
Board of Governors of the Federal Reserve System

Annual Report of Holding Companies-FR Y-G
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This Report is required by law: Section 5(c)(1)(A) of the Bank
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and 13(a) of the lntemational Banking Act (12 U.S.C. SS 3106(a)
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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 ot Regulation K (12 C.F.R. S
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.

sEP 2 7 2017

UNIT

NOTE: The Annual Repoft 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. ln the event
that the top-tier holding company does not have an individual who is
a senior ofiicial and is also a director, the chairman of the board must
sign the report. lf the holding company is an ESOP/ESOT formed as
a corporation or is an LLC, see the General lnstructions for the
authorized individual who must sign the report.
I, Cindy Whiddon

Name of the Holding Company Director and Official

Vice Presidenl, Secretary / Treasurer
TiUe of the Holding Company Director and Official

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

With respect to information regarding individuals contained in this
repoft, the Reporter certifies that it has the authoity to provide this
information to the Federal Reserve. The Reporter also ceiifies
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 lnformation,' 12 C.F.R. Part 261,
that the Repofter and individual consent to public release of all

in tlte repoft individual.

Oate of Signature

For holding companies not registered with the SEC-
lndicate status ofAnnual Report to Shareholders:

E is included with the FR Y-6 report

E will be sent under separate cover

n is not prepared

Date of Report (top{ier holding company's fiscal year-end):

June 30 2017
Month/Day/Year

NONE
Reporte/s Legal Entity ldentifier (LEl) (20-Character LEI Code)

Reporter's Name, Street, and Mailing Address

First Baird Bancshares, lnc

LegalTille of Holding Company

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

Weatherford Texas 76086
City State Zip Code

Physical Location (ifdifierent from mailing address)

Person to whom questions about this report should be directed
Ron Hughes Corporate Administration
Name Title

817438-2210
Area Code / Phone Number / Extension

81 7-886-5031
Area Cods / FAX Number

ron@firstbaird.com
E-mailAddress

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

For Federal Reserve Bank Use O4ly.

RssD,D /i({'}5 I
c.t

Office o, Managsment and Budgot, Papemork Reduction Prcject (7100{297), washington, oC 20503. 1[12016

0=No

l=Yes 0
ls confldential treatment requested for any portlon
of this report submission?...
ln accordance wlth the General lnstructions for thls report
(check only one),

l. a letter justlfylng thls request ls belng provided along
with the report ........,..

2. a Ietterjustifying this request has been provided
separately..,,..

NOTE: lnformation for whlch confldential treatment ls boing
requested must be provided separately and labeled
as "confidential."
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FIRST BAIRD BANCSHARES, INC.
AND SUBSIDIARY HOLDING COMPANIBS

REPORT ITEM 3:
Securities Holders

June 30, 2017

FIRST BAIRD BANCSHARES, INC.

(l)(a) Name & Address (l)(b) Country

USA

(1)(c) Number of Shares & Percentage

192,444 25.72%

68,261 9.13%

50,703 6.7',70/o

57,000 7.62Yo

50,540 6.75%

300,000 40,10%

718,948 96.09o/o

(2)(c) Number of Shares & Percentage

144,400 t7.72%

66,713 8.19%

Estate of Joe E. Sharp

Zan Prince & Justin Sharp: Co-Executors
Weatherford, Texas

Zan Prince
Weatherford, Texas

Justin Sharp
Fort Worth, Texas

J. Steven Sharp

Amarillo, Texas

Matthew Scott Sharp

Colleyville, Texas

Pop's Family Irrevocable Trust
ZanPrince, Trustee
200 Palo Pinto
Weatherford, TX 76086

TOTAL SHARP FAMILY

(2)(a) Name & Address

J Sharp Children Limited Partnership
Joe E. Sharp General Partner
Bedford, Texas

Keleigh Greenwood
Kirkland, Washington

USA

USA

USA

USA

USA

(2)(b) Country

USA

USA



FIRST BAIRD BANCSHARES, INC.
AND SUBSIDIARY HOLDING COMPANIES

REPORT ITEM 4:
INSIDERS

June 30,2017

Directors, Officer
Principal's Name
Address, & Principal
Occupation Organization

Title or
Position

I
4

I
I

7o ofShares

25.72%
96.59%

Estate ofJoe E. Sharp
Weatherford, TX

Zan Prince
Weatherford, TX
Insurance and Banking

J Steven Sharp
Amarillo, TX
Attorney

Lin Bearden
Weatherford, TX
Banking

Mike Rhea
Abilene, TX
Banking

Sammy Edington
Abilene, Texas
Banking-retired

I
I
a

J

4
6

A,B,E,I 9.13%
40.10%
0.00%
0.00o/o

0.00Yo

0.00%H

M
A,B
A,B
A,B
A,E,G

I

A
A
A,E

A
A,E
A

7.62%

0.00%

6,77%
0.00%

6.75%
0.00%
0,00%
0.00%

100.00%

0.00%
0,00%
0.00%

0.00%
0.00%
0.000/o

0.00%
0.00%
0.00%

Cindy Whiddon
Denton, TX
Banking

A,F,G,H

Justin Sharp
Fort Worth, TX
Banking

Matthew Scott Sharp I A,I
Colleyville, TX 2 A
Banking 3 A

4A
Also Trustee-Street Founder Revocable Trust-owns I 00% RegulatoryData,LlC

Same address

I
A

I
4

I
2
J

I
2
J

I
2
J

A
A
A

LEGEND ON FOLLOWING PAGE



LEGEND

ORGANIZATIONS
l) First Baird Bancshares, Inc.; Bedford, TX
2) First Bank Texas; Bair4 fi
3) First National Bank of Weatherford; Weatherford, fi
4) First Security Banh Beaver, OK
6) First National Insurancc Agency

TITLf, OR POSITION
A) Diroctor
B) Chairman
C) Vice Chairman
D) CEO
E) Presideot
F) Vice President
G) Seoretary
H) Treasurcr

I Principal Shareholder
J) Employee
K) Advisory Diractor
L) Area President

M) Trustec, Pop's Famity Irrevocable Trust



FIRST BAIRD BANCSHARES, INC.
AND SUBSIDIARIES

Consolidated Financial Statements
and Additional lnformation

June 30,2017 and 2016
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whitleypenn"

Nexia

Fort Worth Office
1400 West 7th Street
Suite 400
Fort Worth, Texas 76iC2
817.259.9100 Main

whitleypenn.com

!ndependent Auditor's Report

Board of Directors and Stockholders
First Baird Bancshares, lnc. and Subsidiaries

We have audited the accompanying consolidated financial statements of First Baird Bancshares, lnc. and
Subsidiaries which comprise the consolidated balance sheet as of June 30, 2017 and 2016, and the
related consolidated statements of income, comprehensive income, changes in stockholders' equity, and
cash flows for the years then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. ln making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the 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 intemal 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 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 referred to above present fairly, in all material
respects, the financial position of First Baird Bancshares, lnc. and Subsidiaries as of June 30, 2017 and
2016, and the results of their operations and their cash flows for the years then ended in conformity with
GAAP.

A member of

I
I

I
o lnternational Austin Da lla s Fort Worth Houston
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Report on Supplementary lnformation

Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements
as a whole. The supplemental consolidating information is presented for purposes of additional analysis
and is not a required part of the consolidated financial statements. Such information is the responsibility
of management and was derived from and relates directly to the underlying accounting and other records
used to prepare the consolidated financial statements. The information has been subjected to the
auditing procedures applied in the audit of the consolidated financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the consolidated financial statements or to the consolidated financial
statements themselves, and other additional procedures in accordance with GAAS. ln our opinion, the
information is fairly stated in all material respects in relation to the consolidated financial statements as a
whole.

tJ)hi*te7 €", LLP
Fort Worth, Texas
September 26,2017
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FIRST BAIRD BANGSHARES, INC. AND SUBSIDIARIES

Consolidated Balance Sheet
June 30,2017 and2016
(ln thousands of dollars)

2017ASSETS 2016I
Cash and cash equivalents:

Cash and due from banks
Federalfunds sold

Total cash and cash equivalents

lnterest bearing time deposits in other banks
lnvestm ent securities available-for-sale
Loans, net
Accrued interest receivable
Premises and equipment, net
Other real estate owned
Cash surrender value of life insurance
lnvestments in unconsolidated subsidiaries
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

$ $39,984
18,915

45,946
11,317

58,899

9,946
2,466

540,394
2,805

16,302
1,474

13,455
610

11,994

57,263

11,431
9,837

s34,896
2,684

14,410
1,128
8,110

608
14,196

$ 658,345 $ 654,563

Deposits:
Noninterest bearing
lnterest bearing

Totaldeposits

Junior subordinated debentures
FHLB advances
Unfunded pension obligation
Other liabilities

Total liabilities

Com mitments and contingencies

Stockholders' equity:
Common stock, $0.01 par value; 1,000,000 shares authorized,

748,157 and 814,870 shares issued and outstanding at
June 30, 2017 and 2016, respecitively

Additional paid-in capital
Retained earnings
Accumulated other comprehensive loss

Total stockholders' equity

Total liabilities and stockholders' equity

51,509 48,808

$ 658,345 $ 654,563

$$ 208,983
371,493

197,808
372,491

580,476

15,464

570,299

15,464
5,000

13,9399,602
1.294 0531

606,836

7
4,941

52,899
(6,338)

605,755

8
4,941

53,058
(9,199)

r
r
I
I

See accompanying notes to consolidated financial statements

1



FIRST BAIRD BANCSHARES, INC. AND SUBSIDIARIES

Consolidated Statement of lncome

June 30, 2017 and2016
(ln thousands of dollars)

2017 2016

lnterest income:
lnterest and fees on loans
lnvestment securities available-for-sale
Other

Total interest income

lnterest expense:
Deposit accounts
Debentures
Other

Total interest expense

Net interest income

Provision for loan losses

Net interest income after provision

Noninterest income:
Service charges on deposit accounts
Data processing fees and software sales
TxDOT Settlement
Other

Total noninterest income

Noninterest expense:
Salary and employee benefits
Occupancy of bank premises
Equipment expense
Legal and professional fees
Advertising expense
Regulatory fees
Other

Total noninterest expense

lncome before income taxes

lncome tax expense (benefit)

Consolidated net income

Less: Net loss attributable to noncontrolling interests

Net income attributable to controlling interests

$ $29,620
179
274

30,431
259

77

30,073

2,020
522

'17

30,767

1,759
455

50

2,559 2,264

27,514

430

28,503

3,944

27,084

2,6'15

24,559

2,595
1,316
1,201

I
I

I
I

1,582 394

4,197

17,006
2,876

457
918
887
706

4,633

6,506

16,745
2,902
1,279

781
949
654

5,025

27,483 28,335

3,798

'4,231

2,730

(3,702\

2,567 6,432

(8s)

$ 2,567 $ 6,517

t
See accompanying notes to consolidated financial statements

2I
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FIRST BAIRD BANCSHARES, INC. AND SUBSIDIARIES

Consolidated Statement of Comprehensive lncome

June 30, 2017 and2016
(ln thousands of dollars)

2017 20't6I
Consolidated net income

Other comprehensive income (loss):
Unrealized gains (losses) on investment securities available-for-

sale, before income taxes
Unrecognized pension obligation gain (loss), before income taxes
Reclassification adjustment for net periodic pension (gains)

expenses included in net income, before income taxes

Total other comprehensive income (loss): before income taxes

lncome tax (benefit) expense related to items of other
comprehensive income

Total other comprehensive income (loss), net of tax

Total comprehensive income

Less: Comprehensive loss attributable to
noncontrolling interests

Comprehensive income attri butable to controlling interests

$ 2,567 $ 6,432

(1)
4,986

45
(2,720)

(64e) 1,049

4,336 (1,626)

11,4751

2,861 (1,073)

5,428 5,359

(109)

$ 5,428 $ 5,468

553

I
I
r
I
I
I
I
I
I
r
I
I
I

See accompanying notes to consolidated financial statements

3
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FIRST BAIRD BANCSHARES, INC. AND SUBSIDIARIES

Consolidated Statement of Cash Flows

June 30, 2017 and2016
(ln thousands of dollars)

2017 2016

Cash flows from operating activities:
Consolidated net income

Adjustments to reconcile consolidated net income
to net cash provided by operating activities:

Depreciation, amortization and accretion
Provision for loan losses
Gain on sales of bank premises and equipment
(Gain) loss on sales and writedowns of other real estate owned
lncrease in accrued interest receivable and other assets
lncrease in accrued interest payable and other liabilities

Net cash (used in) provided by operating activities

Cash flows from investing activities:
Net change in interest bearing time deposits in other banks
Proceeds from maturities, paydowns, and sales

of securities avai lable-for-sale
Purchases of securities available-for-sale
Net loans (originated) repaid
Net additions to bank premises and equipment
Proceeds from sales of other real estate owned

Net cash (used in) provided by investing activities

Cash flows from financing activities:
Net increase in deposits
Stock option expense
Exercise of stock options
Dividends paid

Repayments of other borrowings
Stock purchase and retirement

Net cash provided by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental Disclosures of Gash Flow !nformation:
lnterest paid
lncome taxes paid

Supplemental Disclosure of Noncash lnvesting Activities:
Net acquisition of other real estate through foreclosure
Transfer of other real estate owned to fixed assets

$ s8,899 $ 57,263

$ 2,567 $ 6,432

1,382
430

(1s4)
(4,740)

240

1,185
3,944

(3e)
13

(4,511)
1,344

8,368(275l

608,369
(600,997)

(7,018)
(3,276)

898

1,485 (10,448)

623,083
(610,000)

675
(1,432)

9131

I
I

I
t
I

r
r
r
I

(s3e)

10,177

(32s)
(5,000)
(2,4021

3,791

27,455
409
885

(300)
(17,931)

2,450 10,518

1,636

57,263

22,677

34,586

$
$

$

$

2,572
650

2,294
1,100

2,142
503

$

$

$
$

See accompanying notes to consolidated financial statements.
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FIRST BA!RD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements

June 30, 2017 and2016

1. Nature of Operations and Significant Accounting Policies

The following is a summary of the significant accounting policies used by First Baird Bancshares, lnc. ("FBBI")
and Subsidiaries (together referred to as the "Company") in the preparation of its consolidated financial
statements. The accounting policies conform to generally accepted accounting principles and practices generally
followed within the banking industry.

Business and Basis of Presentation

The accompanying consolidated financial statements include the accounts of FBBI, and its wholly-owned
subsidiaries: First Bank Texas, SSB ('FBT') and The First National Bank of Weatherford ("FNBW'). All significant
inter-company transactions have been eliminated in consolidation.

The Company provides a full range of banking services to individuals and corporate customers in Texas through
its subsidiaries and is subject to competition from other local, regional, and national financial institutions. The
Company is also subject to the regulations of certain state and federal agencies and undergoes periodic
examinations by those regulatory authorities.

The summary of the significant accounting policies of the Company is presented to assist in understanding the
Company's consolidated financial statements and are presented below. The consolidated financial statements
and notes are the representation of the Company's management, who are responsible for their integrity and
objectivity.

Use of Estimates

The accounting and reporting policies of the Company and the methods of applying those policies that materially
affect the accompanying consolidated financial statements conform with accounting principles generally accepted
in the United States of America (.'GAAP') and prevailing banking industry practices. ln preparing the consolidated
financial statements, management is required to make estimates and assumptions that affect the reported
amounts of assets and liabilities as of the balance sheet dates and revenues and expenses for the periods
shown. Actual results could differ from the estimates and assumptions used in the consolidated financial
statements including, the allowance for loan losses, the fair values of financial instruments, and the status of
contingencies.

Material estimates that are particularly susceptible to significant change in the near-term relate to the
determination of the allowance for loan losses and valuation of other real estate owned. While management uses
available information to recognize losses on loans and other real estate owned, future provisions may be
necessary based on changes in local economic conditions. ln addition, banking regulators, as an integral part of
their examination process, periodically review the Company's allowance for loan and other real estate losses.
They may require the Company to record additional provision for losses based on their judgment about
information available to them at the time of their examination.

A significant portion of the Company's loans are secured by real estate and related assets located in local
markets. Accordingly, the ultimate collectability of this portion of the Company's loan portfolio is susceptible to
changes in the local market conditions.

I
I
I
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FIRST BAIRD BANCSHARES, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

1. Nature of Operations and Significant Accounting Policies - continued

Cash and Cash Equivalents

For the purpose of reporting cash flows, cash, and cash equivalents include cash on hand, amounts due from
banks, other short-term investments, and federal fund sold. All highly liquid investments with an initial maturity of
less than ninety days are considered to be cash equivalents.

lnterest Bearinq Time Deposits in Other Banks

lnterest bearing time deposits in other banks are carried at cost and generally mature between 90 days to one
year from purchase date.

I nvestment Securities Available-for-Sale

lnvestment securities to be held for indefinite periods of time but not intended to be held to maturity or on a long-
term basis are classified as available-for-sale and are recorded at their estimated fair value, adjusted for
amortization of premiums and accretion of discounts, with unrealized gains and losses reported as a component
of other comprehensive income, net of tax.

Purchase premiums and discounts are recognized in interest income using the interest method over the terms of
the securities. Declines in the fair value of held-to-maturity and available-for-sale securities below their cost that
are deemed to be other than temporary are reflected in earnings as realized losses. ln determining whether
other-than-temporary impairment exists, management considers many factors, including (i) the length of time and
the extent to which the fair value has been less than cost, (ii) the financial condition and near-term prospects of
the issuer, and (iii) the intent and ability of the Company to retain its investment in the issuer for a period of time
sufficient to allow for any anticipated recovery in fair value. Gains and losses on the sale of securities are
recorded on the trade date and are determined using the specific identification method.

The Company grants commercial, real estate, agricultural, and consumer loans to customers. The ability of the
Company's debtors to honor their contracts is dependent upon the real estate and general economic conditions in
this area.

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off
generally are reported at their outstanding unpaid principal balances, adjusted for charge offs, the allowance for
loan losses and certain deferred loan origination fees or costs. lnterest income is accrued on the unpaid principal
balance. Fees associated with originating loans, to the extent they exceed the direct loan origination costs, are
generally deferred and recognized over the life of the loan as an adjustment of yield.

Loans are considered impaired when, based on current information and events, it is probable the Company will
be unable to collect all amounts due in accordance with the original contractual terms of the loan agreement,
including scheduled principal and interest payments. lf a loan is impaired, a specific valuation allowance is
allocated, if necessary, so that the loan is reported net, at the estimated fair value of collateral if repayment is
expected solely from the collateral or estimated future cash flows using the loan's existing rate. lnterest
payments on impaired loans are typically applied to principal unless collectability of the principal amount is
reasonably assured, in which case, interest is recognized on a cash basis. lmpaired loans, or portions thereof,
are charged off when deemed uncollectible.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

1. Nature of Operations and Significant Accounting Policies - continued

The accrual of interest on loans is discontinued at the time the loan is 90 days past due, unless the credit is
well-securedandinprocessofcollection. Pastduestatusisbasedoncontractualtermsoftheloan. lnallcases,
loans are placed on nonaccrual or charged off at an earlier date if collection of principal or interest is considered
doubtful.

AII 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 reasonable assured.

The allowance for loan losses is established through a provision for loan losses charged to expense. Loan losses
are charged against the allowance when management believes the collectability of the principal is unlikely.
Subsequent recoveries, if any, are credited to the allowance. The level of the allowance reflects management's
continuing evaluation of industry concentrations, specific credit risks, loan loss experience, current loan portfolio
quality, present economic political and regulatory conditions, and unidentified losses inherent in the current loan
portfolio, as well as trends in the foregoing. Portions of the allowance may be allocated for specific credits,
however, the entire allowance is available for any credit that, in management's judgment, should be charged off.
While management utilized its best judgment and information available, the ultimate adequacy of the allowance is
dependent upon a variety of factors beyond the Company's control, including the performance of the Company's
loan portfolio, the economy, changes in interest rates, and the view of the regulatory authorities toward loan
classifications.

The Company's allowance for loan losses consists of three elements, (i) specific valuation allowances established
for probable losses on specific loans; (ii) historical valuation allowances calculated based on historical loan loss
experience for similar loans with similar characteristics and trends; and (iii) unallocated general valuation
allowances determined based on general economic conditions and other qualitative risk factors both internal and
external to the Company.

From time to time, the Company modifies its loan agreement with a borrower. A modified loan is considered a
troubled debt restructuring when two conditions are met: (i)the borrower is experiencing financial difficulty and
(ii) concessions are made by the Company that would not otherwise be considered for a borrower with similar
credit risk characteristics. Modifications to loan terms may include a lower interest rate, a reduction of principal,
or a longer term to maturity. To date, these troubled debt restructurings have been such that, after considering
economic and business conditions and collection efforts, the collection of interest is doubtful and therefore the
loan has been placed on non-accrual. Each of these loans is evaluated for impairment and a specific reserve is
recorded based on probable losses, taking into consideration the related collateral and modified loan terms and
cash flow. As of June 30,2017 and 2016, all of the Company's material troubled debt restructured loans are
included in the non-accrual totals.

The Company has certain lending policies and procedures in place that are designed to maximize loan income
with an acceptable level of risk. Management reviews and approves these policies and procedures on a regular
basis and makes changes as appropriate. Management receives frequent reports related to loan originations,
quality, concentrations, delinquencies, non-performing, and potential problem loans. Diversification in the loan
portfolio is a means of managing risk associated with fluctuations in economic conditions, both by type of loan
and geography.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

1. Nature of Operations and Significant Accounting Policies - continued

Commercial loans are underwritten after evaluating and understanding the borrower's ability to operate profitably
and effectively. Underwriting standards are designed to determine whether the borrower possesses sound
business ethics and practices and to evaluate current and projected cash flows to determine the ability of the
borrower to repay their obligations as agreed. Commercial loans are primarily made based on the identified cash
flows of the borrower and, secondarily, on the underlying collateral provided by the borrower. Most commercial
loans are secured by the assets being financed or other business assets, such as accounts receivable or
inventory, and include personal guarantees.

Agricultural loans are subject to underwriting standards and processes similar to commercial loans. Agricultural
loans are primarily made based on the identified cash flows of the borrower and, secondarily, on the underlying
collateral provided by the borrower. Most agricultural loans are secured by the agriculture related assets being
financed, such as farm land, cattle, or equipment, and include personal guarantees.

Real estate loans are also subject to underwriting standards and processes similar to commercial and agricultural
loans. These loans are underwritten primarily based on projected cash flows and, secondarily, as loans secured
by real estate. The repayment of real estate loans is generally largely dependent on the successful operation of
the property securing the loans or the business conducted on the property securing the loan. Real estate loans
may be more adversely affected by conditions in the real estate markets or in the general economy. The
properties securing the Company's real estate portfolio are generally diverse in terms of type and geographic
location throughout Texas. This diversity helps reduce the exposure to adverse economic events that affect any
single market or industry. Generally real estate loans are owner occupied, which further reduces the Company's
risk.

The Company utilizes methodical credit standards and analysis to supplement its policies and procedures in

underwriting consumer loans. The Company's loan policy addresses types of consumer loans that may be
originated and the collateral, if secured, which must be perfected. The relatively smaller individual dollar amounts
of consumer loans that are spread over numerous individual borrowers also minimizes the Company's risk.

Premises and Equioment

Land is carried at cost. Building and improvements, furniture and equipment are carried at cost, less
accumulated depreciation. Accumulated depreciation is computed principally using the straight-line method over
the estimated useful lives of the related property

Other Real Estate Owned

Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at fair value,
less cost to sell at the date of foreclosure, establishing a new cost basis. Subsequent to foreclosure, valuations
are periodically performed by management and the assets are carried at the lower of carrying amount or fair
value less cost to sell. Revenue and expenses from operations and changes in the valuation allowance are
included in loss on sales and write-downs of other real estate owned.
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FIRST BAIRD BANCSHARES, !NC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2Q17 and2016

1. Nature of Operations and Significant Accounting Policies - continued

lncome Taxes

FBBI files a consolidated income tax return with its subsidiaries.
allocated on a separate return basis.

Federal income tax expense or benefit is

Deferred tax assets and liabilities are reflected at currently enacted income tax 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.
Valuation allowances are established when necessary to reduce deferred tax assets to the amount expected to
be realized.

r
r
I
I Comorehensive lncome

Advertisino

Advertising expenses consist of the Company's advertising in its local market area. Advertising is expensed as
incurred and is included on the accompanying consolidated statement of income.

Comprehensive income includes all changes in stockholders' equity during a period, except those resulting from
transactions with stockholders. ln addition to net income, comprehensive income includes the net effect of
changes in the fair value of securities available-for-sale and changes in the unrecognized pension obligations.

I
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Off-Balance Sheet Credit Related Financial lnstruments

ln the ordinary course of business, the Company has entered into commitments to extend credit, including
commercial letters for credit, and standby letters of credit. Such financial instruments are recorded when they are
funded.

Fair Value of Financial lnstruments

GAAP defines fair value, establishes a framework for measuring fair value in generally accepted accounting
principles, and requires certain disclosures about fair value measurements. ln general, fair values of financial
instruments are based upon quoted market prices, where available. lf such quoted market prices are not
available, fair value is based upon internally developed models that primarily use, as inputs, observable market-
based parameters. Valuation adjustments may be made to ensure that financial instruments are recorded at fair
value. These adjustments may include amounts to reflect counterparty credit quality and the Company's
creditworthiness, among other things, as well as unobservable parameters. Any such valuation adjustments are
applied consistently over time.

lnvestments in Unconsolidated Subsidiaries

lnvestments in unconsolidated subsidiaries are recorded at cost.

Pension Plan

The Company recognizes all transactions and events affecting the overfunded or underfunded status of its
defined benefit postretirement plan in comprehensive income in the year in which those transaction or events
occur.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

1. Nature of Operations and Significant Accounting Policies - continued

Loss Continqencies

Loss contingencies, including claims and legal actions arising in the ordinary course of business are recorded as
liabilities when the likelihood of loss is probable and an amount of range of loss can be reasonable estimated.

Reclassification

Certain amounts in prior period financial statements may have been reclassified to conform to current period
presentation. These reclassifications are immaterial and have no effect on net income, total assets, or
stockholders' equity.

ln June 2016, the FASB issued ASU 2016-13, "Financial lnstruments-Credit Losses (Topic 326), Measurement
of Credit Losses on Financial lnstruments." ASU 2016-13 is intended to providefinancial statement userswith
more decision-useful information about the expected credit losses on financial instruments and other
commitments to extend credit. ASU 2016-13 is effective for fiscal years beginning after December 15,2020.
The Company has not yet evaluated the potential effects of adopting ASU 2016-13 on the Company's
consolidated results of operations, financial position, or cash flows.

ln May 2016, the FASB issued ASU 2016-12, "Revenue from Contracts with Customers (Topic 606); Narrow-
Scope lmprovements and Practical Expedients." ASU 2016-12 is intended to address certain specific issues
identified by the FASB-IASB Joint Transition Resource Group for Revenue Recognition with respect to ASU
2014-09, "Revenue from Contracts with Customers (Topic 606).' ASU 2016-12 is effective on a retrospective
basis for the annual periods, and interim periods within those annual periods, beginning after December 15,
2018. Early adoption is not permitted. The Company expects the adoption of ASU 2016-12 will have no material
effect on the Company's consolidated results of operations, financial position, or cash flows.

ln February 2016, the FASB issued ASU 2016-02 - "Leases" (Topic 842). ASU 2016-02 is intended to increase
transparency and comparability among organizations by recognizing lease assets and lease liabilities on the
balance sheet and disclosing key information about leasing arrangements. ASU 2016-02 is effective for the
annual periods beginning after December 15, 2019. Early adoption is permitted. The Company has not yet
evaluated the impact of the adoption of ASU 2016-02 on the Company's results of operations, financial position,
or cash flows.

ln January 2016, the FASB issued ASU 2016-01 - "Recognition and Measurement of Financial Assets and
Financial Liabilities" (Subtopic 825-10). ASU 2016-01 is intended to address certain aspects of recognition,
measurement, presentation, and disclosure of financial instruments. ASU 2016-01 is effective for the annual
periods beginning after December 15, 2018. Early adoption is not permitted, except for certain provisions of
ASU 2016-01, which are not applicable to the Company. The Company expects the adoption of ASU 2016-01 to
have no material effect on the Company's results of operations, financial position, or cash flows.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

3. lnvestment Securities Available-for=Sale

lnvestment securities have been classified in the consolidated balance sheet according to management's intent.
The carrying amount of securities and their estimated fair value at June 30, 2017, are as follows
(in thousands of dollars):

Amortized

cost

Gross
unrealized

gains

Gross
unrealized

losses
Fair

value

U.S. Government Agency obligations

State and municipal securities
$ $ 1 $ 2,258

$ 2,467 $ $ $ 2,466

The carrying amount of securities and their estimated fair value at June 30, 2016, are as follows
(in thousands of dollars):

208

2,259
208

Amortized

cost

Gross
unrealized

gains

Gross

unrealized
losses value

Fair

U.S. Government Agency obligations

State and municipal securities
$ 9,000 $

836

1$ $ 9,001

836

I
I

$ e,836 $ 1$ $ e,837

Securities with recorded values of approximately $65,000 and $1,250,000 were pledged to secure public fund
deposits at June 30,2017 and 2016, respectively.

During the fiscal years ended June 30, 2017 and 2016, there were no sales of investment securities.

I
I
I
I
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

3. !nvestment Securities Available-for€ale - continued

The amortized cost and estimated fair value of debt securities (in thousands of dollars) at June 30,2017, by
contractual maturity are shown below.

Amortized

cost
Fair

value

Due in one year or less

Due after one year to five years

Due after five years to ten years

Due after ten years

At June 30,2017:
U.S. Government Agency obligations $see$r$

$ 1,259 $

1,000

208

1,258

1,000

208

I

I
I

$ 2,467 $ 2,466

Unrealized losses and fair value, aggregated by investment category and length of time that individual securities
have been in a continuous unrealized loss position, as of June 30, 2016, are summarized as follows
(in thousands of dollars):

Fair

value

Unrealized

loss
Fair

value
Unrealized

loss value
Unrealized

loss
Fair

$ $ 9e9$ r

I
I

I
I
I

As of June 30,2017, there were two securities held in an unrealized loss position.

Management evaluates securities for otherthan-temporary impairment at least on a quarterly basis, and more
frequently when economic or market concerns warrant such evaluation. Consideration is given to (i) the length of
time and the extent to which the fair value has been less than cost, (ii) the financial condition and near-term
prospects of the issuer, and (iii) the intent and ability of the Company to retain its investment in the issuer for a
period of time sufficient to allow for any anticipated recovery in fair value.

The Company does not believe these unrealized losses are "other than temporary" as (i) the Company does not
have the intent to sell the securities prior to recovery and/or maturity and, (ii) it is more likely than not that the
Company will not have to sell these securities prior to recovery and/or maturity. The unrealized losses noted are
interest rate-related due to the level of interest rates at June 30, 2017. The Company has reviewed the ratings of
the issuers and has not identified any issues related to the ultimate repayment of principal as a result of credit
concerns on these securities.

13
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FIRST BAIRD BANCSHARES, INC. AND SUBSIDIAR!ES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

4. Loans and Allowance for Loan Losses

Loans at June 30,2017 and 2016 consisted of the following (in thousands of dollars)

2017

Commercial

Real estate:

Residential

Commercial

Construction, land development and other land

Farmland

Agriculture

Consumer and other

2016

$ 1'.18,772 $ 128,080

89,600

156,335

87,491

37,225

36,976

19,674

81,471

1 55,1 06

82,571

32,289

39,597

22 475

546,073 541,589

(1,147)

(5,546)

$ 534,896

Unearned loan fees

Allowance for loan losses

(1,101)

(4,578)

$ 540,394

At June 30,2017 and 2016, the Company had total commercial real estate loans of approximately $248,444,000
and $242,590,000, respectively. lncluded in these amounts, the Company had construction, land development,
and other land loans of approximately $87,491,000 and $81,951,000 and non-owner occupied commercial real
estate loans of approximately $87,540,000 and $78,068,000 at June 30,2017 and 2016, respectively. Sound risk
management practices and appropriate levels of capital are essential elements of a sound commercial real estate
lending program ('CRE'). Concentrations of CRE exposures add a dimension of risk that compounds the risk
inherent in individual loans. lnteragency guidance on CRE concentrations describe sound risk management
practices, which include board and management oversight, portfolio management, management information
systems, market analysis, portfolio stress testing and sensitivity analysis, credit underwriting standards and credit
risk review functions. Management believes it has implemented these practices in order to monitor its CRE. An
institution which has reported loans for construction, land development, and other land loans representing 100%
or more of total risk-based capital, or total non-owner occupied commercial real estate loans representing 300%
or more of the institutions total risk-based capital and the outstanding balance of commercial real estate loan
portfolio has increased by 50% or more during the prior 36 months, may be identified for further supervisory
analysis by regulators to assess the nature and risk posed by the concentration.

The Company extends commercial and consumer credit primarily to customers in the state of Texas. At
June 30, 2017 and 2016, the majority of the Company's loans were collateralized with real estate. The real estate
collateral provides an alternate source of repayment in the event of default by the borrower, and may deteriorate
in value during the time the credit is extended. The volatility of real estate markets may have an adverse effect
on the Company's profitability and asset quality. lf the Company were required to liquidate the collateral securing
a loan to satisfy the debt during a period of reduced real estate values, earnings and capital could be adversely
affected. Additionally, the Company has loans secured by inventory, accounts receivable, equipment, marketable
securities, or other assets. The debtors' ability to honor their contracts on all loans is substantially dependent
upon the generaleconomic conditions of the region.

14



FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

4. Loans and Allowance for Loan Losses - continued

Nonaccrual and Past Due Loans

Loans are considered past due if the required principal and interest payments have not been received as of the
date such payments were due. As mentioned in Note 1, the accrual of interest on loans is discontinued when
there is a clear indication that the borrower's cash flow may not be sufficient to meet payments as they become
due, which is generally when a loan is 90 days past due.

At June 30,2017 and 2016, nonaccrual loans and accruing loans past due more than 90 days, segregated by
class of loans, were as follows (in thousands of dollars):

2017 2016

Nonaccrual

Accruing
loans past
due more

than 90 days Nonaccrual

Accruing
loans past
due more

than 90 days

Commercial
Real estate:

Residential
Commercial
Construction, land development and other land
Farmland

Agriculture
Consumer and other

$ 1,542 $ 37 $ 2,683 $ 49

194

493 17

$ 4,291 $ 727 $ 5,15s $ 260

The amount of interest earned on loans past due greater than 90 days were considered by the Company to not
be material to the consolidated financial statements. The interest that would have been earned on non-accrual
loans had they performed in accordance with their original contract terms for the year ended June 30, 2017, was
approximately $1 49, 000.

945
540
238
795
188
43

374
29s-

883
1,016

80

21
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FIRST BATRD BANCSHARES, !NC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

4. Loans and Allowance for Loan Losses - continued

An age analysis of past due loans, segregated by class of loans, as of June 30,2017, were as follows
(in thousands of dollars):

30-89

days
Over 90

days
Total past

due
Total

Current Total Loans

Commercial

Real estate:

1-4 family residential

Commercial

Construction, land development and other land

Farmland

Agriculture
Consumer and other

Commercial

Real estate:

14 family residential

Commercial

Construction, land development and other land

Farmland

Agriculture

Consumer and other

$ 806 $ rz $ 843 $ 1{7,929 $ 118,772

1,326

764
2,095

374
295

1,700

1,059

2,095

87,900

'|.55,276
85,396

37,225
36,976

'|.9,478

89,600

I 56,335

87,49'l

37,225
36,976

19,674175 21 196

$ 5,166 $ 727 $ 5,893 $ 540,180 $ 546,073

An age analysis of past due loans, segregated by class of loans, as of June 30, 2016, were as follows
(in thousands of dollars):

30-89
days

Over 90
days

Total past

due Total Current Total Loans

$ 824 $ 49 $ 873 $ 127,207 $ 128,080

194 80,981

154,748
80,329

32,200
39,597

22,335

490

358

2,242

89

81,471
'l 55,1 06

82,571

32,289
39,s97
22,475

296

358

2,242

89

123

I

17 140

$ 3,932 $ 260 $ 4,192 $ 537,397 $ 541,589
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FIRST BAIRD BANCSHARES, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

4. Loans and Allowance for Loan Losses - continued

lmpaired Loans

The following table presents impaired loans by class of loans as of June 30,2017 (in thousands of dollars)

Unpaid
contractual

principal
balance

Recorded
investment

with no
allowance

Recorded
investment

with
allowance

Total
recorded

inYestment
Related

allowance

Average
recorded

investment
during year

Commercial $

Real estate:

Residential

Commercial

Construction, land development and other land

Farmland

Agriculture

Consumer and other

9,439$8,635$465$9,100$20s$8,346

Unpaid
contractual

principal

balance

Recorded
investment

with no

allowance

Recorded

investment
with

allowance

Total
recorded

investment
Related

allowance

1,469

3,732

119

1,385

1,578

144

Average
recorded

investment

during year

1,573

1,710

238

820

2,185

112

1,573

1,358

238

820

2,127

93

1,573

1,536

238

820

2,147

'109

20

16

,1

3

't0

_t_16,922_ _9_14,84r_ _t_!Ig_ _q_15,!31_ _!_199_ _$ 16,?72

The following table presents impaired loans by class of loans as of June 30, 2016 (in thousands of dollars):

Commercial $

Real estate:

Residential

Commercial

Construction, land development and other land

Farmland

Agriculture

Consumer and other

7,618 $ 5,926 $ 1,66s $ 7,591 $ 554 $ 7,140

1,364

5,%9

1,950

1,046

225

1,329

5,264

1,950
't,009

178

35

664

't,364

5,928

13

68

859

4,147

't,832

2,048

779

146

1,950

1,009

179

44

$ 18,152 $ 15,656 $ 2,36s $ 18,021 $ 680 $ 16,950

No additionalfunds are committed to be advanced in connection with impaired loans.

lnterest payments received on impaired loans are recorded as interest income, unless collections of the
remaining recorded investment are doubtful, at which time payments received are recorded as reductions of
principal. During the years ended June 30, 2017 and 2016, the amount of interest income recognized on
impaired loans was approximately $620,000 and $650,000, respectively.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

4. Loans and Allowance for Loan Losses - continued

Troubled Debt Restructurinq

During the year ended June 30, 2017, there were no loans modified as troubled debt restructurings.

During the year ended June 30, 2016, the terms of certain loans were modified as troubled debt restructurings.
The following table presents modifications of loans that occurred during the year ended June 30, 2016, which the
Company considers to be troubled debt restructured loans, in thousands of dollars:

Loan modifications

Combined rate

and payment

defenal
Number of

loans

Adjusted

interest rate

Payment

deferral

Commercial

Real estate:

1-4 family residential

Nonfarm non residential non-owner occupied

Nonfarm nonresidential owner occupied

Construction, land development and other land

Farmland

Multi-family residential

Agriculture

Consumer

Other

1$ $ 446 $

$ $

ln 2017, there were no material defaults on loans that had been modified as a troubled debt restructuring during
the previous '12 months.

The majority of the loan portfolio is comprised of loans to businesses and individuals located within Texas. This
geographic concentration subjects the loan portfolio to the general economic conditions within this area. The
risks created by this concentration have been considered by management in the determination of the adequacy of
the allowance for loan losses. Management believes the allowance for loan losses is adequate to cover
estimated losses on loans at June 30,2017 and 2016.

Credit Quality lndicators. From a credit risk standpoint, the Company classifies its loans in one of four categories
(i) pass, (ii) special mention, (iii) substandard, or (iv) doubtful.

The classifications of loans reflect a judgment about the risks of default and loss associated with the loan. The
Company reviews the ratings on credits monthly. Ratings are adjusted to reflect the degree of risk and loss that
is felt to be inherent in each credit as of each monthly reporting period. The Company's methodology is
structured so that specific allocations are increased in accordance with deterioration in credit quality
(and a corresponding increase in risk and loss) or decreased in accordance with improvement in credit quality
(and a corresponding decrease in risk and loss).

I
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

4. Loans and Allowance for Loan Losses - continued

(i) The Company has several pass credit grades that are assigned to loans based on varying levels of credits,
ranging from credits that are secured by cash or marketable securities, to watch credits which have all the
characteristics of an acceptable credit risk but warrant more than the normal level of supervision.

(ii) Loans classified as special mention are loans that still show sufficient cash flow to service their debt, but show
a declining financial trend with potential cash flow shortages if trends continue. This category should be treated
as a temporary grade. lf cash flow deteriorates further to become negative, then a substandard grade should be
given. lf cash flow trends begin to improve then an upgrade back to pass would be justified. Nonfinancial
reasons for rating a credit as special mention include management problems, pending litigation, an ineffective
loan agreement, or other material structure weakness.

(iii) A substandard loan has material weakness in the primary repayment source such as insufficient cash flow
from operations to service the debt. However, other weaknesses such as limited paying capacity of the obligor or
the collateral pledged could justify a substandard grade. Substandard loans must have a well-defined weakness,
or weaknesses that jeopardize the liquidation of the debt.

(iv)A loan classified as doubtful has all the weaknesses of a substandard loan with the added characteristic that
the weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions, and
values, highly questionable and improbable. A doubtful loan has a high probability of total or substantial loss, but
because of specific pending events that may strengthen the asset, its classification as loss is deferred. Doubtful
borrowers are usually in default, lack adequate liquidity or capital, and lack the resources necessary to remain an
operating entity. Because of high probability of loss, nonaccrual status is required on doubtful loans.

I
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

4. Loans and Allowance for Loan Losses - continued

At June 30,2017, the following summarizes the Company's internal ratings of its loans (in thousands of dollars)

Special
Pass Mention Substandard Doubtful Total

Commercial

Real estate:

Residential

Commercial

Construction, land development and other land

Farmland

Agriculture

Consumer and other

Commercial

Real estate:

Residential

Commercial

Construction, land development and other land

Farmland

Agriculture

Consumer and other

$ 106,270 $ 3,402 $ 9,100 $ $ 118,772

r
I

86,810

152,967

87,162
35,713

32,645
19,502

1,217
,l,831

91

692

2,184
69

1,573
1,537

238

820

2,'.147

't 03

89,600

1 56,335

87,491

37,225
36,976

19,674

$ 521,069 $ 9,486 $ 15,518 $ $ 546,073

At June 30, 2016, the following summarizes the Company's internal ratings of its loans (in thousands of dollars)I
Pass

Special
Mention Substandard Doubtful Total

$ 1 12,066 $ 10,071 $ 5,943 $ $ 128,080

78,864

146,432

73,828
30,280

38,588

22,223

81,471

1 55,1 06

82,571

32,289
39,597

22,475

1,278
4,739

8,743
59

1,329

3,935

1,950

1,009

17874I
I $ 541,589$ 502,281 $ 24,964 $ 14,344 $
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

4. Loans and Allowance for Loan Losses - continued

Allowance for Loan Losses

The following table details the activity in the allowance for loan losses by portfolio segment for the year ended
June 30, 2017 (in thousands of dollars):

Period end amounts
allocated to loans

evaluated for
impairment:

Provision
for loan Charge-
loss offs

Beginning
balance

$ 1,961

Ending
Recoveries balance lndividually Collectively

Commercial

Real estate:

Residential
Commercial
Construction, land
development and other land

Farmland

Agriculture

Consumer and other

Commercial

Real estate:

Residential

Commercial

Construction, land development
and other land

Farmland

Agriculture

Consumer and other

$ 211 $ (1,106) $ 64 $ 1,130 $

807
834

92s

617
12875il'l

617
1,278

205 $

150

I
t

I
I
I

818

48S

219

388

$ 5,tf6

(167) (23)

('t72l-

72 (1)

12371

72 (116)

(62) (215)

$ 430 $ (1,633)

- 889 - 889

- 252 - 252

2 207 3 204

94 205 10 195

$ 23s $ 4,s78 $ 368 $ 4,210

The following table details the activity in the allowance for loan losses by portfolio segment for the year ended
June 30, 2016 (in thousands of dollars):

Period end amounts

allocated to loans
evaluated for
impairment:

Provision

Beginning for loan Charge- Ending

balance loss offs Recoveries balance lndividually Collectively

$ 1,264 $ 2,739 $ (2,226) $ 184 $ 1,961 $ 5s4 $ 1,407

980
't,148

755
(337)

(43)

160

(35)

705

(1,455)
(148)

(21_)

(634)

12

1

109

818

489

249

388

527
171

794
766

807
834

13

68

44

818

489

248

344

861

338

283

208

$ 5,082 $ 3,944 $ (4,484) $ 1,004 $ 5,546 $ 680 $ 4,866

I
I
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F!RST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

4. Loans and Allowance for Loan Losses - continued

The Company's recorded investment in loans related to the balance in the allowance for loan losses on the basis
of the Company's impairment methodology was as follows (in thousands of dollars):

June 30, 2017

Loans evaluated for impairment:
lndividually Collectively Total

Commercial

Real estate:

Residential

Commercial

Construction, land development and other land

Farmland

Agriculture

Consumer and other

Commercial

Real estate:

Residential
Commercial

Construction, land development and other land

Farmland

Agriculture

Consumer and other

$ 9,100 $ 109,672 $ 1'.|.8,772

1,573

1,536

238

820
2,147

109

89,600

1 56,335

87,491

37,225
36,976

19,674

88,027

154,799

87,253
36,405
34,829

19,565

I

I

$ 15,523 $ 530,550 $ 546,073

June 30, 2016

Loans evaluated for impairment:

$

lndividually Collectively

$ 120,489

80,1 07

149,178

82,571

30,33s
38,588

22,296

Total

$ 128,080

81,471

1 55,1 06

82,571

32,289
39,597

22,475

7,591

1,364

5,928

1,950
1,009

179

$ 18,021 $ 523,568 $ 541,589

I
I
I
I
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

5. Premises and Equipment

Premises and equipment at June 30,2017 and 2016 consisted of the following (in thousands of dollars):

Life 2017 2016

Land

Buildings and improvements
Furniture and equipment
Automobiles
Software

Noninterest bearing demand accounts
lnterest bearing demand accounts
Savings accounts
Time deposits, greater than $250,000
Time deposits, less than $250,000

5 - 40 years
3 - 25 years

3 - 5 years
1 - 3 years

3,955
16,298

6,794
398
959

3,077
14,639

6,694
378
916

$$

28,404

(12,1021

6. Deposits

Deposits at June 30,2017 and 2016 are summarized as follows (in thousands of dollars):

2017

Amount Percent

25,704

(11,294\Accum ulated depreciation

$ 16,302 $ 14,410

Depreciation expense for the years ended June 30, 2017 and 2016, was approximately $1,382,000 and
$1,113,000, respectively. The Company leases a portion of the premises which it occupies to certain tenants
under month-to-month and term leases. Rental income totaled approximately $115,000 and $124,000 for the
years ended June 30, 2017 and 2016, respectively. Minimum future lease payments to be received on
non-cancelable leases at June 30,2017, were not material to the consolidated financial statements.

2016

Amount Percent

$ 208,983
147,815

52,749
37,303

133.626

36.0%
25.5%

9.10/o

6.40/,

23.OYo

197,808

14',t,138
49,832
34,951

146,570

34.7%

24.7o/o

8.704

6.1Yo

253%

$

I

I

I

$ 580,476 100.0% $ 570,299 100.0%
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

6. Deposits - continued

At June 30,2017, the scheduled maturities of time deposits were as follows (in thousands of dollars)

Year Ending June 30, Amount

2018
2019
2020
2021
2022

Thereafter

113,907
36,478
8,685
1,794

10,065

$

$ 170,929

The aggregate amount of demand deposit overdrafts that have been reclassified as loans was approximately
$1,465,000 and $1,621,000 at June 30,2017 and 2016, respectively.

7. Junior Subordinated Debentures

Junior subordinated debentures of $15,464,000 at June 30, 2017 and 2016, represents amounts payable to
Special Purpose Entities ("SPE's") in conjunction with the Company's sponsorship of the SPE's. At
June 30, 2017 and 2016, the SPE's have two issuances outstanding, including $15,000,000 in trust preferred
securities and $464,000 in common stock (wholly-owned by the Company). Both the junior subordinated
debentures and the related trust preferred securities yield annual distribution rates of LIBOR plus 1.80% as of
June 30, 2017 and 2016. The debentures are both callable and mature at various dates from December 2031 to
May 2037.

The trust preferred securities are tax-advantaged issues that may qualify as Tier 1 Capital for the Company.
Distributions on these securities are included as interest expense on other borrowings. The underlying trust is a
statutory business trust organized for the sole purposes of issuing trust preferred securities and investing the
proceeds thereof in junior subordinated debentures of the Company, the sole asset of the trust. The preferred
trust securities of the trust represent preferred beneficial interests in the assets of the trust and are subject to
mandatory redemption upon payment of the junior subordinated debentures held by the trust. The common
securities of the trust are wholly-owned by the Company. The trust's ability to pay amounts due on the trust
preferred securities is solely dependent upon the Company making payment on the related junior subordinated
debentures, The Company's obligations under the junior subordinated debentures and other relevant trust
agreements, in aggregate, constitute a full and unconditional guarantee by the Company of the trust's obligations
under the trust securities issued by the trust. The Company may defer interest payments on the Debentures for
up to twenty consecutive quarters.

The Dodd-Frank Act eliminated the use of trust preferred securities issued after May 19, 2010, as a component of
Tier 1 Capital for depository institution holding companies such as the Company. However, because the
Company had less than $15 billion of consolidated assets as of June 30,2017 and 2016, the Company will be
permitted to include any trust preferred securities issued before May 19,2010, as an element of Tier 1 Capital,
but not be able to include any trust preferred securities issued after May 19,2010, as a component of
Tier 1 capital. Further, the Board of Governors of the Federal Reserve System (the "Board") has determined that
trust preferred securities are restrictive core capital elements in computing Tier 1 Capital of bank holding
companies. The Board has limited restricted core capital elements, as defined, to 25% of core capital elements.
Accordingly, the Company is limited on the trust preferred securities which it can include in its Tier I Capital.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARTES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

8. Other Borrowings

The Company had unused federal funds lines available from commercial banks of approximately $20,084,000 at
June 30, 2017 and2016.

I
I

I
I
I
I
I
I
r
I
I
I
r
I
I
r

The provision for income taxes for the years ended June 30, 2017 and 2016 consisted of the following
(in thousands of dollars):

From time to time, the Company obtains Federal Home Loan Bank ("FHLB") advances represent borrowings with
varying rates and maturities of 14 to 28 days. FHLB advances are collateralized by FHLB stock, real estate loans
and investment securities. There were no FHLB borrowings at June 30,2017. As of June 30, 2016, the
Company had outstanding advances totaling $5,000,000 with an interest rate of 0.49o/o and maturities of 14 to 28
days.

As of June 30,2017,letters of credit in the amount of $35,000,000 were outstanding with expiration dates ranging
from November 29, 2017 and April 12, 2018.

9. lncome Taxes

2017 2016

Current income tax expense (benefit)
Deferred income tax expense (benefit)

lncome tax expense (benefit)

$ 854
377

$ (2,660)
(1.042\

g 1,231 $ (3,702)

The Company's effective income tax rate is different than what would be expected if the federal statutory rate was
applied to income before tax expense primari[ because of an excess tax benefit related to stock options,
nontaxable income from loans, securities, and life insurance partially offset by certain nondeductible expenses.

25



I
r
r

I
I

FIRST BAIRD BANCSHARES, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

9. lncome Taxes - continued

Deferred income taxes reflect the net tax effects of temporary differences between the recorded amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes and are
included in other liabilities in the accompanying consolidated financial statements. Significant components of the
Company's deferred tax assets and liabilities as of June 30, 2017 and 2016 are as follows (in thousands of
dollars):

June 30,
2017 2016

Deferred tax assets:
Allowance for loan losses for book in excess of tax
Unrecognized pension obligation
Nonaccrual loan interest
Charitable contributions
Purchase discount
Other realestate owned
Other

Total deferred tax assets

Deferred tax liabilities:
Bank premises and equipment for book in excess of tax
FHLB Stock dividends

Total deferred tax liabilities

Net deferred tax asset

$ $1,626
3,265

175
14
15

2

79

1,852
4,739

147
90
23
36

113

5,176 7,000

834
50

860
51

911 884

4,265 $ 6,116

The Company's approximate net deferred tax assets of $4,265,000 and $6,116,000 at June 30, 2017 and2016,
respectively, are recorded in other assetS in the accompanying consolidated balance sheet. lncluded in other
assets in the accompanying consolidated balance sheet are approximately $1,245,000 and $3,454,000 of current
income tax receivable at June 30,2017 and 2016, respectively.

$

I
r
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

9. lncome Taxes - continued

GAAP prescribes a recognition threshold and a measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. Benefits from tax positions should
be recognized in the financial statements only when it is more-likely-than-not that the tax position will be
sustained upon examination by the appropriate taxing authority that would have full knowledge of all relevant
information. A tax position that meets the more-likely-than-not recognition threshold is measured at the largest
amount of cumulative benefit that is greater than fifty percent likely of being realized upon ultimate settlement.
Tax positions that previously failed to meet the more-likely-than-not recognition threshold should be recognized in
the first subsequent financial reporting period in which that threshold is met. Previously recognized tax positions
that no longer meet the more-likely{han-not recognition threshold should be derecognized in the first subsequent
financial reporting period in which that threshold is no longer met. GAAP also provides guidance on the
accounting for and disclosure of unrecognized tax benefits, interest, and penalties. Management has evaluated
the tax positions and has concluded that there are no uncertain tax positions that require disclosure. The
Company files income tax returns in the U.S. federaljurisdiction.

10. Employee Benefits

Pension Plan

The Company has a qualified defined benefit pension plan (the "Pension Plan") covering substantially all of its
employees. Benefits are based on years of service and the employee's highest average compensation during
any consecutive five years of employment. The contributions to the Pension Plan are intended to provide not only
for benefits attributed to service to date, but also for those expected to be earned in the future.

The following table presents a reconciliation of beginning and ending balances of the Pension Plan's benefit
obligation and the fair value of plan assets as of June 30,2017 and 2016 (in thousands of dollars):

2017 2016

Benefit obligation at beginning of year

Service cost
lnterest cost
Actuarial (gain) loss

Benefits paid

Other

Benefit obligation at end of year

Fair value of plan assets at beginning of year

Actual return on plan assets
Employer contributions
Benefits paid

Other

Fair value of plan assets at end of year

$ 24,2U
2,029

846
(1,869)

(601)

18,580

2,262
1,145

3,571
(1,062)

(252\

$

24,649

10,305

1,604
3,739
(601)

24,244

8,129
(281)

3,670

(1,062)
(1 51)

15,047 10 305

Funded status at end of year

27
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

10. Employee Benefits - continued

The Company's approximate pension plan liability recorded in the accompanying consolidated balance sheets
was $9,602,000 and $13,939,000 at June 30, 2017 and 2016, respectively.

At June 30,2017 and 2016, the actuarial assumptions used to determine the benefit obligations are as follows:

2017 2016

Discount rate
Expected return on assets
Rate of compensation increase

Service cost

lnterest cost

Expected return on plan assets

Recognized actuarial net loss

Asset Category:

Equity securities
Fixed income securities

Cash

3.90%
7.50o/o

4.000/o

3.60%
6.00%
4.00o/o

t
The net periodic benefit cost for the years ended June 30, 2017 and 2016, the following components
(in thousands of dollars):

2017 2016

$ 2,029 $

846

1,425

1,982
(842)(636)

049

Net periodic pension cost $ 3,194 $ 3,614

For the years ended June 30, 2017 and 2016, the assumptions used to determine net periodic pension cost are
as follows:

2017 2016

955

I

I 87o/o

11%
2o/o

87o/o

12%
1o/o

The Company does not expect to contribute to its pension plan for during the fiscal year ending June 30, 2018.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

10. Employee Benefits - continued

Estimated future benefit payments, which reflect expected future service, as appropriate, are as follows at
June 30, 2017 (in thousands of dollars):

Year Ending June 30, Amount

2018
2019
2020
2021
2022

Thereafter

3,111
587
883

1,122
3,079

15 236

$ 24,018

Other Emplovee Benefit Plans

The Company maintains a noncontributory profit sharing plan and a noncontributory 401(k) Employee Benefit
Plan (the '401(k) Plan") covering substantially all employees. Under the 401(k) Plan, the Board of Directors may
contribute, at their discretion, certain amounts equal to uniform percentages (as defined) of eligible employee's
compensation. The Company made no matching contributions to the 401(k) Plan during the years ended
June 30, 2017 and2016.

The Company is the beneficiary of whole life insurance policies covering certain key employees. The recorded
value of the related policies are approximately $13,455,000 and $8,110,000 at June 30,2017 and 2016,
respectively, and are recorded in cash surrender value of life insurance in the accompanying consolidated
financial statements.

11. Stock Options

ln 1994, upon shareholder approval, the Company approved and granted a stock option to purchase 3,000
shares at a strike price of $295 with an exercise period of 10 years and a vesting period of 5 years to the
chairman of the Company. ln 2004, prior to expiration of the option, the Company extended the option to
June 30, 2014. ln 2014, the option was modified after a 100:1 stock split, to increase the amount of shares to
300,000, modify the exercise price to $2.95, and extend the maturity to 2016. As a result of the 20'14
modifications, incremental costs of approximately $409,000 were recorded. During the year ended
June 30, 2016, the option was exercised and 300,000 shares were issued in exchange for $885,000.

The fair value of the option award was estimated on the modification date using the Black-Scholes option-pricing
model with the following assumptions used for the 2014 modification: risk-free interest rate ranging from 0.34%,
dividend yield of 0.00%; estimated volatility of 10.00%, and expected lives of options of 1 .75 years.

As of June 30,2017 and 2016, there were no stock options outstanding or unrecognized stock option expense.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

12. Commitments and Contingencies

The Company, from time to time, may be involved in other legal actions arising from normal business activities.
Management believes that these actions are without merit or that the ultimate liability, if any, resulting from them
will not materially affect the consolidated financial position or results of operations of the Company.

The Company does not anticipate any material losses as a result of the commitments and contingent liabilities.

13. Financial lnstruments Off-Balance Sheet Risk

The Company is a party to financial instruments with off-balance sheet risk in the normal course of business to
meet the financing needs of its customers. These financial instruments include commitments to extend credit and
standby letters of credit. Those instruments involve, to varying degrees, elements of credit risk in excess of the
amount recognized in the consolidated balance sheet.

The Company's exposure to credit loss, in the event of nonperformance by the other party to the financial
instrument for commitments to extend credit and standby letters of credit, is represented by the contractual
amount of those instruments. The Company uses the same credit policies in making commitments and
conditional obligations as it does for on-balance sheet instruments. At June 30, 2017 and 2016, the amounts of
these financial instruments were as follows (in thousands of dollars):

I
r
I

Financial instruments whose contract amounts
represent credit risk:

Commitments to extend credit
Standby letters of credit

2017 2016

$ 73,378
2,587

$ 76,527
2,811

$ 75,965 $ 79,338

Commitments to extend credit are agreements to lend to a customer, as long as there is no violation of any
condition established 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 may expire without being drawn
upon, the total commitment amounts do not necessarily represent future cash requirements. Management
evaluates each customer's credit-worthiness on a case-by-case basis. The amount of collateral obtained, if
deemed necessary by the Company upon extension of credit, is based on management's credit evaluation of the
counterparty.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a
customer to a third party. Standby 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 Company's policy for obtaining collateraland
the nature of such collateral is essentially the same as that involved in making commitments to extend credit.

The risks created by these commitments have been considered by management in the determination of the
adequacy of the allowance credit losses off balance sheet. At June 30, 2017 and 2016, the amount of allowance
related to unfunded commitments was not considered to be material to the financial statements by management.
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FIRST BAIRD BANCSHARES,INC. AND SUBS!DIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

14. Significant Group Concentrations of Credit Risk

ln addition to concentration risk, in regards to general business activity and loan concentrations aforementioned
in Note 1 and Note 4, at June 30, 2017 and 2016, the Company has a concentratlon of funds in deposit accounts
in excess of federally insured limits at various correspondent banks. The nature of the Company's business
requires that it maintains amounts at due from banks which, at times may exceed federally insured limits. The
Company has not experienced any losses from such accounts.

15. Related Party Transactions

ln the ordinary course of business, the Company has and expects to continue to have transactions, including
borrowings, with its officers, directors, and their affiliates. ln the opinion of management, such transactions are on
the same terms, including interest rates and collateral requirements, as those prevailing at the time for
comparable transactions with unaffiliated persons. At June 30, 2017 and 2016, the aggregate amount of such
loans was approximately $11,554,000 and $5,745,000, respectively. During the year ended June 30,2017,
approximately $6,606,000 of new loans were made and repayments totaled approximately $797,000.

16. Fair Value Disclosures

GAAP defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants. A fair value measurement assumes that the transaction to sell
the asset or transfer the liability occurs in the principal market for the asset or liability or, in the absence of a
principal market, the most advantageous market for the asset or liability. The price in the principal
(or most advantageous) market used to measure the fair value of the asset or liability shall not be adjusted for
transaction costs. An orderly transaction is a transaction that assumes exposure to the market for a period prior
to the measurement date to allow for marketing activities that are usual and customary for transactions involving
such assets and liabilities; it is not a forced transaction. Market participants are buyers and sellers in the principal
market that are (i) independent, (ii) knowledgeable, (iii) able to transact, and (iv) willing to transact.

GAAP also requires the use of valuation techniques that are consistent with the market approach, the income
approach, and/or the cost approach. The market approach uses prices and other relevant information generated
by market transactions involving identical or comparable assets and liabilities. The income approach uses
valuation techniques to convert future amounts, such as cash flows or earnings, to a single present amount on a
discounted basis. The cost approach is based on the amount that currently would be required to replace the
service capacity of an asset (replacement costs). Valuation techniques should be consistently applied. lnputs to
valuation techniques refer to the assumptions that market participants would use in pricing the asset or liability.
lnputs may be observable, meaning those that reflect the assumptions market participants would use in pricing
the asset or liability developed based on market data obtained from independent sources, or unobservable,
meaning those that reflect the reporting entity's own assumptions about the assumptions market participants
would use in pricing the asset or liability developed based on the best information available in the circumstances.
ln that regard, the authoritative guidance establishes a fair value hierarchy for valuation inputs that gives the
highest priority to quoted prices in active markets for identical assets or liabilities and the lowest priority to
unobservable inputs. The fair value hierarchy is as follows:

Level 1 lnputs - Unadjusted quoted prices in active markets for identical assets or liabilities that the
reporting entity has the ability to access at the measurement date.

r
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

16. Fair Value Disclosures - continued

Level2 lnputs - lnputs other than quoted prices included in Level 1 that are observable for the asset
and liability, either directly or indirectly. These include quoted prices for similar assets or liabilities in
active markets, quoted prices for identical or similar assets or liabilities in markets that are not active,
inputs other than quoted prices that are observable for the asset or liability (for example, interest rates,
volatilities, prepayment speeds, loss severities, credit risks and default rates) or inputs that are derived
principally from or corroborated by observable market data by correlation or other means. Level 2
investments consist primarily of obligations of U.S. government sponsored enterprises and agencies,
obligations of state and municipal subdivisions, corporate bonds and mortgage backed securities.

Level3 lnputs - Significant unobservable inputs that reflect an entity's own assumptions that market
participants would use in pricing the assets or liabilities.

ln general, fair value is based upon quoted market prices, where available. lf such quoted market prices are not
available, fair value is based upon internally developed models that primarily use, as inputs, observable
market-based parameters. Valuation adjustments may be made to ensure that financial instruments are recorded
at fair value. While management believes the Company's valuation methodologies are appropriate and
consistent with other market participants, the use of different methodologies or assumptions to determine the fair
value of certain financial instruments could result in a different estimate of fair value at the reporting date. A
description of the valuation methodologies used for instruments measured at fair value, as well as the general
classification of such instruments pursuant to the valuation hierarchy, is set forth below.

Financial Assets and Financial Liabilities

Financial assets and financial liabilities measured at fair value on a recurring and nonrecurring basis include the
following:

lnvestment Securftles Available-for-sale. lnvestment securities classified as available-for-sale are reported at fair
value utilizing Level 2 inputs. For these securities, the Company obtains fair value measurements from an
independent pricing service. The fair value measurements consider observable data that may include dealer
quotes, market spreads, cash flows, the U.S. Treasury yield curve, live trading levels, trade execution data,
market consensus prepayments speeds, credit information and the bond's terms and conditions, among other
things.

lmpaired Loans. lmpaired loans are reported at the estimated fair value of the underlying collateral. Collateral
values are estimated using Level 2 inputs based on observable market data or independent appraisals using
Level 3 inputs.

There were no transfers between Level 2 and Level 3 during the years ended June 30, 2017 and 2016.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

16. Fair Value Disclosures - continued

The following table summarizes financial assets and financial liabilities measured at fair value on a recurring and
nonrecurring basis as of June 30,2017 and 2016, segregated by the level of the valuation inputs within the fair
value hierarchy utilized to measure fair value (in thousands of dollars):

Fair value measurements using

$

$

I

I
I
I
I
I
I
I
I
I
I
I
I
I
t
I
I
I
I
I

Level I
!nputs

Level 2

!nputs
Level 3

lnputs
Total Fair

Value

$ 2,466
15,155

At June 30,2017:
lnvestment securities available-for-sale
lmpaired loans

At June 30,2016:
I nvestment securities available-for-sale
lmpaired loans

$

Other real estate remeasured at initial acquisition:

Carrying value prior to measurement
Charge-offs recognized in the allowance for loan losses

Other real estate remeasured subsequent to initial acquisition:

Carrying value prior to measurement
Write-downs included in other non-interest expense

$ 2,466 $
15,155

Fair value measurements using
Level 'l

lnputs
Level 2
lnputs

Level 3
lnputs

TotalFair
Value

$ 9,387 $ 9,387
17,33917,339

Non-Financial Assets and Non-Financial Liabilities

Non-financial assets measured at fair value on a non-recurring basis during the years ended June 30, 2017 and
2016 include certain foreclosed assets which, upon initial recognition, were remeasured and reported at fair value
through a charge-off to the allowance for loan losses and certain foreclosed assets which, subsequent to their
initial recognition, were remeasured at fair value through a write-down included in current earnings. The fair
value of a foreclosed asset is estimated using Level 2 inputs based on observable market data or Level 3 inputs
based on customized discounting criteria.

The following table presents foreclosed assets that were remeasured and recorded at fair value during the years
ended June 30, 2017 and 2016 (in thousands of dollars).

2017 2016

$ 41

(231
$ 6,097

(2,621\

$ 18$ 3,476

$ $30
(4)

177

(18)

I
I
t

I
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

16. Fair Value Disclosures - continued

The Company is required, to disclose the estimated fair value of their financial instrument assets and liabilities,
including those subject to the requirements discussed above. For the Company, as for most financial institutions,
substantially all of its assets and liabilities are considered financial instruments, as defined. Many of the
Company's financial instruments, however, lack an available trading market, as characterized by a willing buyer
and willing seller engaging in an exchange transaction.

The estimated fair value amounts of financial instruments have been determined by the Company using available
market information and appropriate valuation methodologies. However, considerable judgment is required to
interpret data to develop the estimates of fair value. Accordingly, the estimates presented herein are not
necessarily indicative of the amounts the Company could realize in a current market exchange. The use of
different market assumptions and/or estimation methodologies may have a material effect on the estimated fair
value amounts.

ln addition, reasonable comparability between financial institutions may not be likely due to the wide range of
permitted valuation techniques and numerous estimates that must be made given the absence of active
secondary markets for many of the financial instruments. This lack of uniform valuation methodologies also
introduces a greater degree of subjectivity to these estimated fair values.

Financial instruments with stated maturities have been valued using a present value discounted cash flow with a
discount rate approximating current market for similar assets and liabilities. Financial instrument assets with
variable rates and financial instrument liabilities with no stated maturities have an estimated fair value equal to
both the amount payable on demand and the carrying value.

The carrying value and the estimated fair value of the Company's contractual off-balance sheet commitments to
extend credit and standby letters of credit, which are generally priced at market at the time of funding, were not
material to the Company's consolidated financial statements.

I
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FIRST BAIRD BANCSHARES, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

16. Fair Value Disclosures - continued

The summary of the carrying amounts and estimated fair values of financial instruments at June 30, 2017 and
2016, are presented in the table below (in thousands of dollars):

2017 2016
Book value Fair value Book value Fair value

I
I

Financial assets:
Level 2 inputs:

Cash and cash equivalents
lnterest bearing time deposits in other banks
Securities availa ble-for-sale
Loans, net

Cash surrender value of life insurance
lnvestments in uncosolidated subsidiaries
Accrued interest receivable

Financial Iiabilities:
Level2 inputs:

Deposits
Junior subordinated debentures
FHLB Advances

Accrued interest payable

Pension contribution payable

$ 58,899

9,946
2,466

540,394
13,455

610

2,805

580,476

15,464

165
9,602

$ 58,899

9,946
2,466

540,394
13,455

510
2,905

$ 580,476
15,464

t6s
9,602

57,263
11,431

9,837
s34,896

8,110
608

2,684

570,299
15,464
5,000

179
13,939

57,263
11,431

9,837

534,896
8,1 10

608
2,684

570,299
15,464
5,000

179
13,939

$ $

$

I
r
I
I
I
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17. Stockholders' Equity and Regulatory Matters

Reoulatorv Matters

Under banking law, there are legal restrictions limiting the amount of dividends a bank can declare. For national
banks, as with First National Bank of Weatherford, approval of the Office of the Comptroller of the Currency
('OCC") is normally required if dividends exceed the amounts as computed under a certain formula as
determined by regulatory authorities.

Further, the regulatory authorities may prohibit the payment of any dividends if it determines that certain
circumstances exist in the Banks, including those relating to the financial condition of the Banks, such that the
payment of dividends would be considered an unsafe and unsound practice.

The Banks are subject to various regulatory capital requirements administered by 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 material effect on the Company's consolidated
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective
action, the Banks must meet specific capital guidelines that involve quantitative measures of assets, liabilities,
and certain off-balance sheet items as calculated under regulatory accounting practices. The capital amounts
and classifications are also subject to qualitative judgments by the regulators with regards to components, risk
weightings, and other factors.
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FIRST BAIRD BANCSHARES, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

17. Stockholders' Equity and Regulatory Matters - continued

Quantitative measures established by regulation to ensure capital adequacy require the Banks to maintain
minimum amounts and ratios (set forth in the table below) of total and Tier 1 capital (as defined in the regulations)
to risk weighted assets (as defined), and of Tier 1 capital (as defined) to average assets (as defined).
Management believes, as of June 30,2017 and 2016, that the Banks meet all capital adequacy requirements to
which they are subject.

To be categorized as "well capitalized" the Banks must maintain minimum total risk-based, Tier 1 risk-based and
Tier 1 leverage ratios as set forth in the table. As of June 30,2017 and 2016, the Banks' capital ratios exceeded
those levels necessary to be categorized as "well capitalized" under the regulatory framework for prompt
corrective action. There are no conditions or events since June 30,2017, that management believes have
changed the Banks' category.

A comparison of the Banks' actual capital amounts and ratios as of June 30,2017 and 2016, are presented in the
following table (in thousands of dollars):

To Be Well Capitalized
Under Prompt Corrective

Actual Action Provtsrons
Amount Ratio Amount Ratio Amount Ratio

First Bank Texas

For Capital Adequacy
Purposes

As of June 30, 2017'.
Total capital (to risk weighted

assets)
Tier 1 capital (to risk weighted

assets)
Tier 1 capital (to average

assets)
Common equity tier 1 capital

(to risk weighted assets)

As of June 30, 2016:
Total capital (to risk weighted

assets)
Tier 1 capital (to risk weighted

assets)
Tier 1 capital (to average

assets)
Common equifi tier 1 capital

(to risk weighted assets)

$ 41,948

$ 39,293

$ 39,293

$ 39,293

41,423

37,728

37,728

37.724

12.5o/o

11.8%

9.5%

11.8%

11.8%

10.8%

9.1o/o

10.8o/o

26,742 2

20,057 2

16,535 >

15,042 >

$ 33,428

$ 26,742

$ 20,668

$ 21,727

$ 34,99s

$ 27,996

$ 20,747

$ 26,971

> 10.0%

2 8.0olo

> 5.0%

> 6.5%

> 10.0o/o

> 8.O%

> 5.0%

> 6.5%

>$

z$
>$

>$

8.OYo

6.0%

4.0Yo

4.5%

I

$

$

$

$

$

$

$

$

27,996 >

20,997 >-

'16,598 >

18,673 >

8.0o/o

6.0%

4.Oo/o

4.5o/o
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17. Stockholders' Equity and Regulatory Matters - continued

Actual

FIRST BAIRD BANCSHARES,INC. AND SUBSIDIAR!ES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

For Capital Adequacy
To Be Well Capitalized

Under Prom pt Corrective
Action ProvisionsPurposesI

I

Amount Ratio Amount Ratio Amount Ratio

First National Bank of Weatherford:

As of June 30,2017'.
Total capital (to risk weighted

assets)
Tier 1 capital (to risk weighted

assets)
Tier 1 capital (to average

assets)
Common equity tier 1 capital

(to risk weighted assets)

As ofJune 30, 2016:
Total capital (to risk weighted

assets)
Tier 1 capital (to risk weighted

assets)
Tier 1 capital (to average

assets)
Common equity tier 1 capital

(to risk weighted assets)

$ 24,053

$ 22,130

$ 22,130

$ 22,130

$ 22,592

$ 20,741

$ 20,741

$ 20,741

11.2o/o

1O.3Yo

9.7'lo

10.3o/o

11.7o/o

10.8%

9.4%

1O.8o/o

17,152 >

12,864 2

9,166 >

9,648 >

$ 21,40

$ 17,1s2

$ 11,458

$ 13,936

$ 19,298

$ 15,438

$ 10,941

$ 14,289

> 10.0%

> 8.0%

> 5.0%

> 6.5%

2 1O.Oo/o

> 8.0%

> 5.Oo/o

>- 6.50/o

>$

z$

>$

>$

>$

>$

>$

>$

8.O%

6.OYo

4.Oo/o

4.SYo

15,438 >

11,579 >

8,753 >

9,892 >

8.0%

6.0%

4.0%

4.5o/o

ln July 2013 the Federal Reserve published final rules for the adoption of the Basel lll regulatory capital
framework (the "Basel lll Capital Rules"). The Basel lll Capital Rules, among other things, (i) introduce a new
capital measure called "Common Equity Tier 1", (ii) specify that Tier 1 capital consist of Common Equity Tier 1

and "Additional Tier 1 Capital" instruments meeting specified requirements, (iii) define Common Equity Tier 1

narrowly by requiring that most deductions/adjustments to regulatory capital measures be made to Common
Equity Tier 1 and not to the other components of capital and (iv) expand the scope of the deductions/adjustments
as compared to existing regulations. The Basel lll Capital Rules became effective for us on January 1 , 2015, with
certain transition provisions fully phased in on January 1,2019. Based on our initialassessment of the Basel lll
Capital Rules, we do not believe they will have a material impact on the Company or the Bank. We believe we
will meet the capital adequacy requirements under the Basel lll Capital Rules on a fully phased-in basis.

18. Cease and Desist Order

On June 22,2006, FBBI entered into a Cease and Desist Order (Order) with the Board of Directors of the Federal
Reserve System (.FED') after the FED alleged a violation of Section 3(aX3) of the Bank Holding Company Act,
U.S.C. Section 18a2(a)(3) involving FBBIs acquisition of more than five percent of a bank without the prior
approval of the Board of Governors. The primary provisions in the Order are that FBBI will not commit any similar
violations and they will submit to the FED acceptable written policies and procedures governing FBBI's direct or
indirect acquisitions of ownership or control of voting shares of any corporation, partnership, sole proprietorship,
business trust, association, or similar organization.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)

June 30, 2017 and2016

19. Disposition and Reacquisition of Sharp Bancsystems, lnc.

On January 8, 2016, the Company and the minority shareholder of Sharp Bancsystems, lnc., entered into a stock
purchase agreement with Nymbus, lnc (Nymbus) with an effective date of January 1,2016. ln exchange for the
80.16% of the outstanding shares of Sharp previously owned by the Company, the Company obtained 0.8016%
of Nymbus outstanding equity or 112,351 shares. The Company recorded the investment in Nymbus using the
book value of the Company's investment in SBS at the time of the effective date of the agreement, which they
believe reflects the fair market value of Nymbus. Effective June 30, 2017, through mutual agreement with the
Company and Nymbus, the purchase agreement was rescinded and the Company reacquired SBS in exchange
for their 112,351 shares of Nymbus common stock. Upon reacquisition, all shares of SBS were transferred from
each entity of the Company and the minority interest, First State Bank Beaverto FNBW. As of June 30,2017,
FNBW owned 100% of the outstanding shares of common stock of SBS. Effective July 1, 2017 , FNBW began the
process of liquidating SBS. The Company believes the rescission of the Nymbus purchase agreement and
subsequent liquidation of SBS are not material to the consolidated financial statements.

I 20. Subsequent Events

Management of FBT has submitted an application to the Office of the Comptroller of the Currency ("OCC") to
convert the charter of FBT from a state savings bank to a national bank charter. The purpose of the conversion is
to get both FBT and FNBW under the same regulatory agencies. As of September 26, 2017, the Company the
approval from the OCC was still pending. The Company expects a response from the OCC in October 2017.

The Company has evaluated all subsequent events for potential recognition and disclosure through
September 26, 2017 , the date of which the consolidated financial statements were available to be issued.
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FIRST BAIRD BANCSHARES,INC. AND SUBSIDIARIES

Description of Consolidating Entries

For the Year Ended June 30, 2017

1. To eliminate the Company's investment account against the stockholders' equity accounts of the
subsidiaries.

2. To eliminate inter-company cash and deposits.

3. To net deferred tax assets and liabilities and federal income tax receivables and payables.

4. To eliminate the dividend income from subsidiaries.

5. To eliminate the equity in the earnings from subsidiaries.
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