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PART I

ITEM 1. FINANCIAL STATEMENTS
First Mid-Illinois Bancshares, Inc.

Condensed Consolidated Balance Sheets (Unaudited)

(In thousands, except share data) June 30, December 31,
’ 2016 2015

Assets

Cash and due from banks:

Non-interest bearing $47,137 $42.570

Interest bearing 5,444 72,722

Federal funds sold 491 492

Cash and cash equivalents 53,072 115,784

Certificates of deposit investments 30,307 25,000

Investment securities:

Available-for-sale, at fair value 500,577 518,848

Held-to-maturity, at amortized cost (estimated fair value of $113,112 and $85,737 at June

30, 2016 and December 31, 2015, respectively) 112,161 85,208

Loans held for sale 1,346 968
Loans 1,313,841 1,280,921
Less allowance for loan losses (15,164 ) (14,576 )
Net loans 1,298,677 1,266,345
Interest receivable 7,299 8,085
Other real estate owned 436 477
Premises and equipment, net 29,569 31,340
Goodwill, net 41,007 41,007
Intangible assets, net 8,140 8,997
Bank owned life insurance 25,183 —

Other assets 12,009 12,440
Total assets $2,119,783 $2,114,499
Liabilities and Stockholders’ Equity

Deposits:

Non-interest bearing $340,576  $342,636
Interest bearing 1,363,623 1,389,932
Total deposits 1,704,199 1,732,568
Securities sold under agreements to repurchase 131,099 128,842
Interest payable 385 356
FHLB borrowings 40,000 20,000
Junior subordinated debentures 20,620 20,620
Dividends payable — 550
Other liabilities 6,860 6,554
Total liabilities 1,903,163 1,909,490

Stockholders’ Equity:

Convertible preferred stock, no par value; authorized 1,000,000 shares; issued O shares in
2016 and 5,500 shares in 2015

Common stock, $4 par value; authorized 18,000,000 shares; issued 10,393,395 and 43.574 38.015
9,003,710 shares in 2016 and 2015, respectively ’ ’
Additional paid-in capital 102,786 79,626
Retained earnings 77,679 71,712

— 27,400
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Deferred compensation 2,907 3,245
Accumulated other comprehensive income 5,262 723

Less treasury stock at cost, 549,743 shares in 2016 and 2015 (15,588 ) (15,712 )
Total stockholders’ equity 216,620 205,009
Total liabilities and stockholders’ equity $2,119,783 $2,114,499

See accompanying notes to unaudited condensed consolidated financial statements.
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First Mid-Illinois Bancshares, Inc.

Condensed Consolidated Statements of Income (unaudited)

(In thousands, except per share data)

Interest income:

Interest and fees on loans

Interest on investment securities

Interest on certificates of deposit investments
Interest on federal funds sold

Interest on deposits with other financial institutions

Total interest income
Interest expense:
Interest on deposits

Interest on securities sold under agreements to repurchase

Interest on FHLB borrowings
Interest on other borrowings
Interest on subordinated debentures
Total interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Other income:

Trust revenues

Brokerage commissions

Insurance commissions

Service charges

Securities gains, net

Mortgage banking revenue, net

ATM / debit card revenue

Bank owned life insurance

Other

Total other income

Other expense:

Salaries and employee benefits

Net occupancy and equipment expense
Net other real estate owned (income) expense
FDIC insurance

Amortization of intangible assets
Stationery and supplies

Legal and professional

Marketing and donations

Other

Total other expense

Income before income taxes

Income taxes

Net income

Dividends on preferred shares

Net income available to common stockholders

Three months
ended June 30,

2016

$13,610 $11,724 $27,202

3,172
83

1

17
16,883

575

21

165

3

149
913
15,970
733
15,237

794
466
735
1,644
404
238
1,472
174
532
6,459

7,602
2,646
10

281
402
190
917
239
1,856
14,143
7,553
2,624
4,929
275
$4,654

2015 2016

2,430 6,393
— 156
— 1

18 110

14,172 33,862

513 1,154
15 39

157 315

13 3

130 294
828 1,805
13,344 32,057
143 846

13,201 31,211

860 1,775
306 914
474 2,068
1,278 3,153
1 664
210 333
1,018 2,961
— 183
390 1,052
4,537 13,103
6,297 15,449
1,926 5,525
9 C

202 547
156 857
143 391
600 1,701
277 1,201
1,620 3,652
11,230 29,314
6,508 15,000
2,352 5,265
4,156 9,735
550 825

$3,606 $8,910

Six months ended
June 30,

2015

$22,776
4,791

44
27,611

1,045
29

310

13

258
1,655
25,956
408
25,548

1,780
584
1,109
2,467
230
377
2,024
765
9,336

12,353
3,905

1

405
311
295
1,182
494
3,088
22,034
12,850
4,655
8,195
1,100
$7,095
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Per share data:

Basic net income per common share available to common stockholders ~ $0.51  $0.50
Diluted net income per common share available to common stockholders $0.50  $0.49
Cash dividends declared per common share $0.30 $0.29
See accompanying notes to unaudited condensed consolidated financial statements.

$1.01
$0.99
$0.30

$1.00
$0.97
$0.29
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First Mid-Illinois Bancshares, Inc.

Condensed Consolidated Statements of Comprehensive Income (unaudited)
Three months Six months ended
ended June 30, June 30,

2016 2015 2016 2015
Net income $4,929 $4,156 $9,735 $8,195
Other Comprehensive Income

Unrealized gains (losses) on available-for-sale securities, net of taxes of $(1,345)

and $1,919 for three months ended June 30, 2016 and 2015, respectively and 2,103 (3,001 ) 4,709 (75 )
$(3,009) and $47 for six months ended June 30, 2016 and 2015, respectively.
Amortized holding losses on held-to-maturity securities transferred from
available-for-sale, net of taxes of $(81) and $(68) for three months ended June
30, 2016 and 2015, respectively and $(150) and $(125) for six months ended
June 30, 2016 and 2015, respectively.

Less: reclassification adjustment for realized gains included in net income net of
taxes of $157 and $0 for three months ended June 30, 2016 and 2015,
respectively and $259 and $90 for six months ended June 30, 2016 and 2015,

(in thousands)

128 106 235 196

247 )@ ) (405 ) (140 )

respectively.
Other comprehensive income (loss), net of taxes 1,984 (2,896 ) 4,539 (19 )
Comprehensive income $6,913 $1,260 $14,274 $8,176

See accompanying notes to unaudited condensed consolidated financial statements.
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First Mid-Illinois Bancshares, Inc.
Condensed Consolidated Statements of Cash Flows (unaudited)

(In thousands)
Cash flows from operating activities:
Net income

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

Provision for loan losses

Depreciation, amortization and accretion, net
Change in cash surrender value of bank owned life insurance
Stock-based compensation expense

Gains on investment securities, net

Gain on sales of other real property owned, net
Donation of building

Loss on write down of fixed assets

Gains on sale of loans held for sale, net

Decrease in accrued interest receivable

Increase in accrued interest payable

Origination of loans held for sale

Proceeds from sale of loans held for sale

Increase in other assets

(Decrease) increase in other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Proceeds from maturities of certificates of deposit investments
Purchases of certificates of deposit investments
Proceeds from sales of securities available-for-sale
Proceeds from maturities of securities available-for-sale
Proceeds from maturities of securities held-to-maturity
Purchases of securities available-for-sale
Purchases of securities held-to-maturity

Net (increase) decrease in loans

Sale of premises and equipment

Purchases of premises and equipment

Proceeds from sales of other real property owned
Investment in bank owned life insurance

Net cash used in investing activities

Cash flows from financing activities:

Net decrease in deposits

Increase (decrease) in repurchase agreements
Proceeds from FHLB advances

Proceeds from other borrowings

Repayment of other borrowings

Proceeds from issuance of common stock
Purchase of treasury stock

Dividends paid on preferred stock

Dividends paid on common stock

Net cash provided by (used in) financing activities
Decrease in cash and cash equivalents

Six months ended

June 30,

2016 2015
$9,735 $8,195
846 408
3,566 1,820
(183 ) —

178 175

664 ) (230 )

22 H a8 )
653 —

24 78

(382 ) 397 )
786 784

29 17

(29,111 ) (29,612)
29,115 29,391
(2,329 ) (2,768 )

271 761 )
12,512 7,082
7,651 —
(12,958 ) —
38,241 9,453
50,952 33,854
29,993 10,000
(64,681 ) (88,002 )
(56,565 ) —

(33,294 ) 3,672
147 —

(280 ) (860 )
179 80
(25,000 ) —

(65,615 ) (31,803 )

(28,369 ) (5,878 )

2,257 (4,401 )
20,000 5,000
— 2,000
— (2,000 )
47 28,099
— 962 )

(1,286 ) (1,001 )
(2,258 ) (1,532 )
(9,609 ) 19,325

(62,712) (5,396 )
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Cash and cash equivalents at beginning of period 115,784 51,730
Cash and cash equivalents at end of period $53,072 $46,334
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First Mid-Illinois Bancshares, Inc.

Six months
ended June 30,
(In thousands) 2016 2015
Supplemental disclosures of cash flow information
Cash paid during the period for:
Interest $1,776 $1,638
Income taxes 6,835 4911
Supplemental disclosures of noncash investing and financing activities
Loans transferred to other real estate owned 116 90
Dividends reinvested in common stock 774 597
Net tax benefit related to option and deferred compensation plans 140 85

See accompanying notes to unaudited condensed consolidated financial statements.

10



Edgar Filing: FIRST MID ILLINOIS BANCSHARES INC - Form 10-Q

Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 1 -- Basis of Accounting and Consolidation

The unaudited condensed consolidated financial statements include the accounts of First Mid-Illinois Bancshares, Inc.
(“Company”) and its wholly-owned subsidiaries: First Mid-Illinois Bank & Trust, N.A. (“First Mid Bank’), Mid-Illinois
Data Services, Inc. (“MIDS”) and The Checkley Agency, Inc. doing business as First Mid Insurance Group (“First Mid
Insurance”). All significant intercompany balances and transactions have been eliminated in consolidation. The
financial information reflects all adjustments which, in the opinion of management, are necessary for a fair

presentation of the results of the interim periods ended June 30, 2016 and 2015, and all such adjustments are of a

normal recurring nature. Certain amounts in the prior year’s consolidated financial statements have been reclassified to
conform to the June 30, 2016 presentation and there was no impact on net income or stockholders’ equity. The results
of the interim period ended June 30, 2016 are not necessarily indicative of the results expected for the year ending
December 31, 2016. The Company operates as a one-segment entity for financial reporting purposes.

The 2015 year-end consolidated balance sheet data was derived from audited financial statements, but does not
include all disclosures required by accounting principles generally accepted in the United States of America.

The unaudited condensed consolidated financial statements have been prepared in accordance with the instructions to
Form 10-Q and Article 10 of Regulation S-X and do not include all of the information required by U.S. generally
accepted accounting principles (“GAAP”) for complete financial statements and related footnote disclosures although
the Company believes that the disclosures made are adequate to make the information not misleading. These financial
statements should be read in conjunction with the consolidated financial statements and notes thereto included in the
Company’s 2015 Annual Report on Form 10-K.

Website

The Company maintains a website at www.firstmid.com. All periodic and current reports of the Company and
amendments to these reports filed with the Securities and Exchange Commission (“SEC”) can be accessed, free of
charge, through this website as soon as reasonably practicable after these materials are filed with the SEC.

Branch Purchase and Assumption Agreement

On January 30, 2015, First Mid Bank, a wholly-owned subsidiary of the Company, entered into a Purchase and
Assumption Agreement (the “Purchase Agreement”) with Old National Bank, a national banking association having its
principal office in Evansville, Indiana, pursuant to which First Mid Bank purchased certain assets and assume certain
liabilities of 12 branch offices of Old National Bank in Southern Illinois (the “ONB Branches”). Pursuant to the terms of
the Purchase Agreement, First Mid Bank agreed to assume certain deposit liabilities and to acquire certain loans, as
well as cash, real property, furniture, and other fixed operating assets associated with the ONB Branches. The book
value of loan and deposit balances assumed was approximately $156 million and $453 million, respectively. First Mid
Bank also agreed to assume certain leases, and entered into certain subleases, relating to the ONB Branches. The
completion of the Purchase was subject to regulatory approval required by the Office of the Comptroller of the
Currency and normal customary closing conditions, including First Mid Bank, in conjunction with the Company,
obtaining financing in connection with the acquisition. Following satisfaction of these conditions, First Mid Bank and
Old National Bank closed the acquisition on August 14, 2015.

Capital Raise

11
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On June 18, 2015, the Company entered into a securities purchase agreement with a limited number of institutional
investors to sell, and accepted from certain other accredited investors, including certain directors of the Company,
subscriptions for, an aggregate total of 1,392,859 newly issued shares of the Company's common stock at a purchase
price of $21.00 per share, for an aggregate gross purchase price of approximately $29,250,039 (the "Offering"). The
Offering closed on June 19, 2015. The Company used the net proceeds of the Offering to provide capital support for
the purchase of the ONB Branches and for general corporate purposes.

12
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Acquisition of Illiana

On December 1, 2015, First Mid Insurance Group, a wholly-owned subsidiary of the Company, acquired substantially
all of the assets of Illiana, a health plan and life insurance and annuities business.

Agreement and Plan of Merger

On April 26, 2016, the Company entered into an Agreement and Plan of Merger (the "Merger Agreement") with First
Clover Leaf Financial Corp., a Maryland corporation ("First Clover Leaf"), pursuant to which, amongst other things,
the Company agreed to acquire 100% of the issued and outstanding shares of First Clover Leaf pursuant to a business
combination whereby First Clover Leaf would merge with and into the Company, with the Company as the surviving
entity (the "Merger"). Subject to the terms and conditions of the Merger Agreement, at the effective time of the
Merger, each share of common stock, par value $0.10 per share, of First Clover Leaf issued and outstanding
immediately prior to the effective time of the Merger will be converted into and become the right to receive, at the
election of each stockholder, either (a) $12.87 or (b) 0.495 shares of common stock, par value $4 per share, of the
Company and cash in lieu of fractional shares, subject to certain adjustments, all as set forth in the Merger Agreement.
The Merger is anticipated to close in the second half of 2016. On July 15, 2016, the Company received approval of
the Merger from the Board of Governors of the Federal Reserve System. Subject to the satisfaction of customary
closing conditions in the Merger Agreement and the approval of the stockholders of both the Company and First
Clover Leaf, the Merger is anticipated to be completed in the second half of 2016.

Series C Convertible Preferred Stock

During 2011, the Company accepted from certain accredited investors, including directors, executive officers, and
certain major customers and holders of the Company’s common stock (collectively, the “Investors”), subscriptions for
the purchase of $27,500,000, in the aggregate, of a newly authorized series of preferred stock designated as Series C
8% Non-Cumulative Perpetual Convertible Preferred Stock (the “Series C Preferred Stock™). The Series C Preferred
Stock had an issue price of $5,000 per share and no par value per share. The Series C Preferred Stock was issued in a
private placement exempt from registration pursuant to Regulation D of the Securities Act of 1933, as amended.

On May 16, 2016, the Company completed the mandatory conversion of the Series C Preferred Stock. The conversion
ratio for each share of the Series C Preferred Stock was computed by dividing $5,000 (the issuance price per share of
the Series C Preferred Stock) by $20.29 (then current conversion price). The conversion ratio, therefore, was 246.427
shares of the Company's common stock for each share of Series C Preferred Stock. This resulted in the issuance of
approximately 1,355,319 shares of common stock in the aggregate. As a result of the conversion, dividends ceased to
accrue on the Series C Preferred Stock and certificates for shares of Series C Preferred Stock only represent the right
to receive the appropriate number of shares of common stock, together with net accrued but unpaid dividends on the
Series C Preferred Stock, and cash in lieu of fractional share interests.

Rights Agreement

On January 21, 2015, the Company entered into an Amendment No. 1 to the Rights Agreement (the "Rights
Agreement"), dated as of September 22, 2009, by and between the Company and Computershare Trust Company,
N.A., as rights agent. This amendment accelerated the expiration of the Company's common stock purchase rights (the
“Rights”) from 5:00 p.m., Mattoon, Illinois time, on September 22, 2019, to 5:00 p.m., Mattoon, Illinois time, on
January 21, 2015, and had the effect of terminating the Rights Agreement on that date. At the time of the termination
of the Rights Agreement, all of the Rights distributed to holders of the Company's common stock pursuant to the
Rights Agreement expired.

13
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Bank Owned Life Insurance

First Mid Bank has purchased life insurance policies on certain senior management. Bank owned life insurance is
recorded at the amount that can be realized under the insurance contract at the balance sheet date, which is the cash
surrender value adjusted for other charges or other amounts that are probable at settlement.

14
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Stock Plans

At the Annual Meeting of Stockholders held May 23, 2007, the stockholders approved the First Mid-Illinois
Bancshares, Inc. 2007 Stock Incentive Plan (“‘SI Plan”). The SI Plan was implemented to succeed the Company’s 1997
Stock Incentive Plan, which had a ten-year term that expired October 21, 2007. The SI Plan is intended to provide a
means whereby directors, employees, consultants and advisors of the Company and its subsidiaries may sustain a

sense of proprietorship and personal involvement in the continued development and financial success of the Company
and its subsidiaries, thereby advancing the interests of the Company and its stockholders. Accordingly, directors and
selected employees, consultants and advisors may be provided the opportunity to acquire shares of common stock of
the Company on the terms and conditions established in the SI Plan.

On September 27, 2011, the Board of Directors passed a resolution relating to the SI Plan whereby they authorized
and approved the Executive Long-Term Incentive Plan (“LTIP”). The LTIP was implemented to provide methodology
for granting Stock Awards and Stock Unit Awards to select senior executives of the Company or any Subsidiary.

A maximum of 300,000 shares of common stock may be issued under the SI Plan. As of June 30, 2016, the Company
had awarded 59,500 shares as stock options under the SI plan. There were no stock options awarded in 2016 or 2015.
The Company awarded 12,925 shares as Stock Unit Awards and 16,604 as 50% Stock Awards and 50% Stock Unit
Awards during 2015 and 2014, respectively, under the SI plan.

Accumulated Other Comprehensive Income

The components of accumulated other comprehensive income included in stockholders’ equity as of June 30, 2016 and
December 31, 2015 are as follows (in thousands):

Unrealized .. )
. Securities with
Gain

(Loss) on Other.—Than—Temporari’ otal
... Impairment Losses
Securities

June 30, 2016
Net unrealized gains on securities available-for-sale $10421 $§ — $10,421
Unamortized losses on held-to-maturity securities transferred from

available-for-sale (449 ) — @49 )
Securities with other-than-temporary impairment losses — (1,348 ) (1,348 )
Tax benefit (expense) (3,887 ) 525 (3,362 )
Balance at June 30, 2016 $6,085 $ (823 ) $5,262
December 31, 2015

Net unrealized gains on securities available-for-sale $3,243 $—  $3,243
Unamortized losses on held-to-maturity securities transferred from available-for-sale (834 ) — (834 )
Securities with other-than-temporary impairment losses — (1,224) (1,224 )

Tax benefit (expense) (939 ) 477 462 )
Balance at December 31, 2015 $1,470 $(747) $723

9
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Amounts reclassified from accumulated other comprehensive income and the affected line items in the statements of
income during the six months ended June 30, 2016 and 2015, were as follows (in thousands):
Amounts
Reclassified
from Other Affected Line Item in the Statements of
Comprehensive Income
Income
2016 2015
Unrealized gains on available-for-sale securities $664 230 Securities gains, net
(Total reclassified amount before tax)
(259 ) (90 ) Income taxes
Total reclassifications out of accumulated other $405 $140 Net reclassified amount

comprehensive income

See “Note 3 — Investment Securities” for more detailed information regarding unrealized losses on available-for-sale
securities.

Adoption of New Accounting Guidance

Accounting Standards Update 2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement of Credit
Losses of Financial Instruments (“ASU 2016-13"). In June 2016, FASB issued ASU 2016-13. The provisions of ASU
2016-13 requires an entity to utilize a new impairment model known as the current expected credit loss ("CECL")
model to estimate its lifetime "expected credit loss" and record an allowance that, when deducted from the amortized
cost basis of the financial asset, presents the net amount expected to be collected on the financial asset. The CECL
model is expected to result in more timely recognition of credit losses. ASU 2016-13 also requires new disclosures for
financial assets measured at amortized cost, loans and available-for-sale debt securities. ASU 2016-13 is effective for
annual periods beginning after December 15, 2019, including interim periods within those fiscal years. Entities will
apply the standard's provisions as a cumulative-effect adjustment to retained earnings as of the beginning of the first
reporting period in which the guidance is adopted. Management is evaluating the impact ASU 2016-13 will have on
the Company’s financial statements.

Accounting Standards Update 2016-09, Compensation - Stock Compensation (Topic 718): Improvements to
Employee Share-Based Payment Accounting (“ASU 2016-09”). In March 2016, FASB issued ASU 2016-09. The
objective of the simplification initiative is to identify, evaluate, and improve areas of US GAAP for which cost and
complexity can be reduced while maintaining or improving the usefulness of the information provided to users of
financial statements. The areas for simplification involve several aspects of the accounting for share-based payment
transactions, including the income tax consequences, classification of awards as either equity or liabilities, and
classification on the statement of cash flows. Amendments related to the timing of when excess tax benefits are
recognized, minimum statutory withholding requirements, forfeitures, and intrinsic value should be applied using a
modified retrospective transition method by means of a cumulative-effect adjustment to equity as of the beginning of
the period in which the guidance is adopted. The new guidance will be effective for public companies for reporting
periods beginning after December 15, 2016, and is not expected to have a significant impact on the Company’s
financial statements.

Accounting Standards Update 2016-08, Revenue from Contracts with Customers (Topic 606) (“ASU 2016-08"). In
March 2016, the FASB issued ASU 2016-08 which amended the accounting guidance issued by the FASB in May
2014 that revised the criteria for determining when to recognize revenue from contracts with customers and expanded
disclosure requirements. The amendment defers the effective date by one year. This accounting guidance can be
implemented using either a retrospective method or a cumulative-effect approach. This new guidance will be effective

16
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for interim and annual reporting periods beginning after December 15, 2018. Early adoption is permitted but only for
interim and annual reporting periods beginning after December 15, 2016. There are many aspects of the new
accounting guidance that are still being interpreted, and the FASB has recently issued and proposed updates to certain

aspects of the guidance. Management is evaluating the impact of ASU 2016-08 will have on the Company’s financial
statements.

10
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Accounting Standards Update 2016-02, Leases (Topic 842)("ASU 2016-02"). On February 25, 2016, FASB issued
ASU 2016-02 which creates Topic 842, Leases and supersedes Topic 840, Leases. ASU 2016-02 is intended to
improve financial reporting about leasing transactions, by increasing transparency and comparability among
organizations. Under the new guidance, a lessee will be required to all leases with lease terms of more than 12 months
on their balance sheet as lease liabilities with a corresponding right-of-use asset. ASU 2016-02 maintains the dual
model for lease accounting, requiring leases to be classified as either operating or finance, with lease classification
determined in a manner similar to existing lease guidance. The new guidance will be effective for public companies
for fiscal years beginning on or after December 15, 2018, and for private companies for fiscal years beginning on or
after December 15, 2019. Early adoption is permitted for all entities. Management is evaluating the impact ASU
2016-02 will have on the Company's financial statements.

Accounting Standards Update 2016-01, Financial Instruments (Topic 825): Recognition and Measurement of
Financial Assets and Financial Liabilities ("ASU 2016-01"). In January 2016, FASB issued ASU 2016-01 which
amends prior guidance to require an entity to measure its equity investments (except those accounted for under the
equity method of accounting) to be measured at fair value with changes in fair value recognized in net income. An
entity may choose to measure equity investments that do not have readily determinable fair values at cost minus
impairment, if any, plus or minus changes resulting from observable price changes in orderly transactions for the
identical or similar investment of same issuer. The new guidance simplifies the impairment assessment of equity
investments without readily determinable fair values, requires public entities to use the exit price notion when
measuring fair value of financial instruments for disclosure purposes, requires an entity to present separately in other
comprehensive income the portion of the total change in fair value of a liability resulting from changes in the
instrument-specific credit risk when the entity has selected fair value option for financial instruments and requires
separate presentation of financial assets and liabilities by measurement category and form of financial asset. The new
guidance will be effective for reporting periods after January 1, 2018 and is not expected to have a significant impact
on the Company's financial statements.

Accounting Standards Update 2014-09, Revenue from Contracts with Customers (Topic 606): ("ASU 2014-09"). In
May 2014, FASB issued ASU 2014-09 which created a new topic in the FASB Accounting Standards Codification(R)
("ASC"), Topic 606. In addition to superseding and replacing nearly all existing U.S. GAAP revenue recognition
guidance, including industry-specific guidance, ASU 2014-09 establishes a new control-based revenue recognition
model, changes the basis for deciding when revenue is recognized over time or at a point in time, provides new and
more detailed guidance on specific topics and expands and improves disclosures about revenue. In addition, ASU
2014-09 adds a new Subtopic to the ASC, OtherAssets and Deferred Costs: Contracts with Customers ("ASC
340-40"), to provide guidance on costs related to obtaining a contract with a customer and costs incurred in fulfilling a
contract with a customer that are not in the scope of another ASC Topic. The new guidance does not apply to certain
contracts within the scope of other ASC Topics, such as lease contracts, insurance contracts, financing arrangements,
financial instruments, guarantee other than product or service warranties, and non-monetary exchanges between
entities in the same line of business to facilitate sales to customers. See ASU 2016-08 for the effective dates.
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Note 2 -- Earnings Per Share

Basic net income per common share available to common stockholders is calculated as net income less preferred stock
dividends divided by the weighted average number of common shares outstanding. Diluted net income per common
share available to common stockholders is computed using the weighted average number of common shares
outstanding, increased by the assumed conversion of the Company’s convertible preferred stock and the Company’s

stock options, unless anti-dilutive.

The components of basic and diluted net income per common share available to common stockholders for the three
and six-month period ended June 30, 2016 and 2015 were as follows:

Basic Net Income per Common Share
Available to Common Stockholders:

Net income

Preferred stock dividends

Net income available to common stockholders
Weighted average common shares outstanding
Basic earnings per common share

Diluted Net Income per Common Share
Available to Common Stockholders:

Net income available to common stockholders
Effect of assumed preferred stock conversion
Net income applicable to diluted earnings per share
Weighted average common shares outstanding
Dilutive potential common shares:

Assumed conversion of stock options
Restricted stock awarded

Assumed conversion of preferred stock
Dilutive potential common shares

Diluted weighted average common shares outstanding 9,844,872

Diluted earnings per common share

Three months ended June Six months ended June
30, 30,

2016 2015 2016 2015

$4,929,000 $4,156,000 $9,735,000 $8,195,000
(275,000 ) (550,000 ) (825,000 ) (1,100,000 )
$4,654,000 $3,606,000 $8,910,000 $7,095,000

9,152,709 7,198,980 8,804,107 7,112,309
$0.51 $0.50 $1.01 $1.00
$4,654,000 $3,606,000 $8,910,000 $7,095,000
275,000 550,000 825,000 1,100,000
$4,929,000 $4,156,000 $9,735,000 $8,195,000
9,152,709 7,198,980 8,804,107 7,112,309
1,864 — 2,045 —
5,232 9,445 5,232 9,445
685,067 1,355,348 1,020,207 1,355,348
692,163 1,364,793 1,027,484 1,364,793
8,563,773 9,831,591 8,477,102
$0.50 $0.49 $0.99 $0.97

The following shares were not considered in computing diluted earnings per share for the three and six-month periods
ended June 30, 2016 and 2015 because they were anti-dilutive:

Three months
ended June 30, ended June 30,
2016 2015 2016 2015

Six months

Stock options to purchase shares of common stock 24,500 45,500 24,500 45,500
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Note 3 -- Investment Securities

The amortized cost, gross unrealized gains and losses and estimated fair values for available-for-sale and
held-to-maturity securities by major security type at June 30, 2016 and December 31, 2015 were as follows (in
thousands):

. Gross Gross .
Amortized . ) Fair
Unrealized Unrealized
Cost . Value
Gains (Losses)

June 30, 2016
Available-for-sale:
U.S. Treasury securities and obligations of U.S. government

. . $50,065 $ 163 $(18 ) $50,210
corporations & agencies

Obligations of states and political subdivisions 107,874 5,167 — 113,041
Mortgage-backed securities: GSE residential 326,436 5,309 (241 ) 331,504
Trust preferred securities 3,094 — (1,348 ) 1,746
Other securities 4,035 62 (21 ) 4,076
Total available-for-sale $491,504 $ 10,701 $ (1,628 ) $500,577

Held-to-maturity:

U.S. Tre.asury secur1t1‘es and obligations of U.S. government $112.161 $ 1,012 $ (61 ) $113.112
corporations & agencies

December 31, 2015

Available-for-sale:

U.S. Treasury securities and obligations of U.S. government

. . $90,368 $41 $268 ) $90,141
corporations & agencies
Obligations of states and political subdivisions 107,164 3,608 (55 ) 110,717
Mortgage-backed securities: GSE residential 312,132 1,374 (1,452 ) 312,054
Trust preferred securities 3,130 — (1,224 ) 1,906
Other securities 4,035 29 (34 ) 4,030
Total available-for-sale $516,829 $ 5,052 $(3,033 ) $518,848

Held-to-maturity:

U.S. Treasury securities and obligations of U.S. government
asury ! g & $85208 $743  $(214 ) $85737

corporations & agencies

Trust preferred securities represents one trust preferred pooled security issued by First Tennessee Financial (“FTN”).

The unrealized loss of this security, which has a remaining maturity of twenty-one years, is primarily due to its

long-term nature, a lack of demand or inactive market for the security, and concerns regarding the underly