities, such as unrealized gains and losses on available-for-sale securities, are reported as

a separate component of the shareholders' equity section of the statement of financial condition. Such items, along with
net income, are components of comprehensive income.

Securities classified as held-to-maturity are those debt securities the Banks have both the intent and ability to hold to
maturity regardless of changes in market conditions, liquidity needs for changes in general economic conditions. These
securities are carried at cost, adjusted for amortization of premium and accretion of discount, computed using the interest
method, over their contractual lives.
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,nvestment securities (Co ntn ued)

Securities classified as available-for-sale are equity securities with readily determinable fair values and those debt securities
that the Bank intend to hold for an indefinite period of time but not necessarily to maturity. Any decision to sell a security
classified as available-for-sale would be based on various factors, including significant moyement in interest rates, changes

in the maturity mix of the Bank's assets and liabilities, liquidity needs, regulatory capital considerations, and other similar
factors. These securities are carried at estimated fair value based on information provided by a third party pricing service
with unrealized gains or losses excluded from net income in accumulated other comprehensive income (loss), which is

reportable as a separate component of shareholders' equity, net of the related deferred tax effect.

Dividend and interest income, including amortization of premium and accretion of discount arising at acquisition, from all

categories of investment securities are included in interest income in the consolidated statements of income.

Gains and losses realized on sales of investment securities, determined using the adjusted cost basis of the specific secu-
rities sold, are included in noninterest income in the consolidated statements of income. Additionally, declines in the esti-
mated fair value of individual investment securities below their cost that are other-than-temporary are reflected as realized
losses in the statements of income. Factors affecting the determination of whether an other-than-temporary impairment
has occurred include a downgrading of the security by a rating atency, a significant deterioration in the financial condition
of the issue6 or that management would not have the intent and ability to hold a security for a period of time sufficient to
allow for any anticipated recovery in fair value.

Restricted stockis stockfrom theTexas lndependent Bankers Bankand Bankers Bankof theWesqwhich are restricted as

to their marketability. Because no ready market exists for these investments and they have no quoted market value, the
Bank's investments in these stocks are carried at cost.

Loans originated and intended for sale in the secondary market are carried at the lower of original cost or market value in
compliance with FASBASC 948-310. Market value is determined on a loan-by-loan basis. Net unrealized losses are recog-
nized through a valuation allowance by charges to income. All sales are made without recourse.

Loans are carried at the amount of unpaid principal, adjusted for deferred loan fees and origination costs. lnterest on loans

is accrued based on the principal amounts outstanding. Nonrefundable loan fees and related direct costs are deferred and

the net amount is amortized to income as a yield adjustment over the life of the loan using the interest method.When
principal or interest is delinquent for ninety days or more, the Banks evaluates the loan for nonaccrual status.

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

been collected.

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan losses

charged to earnings. Loan losses are charged against the allowance when management believes the uncollectibility of a

loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.The allowance is based on two basic

principles of accounting: (i) FASB ASC 450, Contingencies, which requires that losses be accrued when they are probable of
occurring and estimable and (ii) FASBASC 310, Receivables,which requires that losses or impaired loans be accrued based

on the differences between the loan balance and either the value of collateral, if such loans are considered to be collateral
dependent and in the process of collection, or the present value of future cash flows, or the loan's value as observable in the
secondary market"A loan is considered impaired when, based on current information and events, the Banks have concerns

about the ability to collect the scheduled payments of principal or interest when due according to the contractual terms
of the loan agreement.

I
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Loans ond ollowonce for loon losses (Continued)

Factors considered by management in determining impairment include payment status, collateral value and the probability
of collecting scheduled principal and interest payments when due. Loans that experience insignificant payment delays and

pa)rment shortfalls generally are not classified as impaired. Management determines the significance of payment delays and

payment shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan and bor-
rowe6 including the length of the delay, the reasons for the delay, the borrower's prior payment record, and the amount of
the shorthll in relation to the principal and interest owed.

The Banks' allowance for loan losses has three basic components: the specific allowance, the formula allowance and the
pooled allowance. Each of these components is determined based upon estimates that can and do change when the actual

events occur.As a result of the uncertainties inherent in the estimation process, managementl estimate of loan losses and

the related allowance could change in the near term.

The specific allowance component is used to indiyidually establish an allowance for loans identified for impairment testing.
When impairment is identified, a specific reserve may be established based on the Bank calculation of the estimated loss

embedded in the individual loan. lmpairment testing includes consideration of the borrower's overall financial condition,
resources and payment record, support available from financial guarantors and the hir market value of collateral.These
factors are combined to estimate the probability and severity of inherent losses. Large groups of smaller balance, homoge-
neous loans are collectively evaluated for impairment.

The formula allowance component is used for estimating the loss on internally risk rated loans exclusive of those identified
as impaired.The loans meeting the Bank internal criteria for classification, such as special mention, substandard, doubtful
and loss, as well as specifically identified impaired loans, are segregated from performing loans within the portfolio.These
internally classified loans are then grouped by loan type (real estate, agricultural, commercial or consumer). Each loan type
is assigned an allowance factor based on managementl estimate of the associated risk, complexity and size of the individual

loans within the particular loan categoq/. Classified loans are assigned a higher allowance factor than non-classified loans

due to manatement's concerns regarding collectability or management's knowledge of pafticular elements surrounding the
borrower.Allowance factors increase with the worsening of the internal risk rating.

The pooled formula component is used to estimate the losses inherent in the pools of non-classified loans.These loans are

then also segregated by loan type and allowance factors are assigned by management based on delinquencies, loss history,
trends in volume and terms of loans, effects of changes in lending policy, the experience and depth of manatement, national
and local economic trends, concentrations of credit, results of the loan review s)rstem and the effect of external factors (i.e.

competition and regulatory requirements).The allowance factors assigned differ by loan type.

Allowance factors and overall size of the allowance may change from period to period based on management's assessment

of the above-described factors and the relative weights given to each factor.ln addition,various regulatory agencies periodi-
cally review the allowance for loan losses.These agencies may require the Bank to make additions to the allowance for loan

losses based on their judgments of collectability based on information available to them at the time of their examination.

Loans are placed into a nonaccruing status and classified as nonperforming when the principal or interest has been in de-
fault for a period of 90 days or more unless the obligation is well secured and in the process of collection.A debt is "well
secured" if it is secured by (i) pledges of real or personal property, including securities, that have a realizable value sufficient
to discharge the debt, (including accrued interest), in full, or (ii) the guarantee of a financially responsible party.A debt is "in
the process of collection" if collection on the debt is proceeding in due course either through legal action, including judg-

ment enforcement procedure, or, in appropriate circumstances, through collection efforts not involving legal action which
are reasonably expected to result in repayment of the debt or in its restoration to a current status.

Loans classified as substandard or worse are considered for impairment testing.A substandard loan shows signs of continu-
ing negative financial trends and unprofitability and therefore, is inadequately protected by the current sound worth and

paying capacity of the obligor or of the collateral pledged, if any. The borrower on such loans typically exhibits one or more
of the following characteristics: financial ratios and profitability margins are well below industry average; a negative cash

flow position exists; debt service capacity is insuf{icient to the service debt and an improvement in the cash flow position

I



Loons ond ollowonce for loon losses (Contrnued)

is unlikely within the next twelve months;secondary and tertiary means of debt repayment are weak. Loans classified as

substandard are characterized by the probability that the Banks will not collect amounts due according to the contractual
terms or sustain some loss if the deficiencies are not corrected.

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

lmpaired loans include loans that have been classified as substandard or worse. Howeve[ certain loans have been paying as

agreed and have remained current, with some financial issues related to cash flow that have caused some concern as to the
ability of the borrower to perform in accordance with the current loan terms but not to such an extent as to require the
loan be put into a nonaccruing status. Cash receipts on impaired loans are recorded as interest income as received, unless
the loan is in a nonaccrual status.

The Bank charge-off policy states after all collection effors have been exhausted and the loan is deemed to be a loss, it will
be charged to the Bank established allowance for loan losses. Loans are generally evaluated for loss potential at the 90th
day past due threshold, and any loss is recognized no later than the l20th day past due threshold;each loss is evaluated on
its specific facts regarding the appropriate timing to recognize the loss.

Land is carried at cost. Bank premises and equipment are stated at cost less accumulated depreciation and amortization.
The provision for depreciation is computed using the straight-line method based upon the estimated useful lives of the
assets. Maintenance and repairs are expensed as incurred while major additions and improvements are capitalized. Gains
and losses on dispositions are included in current operations. For Federal income tax purposes, depreciation is computed
using the accelerated cost recovery system and the modified accelerated cost recovery system.

Real estate properties acquired through or in lieu of loan foreclosure are initially recorded at the fair value less estimated
selling cost at the date of foreclosure. Any write-downs based on the asset's fair value at the date of acquisition are charged

to the allowance for loan losses. After foreclosure, valuations are periodically pedormed by management and property
held for sale is carried at the lower of the new cost basis or fair value less cost to sell. lmpairment losses on property to
be held and used are measured as the amount by which the carrying amount of a property exceeds its fair value. Costs of
significant properq/ improvements are capitalized,whereas costs relating to holding properq/ are expensed. The portion of
interest costs relating to development of real estate is capitalized. Valuations are periodically performed by management,
and any subsequent write-downs are recorded as a charge to operations, if necessary, to reduce the carrying value of a
property to the lower of its cost or fair value less cost to sell.

The Banks purchased single-premium life insurance on certain employees. Appreciation in value of the insurance policies
is classified in noninterest income.

Provisions for income taxes are based on taxes payable or refundable for the current year and deferred uxes on tempo-
rary differences between the amount of taxable income and pretax financial income and between the tax bases of assets

and liabilities and their reported amounts in the financial statements. Deferred tax assets and liabilities are included in the
consolidated financial statements at currently enacted income titx rates applicable to the period in which the deferred tax
assets and liabilities are expected to be realized or settled. As changes in tax laws or rates are enacted, deferred tax assets

and liabilities are adjusted through the provision for income taxes. ln addition, deferred tax assets are reduced by a valua-

tion allowance when, in the opinion of management, it is more likely than not that some portion or all of the deferred tax

l0

Premises and equipment

Foreclosed properties

Banl< owned life insurance

lncome taxes



assets will not be realized.The Banks recognize interest and penalties related to income tax matters in income tax expense.

The Corporation and its subsidiaries file consolidated federal and state income tax returns. The subsidiaries are charged

by First New Mexico Financial Corporation for their share of the consolidated income taxes on a basis that they would
have paid if the subsidiaries had filed on a separate entity basis.

The Corporation does not have uncertain tax positions that are deemed material, and did not recognize any adjustments

for unrecognized tax benefis. The Corporation remains subiect to examination for income tax returns for the years

ending after December 3l ,2012.

First New Mexico Financial Corporation considers all cash and amounts due from depository institutions, interest-bearing
deposis and federal funds sold to be cash equivalents for purposes of the statements of cash flows. lnterest paid was

$908,261 and $992,277 for the years ended December 31,2016 and 20l5,respectively. lncome taxes paid were $1,265,096
and $ I ,227,000 for the years ended December 3 l, 2016 and 201 5, respectively.

Long-lived assets and certain identifiable intangible assets are reviewed for impairment whenever events or changes in cir-
cumstances indicate that the carrying amount of an asset ma), not be recoverable. Management reviews all material assets

annuallyfor possible impairment. lf such assets are considered to be impaired,the impairment recognized is measured as

the amount by which the carrying amount of the asset exceeds the estimated fair value of the assets.

The Bank accounts for transfers and servicing of financial assets in accordance with FASBASC 860. Transfers of financial
assets are accounted for as sales only when control over the assets has been surrendered. Control over transferred assets

is deemed to be surrendered when (l) the assets have been isolated from the Bank.(2) the transferee obtains the right
(free of conditions that constrain it from taking advantage of that right) to pledge or exchange the transferred assets. and

(3) the Banks do not maintain effective control over the transferred assets through an atreement to repurchase them
before their maturity.

Dividends may be paid so long as the bank maintains at least a7%capital to asset ratio and do not exceed currentyears
net earnings.

The Bank follow the policy of charging the costs of advertising to expense as incurred. AdvertisinS expense was $ I 65,764
and $ 185,718 for the years ended December 3 l, 2016 and 201 5, respectively.

Certain reclassifications have been made to the 20 l5 financial statement presentation to correspond to the current year's

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

FASB issued Accounting Standard Update (ASU) No. 2016-2, Leases Cficpic 842). ASU 2016-2, amont other things, requires
lessees to recognize most leases on-balance sheet, increasing reported assets and liabilities. Lessor accountint remains
substantially similar to current U.S. GAAPASU 20!6-2 will be effective for the Company on January 1,2019, utilizing the

Statements of cash flows

lmpairment of Long-lived assets

Transfers of financial assets

Restrictions on dividends

Advertising

Reclassifications
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modified retrospective transition approach. The Company is currently evaluating the impact of adopting ASU 2016-2 on
the Companyk consolidated fi nancial surtements.

FASB issuedASU No.20l6-13, Financial lnstruments - Credit Losses (Iopic 326): ASU 2016-13 is the final guidance on
the new current expected credit loss ("CECL') model.ASu 2016-13, a month other things, requires the incurred loss im-
pairment methodology in current GAAP be replaced with a methodology that reflects expected credit losses and requires
consideration of a broader rante of reasonable and supportable information to estimate future credit loss estimates. As
CECL encompasses all financial assets carried at amortized cost, the requirement that reserves be established based on
an organization's reasonable and supportable estimate of expected credit losses extends to be held to maturity ("HTM")
debt securities. ASU 2016-13 amends the accounting for credit losses on available-for-sale securities ("AFS"),whereby
credit losses will be presented as an allowance as opposed to write-down. ln addition, CECL will modif the accounting
for purchased loans with credit deterioration since organization, so that reserves are established at the date of acquisition
for purchased loans. Lastly,ASU 2016-13 requires enhanced disclosures on the significant estimates and iudgments used
to estimate credit losses, as well as on the credit quality and underwriting standards of an organizationt portfolio. These
disclosures require organizations to present the currently required credit quality disclosures disaggregated by the year of
origination or vintage. ASU 2016- I 3 allows for a modified retrospective approach with a cumulative effect adjustment to
the balance sheet upon adoption (charge to retained earnings instead of income statement). ASU 2016- I 3 will be effective
for the Company on January 1,2020,and early adoption is permitted. The Company is currently evaluating the impact of
adoptingASU 2016- 13 on the Company's consolidated financial statemens.
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NOTE 2 . NYESTMENT S CUR TI S

The amortized cost of investment securities as shown in the consolidated statements of financial condition and their
approximate market values were as follows:

Amortized
Cost

Unrealized
Gains

Unrealized
Losses

Fair

Value

,

Held-to-Maturity

December 3 l, 2016:

U.S. Government and agency

securities
State and municipal securities

December 31, 2015:

U.S. Government and agency

securities
State and municipal securities

One year or less

After one year through five years

After five years through ten years

After ten years

$15L68.608 $45&61_2 $fl.y0.92o $l5L0ZL25l_

$t55.450.915 S5.545.165 S (8t.6r6) $r60.9r4.464

Held-to-maturity securities carried at approximately $29,686,126 at December 31, 2016 and, $34,179,212 at December
3 l, 2015, were pledged to secure deposits as required or permitted by law. The market value of the pledged securities
was $30,389,68 I and $30,396,378 respectively.

The amortized cost and estimated fair value of securities held-to-maturity at December 3 l, 2016, by contractual maturi-
ty, are as follows:

Amortized
Cost FairValue

Amounts maturing in:

$ 42,222,789
t08.835.8 t9

$ 42,U9,725
I t2.601.190

$ 772,168
t.81 t.4s t

$ 1,340,459

4.204.706

$ (450,309)
( 1. r 20.667)

$ (28,ss4)
(53.062)

$ 42,544,648
r09.526.603

$ 44,161,630
|l6.752.834

$ 18,459,445

26,466,837
49,807,871
s6.374.455

$ r5 t.058.608

$ 18,638,052

27,637,541
50,363,882
55.431.776

$ t52.07t.251

t3



NOTE 2 - INVESTMENT SECURITIES (Continued)

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

lnformation pertainint to securities with gross unrealized losses at December 3 I ,2016 and 2015, aggregated by investment
categoD, and length of time that individual securities have been in a continuous loss position, follows:

Less than l2 Months l2 Months or Greater Total
Gross

Unrealized
Losses

Gross
Unrealized

FairValue Losses

Gross
Unrealized

FairValue Losses

)

FairValue

December 3 l, 2016:

U.S. Government and

atency securities
State and municipal

securities

$ t0,053,266 $ 368,533 $ 6,793,223 $ 81,776 $ t6,846,489 $ 450,309

30,172,721 800,841 10,192,484 3 I 9,826 40,365,205 1,120,667

December 3 l, 2015:

U.S. Government and

agency securities
State and municipal

securities

$ 1,488,944 $ 6,427 $ 4,908,307 $ 22,127 $6,397,25 I $ 28,554

1,221,212 11,634 9,713,695 41,428 t0,934,907 53,062

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more frequently
when economic or market concerns warrant such evaluation. Consideration is given to (l) the length of time and the
extent to which the fair value has been less than cost, (2) the financial condition and near-term prospects of the issuen

and (3) the intent and ability of the Banks to retain its investment in the issuer for a period of time sufficient to allow for
any anticipated recovery in fair value. The unrealized losses relate principally to current interest rates for similar types of
securities. ln analyzing an issuer's financial condition, management considers whether the securities are issued by the fed-
eral government, its agencies, or other governments, whether downgrades by bond rating agencies have occurred, and the
results of reviews of the issuer's financial condition. As management has the ability to hold debt securities until maturity, or
for the foreseeable future if classified as available for sale, no declines are deemed to be other-than-temporary.

NOTE 3 - RESTR CTED STOCK

The investment in restricted stock is as follows:

December 3 l,

2016 20 r5

Texas lndependent Bankers Bank

Bankers Bank of theWest

$ t00,000 $ t00,000

t49.805 t49.805

l4

s 249.805 $ 249.805



NOTE 4 - LOANS

The composition of recorded investment in loans by segment is as follows:

2016

December 3l

Secured by real estate
Agricultural production
Commercial
Consumer

Total loans

Unearned discounts

Total loans net of unearned discounts

Allowance for loan losses

Loans, net

$ 139,595,763

5,410,557
12,642,857
I r.582. t66

169,231,343

7.087)

r68,984,2s6

3.39s)

$ 165.5 t0.861

20 t5

$ 136,410,276
6,389,997

I 1,562,l5 I

I 3.801. I 53

t68, t63,577

il

Consumer loans, whether unsecured or secured by real estate, automobiles, or other personal properq/, are primarily sus-

ceptible to three primary risks; non-payment due to income loss, over-extension of credit and, when the borrower is unable

to pay, shortfall in collateral value.Typically non-payment is due to loss of job and will follow general economic trends in
the marketplace driven primarily by rises in the unemployment rate. Loss of collateral value can be due to market demand
shifu, damage to collateral itself or a combination of the two.

Problem consumer loans are generally identified by payment history of the borrower (delinquency).The Bank manages its
consumer loan portfolios by monitoring delinquency and contacting borrowers to encourage repayment, suggest modifi-
cations if appropriate, and, when continued scheduled payments become unrealistic, initiate repossession or foreclosure
through appropriate channels. Collateral values may be determined by appraisals obtained through Bank approved, licensed

appraisers, qualified independent third parties, public value information (blue book values for autos), sales invoices, or oth-
er appropriate means.Appropriate valuations are obtained at initiation of the credit and periodically (every 3-12 months
depending on collateral type) once repayment is questionable and the loan has been classified.

Agricultural loans are primarily susceptible to credit risk A borrower's production and ability to service debt can be af-

fected seriously by weather conditions and other natural factors not directly under their control. Aside from weather con-
ditions, the most significant variables affecting agricultural credit risk are market prices and governmental policies. Other
important factors include concentrations and limited-purpose collateral.

Commercial real estate loans generally fall into two categories, owner-occupied and non-owner occupied. Loans secured
by owner occupied real estate are primarily susceptible to changes in the business conditions of the related business.This

may be driven by, among other things, industry changes, geographic business changes, changes in the individual fortunes of
the business owner, and general economic conditions and changes in business cycles.These same risks apply to commercial
loans whether secured by equipment or other personal properq/ or unsecured. Losses on loans secured by owner occu-
pied real estate, equipmeng or other personal property generally are dictated by the value of underlying collateral at the
time of default and liquidation of the collateral.When default is driven by issues related specifically to the business owne[
collateralvalues tend to provide better repayment suppoft and may result in little or no loss.Alternatively,when default is
driven by more general economic conditions, underlying collateral generally has devalued more and results in larger losses

due to default. Loans secured by non-owner occupied real estate are primarily susceptible to risk associated with swings

l5



NOTE 4 - LOANS (Continued)

in occupancy or vacancy and related shifu in lease rates, rental rates or room rates. Most often these shifts are a result
of changes in general economic or market conditions or overbuilding and resultant over-supply. Losses are dependent on
value of underlying collateral at the time of default Values are generally driven by these same factors and influenced by
interest rates and required rates of return as well as changes in occupanc), costs.

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

Problem commercial loans are generally identified by periodic review of financial information which may include financial
statements, utx returns, rent rolls and payment history of the borrower (delinquency). Based on this information the Bank

may decide to take any of several courses of action including demand for repayment, additional collateral or guarantors, and,

when repayment becomes unlikely through borrower's income and cash flow, repossession or foreclosure of the underlying
collateral.

Collateral values may be determined by appraisals obtained through Bank approved, licensed appraisers, qualified inde-
pendent third parties, public value information (blue book values for autos), sales invoices, or other appropriate means.

Appropriate valuations are obtained at initiation of the credit and periodically (every 3- l2 months depending on collateral
type) once rePa)rment is questionable and the loan has been classified.

The following table summarizes the activity in the allowance for loan losses, and ending balances of loans for the periods
indicated:

December 3 1, 201 6

Real Estate Commercial Consumer

$ 255,965Beginning Balance
Charge offs

Recoveries
Provision

Ending Balance

Ending Balance:

lndividually evaluated

for impairment

Collectively evaluated

for impairment

Ending Balance:

Total loans

lndivid ually evaluated
for impairment

Collectively evaluated
for impairment

$ 357,n7 $
(r66,r20)

116.420
75.000

Total

3,300,649
(36 r,e30)

137,420
397.156

$ 2,5e0.e07
( res,8 t0)

18,@0
377.156

3,000

$ 2.735.353 S e6.000 $ 258.965 $ 383.02l $ 3.473.395

$ 100.895 $ $ $ $ t00.896

$ 2..634.457 $ 96.000 $ 2s8.e55 $ 383.077 S 3.372.49e

$ 954.345 $ 364 $ $ s 954.709

$ 1 38.64 t.4 t8 $5.4 t0. t93 512.642.8s7 $ il.582. t66 $168.276.634

t6



NOTE 4 - LOANS (Continued)

December 3l, 2015

Beginning Balance

Charge offs
Recoveries
Provision

Ending Balance

Ending Balance:

lndividually evaluated
for impairment

$ 96,000 $ 270,000
( r73,e63)

24,200
r35.728

$ 342,364
(86,027)

57,694
43.746

Total

$ 3,265,408
(3 re, r8s)
109,926
244,500

Real Estate Agricultural Commercial Consumer

$ 2.590.907 $ 96.000 $ 255.965 $ 357.777 $ 3.300.649

$ 62.071 (t $ 2l .550 S $ 83.621

Collectively evaluated
for impairment $ 2.s28.836 $ e6.000 $ 234.4ts $_lil.Jl7 $l2l-Z.02g

Ending Balance:

Total loans

lndividually evaluated
for impairment $ r.473.3s7 $ t53. 18 t $ 20. r75 s $___ll46J_13

Collectively evaluated
for impairment $134g16.9]_2 $623_6-816 $[J4].J76 $rl80rJl3 $l_66J16864

As part of the on-going monitoring of the credit quality of the Bank' loan portfolio, management track certain credit
quality indicators including, but not limited to, trends relating to (i) the level of criticized and classified loans, (ii) net charge-
offs, (iii) non-performing loans, and (iv) delinquency within the portfolio.

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

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

Special Mention - This grade represents "Other Assets Especially Mentioned" in accordance with regulatory
guidelines and includes loans that display some potential weaknesses, which, if left unaddressed, may result in deterioration
of the repayment prospects for the asset or may inadequately protect the Banks position in the future. These loans warrant
more than normal supervision and attention.

Substandard - This grade represents "Substandard" loans in accordance with regulatory guidelines. Loans with this rating
typically exhibit weaknesses that are well defined to the point that repayment is jeopardized. Loss potential is howeve6 not
necessarily evident. The underlying collateral supporting the credit appears to have sufficient value to protect the Banks

from loss of principal and accrued interest, or the loan has been written down to the point where that is true. There is a

definite need for a well defined workout/rehabilitation program.

Doubtful -This grade represents "Doubtful" loans in accordance with regulatory guidelines. An asset classified as Doubtful

t7



NOTE 4 - LOANS (Continued)

has all the weaknesses inherent in a loan classified Substandard with the added characteristics that the weaknesses make
collection or liquidation in full, on the basis of currently existing facts, conditions and values, highly questionable and im-
probable. Pending factors include proposed mergeG acquisition, or liquidation procedures, capital injection, perfecting liens
on additional collateral and financing plans.

Loss -This grade represents "Loss" loans in accordance with regulatory guidelines. A loan classified as Loss is considered
uncollectible and of such little value that its continuance as a bankable asset is not warranted. This classification does not
mean that the loan has absolutely no recovery or salvage value, but rather that it is not practical or desirable to defer
writing offthe loan,even though some recoyery may be affected in the future. The portion of the loan that is graded loss
should be charged off no later than the end of the quafter in which the loss is identified.

I8



NOTE 4 - LOANS (Continued)

The following tables present ending loan balances by loan categoq/ and risk grade for the periods indicated:

December 3 l, 2016

Real Estate Agricultural Commercial Consumer Total

Pass

Special mention
Substandard

Total loans

$ 129,I8l ,701
3,564,275
6.849.747

$ r39.595.763

$4,I 12,055
429,152
869.350

$ I 1,908,367

195,853

538.637

$ I 1,452,71 I

59,507
69.948

$ 156,654,834
4,748,787
8.327.722

$5.4 0.557 512.642.857 $ il.582. r 66 $ t 69.23 r.343

December 3 1,2015

Pass

Special mention
Substandard

Past due:

30-59 days

60-89 days
>90 days still accruing
Nonaccrual

Total past due

Current

Total loans

Real Estate

$ 128,I 52,792
4,009,464
4.248.020 353.18t

$13,722,238
21,239
57.676

$ 155,559,33 I

5,685,825
6.918.421

Commercial Consumer Total

$7,647,485
1,655,122
2.259.544

Total loans $r36.4r0.276 $6.389.997 $il.562.tst $13.80t.r53 $r68.!63.577

Once a loan becomes delinquent and repayment becomes questionable, a Bank collection officer will address collateral
shortfalls with the borrower and attempt to obtain additional collateral. lf this is not forthcoming and payment in full is
unlikely, the Bank will estimate its probable loss, using a recent valuation as appropriate to the underlying collateral less

estimated costs of sale, and charge the loan down to the estimated net realizable amounc Depending on the length of
time until ultimate collection, the Bank may revalue the underlying collateral and take additional charge-offs as warranted.
Revaluations ma), occur as often as every 3-12 months depending on the underlying collateral and volatility of values. Final

charge-offs or recoveries are taken when collateral is liquidated and actual loss is known. Unpaid balances on loans after
or during collection and liquidation may also be pursued through lawsuit and attachment of wages or judgment liens on
borrower's other assets.

The following table shows the ending balance of curreng past due and nonaccrual loans by category for the periods indi-
cated:

December 3l 20 t6

Real Estate Agricultura! Commercial Consumer Total

$ 1,594,540

73,697
37,535

857.916

$ $ $ 338,841 $
68,868

r.892

1,933,381

t42,565
37,535

860.172364

2.563.688 409,601 2,973,653

r37.032.07s s.4 r0. 193 12.647.857 I t. t72.565 t66.257.690

$l39.595.763 $5.4t0.557 $)2.647.857 $!t.582.166 $169.231.343

364

t9



NOTE 4 - LOANS (Continued)

Past due:

30-59 days

60-89 days
>90 days still accruing
Nonaccrual

Total past due

Current

Total loans

No related allowance:
Recorded investment
Unpaid principal
Average recorded investment
lnterest income recognized

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

$ 4,888 $

2,626

$ $

December 31.20r5

Real Estate Agricultural Commercial Consumer Total

$ 998,710
308,777
t03,753

t. t21. il8

$ 3 t,533 $ 260,325
79,976

$ 1,290,569

388,753
103,753

t274.A99

$

t53.l8t

3 1,533 340,301 3,057,373

$ 136.4 t0.276 $6.389.997 $1t.562.t5t st3.801.t53 s168.163.577

lmpaired loans are those where manatement has concluded that it is probable that the borrower will be unable to pay all
amounts due under the contractual terms.The following tables show the recorded investment (financial statement bal-
ance), unpaid principal balance, average recorded investment, and interest income recognized for impaired loans, segregated
by those with no related allowance recorded and those with an allowance record for the periods indicated:

December 3 I, 2016

Real Estate Atricultural Commercial Consumer Total

2,532,358 l53,l8l

133.877.9 r8 6.236.8 t6 11.530.6t8 l3_460.852 t65^106.204

$ 509,267
49|.,862
500,565

6,995

$ 830,618
822,804
100,896

826,71I
6,995

,991
,892
,942
300

364
$

$

$ 5t6,t46
494,118
505, I 32

7,295

$ 830,618
922,8M
100,896

826,711
8,818

December 3l 20 t5

Real Estate Atricultural Commercial Consumer Total

$1,479,640
1,274,299

1,376,970
14,926

No related allowance:
Recorded investment
Unpaid principal
Average recorded investment
lnterest income recognized

$ 1,316,825

l,l2l,!18
1,218,972

8,513

$ t62,8 t5
l53,l8l
t57,998

6,413

$

20

$



NOTE 4 - LOANS (Continued)

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

$ 352,829
352,239

61,071

352,534
21,65 |

$$ $ 2 t,550
20,175
21,550
20,863

1,375

$ 374,379
372,414

82,621

373,397
23,026

lnformation on performing and nonaccrual impaired loans as the date noted is as follows:

December 3 l, 2016

Real Estate Commercial Consumer

lmpaired performing: $ 456,750 $

lmpaired nonperforming:
Nonaccrual
Accruing troubled debt

restructurings
Nonaccrual troubled debt

restructurings

857,916 364

$

Total

$ 456,750

1,892 860,|'72

$$ $ $ $

December 3l 20 t5

!53,t8t

$ $ $

NOTE 5 - BANK PREMTSES AND EQU PMENT

Following is a summary of Bank premises and equipment at December 3 l:

2016

Commercial Consumer Total

$ 20,175 $ $ 377,414

1,274,299

$ $

20 t5

$ 3,444,306
11,144,432
4.937.580

19,526,3 I8
(8.627.826)

lmpaired performing:

lmpaired nonperforming:
Nonaccrual
Accruing troubled debt

restructurings
Nonaccrual troubled debt

restructurings

Land

Buildings and improvements
Furniture and equipment

Real Estate

$ 352,239

l,l2l,ll8

$ 3,444,306
I l,l 39,781

5. t86.957

Less accumulated depreciation

$ 10.898.492



NOT 6-OTHERASSETS

Following is a summary of OtherAssets at December 3l

Foreclosed properties
Deferred tix assets

Bank owned life insurance
Prepaid expenses

Repossessions and other assets

NOT 7. DEPOS TS

Deposits at December 3l consisted of the following:

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

$ 8.93 r.73s $ 8.695.492

20t6 20 t5

20 r6

$ 906,008
1,840,281

5, 157,493

272,846
75S. I 07

$ 86,205,025
97,024,799

158,994,838
44.602.466

$3 1,675,157
7,555,702
3,776,105

807,986
787.516

$ 1,395,223

33 I .971

1,727,194
(84.334

$ r.642.857

22

20 t5

$ 890,295
1,745,513

5,018,478
?.88,796
75?._4tO

$ 81,050,871

85,473,688
160,600,862
56.385.577

$ I, l3 1,0l0
336.1 5 1

1,467,l.61
( t41.349)

$386.827.128 S383.5t0.998

Certificates maturing in years ending December 3 l, 2016 were approximately as follows:

Matures in:

2017
20 t8
2019
2020
2021 and thereafter

$44.602.466

NOTES.INCOM TAXES

The consolidated provision for income taxes at December 3 l, consisted of the following:

20 !6 20 r5
lncome tax expense:

Federal

State

Deferred federal and state

$ t.352.8 t2



The provision for federal and state income taxes differs from that computed by applying federal and state statutory rates

to income before income titx expense at December 3 l, as indicated in the following analysis:

20 r6 20 t5

$ r.642.857 s t.352.8 t2

A cumulative net deferred tax asset is included in other assets.The components of the assets at December 3l,are as

follows:
2016 20t5

Tax based on statutory rate
Effect of tixexempt income
Nondeductible expenses and other

Differences for supplemental retirement plans

Differences in accounting for loan losses

Other

$2,713,7|'6
( I, t98,570)

177.71I

$2,585,681
(1,242,745)

9.876

$ 586,7 t5
1,l29,751

29.O47

$t.840.28t $t.745.513

The Banks believe that a valuation allowance is not needed to reduce the deferred tax assets as it is more likely than not
that the results of future operations will generate sufficient taxable income to realize the deferred tax assets.

NOTE 9 . RET REMENT PLANS

The Bank sponsor a a0l(K) Plan in which substantially all employees may participate. Participants may contribute a por-
tion of their compensation subject to certain limits based on federal tax laws. The Bank contribute to employees based

on a percentage of their annual salary.The Bank expense for the plan was $263,220 for 201 6 and $237,237 for 201 5.

The Bank have supplemental retirement plans for key executives. These plans are non-qualified defined benefit plans and

are unsecured and unfunded. The Banks have purchased insurance on the lives ofthe participants and intend to hold these
policies until death as a cost recoyen/ of the Banks retirement obligations. The cash values of the insurance policies pur-
chased to fund the deferred compensation obligations and the retirement obligations were $5,157,493 and $5,018,478 at
December 3 l, 2016 and 2015, respectively.

NOTE tO - SHAR HOLDERS' EQUTTY

Dividends:

The amount of dividends the Banks pay up to the Holding Company is set at 65% of net profits.

Capital:

The Banks are subject to various regulatory capital requirements administered by federal banking agencies. Failure to
meet the minimum regulatory capital requirements can initiate certain mandatory and possible additional discretionary
actions by regulators, which if undertaken, could have a direct material affect on the Banks and the consolidated financial
statements. Under the regulatory capital adeguacy guidelines and the regulatory frame work for prompt corrective action,
the Bank must meet specific capital guidelines involving quantitative measures of the Banks' assets, liabilities, and certain
off-balance-sheet items as calculated under regulatory accounting practices. The Banks' capital amounts and classification
under the prompt corrective action guidelines are also subject to qualitative judgments by the regulators about compo-
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NOTE l0 - SHAREHOLDERS' EQUIW (Continued)

nents, risk weightings, and other factors.

Quantitative meirsures established by regulation to ensure capital adequacy require the Bank to maintain minimum
amounts and ratios of: total risk-based capitalandTier I capitalto risk-weighted assets (as defined in the regulations),and
Tier I capital to adjusted total assets (as defined). Management believes, as of December 3 l, 201 6, that the Bank meet all

the capital adequacy requirements to which they are subiect.

The following table presents actual and required capital ratios as of December 31,2016 and 2015 for the Company and
subsidiaries under Basel ll! Capital Rules. The minimum capital amounts presented include the minimum required capital
as of December 31,2016 based on the phased in provisions of the Basel lll Capital Rules.Capital levels required to be
considered well capitalized are based upon prompt corrective action regulations, as amended to reflect the changes under
the Based lll Capital Rules.
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NOTE I0 - SHAREHOLDERS' EQUITY (Continued)

The Bank' actual and required amounts and ratios are as follows (dollar amounts in thousands):

Actual
Amount Ratio

Minimum Capital
Required - Basel lll
Phase in Schedule

Amount Ratio

6,825 8.0%

6,665 8.0%

Required to Be

Considered Well
Caoitalized

Amount Ratio

$
$

As of December 3 I, 2016:
Total Capital

(to risk-weighted Assecs)

Consolidated
First New Mexico Banks

Tier I Capital
(to risk-weighted Assets)
Consolidated
First New Mexico Bank

Common EquityTier I Capital
(to risk-weighted Assets)
Consolidated
First New Mexico Banks

Tier I Capital
(to average Assets)
Consolidated
First New Mexico Banks

As of December 3 l, 2015:

Total Capital
(to risk-weighted Assets)
Consolidated
First New Mexico Banks

Tier I Capital
(to risk-weighted Asses)
Consolidated
First New Mexico Bank

Common EquityTier I Capital
(to risk-weighted Assets)
Consolidated
First New Mexico Bank

Tier I Capital
(to average Assets)
Consolidated
First New Mexico Banks

$62,086
$54,395

7952%
26.1t%

$ t2,650

$ t2,495
6.0%

6.0"/"

$64,683
$56,992

30.76%
27.36%

NiA
$20,835

N/A
$ t6,675

N/A
$ I 3,525

NiA
$22,775

N/A
$ 19,200

N/A
$ 16,290

N/A
$ t3,400

N/A
$22,049

N/A
10.0%

N/A
8.0%

N/A
6.5%

N/A
5.0%

N/A
10.0%

N/A
8.0%

N/A
6.s%

N/A
5.0%

$62,086
$54,395

29.s2%
26.1t%

$ 9,500

$ 9,375

$l2,ls0
$ I 1,950

4.5%

4.5%

4.0%

4.0%

$62,086
$s4,39s

13.60%

I1.97"/"
8,500 4.0%

8, t75 4.0%

6,650 8.0%

6,235 8.0%
$6t,t29
$54,702

25.09%
22.67%

$
$

$

$

$58,442
$52,0 t5

23.98%
2t.56%

$58,442
$52,0 t5

23.e8%
2t.56%

$ 9,350

$ 9,1 75

4.5%

4s%

$58,442
$52,0 t5

12.90%

r r.80%
$18,t25
$ 17,65 I

4.0%

4.0%
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NOTE - COMM TMENTS AND CONT NGENC ES

The Corporation and its subsidiaries are subject to claims and lawsuits arising in the normal course of business. Manage-

ment, after consultation with legal counsel, is of the opinion that the disposition or ultimate resolution of such claims and

lawsuits will not have a material adverse effect on the consolidated financial position.

The Banks are selling mortgate loans to the secondary markeg which they are contingently liable for repurchase for a peri-
od of up to twelve months from the date of sale. The continSenc), covers certirin documentary and performance require-
ments. As of December 3 l, 20 I 6 and 20 | 5, loans subject to this contingent liability totaled $ I 3,33 | ,035 and $8,522,3 I 6

respectively.

ln the normal course of business, the Bank have outstanding commitments and contingent liabilities, such as commitments
to extend credit and letters of credit, which are not included in the accompanying consolidated financial statements. The
Bank exposure to credit loss in the event of nonperformance by the other parq, to the financial instruments for commit-
ments to extend credit and letters of credit is represented by the contractual or notional amount of those instruments.
The Banks use the same credit policies in making such commitments as it does for instruments that are included in the
consolidated statement of fi nancial condition.

Financial instruments whose contract amounts represent credit risk at December 3 l, were as follows:

2016 20rs

Commitments to extend credit
Lefters of credit

$24,785,282
323,000

$ 14,933,725

147,669

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition es-

tablished in the contract. Commitments generally have fixed expiration dates or other termination clauses and may require
payment of a fee. Since many of the commitments are expected to expire without being drawn upon, the total commitment
amounts do not necessarily represent future cash requirements, The Bank evaluates each customer's creditworthiness
on a case-by-case basis. The amount of collateral obtained, if deemed necessary by the Bank upon extension of credit, is

based on management's credit evaluation. Collateral held varies but may include accounts receivable, inventory, property
and equipment,and income-producing commercial properties.

Letters of credit are conditional commitments issued by the Banks to guarantee the performance of a customer to a third
party. Letters of credit generally have fixed expiration dates or other termination clauses and may require payment of a
fee. The credit risk involved in issuing letters of credit is essentially the same as that involved in extending loan facilities

to customers. The Banks policy for obtaining collateral, and the nature of such collateral, is essentially the same as that
involved in making commitments to extend credit

The Banks have not been required to perform on any financial guarantees during the past two years. The Bank have not
incurred any losses on its commitments in either 2016 or 2015.

The Corporation has a $5,000,000 line of credit, of which $5,000,000 was unused at December 3 l, 2016. Advances on the
credit line are payable at maturiq/, December l,2017,and carry an interest rate of 17" over the national prime rate.The
credit line is secured by a stock pledge of the subsidiaries.

NOTE 2 . S GNIFICANT CONCENTRATION OF CR DIT R SK

The Bank recognize their primary market area to be within Luna, Dona Ana and Grant Counties of New Mexico. The
economic climate of this market area is dependent, to a large degree, upon the success of its agricultural and real estate

industry base.
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At December 3 l, 2016 and 2015, the Banks maintained a diversified loan portfolio. The Bank, as a matter of policy, tener-
ally do not extend credit to any single borrower or group of related borrowers in excess of 20% of the subsidiaries capital.
State charted banks in New Mexico are limited to loaning up to 35% of capital to one borrower.

NOTE 13 - TRANSACT ONS W TH REIATED PART ES

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

Following is a summary of related party loan activit), at December 3l

2016 20 r5

Beginning Balance

New Loans

Repayments

Ending Balance

$3,371,109 $4,320,970

398,926
(757.733\

1,030,215
( t.980.076)

s3.0 t2.302 $3.37 r. 109

The deposits from executive officers and directors totaled $9,944,924 at December 3 l, 2016.

NOTE 4 . FA R VALUE OF F NANC AL INSTRUMENTS

FASB ASC 825, Financial lnstruments, permits entities to measure many financial instruments and certain other items at
fair value. The objective is to improve financial reporting by providing entities with the opportunity to mitigate volatility
in reported earnings caused by measuring related assets and liabilities differently without having to apply complex hedge
accountint provisions. The election to use the fair value option is available when an entity first recognizes a financial asset
or financial liability or upon entering into a commitmenL Subsequent changes must be recorded in earnings.

FASBASC 820, FairValue Measurements and Disclosures, clarifies that fair value is an exit price, representing the amount
that would be received to sell an asset or paid to transfer a liability in an orderly transaction between willing market par-
ticipants. Under this guidance, fair value measurements are not adjusted for transaction costs. This guidance establishes a

fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives the
highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level I measuremena) and
the lowest priority to unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy under this
guidance are described below

. Level I - Valuations for assets and liabilities traded in active exchange markets. Valuations are obtained from
readily available pricing sources for market transactions involving identical assets or liabilities.
. Level 2 -Valuations for assets and liabilities traded in less active dealer or broker markets. Valuations are ob-
tained from third party pricing services for identical or comparable assets or liabilities which use observable
inputs other than Level I prices, such as quoted prices for similar assets or liabilities; quoted prices in active
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 liabilities.
. 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.

A financial instrument's level with the fiir value hierarchy is based on the lowest level of input that is significant to the fair
value measurement.
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NOTE l4 - FAIRVALUE OF FINANCIAL INSTRUMENTS (Continued)

The types of instruments valued based on quoted market prices in active markets include most U.S.government and agency
securities, liquid mortgage products, active listed equities and most money market securities. Such instruments are gener-
ally classified with Level I or Level 2 of the fair value hierarchy. As required by this guidance, the Banks do not adjust the
quoted price for such instruments.

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

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

lmpaired loans are evaluated and valued at the time the loan is identified as impaired, at the lower of cost or market val-
ue. MarketValue is measured based on the value of the collateral securing these loans and is classified at a Level 3 in the
fair value hierarchy. Collateral may be real estate and/or business assets including equipmeng inventory and/or accounts
receivable. The value of real estate collateral is determined based on appraisal by qualified licensed appraisers hired by
the Bank. The value of business equipmeng inventory and accounts receivable collateral is based on the net book value
on the business' financial statements and, if necessary, discounted based on management's review and analysis. Appraised
and reported values may be discounted based on management's historical knowledge, changes in market conditions from
the time of valuation, and/or managementt expertise and knowledge of the client and client's business. lmpaired loans are
reviewed and evaluated on at least a quarterly basis for additional impairment and adlusted accordingly, based on the same
factors identified previously. Foreclosed real estate assets have been valued using a market approach. The values were
determined using market prices of similar real estate assets. Goodwill was valued using the income approach.

There were no fair values of assets and liabilities measured on a recurring basis

Fair values of assets and liabilities measured on a non-recurring basis are as follows:

Fair Value Measurements

Fair value Level I Level 2 Level 3

December 3 !. 20l6
Foreclosed properties
Goodwill
lmpaired loans

December 31. 2015
Foreclosed properties
Goodwill
lmpaired loans

$ 905,008
23, I 06

1,216,026

Fair value

$ 890,295
23, I 06

1,564,092

Level I Level 2

$ 906,008
23, I 06

1,216,026

Level 3

$ 890,295
23, I 06

t,564,092
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NOTE l4 - FAIRVALUE OF FINANCIAL INSTRUMENTS (Continued)

The Estimated fair values of the Bank financial instruments are as follows:

FairValue Measurements

December 3 l. 2016

Financial assets

Cash and equivalents
lnvestment securities
Restricted stock
Loans

Accrued interest rxeivable

Financial assets

Cash and equivalenu
lnvestment securities
Restricted stock
Loans

Accrued interest receirable

Carrying
Value

$ I 18,559,249

151,058,608

249,805
165,510,861

2,9l.3,241

$ 107,108,639

155,450,915

249,905

164,697,105

L827,309

Fair

Value

Financial liabilities
Deposits 386,827,128
Accrued interest payable 34,497
Commirnens to o<tend credk $ 25 1,083

December 3 l. 201 5

$ 119,559,249 $ 118,159,249

I 52,071 ,25 I

249,805
159,393,948

2,813,241 2,813,241

382,183,896
34,497

236,872

34,497

$ t07, 108,639

160,914,464
249,805

158,074,134

\827,309

$ 107,108,639

L827,309

382,753,898
47,194

$ 142,278

Level I Level 2

152,071 ,25 I

160,914,464

Level 3

249,905
t59,393,948

382, 183,896

$ 236,872

249,805
158,074,134

Financial liabilities
Deposits 383,510,998
Accrued interest payable 47,194
Commitmens to o<tend credit $ 150,814

382,753,898
47,194

$ t42,278

The carrying amounts in the preceding table are included in the balance sheets under the applicable captions. The contract
or notional amounts of the Banks financial instruments with off-balance-sheet risk are disclosed in the notes to the financial
statements.

The following methods and assumptions were used by the Banks in estimating its fair value disclosures for financial instru-
ments:

Cash and cash equivalents: The carrying amounts reported in the statements of financial condition for cash and cash

equivalents approximate those assets' fair values.

lnvestment securities: Fair values for investment securities are based on quoted market prices, where available. lf
quoted market prices are not available, fair values are based on quoted market prices of comparable instruments.

Loans: For variable-rate loans that reprice frequently and with no significant change in credit rish fair values are based

on carrying amounts. The fair value of fixed-rate loans are estimated using discounted cash flow analysis, based on
interest rates currently being offered for loans with similar terms to borrowers of similar credit quality. Loan fair
value estimates include judgments regarding future expected loss experience and risk characteristics. Fair values
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NOTE l4 - FAIRVALUE OF FINANCIAL INSTRUMENTS (Continued)

for impaired loans are estimated using discounted cash flow analysis or underlying collateral values, where applicable.

Accrued interest The carrying amount of accrued interest approximate the fair values.

Deposits: The fair values disclosed for demand deposits are, by definition, equal to the amount payable on demand at
the reporting date (that is, their carrying amounts). The carrying amounts of variable-rate, fixed term money market
accounts and certificates of deposit approximate their fair values. Fair values for fixed-rate certificates of deposit are
estimated using a discounted cash flow calculation that applies interest rates currently offered on certificates to a
schedule of aggregated expected monthly maturities on time deposits.

Off-balance sheet credit-related financial instruments: Fair values for off-balance-sheet, credit-related financial instru-
ments are based on fees currently charged to enter into similar agreements, taking into account the remainint terms
of the atreements and the counter parties' credit standing.
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F RST NEW MEX CO F NANC AL CORPORATION
CONSOLIDAT NG BALANCE SHEET

December 31, 2016

ASSETS

First
New Mexico

Financial

Corooration

First New Mexico Bank

Demins Las Cruces Silver Ciw Consolidated

Cash and due from bank
lnterest bearing deposic with bank

Total cash and cash equivalents

Investment securities:
Held-to-Maturity
Subsidiaries

Loans, net

Bank premises and equipment, net

lnterest receivable

Other assets

Total assets

$ 5,705,609 $

54,394,937

1,170,358

I,I 36,433

5,228,384
64.3 !9.8 t r

70,347,278

3,466,219

1,577,137

4.84 t.603

$ 23,916,092
4.998.000

54,667,985

4,247,999

595,355

t.451.167

$ 2,747,962
r7.349,000

39,325,240

1,689,257

640,749

r .898. t2 r

$ 3 1,892,438

86.666.8 t I

165,510,86 |

10,534,908

2,813,241

8.93 t.735

5,705,609 69,548, 195 28,914,092 70,096,962 I19,559,249

78,429,063 29,68),417 42,948,128 l5 1,058,608

LIABILITIES AND STOCKHOLDERS' EQUITY

Deposits
Accrued interest payable

Other liabilities

Commitments and contingencies

Stockholders' equity:
Common stock $ l0 par value
Authorized 1,000,000 shares

lssued - 53,604 shares

Capital surplus
Retained earnings

Less treasury stock at cost
0 shares

Total liabilities and

stockholders' equity

t.340.892

$63.748.229 $228.209.49s $t r9.ss3.0ts Sr06.598.457 5457.408.602

$ $t99,t53,639
1 0,1 66

2.297.169

$ 101,193,649
14,850

2.840.5 t8

$386,827,128
34,497

8.460.9921.662.244

1.662.244 201.460.973 104.049.o17 94.456.040 395.322.617

534,730 534,730

6 t.55 t.255 6 t.551.255

62.085.985 26.748.522 1s.s03.998 12.142.417 62.08s.98s

62.085.985 26.748.522 1s.s03.998 12.142.417 62.085.985

$63.748.229 $228.209.495 $r r9.ss3.0rs $r06.s98.457 $457.408.602
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F RST NEVY MEX CO F NANC AL CORPORATION
CONSOL DATING STATEMENT OF NCOl'lE

Year ended December 3 l, 2016

First
New Mexico

Financial
Corooration

$ 5t,t48

241.064

241.064

( t82,550)

( t0.500)

$ ( r72.0s0)

648,764

204.t06

2,202,008
346,251

t.763.428

$4,670,653
940,888
t59.990

336, I 95

59.321

1,976,293

346,088
t. t43.236

231,247
r48.509

1,439,547

240,178
1.222.203

$ 12,502,3s 1

4,579,715
522.365

1,216,206
4 t t.936

5,617,848
932,467

4.369.93 t

First New Mexico Bank

Demins Las Cruces Silver Citv Consolidated

lnterest income:
lnterest and fees on loans

lnterest on investments securities
lnterest on deposits in banks

lnterest expense:
lnterest on deposits
lnterest on federal funds purchased

Net interest income

Provision for loan losses

Net interest income (loss) after
provision for loan losses

Other income:
Service fees/income from subsidiaries
Other

Other expenses:

Salaries and employee benefits
Occupancy expenses, net
Other operating expenses

lncome (loss) before income taxes

Federal and state income taxes

Net income (loss)

7.366

58,5 14 7,446,106 5,771,531 4,328,280 17,604,431

376,461 352, I 58 t92,339 920,958

376.461 352. I 58 r92.339 920.958

58,5 l4 7,069,645 5,4 I 9,373 4,135,941 I 6,683,473

279.756 77.500 40.000 197.756

58.5 t4 6.789.889 5.34 t.873 4.095.94t 16.286.217

852.870 395.5 16 379.756 t.628.142

4.3 I t.687 3.465.6 r7 2.90 t.878 10.920.246

3,33 1,072 2,271,772 1,573,819 6,994,) 13

614.9t0 756.618 I.829 1.642.8s7

$2.716.162 $ r.5 r5. t54 $ t.29 t.990 $ 5.35 t.256
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