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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended March 31, 2017
OR

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from to

Commission file number 0-6233

(Exact name of registrant as specified in its charter)

INDIANA 35-1068133

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)
100 North Michigan Street

South Bend, IN 46601

(Address of principal executive offices) (Zip Code)

(574) 235-2000

(Registrant’s telephone number, including area code)

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. x Yes o No
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if

any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during

the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).

X Yes o No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer o Accelerated filer x

Non-accelerated filer o

(Do not check if a smaller reporting company) Smaller reporting company 0
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Emerging growth company o
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section13(a) of the
Exchange Act. o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
o Yes x No
Number of shares of common stock outstanding as of April 14, 2017 — 25,923,640 shares
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1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(Unaudited - Dollars in thousands)
March 31, December 31,

2017 2016
ASSETS
Cash and due from banks $58,429 $58,578
Federal funds sold and interest bearing deposits with other banks 33,687 49,726
Investment securities available-for-sale 836,682 850,467
Other investments 22,458 22,458
Mortgages held for sale 8,409 15,849
Loans and leases, net of unearned discount:
Commercial and agricultural 843,757 812,264
Auto and light truck 430,489 411,764
Medium and heavy duty truck 290,167 294,790
Aircraft 783,523 802,414
Construction equipment 512,545 495,925
Commercial real estate 723,623 719,170
Residential real estate and home equity 522,772 521,931
Consumer 127,986 129,813
Total loans and leases 4,234,862 4,188,071
Reserve for loan and lease losses (90,118 ) (88,543 )
Net loans and leases 4,144,744 4,099,528
Equipment owned under operating leases, net 127,323 118,793
Net premises and equipment 55,167 56,708
Goodwill and intangible assets 83,960 84,102
Accrued income and other assets 130,667 130,059
Total assets $5,501,526 $5,486,268
LIABILITIES
Deposits:
Noninterest-bearing demand $966,903  $991,256
Interest-bearing deposits:
Interest-bearing demand 1,418,395 1,471,526
Savings 839,257 814,326
Time 1,112,421 1,056,652
Total interest-bearing deposits 3,370,073 3,342,504
Total deposits 4,336,976 4,333,760
Short-term borrowings:
Federal funds purchased and securities sold under agreements to repurchase 176,079 162,913
Other short-term borrowings 103,666 129,030
Total short-term borrowings 279,745 291,943
Long-term debt and mandatorily redeemable securities 85,479 74,308
Subordinated notes 58,764 58,764
Accrued expenses and other liabilities 54,628 54,843
Total liabilities 4,815,592 4,813,618
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SHAREHOLDERS’ EQUITY

Preferred stock; no par value

Authorized 10,000,000 shares; none issued or outstanding

Common stock; no par value

Authorized 40,000,000 shares; issued 28,205,674 at March 31, 2017 and December 31,
2016

Retained earnings

Cost of common stock in treasury (2,282,044 shares at March 31, 2017 and 2,329,909
shares at December 31, 2016)

Accumulated other comprehensive income

Total shareholders’ equity

Total liabilities and shareholders’ equity

The accompanying notes are a part of the consolidated financial statements.

3

436,538 436,538
303,009 290,824
(54,940 ) (56,056

1,327 1,344
685,934 672,650
$5,501,526 $5,486,268
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1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

(Unaudited - Dollars in thousands, except per share amounts)

Interest income:

Loans and leases

Investment securities, taxable
Investment securities, tax-exempt
Other

Total interest income

Interest expense:

Deposits

Short-term borrowings

Subordinated notes

Long-term debt and mandatorily redeemable securities
Total interest expense

Net interest income

Provision for loan and lease losses
Net interest income after provision for loan and lease losses
Noninterest income:

Trust and wealth advisory

Service charges on deposit accounts
Debit card

Mortgage banking

Insurance commissions

Equipment rental

Gains on investment securities available-for-sale
Other

Total noninterest income

Noninterest expense:

Salaries and employee benefits

Net occupancy

Furniture and equipment
Depreciation — leased equipment
Professional fees

Supplies and communication

FDIC and other insurance

Business development and marketing
Loan and lease collection and repossession
Other

Total noninterest expense

Income before income taxes

Income tax expense

Net income

Per common share:

Basic net income per common share

Three Months

Ended

March 31,

2017

2016

$44,884 $ 42,736

3,514
683
291
49,372

3,734
227
1,055
629
5,645
43,727
1,000
42,727

5,001
2,239
2,750
947
1,767
6,832
1,285
2,486
23,307

21,345
2,594
4,793
5,680
1,077
1,250
623
1,652
636
1,469
41,119
24915
8,709

3,080
692
291
46,799

3,771
161
1,055
523
5,510
41,289
975
40,314

4,623
2,107
2,599
1,046
1,563
6,073
10
3,606
21,627

21,351
2,501
4,790
5,101
1,219
1,508
879
980
427
1,949
40,705
21,236
7,418

$16,206 $ 13,818

$0.62

$0.53
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Diluted net income per common share $0.62 $0.53
Cash dividends $0.18 $0.18
Basic weighted average common shares outstanding 25,903,395,923,530
Diluted weighted average common shares outstanding 25,903,395,923,530

The accompanying notes are a part of the consolidated financial statements.
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1st SOURCE CORPORATION

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited - Dollars in thousands)

Three Months
Ended

March 31,
2017 2016

Net income $16,206 $13,818
Other comprehensive (loss) income:

Change in unrealized appreciation of available-for-sale securities 1,258 4,403
Reclassification adjustment for realized gains included in net income (1,285 ) (10 )
Income tax effect 10 (1,649 )
Other comprehensive (loss) income, net of tax (17 ) 2,744

Comprehensive income

$16,189 $16,562

The accompanying notes are a part of the consolidated financial statements.

1st SOURCE CORPORATION

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(Unaudited - Dollars in thousands, except per share amounts)

Balance at January 1, 2016
Net income
Other comprehensive income

Issuance of 91,340 common shares under stock

based compensation awards, including related
tax effects

Cost of 269,667 shares of common stock
acquired for treasury

Common stock cash dividend ($0.18 per share)

Balance at March 31, 2016

Balance at January 1, 2017
Cumulative-effect adjustment
Balance at January 1, 2017, adjusted
Net income

Other comprehensive loss

Issuance of 48,765 common shares under stock

based compensation awards, including related
tax effects

Cost of 900 shares of common stock acquired
for treasury

Common stock cash dividend ($0.18 per share) —

Balance at March 31, 2017

Preferre@ommon Retained
Stock Stock

Cost of
Common Other
Earnings Stock

Accumulated

Comprehensive

Total

in Treasury Income (Loss), Net

—$436,538 $251,812 $(50,852 ) $ 6,555

— 13,818 — —
— _ — 2,744
— (111 ) 2,180 —
— — (8,005 ) —
— 4,706 ) — —

—$436,538 $260,813 $(56,677 ) $ 9,299

—$436,538 $290,824 $(56,056 ) $ 1,344

_ (65 ) — _
436,538 290,759 (56,056 ) 1,344
— 16206  — —
— — — (17
— 721 1,157 —
_ _ (41 ) —
— 4,677 ) — —

—$436,538 $303,009 $(54,940 ) $ 1,327

The accompanying notes are a part of the consolidated financial statements.

$644,053
13,818
2,744

2,069

(8,005

(4,706
$649,973

$672,650
(65
672,585
16,206
(17

1,878

(41

(4,677
$685,934

)
)

)

)

)
)
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1st SOURCE CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited - Dollars in thousands)

Operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Provision for loan and lease losses

Depreciation of premises and equipment

Depreciation of equipment owned and leased to others
Stock-based compensation

Amortization of investment securities premiums and accretion of discounts, net
Amortization of mortgage servicing rights

Deferred income taxes

Gains on investment securities available-for-sale

Originations of loans held for sale, net of principal collected
Proceeds from the sales of loans held for sale

Net gain on sale of loans held for sale

Net loss (gain) on sale of other real estate and repossessions
Change in interest receivable

Change in interest payable

Change in other assets

Change in other liabilities

Other

Net change in operating activities

Investing activities:

Proceeds from sales of investment securities available-for-sale
Proceeds from maturities and paydowns of investment securities available-for-sale
Purchases of investment securities available-for-sale

Loans sold or participated to others

Net change in loans and leases

Net change in equipment owned under operating leases
Purchases of premises and equipment

Proceeds from sales of other real estate and repossessions

Net change in investing activities

Financing activities:

Net change in demand deposits and savings accounts

Net change in time deposits

Net change in short-term borrowings

Proceeds from issuance of long-term debt

Payments on long-term debt

Acquisition of treasury stock

Cash dividends paid on common stock

Net change in financing activities

Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year

Three Months
Ended March 31,
2017 2016

$16,206 $13,818

1,000 975
1,380 1,283
5,680 5,101
694 784
1,116 1,257
263 332
(504 ) 611

(1,285 ) (10 )
(12,926 ) (23,007 )

20,871 21,502
(505 ) (669 )
94 (140 )
(251 ) (664 )
(225 ) 273

(1,398 ) (1,230 )

2,890 6,029
1,177 G170 )
34,277 25,728
1,004 511
42,617 44416

(30,198 ) (52,003 )
266 —

(47,385 ) (37,666 )
(14,210 ) (5,142 )
(24 ) (2,298 )
1,730 573

(46,200 ) (51,609 )

(52,553 ) 18,491
55,769 67,471
(12,198 ) (51,315)
10,000 10,000
401 ) 387 )
(41 ) (8,005 )
(4,841 ) (4,868 )
(4,265 ) 31,387

(16,188 ) 5,506
108,304 79,721

10
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Cash and cash equivalents, end of period $92,116 $85,227
Supplemental Information:

Non-cash transactions:

Loans transferred to other real estate and repossessed assets $903 $592
Common stock matching contribution to Employee Stock Ownership and Profit Sharing Plan 1,426 800
The accompanying notes are a part of the consolidated financial statements.

6
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1ST SOURCE CORPORATION

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1.  Accounting Policies

1st Source Corporation is a bank holding company headquartered in South Bend, Indiana that provides, through its
subsidiaries (collectively referred to as “Ist Source” or “the Company”), a broad array of financial products and services.
Basis of Presentation — The accompanying unaudited consolidated financial statements reflect all adjustments (all of
which are normal and recurring in nature) which are, in the opinion of management, necessary for a fair presentation
of the consolidated financial position, the results of operations, changes in comprehensive income, changes in
shareholders’ equity, and cash flows for the periods presented. These unaudited consolidated financial statements have
been prepared according to the rules and regulations of the Securities and Exchange Commission (SEC) and,
therefore, certain information and footnote disclosures normally included in financial statements prepared in
accordance with U.S. generally accepted accounting principles (GAAP) have been omitted.

The Notes to the Consolidated Financial Statements appearing in 1st Source Corporation’s Annual Report on

Form 10-K (2016 Annual Report), which include descriptions of significant accounting policies, should be read in
conjunction with these interim financial statements. The Consolidated Statement of Financial Condition at

December 31, 2016 has been derived from the audited financial statements at that date but does not include all of the
information and footnotes required by GAAP for complete financial statements. Certain amounts in the prior period
consolidated financial statements have been reclassified to conform to the current year presentation.

Use of Estimates in the Preparation of Financial Statements — Financial statements prepared in accordance with GAAP
require the Company to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
income and expense during the reporting period. Actual results could differ from those estimates.

Loans and Leases — Loans are stated at the principal amount outstanding, net of unamortized deferred loan origination
fees and costs and net of unearned income. Interest income is accrued as earned based on unpaid principal balances.
Origination fees and direct loan and lease origination costs are deferred and the net amount amortized to interest
income over the estimated life of the related loan or lease. Loan commitment fees are deferred and amortized into
other income over the commitment period.

Direct financing leases are carried at the aggregate of lease payments plus estimated residual value of the leased
property, net of unamortized deferred lease origination fees and costs and unearned income. Interest income on direct
financing leases is recognized over the term of the lease to achieve a constant periodic rate of return on the
outstanding investment.

The accrual of interest on loans and leases is discontinued when a loan or lease becomes contractually delinquent for
90 days, or when an individual analysis of a borrower’s credit worthiness indicates a credit should be placed on
nonperforming status, except for residential mortgage loans and consumer loans that are well secured and in the
process of collection. Residential mortgage loans are placed on nonaccrual at the time the loan is placed in
foreclosure. When interest accruals are discontinued, interest credited to income in the current year is reversed and
interest accrued in the prior year is charged to the reserve for loan and lease losses. However, in some cases, the
Company may elect to continue the accrual of interest when the net realizable value of collateral is sufficient to cover
the principal and accrued interest. When a loan or lease is classified as nonaccrual and the future collectibility of the
recorded loan or lease balance is doubtful, collections on interest and principal are applied as a reduction to principal
outstanding. Loans are returned to accrual status when all principal and interest amounts contractually due are brought
current and future payments are reasonably assured, which is typically evidenced by a sustained repayment
performance of at least six months.

A loan or lease is considered impaired, based on current information and events, if it is probable that the Company
will be unable to collect the scheduled payments of principal or interest when due according to the contractual terms
of the loan or lease agreement. Interest on impaired loans and leases, which are not classified as nonaccrual, is
recognized on the accrual basis. The Company evaluates loans and leases exceeding $100,000 for impairment and
establishes a specific reserve as a component of the reserve for loan and lease losses when it is probable all amounts

12
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due will not be collected pursuant to the contractual terms of the loan or lease and the recorded investment in the loan
or lease exceeds its fair value.

Loans and leases that have been modified and economic concessions have been granted to borrowers who have
experienced financial difficulties are considered a troubled debt restructuring (TDR) and, by definition, are deemed an
impaired loan. These concessions typically result from the Company’s loss mitigation activities and may include
reductions in the interest rate, payment extensions, forgiveness of principal, forbearance or other actions. Certain
TDRs are classified as nonperforming at the time of restructuring and typically are returned to performing status after
considering the borrower’s sustained repayment performance for a reasonable period of at least six months.

7
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When the Company modifies loans and leases in a TDR, it evaluates any possible impairment similar to other
impaired loans based on the present value of expected future cash flows, discounted at the contractual interest rate of
the original loan or lease agreement, or uses the current fair value of the collateral, less selling costs for collateral
dependent loans. If the Company determines that the value of the modified loan is less than the recorded investment in
the loan (net of previous charge-offs, deferred loan fees or costs and unamortized premium or discount), impairment is
recognized through a reserve for loan and lease losses estimate or a charge-off to the reserve for loan and lease losses.
In periods subsequent to modification, the Company evaluates all TDRs, including those that have payment defaults,
for possible impairment and recognizes impairment through the reserve for loan and lease losses.

Note 2 — Recent Accounting Pronouncements

Premium Amortization: In March 2017, the Financial Accounting Standards Board (FASB) issued Accounting
Standards Update (ASU) No. 2017-08 “Receivables - Nonrefundable Fees and Other Costs (Subtopic 310-20),
Premium Amortization on Purchased Callable Debt Securities.” These amendments shorten the amortization period for
certain callable debt securities held at a premium. Specifically, the amendments require the premium to be amortized
to the earliest call date. The amendments do not require an accounting change for securities held at a discount; the
discount continues to be amortized to maturity. The guidance is effective for public business entities for fiscal years,
and interim periods within those fiscal years, beginning after December 15, 2018. Early adoption is permitted,
including adoption in an interim period. If an entity early adopts in an interim period, any adjustments should be
reflected as of the beginning of the fiscal year that includes that interim period. The amendments should be applied on
a modified retrospective basis, with a cumulative-effect adjustment directly to retained earnings as of the beginning of
the period of adoption. The Company is assessing the impact of ASU 2017-08 on its accounting and disclosures.

Sale of Nonfinancial Assets: In February 2017, the FASB issued ASU No. 2017-05 “Other Income - Gains and Losses
from the Derecognition of Nonfinancial Assets (Subtopic 610-20): Clarifying the Scope of Asset Derecognition
Guidance and Accounting for Partial Sales of Nonfinancial Assets.” "The amendments clarify that a financial asset is
within the scope of Subtopic 610-20 if it meets the definition of an in substance nonfinancial asset. The amendments
also define the term in substance nonfinancial asset. The amendments clarify that nonfinancial assets within the scope
of Subtopic 610-20 may include nonfinancial assets transferred within a legal entity to a counterparty. For example, a
parent may transfer control of nonfinancial assets by transferring ownership interests in a consolidated subsidiary. A
contract that includes the transfer of ownership interests in one or more consolidated subsidiaries is within the scope
of Subtopic 610-20 if substantially all of the fair value of the assets that are promised to the counterparty in a contract
is concentrated in nonfinancial assets. The amendments clarify that an entity should identify each distinct nonfinancial
asset or in substance nonfinancial asset promised to a counterparty and derecognize each asset when a counterparty
obtains control of it. The guidance is effective for public business entities for annual periods beginning after
December 15, 2017 and interim periods therein. Entities may use either a full or modified approach to adopt the ASU.
The Company is assessing ASU 2017-05 and does not expect it to have a material impact on its accounting and
disclosures.

Simplifying the Test for Goodwill Impairment: In January 2017, the FASB issued ASU No. 2017-04 “Intangibles -
Goodwill and Other (Topic 350) - Simplifying the Test for Goodwill Impairment.” These amendments eliminate Step 2
from the goodwill impairment test. The amendments also eliminate the requirements for any reporting unit with a zero
or negative carrying amount to perform a qualitative assessment and, if it fails that qualitative test, to perform Step 2
of the goodwill impairment test. An entity still has the option to perform the qualitative assessment for a reporting unit
to determine if the quantitative impairment test is necessary. The guidance is effective for annual or any interim
goodwill impairment tests in fiscal years beginning after December 15, 2019. Early adoption is permitted for interim
or annual goodwill impairment tests performed on testing dates after January 1, 2017. ASU 2017-04 should be
adopted on a prospective basis. The Company has assessed ASU 2017-04 and does not expect it to have a material
impact on its accounting and disclosures.

Business Combinations: In January 2017, the FASB issued ASU No. 2017-01 “Business Combinations (Topic 805) -
Clarifying the Definition of a Business.” ASU 2017-01 provides amendments to clarify the definition of a business and
affect all companies and other reporting organizations that must determine whether they have acquired or sold a
business. The amendments are intended to help companies and other organizations evaluate whether transactions

14
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should be accounted for as acquisitions (or disposals) of assets or businesses. The guidance is effective for public
business entities for fiscal years beginning after December 15, 2017, and interim periods within those fiscal years and
should be applied prospectively as of the beginning of the period of adoption. Early adoption is permitted under
certain circumstances. The Company has assessed ASU 2017-01 and does not expect it to have a material impact on
its accounting and disclosures.

Restricted Cash: In November 2016, the FASB issued ASU No. 2016-18 “Statement of Cash Flows (Topic 230) -
Restricted Cash.” ASU 2016-18 provides amendments to cash flow statement classification and presentation to explain
the change during the period in the total of cash, cash equivalents, and amounts generally described as restricted cash
or restricted cash equivalents. The guidance is effective for public business entities for fiscal years beginning after
December 15, 2017, and interim periods within those fiscal years and should be applied using a retrospective
transition method to each period presented. Early adoption is permitted, including adoption in an interim period. The
Company has assessed ASU 2016-18 and does not expect a material impact on its accounting and disclosures.

8
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Intra-Entity Transfers of Assets Other Than Inventory: In October 2016, the FASB issued ASU No. 2016-16 “Income
Taxes (Topic 740) - Intra-Entity Transfers of Assets Other Than Inventory.” The amendments in ASU 2016-16 require
an entity to recognize the income tax consequences of an intra-entity transfer of an asset other than inventory when the
transfer occurs. The amendments eliminate the exception for an intra-entity transfer of an asset other than inventory.
The amendments do not include new disclosure requirements; however existing disclosure requirements might be
applicable when accounting for the current and deferred income taxes for an intra-entity transfer of an asset other than
inventory. The guidance is effective for public business entities for fiscal years beginning after December 15, 2017,
including interim periods within those fiscal years and should be applied on a modified retrospective basis through a
cumulative-effect adjustment directly to retained earnings as of the beginning of the period of adoption. Early
adoption is permitted as of the beginning of an annual period for which financial statements (interim or annual) have
not been issued or made available for issuance. The Company has assessed ASU 2016-16 and does not expect a
material impact on its accounting and disclosures.

Classification of Certain Cash Receipts and Cash Payments: In August 2016, the FASB issued ASU No. 2016-15
“Statement of Cash Flows (Topic 230) - Classification of Certain Cash Receipts and Cash Payments.” ASU 2016-15
provides cash flow statement classification guidance for certain transactions including how the predominance
principle should be applied when cash receipts and cash payments have aspects of more than one class of cash flows.
The guidance is effective for public business entities for fiscal years beginning after December 15, 2017, and interim
periods within those fiscal years and should be applied retrospectively. Early adoption is permitted, including adoption
in an interim period. The Company has assessed ASU 2016-15 and does not expect a material impact on its
accounting and disclosures.

Measurement of Credit Losses on Financial Instruments: In June 2016, the FASB issued ASU No. 2016-13, “Financial
Instruments-Credit Losses (Topic 326) - Measurement of Credit Losses on Financial Instruments.” The provisions of
ASU 2016-13 were issued to provide financial statement users with more decision-useful information about the
expected credit losses on financial instruments that are not accounted for at fair value through net income, including
loans held for investment, held-to-maturity debt securities, trade and other receivables, net investment in leases and
other commitments to extend credit held by a reporting entity at each reporting date. ASU 2016-13 requires that
financial assets measured at amortized cost be presented at the net amount expected to be collected, through an
allowance for credit losses that is deducted from the amortized cost basis. The amendments in ASU 2016-13 eliminate
the probable incurred loss recognition in current GAAP and reflect an entity’s current estimate of all expected credit
losses. The measurement of expected credit losses is based upon historical experience, current conditions, and
reasonable and supportable forecasts that affect the collectibility of the financial assets.

For purchased financial assets with a more-than-insignificant amount of credit deterioration since origination (“PCD
assets”) that are measured at amortized cost, the initial allowance for credit losses is added to the purchase price rather
than being reported as a credit loss expense. Subsequent changes in the allowance for credit losses on PCD assets are
recognized through the statement of income as a credit loss expense.

Credit losses relating to available-for-sale debt securities will be recorded through an allowance for credit losses rather
than as a direct write-down to the security.

ASU 2016-13 is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2019. Early adoption is permitted for fiscal years, and interim periods within those fiscal years, beginning after
December 15, 2018. The Company has an implementation team working through the provisions of ASU 2016-13
including assessing the impact on its accounting and disclosures.

Share Based Payment Accounting: In March 2016, the FASB issued ASU No. 2016-09 “Compensation - Stock
Compensation (Topic 718) - Improvements to Employee Share-Based Payment Accounting.” ASU 2016-09 requires all
income tax effects of awards to be recognized in the income statement when the awards vest or are settled. It also
allows an employer to repurchase more of an employee’s shares than it can today for tax withholding purposes without
triggering liability accounting and to make a policy election for forfeitures as they occur. The guidance is effective for
public business entities for fiscal years beginning after December 15, 2016, and interim periods within those years.
Early adoption is permitted. The Company adopted ASU 2016-09 on January 1, 2017 on a modified retrospective
method through a cumulative adjustment to retained earnings related to the policy election to account for forfeitures as

16
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they occur. The adoption of ASU 2016-09 did not have a material impact on its accounting and disclosures.
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Leases: In February 2016, the FASB issued ASU No. 2016-02 “Leases (Topic 842).” ASU 2016-02 establishes a right of
use model that requires a lessee to record a right of use asset and a lease liability for all leases with terms longer than
12 months. Leases will be classified as either finance or operating, with classification affecting the pattern of expense
recognition in the income statement. For lessors, the guidance modifies the classification criteria and the accounting
for sales-type and direct financing leases. A lease will be treated as sale if it transfers all of the risks and rewards, as
well as control of the underlying asset, to the lessee. If risks and rewards are conveyed without the transfer of control,
the lease is treated as a financing. If the lessor doesn’t convey risks and rewards or control, an operating lease results.
The amendments are effective for fiscal years beginning after December 15, 2018, including interim periods within
those fiscal years for public business entities. Entities are required to use a modified retrospective approach for leases
that exist or are entered into after the beginning of the earliest comparative period in the financial statements, with
certain practical expedients available. Early adoption is permitted. The Company has an implementation team working
through the provisions of ASU 2016-02 including reviewing all leases to assess the impact on its accounting and
disclosures. The Company does not anticipate a significant increase in leasing activity between now and the date of
adoption. It is expected that the Company will recognize discounted right of use assets and lease liabilities (estimated
between $12 and $15 million).

Recognition and Measurement of Financial Instruments: In January 2016, the FASB issued ASU No. 2016-01
“Financial Instruments - Overall (Subtopic 825-10) - Recognition and Measurement of Financial Assets and Financial
Liabilities.” ASU 2016-01 is intended to improve the recognition and measurement of financial instruments by
requiring equity investments to be measured at fair value with changes in fair value recognized in net income;
requiring public business entities to use the exit price notion when measuring the fair value of financial instruments
for disclosure purposes; requiring separate presentation of financial assets and financial liabilities by measurement
category and form of financial asset on the balance sheet or the accompanying notes to the financial statements;
eliminating the requirement for public business entities to disclose the method(s) and significant assumptions used to
estimate the fair value that is required to be disclosed for financial instruments measured and amortized at cost on the
balance sheet; and requiring a reporting organization to present separately in other comprehensive income the portion
of the total change in the fair value of a liability resulting from a change in the instrument-specific credit risk when the
organization has elected to measure the liability at fair value in accordance with the fair value option for financial
instruments. ASU 2016-01 is effective for annual periods and interim periods within those annual periods, beginning
after December 15, 2017. The amendments should be applied by means of a cumulative-effect adjustment to the
balance sheet as of the beginning of the fiscal year of adoption. The amendments related to equity securities without
readily determinable fair values (including disclosure requirements) should be applied prospectively to equity
investments that exist as of the date of adoption. The Company is continuing to assess the impact of ASU 2016-01 on
its accounting for equity investments, fair value disclosures and other disclosure requirements.

Revenue from Contracts with Customers: In May 2014, the FASB issued ASU No. 2014-09 “Revenue from Contracts
with Customers (Topic 606).” 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 to be entitled in exchange for those goods and services. On July 9, 2015, the FASB approved amendments
deferring the effective date by one year. ASU 2014-09 is now effective for annual reporting periods beginning after
December 15, 2017, including interim periods within that reporting period. Early application is permitted but not
before the original public entity effective date, i.e., annual periods beginning after December 15, 2016. In March 2016,
the FASB issued final amendments (ASU No. 2016-08 and ASU No. 2016-10) to clarify the implementation guidance
for principal versus agent considerations, identifying performance obligations and the accounting for licenses of
intellectual property. The amendments can be applied retrospectively to each prior reporting period or retrospectively
with the cumulative effect of initially applying this Update recognized at the date of initial application. In May 2016,
the FASB issued final amendments (ASU No. 2016-12 and ASU 2016-11) to address narrow-scope improvements to
the guidance on collectibility, non-cash consideration, completed contracts at transition and to provide a practical
expedient for contract modifications at transition and an accounting policy election related to the presentation of sales
taxes and other similar taxes collected from customers. Additionally, the amendments included a rescission of SEC
guidance because of ASU 2014-09 related to revenue and expense recognition for freight services in process,
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accounting for shipping and handling fees and costs, and accounting for consideration given by a vendor to a
customer. In December 2016, the FASB issued final guidance (ASU 2016-20) that allows entities not to make
quantitative disclosures about performance obligations in certain cases and requires entities that use any of the new or
previously existing optional exemptions to expand their qualitative disclosures. It also makes 12 additional technical
corrections and improvements to the new revenue standard. These amendments are effective upon the adoption of
ASU 2014-09. The Company’s revenue is comprised of net interest income, which is explicitly excluded from the
scope of ASU 2014-09, and noninterest income. ASU 2014-09 may require the Company to change how it recognizes
certain recurring revenue streams related to noninterest income; however it is not expected to have a material impact
on its accounting and disclosures. The Company continues to follow the guidance from the FASB and the Transition
Resource Group for Revenue Recognition in determining the impact of ASU 2014-09 on other areas of noninterest
income and expects to adopt ASU 2014-09 on January 1, 2018.

10
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Note 3. Investment Securities Available-For-Sale
The following table shows investment securities available-for-sale.

. Amortized Gross Gross )
(Dollars in thousands) Cost Unrealized Gains Unrealized Losses Fair Value

March 31, 2017

U.S. Treasury and Federal agencies securities ~ $417,139 $§ 793 $ (3,478 ) $414,454
U.S. States and political subdivisions securities 129,791 1,314 (953 ) 130,152
Mortgage-backed securities — Federal agencies 249,084 2,086 (2,408 ) 248,762
Corporate debt securities 36,699 121 (224 ) 36,596
Foreign government and other securities 800 4 — 804

Total debt securities 833,513 4,318 (7,063 ) 830,768
Marketable equity securities 1,044 4,956 (86 ) 5,914
Total investment securities available-for-sale $834,557 $ 9,274 $ (7,149 ) $836,682
December 31, 2016

U.S. Treasury and Federal agencies securities ~ $424,495 $ 809 $ 4471 ) $420,833
U.S. States and political subdivisions securities 133,509 1,036 (1,570 ) 132,975
Mortgage-backed securities — Federal agencies 252,981 2,175 (2,582 ) 252,574
Corporate debt securities 35,266 111 (301 ) 35,076
Foreign government and other securities 800 7 — 807

Total debt securities 847,051 4,138 (8,924 ) 842,265
Marketable equity securities 1,265 7,007 (70 ) 8,202
Total investment securities available-for-sale $848,316 $ 11,145 $ (8,994 ) $850,467

At March 31, 2017 and December 31, 2016, the residential mortgage-backed securities held by the Company
consisted primarily of GNMA, FNMA and FHLMC pass-through certificates which are guaranteed by those
respective agencies of the United States government (Government Sponsored Enterprise, GSEs).

The following table shows the contractual maturities of investments in debt securities available-for-sale at March 31,

2017. Expected maturities will differ from contractual maturities, because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties.

(Dollars in thousands) Amortized Cost Fair Value
Due in one year or less $ 122,531 $123,025
Due after one year through five years 381,961 380,229
Due after five years through ten years 79,937 78,752
Due after ten years — —
Mortgage-backed securities 249,084 248,762

Total debt securities available-for-sale $ 833,513 $830,768
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The following table summarizes gross unrealized losses and fair value by investment category and age.
Less than 12 Months 12 months or Longer Total
Fair Unrealized Unrealized Fair Unrealized

(Dollars in thousands) Value Losses Fair Value Losses Value Losses
March 31, 2017

U.S. Treasury and Federal agencies securities ~ $259,811 $(3,478 ) $ — $ — $259,811 $(3,478 )
U.S. States and political subdivisions securities 47,439 (844 ) 6,211 (109 ) 53,650 (953 )
Mortgage-backed securities - Federal agencies 144,658 (2,166 ) 8,891 (242 ) 153,549 (2,408 )

)

Corporate debt securities 13,377 (224 ) — — 13,377 (224
Foreign government and other securities — — — — — —

Total debt securities 465,285 (6,712 ) 15,102 (351 ) 480,387 (7,063 )
Marketable equity securities 266 (85 ) 3 (1 ) 269 (86 )

Total investment securities available-for-sale $465,551 $(6,797 ) $15,105 $ (352 ) $480,656 $ (7,149 )

December 31, 2016

U.S. Treasury and Federal agencies securities  $263,680 $ (4,471 ) $— $ — $263,680 $ (4,471 )

U.S. States and political subdivisions securities 74,129 (1,515 ) 3,337 (55 ) 77,466 (1,570 )

Mortgage-backed securities - Federal agencies 168,554 (2,341 ) 5,102 (241 ) 173,656 (2,582 )
)

Corporate debt securities 13,312 (301 ) — — 13,312 (301
Foreign government and other securities — — — — — —

Total debt securities 519,675 (8,628 ) 8,439 (296 ) 528,114 (8,924 )
Marketable equity securities 280 (70 ) 4 — 284 (70 )
Total investment securities available-for-sale $519,955 $(8,698 ) $ 8,443 $ (296 ) $528,398 $(8,994 )

The initial indication of potential other-than-temporary-impairment (OTTI) for both debt and equity securities is a
decline in fair value below amortized cost. Quarterly, the impaired securities are analyzed on a qualitative and
quantitative basis in determining OTTI. Declines in the fair value of available-for-sale debt securities below their cost
that are deemed to be other-than-temporary are reflected in earnings as realized losses to the extent the impairment is
related to credit losses. The amount of impairment related to other factors is recognized in other comprehensive
income. In estimating OTTI losses, the Company considers among other things, (i) the length of time and the extent to
which fair value has been less than cost, (ii) the financial condition and near-term prospects of the issuer, and

(iii) whether it is more likely than not that the Company will not have to sell any such securities before a recovery of
cost.

At March 31, 2017, the Company does not have the intent to sell any of the available-for-sale securities in the table
above and believes that it is more likely than not, that it will not have to sell any such securities before an anticipated
recovery of cost. Primarily the unrealized losses on debt securities are due to increases in market rates over the yields
available at the time the underlying securities were purchased. The fair value is expected to recover on all debt
securities as they approach their maturity date or re-pricing date or if market yields for such investments decline. The
Company does not believe any of the securities are impaired due to reasons of credit quality.

The following table shows the gross realized gains and losses from the securities available-for-sale portfolio,
including marketable equity securities. Realized gains and losses of all securities are computed using the specific
identification cost basis.

Three
Months
Ended
March 31,
(Dollars in thousands) 2017 2016
Gross realized gains $1,285 $10
Gross realized losses — —
OTTI losses — —
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Net realized gains (losses) $1,285 $ 10

At March 31, 2017 and December 31, 2016, investment securities available-for-sale with carrying values of $300.20
million and $276.29 million, respectively, were pledged as collateral for security repurchase agreements and for other
purposes.
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Note 4.  Loan and Lease Financings
The Company evaluates loans and leases for credit quality at least annually but more frequently if certain
circumstances occur (such as material new information which becomes available and indicates a potential change in
credit risk). The Company uses two methods to assess credit risk: loan or lease credit quality grades and credit risk
classifications. The purpose of the loan or lease credit quality grade is to document the degree of risk associated with
individual credits as well as inform management of the degree of risk in the portfolio taken as a whole. Credit risk
classifications are used to categorize loans by degree of risk and to designate individual or committee approval
authorities for higher risk credits at the time of origination. Credit risk classifications include categories for:
Acceptable, Marginal, Special Attention, Special Risk, Restricted by Policy, Regulated and Prohibited by Law.
All loans and leases, except residential real estate and home equity loans and consumer loans, are assigned credit
quality grades on a scale from 1 to 12 with grade 1 representing superior credit quality. The criteria used to assign
grades to extensions of credit that exhibit potential problems or well-defined weaknesses are primarily based upon the
degree of risk and the likelihood of orderly repayment, and their effect on the Company’s safety and soundness. Loans
or leases graded 7 or weaker are considered “special attention” credits and, as such, relationships in excess of $100,000
are reviewed quarterly as part of management’s evaluation of the appropriateness of the reserve for loan and lease
losses. Grade 7 credits are defined as “watch” and contain greater than average credit risk and are monitored to limit the
exposure to increased risk; grade 8 credits are “special mention” and, following regulatory guidelines, are defined as
having potential weaknesses that deserve management’s close attention. Credits that exhibit well-defined weaknesses
and a distinct possibility of loss are considered “classified”” and are graded 9 through 12 corresponding to the regulatory
definitions of “substandard” (grades 9 and 10) and the more severe “doubtful” (grade 11) and “loss” (grade 12).
The following table shows the credit quality grades of the recorded investment in loans and leases, segregated by
class.

Credit Quality Grades
(Dollars in thousands) 1-6 7-12 Total
March 31, 2017
Commercial and agricultural ~ $811,574  $32,183 $843,757

Auto and light truck 414,710 15,779 430,489
Medium and heavy duty truck 287,466 2,701 290,167
Aircraft 757,036 26,487 783,523
Construction equipment 499,272 13,273 512,545
Commercial real estate 714,699 8,924 723,623
Total $3,484,757 $99,347 $3,584,104

December 31, 2016
Commercial and agricultural ~ $784,811 $27,453 $812,264

Auto and light truck 407,931 3,833 411,764
Medium and heavy duty truck 291,558 3,232 294,790
Aircraft 772,802 29,612 802,414
Construction equipment 486,923 9,002 495,925
Commercial real estate 707,252 11,918 719,170
Total $3,451,277 $85,050 $3,536,327

For residential real estate and home equity and consumer loans, credit quality is based on the aging status of the loan
and by payment activity. The following table shows the recorded investment in residential real estate and home equity
and consumer loans by performing or nonperforming status. Nonperforming loans are those loans which are on
nonaccrual status or are 90 days or more past due.

(Dollars in thousands) Performing Nonperforming Total
March 31, 2017

Residential real estate and home equity $519,948 $ 2,824 $522,772
Consumer 127,770 216 127,986
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Total $647,718 $ 3,040 $650,758
December 31, 2016

Residential real estate and home equity $518,896 $ 3,035 $521,931
Consumer 129,585 228 129,813
Total $648,481 $ 3,263 $651,744
13
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The following table shows the recorded investment of loans and leases, segregated by class, with delinquency aging
and nonaccrual status.

90 Days or
More Past
Due

and AccruingLOa

30-59  60-89
(Dollars in thousands) Current Days Days
Past Due Past Due

Total Total
Accruing  Nonaccrual Financing
ns Receivables

March 31, 2017

Commercial and agricultural $841,087 $32 $— $ — $841,119 $2,638 $843,757
Auto and light truck 429,784 376 44 — 430,204 285 430,489
Medium and heavy duty truck 289,282 612 273 — 290,167 — 290,167
Aircraft 771,105 4,096 — — 775,201 8,322 783,523
Construction equipment 511,196 110 — — 511,306 1,239 512,545
Commercial real estate 720,713 — — — 720,713 2,910 723,623
Sqejilfye““al real estate andhome 5,9 96 65 204 310 520258 2514 522772
Consumer 127,272 398 100 34 127,804 182 127,986
Total $4,209,535 $ 6,252 $641 $ 344 $4,216,772 $ 18,090 $4,234,862
December 31, 2016

Commercial and agricultural $808,283 $— $— $ — $808,283 $ 3,981 $812,264
Auto and light truck 411,300 298 — — 411,598 166 411,764
Medium and heavy duty truck 294,790 — — — 294,790 — 294,790
Aircraft 791,559 1,429 3,316 — 796,304 6,110 802,414
Construction equipment 493,131 1,546 — — 494,677 1,248 495,925
Commercial real estate 713,482 133 — — 713,615 5,555 719,170
Sqejiltdye““al realestate andhome 5,551 310 374 304 519290 2,641 521,931
Consumer 129,000 453 132 22 129,607 206 129,813
Total $4,158,757 $5,169 $3,822 $ 416 $4,168,164 $ 19,907 $4,188,071
14
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The following table shows impaired loans and leases, segregated by class, and the corresponding reserve for impaired
loan and lease losses.

Unpaid
(Dollars in thousands) Recorded Principal Related
Investment Reserve

Balance

March 31, 2017

With no related reserve recorded:

Commercial and agricultural $ 373 $373 $—
Auto and light truck — — —
Medium and heavy duty truck — — —

Aircraft 7,482 7,482 —
Construction equipment 605 605 —
Commercial real estate 623 623 —
Residential real estate and home equity — — —
Consumer — — —
Total with no related reserve recorded 9,083 9,083 —
With a reserve recorded:

Commercial and agricultural 1,871 1,871 272
Auto and light truck 251 251 25
Medium and heavy duty truck — — —
Aircraft 840 840 55
Construction equipment 557 557 27
Commercial real estate 2,168 2,168 276
Residential real estate and home equity 357 359 139
Consumer — — —
Total with a reserve recorded 6,044 6,046 794
Total impaired loans $ 15,127 $15,129 $794

December 31, 2016
With no related reserve recorded:

Commercial and agricultural $ 1,700 $1,700 $—
Auto and light truck 115 115 —
Medium and heavy duty truck — — —
Aircraft 2,918 2,918 —
Constructio