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the Issuer's Board of Directors ends.
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Net loan (charge-offs) recoveries

(273

Reporting Owners 2



204

(544

170

Provision for loan losses

900

225

1,100

Explanation of Responses:
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425

Ending balance

17,271

16,152

17,271

16,152

Loans held for investment

Explanation of Responses:
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$

1,201,391

$

1,095,828

$

1,201,391

$

1,095,828

Average loans held for investment

1,168,996

1,082,491

Explanation of Responses:
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1,147,263

1,065,172

Non-performing loans

7,611

5,383

7,611

5,383

Explanation of Responses:
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Selected ratios:

Net loan charge-offs (recoveries) to average loans

0.09

%

-0.07

Explanation of Responses:
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%

0.09

%

-0.03

%

Provision for loan losses to average loans

0.31

%

0.08

%

0.19

%

0.08

Explanation of Responses:
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%

Allowance for loan losses to loans held for investment

1.43

%

1.47

%

1.43

%

1.47

%

The decrease in ALLL as a percentage of total loans from 2016 to 2017 is attributable to overall improvement in the
credit quality of the underlying loan portfolio, changes to our historical loss rates, and adjustments to qualitative
ALLL factors due to changes in current conditions.

Our construction and land development portfolio reflects some borrower concentration risk, and also carries the
enhanced risks encountered with construction loans generally. We also finance contractors on a speculative basis.
Construction and land development loans are generally more risky than permanent mortgage loans because they are
dependent upon the borrower’s ability to generate cash to service the loan, and the value of the collateral depends on
project completion when market conditions may have changed. Our commercial real estate loans are a mixture of new
and seasoned properties, retail, office, warehouse, and some industrial properties. Loans on properties are usually
underwritten at a loan to value ratio of up to 75% with a minimum debt coverage ratio of 1.25 times. Our loan

Explanation of Responses: 9
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portfolio does not include any significant concentrations in oil and gas related businesses.

We allocate our allowance for loan losses by assigning general percentages to our major loan categories (construction
and land development, commercial real estate term, residential real estate, C&I and consumer), assigning specific
percentages to each category of loans graded in accordance with the guidelines established by our regulatory agencies,
and making specific allocations to impaired loans when factors are present requiring a greater reserve than would be
required using the assigned risk rating allocation, which is typically based on a review of appraisals or other collateral
analysis.

36

Explanation of Responses: 10
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The following table indicates management’s allocation of the ALLL and the percent of loans in each category to total

loans as of each of the following dates:

December
June 30, 31,
(Dollars in thousands) 2017 2016
Commercial real estate loans:
Real estate term $7,157 $6,770
Construction and land development 5,077 5,449
Total commercial real estate loans 12,234 12,219
Commercial and industrial loans 4,489 3,718
Consumer loans:
Residential and home equity 503 617
Consumer and other 45 161
Total consumer loans 548 778
Total $17,271 $16,715
June December
30, 31,
(Percentage of total loans held for investment) 2017 2016
Commercial real estate loans:
Real estate term 534 % 51.7
Construction and land development 209 % 214
Total commercial real estate loans 743 % 73.1
Commercial and industrial loans 184 % 19.0
Consumer loans:
Residential and home equity 6.1 % 6.5
Consumer and other 12 % 14
Total consumer loans 73 % 79
Total 100.0% 100.0

Investments

The carrying value of our investment securities totaled $402.6 million as of June 30, 2017 and $409.1 million as of
December 31, 2016. Our portfolio of investment securities is comprised of both available-for-sale securities and
securities that we intend to hold to maturity. As of June 30, 2017, we held no investment securities from any issuer

which totaled over 10% of our shareholders’ equity.

The carrying value of our portfolio of investment securities was as follows:

June 30,

Explanation of Responses:

%
%
%
%
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(Dollars in thousands) 2017
Available-for-sale securities: (Fair Value)

U.S. Government agencies $116,774
Municipal securities 18,475
Mortgage-backed securities 180,118

Corporate securities

Explanation of Responses:

December
31,
2016

$118,603
25,519
181,821

12



