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‘ Annual Report of Holding Companies—FR Y-6

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

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

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

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

I,J. Scott Spiker
Name of the Holding Company Director and Official

Chairman and CEO

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

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

that the Reporter and inglividual consent to public release of all
deta)’/? Wco mingythat individual.

Sig flre ofﬁolding Comﬂny Director and Official
12/13/2017

Date of Signature

Date of Report (top-tier holding company's fiscal year-end):
September 30, 2017

Month / Day / Year

Reporter's Legal Entity Identifier (LEI) (20-Character LEI Code)
Reporter's Name, Street, and Mailing Address

First Command Financial Planning, Inc. Employee Stock
Ownership Plan Trust

Legal Title of Holding Company

1 FirstComm Plaza

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

City State

76109
Zip Code

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:
Douglas C. Worrell Treasurer
Name Title
817-569-2497

Area Code / Phone Number / Extension
817-569-2468

Area Code / FAX Number
deworrell@firstcommand.com

E-mail Address

www, firstcommand.com

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

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

[3 is included with the FR Y-6 report

[ will be sent under separate cover

[ is not prepared

For Federal Reserve Bank Use Only

rsso F§C3321

Is confidential treatment requested for any portion |0=N°
of this report submission?........cccoviiiiiiiiiiinnnn 1=Yes 0

In accordance with the General Instructions for this report
(check only one),

1. a letter justifying this request is being provided along

WIh thO TAPOIE .....cuneriismriviiveineimsmmumenmmannns s wammnss b D
2. a letter justifying this request has been provided
SOPATABIY. i covnasavinsnssuninnsssseinsunaissEs s s S D

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

as "confidential.”

Public reporting burden for this information collection is estimated to vary from 1.3 to 101 hours per response, with an average of 5.50 hours per response, including time to gather and
maintain data in the required form and to review instructions and complete the information collection. Send comments regarding this burden estimate or any other aspect of this collection of
information, including suggestions for reducing this burden to: Secretary, Board of Governors of the Federal Reserve System, 20th and C Streets, NW, Washington, DC 20551, and to the

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

12/2016



For Use By Tiered Holding Companies

FRY-6
Page 2 of 2

Top-tiered holding companies must list the names, mailing address, and physical locations of each of their subsidiary holding companies

below.

First Command Financial Services, Inc.

Legal Title of Subsidiary Holding Company

1 FirstComm Plaza

Legal Title of Subsidiary Holding Company

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

Fort Worth X 76109

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

12/2012



Subsidiaries of Registrant

Name & Address

Date and % of Voting Shares, Partnership

Interest, Voting Trust Certificates
Capital Contributions

Legal Entity Identifier
(LEI)

First Command Financial Planning, Inc. -
Employee Stock Ownership Plan Trust
(FCFP ESOP Trust), Fort Worth, Tx 76109

First Command Financial Services, Inc.
(FCFS, Inc.), Fort Worth, Tx 76109
First Command Financial Planning, Inc.

Fort Worth, TX 76109

First Command Financial Services, Inc. (Montana)
Fort Worth, Tx 76109

First Command Europe Ltd.
Mildenhall, Suffolk, IP28 7DF, United Kingdom

First Command Bank
Fort Worth, TX 76109

First Command Insurance Services, Inc.
Fort Worth, TX 76109

First Command Life Insurance Company
Fort Worth, TX 76109

First Command Advisory Services, Inc.
Fort Worth, TX 76109

100% Owner of FCFS as of 2002
State of Incorporation - Texas

Parent Company
State of Incorporation - Texas

100% Owned by FCFS as of 1981
State of Incorporation - Texas

100% Owned by FCFS as of 1983
State of Incorporation - Montana

100% Owned by FCFS as of 2008
Incorporated in the U.K.

100% Owned by FCFS as of 1997
State of Incorporation - Texas

100% Owned by FCFS as of 1999
State of Incorporation - Texas

100% Owned by FCFS as of 2001
State of Incorporation - Texas

100% Owned by FCFS as of 2014
State of Incorporation - Texas

LEl - none

LEI — 549300KKABUHKS7KOK34

LEl - none
LEl - none
LEI - none
LEl - none
LEl - none
LEl - none
LEl - none



[€s08952 [ JINVE GNVINNOD 1Suid] _ poiinboy 1oN| _pailnbay 1oN[ S3LVIS GILINN] INV¥HVL] _6019L XL HLYOM 1404 vZv1d WWODLS¥H T[ YNVE ONVININOD LSHI4[€90895C | (35430 peaH) sam3s [In4[£T0C/TE/CT
[ swowwoy| ,assy"ai 2440 Pe3H| 3930 PERH| 4JoqWINN 35330 +NNNINA 13| Knunoy|  Auno| apoy diz[  @ieis] An| 552.ppY 399435 swieN Jejndod| ,assy_al youeig| 5dA1 3210135 Youelg | 318 ARa3] UokdY eieq

“pasinbai Jou si S3N|eA 3SBY] JO UONEIYLIBA “AJUO 3DUBIBJRI 10 DIB SUWIN|OI ASSY Al PUE 49GUWINN 220 ‘WNNINN JIad +

*A08"aAIas3I|RIDPa) BUI|UOQTA//:sdNY - UoHE: ijdde auluQ 0T-A ¥4 243 BiA Jo jewio Adoopiey e uj papiwqgns aq Aew ypodal OT-A ¥4 @24L

‘PPY 10 ‘@32|3Q ‘@s0]) ‘@Buey) Jo uoidY eIeq B YUM Yduelq Yoea 10j S3npayds youelg J3sawioq OT-A ¥4 Hwqns os|e snu noA ‘syuawaiinbas uniodal OT-A ¥4 aY3 Ajsijes o)
210N

ew-3 ale NoA §|

ew-a 2y} Jo auy| Palqns ayy ul a3els pue Ayd ‘aweu uonnusul InoA Ind 1PeIU0D GYd 1noA 03 s1y3 3t
“UONBULIOJU] 210U 10} 3 SIY} UO SUOIIINIISU) PaJIeIaP Y} 335 '108IU0D GY4 InoA 03 Adod panes e puas ‘paysiuy aie noA uaym
3INpas0iq uoissiugns

-1aded pazis |eda] Jo/pue ‘Buijess aBed ‘uojyejuanio adeospuel Buisn Au) *j29x3 SN Ul dmyas aged 1noA isnfpe 03 paau Aew noA ‘351 siy3 Bupaund §

‘uLIN|od a3e@ BARYBHT AU Ul 23ep UoNIsinboe 1o Bujuado ay3 pUe UWN|OD UORIY BIE AY3 Ul PPV, J2IUD puE ‘elep Youeiq 3y} ppe ‘Mol e pasul ‘Buissiw S| youelq s|qeyiodal e §| :ppy
“uwInjo? UOKIY B3R Y3 Ul ,313]3(), J93U8 ‘UoanyIsul A1oysOdap S1yl Aq PaUMO JaA3U SeM Pajsi] Youeiq ey 333130

“uwIN|o> 338 BARI3YT SY3 Ul 21EP BINSOJD 10 B[ES AY} PUE UWIN|OD UORIY B3R BY3 Ul 350]D, 493US ‘PaSOID 1O P|OS SEBM Pais]| Youelq e §| :3s0p)

3 241 Ul PIjeA 3UIEIBq 3511} UOIEWLIOU SIY3 USYM 33ep 343 PUB UWN|OD UOKDY BIeq Y3 Ul FUELD, 1213 ‘Blep ay3 3sASI ‘a39|dWodU} 10 }921100Ul S| UOIEULIOJUI Youelq 3y §| :aBuey)
“UWIN(o2 UORDY BIed Y3 Ul HO, 123U3 1931100 S| UOIJRLIOJUI YoURI] Y3 §| HO

SuoHIY

‘uwn|od ajeq JAIIBY;

uwinjod ajeq AR 3Y3 Ul 33ep BY3 J3IUS ‘palinbal §| T
Mo[aq palydads SUOHDE B3 JO 210U IO BUO J33UD ‘MOI YOURI] Y283 JO UWN|OD UOHIY B3eq ay3 U] ‘T,
375 UONEIJII9/, PUE UOREIIPU0I9Y

*/10Z/v0/0T yBnoiyy passadoid pue paladal sem jey] UolewlIoul $1931J1 eleq *£10Z/0€/60 Jo se a1e ejep ayl
XL ‘HLYOM 1404 10 (TZEEZSE) 1SNUL NVId dIHSHINMO YDOLS FIA0TING ONI ‘ONINNYTd TVIONVNIZ ANVINWOD 1SHId Aq pI2y st uonnasul Aioysodap sty
*(£908957 :ASSY™AI) ¥NVE ONVINNOD 1SHId :uonmusul Aloyisodap JnoA 1o} sayouelq Jo s v s3]




V/N vsn
%001 'x1 ‘sejieq ‘(eaysnil)
‘saleys 8808519 S8jejs pajun uoslispusH uljod
CETMI BETS uonesodioou;] (Anuno) ‘eyeis ‘AjND) CETHID BT uonesodioou] (Aiunoo ‘ajels
BuijoA jo sse|d 1o diysuaznip SSsalppy g sweN BuijoA jo sse|n Jo diysuaziiy ‘AJ19) ssaippy g sweN
yoe3 jo abejuasiad jo Aiyuno) yoe3 jo abejuaosiad Jo Aiauno)
pue JaquinN pue JaquinN

(9)(2) (a)(2) (e)(2)

(2)(1) (a)(1) (e)(1)

XX02Z-1€-Z ) Buipua teak |easy ayy Bulnp
3J0A 0} Jomod y}m aiow 10 %G Jo sbuipjoy Jo |os3u0d ‘diysiaumo
pey eyl (9)(1)(¢) ubnoays (e)(1)g ut pajsi| Jou SI8P|OH SdNIINIAS

XX02Z-1£-Z1 Buipua 1eak |eosyy Jo se 9)0A 0} Jamod YjIm aiow 10
%G Jo sBuipjoy 10 [0J3u09 ‘dIYSIBUMO Y}IM SI3p|OH Sa1jLIN2ag Judling

SI9p|OH SanIN2ag ;¢ way| yoday

2102 ‘0¢ Jaquivydag Buipug Jesj |edsid
sexa] ‘YMop Mo
3snua] ueld diysiaumQ 2038 9akojdwg ouj ‘Buiuueld |eioueuld puewwo isii4

9-A Y4 wuog



%001
- uonelodio) sexa] e
‘uonjesodio) |gsunod
juswisaau| oibajens

0

uoneiodio)

|esuno)

JusW}SaAU|

olbajens -

19210 JUBWISaAU|

00l $81yD B juspisald

SUON

sajels
pajun 'sexa] ‘sejleq
‘uosiepusH U0

ag)sni| 99)sni] dOS3

(p1oy  (saueipisqns jo Auedwod (sessauisnq (seuelpisqns Auedwos Buipjoy Auedwos (Anunog ‘aye3s ‘A319)
noas BujoA  saweu apnjaut) Buipjoy ui 19Yjo JO  JO sauweu apn|oul) SaLIBIPISGNS YIM UOIISOd @ 3311 yum uonisod ® apil  Buipjoy yum ueyy SSaIppy g SSweN
jo abejuastad sauleipisqng ul saljuUNdag Bujop  saweu apnjoul) 13y30 Ji uonednadQ
pue sajuedwod sanuNdeg bunop Jo abejuasiad sassauisng ledidung
Jo saweu jo abejuaiad 19430 ypm
1s17) pIay ase uonisod B apIL
sanunoas bunoa
JO 210w 10 %,GZ
3 (sdiysiauped
sapn|aui)
sajuedwod
13430 JO saweu 3Isi
()) (@) (e)(y) (2)(g) (a)(e) (e)(g) (@ )

110z ‘0¢ 19quiaydag Buipug Jeax [easid
sexa| ‘YoM Mo

(0)(a)(e)(2) pue (9)(a)(e)(1)
slapisu| :y wa}| Hoday

jsna] ue|d diysiaumQ 3203g aakojdwg ou| ‘Buluue|d [e1oueUl{ pUBWIWOY }Si14

9-A ¥4 wio4




29)snJ]
‘UOSIapuUsH uijo)d

1snu] ueld diysisumoQ

%001 9akojdwg Buiuueld
saleys 880°8GL'9 S9Je}S pajiun  [eldueul{ puewwo) jsil4
CETHPD BT uoneiodioou] (Anunos ‘ayeys ‘Ay9) CETHIN BETS uonesodioou| (A13uno9 ‘ajelg
BunoAa jo sse|n 1o diysuaznin SSa4ppy ' dSweN Bujop jo sse|n 10 diysuaziig  ‘AJ19) ssaippy R sweN
yoe3 jo abejuaolad Jo Aiyunon yoe3 jo abejuaaiad Jo Aijuno)
pue JaquinN pue JaquinN

(2)(2) (a)(z) (e)(2) (9)(1) (a)(1) (e)(1)

XX02-1€-Z} Buipus 1eak jeasy ayy Buunp
9]OA 0} Jamod YjIM aiouwl 10 %G Jo sbBuipjoy Jo jo4juod ‘diysiaumo
pey jeys (9)(1)(€) ybnoayy (e)(1)¢ ul pajsi| Jou SI3p|OH SaNLINIBG

XX0Z-1£-Z1 Buipua 1eak [easly Jo se 8J0A 0} Jamod YjIm aiow 10
%G J0 sBuipjoy 10 [013u09 ‘dIYSIaUMO Y}IM SIBPJOH S8I1IN2ag JudLINgy

S13p|OH Sa11IN2as ¢ Wa) Joday
£10Z ‘0¢ Joquiaydag Buipug Jea ) [easiq
sexa] ‘YMOoM Mo4
*ou| ‘S82IAIAS [BI2UBUI4 PUBLUWOY }SdI4

9-A Y4 wuo4



S80IAI8S @oUBINSU| pUBLIWOY }sii4 Jopaliq
‘BUBJUOI\ - 'SBOIAIG [BIOUBUIY PUBLUWIOD ISil4 * Jojoalq
‘s90IA8S AIOSIAPY puBWIWO) 1S4 03D % Joyaug
‘Buluue|d |eloUBUI4 PUBLIWOD }Sii4 * OTD B J0j0allg
‘goueINsU| 8)1 PUBWIWOY ISii4 - 0FD “ou| ‘seolnes

(seyers

pajun ‘sexal ‘YHOAN

QuoN 0 0 SUON [EIOUBUI4 PUBLLWIOY ISil4 - pJeog 3y} Jo uewlieyd 3 030 Jopalg QUON HO4) Jayidg }oog uyor
%001 1sni] ueid

diysiaumQ @akojdwg

Buluue|d [eoueuly

QUON QUON QuoN QuoN SUON QUON puBWIWOY }sii

(p1ay  (saueipisqns jo Auedwoo (sassauisnq (saueipisqns Auedwod Buipjoy Auedwos  (Anunog ‘ayeys ‘A19)

sanunoas Buoa  saweu apnjoul) Buipjoy Ul 13Yjo JO SaWeU 3pNjdoul)  JO SSWEU SpN|dul) SALBIPISHNS YIIM UOIISOd 8 3L yum uonisod @ apiL  Buipjoy yum ueyy SSaIppy @ saweN

jo abejuasiad

pue sajuedwod

Jo saweu

3s17) pIay ale
sannoas bunoa
JO alow 10 %SZ

3 (sdiyssauped
sapnjoul)
sajuedwod

19430 JO saweu Isi

(2)(p)

SalIeIPISqNS Ul SaMIN2ag Bunop

sanunoag Buop
Jo abejuaalag

(a)(¥)

Jo abejuasiad

(e)(¥)

sassauisng 19430

UHM uonisod g aplL

(0)(e)

(a)(g)

layjo j1 uonednadp
lediound

(e)(g) (2

(1)

£102 ‘0€ Joquiaydag Buipu3 Jeaj [eosid
sexa] ‘UHOp Mo
*JU| ‘S99IAISS [BIDUBUI4 PUBWIWOY }SiI

9-A ¥4 wiog

()(@)(e)(2) pue )(@)(e)(1)

slapisu| :p way| poday




%9G- "OU| ‘Sexa |
jo dnoug salbajens

Bupinsuo)

-19)o1g @ouelnsu|/syyeusyg

aakojdw3 ‘syyousg

SaJILUWOD WpNY

JuB)Nsuo)/ieyolg
sjyauag
— slyauag BHo-

(sepR1S
payun ‘sexa ‘YHom

uopesuadwo) 0 0 8Ho4 — Jauped Buibeuepy SUON 8y} jo uewuiey) ‘Joalig  ‘ieuped Buibeuepy  po4) uosupolq uebo
%61 - ou| 'SBuIp|oH
1NEN JB3|D
0 Y00}S uowwo)
‘ou| ‘eoe|d Aemesseo)
‘10}0811(Q pue juspisald
%G - ou| ‘ou| ‘sBuip|oH 19)Je N Jes|D
‘sBuip|oH 1exMen Jojyoaug pue uewieyd (seye38
13D Jo }00iS ‘030 ‘uonepunod pajun “YOA MON “SHOA
pailsjald Y saues 0 0 Aiwe4 [j@9xoug ‘Juspisald QUON Joypalg ueg  MaN) [leyoug D Men
(pI2y  (sauelpisqns jo Auedwos (sessauisnq (sauelpisqns Auedwod Buipjoy Auedwos  (Kiunog ‘ayeys ‘A1o)
sanunoas BuoA  saweu apnjoul) Buipjoy ur  Jayjo Jo saweu apNjoUl)  JO SaWeU IpN|dul) SALBIPISGNS YIIM UOISOd B L ym uonisod g apiL  Buipjoy yum ueyy SSaIppy B saweN

jo abejuaoiad

pue sajuedwod

JO saweu

IsI7) pay are
sanunoas bunoa
JO alow 10 %57

3 (sdiyssauped
sapnjoul)
sajuedwod

13y30 Jo saweu jsi

(Q)(p)

saueIpISqng Ul sanunaag Buop

sapunoag bunop
Jo abejuaoiad

(a)(¥)

Jo abejuasiad

(e)y)

sassauisng Jayjo
U3im uonisod 2 9L

(2)(g)

(a)e)

(e)(€)

1930 J1 uonednaoQ
jedidund

(2)

(1)

2102 ‘0¢ Jaquaydag Buipug seap |easid
sexal ‘YUom Hod
*ou| ‘S99IAISS [BIOUBUIY PUBWIWOD }Sil

9-A ¥4 wiog

(0)(@)(e)(2) pue 2)(a)(&)(1)

siapisu| :p way| poday




%9%- 0711 'sbulpjoH
dnoug) uebey

0

0

oM

‘sBuipjoH dnoig uebeH

Jabeuep 077 Aosinpy

10}09/\ 03D %8 Jepuno4

‘alodebulg ‘|euoneulsiu|
‘L'N Joyoana

‘ou| ‘suonnjonay

anse|d - Joyalg

277 ‘dnolg sisuped
uoijepuno4 - uewureyd

BuoN

Joyoallg

jueynsuo) Abajens

(sarels
pajun ‘epuo|4 ‘yoeag
uojuhog) uebeH AuuaH

[(JED]

sanunaas Bunoa
Jo abejuaosad
pue sajuedwod
JO saweu

Is17) pIay ase
sanunoas Bunoa
JO alow 10 %62
3 (sdiyssauped
sapnjoul)
saluedwod
13430 JO saweu 3si

(2)(¥)

(saurelpisqns jo
saweu apnjaui)

Auedwod
Buipjoy ui

saueIpISqNG Ul SaIN2ag bunop

sanunoag bungop
J0 abejuaoiad

(a)(v)

Jo abejuaosiad

(e)(y)

(sassauisnq

13Y30 JO saweu apnjoul)
sassauisng 19430

Ulim uonisod g aptL

(o)(g)

(sauelpisqns
O saweu apn|dul) SaLBIPISANS Y}IM UONISOd B L

(a)(e)

Auedwod Buipjoy
Uim uonisod g apiL

(e)(e)

Auedwod

Buipjoy yym uey
13y30 J1 uoednaosQ
ledidunid

(2)

(Anuno) ‘aye3s “M10)
SSaIppY @ saweN

(1)

£102 ‘0€ Jaquiajdag Buipus Jea, [eosty

sexal ‘YoM 1o

*JU[ ‘S92IAISS [BIDUBUI{ PUBLUWOY ISl

9-A ¥4 wuo4

()(@)(e)(2) pue (0)(@)(e)(1)

s1apiIsu| :p way| poday




(Aiejes ou ‘yuswiuiodde
@oq) Ausianun

asusja( [euoneN

10} SIOYISIA JO preog
‘sinysu| AiepjiN pueeQ
‘IqN preog ‘(luejes

ou ‘0B 8ye)s) [1Puno)
KeyiN vO UreyQ soIA
‘(Arejes ou ‘jyoiduou) eag
1E 3N0SaYy IO} UONHEBID0SSY
‘laquialy pieog “Aiejes oN
((61)(2)L0G) uoneossy
|elows| saulep
‘aepiwwo) juswdojersqg
pue diysiaqusiy

Jo Jiey) ‘Joyoalg

‘(Aouabe |euoibal ‘Auejes
ON - JusWUIBA0D) Aq
pajuloddy) Ajuoyiny Jayep
uonyepodsuel ] AousbBilawg
19)eN) ealy Aeg oosiouelq
ueg ‘uewliey) pieog

(seress payun
‘v 'lIH yueses|d)

e 0 0 SUON S404 “opaug paiey abpluayoa1g Apor
(p1oy  (saueipisgns jo Auedwod (sassauisnq (sauelpisqns Auedwoos Buipjoy Auedwos  (Aunoj ‘ayeys ‘A1)
sanunaas Buljoa  saweu apnjoul) Buipjoy ur  J3Yjo JO SAWERU 3PN|oUl)  JO SSWEU 3PN|OUl) SALBIPISHNS Y}IM UOIISOd 8 9311 Y}IM uonisod g a1l Buipjoy yum ueyy SSaIppy @ saweN

jo abrjusosad  sauelpisqng ul saLNJag Bunop
pue sajuedwos sanunosag bunop  jo abejuasiad
J0 saweu Jo abejuaoiad

3s17) play ase
sanunoas bunoa
JO aiow 10 %GZ
31 (sdiyssauped
sapnjoul)
sajuedwod
13430 Jo saweu Isi

sassauisng 13430
UnMm uonisod B APIL

(2)(p) (a)(¥) (e)p) (2)(g)

(a)e)

13430 J1 uonednadQ
ledidund

(e)(g) (2) (1)

2102 ‘0¢ Jaquisydag Buipu3 JeaA [easid
sexal ‘YHuom Ho4
*0u| ‘SaJIAIS |elduUBUl4 puBWIWO) }Sii4

9-A ¥d wio4

(0)(@)(&)(2) pue )(a)(e)(1)
slapisu| :p way| poday




%001 -¥snJL

|| 8uked H |loue)
%06 - seipadold
youey auked 9

snip i

auked H |joue) - 88)shu |
saipadold youey suked
2 -laquiay Buibeuepy

%56 (sem)S
- @L7 ‘syuswisaAau| dl7 ‘syuswisanu| auked pajun ‘sexa] ‘YHOAA
auked D 0 0 0 - Jaquia|y Buibeuepy auoN Joauq 109})1Yyo2ly Ho4) || ‘suked "H [joue)
S8UIO|\ se( - Yueg ueoT
SWOH [elapa4 J0j0allq
‘eyew( jo uoluedwo)
J030211Q ‘eyewO (se1elS
Jo pajiun Jojoaliq -eyew payun ‘y| ‘Jebsuy
SuoN 0 0 Jo [emny - Joyalq SUON Joy311g Jaquisy pieog  juleS) Jaks|\ 'Y ejned
(p1ey  (seueipisqns jo Auedwod (sassauisnq (sauelpisqns Auedwod Buipjoy Auedwod  (Anunoj ‘ajeys ‘Au9)
sanuNoas bugoa  saweu apnjoul) Buipjoy ur  Jayjo Jo SawWeuU IpNjoul)  JO SAWERU IPN|DUl) SILBIPISGNS Y}IM UOIISOd B 3L U}Mm uonisod g apiL  Buipjoy ypm ueyy SSaJppy B SaweN

Jo abejusosad

pue sajuedwod

JO saweu

3sI7) pay ale
sanuNnoas Buoa
JO aiow 0 9%S5Z

3 (sdiyssauped
sapn|oul)
sajuedwod

13Y30 JO saweu isi

(2)(¥)

saueIpISqNg Ul SapUN2ag Bunop
senunoag Bunop

Jo abejuasiad

(a)¥)

Jo abejuaosiad

(e)(y)

sassauisng 13yj0
UYjim uoljisod g AL

(2)(€)

(a)(e)

(e)(g)

Jayjo J1 uonednasQ
ledidunid

(2)

(3]

£10Z ‘0¢ Jaquiaydag Buipu3z Jeaj [edsid

sexa] ‘YHOM Mod

*JU| ‘S39IAISG [B1DUBUL4 PUBWIWOY }SII

9-A ¥d wuog

0)(@)(E)(2) pue )(@)(e)(1)

si1apisu| :p way poday




sueg gni Anuno? Jo aog

%001}
- 'ou| ‘0 aped ‘ou| ‘oD spe) pue (se1e1S pajiun ‘sesuey]
pue pue] eMelQ 0 0 pue emejQ - juapisaid SuoN 10308110 pakojldw3 Jlos ‘ayie|Q) UOS|IA ‘H uyor
WM ‘Saulop seq
dnol9 oj|93s0) (Joyoudold 8|0S)- dnoio
ayl Jo %001 0]|9}s0) 3y - juepisald auoN Jopalg Jue}Nsuo) oj|91s0D ‘N Aueg
(p1dy  (sauelpisqns jo Auedwoo (sassauisnq (sauelpisqns Auedwod Buipjoy Auedwos  (Aunoj ‘syeys ‘A1)
sanuNoas Bugoa  saweu apnjoul) Buipjoy ur  13Yjo Jo Saweu apnjoul)  JO SAWEeU IPN|OUI) SSLBIPISGNS Y}IM UOIJISOd B L ypm uonisod @ 3L Buipjoy yum ueys SSaIppYy '@ SOWeN
jo abejuaosad  sauelpisqng ul saRUN2ag Bunop sassaulsng Jayjo Jayjo J1 uonednaosQo
pue sajuedwod sann2ag bunop Jo abejuaoiad UY}IM uoI}ISOd 2 9L ledidund

Jo saweu Jo abejuaaiad
IsI7) pIay ase
sanunoas Buoa
JO aiow 10 %SGZ
3 (sdiysisuped
sapnj|oul)
sajuedwod
13Y30 jJo saweu }si7

(2)(¥) (a)(v) (e)(¥) (2)(g) (a)(e) (e)(g) (2) (1)

()(@)(e)(2) pue ()(a)(e)(1)
s1apisu| iy way| poday

2102 ‘0g 1equaidag Buipu3 tea [easiy
sexa] ‘YoM Ho4
*ou| ‘S92IAI3S |elduBUl{ PUBWIWOY }S4l4

9-A ¥4 wiog




uonepuUNOS [euoleonp3

"oU| 'SeoIAIeS AUOSIAPY PUBLUWIOY 38U - A
@oURINSU| B)1 PUBWIWOD 18114 - IAS

"OU| ‘S80IAI8S 9OUBINSU| PUBLILLOY 1114 - dA
sueg puewiwo) isii4 - 040 @ Uewuleyd

BUBJUO\ - SSOIAISS [BIOUBUI4 PUBLLLIOYD ISII - A
Buluue|d [BIoUBUIY PUBLIWOD IS4 - 04D 8 dAT

(sayeys payun
‘sexa] ‘uoibullly)

SUON 0 0 puewWO) }sii4 - Joyalg "OU| ‘S9OIAI9S [BIOUBUIY PUBWIWOYD 18114 - 040 B dAT QUON UOSLLIO " [8BUDIA

(seye)s payun ‘euljored

UHON ‘ajjinepahe)

QuUoON 0 0 QuUON QUON lowalnqg ‘pemey -Auly SN I1SNON ueq

(p1dy  (saueipisqns jo Auedwod (sassauisnq (saueipisqns Auedwod Buipjoy Auedwos  (Aijunog ‘ayeys ‘A1)

saiunoas Buigoa  saweu apnjoul) Buipjoy Ul 13Yyjo JO SaWeU APN|oUl)  JO SSWERU 3PN|doUl) SIUBIPISANS YJIM UORISOd B SIIL yym uomisod g a1l Buipjoy ypm ueyy SSaIppY @ SAWeN

jo abejuaosad

pue sajuedwod

JO saweu

3s17) pIay ale
sanunoas Buijoa
JO alow 10 %S5Z

3 (sdiyssauped
sapnjaul)
saluedwod

13Y30 Jo saweu }si

(2)(¥)

saueIpISqNS Ul SanuN2ag Bunop

sapunoag bunop
Jo abejuadiad

@)(v)

Jo abejuadiad

(e)(p)

sassauisng Jayjo
UY3im uonisod @ sl

(0)(e)

(a)(e)

13yjo Ji uonednado
lediduud

(e)(g) (2)

(1)

2102 ‘0¢ Joquiddag Buipu3 tea) |edsiy

sexa] ‘YoM Hod

*JU| ‘S32IAIAG [BIDUBUI{ PUBLLIWOY }SiI

9-A ¥4 wiog

()(@)(e)(2) pue P)(@)(&)(1)

siapisu| :f way| poday




SUeg PUBLLLOD 35114 - OF0 B JUSPISald

(seye)S
psjun ‘sexal ‘YUMo

SUON 0 0 SUoN "OU| 'S82IAISS [BIOUBUI PUBLLIWOD Isdld - JAT SUON  Hod) SJIYM PIAed "W
‘OU| ‘s90IAI9S AIOSIAPY pUBWIWOY ISl - dA
"OU| 'S92IAI9S 9oURINSU| PUBWIWOY ISl - dA
90UBINSU| 31T PUBWIWOY ISiid - A
BUBJUOJ\ - S9OIAISS [elOUBUIH PUBLLIWOD ISIIH - A
pajiwi] adoing puewwo) isii4 - Juspisald
Bujuue|d |eoueul
puBwWO) }sii4 - [9SUNO) [e1auas) pue AIe}aIoas ‘dAd
(sere1S
‘OU| ‘S82IAISS |eloueul pajun ‘sexa] ‘YHOAA
SuoN 0 0 suoN puBWWOY }Sii4 - [9SUNO) [BJBUSY) puk AIB}eIdaS ‘dAT QUON Ho-) uosdwis "y ybnH
(pIay  (sawuelpisqns jo Auedwod (sassauisnq (saueipisgns Auedwod Buipjoy Auedwos  (Anunog ‘ajeys ‘A1)
Sa[jN23s BUlBOA  saweu apnjoul) Buipjoy Ul JaYyjo JO SaWeU 3pN|dUl)  JO SaWEU apN|dUl) SALBIPISANS YJIM UOIISOd B d)IL ypm uomisod g apiL  Buipjoy ypum ueyy SSalppy @ SaweN

Jo abejuadsad

pue sajuedwod

Jo saweu

1sI7) play aze
sanunoas bugoa
JO aiow 10 %567

3 (sdiysisuped
sapnjaul)
sajuedwod

13YJ0 Jo saweu 3si

(2)¥)

seueIPISqNS Ul Sal3IN2ag Bujop

sajIN2ag Bunop
jo abejuaalad

(a)(v)

Jo abejuadiad

(e)(¥)

sassauisng Jayjo
UM uonisod g apiL

(2)(g) (a)(g)

1ayjo ji uonednasQ
ledidund

(e)(g) (@ (1)

£102 ‘0¢€ 4oquiaydag Buipug Jeaj |essid
sexa ‘YHoM Hod
*JU| ‘SaDIAISS [BIoUBUI4 PUBWIWOD ISl

9-A ¥4 wio4

©)(@)(e)(2) pue )(@)(e)(1)
s13pisu| iy way| poday




s80IA18g AIOSIAPY pUBLILLOY }SIi-

JO JuapIsald % Jojoall] ‘SSOIAISS SoUBINSU| PUBLLILLOD
1sd14 Jo Joyoaug ‘Buluueld [BIOUBUIY PUBLIWIOD IS4

- Juspisald B J0JalIJ ‘S8IAISS [BIOUBUIH PUBLLLLOD

(se1e1s papun ‘sexa

Y] 0 0 SUON JSll4 ‘Juspisald ‘Ou| ‘S8OIAISS [BIoUBUI4 PUBLULLOYD }Sdi4 10308110 SQUON ‘UMOAA HO4) a8ls Yep

(sereys payun

‘sexa] ‘YHOAN Hod)

QuUoN 0 0 SUON U ‘S92IAIBS [BlOUBUI4 PUBWIWOD ISii4 - O1D 8 dAT auoN  usBeuysadoepn v Ausp
'OU| ‘S92IAISS [BloUBUI4 PUBLIWOD

18114 JojoalIq ‘"ou| ‘SBOIAISS [BloUBUIH PUBLILLOD (sexa)

SUON 0 0 SUON Isdi4 - suopelad(Q JosIApy 'Jojaulq [euoleN B dAT SUON  ‘UHOAA HO-) JIIIO SHIM

"OU| ‘S8DIAISS |BloUBUIH pUBIWOYD (seye1S pajun ‘sexa)

QUON 0 0 QUON }sii4 - Juswdojenaq diysiepeaT] ®saoinosay uewny ‘dA3 QUON ‘UHOAA HOH) oA “A lIIP

(p1dy  (seueipisqns jo Auedwoo (sessauisngq (saueipisqns Auedwod Buipjoy Auedwod  (Anunog ‘ayess ‘A1)

Sa1juN0as BUpoA  saweu apnjoul) Buipjoy ur  J3Yjo JO SAWEU IPN[OUl)  JO SAWEU 3PN|dUl) SILBIPISGNS UM UOIISOd '@ SIL UNm uonisod g apiL  Buipjoy ypm ueyy SSaIppY ' SdweN

Jo abejuassad

pue sajuedwod

JO saweu

Is17) pjay ase
sapunoas Bunoa

JO aiowl 10 %GZ

3 (sdiysisuped
sapnjdul)
sajuedwod

13Y)0 Jo saweu isi

(2)(¥)

saueIpISqNg Ul saNdag bunop

sanunoag buop
jo abejuaalad

(@)(¥)

Jo abejuadiad

(e)(v)

sassauisng 18aYy}0
UM uonIsod B 3L

(2)(g) (a)(e)

(e)(g)

1330 Ji uoedndaQ
ledidund

(2)

(1)

2102 ‘0€ 19quiajdag Buipug Jea [eostd
sexa] ‘UHoM Ho4
*2u] ‘S8JIAISG [BIDUBUI{ PUBWIWOYD }Sil

9-A ¥d wiog

()(@)(e)(2) pue ()(@)(e)(1)

siapisu| :p way Hoday




First Command Financial Services, Inc. and Subsidiaries

Consolidated Audit Report
September 30, 2017



FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES

Table of Contents

Page
Independent AUItOr'S REPOIT........ooiiiiiieiii e 1
Consolidated Financial Statements as of and for the
Years Ended September 30, 2017 and September 30, 2016
Consolidated Balance ShEets ...........coooiiiiiiiiii e 3
Consolidated Statements of Operations ............ccccoeeiiiiiiiiiiiiieceeeee e 5
Consolidated Statements of Comprehensive InCome ...............oooovviiiiiiiiiiiie e, 6
Consolidated Statements of Changes in Stockholder's Equity............cccoocvveeeiieeiiiiiiiiinninn, 7
Consolidated Statements of Cash FIOWS ..............ooiiiiiiiiiiiie 8

Notes to Consolidated Financial Statements .........coovveeiie i 10



weaver

Assurance - Tax « Advisory

Independent Auditor's Report

Board of Directors
First Commmand Financial Services, Inc. and Subsidiaries

We have audited the accompanying consolidated financial statements of First Command Financial
Services, Inc. (the Company) and its subsidiaries, which comprise the consolidated balance sheets as of
September 30, 2017 and 2016, and the related consolidated statements of operations, comprehensive
income, changes in stockholder’s equity, and cash flows for the years then ended, and the related
notes to the consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

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

Auditor’s Responsibility

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

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

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

AN INDEPENDENT MEMBER OF WEAVER AND TIDWELL, L.L.P. 2821 WEST SEVENTH STREET, SUITE 700, FORT WORTH, TX 76107
BAKER TILLY INTERNATIONAL CERTIFIED PUBLIC ACCOUNTANTS AND ADVISORS P: 817.332.7905 F: 817.429.5936



Board of Directors
First Command Financial Services, Inc. and Subsidiaries

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of First Command Financial Services, Inc. and ifs subsidiaries as of
September 30, 2017 and 2016, and the results of their operations and their cash flows for the years then
ended in accordance with accounting principles generally accepted in the United States of America.

Lamen and Jidectt LLE.
WEAVER AND TIDWELL, L.L.P.

Fort Worth, Texas
December 8, 2017
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
SEPTEMBER 30, 2017 AND 2016

ASSETS
Cash and cash equivalents
Marketable securities
Trading, at fair value
Available-for-sale, at fair value (amortized cost of
$152,119,266 and $141,697,723 in 2017 and 2016,
respectively)
Commissions and fees receivable
Accounts receivable
Property, equipment, and software, net of
accumulated depreciation of $77,334,380
and $70,222,019 in 2017 and 2016, respectively
Deferred acquisition costs
Prepaid expenses
Advisor advanced commissions

First Command Bank assets
Cash and due from banks
Investments
Held-to-maturity, at cost (fair value of $320,594,076
and $293,514,101 in 2017 and 2016, respectively)
Available-for-sale, at fair value (amortized cost of
$84,478,645 and $86,836,875 in 2017 and 2016,
respectively)

Federal Home Loan Bank stock, at cost
Loans, net of allowance for loan losses of

$1,971,403 and $2,068,141 in 2017 and 2016, respectively
Property, equipment, and software, net of

accumulated depreciation of $7,540,173

and $6,763,380 in 2017 and 2016, respectively
Accrued interest receivable and other assets

2017 2016
$ 10143702 $ 12,223,361
32,284,640 26,664,969
156,185,911 144,921,212
35,785,880 33,488,239
3,690,713 3,163,839
39,833,234 39,067,074
4,462,014 4,573,152
4,453,351 4,193,935
6,571,373 6,546,367
58,525,080 32,190,981
323,058,884 292,707,108
84,306,634 87,070,078
3,124,100 3,094,100
274,948,482 283,223,072
13,738,428 14,507,164
6,398,611 5,894,614

TOTAL ASSETS

$1,057,511,037

$ 993,529,265

See notes to consolidated financial statements.



FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (CONTINUED)
SEPTEMBER 30, 2017 AND 2016

LIABILITIES

Accrued bonuses payable

Accrued commissions payable

Accounts payable and other liabilities

Advance commissions payable

Accrued Mission Accomplishment Plan payable
Deferred Career Commission Plan payable
Notes payable

Accrued employee retirement contributions
Future policy benefits

First Command Bank liabilities
Deposits
Federal Home Loan Bank advances
Accrued interest payable and other liabilities

Total liabilities

STOCKHOLDER'S EQUITY

Capital stock

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income
Treasury stock

Total stockholder's equity

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

See notes to consolidated financial statements.

2017 2016
$ 10933829 $ 10,003,897
17,162,655 15,251,109
11,672,321 11,867,689
10,158,476 10,282,980
195,600,708 181,956,596
15,009,649 14,594,885
- 3,010,182
6,159,803 5,777,854
17,300,824 15,979,501
674,605,184 650,352,228
20,000,000 -
5,717,588 5,976,699
984,321,037 925,053,620
63,366 63,366
6,487,946 6,487,946
64,887,451 60,087,143
2,856,638 2,042,591
(1,105,401) (1,105,401)
73,190,000 68,475,645

$1,057,511,037

$ 993,529,265




FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
YEARS ENDED SEPTEMBER 30, 2017 AND 2016

COMMISSIONS AND FEE REVENUE
Insurance sales
Investment sales
Asset management
Financial planning
Other service fee income

Total commissions and fee revenue

Investment income

Trading gains, net

Gains (losses) on sale of marketable securities, net
Other income, net

Total revenue

OPERATING EXPENSES
Commissions and advisor expenses
Mission accomplishment plan
General and administrative expenses
Interest expense

Total operating expenses

FIRST COMMAND BANK OPERATIONS
Interest income on loans
Interest income on investments
Interest expense on deposits
Provision for loan losses
Service fee and other income
General and administrative expenses

Total First Command Bank operations

INCOME BEFORE INCOME TAXES
PROVISION FOR INCOME TAXES
NET INCOME

See notes to consolidated financial statements.

2017 2016
81,476,635 81,112,489
30,648,199 27,754,016

113,015,336 102,037,390

2,083,301 2,052,194

15,511,693 18,226,350
242,735,164 231,182,439
5,757,183 5,660,367
2,557,428 561,862
1,926,893 (1,699,921)
2,449 852 2,436,744
255,426,520 238,141,491
(129,139,105) (117,326,245)
(33,354,917) (31,980,265)
(100,612,986) (98,380,621)
(2,827) (26,702)
(263,109,835) (247,713,833)
13,692,887 13,638,013
7,705,458 6,780,620
(988,681) (985,282)
(366,945) (607,082)
15,616,653 14,136,438
(21,635,250) (21,100,005)
14,024,122 11,862,702
6,340,807 2,290,360
(426,458) (482,078)
5,914,349 1,808,282




FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
YEARS ENDED SEPTEMBER 30, 2017 AND 2016

2017 2016
CONSOLIDATED NET INCOME $ 5914349 $ 1,808,282
Net change in unrealized gains during the period 2,079,421 4,538,122
Reclassification adjustment for
net (gains) losses included in net income (1,641,997) 1,969,705
Deferred tax benefit (expense) related to change in unrealized
gains and losses on FCLIC securities available-for-sale 376,623 (824,022)
Net change in other comprehensive income 814,047 5,683,805
CONSOLIDATED COMPREHENSIVE INCOME $ 6,728,396 $ 7492087

See notes to consolidated financial statements.



FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDER’S EQUITY
YEARS ENDED SEPTEMBER 30, 2017 AND 2016

Accumulated

Additional Other Total
Capital Paid-in Retained Comprehensive Treasury Stockholder's
Stock Capital Earnings Income (Loss) Stock Equity
BALANCE, September 30, 2015 $ 63366 § 6487946 § 61631031 § 3,641,214y $ (1,105401) § 63,435,728
Net income - - 1,808,282 - - 1,808,282
Other comprehensive income, net change in
unrealized holding gains and losses on securities
available for sale, net of tax expense of $824,022 - - - 5,683,805 - 5,683,805
Dividend paid - - (2,452,170) - - (2,452,170)
BALANCE, September 30, 2016 63,366 6,487,946 60,987,143 2,042,591 (1,105,401) 68,475,645
Net income - - 5,914,349 - - 5,914,349
Other comprehensive income, net change in
unrealized holding gains and losses on securities
available for sale, net of tax benefit of $376,623 - - - 814,047 - 814,047
Dividend paid - - (2,014,041) - - (2,014,041)
BALANCE, September 30, 2017 $ 63366 $ 6487,946 § 64887451 § 2856638 $ (1,105401) _§ 73,190,000

See notes to consolidated financial statements.



FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED SEPTEMBER 30, 2017 AND 2016

OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to
net cash provided by operating activities
Depreciation and amortization expense
Gain on sale of property and equipment
Provision for loan losses
Net amortization of Bank investments and marketable securities
Dividends reinvested in marketable securities - available-for-sale
Dividends reinvested in marketable securities - trading
(Gains) losses on sale of marketable securities - net
Trading (gains) and losses - net
Purchase of marketable securities - trading
Proceeds from sales/maturity of marketable securities - trading
Changes in operating assets and liabilities
Commissions and fees receivable
Accounts receivable
Prepaid expenses and other assets
Accounts payable and accrued expenses
Advance commissions payable
Accrued Mission Accomplishment Plan payable
Deferred Career Commission Plan payable

Net cash provided by operating activities

INVESTING ACTIVITIES
Purchase of securities
Bank investments, held-to-maturity
Bank investments, available-for-sale
Marketable securities, available-for-sale
Sales, maturities, calls, paydowns, of securities
Bank investments, held-to-maturity
Bank investments, available-for-sale
Marketable securities, available-for-sale
Purchase of Federal Home Loan Bank stock
Proceeds from redemptions of Federal Home Loan Bank stock
Net decrease (increase) in bank loans
Purchase of property, equipment and software
Proceeds from sale of property and equipment

Net cash used in investing activities

See notes to consolidated financial statements.

2017 2016
$ 5914349 $ 1,808,282
8,639,152 6,716,439
(6,500) -

366,945 607,082
2,350,377 2,504,344
(1490,053)  (1,766,346)
(1,078701)  (1,174,458)
(1,926,893) 1,699,921
(2,557 428) (561,862)
(5481525 (3,887,814)
3,778,746 3,760,274
(2.207641) (2,076,247
(526,874) (129,946)
(677,281) 126,321
4,466,376 1,128,081
(124,504) 973,050
13644,112 11,764,784
414,764 144,141
23407421 21,636,046
(230,611,431)  (224,153,408)
(16,309,977)  (46,210,119)
(62,025574)  (31,605,662)
198,679,485 222,566,241
17,898,000 21,179,570
54045718 16,867,469
(30,0000 (2,763,000)

- 1,537,300
7,907,645 (7,027,669)
(7,942,080)  (5,194,168)

6,500 -

(38,381,714)  (55,003,446)



FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
YEARS ENDED SEPTEMBER 30, 2017 AND 2016

2017 2016
FINANCING ACTIVITIES
Net change in Federal Home Loan Bank advances $ 20,000,000  $(30,900,000)
Net change in bank deposits 24,252,956 30,804,221
Dividends paid (2,014,041) (2,452,170)
Payments of notes payable (3,010,182) (702,353)
Net cash provided by (used in) financing activities 39,228,733 (3,250,302)
Net change in cash and cash equivalents 24,254,440 (36,617,702)
CASH AND CASH EQUIVALENTS, beginning of year 44 414,342 81,032,044
CASH AND CASH EQUIVALENTS, end of year $ 68,668,782  $ 44,414,342
Cash and cash equivalents 10,143,702 12,223,361
Bank cash and due from banks 58,525,080 32,190,981
CASH AND CASH EQUIVALENTS, end of year $ 68,668,782 $ 44,414,342
SUPPLEMENTAL DISCLOSURES
OF CASH FLOW INFORMATION
Interest paid, net of capitalized interest $ 987537 $ 1,016,509
Income taxes paid 363,996 364,359

See notes to consolidated financial statements.



FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

First Command Financial Services, Inc. and subsidiaries (FCFS or the Company) was
chartered in Texas in December 1980. The Company began operations in March 1981 as the
continuation of a business formerly operated as Independent Research Agency for Life
Insurance, Inc. (IRA), a Texas partnership. On December 22, 2000, IRA was renamed First
Command Financial Services, Inc.

FCFS is a financial services holding company and owns 100% of First Command Insurance
Services, Inc. (FCIS), a general insurance agency; First Command Financial Planning, Inc.
(FCFP) (formerly United Services Planning Association, Inc.), a licensed, fully disclosed
broker-dealer registered with the Securities and Exchange Commission (SEC) and Financial
Industry Regulatory Authority (FINRA); First Command Advisory Services, Inc. (FCAS), a
registered investment advisor with the SEC; First Command Bank (FCB or the Bank), a
Federal Savings Bank; First Command Life Insurance Company (FCLIC), a stock reserve life
insurance company; First Command Europe, Ltd. (FCEL), an insurance and investments
company operating in the United Kingdom and Germany; and First Command Financial
Services, Inc. — Montana (FCFS-Montana), a general insurance agency licensed in the state
of Montana.

Effective October 1, 2015, FCFP was restructured into two separate corporate operations.
FCFP continues as a mutual fund broker/dealer and will expand its brokerage operations over
time. The investment advisory services were transferred to First Command Advisory Services,
a new subsidiary of FCFS.

FCIS and FCFS-Montana are engaged in the sale of life, annuities, long-term care, disability,
and property/casualty insurance. FCFP is engaged in the sale of mutual funds and other
variable investment products. FCAS is engaged in asset management and financial planning
services. The Company shares common employees, sales advisors and representatives, and
office facilities with its subsidiaries. The Bank offers a variety of personal and commercial
banking products and services that integrate our comprehensive financial solutions for
individuals and businesses. The Company'’s target market is middle income American families
with a concentration to United States professional military personnel. Corporate and banking
offices are located in Fort Worth, Texas. The Company’s advisors and representatives
maintain offices in approximately 169 cities located in 43 states, one U.S. territory, and two
foreign countries.

As discussed in Note 13, 100% of the Company’s outstanding common stock is owned by the
First Command Financial Planning, Inc. Employee Stock Ownership Plan Trust.

We have evaluated subsequent eventis after the balance sheet date of September 30, 2017

through December 8, 2017, which is the date the consolidated financial statements were
available to be issued.
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Principles of Consolidation

The consolidated financial statements include the accounts of FCFS and its wholly owned
subsidiaries. All significant intercompany accounts and transactions have been eliminated
in consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America (GAAP) requires management to make
estimates and assumptions that affect the amounts reported in the financial statements
and accompanying notes. Significant estimates include the fair value of marketable
securities and investments, allowance for loan losses, deferred acquisition costs, and
reserves for future policy benefits. Actual results could differ from those estimates.

Recognition of Commissions and Fee Revenue and Commission and Advisor
Expenses

Commissions revenue on sales of insurance policies and mutual fund investments by the
Company’s sales advisors is recognized when earned from the insurance and mutual fund
companies. Commissions are generally paid to the Company as they are earned on
investments made or the premium-payment period by the individual investors and
policyholders to the mutual fund and insurance companies.

Asset management revenue is recognized by the Company when earned and is based
upon the market value of individual investor assets under management calculated on a
quarterly basis.

Financial planning revenue is recognized when services are provided to individual client
families for family financial plans and ongoing service.

Other service fee income is recognized as earned and includes revenue sharing,
investors’ individual retirement account custodial fees, sub-transfer agency fees, tax return
preparation fees, and FCLIC premium income.

Commissions and advisor expenses are recognized as the Company earns the respective
commission and fee revenue.

Based on historical collections, no allowance is deemed necessary on commissions and
fee receivables.
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Accounts Receivable

Accounts receivable include bond interest income, fees from investors’ individual
retirement custodial accounts, advisor receivables and other. Advisor receivables include
chargebacks for certain commissions and incentives. Based on historical collections, an
allowance is only deemed necessary on advisor receivables. This allowance is based on
the age of the receivable, advisor termination date, and collectability of the receivable.

Advisor Advanced Commissions

In 2013, FCIS began advancing approximately nine months of commissions to advisors
for certain life insurance sales. The amount advanced is treated as a prepaid expense (an
asset) and amortized to commission expense as the policy matures over its first year. If
the insurance policy cancels during the first nine months, the unamortized amount
advanced is recorded as a receivable from the advisor. FCIS records an allowance on
these receivables based on persistency of insurance policies, advisor force retention, and
collectability of these advisor receivables.

From October 2015 through April 2017, FCFP began advancing approximately 66 months
of commissions to advisors for certain mutual fund sales. The amount advanced is treated
as a prepaid expense (an asset) and amortized to commission expense as commission
revenue is earned on future client investment payments over the 66 months. If the account
cancels or periodic investments cease during the 66 months, the unamortized amount
advanced is recorded as a receivable from the advisor. FCFP records an allowance on
these receivables based on persistency of mutual fund accounts, advisor force retention
and collectability of these advisor receivables.

Marketable Securities and Bank Investments

The Company classifies investments into one of three categories: held-to-maturity, trading
or available-for-sale. Debt securities that the Company has the positive intent and ability
to hold to maturity are classified as held-to-maturity and recorded at cost, adjusted for the
amortization of premiums and the accretion of discounts.

The Company classifies securities owned by FCFP as trading in accordance with industry
standards for broker-dealers. Additionally, the Company has classified certain
investments as trading that have been designated to support deferred compensation
liabilities discussed in the Deferred Career Compensation Plan and Mission
Accomplishment Plan captions below. Investments classified as trading are carried at fair
value with changes in unrealized gains and losses recorded in trading gains and losses
within current year operations.
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Marketable Securities and Bank Investments - Continued

Investment securities that are not classified as held-to-maturity or trading are classified as
available for sale. Investments classified as available for sale are carried at fair value with
unrealized gains and losses, net of deferred taxes, recorded in accumulated other
comprehensive income. Premiums are amortized into interest income using the interest
method to the earlier of maturity or call date. Discounts are accreted into interest income
using the interest method over the period to maturity.

The Company’s portfolio of held-to-maturity and available-for-sale securities fluctuates in
value based on interest rates in financial markets and other economic factors. These
fluctuations caused by market changes have little bearing on whether or not the
investment will ultimately be recoverable. Therefore, the Company considers these
declines in value as temporary even in periods exceeding one year. In certain
circumstances, however, it may become apparent that the principal of an investment may
not be recoverable, generally due to factors specific to an individual issuer and not market
interest rates. In this event, the Company classifies such investments as other-than
temporarily impaired and writes the investment down to fair value, realizing an investment
loss. The determination that a security is other-than-temporarily impaired is highly
subjective and involves the careful consideration of many factors. These factors include:
default on a payment, issuer has declared bankruptcy, severe deterioration in market
value, deterioration in credit quality as indicated by credit ratings, issuer having serious
financial difficulties as reported in the media, news releases by issuer, and information
disseminated through the investment community. While all available information is taken
into account, it is difficult to predict the amount of a distressed or impaired security that
will ultimately be recoverable.

Realized gains and losses are included in operations, and are determined by using an
average cost basis for investments in mutual funds and on a specific identification basis
for all other investments. Dividends and capital gains from mutual fund investments are
included in investment income and recorded as declared. Interest income is also included
in investment income and recorded as earned.

Concentration of Credit Risk

Financial instruments that potentially subject FCFS to concentrations of credit risk consist
principally of temporary cash investments, commissions receivable, other receivables,
marketable securities, and loans to military-related personnel. FCB commercial loans are
concentrated in the dental and veterinarian industries. FCFS places its temporary cash
investments and marketable securities with financial institutions and investment
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Concentration of Credit Risk (continued)

companies. Therefore, the majority of these funds are not insured by the Federal Deposit
Insurance Corporation. Concentrations of credit risk with respect to commissions and
other receivables are limited due to the number of investment and insurance companies
comprising FCFS’ supplier base. Loans to military-related personnel are primarily
consumer loans with an average balance of approximately $22,230 per loan at September
30, 2017 and $21,654 at September 30, 2106. There is no concentration of credit risk to
a specific commercial loan borrower since the greatest exposure to a single borrower is
$2.4 million.

Cash and Cash Equivalents

For purposes of the consolidated statements of cash flows, cash and cash equivalents
include cash, money market accounts and the Bank’s cash and due from banks.

Property, Equipment, and Software

Property, equipment, and software are carried at cost less accumulated depreciation and
amortization. Depreciation and amortization are computed using the straight-line method
over the following estimated useful lives:

Office buildings and improvements 7-40 years
Office equipment, furniture, automobiles and software 3-10 years

Expenditures for maintenance, repairs, and minor renewals are charged to operations as
incurred.

Bank Loans and the Allowance for Loan Losses

Loans are stated at their unpaid principal balances, less the allowance for loan losses.
Interest on loans is recognized over the term of the loan and is calculated using the interest
method on principal amounts outstanding. The Company capitalizes loan origination costs
and amortizes these costs as an adjustment to yield over the estimated life of the loan.

The allowance for loan losses is a valuation allowance for losses on loans and binding
commitments. The allowance is established through a provision for loan losses charged
against income. Loans which management beiieves are uncollectible are charged against
the allowance, with subsequent recoveries, if any, credited to the allowance. The
allowance for loan losses and related provision are determined based on the historical
credit loss experience, changes in the loan portfolio, including size, mix and risk of the
individual loans, and current economic conditions. The allowance for loan losses is
maintained at a level which, in management'’s judgment, is adequate to absorb credit
losses inherent in the loan portfolio as of the balance sheet date.
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Bank Loans and the Allowance for Loan Losses — Continued

The consumer loan portfolio consists of loan and credit card balances of advisor referred
clients. The majority of these loans are to individuals and small businesses and are
segregated into homogenous pools. Homogeneous loans are those that are considered to
have common characteristics that provide for evaluation on an aggregate pool basis.
Management determines the allowance for consumer and small business loans based on
models which evaluate the average loan balances in each aging category and recent
performance trends. The model forecasts the monthly progression of loans and charge-
offs in each aging category using a rolling historical migration of loans, past due history and
expected charge-offs. Management also evaluates the collectability of the loan portfolio,
including the nature of the portfolio, credit concentrations, economic conditions, and other
risks inherent in the portfolio at the balance sheet date.

Commercial loans and real estate loans are evaluated annually for impairment on an
individual basis. A loan is considered impaired when, based on current information and
events, it is probable that the Bank will be unable to collect the scheduled payments of
principal or interest when due according to the contractual terms of the loan agreement.
Factors considered by management in determining impairment include payment status,
collateral value, and the probability of collecting scheduled principal and interest payments
when due. Management determines the significance of payment delays and payment
shortfalls on a case-by-case basis, taking into consideration all of the circumstances
surrounding the loan and the borrower, including the length of the delay, the reasons for
the delay, the borrower’s prior payment record, and the amount of the shortfall in relation
to principal and interest owed. Impairment is measured on a loan by loan basis by either
the present value of expected future cash flows discounted at the loan’s effective interest
rate, the loan’s obtainable market price, or the fair value of the collateral. For commercial
loans and real estate loans that are not considered impaired, a general reserve is
established based on general economic conditions, recent trends in losses, concentrations
of credit, trends in delinquencies, the level of troubled debt restructurings and the effect of
external factors such as competition and regulatory requirements.

Loans are considered past due if the required principal and interest payments have not
been received as of the date such payments were due based on the contractual terms of
the loan. Commercial loans are placed on non-accrual status when, in management’s
opinion, the borrower may be unable to meet payment obligations as they become due, as
well as when required by regulatory provisions. Loans may be placed on non-accrual status
regardless of whether or not such loans are considered past due. When interest accrual is
discontinued, all unpaid accrued interest is reversed through income. interest income is
subsequently recognized only to the extent cash payments are received in excess of
principal due. Loans are returned to accrual status when all the principal and interest
amounts contractually due are brought current and future payments are reasonably
assured. Consumer loans are not placed on non-accrual but are charged-off once the loan
reaches 120 days past due, with the exception of credit card loans which are charged-off
once the loan reaches 180 days past due.
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Mission Accomplishment Plan

During 1998, the Company’s Board of Directors (FCFS Board) authorized a compensation
program called the Mission Accomplishment Plan (MAP). The plan is designed to allow
certain advisors and key employees to participate in the earnings of the Company. MAP
participation is awarded pursuant to a policy based on merit and services provided that is
adapted from time to time by the FCFS Board.

The Company establishes an aggregate MAP award pool on an annual basis, which is
divided into a Current Award Pool (CAP), Deferred Award Pool (DAP), and Note Award
Pool (NAP). The CAP, DAP, and NAP award pools are allocated to participants based on
outstanding MAP points, and are charged to Mission Accomplishment Plan expense in the
year of the grant. MAP participants are awarded MAP points based on individual
performance. The amount of MAP points and the MAP award pools will vary as determined
by the Company in its sole discretion.

The CAP allocation is generally paid in cash, while the DAP allocation is credited to a
deferred compensation book account for each participant. Amounts credited to the DAP
are generally payable to the participant following their termination from the Company or
upon the maturity of the DAP ten years after its grant, whichever is earlier. The Note Award
Plan (NAP) was a new addition in 2016 to the Mission Accomplishment Plan. The notes
issued on September 30, 2017 and 2016 have a definite 10-year term with no acceleration
of payment allowed. Due to the defined term, the notes qualify as an issuance of
subordinated debt and will be counted as part of regulatory total capital. The notes are
zero coupon notes that will be discounted each year at a market rate of interest for similar
10 year debt issuances. The NAP award is also credited to a deferred compensation book
account for each participant and will be payable 10 years from the date of issuance.

As of January 1, 2005, the MAP was amended to allow participants to defer CAP and DAP
payment amounts when due into the MAP Elective Deferral Account (EDA). Participants
electing to defer amounts in the EDA select mutual funds in which to invest their deferrals
and receive the value of the mutual funds selected at the end of the term. The Company
purchases shares in mutual fund companies to economically hedge against the EDA. The
EDA grants are compensatory, and the participants accept all the market value risk. Each
deferral into the EDA has a 5-year term, and participants may not exercise until maturity.

The Company records compensation expense in commission and advisor expenses for
any increase or decrease in EDA due to market fluctuations. The Company classifies
investments designated to these plans as trading and records an increase or decrease to
trading gains and losses according to changes in fair value. Thus, there is no net income
effect due to the offsetting nature of these transactions.
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Mission Accomplishment Plan — Continued

MAP participants have no voting rights with regard to the Company, and the MAP does
not confer any rights as a shareholder to such holder. Deferred compensation in the MAP
may not be transferred, pledged, assigned, or otherwise encumbered by a participant and
is subject to immediate forfeiture if, among other things, the participant is found to have
engaged in conduct inimical to the best interests of the Company.

Investments designated to support EDA remain available for use by the Company in its
general operations, if needed, and remain at risk to the participants during any downturn
in the operating results of the Company.

Deferred Career Commission Plan Payable

During the year ended September 30, 1993, the Company established a Deferred Career
Commission Plan (DCCP) for the benefit of its sales advisors. This is a nonqualified plan
under which commissions are contributed by the Company for its sales advisors until their
business relationship with the Company terminates. The sales advisors receive no paid
commissions under this plan prior to their termination date.

The contributions to the plan are allocated to the individual advisors in the DCCP based
on a pooled point system. Management invests the contributions based on its sole
discretion, at the risk of the plan participants, and each year fluctuations in the market will
affect the value of the selected investments. An account is maintained for each participant
for the purpose of recording the current value of his or her commissions, including earnings
credited thereto. The participant's account is adjusted annually to reflect earnings and
losses.

Points are awarded to advisors only in years when the company contributes to the DCCP,
based on a defined formula using advisor production and longevity. The amount and
frequency of contributions to the DCCP are at the sole discretion of the Company.

The Company records compensation expense in commission and advisor expenses for
any increase or decrease in DCCP due to market fluctuations. The Company classifies
investments designated to DCCP as trading and records an increase or decrease to
trading gains and losses for changes in fair value. Thus, there is no net income effect due
to the offsetting nature of these transactions.

Investments designated to support DCCP remain available for use by the Company in its

general operations, if needed, and remain at risk to the participants during any downturn
in the operating results of the company.
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Advance Commissions Payable

Advance commissions payable represent payments for first year commissions received
from insurance companies that FCIS represents as general agent. The commission
revenue is earned over the premium-payment period of the policies sold by FCIS. Advance
commissions are adjusted monthly and are calculated to be equal to the difference
between the total amount of first year commissions on certain insurance policies sold by
FCIS and the amount of the first year commissions earned by FCIS on the policies.

Income Taxes

Since December 1, 1998, the Company has been a Subchapter S corporation for federal
income tax purposes. A Subchapter S corporation generally pays no federal income taxes,
and its taxable income, if any, is taxed at the stockholder level. FCLIC is not eligible to be
a Subchapter S corporation. As a result, FCLIC pays corporate federal income taxes which
are accrued to the provision for income taxes. FCEL pays corporate taxes in the United
Kingdom, which are accrued to the provision for income taxes.

The Company’s provision for income taxes is based on income before income taxes
adjusted for permanent differences between financial reporting and taxable income.
Deferred tax assets and liabilities are determined using the liability (or balance sheet)
method. Under this method, the net deferred tax asset or liability is determined based on
the tax effects of the temporary differences between the book and tax basis of the various
balance sheet assets and liabilities and gives current recognition to changes in tax rates
and laws. FCFS files a consolidated tax return that includes all subsidiaries except FCLIC
and FCEL. FCFS’ sub-chapter S election combined with the ESOP ownership allows
taxable income to be deferred until the ESOP participants take distributions from their
retirement account.

Tax positions related to the Company’s tax status and federal and state requirements have
been reviewed, and management is of the opinion that material positions taken by the
Company would more likely than not be sustained by examination. Accordingly, the
Company has not recorded an income tax liability for uncertain tax benefits.

Life Insurance Operations
FCLIC’s principal business activity is the assumption of premiums and benefits associated

with certain life insurance policies. FCIS sells life insurance policies through an agency
agreement, and the Company in turn assumes a portion of those policies.
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FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Life Insurance Operations - Continued

Premiums for life insurance contracts are recognized as revenue over the
premium-payment period of the policies. The costs of acquiring new business are
generally deferred and recorded as deferred acquisition costs, and are amortized in a
systematic manner, which matches these costs with the associated revenues. The liability
for future policy benefits for life insurance products is provided on the net level premium
method based on estimated investment yields, mortality, morbidity, persistency, and other
assumptions which were appropriate at the time the policies were issued. Assumptions
used are based on the underwriter's experience with similar products. These estimates
are periodically reviewed and compared with actual experience.

The Company accounts for premium income and operating expenses from FCLIC
operations within other service fee income and general and administrative expenses,
respectively. FCLIC premium income and operating expenses for the year ended
September 30, 2017 were $2,357,271 and $2,742,613 respectively, and for the year
September 30, 2016, were $2,412,265 and $2,634,263, respectively.

Reclassifications

Certain reclassifications have been made to the fiscal 2016 financial statements and notes
to conform to the fiscal 2017 presentation.

Recent Accounting Pronouncements

Revenue Recognition - The FASB has issued new guidance regarding the recognition of
revenue. The core principle of the guidance is that an entity should recognize revenue to
depict the transfer of promised goods or services to customers in an amount that reflects
the consideration to which the entity expects in exchange for the those goods or services.
Management is evaluating the new rule and the impact has not been determined. The
guidance also includes new extensive disclosure requirements for revenue recognition.
The new rule will be effective in fiscal year 2019.

Financial Assets and Financial Liabilities - The FASB has issued new guidance regarding
the recognition and measurement of financial assets and financial liabilities. The guidance
requires equity investments to be measured at fair value and the changes in fair value to
be recognized in the income statement. Unrealized gains and losses on the equity
investments of FCFS and FCB will be recorded in the income statement instead of the
current recognition in other comprehensive income. The Company’s total capital will not
be impacted by this change. The guidance also eliminates the disclosure requirement for
fair value of held-to-maturity securities for non-public entities. The new rule will be effective
in fiscal year 2020.
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NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

Recent Accounting Pronouncements - Continued

Leases - The FASB has issued new guidance regarding lessee accounting for recording
lease assets and liabilities on the balance sheet. Lessor accounting is largely unchanged.
The guidance also requires key lease disclosures. Management is evaluating the new rule
and the impact has not been determined. The new rule will be effective in fiscal year 2020.

Current Expected Credit Losses - The FASB has issued new guidance regarding
accounting for loan loss reserves and credit losses of available for sale debt securities.
This new pronouncement requires financial institutions to use historical credit loss
experience on financial assets with similar risk characteristics and estimate credit losses
over the contractual term of the asset. The new guidance will impact the Bank’s accounting

for loan loss reserve and all entities’ debt securities carried as available for sale. The new

rule will be effective in fiscal year 2022 and management is evaluating the impact the new
standard will have on the Company.

NOTE 2. MARKETABLE SECURITIES AND INVESTMENT INCOME

Marketable securities classified as trading consist of investments in actively traded mutual
funds and investments in United States government sponsored agency securities. The
aggregate cost and fair value of trading securities as of September 30, 2017 and 2016, are

as follows:
2017 2016
Trading securities, at cost $ 27,859,880 $ 24,797,637
Unrealized gains, net 4,424,760 1,867,332
Trading securities, at fair value $ 32,284,640 $ 26,664,969

During the years ended September 30, 2017 and 2016, net unrealized gains on marketable
securities classified as trading of $2,557,428 and $561,862, respectively, are included in
trading gains in the consolidated statements of operations. Of the net unrealized gains that
arose during 2017 and 2016, $2,557,428 and $558,273 related to securities held at
September 30, 2017 and 2016, respectively. There were no transfers between securities
classified as trading, available-for-sale, or held to maturity during fiscal 2017 and 2016.

The following is a summary of marketable securities classified as available-for-sale at
September 30, 2017 and 2016:
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NOTE 2. MARKETABLE SECURITIES AND INVESTMENT INCOME - CONTINUED

2017
Bonds
Debt securities issued by
the U.S. government or
sponsored agencies
Agency notes
Collaterized mortgage
obligations
States, municipalities, and
political subdivisions
Trust Preferred
Corporate debt securities
Asset-backed securities

Total bonds

Equities
Mutual funds

Total equities

Total available-for-sale

2016
Bonds
Debt securities issued by
the U.S. government or
sponsored agencies
Agency notes
Collaterized mortgage
obligations
States, municipalities, and
political subdivisions
Trust Preferred
Corporate debt securities
Asset-backed securities

Total bonds

Equities
Mutual funds

Total equities

Total available-for-sale

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$ 296,380 $ - $ 274) $ 296,106
5,960,879 206,731 (23,367) 6,144,243
5,942,992 339,875 (5,555) 6,277,312
1,288,434 156,261 - 1,444,695
99,374,214 2,617,060 (314,381) 101,676,893
155,717 32,647 - 188,364
113,018,616 3,352,574 (343,577) 116,027,613
39,100,650 1,213,481 (155,833) 40,158,298
39,100,650 1,213,481 (155,833) 40,158,298
$ 152,119,266 $ 4,566,055 $ (499,410) $ 156,185,911
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$ 297,639 $ 3,055 $ - $ 300,694
5,955,815 554,864 - 6,510,679
5,514,184 549,122 - 6,063,306
1,658,034 246,119 (13,157) 1,890,996
92,035,673 3,134,774 (182,327) 94,988,120
156,071 23,135 - 179,206
105,617,416 4,511,069 (195,484) 109,933,001
36,080,307 449,460 (1,541,556) 34,988,211
36,080,307 449,460 (1,541,556) 34,988,211
$ 141,697,723 $ 4,960,529 $ (1,737,040) _$ 144,921,212
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NOTE 2. MARKETABLE SECURITIES AND INVESTMENT INCOME - CONTINUED

The net unrealized gains (losses) of marketable securities and Bank investments classified
as available-for-sale, net of tax, are included as a separate component of stockholder’s equity
as of September 30, 2017 and 2016, as follows:

2017 2016

Net unrealized gains on marketable securities

classified as available-for-sale $ 4,066,645 $ 3,223,489
Net unrealized (losses) gains on bank investments

classified as available-for-sale (Note 3) (172,011) 233,203
Tax effect of net unrealized gains on FCLIC

investments reflected in deferred taxes (1,037,996) (1,414,101)

Net unrealized gains included in
accumulated other comprehensive income $ 2,856,638 $ 2,042,591

The amortized cost and estimated fair value of bonds and preferred stock classified as
available-for-sale at September 30, 2017, by contractual maturity, are as follows:

Amortized Estimated

Cost Fair Value
Due in one year or less $ 15,001,846 $ 15,023,104
Due from one to five years 62,181,038 62,153,753
Due from five to ten years 4,454 740 4,736,765
Due after ten years 31,225,275 33,925,627
Asset-backed securities 155,717 188,364
Total $ 113,018,616 $ 116,027,613

Expected maturities may differ from contractual maturities because issuers have the right to
call or prepay obligations.

The Company’s marketable securities classified as available-for-sale that have been in a
continuous unrealized loss position for less than 12 months and those that have been in a
continuous unrealized loss position for 12 or more months as of September 30, 2017 and

September 30, 20186, are as follows:
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2017
Bonds
Agency notes
Collaterized mortgage
obligations
States, municipal, and
political subdivisions
Corporate debt securities

Total bonds

Equities
Mutual funds

Total equities

Total

2016
Bonds
Agency notes
Collaterized mortgage
obligations
States, municipal, and
political subdivisions
Corporate debt securities

Total bonds

Equities
Mutual funds

Total equities

Total

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
$ 296106 $ (274) - $ $ 296,106 $ (274)
1,047 841 (23,367) 1,047 841 (23,367)
451,942 (5,555) - - 451,942 (5,555)
31,364,048 (134,767) 10,838,714 (179,614) 42,202,762 (314,381)
33,159,937 (163,963) 10,838,714 (179,614) 43,998,651 (343,577)
5,329,086 (18,722 6,936,863 (137,111) 12,265,949 (155,833)
5,329,086 (18,722) 6,936,863 (137,111) 12,265,949 (155,833)
$ 38,489,023 $ (182,685) $17.775577 § (316,725 § 56264600 §  (499.410)
Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
$ $ $ $ $ $
9,241,827 (36,062) 13,609,903 (159,422) 22,851,730 (195,484)
9,241,827 (36,062) 13,609,903 (159,422) 22,851,730 (195,484)
4,394 580 (62,856) 16,941,256 (1,478,700) 21,335,835 (1,541,556)
4,394,580 (62,856) 16,941,255 (1,478,700) 21,335,835 (1,541,556)
$ 13636407 $ (98918) $30,551,158 $(1,638,122) § 44,187,565 § (1,737,040)
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At September 30, 2017, there were forty-seven securities in an unrealized loss position for
less than twelve months. Additionally, twenty-two securities had been in an unrealized loss
position twelve months or longer at September 30, 2017. The Company’s entire marketable
securities portfolio classified as available-for-sale consisted of 301 issues at September 30,
2017.

At September 30, 2016, there were fourteen securities in an unrealized loss position for less
than twelve months. Additionally, forty seven securities had been in an unrealized loss position
twelve months or longer at September 30, 2016. The Company’s entire marketable securities
portfolio classified as available-for-sale consisted of 286 issues at September 30, 2016.

The change in the loss positions in fixed maturity instruments are primarily due to changes in
interest rates since the date of purchase of the security. The Company does not intend to sell
the securities and it is not likely that it will be required to do so before recovery of the amortized
cost basis. The Company does not consider these investments to be other-than-temporarily
impaired at September 30, 2017 and 2016. During 2017 and 2016, there were no securities
that met the other-than-temporarily impaired criteria and no write-downs were recorded.

Proceeds from maturities, calls and sales of marketable securities available-for-sale were
$54,045,718 in fiscal 2017. Gross gains and gross losses realized on those sales were
$1,642,053 and $(57), respectively. Proceeds from sales of marketable securities classified
as trading were $3,778,746 in fiscal 2017. Gross gains and gross losses realized on those
sales were $287,159 and $(2,262), respectively.

Proceeds from maturities, calls and sales of marketable securities available-for-sale were
$16,667,469 in fiscal 2016. Gross gains and gross losses realized on those sales were
$126,172 and $(2,095,877), respectively. Proceeds from sales of marketable securities
classified as trading were $3,760,274 in fiscal 2016. Gross gains and gross losses realized
on those sales were $284,937 and $(15,153), respectively.

Investment income for the years ended September 30, 2017 and 2016, is summarized as
follows:

2017 2016
Bonds $ 2,979,144 $ 2,654,791
Equities 2573223 2,941,609
Cash and cash equivalents 204,816 63,967
Total investment income $ 5757183 $ 5,660,367
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The following is a summary of Bank investments at September 30, 2017 and 2016:

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
2017 Cost Gains Losses Value
Held-to-maturity-debt securities
issued by the U.S. government
orsponsored agencies
Agency notes $ 115,372,515 $ 22825 § (792,388) § 114,602,952
Collateralized mortgage
obligations 170,611,342 253,495 (2,196,314) 168,668,523

Mortgage-backed securities 11,730,006 326,607 (45,690) 12,010,923

Total 297,713,863 602,927 (3,034,392) 295,282,398
Other asset-backed securities

Collateralized loan

obligations 25,345,021 53,120 (86,463) 25,311,678

Total held-to-maturity 323,058,884 656,047 (3,120,855) 320,594,076
Available-for-sale

Corporate debt securities 78,478,645 62,349 (150,717) 78,390,277

Mutual funds 6,000,000 - (83,643) 5,916,357
Total available-for-sale 84,478,645 62,349 (234,360) 84,306,634
Total $ 407,537,529 $ 718,396  $ (3,355,215)  $ 404,900,710
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Gross Gross Estimated
Amortized Unrealized Unrealized Fair
2016 Cost Gains Losses Value
Held-to-maturity-debt securities
issued by the U.S. government
or sponsored agencies
Agency notes $ 96,208,824 $ 305,920 $ (70,001) $ 96,444,743
Collateralized mortgage
obligations 150,797,392 933,176 (696,694) 151,033,874

Mortgage-backed securities 15,714,013 495,944 (47,056) 16,162,901

Total 262,720,229 1,735,040 (813,751) 263,641,518
Other asset-backed securities

Collateralized loan

obligations 29,986,879 16,203 (130,499) 29,872,583

Total held-to-maturity 292,707,108 1,751,243 (944,250) 293,514,101
Available-for-sale

Corporate debt securities 80,836,875 215,260 (48,972) 81,003,163

Mutual funds 6,000,000 66,915 - 6,066,915
Total available-for-sale 86,836,875 282,175 (48,972) 87,070,078
Total $ 379,543,983 $ 2,033,418 $ (993,222) § 380,584,179

Debt securities issued by the U.S. government include agency notes, collateralized mortgage
obligations, and hybrid adjustable-rate mortgage securities. Management believes these
securities bear little or no credit risk. The Bank has no private label mortgage-backed
securities. The Bank invests in AA and A rated collateralized loan obligations (“CLOs”). The
CLOs consist of a diversified portfolio of broadly syndicated loans and do not have direct
exposure to real estate, mortgages, sub-prime debt, or consumer based debt.
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The amortized cost and estimated fair value of Bank investments in debt securities at
September 30, 2017, by contractual maturity, are as follows:

Held-to-Maturity Available-for-Sale
Amortized Estimated Amortized Estimated
Cost Fair Value Cost Fair Value
Due in one year or less $ 7,007,735 $ 7,011,491 $31,540,818 $31,554,773
Due from one to
five years 18,847,813 18,842,955 46,937,827 46,835,504
Due from five to
ten years 51,103,348 50,759,454 - -
Due after ten years 38,413,619 37,989,052 - -
Collateralized loan
obligations 25,345,021 25,311,678 - -
Collateralized mortgage
obligations 170,611,342 168,668,523 - -
Mortgage-backed securities 11,730,006 12,010,923 - -
Total $ 323,058,884 $ 320,594,076 $78,478,645 $78,390,277

Expected maturities may differ from contractual maturities because issuers have the right to
call or prepay obligations. Collateralized loan obligations, collateralized mortgage obligations
and mortgage-backed securities (adjustable-rate) are shown separately since they are not
due at a single maturity date.

There were no sales of Bank investments during fiscal 2017. There were three corporate debt
securities sold during fiscal 2016 with a carrying amount totaling $6,607,400 for a gain of
$830. These bonds were sold because two firms merged, creating a concentration conflict
versus policy limits. The sale corrected this situation.

The Bank’s investments that have been in a continuous unrealized loss position for less than

12 months and those that have been in a continuous unrealized loss position for 12 or more
months as of September 30, 2017 and 2016, are as follows:
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2017
Held-to-maturity-debt s ecurities
issued by the U.S. government
or sponsored agencies
Agency notes
Collateralized mortgage
obligations
Mortgage-backed securities

Total

Other asset-backed securities
Collateralized loan
obligations

Total held-to-maturity

Available-for-sale
Corporate debt securities
Mutual funds

Total available-for-sale

Total

2016
Held-to-maturity-debt securities
issued by the U.S. government
or sponsored agencies
Agency notes
Collateralized mortgage
obligations
Mortgage-backed securities

Total

Other asset-backed securities
Collateralized loan
obligations

Total held-to-maturity

Available-for-sale
Corporate debt securities
Mutual funds

Total available-for-sale

Total

Less than 12 Months 12 Months or Longer Total
Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
$ 73092289 $ (437,270) $ 19,480,423 $ (355,118) $ 92,572,712 § (792,388)
89,647,350 (801,415) 60,297,186 (1,394,899) 149,944 536 (2,196,314)
440,411 (3,632) 1,550,296 (42,058) 1,990,707 (45,690)
163,180,050 (1,242,317) 81,327,905 (1,792,075) 244,507,955 (3,034,392)
14,537,320 (86,463) - - 14,537,320 (86,463)
177,717,370 (1,328,780) 81,327,905 (1,792,075) 259,045,275 (3,120,855)
23,232,031 (71,586) 16,682,671 (79,131) 39,914,702 (150,717)
5,916,357 (83,643) - - 5,916,357 (83,643)
29,148,388 (155,229) 16,682,671 (79,131) 45,831,059 (234,360)
$ 206,865,758  $(1,484,009) $ 98,010,576 $(1,871,206) $ 304,876,334 §$ (3,355,215)
Less than 12 Months 12 Months or Longer Total
Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Value Loss Fair Value Loss Fair Value Loss
$ 22875223 $ (67,874) $ 3043491 $  (2127) $ 25918714 $  (70,001)
42,839,620 (305,878) 36,905,819 (390,816) 79,745,439 (696,694)
307,304 (517) 2,194,106 (46,539) 2,501,410 (47,056)
66,022,147 (374,269) 42,143,416 (439,482) 108,165,563 (813,751)
5,847,956 (4,216) 17,333,355 (126,283) 23,181,311 (130,499)
71,870,103 (378,485) 59,476,771 (565,765) 131,346,874 (944,250)
11,670,815 (35,000) 12,229,359 (13,972) 23,900,174 (48,972)
11,670,815 (35,000) 12,229,359 (13,972) 23,900,174 (48,972)
$ 83540918 § (413,485 § 71,706,130 $ (579,737) $ 155,247,048 $ (993,222)
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At September 30, 2017, the number of securities classified as held-to-maturity in an unrealized
loss position for less than twelve months and for twelve months or longer were sixty-seven
and thirty-nine, respectively. At September 30, 2017 the number of securities classified as
available-for-sale in an unrealized loss position for less than twelve months and for twelve
months or longer were fifteen and eleven, respectively. The Bank’s entire investment portfolio
consisted of 207 issues at September 30, 2017.

At September 30, 2016, the number of securities classified as held-to-maturity in an unrealized
loss position for less than twelve months and for twelve months or longer were twenty four
and twenty eight, respectively. At September 30, 2016 the number of securities classified as
available-for-sale in an unrealized loss position for less than twelve months and for twelve
months or longer were eight and seven, respectively. The Bank’s entire investment portfolio
consisted of 189 issues at September 30, 2016.

The unrealized losses at September 30, 2017 and 2016 are primarily a result of changes in
interest rates during the respective periods. The contractual terms of the investments do not
permit the issuer to settle the securities at a price less than the principal amount of the
investment. The Bank does not intend to sell the securities and it is not likely that it will be
required to do so before recovery of the amortized cost basis. The Bank does not consider
any investments to be other-than-temporarily impaired at September 30, 2017 and 2016.

The Bank’s Trust department is the custodian of certain clients’ assets. As of September 30,
2017 and 2016, Bank investments with an amortized cost of $16,035,743 and $16,136,142,
respectively, were pledged as collateral on Trust held assets.

The Bank has a secured contingency borrowing line with the Federal Home Loan Bank of
Dallas (FHLB) and pledges eligible investment securities as defined in its blanket lien
agreement with the FHLB. As of September 30, 2017 and 2016, Bank investments with an
amortized cost of $304,973,660 and $253,525,180, respectively, were pledged as collateral
on this borrowing line.

The Bank has a secured contingency borrowing line with the Federal Reserve Bank of Dallas.

As of September 30, 2017 and 2016, bank investments with an amortized cost of $10,058,144
and $9,655,245, respectively, were pledged as collateral on this borrowing line.
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Loans as of September 30, 2017 and 2016 consisted of the following:

2017 2016

Commercial and industrial

Commercial ' $ 58,509,364 $ 62,717,354
Small business 13,839,665 15,552,310
Total commercial and industrial 72,349,029 78,269,664
Real estate
Commercial mortgages 29,952,199 26,808,307
Land 149,902 202,482
1-4 Family residential mortgages - 132,922
Total real estate 30,102,101 27,143,711
Open ended consumer loans
Consumer credit cards 29,577,134 31,270,752
Total open ended consumer loans 29,577,134 31,270,752
Consumer and other term loans
General consumer 142,706,089 146,573,820
Auto loans 2,185,532 2,033,266
Total consumer and other term loans 144,891,621 148,607,086

Total loans $ 276,919,885 $ 285,291,213

Loan Origination and Risk Management - The Bank has certain lending policies and
procedures in place that are designed to maximize loan income within an acceptable level of
risk. Management reviews and approves these policies and procedures on a regular basis. A
reporting system supplements the review process by providing management with frequent
reports related to loan production, loan quality, concentrations of credit, loan delinquencies
and non-performing and problem loans. Diversification in the loan portfolio is a means of
managing risk associated with fluctuations in economic conditions.
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The Bank utilizes FCFS advisors for customer referrals for commercial and consumer loan
transactions. The advisors are not involved in any credit decisions or underwriting of the credit.
They either refer the prospect or client to the lending staff or request the lending staff to contact
the prospect or client directly. The advisor may assist in gathering the necessary
documentation needed for underwriting. If the loan transaction is funded, the advisor may
qualify for a bank support fee paid as a result of the closing. The typical borrower referred to
the Bank by the advisor also has purchased other insurance or financial planning products
from the advisor and this relationship with the advisor has provided for low historical charge-
offs. Consumer and small business loans generated through this channel average $21,298
and are considered one homogeneous pool for establishing the level of loss allowances due
to similar distribution channels, consistent performance and small average balances.

Commercial and industrial loans are underwritten after evaluating and understanding the
borrower's ability to operate profitably and prudently expand its business. The Bank’s
management examines current and projected cash flows to determine the ability of the
borrower to repay their obligations as agreed. Commercial and industrial loans are primarily
made based on the identified cash flows of the borrower and secondarily on the underlying
collateral provided by the borrower. The cash flows of borrowers, however, may not be as
expected and the collateral securing these loans may fluctuate in value. Most commercial and
industrial loans are secured by the assets being financed, other business assets such as
mutual fund holdings or a blanket lien on receivables, inventory and equipment. Since the
majority of commercial and industrial loans represent professional practice loans to doctors,
dentists, veterinarians and accountants, they also generally incorporate a personal guarantee.
However, some short-term loans may be made on an unsecured basis. Management monitors
the concentration of credit risk by purpose of loans and gives consideration to certain
regulations that affect these borrowers in the risk assessment. In monitoring concentrations
in the commercial loan portfolio, the Bank management and their Board have established a
limit for practice acquisition loans of 175% of the Bank’s capital and at September 30, 2017
and September 30, 2016 were well within this guideline. The increased risk in commercial
loans is due to the type of collateral securing these loans. The increased risk also derives
from the expectation that commercial loans generally will be serviced principally from the
operations of the business, and the success of those operations may vary from expectations.
As a result of these additional complexities, variables and risks, commercial loans require
more thorough underwriting and servicing than other types of loans.

Commercial real estate loans are subject to underwriting standards and processes similar to
commercial and industrial loans, in addition to those of real estate loans. These loans are
viewed primarily as cash flow loans and secondarily as loans secured by real estate and are
typically amortized over a 15 to 20 year period. Commercial real estate lending typically
involves higher loan principal amounts and the repayment of these loans is generally
dependent on the business conducted on the property securing the loan or on the successful
operation of the property securing the loan. Commercial real estate loans may be more
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adversely affected by conditions in the real estate markets or in the general economy. The
properties securing the Bank's commercial real estate portfolio are diverse in terms of
geographic location with 16% in Florida, 18% in Texas, and no other state having more than
10%. This diversity helps reduce the Bank’s exposure to adverse economic events that may
affect any single market or industry. In monitoring concentrations in loans secured by real
estate, the Bank management and their Board have established a limit of 150% of the Bank's
capital and at September 30, 2017 and 2016 were well within this guideline. As a general rule,
the Bank avoids financing undesirable special-purpose projects unless underwriting factors
are present to help mitigate risk. The underwriting analysis includes careful consideration of
the property’s operating history, future operating projections, current and projected
occupancy, location and physical condition, credit verification, analysis of global cash flows,
appraisals and a review of the financial condition of the borrower. At September 30, 2017,
approximately 98% of the outstanding principal balance of the Bank’s commercial real estate
loans was secured by owner-occupied properties.

The Bank management and board monitor levels of loan concentrations through parameters
established within the loan policy primarily in two areas with respect to commercial loans,
practice acquisition loans and loans secured by real estate with maximum limits established
in relation to total FCB capital. As of September 30, 2017 and 2016, the volume of loans in
both areas was well under the established limits.

The Bank originates consumer loans utilizing a computer-based credit scoring analysis to
supplement the underwriting process. Consumer loans made by the Bank include debt
consolidation loans, automobile loans, recreational vehicle loans, boat loans, home
improvement loans, personal loans (collateralized and uncollateralized), and deposit account
collateralized loans largely made to clients of the Company. The terms of these loans typically
range from 12 to 72 months and vary based upon the nature of collateral and size of loan.
The Bank also has a portfolio of open-ended revolving credit card loans most of which are
referred through the advisor network to Company clients. FCB offers credit card products to
FCFS clients, of which 91% of the portfolio is made up of a variable, low rate credit card which
is approved through the same underwriting process as our unsecured loan clients so they look
and perform similarly. The other 9% are a fixed mid-rate credit card typically offered to new
credit users or students. Both accounts offer a rewards program where the cardholder can
redeem points for travel or merchandise. Also, both accounts have fees below industry norm.

In general, consumer loans entail greater risk than real estate secured loans, particularly in
the case of consumer loans that are unsecured or collateralized by rapidly depreciating assets
such as automobiles. In such cases, any repossessed collateral for a defaulted consumer
loan may not provide an adequate source of repayment for the outstanding loan balance. The
remaining deficiency often does not warrant further substantial collection efforts against the
borrower beyond obtaining a deficiency judgment. In addition, consumer loan collections are
dependent on the borrower’s continuing financial stability, and thus are more likely to be
adversely affected by job loss, divorce, illness or personal bankruptcy. Furthermore, the
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application of various federal and state laws may limit the amount which can be recovered on
such loans. To monitor and manage consumer loan risk, policies and procedures aré
developed and modified, as needed, by management. This activity, coupled with relatively
small loan amounts that are spread across many individual borrowers, minimizes risk.
Additionally, trend and outlook reports are reviewed by management on a regular basis.

The Bank had a loan closing agreement with a third-party mortgage company where the
mortgage company agreed to provide permanent residential loans to clients of FCB. Under
the agreement, FCB had a home loan program and identified the borrowers. The mortgage
company was responsible for counseling, processing, underwriting and closing the loan. FCB
provides the borrower funds at closing and the mortgage company subsequently acquired the
loan from FCB. During 2017 and 2016, $4,469,094 and $17,714,825, respectively, of
mortgage loans were funded by the Bank and sold to a third-party mortgage company
pursuant to the agreement. However, the contract with the third party mortgage company was
terminated effective October 31, 2016. FCB funded mortgage loans that were already in
process as of the termination of the contract. After a due diligence process, management

made the decision to exit the mortgage business.

Since this line of business ended during 2017, there was no receivable balance at September
30, 2017. There was $317,370 of loans remaining to be sold at September 30, 2016. These
were recorded in accounts receivable on the consolidated balance sheets.

Related Party Loans

In the ordinary course of business the Bank has granted loans to certain directors,
executive officers and their affiliates (collectively referred to as “related parties”). These
loans were made on substantially the same terms, including interest rates and collateral,
as those prevailing at the time for comparable transactions with other unaffiliated persons
and do not involve moré than normal risk of collectability. Activity in related party loans for
the periods ended September 30, 2017 and 2016 is presented in the following table:

2017 2016
Beginning balance $ 380,673 $ 419,934
Increase in credit extended 149,500 5,000
Decrease in credit extended (99,173) (44,261)
Ending balance $ 431,000 $ 380,673

As of September 30, 2017, FCFS had guaranteed three advisors’ bank ioans with a total
balance of $130,961. These loans are secured by a FCFS $135,000 certificate of deposit
at FCB. As of September 30, 2016, FCFS had guaranteed three advisors’ bank loans with
a total balance of $1 39,311.
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Past Due and Non-Accrual Loans

Loans are considered past due if the required principal and interest payments have not
been received as of the date such payment is due. The Bank generally places a loan on
non-accrual status and ceases accruing interest when the payment of principal and
interest is delinquent for 90 days or earlier in some cases, unless the loan is in the process
of collection and the underlying collateral fully supports the carrying value of the loan. As
of September 30, 2017 and 2016 the Bank had $330,505 and $1,166,643, respectively,
of loans on non-accrual.

An age analysis of past due loans, segregated by class of loans, as of September 30,
2017 and 2016 is as follows:

Loans Accruing
Loans Loans 90 Days Total Loans 90 Days
30-59 Days  60-89 Days or More Past Due Current Total or More
2017 Past Due Past Due PastDue Loans Loans Loans Past Due
Commercial $ 2205 § - $ - $ 2205 § 58507159 § 58509364 §
Small business - - - - 13,839,665 13,839,665
Real estate - - - - 30,102,101 30,102,101 -
Consumer credit cards 80,774 30,707 59,516 170,997 29,406,137 29,577,134 59,516
Consumer and other 30,888 46,010 119,887 196,785 144,694 836 144,891,621 119,887
Total loans $ 113867 § 76717 § 179403 § 369987 $ 276549898 $ 276919885 § 179403
Loans Accruing
Loans Loans 90 Days Total Loans 90 Days
30-59Days  60-89 Days or More PastDue Current Total or More
2016 Past Due Past Due Past Due Loans Loans Loans Past Due
Commercial $ - $ - $ - $ - $ 62717354 § 62717354 §
Small business - - - - 15,552,310 15,552,310
Real estate - - - - 27,143,711 27,143,711 -
Consumer credit cards 35142 16,528 61,582 113,252 31,157,500 31,270,752 61,582
Consumer and other 108,123 12512 54288 174,923 148,432,163 148,607,086 54 288
Total loans $ 143265 § 20040 $ 115870 $ 288175 $ 285003038 $ 285291213 $ 115870
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Impaired Loans

Commercial and real estate loans are considered impaired when, based on current
information and events, it is probable that the Bank will be unable to collect all amounts
due in accordance with the original contractual terms of the loan agreement, including
scheduled principal and interest payments. If a loan is impaired, a specific valuation
allowance is allocated, if necessary, using one of three methods: (1) the present value of
expected future cash flows discounted at the loan’s effective interest rate, (I1) the fair value
of the collateral less the estimated sales costs if the loan is a collateral dependent loan or
(1) an observable market value of the loan. Impaired loans, or portions thereof, are
charged off when deemed uncollectible. Interest income on impaired loans is recognized
in the period collected unless the ultimate collection of principal is considered doubtful.

Impaired loans as of September 30, 2017 and 2016 are set forth in the following table:

Unpaid Recorded Recorded
Contractual ~ Investment  Investment Total Average Interest
Principal with No with Recorded Related Recorded Income
2017 Balance Allowance  Allowance Investment ~ Allowance  Investment  Recognized
Commercial ~ § 330505 § $ 330505 $ 330505 $ 56120 § 356221 §
Real estate
Totalloans § 330505 § $ 330505 § 330505 $ 56120 § 356221 §
Unpaid Recorded Recorded
Contractual  Investment  Investment Total Average Interest
Principal with No with Recorded Related Recorded Income
2016 Balance Allowance  Allowance Investment ~ Allowance  Investment  Recognized
Commercial  § 893607 § - $ 893607 $ 893607 § 48268 § 931601 § 5957
Real estate 273,036 273,036 273,036 274,830 3,074
Totalloans $1166,643  $2730% § 893607 § 1,166,643 § 48268 §$1206431 § 9,031
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Troubled Debt Restructurings

The restructuring of a loan is considered a “troubled debt restructuring” if both (i) the
borrower is experiencing financial difficulties and (ii) the creditor has granted a concession.
Concessions may include interest rate reductions or below market interest rates, principal
forgiveness, restructuring amortization schedules and other actions intended to minimize
potential losses.

There were three loans, two commercial and industrial loans and one commercial real
estate, identified as troubled debt restructurings as of September 30, 2017, and one of
which was reported as impaired and on nonaccrual for $330,505 as of that date. There
were three loans, two commercial and industrial loans and one commercial real estate,
identified as troubled debt restructurings as of September 30, 2016, and reported as
impaired and on nonaccrual for $1,166,643 as of that date. The modifications on all loans
entailed reductions in the interest rate below the current market rate. As of September 30,
2017 and 2016, all loans defined as troubled debt restructuring were performing under
their restructured terms. All of these loans are reviewed on an individual basis and a
specific reserve amount is carried as part of the loan loss reserve balance for each loan.

The modifications during the reported periods for consumer loans related to extending the
amortization periods. As of September 30, 2017, there were 42 restructured consumer
loans totaling $318,592. As of September 30, 2016, there were 53 restructured consumer
loans totaling $425,972. As of September 30, 2017 and 2016, all consumer loans defined
as troubled debt restructuring were performing under their restructured terms.

There are no further commitments on commercial and consumer loans identified as
troubled debt restructuring.

Credit Quality Indicators

As part of the on-going monitoring of the credit quality of the Bank's loan portfolio,
management tracks certain credit quality indicators including trends related to (l) the level
of criticized commercial loans, (I) net charge-offs and (Ill) non-performing loans. The Bank
utilizes a risk grading matrix to assign a risk grade to each of its commercial and real
estate loans as a result of the monitoring process employed by the Bank. Commercial and
real estate loans are monitored on an individual basis to evaluate changes in risk rating,
loan covenant compliance and payment history. An annual written review is performed for
each loan of $750,000 or more, with the depth of the review varying based on the size,
risk profile and complexity of the loan. Loans are graded on a scale of 4 to 9. A description
of the general characteristics of the risk grades are as follows:

e Grade 4 - Pass
Pass assets are well protected by the current net worth and paying capacity of the obligor
(or guarantors, if any) or by the fair value, less cost to acquire and sell, any of the
underlying collateral in a timely manner.

36



FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4. BANK LOANS AND COMMITMENTS TO EXTEND CREDIT — CONTINUED

Credit Quality Indicators — Continued

Grade 5 - Pass/Watch

Pass/Watch is not a regulatory category. These are considered the weakest of the Pass
rated credits with some apparent deterioration that does not yet meet OAEM (Other
Assets Especially Mentioned). Some of the characteristics that might cause
consideration for this classification would include: the borrower’s financial condition may
have shown some deterioration, financial projections are not being met, the guarantor’s
credit report or financial condition has deteriorated somewhat, chronic but somewhat
immaterial past dues are occurring raising concerns.

Grade 6 - Other Assets Especially Mentioned (OEAM)

A special mention asset has potential weaknesses that deserve management’s close
attention. If left uncorrected, these potential weaknesses may result in deterioration of
the repayment prospects for the asset or in the institution’s credit position at some future
date. Special mention assets are not adversely classified and do not expose an institution
to sufficient risk to warrant adverse classification.

Grade 7 - Substandard

A “substandard” asset is inadequately protected by the current sound worth and paying
capacity of the obligor or by the collateral pledged, if any. Assets so classified must have
a well-defined weakness, or weaknesses that jeopardize the liquidation of the debt. They
are characterized by the distinct possibility that the institution will sustain some loss if the
deficiencies are not corrected.

Grade 8 - Doubtful

An asset classified as “doubtful’ has all the weaknesses inherent in one classified
substandard with the added characteristic that the weakness makes collection or
liquidation in full highly questionable and improbable on the basis of currently known
facts, conditions, and values.

Grade 9 - Loss

An asset or portion thereof, classified as “loss” is considered uncollectible and of such
little value that its continuance on the institution’s books as an asset, without
establishment of a specific valuation or charge-off, is not warranted. This classification
does not necessarily mean that an asset has no recovery or salvage value; but rather,
there is much doubt about whether, how much, or when the recovery will occur. As such,
it is not practical or desirable to defer the write-off.

In monitoring credit quality trends in the context of assessing the appropriate levei of the
allowance for loan losses, we monitor portfolio credit quality by the weighted average risk
grade of each class of commercial loan. Individual relationship managers review updated
financial information for all pass grade loans to recalculate the risk grade on at least an annual
basis. When a loan has a calculated risk grade of 5, it is still considered a pass grade
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Credit Quality Indicators — Continued

loan; however, it is considered to be on management’s “watch list”, where a significant risk
modifying action is anticipated in the near term. When a loan has a calculated risk grade of
6 or higher, a special assets officer monitors the loan on an ongoing basis. The following
table presents weighted average risk grades for all commercial loans by class, excluding
small business loans, which are not individually graded.

2017 2016
Weighted Weighted
Average Average
Risk Grade Loans Risk Grade Loans
Commercial and Industrial
Risk Grade 4 4.00 $ 56,531,753 4.00 $ 60,550,027
Risk Grade 5 5.00 990,888 5.00 994,752
Risk Grade 6 6.00 656,218 6.00 278,968
Risk Grade 7 7.00 - 7.00 893,607
Risk Grade 8 8.00 330,505 8.00 -
Total 4.06 $ 58,509,364 4.07 $ 62,717,354
Real Estate
Risk Grade 4 4.00 $ 29,832,146 4.00 $ 26,492,176
Risk Grade 5 5.00 - 5.00 378,499
Risk Grade 6 6.00 269,955 6.00 -
Risk Grade 7 7.00 - 7.00 273,036
Total 4.02 $ 30,102,101 4.04 $ 27,143,711

The following table presents the weighted average risk grades based on the classifications
above and classified loans (Grade 7 or 8) by class of loans evaluated on an individual
basis as of September 30, 2017 and 2016.

2017 2016

As a % of As a % of

Weighted Loans Weighted Loans

Awerage Risk  Classified Within Awrage Risk  Classified Within

Grade Loans Class Grade Loans Class
Commercial 8.00 $ 330,505 0.57% 7.00 $ 893,607 1.45%
Real estate 0.00 - 0.00% 7.00 273,036 1.03%
Total 8.00 $ 330,505 0.38% 7.00 $ 1,166,643 1.32%
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Loan loss reserves for consumer loans are determined through the use of a migration
analysis which measures the level of past dues and previous charge-off history. The
migration analysis monitors the history of past dues and charge-offs over a running period
of 60 months in establishing a basis for the likelihood of future charge-off levels. Consumer
and small business loan credit quality is monitored each month based on the payment
status of the aggregate loans in the portfolio segment. Consumer loans are charged-off
once they reach 120 days past due, with the exception of credit card loans which are
charged-off once the loan reaches 180 days past due.

Net (charge-offs)/recoveries, segregated by class of loans, were as follows:

2017 2016
Commercial $ 90,397 $ 51,709
Consumer credit cards (232,587) (371,453)
Consumer and other (321,493) (415,794)
Net charge-offs $ (463,683) 3 (735,538)

Allowance for Loan Losses

The allowance for loan losses is a reserve established through a provision for loan losses
charged to expense, which represents management’'s best estimate of probable losses
that have been incurred within the existing portfolio of loans. The allowance, in the
judgment of management, is necessary to reserve for estimated loan losses and risk
inherent in the portfolio. Accordingly, the methodology is based on historical loss
experience by type of credit and internal risk grade, specific homogeneous risk pools and
specific loss allocations, with adjustments for current events and conditions.

The Bank’s process for determining the appropriate level of the allowance for loan losses
is designed to account for credit deterioration as it occurs. The provision for loan losses
reflects loan quality trends, including the levels of and trends related to non-accrual loans,
the level of impaired loans, past due loans, potential problem loans, criticized loans and
net charge-offs or recoveries, among other factors. The provision for loan losses also
reflects the totality of actions taken on all loans for a particular period. In other words, the
amount of the provision reflects not only the necessary increases in the allowance for loan
losses related to newly identified criticized loans, but it also reflects actions taken related
to other loans including, among other things, necessary increases or decreases in the
required allowance for specific loans or loan pools.
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Commercial and Real Estate Loans —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. 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 utilizes its best
judgment and information available, the ultimate adequacy of the allowance is dependent
upon a variety of factors beyond the Bank’s control, including, among other things, the
performance of the Bank’s loan portfolio, the economy and changes in interest rates.

The Bank’s allowance for loan losses consists of three elements: (l) specific valuation
allowances determined in accordance with ASC Topic 310 based on probable losses on
specific loans; (Il) historical valuation allowances determined in accordance with ASC
Topic 450 based on historical loan loss experience for similar loans with similar
characteristics and trends, adjusted, if necessary, to reflect the impact of current
conditions; and (I1) general valuation allowance determined in accordance with ASC Topic
450 based on general economic conditions and other qualitative risk factors both internal
and external to the Bank.

The allowance established for probable losses on specific loans are based on a regular
analysis and evaluation of problem loans. Loans are risk rated based on an internal credit
risk grading process that evaluates, among other things: (I) the obligor’s ability to repay;
(Il) the underlying collateral, if any; and (lll) the economic environment and industry in
which the borrower operates. This analysis is performed at the relationship manager level
with management oversight for all commercial loans.

The Bank utilizes a present value model that takes into consideration the borrower’s ability
to repay amounts owed, the value of the collateral, the relative risk grade of the loan and
economic conditions affecting the borrower’s industry, among other things.

General valuation allowances are based on general economic conditions and other
qualitative risk factors both internal and external to the Bank. In general, such valuation
allowances are determined by evaluating, among other things: (I) changes in lending
policy and procedures, including underwriting standards and collection, charge-off and
recovery practices; (Il) changes in economic and business conditions; () changes in the
nature and volume of the portfolio and in the terms of loans; (IV) changes in the
experience, ability and depth of lending management; (V) changes in the volume of past
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due and nonaccrual loans; (V1) changes in loan review system; (VIl) changes in the value
of collateral for collateral dependent loans; (VIIl) concentrations of credit; (IX) changes in
external factors such as competition or regulatory requirements; and (X) weighted average
historical loss factor. Management evaluates the degree of risk that comes with these
components on a quarterly basis. Each component is determined to have either no risk,
low risk, normal risk, high risk or extremely high risk. The results are then calculated to
determine an appropriate general valuation allowance.

Consumer Loans - An allowance for loan loss for consumer loans is established for each
pool of similar loans based on historical loss ratios and the total dollar amount of the loans
in the pool. The allowance for advisor referred consumer loans is determined through the
use of a migration analysis which measures the level of past dues and previous charge-
off history. The migration analysis monitors the history of past dues and charge-offs over
a running period of 60 months in establishing a basis for the likelihood of future charge-off
levels.

The following details activity in the allowance for loan losses by portfolio segment for the
years ended September 30, 2017 and 2016:

Commercial and

2017 Real Estate Consumer Total
Beginning balance $ 859,439 $ 1,208,702 $ 2,068,141
Provisions for loan losses (101,092) 468,037 366,945
Charge-offs - (766,812) (766,812)
Recowries 90,397 212,732 303,129

Net charge-offs 90,397 (554,080) (463,683)
Ending balance $ 848,744 § 1,122,659 § 1,971,403
Period end amount allocated to

Loans individually evaluated for impairment  $ 69,834 § - $ 69,834

Loans collectively evaluated for impairment 778,910 1,122,659 1,901,569
Ending balance $ 848,744 § 1,122,659 § 1,971,403
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Commercial and

2016 Real Estate Consumer Total
Beginning balance $ 699,765 $ 1,496,832 § 2,196,597
Provisions for loan losses 107,965 499,117 607,082
Charge-offs (22,434) (970,854) (993,288)
Recoweries 74,143 183,607 257,750

Net charge-offs 51,709 (787,247) (735,538)
Ending balance $ 859,439 $ 1,208,702 $ 2,068,141
Period end amount allocated to

Loans individually evaluated for impairment ~ $ 53,010 $ - $ 53,010

Loans collectively evaluated for impairment 806,429 1,208,702 2,015,131
Ending balance $ 859,439 § 1,208,702 $ 2,068,141

The Bank’s recorded investment in loans as of September 30, 2017 and 2016 related to
each balance in the allowance for loan losses by portfolio segment and disaggregated in
the basis of the Bank’s impairment methodology was as follows:

Commercial and

2017 Real Estate Consumer Total

Loans individually evaluated for impairment $ 1,310,080 $ - $ 1,310,080

Loans collectively evaluated for impairment 101,141,050 174,468,755 275,609,805
Ending balance $ 102,451,130 $ 174,468,755 § 276,919,885

Commercial and

2016 Real Estate Consumer Total

Loans individually evaluated for impairment $ 1445611 $ - $ 1,445,611

Loans collectively evaluated for impairment 103,967,764 179,877,838 283,845,602
Ending balance $ 105413,375 $ 179,877,838 $ 285,291,213
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Commitments to Lend

In the normal course of business, the Bank has outstanding commitments and contingent
liabilities, such as commitments to extend credit, which are not included in the
accompanying consolidated financial statements. The Bank’s potential exposure to credit
loss in the event of non-performance by the other party to the financial instruments for
commitments to extend credit is represented by the contractual notional amount of those
commitments.

The Bank uses the same credit policies in making such commitments as it does for
instruments that are included in the consolidated balance sheets. 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 of one
year or less or other termination clauses and may require payment of a fee. Since many
of the commitments are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent future cash requirements. The Bank
evaluates each customer’s creditworthiness on a case-by-case basis. The amount of
collateral obtained, if deemed necessary by the Bank upon extension of credit, is based
on management’s credit evaluation. As of September 30, 2017 and 2016, the Bank has
committed credit lines, including credit cards, of $140,131,251 and $147,817,419 of which
$52,048,891 and $58,286,745 respectively, had been advanced.

NOTE 5. FEDERAL HOME LOAN BANK STOCK AND ADVANCES

The Bank is a member of the Federal Home Loan Bank (FHLB) System. As a member of this
system, it is required to maintain an investment in capital stock of the FHLB in an amount
equal to the sum of 0.04% of total assets as of the most recent quarter end and 4.10% of
outstanding advances. At September 30, 2017 and 2016, FHLB stock totaled $3,124,100 and
$3,094,100, respectively. No ready market exists for such stock and it has no quoted market
value. The carrying value of the stock is its cost and it is evaluated annually for impairment.

FHLB term advances at September 30, 2017 were $20,000,000 at a rate of 1.18% and mature
October 6, 2017. At September 30, 2017 there was no overnight borrowings. There were no
FHLB overnight advances or term borrowings at September 30, 2016. The Bank pledges
eligible investment securities for its FHLB advances as defined in its blanket lien agreement
with the FHLB demand deposit account and FHLB stock.
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Property, equipment, and software at September 30, 2017 and 2016, are as follows:

2017 2016
Land $ 2,525,627 $ 3,506,333
Office buildings and improvements 34,194,062 32,342,797
Office equipment, furniture, automobiles, and software 74,485,821 68,629,020
Work in progress 5,962,104 4,810,943
Total property, equipment, and software 117,167,614 109,289,093
Accumulated depreciation (77,334,380) (70,222,019)
Net property, equipment, and software $ 39,833,234 $ 39,067,074

The Bank’s property, equipment, and software at September 30, 2017 and 2016, are as
follows:

2017 2016

Land $ 980,706 $ -
Leasehold improvements 1,022,657 1,022,657
Office buildings and improvements 13,519,290 14,499,996
Office equipment, furniture, automobiles, and software 5,755,948 5,747,891
Total Bank property, equipment, and software 21,278,601 21,270,544
Accumulated depreciation (7,540,173) (6,763,380)
Net Bank property, equipment, and software $ 13,738,428 $ 14,507,164

Depreciation expense for fiscal 2017 amounted to $7,167,861 and $776,793 for property,
equipment, and software and the Bank’s property, equipment, and software, respectively.

Depreciation expense for fiscal 2016 amounted to $5,648,206 and $980,995 for property,
equipment, and software and the Bank’s property, equipment, and software, respectively.

During fiscal 2017, there was one disposal of property, equipment and software for a gain of
$6,500. There were no disposals of the Bank’s property, equipment and software.

During fiscal 2016, there were no disposals of property, equipment, and software nor the
Bank’s property, equipment, and software.
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Deposit account balances at September 30, 2017 and 2016, are as follows:

2017 2016
Non-interest-bearing $ 10,592,987 $ 11,548,738
Interest-bearing demand
Money market checking 202,328,179 185,590,675
Money market savings 431,250,230 421,144,153
Certificates of deposit
Less than $100,000 17,806,130 18,592,903
Greater than or equal to $100,000 12,627,658 13,475,759
Total deposits $ 674,605,184 $ 650,352,228

A summary of certificates of deposit by maturity as of September 30, 2017 and 2016, is as
follows:

2017 2016
Maturing within

One year $ 23,173,091 $ 23,905,018
Two years 4,298,263 5,621,228
Three years 1,047,106 1,262,831
Four years 1,147,508 236,780
Five years 767,820 1,042,805

Total deposits $ 30,433,788 $ 32,068,662

FCFS and its subsidiaries’ directors, officers and their affiliates, including corporations and
firms of which they are officers or in which they and/or their families have an ownership
interest, are customers of the Bank. These persons, corporations, and firms held deposits of
$1,333,663 and $1,143,932 at September 30, 2017 and 2016, respectively.
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The accrued Mission Accomplishment Plan (MAP) payable balance at September 30, 2017
and 2016, consists of the following:

2017 2016
Current Award Pool (CAP) $ 8415618 $ 8,728,890
Deferred Award Pool (DAP) 161,838,380 157,934,220
Note Award Plan (NAP) 15,015,540 7,006,488
Discount on NAP (5,866,846) (2,849,845)
Elective Deferral Account (EDA) 16,198,016 11,136,843
Accrued MAP payable $195,600,708 $ 181,956,596

During fiscal 2017 and 2016, discretionary compensation awards were made for MAP of
$36,372,518 and $34,830,120, respectively. The CAP portion of the award is based on
available cash and projected cash requirements of the Company.

During fiscal 2017 and 2016, $8,009,652 and $7,006,488 of NAP was issued, respectively.
Since the notes do not incur interest, the value must be discounted at issuance and the liability
reported at the net amount. The discount rate used in 2017 was 5.32% compared to the 2016
discount rate of 5.36%. The rates were derived from data received from Bloomberg for firms
similar to FCFS that had issued 10-year debt in the past year. The amount of the discount will
be accreted as interest expense into earnings over the following 10-year period. Each
issuance of NAP will be paid 10 years from award date.

EDA is a deferred compensation plan as described in Note 1. Of the amounts deferred under
these plans, $16,198,016 and $11,136,843 have been invested in equity securities classified
as trading at September 30, 2017 and 2016, respectively. The expense and activity in the
related payable balances for the fiscal years 2017 and 2016, is as follows:

2017 2016
Total EDA expense (credit)
included in commissions and advisor expenses $ 2,048,431 $ 821,047
Accrued EDA liability activity
Investment income on designated investments $ 575,985 $ 617,181
Net trading gains (losses) on designated investments 1,472,446 203,866
Net change due to market fluctuations 2,048,431 821,047
Deferrais from CAP and DAP 3,960,575 2,809,284
Exercises and payouts (947,833) (1,127,566)
Net change in accrued EDA 5,061,173 2,502,765
Accrued EDA - beginning of year 11,136,843 8,634,078
Accrued EDA - end of year $ 16,198,016 $ 11,136,843
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During fiscal 2017, CAP and DAP payments of $8,706,930 and $16,065,048 were paid,
respectively, to MAP participants. During fiscal 2016, CAP and DAP payments of $8,519,634
and $14,211,914 were paid, respectively, to MAP participants. Anticipated payments of
$19,332,855 during the next fiscal year include CAP and the portion of the DAP payable to
eligible terminated participants.

NOTE 9. DEFERRED CAREER COMMISSION PLAN

As of September 30, 2017 and 2016, the total DCCP liability balance was $15,009,649 and
$14,594,885, respectively. These balances have been invested in equity securities.

The DCCP expense and activity in the related payable balances for the fiscal years 2017 and
2016 is as follows:

2017 2016
DCCP expense
Commissions and advisor expenses (credit) $ 1,883,677 $ 1,185,511
Net change in accrued DCCP liability
Investment income on DCCP designated investm ents $ 792,077 $ 830,922
Net trading gains (losses) on DCCP designated investments 1,091,600 354,589
Net change due to market fluctuations 1,883,677 1,185,511
Commissions paid to advisors (1,468,913) (1,041,370)
Net increase in DCCP payable 414,764 144,141
Accrued DCCP liability - beginning of year 14,594,885 14,450,744
Accrued DCCP liability - end of year $ 15,009,649 $14,594,885

The Company anticipates payments of $864,646 during the next fiscal year to eligible
participants who terminated during fiscal 2016.
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Notes payable at September 30, 2017 and 2016, are as follows:

2017 2016

Note accrues interest at 3.50% per annum,
payable in 53 equal monthly payments beginning
on March 1, 2013 with an estimated balloon
payment at maturity of $2,412,244. The note is
fully secured by real estate held by FCFS and
matured August 2017. $ = $ 3,010,182

NOTE 11. COMMON STOCK

The common stock of FCFS at September 30, 2017 and 2016, is as follows (see Note 13):

2017 2016
Par value per share $ 0.01 $ 0.01
Number of shares authorized 7,332,000 7,332,000
Number of shares issued 6,336,672 6,336,672
Number of shares repurchased
and held as treasury stock 178,584 178,584
Number of shares outstanding 6,158,088 6,158,088

During the years ended September 30, 2017 and 2016, no treasury shares were issued.

NOTE 12. CASH DIVIDENDS AND DISTRIBUTIONS TO STOCKHOLDERS

As a 100% owned ESOP, the dividend is paid to the Trust for liquidation of terminated
participants. During the years ended September 30, 2017 and 2016, there were dividends
paid to the ESOP of $2,014,041 and $2,452,170, respectively.
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On November 11, 2002, FCFS repurchased all of its outstanding stock (the Redemption
Transaction), pursuant to the terms of the 1998 Shareholders’ Agreement, to establish the
First Command Financial Planning, Inc. Employee Stock Ownership Plan (ESOP). The price
paid in the Redemption Transaction was $28.24 per share.

Immediately following the redemption, FCFS’ voting common stock and nonvoting common
stock was split 27.24 to 1 in the form of a dividend, and such nonvoting common stock was
converted to voting common stock, resulting in a fair value of $1.00 per share. FCFS then sold
7,332,000 voting common shares to the ESOP Trust.

Participants in the FCFP Profit Sharing Plan and Trust (PSP) were given the right to transfer
all or a portion of their respective PSP account balances (consisting solely of employer
contributions) on a voluntary basis to the ESOP, after receiving certain information relating to
the proposed transaction between FCFS and the ESOP.

FCFP designated an independent ESOP trustee to act exclusively in the interest of the ESOP
participants under the terms of the ESOP, its related trust, and applicable regulatory
requirements, in connection with any transactions involving the purchase of FCFS stock by
the ESOP.

FCFS entered into the FCFS Stock Purchase Agreement with the ESOP, containing the
following provisions:

e The ESOP acquired 100% of the post-split voting common stock of FCFS for a price
that did not exceed fair market value (as determined by an independent appraiser
engaged by the Trustee of the ESOP) of such shares.

e The value of the FCFS common stock will be based on the fair market value as
determined by an independent appraiser, taking into consideration all qualified and
nonqualified deferred compensation plans and the FCFS Eligible Agents’
Compensatory and Retention Program.

e The Board may declare an annual dividend in its complete and sole discretion.

The ESOP is a qualified non-contributory employee stock ownership plan and covers
substantially all employees, as described in the ESOP Plan document. The number of
shares available to be allocated to eligible employees will be determined by the number of
shares repurchased each year from terminated participants. The ESOP Trust has the right and
FCFS has the obligation to repurchase shares at the current market value at the
discretion of the ESOP trustee. The ESOP contribution expense for the years ended
September 30, 2017 and 2016, totaled $6,159,803 and $5,777,854, respectively, and is
included on the accompanying consolidated statement of operations in general and
administrative expenses.
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NOTE 14. PROFIT SHARING PLAN
FCFS has a qualified, non-contributory employee Profit Sharing Plan, which covers
substantially all of the Company’s employees. There was no contribution to the Profit Sharing
Plan in 2017 or 2016.

NOTE 15. INCOME TAXES
For the years ended September 30, 2017 and 2016, the Company is a Subchapter S
corporation, and its income is generally not subject to federal income taxes, with the exception

of FCLIC, which is a C corporation subsidiary.

FCLIC’s deferred tax balances as of September 30, 2017 and 2016, consist of the following:

2017 2016
Deferred acquisition costs $ 1,360,305 $ 1,392,215
Unrealized investment gains (losses) 1,037,997 1,414,621
Policy reserves and premium advances 2,348,834 2,163,550
Other (2,342) (7,461)
Deferred tax liability $ 4744794 $ 4,962,925

FCLIC’s deferred tax liability at September 30, 2017 and 2016, is included in accounts payable
and other liabilities in the consolidated balance sheets.

The components of the provision for income taxes as of September 30, 2017 and 2016, are
as follows:

2017 2016
Current tax expense $ 267,965 $ 369,881
Deferred tax expense 158,493 112,197
Provision for income taxes 3 426,458 ) 482,078

50



FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 16. OTHER COMPREHENSIVE INCOME (LOSS)

The tax effects allocated to each component of other comprehensive income (loss) on
available for sale marketable securities is shown in the table below. All taxes are related to
gains on sale or change in market value on securities owned by FCLIC. The reclassification
adjustment is included in gains on sale of marketable securities, net in the accompanying
consolidated statements of operations.

Before Tax Tax (Expense) Net of Tax

2017 Amount Benefit Amount
Net change in unrealized gains during the period $ 2,079,421 $ 414,603 $ 2,494,024
Reclassification adjustment for net (gains) included in net income (1,641,997) (37,980 (1,679,977)
Net change in other comprehensive income $ 437,424 $ 376,623 $ 814,047
2016

Net change in unrealized gains during the period $ 4,538,122 $ (788,402) § 3,749,720
Reclassification adjustment for net losses (gains)

included in net income 1,969,705 (35,620) 1,934,085
Net change in other comprehensive income $ 6,507,827 $ (824,022) $ 5,683,805

NOTE 17. FAIR VALUES OF FINANCIAL INSTRUMENTS

FASB requires disclosure of fair value information about financial instruments, whether or not
recognized on the balance sheet, for which it is practicable to estimate that value. In cases
where quoted market prices are not available, fair values are based on estimates using
present value or other valuation techniques. Those techniques are significantly affected by
the assumptions used, including the discount rate and estimates of future cash flows. FASB
excludes certain financial instruments and all nonfinancial instruments from its disclosure
requirements. This disclosure does not and is not intended to represent the fair value of the
Company.
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NOTE 17. FAIR VALUES OF FINANCIAL INSTRUMENTS - CONTINUED

A summary of the carrying amounts and estimated fair values of financial instruments at

September 30, is as follows:

Carrying Estimated
2017 Amount Fair Value
Cash and cash equivalents $ 68,668,782 $ 68,668,782
Marketable securities, trading 32,284,640 32,284,640
Marketable securities, available-for-sale 156,185,911 156,185,911
Bank investments, held-to-maturity 323,058,884 320,594,076
Bank investments, available-for-sale 84,306,634 84,306,634
Federal Home Loan Bank stock 3,124,100 3,124,100
Loans 276,919,885 274,476,186
Deposits 674,605,184 674,615,636
Federal Home Loan Bank Advances 20,000,000 20,000,000

Carrying Estimated
2016 Amount Fair Value
Cash and cash equivalents $ 44,414 342 $ 44414342
Marketable securities, trading 26,664,969 26,664,969
Marketable securities, available-for-sale 144,921,212 144,921,212
Bank investments, held-to-maturity 292,707,108 293,514,101
Bank investments, available-for-sale 87,070,078 87,070,078
Federal Home Loan Bank stock 3,094,100 3,094,100
Loans 285,291,213 285,654,118
Notes payable 3,010,182 3,056,132
Deposits 650,352,228 650,366,088

The following methods and assumptions were used by the Company in estimating its fair value

disclosures for financial instruments.

Cash and Cash Equivalents - The carrying amounts reported in the consolidated balance

sheets for cash and Bank’s cash and due from banks approximate their fair value.
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NOTE 17. FAIR VALUES OF FINANCIAL INSTRUMENTS - CONTINUED

Marketable Securities and Bank Investments - The fair value of marketable securities and
Bank investments is based on prices obtained from independent pricing services, which are
based on quoted market prices for the same or similar securities.

Federal Home Loan Bank Stock - The fair value of FHLB stock approximates carrying value
as no ready market exists for such stock and it has no quoted market value.

Loans - For variable-rate loans that reprice frequently with no significant change in credit risk,
fair values are generally based on carrying values. The fair value for other loans is estimated
using discounted cash flow analyses, with interest rates currently being offered for loans with
similar terms to borrowers of similar credit quality. The carrying amount of accrued interest
approximates its fair value.

Notes Payable - The fair value of notes payable is estimated using discounted cash flow
analyses using the Company’s borrowing rate with similar terms and maturities.

Deposits - FASB defines the fair value of demand deposits as the amount payable on
demand. The carrying amounts for variable-rate money market accounts approximate their
fair value. Fixed-term certificates of deposit are estimated using a discounted cash flow
calculation that applies interest rates currently being offered on certificates to a schedule of
aggregated expected monthly maturities. The carrying amount of accrued interest
approximates its fair value.

Federal Home Loan Bank Advances - The fair value of FHLB overnight advances
approximates carrying value as these federal funds are purchased and sold for one-day
periods.

Fair Value Measurements - The investments carried at fair value have been classified, for
disclosure purposes, based on a hierarchy established by GAAP, which consists of three
levels to indicate the quality of the fair value measurements as described below:

Level 1 - fair values are based on quoted prices in active markets for identical assets or
liabilities that the Company has the ability to access as of the measurement date.

Level 2 - fair values are based on inputs other than quoted prices included in Level 1 that
are observable for the asset or liability, either directly or indirectly. Level 2 inputs 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, or inputs that can otherwise be corroborated
by observable market data.
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NOTE 17. FAIR VALUES OF FINANCIAL INSTRUMENTS — CONTINUED

Level 3 - fair values are based on inputs that are considered unobservable where there is
little, if any, market activity for the asset or liability as of the measurement date. In this
circumstance, the Company has to rely on values derived by independent brokers or
internally-developed assumptions. Unobservable inputs are developed based on the best
information available to the Company which may include the Company’s own data or bid
and ask prices in the dealer market.

Some of the Company’s mutual fund holdings within the EDA and DCCP portfolios are actively
traded and fair values are based on quoted prices in active markets which the Company is
able to access as of the measurement date, therefore the Company has classified these
securities as Level 1. The remaining mutual fund holdings consist of accounts within the
Company’s discretionary managed mutual fund account program known as Asset Managed
Solutions (AMS). The AMS accounts were created with different investment objectives and
each portfolio is comprised of mutual fund and money market instruments that are priced daily
and are classified as Level 1.

The Company’s marketable securities and bank investments classified as available-for-sale
are publicly traded debt and equity instruments, but the majority were not traded with enough
frequency for the market to be considered active and direct quotes are not generally available.
Management therefore determines the fair values of these securities after consideration of
data provided by third-party pricing services and an independent broker/dealer. Prices
provided by the independent broker/dealer are not binding offers but are estimated exit values.
They are based on observable market data inputs which can vary by security type. Such inputs
include benchmark yields, available trades, broker/dealer quotes, issuer spreads, benchmark
securities, bids, offers, and other market data. Where possible, these prices were
corroborated against other independent sources. The Company has classified these
securities as Level 2.

The Company has also classified holdings in United States government sponsored debt
securities held in the trading portfolio as Level 2 securities as they are priced using an OAS
model whose pricing incorporates LIBOR/Swap forward curves and credit spreads. For any
securities where an independent quote cannot be obtained and management judgment is
required to assign fair value, such assets are considered to be Level 3.

54



FIRST COMMAND FINANCIAL SERVICES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 17. FAIR VALUES OF FINANCIAL INSTRUMENTS — CONTINUED

The following table summarizes the investments measured at fair value on a recurring basis
as of September 30, 2017 and 2016:

Fair Value Measurements
at September 30, 2017, Using:

Quoted Prices in  Significant Other
Active Markets for Observable Unobsernvable
|dentical Assets Inputs Total
(Lewel 1) (Lewel 2) Fair Value
Marketable securities, trading
Debt securities issued by the U.S.
government or sponsored agencies $ - $ 2003388 § $ 2,003,388
Mutual funds 30,281,252 30,281,252
Total marketable securities - trading $ 30281252 § 2,003,388 $ $ 32,284,640
Available-for-sale
Bonds
Debt securities issues by the U.S
government or sponsored agencies
Agency notes $ $ 296,106 $ $ 296,106
Collateralized mortgage obligations - 6,144,243 6,144,243
States, municipalities
and political subdivisions - 6,277,312 6,277,312
Trust Preferred 1,444,695 1,444,695
Corporate debt securities 101,676,893 101,676,893
Asset-backed securities 188,364 188,364
Total bonds 116,027,613 116,027,613
Equities
Mutual funds 40,158,298 40,158,298
Total equities 40,158,298 40,158,298
Total available-for-sale $ 40,158,298 § 116,027,613 § $ 156,185,911
Bank investments, available-for-sale
Corporate debt securities $ * $ 78390277 § $ 78,390,277
Mutual funds 5,916,357 - 5,916,357
Total Bank available-for-sale $§ 5916357 § 78390277 § $ 84,306,634
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Fair Value Measurements
at September 30, 2016, Using:

Quoted Prices in  Significant Other  Significant
Active Markets for Observable Unobservable
[dentical Assets Inputs Inputs Total
(Lewel 1) (Lewel 2) (Lewel 3) Fair Value
Marketable securities, trading
Debt securities issued by the U.S.
government or sponsored agencies $ - $ 2005189 $ - $ 2,005,189
Mutual funds 24,659,780 - 24,659,780
Total marketable securities - trading $ 24659780 § 2005189 § - $ 26,664,969
Available-for-sale
Bonds
Debt securities issues by the U.S
govemment or sponsored agencies
Agency notes $ - $ 300694 - $ 300,694
Collateralized mortgage obligations - 6,510,679 6,510,679
States, municipalities
and political subdivisions 6,063,306 6,063,306
Trust Preferred 1,823,411 - 1,823,411
Comporate debt securities 95,055,705 - 95,055,705
Asset-backed securities 179,206 179,206
Total bonds 109,933,001 109,933,001
Equities
Mutual funds 34,988,211 34,988,211
Total equities 34,988,211 34,988,211
Total available-for-sale $ 34988211 § 109,933,001 § - $ 144,921,212
Bank investments, available-for-sale
Comporate debt securities $ - $ 81,003,163 $ - $ 81,003,163
Mutual funds 6,066,915 - - 6,066,915
Total Bank available-for-sale $ 6,066,915 § 81,003,163 § - $ 87,070,078
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NOTE 17. FAIR VALUES OF FINANCIAL INSTRUMENTS — CONTINUED

Certain financial assets and financial liabilities are measured at fair value on a nonrecurring
basis, in certain circumstances such as evidence of impairment, and are subject to fair value
adjustments. Financial assets measured at fair value on a non-recurring basis during the
reported periods include certain impaired loans reported at fair value based on an estimate of
discounted cash flows.

The following table presents impaired loans that were remeasured and reported at fair value
through a specific valuation allowance allocation of the allowance for loan losses and
classified as Level 2 as of September 30, 2017 and 2016:

2017 2016
Carrying value of impaired loans
before allocations $ 330,505 $ 1,166,643
Specific valuation allowance allocations (56,120) (48,268)
Fair value $ 274385 $ 1,118,375

NOTE 18. NET CAPITAL REQUIREMENTS OF SUBSIDIARIES

First Command Financial Planning, Inc. - FCFP is subject to the SEC Uniform Net Capital
Rule (SEC Rule 15¢3-1), which requires the maintenance of minimum net capital and requires
that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15
to 1. At September 30, 2017, FCFP had net regulatory capital of $5,231,684 which was
$4,928,093 in excess of its required net capital of $303,591. FCFP’s aggregate indebtedness
to net capital ratio was .87 to 1. At September 30, 2016, FCFP had net regulatory capital of
$2,660,817 which was $2,343,524 in excess of its required net capital of $317,293. FCFP’s
aggregate indebtedness to net capital ratio was 1.79 to 1.

During the years ended September 30, 2017 and 2016, FCFP declared and paid dividends of
$2,000,000 and $24,000,000, respectively, to its parent company, FCFS.

First Command Life Insurance Co. - FCLIC is subject to various statutory capital
requirements administered by the Texas Department of Insurance. FCLIC’s minimum capital
and minimum surplus requirements are each $700,000 for a total $1,400,000. As of
September 30, 2017, FCLIC’s statutory capital was $11,088,230. FCLIC is also subject to
risk-based capital requirements. Management believes FCLIC exceeded the risk-based
capital levels as of September 30, 2017. At September 30, 2017, $30,822,379 of FCLIC
assets were pledged to the ceding insurance company as a term of the reinsurance
agreement.
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NOTE 18. NET CAPITAL REQUIREMENTS OF SUBSIDIARIES — CONTINUED

FCLIC declared and paid dividends of $350,000 and $350,000, respectively, to its parent
company, FCFS, during the years ended September 30, 2017 and 2016.

First Command Bank and First Command Financial Services, Inc. - The Bank and FCFS
are subject to various regulatory capital requirements administered by its primary federal
regulators, the Office of Comptroller of the Currency (OCC) and the Federal Reserve Bank.
Failure to meet the minimum regulatory capital requirements can initiate certain mandatory
and possible additional discretionary actions by regulators that, if undertaken, could have a
direct effect on the Bank, FCFS, and the consolidated financial statements. Under the
regulatory capital adequacy guidelines, the Bank and FCFS must meet specific capital
guidelines ‘involving quantitative measures of the entities’ assets, liabilities, and certain
off-balance sheet items as calculated under regulatory accounting practices.

As of September 30, 2017 and 2016, the most recent notification from the OCC categorized
the Bank as well-capitalized. To be categorized as well-capitalized, the Bank must maintain
minimum total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as set forth in the
following table. There are no conditions or events since that notification that management
believes have changed the Bank’s category.

To be Well
Minimum plus Capitalized Under
Capital Conservation Prompt Corrective
Actual Buffer Action Provisions

Amount Ratio Amount Ratio Amount Ratio

As of September 30, 2017
Total Capital (to risk-weighted assets)

FCFS $81453459  9.95% $75723065  9.25% $81:862,773  10.00%

FCB 64263129 143%% 41308822  925% 44,658,186  10.00%
Tier | Capital (to risk-weighted assets)

FCFS 70333362  85%% 58338208  7.13% 65502549  8.00%

FCB 62291726 13.95% 31815667  7.43% 35722854  8.00%
Common Equity Tier | (to risk weighted assets)

FCFS 70333362  85%% 47019957  575% 53220821  6.50%

FCB 62201726 1395% 25675801  575%  29,024819  6.50%
Leverage Ratio (to quarterly average assets)

FCFS 70333362  660% 42626280 4.00% 53282850  5.00%

FCB 62291726  830% 30,020,109  4.00% 37525136  5.00%
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To be Well
Minimum plus Capitalized Under
Capital Conservation Prompt Corrective
Actual Buffer Action Provisions

Amount Ratio Amount Ratio Amount Ratio

As of September 30, 2016
Total Capital (to risk-weighted assets)
FCFS §71724553  8.85% $69,901,047  863% $81,044693  10.00%
FCB 61984880 1383% 38656514  863% 44819147  10.00%

Tier | Capital (o risk-weighted assets)
FCFS 65407819  807% 53696010 663% 64840465  8.00%
FCB 50,886,627 13.37% 29674563  663% 35833434  8.00%

Common Equity Tier I (to risk weighted assets)
FCFS 65407819  807% 41538423  513% 52682878  6.50%
FCB 50,886,627 13.37% 22955794  513% 29114665  6.50%

Leverage Ratio (to quarterly average assets)
FCFS 65407819  63% 40943862  400% 51179827  500%
FCB 50,886,627  8.15% 29392210  400% 36740262  5.00%

The Bank and the Company must maintain certain minimum capital ratios as set forth in the
table above for capital adequacy purposes. Effective January 1, 2016, the Company and Bank
were required to maintain a capital conservation buffer above certain minimum capital ratios
for capital adequacy purposes in order to avoid certain restrictions on capital distributions and
other payments including dividends, share repurchases, and certain compensation. The
conservation buffer was 0.625% at September 30, 2016 and 1.25% at September 30, 2017.
At September 30, 2017 and 2016, the Bank and the Company exceeded the capital
conservation buffer requirement. Once fully phased-in, which will be on January 1, 2019 for
the Company and Bank, the organization must maintain a balance of capital that exceeds by
more than 2.5% each of the minimum risk-based capital ratios in order to satisfy the
requirement. Management believes, as of September 30, 2017, that the Bank and Company
meet all capital adequacy requirements to which they are subject and there were no conditions
or events subsequent to September 30, 2017 that would change the Bank's or Company's
category.
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NOTE 18. NET CAPITAL REQUIREMENTS OF SUBSIDIARIES — CONTINUED

The Company’s total risk based capital includes $9,148,694 and $4,156,643 of subordinated
debt at September 30, 2017 and September 30, 2016, respectively. As previously discussed in
Note 1, the net amount of the NAP qualifies as part of regulatory total capital.

The payment of dividends from the Bank to FCFS may be subject to certain capital or
regulatory restrictions. During the years ended September 30, 2017 and 2016, the Bank paid
dividends of $11,200,000 and $10,100,000, respectively, to its parent company, FCFS.

The Company maintains deposits with the Federal Reserve Bank in accordance with the
reserve requirements of Regulation D, issued by the Federal Reserve Board. At September
30, 2017 and 2016, the Company’s required balance was approximately $13,804,000 and
$11,727,000, respectively.

NOTE 19. COMMITMENTS AND CONTINGENCIES

The Company is not currently involved in or aware of any litigation that it believes could have
a material adverse effect on its financial condition or results of operations.
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