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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

($ in thousands)

Assets

Cash and due from banks

Interest-bearing deposits with banks

Federal funds sold

Cash and cash equivalents

Investment securities available-for-sale

Investment securities held-to-maturity

Loans held-for-sale (includes loans at fair value of $161,775 and $127,850,
respectively)

Loans (includes covered loans of $37,706 and $58,365, respectively)
Allowance for loan losses

Loans, net of allowance for loan losses

Premises and equipment, net

Other real estate, net (includes covered assets of $8,508 and $6,191, respectively)
Bank owned life insurance

Servicing rights

Other assets

Total assets

Liabilities

Deposits

Noninterest-bearing demand deposits

Interest-bearing deposits

Total deposits

Other borrowings

Subordinated debt

Other liabilities

Total liabilities

Shareholders’ equity

Preferred stock, no par value. Authorized 10,000,000; zero issued
Common stock, no par value. Authorized 50,000,000; issued and outstanding
21,324,486

and 21,342,549, respectively

Accumulated other comprehensive income, net of tax

Retained earnings

Total shareholders’ equity

Total liabilities and shareholders’ equity

See accompanying notes to unaudited consolidated financial statements.

1

(Unaudited)
September 30,
2014

$11,276
79,407
882
91,565
156,331
7,588

324,442

2,073,803
(28,297 )
2,045,506
59,650

26,999

34,279

62,196

53,109
$2,861,665

$639,471
1,819,820
2,459,291
76,402
46,393
21,416
2,603,502

161,527

2,367
94,269
258,163
$2,861,665

December 31,
2013

$17,599
95,555
3,405
116,559
168,865
4,051

187,366

1,893,037
(33,684 )
1,859,353
44,555

30,982

33,855

53,202

65,380
$2,564,168

$488,224
1,714,228
2,202,452
59,233
46,393
19,860
2,327,938

158,153

968

77,109
236,230
$2,564,168
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FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(UNAUDITED)

($ in thousands, except per share data)
Interest income:

Loans, including fees

Investment securities

Federal funds sold and bank deposits
Total interest income

Interest expense:

Deposits

Other borrowings

Subordinated debt

Total interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan
losses

Noninterest income:

Service charges on deposit accounts
Other fees and charges

Mortgage banking activities

Indirect lending activities

SBA lending activities

Bank owned life insurance

Other

Total noninterest income

Noninterest expense:

Salaries and employee benefits
Commissions

Occupancy

Communication

Other

Total noninterest expense

Income before income tax expense
Income tax expense

Net income

Preferred stock dividends and accretion of
discount

Net income available to common equity

Earnings per common share:
Basic

Diluted

Cash dividends declared per common share

Three Months Ended September 30,

2014

$24,690
1,183
18
25,891

2,282
163
282
2,727
23,164
1,859

21,305

1,141
1,140
16,135
6,303
1,479
313
1,397
27,908

17,022
5,363
3,467
1,009
8,849
35,710
13,503
4,701
8,802

$8,802

$0.41
$0.38

$0.09

2013

$23,900
978

53
24,931

2,601
84

716
3,401
21,530
1,121

20,409

1,075
997
17,809
2,583
647
326
2,407
25,844

14,424
6,019
2,844
754
10,061
34,102
12,151
4,298
7,853

(817
$7,036

$0.33
$0.30

$—

Nine Months Ended September

30,
2014

$71,282
3,676
76
75,034

7,098
276
834
8,208
66,826
(25

66,851

3,209
3,160
40,292
14,610
3,682
1,369
4,287
70,609

49,080
14,443
9,477
2,958
26,151
102,109
35,351
12,528
22,823

$22,823

$1.07
$0.97

$0.21

2013

$70,793
2,916
71
73,780

7,828
763
2,451
11,042
62,738
5,167

57,571

3,044
2,859
55,762
7,010
3,148
965
6,343
79,131

42,984
20,388
7,542

2,319

26,552
99,785
36,917
13,140
23,777

(2,463
$21,314

$1.20
$1.07

$—

)
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Net income $8,802 $7.,853
Other comprehensive income (loss):

Change in net unrealized gains/(losses) on
securities for the period

Less: Income tax expense (benefit) related to

(705 ) 400

: .. (268 ) 152
items of other comprehensive income

t(e)l;her comprehensive income (loss), net of (437 ) 248
Total comprehensive income $8,365 $8,101

See accompanying notes to unaudited consolidated financial statements.

2

$22,823

2,256
857

1,399
$24,222

$23,777

(2,939
(1,117

(1,822
$21,955
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FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
Nine Months Ended September 30,
2014 2013
(in thousands)
Operating activities:
Net income $22.823 $23,777
Adjustments to reconcile net income to net cash (used in) provided by operating
activities:
Provision for loan losses (25 ) 5,167
Depreciation and amortization of premises and equipment 3,197 2,470
Other amortization, net 5,310 6,024
Impairment of other real estate 2,111 3,474
Share-based compensation 491 998
Gain on loan sales, including origination of servicing rights (43,202 ) (60,570
Net gain on sale of other real estate (2,486 ) (3,930
Net income on bank owned life insurance (1,292 ) (882
Change in assets and liabilities which (used) provided cash:
Net (increase) decrease in loans originated for resale (94,885 ) 120,245
Net payments received from FDIC under loss-share agreements 5,028 5,188
Other assets (7,687 ) 260
Other liabilities 564 8,600
Net cash (used in) provided by operating activities (110,053 ) 110,821
Investing activities:
Purchases of investment securities available-for-sale (5,006 ) (56,552
Purchases of investment securities held-to-maturity (4,334 ) —
Purchase of FHLB stock (10,575 ) (5,355
Maturities and calls of investment securities available-for-sale 19,860 37,615
Maturities and calls of investment securities held-to-maturity 796 1,694
Redemption of FHLB stock 10,564 6,566
Net proceeds from sales of loans 52,211 —
Net increase in loans (245,120 ) (80,917
Proceeds from bank owned life insurance 868 —
Proceeds from sale of other real estate 14,443 26,470
Purchases of premises and equipment (11,052 ) (6,765
Net proceeds received from deposit assumption and branch acquisition 162.033 o
transaction ’
Net cash used in investing activities (15,312 ) (77,244
Financing activities:
Net increase in noninterest-bearing demand deposits 130,101 64,528
Net (decrease) increase in interest-bearing deposits (44,119 ) 35,023
Net increase (decrease) in other borrowings 17,169 (37,238
Subordinated debt redemption — (21,500
Common stock dividends paid (4,470 ) (434
Proceeds from the issuance of common stock 1,690 67,702
Preferred stock redemption — (48,200
Preferred stock dividends paid — (1,607

Net cash provided by financing activities 100,371 58,274
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Net (decrease) increase in cash and cash equivalents (24,994 ) 91,851
Cash and cash equivalents, beginning of period 116,559 49,020
Cash and cash equivalents, end of period $91,565 $140,871
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Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest
Income taxes
Supplemental disclosures of noncash investing and financing activities:
Noncash transfers to other real estate
Accretion on preferred stock
Deposit assumption and branch acquisition

Assets acquired

Liabilities assumed

See accompanying notes to unaudited consolidated financial statements.

$8,363
$3,639

$10,086
$—

$9,119
$170,994

$12,176
$10,250

$20,407
$856

$—
$—
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FIDELITY SOUTHERN CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2014

(UNAUDITED)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The unaudited consolidated financial statements include the accounts of Fidelity Southern Corporation ("FSC" or
"Fidelity") and its wholly-owned subsidiaries. FSC owns 100% of Fidelity Bank (the “Bank”) and LionMark Insurance
Company, an insurance agency offering consumer credit related insurance products. FSC also owns three subsidiaries
established to issue trust preferred securities, which are not consolidated for financial reporting purposes in
accordance with current accounting guidance, as FSC is not the primary beneficiary. The “Company” or "our", as used
herein, includes FSC and its subsidiaries, unless the context otherwise requires.

These unaudited consolidated financial statements have been prepared in conformity with U.S. generally accepted
accounting principles followed within the financial services industry for interim financial information and with the
instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information
and notes required for complete financial statements.

In preparing the consolidated financial statements, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the date of the balance sheet and revenues and expenses for
the periods. Actual results could differ significantly from those estimates. Material estimates that are particularly
susceptible to significant change in the near term relate to the determination of the allowance for loan losses, the
calculations of and the amortization of capitalized servicing rights, valuation of deferred income taxes, the valuation
of loans held-for-sale and certain derivatives, the valuation of real estate or other assets acquired in connection with
foreclosures or in satisfaction of loans, purchase accounting-related adjustments, and the Federal Deposit Insurance
Corporation ("FDIC") receivable for loss share agreements. The Company principally operates in one business
segment, which is community banking.

In the opinion of management, all adjustments considered necessary for a fair presentation of the financial position
and results of operations for the interim periods have been included. All such adjustments are normal recurring
accruals. All significant intercompany accounts and transactions have been eliminated in consolidation. Certain
amounts have been reclassified to conform to current year presentation. These reclassifications had no impact on
previously reported net income and shareholders’ equity.

The Company’s significant accounting policies are described in Note 1 of the Notes to Consolidated Financial
Statements included in the 2013 Annual Report on Form 10-K/A filed with the Securities and Exchange Commission.
There were no new accounting policies or changes to existing policies adopted in the first nine months of 2014, which
had a significant effect on the results of operations or statement of financial condition. For interim reporting purposes,
the Company follows the same basic accounting policies and considers each interim period as an integral part of an
annual period.

Operating results for the three and nine-month periods ended September 30, 2014, are not necessarily indicative of the
results that may be expected for the year ended December 31, 2014. These statements should be read in conjunction
with the consolidated financial statements and notes thereto included in the Company’s Annual Report on Form
10-K/A and Annual Report to Shareholders for the year ended December 31, 2013.

Recent Accounting Pronouncements

In January 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU")
2014-04 "Reclassification of Residential Real Estate Collateralized Consumer Mortgage Loans upon Foreclosure."
The amendments clarify when an in substance repossession or foreclosure occurs, such that the loan should be
derecognized and real estate property should be recognized. The amendments will be effective for entities during
annual reporting periods beginning after December 15, 2014, and interim reporting periods therein and those
requirements should be applied prospectively. Early adoption is permitted. The adoption of this ASU is not expected
to have a significant impact on the Company’s Consolidated Financial Statements.

In May 2014, the FASB issued ASU 2014-09 "Revenue from Contracts with Customers." The amendments in this
guidance indicate that entities should recognize revenue to reflect the transfers of goods or services to customers in an

9
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amount equal to the consideration the entity receives or expects to receive. The amendments will be effective for
entities during annual reporting periods beginning after December 15, 2016, and interim reporting periods therein and
those requirements should be applied retrospectively. Early adoption is not permitted. The adoption of this ASU is not
expected to have a significant impact on the Company's Consolidated Financial Statements.

10
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In June 2014, the FASB issued ASU 2014-11 "Repurchase-to-Maturity Transactions, Repurchase Financings, and
Disclosures." The new guidance requires entities to account for repurchase-to-maturity transactions as secured
borrowings, eliminates accounting guidance on linked repurchase financing transactions, and expands disclosure
requirements for certain transfers of financial assets that are accounted for as sales and certain transfers accounted for
as secured borrowings. The amendments are effective for entities during annual reporting periods beginning after
December 15, 2014, and interim reporting periods therein. The guidance should be applied by making a
cumulative-effect adjustment to retained earnings as of the beginning of the period of adoption for any transactions
outstanding on the effective date. Early adoption is not permitted. The adoption of this ASU is not expected to have a
significant impact on the Company's Consolidated Financial Statements.

In August 2014, the FASB issued ASU 2014-14 "Classification of Certain Government-Guaranteed Mortgage Loans
upon Foreclosure." The amendments in this guidance provide specific guidance on how to classify or measure
foreclosed mortgage loans that are government guaranteed. The amendments will be effective for public entities
during annual reporting periods beginning after December 15, 2014, and interim reporting periods therein and those
requirements should be applied retrospectively. Early adoption is not permitted. The adoption of this ASU is not
expected to have a significant impact on the Company's Consolidated Financial Statements.

In August 2014, the FASB issued ASU 2014-15 "Disclosure of Uncertainties about an Entity’s Ability to Continue as a
Going Concern." The amendments in this standard provide guidance about management’s responsibility to evaluate
whether there is substantial doubt about an entity’s ability to continue as a going concern and to provide related
footnote disclosures. The amendments will be effective for public entities during annual reporting periods beginning
after December 15, 2016, and interim reporting periods therein and those requirements should be applied
retrospectively. Early adoption is not permitted. The adoption of this ASU is not expected to have a significant impact
on the Company's Consolidated Financial Statements.

Other accounting standards that have been issued or proposed by the FASB or other standard-settings bodies are not
expected to have a material impact on the Company financial position, results of operations or cash flows.
Contingencies

Due to the nature of their activities, the Company and its subsidiaries are at times engaged in various legal
proceedings that arise in the course of normal business, some of which were outstanding as of September 30, 2014.
While it is difficult to predict or determine the outcome of these proceedings, it is the opinion of management, after
consultation with its legal counsel, that there is not a reasonable possibility that the ultimate liabilities, if any, would
have a material adverse impact on the Company’s consolidated results of operations, financial position, or cash flows.
2. DEPOSIT ASSUMPTION AND BRANCH ACQUISITION

On September 19, 2014, the Company announced the completion of a previously announced transaction in which the
Company assumed the deposits of six branches of Center State Bank of Florida, N.A. and acquired five of those
branches pursuant to a definitive agreement entered into on June 5, 2014. No loans were acquired in the transaction.

Net cash proceeds of approximately $162.0 million were received in the transaction, representing the deposit balances
assumed at closing, net of amounts paid for real and personal property acquired and a 1.50% premium on deposits.
Customer deposit balances assumed were recorded at $170.9 million, real and personal property was recorded at $7.2
million, core deposit intangible of $1.8 million was recognized, and approximately $100,000 in other accrued
liabilities, net were recorded in the transaction. The amount allocated to goodwill was insignificant.

The assets acquired and liabilities assumed in the transaction were recorded at fair value in accordance with ASC 805,
"Business Combinations." The effects of the acquired assets and liabilities have been included in the consolidated
financial statements since the acquisition date. Pro forma results have not been disclosed as those amounts are not
significant to the unaudited financial statements.

11
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3. INVESTMENT SECURITIES
The amortized cost and fair value of debt securities are categorized in the table below by contractual maturity.
Securities not due at a single maturity (i.e., mortgage-backed securities) are shown separately.

September 30, 2014 December 31, 2013
(in thousands) Amortized Fair Amortized Fair
Cost Value Cost Value
Available-for-sale:
Obligations of U.S. Government sponsored enterprises:
Due five years through ten years $24,687 $24,970 $19,605 $19,553
Due after ten years 1,506 1,541 1,518 1,486
Municipal securities:
Due within one year 820 824 — —
Due after one year through five years 886 903 1,716 1,745
Due five years through ten years 689 728 691 700
Due after ten years 12,274 12,833 12,292 12,324
Residential mortgage-backed securities 111,651 114,532 131,481 133,057
Total available-for-sale $152,513 $156,331 $167,303 $168,865
Held-to-maturity:
Residential mortgage-backed securities $3,290 $3,655 $4,051 $4,437
Commercial mortgage-backed securities 4,298 4,298 — —
Total held-to-maturity $7,588 $7,953 $4,051 $4,437

The Bank did not sell any investment securities during the three and nine months ended September 30, 2014 or
September 30, 2013.
The following table summarizes the amortized cost and fair value of debt securities and the related gross unrealized
gains and losses at September 30, 2014 and December 31, 2013.

September 30, 2014

Amortized Gross Gross Other than
(in thousands) Unrealized Unrealized Temporary Fair Value
Cost . .
Gains Losses Impairment
Available-for-sale:
Obligat‘ions of U.S. Government sponsored $26.193 $318 §— $— $26.511
enterprises
Municipal securities 14,669 620 (1 ) — 15,288
Mortgage-backed securities 111,651 2,951 (70 ) — 114,532
$152,513  $3,889 $(71 ) $— $156,331
Held-to-maturity:
Residential mortgage-backed securities $3,290 $365 $— $— $3,655
Commercial mortgage-backed securities 4,298 — — — 4,298
$7,588 $365 $— $— $7,953
7

12
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December 31, 2013

Amortized Gross Gross Other than
(in thousands) Unrealized Unrealized Temporary Fair Value
Cost . .
Gains Losses Impairment
Available-for-sale:
Obhgat‘lons of U.S. Government sponsored $21.123 $4 $(88 ) $— $21.039
enterprises:
Municipal securities 14,699 240 (170 ) — 14,769
Residential mortgage-backed securities 131,481 2,049 473 ) — 133,057
$167,303  $2,293 $(731 ) $— $168,865

Held-to-maturity:

Residential mortgage-backed securities $4,051 $386 $— $— $4,437
At September 30, 2014, four securities had gross unrealized losses of $70,000, of which three securities had been in a
loss position for greater than twelve months. These securities consist of two mortgage-backed securities with an
aggregate fair value of $3.3 million and unrealized losses of $66,000 and one municipal security with a fair value of
$1.0 million and an unrealized loss of approximately $1,000. At December 31, 2013, all securities in an unrealized
loss position had been in a loss position for less than twelve months.

Management believes that the impairment is the result of fluctuations in interest rates and not credit-related issues.
Management does not intend to sell these securities and it is not more likely than not that the Company will be
required to sell the investments before recovery of the amortized cost basis. Accordingly, as of September 30, 2014,
management believes the impairment detailed in the prior table is temporary and no impairment loss has been
recognized in the Company’s Consolidated Statements of Comprehensive Income.

Investment securities with a carrying value aggregating $109.4 million and $124.7 million at September 30, 2014 and
December 31, 2013, were pledged as collateral for public deposits and overnight repurchase agreements.

4. LOANS HELD-FOR-SALE

Loans held-for-sale at September 30, 2014 and December 31, 2013 totaled $324.4 million and $187.4 million,
respectively, and are shown in the table below:

(in thousands) September 30, December 31,

2014 2013
SBA $17,667 $9,516
Residential mortgage 161,775 127,850
Indirect automobile 145,000 50,000
Total loans held-for-sale $324,442 $187,366

5. LOANS

Loans outstanding, by class, are summarized in the following table and are presented net of deferred fees and costs of
$5.9 million and $5.3 million at September 30, 2014 and December 31, 2013, respectively. Non-covered loans
represent existing portfolio loans prior to the FDIC-assisted transactions, loans acquired but not covered under the
Loss Share Agreements, and additional loans originated subsequent to the FDIC-assisted transactions.

Non-covered Covered
(in thousands) September 30, December 31, September 30, December 31,

2014 2013 2014 2013
Commercial $501,492 $493,093 $22,926 $37,885
SBA 142,674 134,221 628 603
Total commercial loans 644,166 627,314 23,554 38,488
Construction loans 103,962 92,929 4,862 8,769
Indirect automobile 1,087,710 975,223 — —
Installment 14,705 13,876 942 1,486
Total consumer loans 1,102,415 989,099 942 1,486
Residential mortgage 117,538 59,075 1,754 1,853

13



Home equity lines of credit
Total mortgage loans
Total loans

8
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68,016
185,554
$2,036,097

66,255
125,330
$1,834,672

6,594
8,348
$37,706

7,769
9,622
$58,365

14



Edgar Filing: FIDELITY SOUTHERN CORP - Form 10-Q

Table of Contents

Loans in nonaccrual status that are not covered under loss share agreements totaling approximately $37.2 million, and
$40.9 million at September 30, 2014 and December 31, 2013, respectively, are presented by class of loans in the
following table.

. September 30, December 31,

(in thousands) 2014 2013
Commercial $10,575 $10,890
SBA 13,985 15,385
Total commercial loans 24,560 26,275
Construction 7,241 9,093
Indirect automobile 795 2,362
Installment 936 601
Total consumer loans 1,731 2,963
Residential mortgage 2,436 1,886
Home equity lines of credit 1,272 727
Total mortgage loans 3,708 2,613
Total loans $37,240 $40,944

Accruing loans delinquent 30-89 days and troubled debt restructured loans ("TDRs") accruing interest, presented by
class of loans at September 30, 2014 and December 31, 2013, were as follows:

September 30, 2014 December 31, 2013
Accruing TDRs Accruing TDRs
. Loans . Loans .
(in thousands) . Accruing . Accruing
Delinquent Interest Delinquent Interest
30-89 Days 30-89 Days
Commercial $325 $7,055 $1,620 $7,242
SBA 175 2,791 169 2,520
Construction — 451 — 1,662
Indirect automobile 1,573 — 1,561 —
Installment 430 18 305 —
Residential mortgage 64 636 1,314 647
Home equity lines of credit 318 — 163 —
Total loans $2,885 $10,951 $5,132 $12,071

There were no loans 90 days or more past due and still accruing at September 30, 2014 or December 31, 2013.

TDR Loans

TDRs are loans in which the borrower is experiencing financial difficulty and the Company has granted an economic
concession to the borrower. Prior to modifying a borrower’s loan terms, the Company performs an evaluation of the
borrower’s financial condition and ability to service the loan under the potential modified loan terms.

The types of concessions granted are generally interest rate reductions or term extensions. If a loan is accruing at the
time of modification, the loan remains on accrual status and is subject to the Company’s charge-off and nonaccrual
policies. If a loan is on nonaccrual status before it is determined to be a TDR, then the loan remains on nonaccrual
status. TDRs may be returned to accrual status if there has been at least a six-month sustained period of repayment
performance by the borrower. Interest income recognition on impaired loans is dependent upon nonaccrual status.
During the nine months ended September 30, 2014 and 2013, certain loans were modified, resulting in TDRs. The
modification of the terms of such loans included one or a combination of the following modifications: a reduction of
the stated interest rate of the loan or an extension of the maturity date at a stated rate of interest lower than the current
market rate for new debt with similar risk.

9
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The following tables presents loans, by class, which were modified as TDRs that occurred during the three and nine
months ended September 30, 2014 and 2013 along with the type of modification:

Troubled Debt Restructured Troubled Debt Restructured

During the Three During the Three
Months Ended Months Ended
September 30, 2014 September 30, 2013
(in thousands) Interest Rate ~ Term Interest Rate ~ Term
Commercial $— $22 $— $1,873
SBA — — — —
Construction — — — —
Indirect automobile — 275 — 338
Installment — 42 — —
Residential mortgage — — — 141
Home equity lines of credit — — — —
Total loans $— $339 $— $2,352
Troubled Debt Restructured Troubled Debt Restructured
During the Nine Months Ended During the Nine Months Ended
September 30, 2014 September 30, 2013
(in thousands) Interest Rate ~ Term Interest Rate ~ Term
Commercial $— $22 $214 $1,873
SBA — — — —
Construction — — — —
Indirect automobile — 657 — 1,040
Installment 127 60 —
Residential mortgage 155 — 127 217
Home equity lines of credit — 217 — 140
Total loans $282 $956 $341 $3,270

The following tables present the amount of TDRs that were restructured in the previous twelve months ended
September 30, 2014 and 2013 and subsequently redefaulted during the three and nine months ended September 30,
2014 and September 30, 2013:

Troubled Debt Restructured

during the last twelve months and

subsequently
redefaulting during the three months
ended (D
(in thousands) September 30, 2014 ggllagember 30,
Commercial $22 $—
SBA — —
Construction — —
Indirect automobile — —
Installment 42 —
Residential mortgage — 141
Home equity lines of credit — —
Total loans $64 $141

17
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(in thousands)

Commercial

SBA

Construction

Indirect automobile

Installment

Residential mortgage

Home equity lines of credit
Total loans

Troubled Debt Restructured

during the last twelve months and
subsequently

redefaulting during the nine months
ended ()

September 30,
September 30, 2014 2013
$22 $1,312
— 772
— 401
187 —
155 344
217 —
$581 $2,829

() Subsequently redefaulting is defined as a payment default (i.e., 30 days contractually past due) within 12 months

of the restructuring date

The Company had TDRs with a balance of $19.9 million and $25.6 million at September 30, 2014 and December 31,
2013, respectively. There were charge-offs of TDR loans of $1.9 million for the nine months ended September 30,
2014 and $20,000 for the nine months ended September 30, 2013. Charge-offs on such loans are factored into the

rolling historical loss rate, which is one of the considerations used in establishing the allowance for loan losses. The

Company was not committed to lend additional amounts as of September 30, 2014 or December 31, 2013 to

customers with outstanding loans
Impaired Loans

that are classified as TDRs.

Impaired loans are evaluated based on the present value of expected future cash flows discounted at each loan’s
original effective interest rate, or at the loan’s observable market price, or the fair value of the collateral, if the loan is

collateral-dependent.

The following tables present by class the unpaid principal balance, amortized cost and related allowance for impaired
loans at September 30, 2014 and December 31, 2013.

(in thousands)

Impaired loans with allowance

Commercial

SBA

Construction

Indirect automobile

Installment

Residential mortgage

Home equity lines of credit
Total impaired loans with
allowance

(in thousands)

Impaired loans with no allowance
Commercial
SBA

September 30, 2014

UI.1pa.1d Recorded Related
Principal
Investment(l) Allowance

Balance
$10,857 $10,792 $3,781
4,644 3,624 264
451 451 253
2,384 1,976 9
1,785 467 300
2,260 2,260 651
852 741 687
$23,233 $20,311 $5,945

September 30, 2014

Unpaid Recorded

Principal Balance Investment (1)

$17,123 $14,722
21,232 17,840

December 31, 2013

December 31, 2013
Unpaid Recorded
Principal Balance Investment (1)

$12,495 $11,522
12,706 10,545

Ur}pa}d Recorded Related
Principal

Investment()  Allowance
Balance
$9,501 $9,381 $4,037
9,762 8,079 607
15,408 10,500 625
2,364 2,362 13
461 431 302
2,270 2,270 805
879 789 735
$40,645 $33.812 $7,124
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Construction

Indirect automobile

Installment

Residential mortgage

Home equity lines of credit
Total impaired loans with no
allowance

11

9,460

65
1,096
205

$49,181

7,241

53
1,096
185

$41,137

2,758

1,461
725
62

$30,207

1,266

170
725
56

$24,284
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(DThe primary difference between the unpaid principal balance and recorded investment represents charge offs
previously taken; it excludes accrued interest receivable due to materiality

Average impaired loans and interest income recognized for the three and nine months ended September 30, 2014 and
September 30, 2013, by class, are summarized in the tables below. Interest income recognized during the periods on a
cash basis was de minimis.

Three Months Ended September 30,

2014 2013
(in thousands) Average Interest Income Average Interest Income
Balance Recognized Balance Recognized
Commercial $23,776 $232 $21,444 $ 295
SBA 22,477 837 22,479 264
Construction 7,894 10 10,882 55
Indirect automobile 1,981 42 2,511 40
Installment 502 42 723 47
Residential mortgage 3,222 10 3,275 9
Home equity lines of credit 932 116 1,758 13
Total $60,784 $ 1,289 $63,072 $ 723
Nine Months Ended September 30,
2014 2013
(in thousands) Average Interest Income Average Interest Income
Balance Recognized Balance Recognized
Commercial $22.758 $ 834 $25,262 $ 728
SBA 21,683 1,626 24,231 798
Construction 9,413 223 12,766 132
Indirect automobile 2,087 135 3,011 109
Installment 524 174 648 139
Residential mortgage 3,010 28 3,403 35
Home equity lines of credit 951 211 2,020 41
Total $60,426 $ 3,231 $71,341 $ 1,982

Credit Quality Indicators

The Company uses an asset quality ratings system to assign a numeric indicator of the credit quality and level of
existing credit risk inherent in a loan. These ratings are adjusted periodically as the Company becomes aware of
changes in the credit quality of the underlying loans.

Indirect automobile loans typically receive a risk rating only when being downgraded to an adverse rating. The
Company uses a number of factors, including FICO scoring, to help evaluate the likelihood consumer borrowers will
pay their credit obligations as agreed. The weighted-average FICO score for the indirect automobile portfolio was 751
at September 30, 2014 and 733 at December 31, 2013.

The following are definitions of the asset rating categories.

*Pass — These categories include loans rated satisfactory with high, good, average or acceptable business and credit risk.
*Special Mention — A special mention asset has potential weaknesses that deserve management’s close attention.
*Substandard — A substandard asset is inadequately protected by the current sound worth and paying capacity of the
obligor or of the collateral pledged, if any. A substandard asset has a well-defined weakness, or weaknesses, that
jeopardize the liquidation of the debt.

*Doubtful — Doubtful assets have all the weaknesses inherent in assets classified substandard with the added
characteristic that the weaknesses make collection or liquidation in full, on the basis of currently existing facts,
conditions, and values, highly questionable and improbable.

*Loss — Loss assets are considered uncollectable and of such little value that their continuance as recorded assets is not
warranted.
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The following tables present the recorded investment in loans, by loan rating category, as of September 30, 2014 and
December 31, 2013:
September 30, 2014

Home
. . . Indirect Residential ~ Equity
Asset Rating Commercial SBA Construction Automobile Installment Mortgage Lines of Total
Credit
Pass $476,971 $120,230 $97,675 $— $13,236  $115,572 $72,817  $896,501
Special 18340 5110 209 — 520 172 82 24,433
Mention
Substandard 29,107 16,542 10,940 2,962 1,891 3,548 1,711 66,701
Doubtful — 1,420 — — — — — 1,420
Loss — — — — — — — —
524,418 143,302 108,824 2,962 15,647 119,292 74,610 989,055
Ungraded — — 1,084,748 — — — 1,084,748
Performing
Total $524,418 $143,302 $108,824  $1,087,710 $15,647  $119,292 $74,610  $2,073,803
December 31, 2013
Home
Asset Rating  Commercial SBA Construction Indirect .. Installment Residential Equ1ty Total
Automobile Mortgage Lines of
Credit
Pass $463,400 $111,107 $73,374 $— $12,463  $57,151 $71,558  $789,053
Specal 30075 5487 10897  — 711 175 741 48,086
Mention
Substandard 37,503 18,230 17,427 3,021 2,188 3,602 1,725 83,696
Doubtful — — — — — — — —
Loss — — — — — — — —
530,978 134,824 101,698 3,021 15,362 60,928 74,024 920,835
Ungraded — — 972202  — — — 972,202
Performing
Total $530,978 $134,824 $101,698  $975,223 $15,362  $60,928 $74,024  $1,893,037

Purchased Credit Impaired ("PCI") Loans
The carrying amount of PCI loans at September 30, 2014 and December 31, 2013 follows.

(in thousands) September 30, December 31,

2014 2013
Commercial $24.802 $40,060
Construction 4,861 8,769
Consumer 1,974 3,050
Mortgage 8,800 9,997
Total carrying amount $40,437 $61,876
Total outstanding balance $46,877 $72.910

13
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Accretable yield, or income expected to be collected on PCI loans at September 30, 2014 and September 30, 2013, is
as follows.

(in thousands) September 30,  September 30,

2014 2013
Beginning balance, January 1 $2,188 $3,343
Accretion of income (2,295 ) (2,363 )
Other activity, net 629 203
Ending balance $522 $1,183

14
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6. ALLOWANCE FOR LOAN LOSSES
The allowance for loan losses is established as losses are estimated to have occurred through a provision charged to
operations. Loan losses are charged against the allowance when management believes the uncollectibility of a loan
balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.
The allowance for loan losses is maintained at a level which, in management's opinion, is adequate to absorb credit
losses inherent in the portfolio. The Company utilizes both peer group analysis, as well as a historical analysis of the
Company's portfolio to validate the overall adequacy of the allowance for loan losses. In addition to these objective
criteria, the Company subjectively assesses the adequacy of the allowance for loan losses with consideration given to
current economic conditions, changes to loan policies, the volume and type of lending, composition of the portfolio,
the level of classified and criticized credits, seasoning of the loan portfolio, payment status and other factors.
A summary of changes in the allowance for loan losses, by loan portfolio segment, for the three and nine months
ended September 30, 2014 and 2013 is as follows:

Three Months Ended September 30, 2014

(in thousands) CommercialConstructionConsumer Mortgage Covered Acquired, CI.JnallocatedTotal
Non-covere
Beginning balance $15426 $1,279 $5,639 $3,092 $1,856 $ 314 $1,306 $28,912
Charge-offs (1,358 ) — (1,005 ) (32 ) (156 ) (52 ) — (2,603 )
Recoveries 21 41 391 28 79 — — 560
Net(charge-offs)/recoveries (1,337 ) 41 (614 ) (4 ) (77 ) (52 ) — (2,043 )
Decrease in FDIC
indemnification asset o o o o @1 ) — o 31 )
Provision for loan losses) 1,623 (76 ) 587 91 (125 ) (141 ) (100 ) 1,859
Ending balance $15,712 $1,244 $5.,612  $3,179 $1,223 $ 121 $1,206 $28,297
Three Months Ended September 30, 2013
(in thousands) CommercialConstructionConsumer Mortgage Covered Acquired, JJ nallocatedTotal
Non-covere
Beginning balance $15,551  $4,119 $6,135 $3,291 $2,374 $ 528 $1,311 $33,309
Charge-offs 477 ) (6 ) (1,376 ) — 36 ) (10 ) — (1,905 )
Recoveries 70 247 388 2 — — — 707
Net(charge-offs)/recoveries (407 ) 241 (988 ) 2 36 ) (10 ) — (1,198 )
Inerease in FDIC — — — — 29— — 429
indemnification asset
Provision for loan losses)) 1,069 (2,115 ) 1,946 230 150 (110 ) (49 ) 1,121
Ending balance $16,213  $2,245 $7,093  $3,523  $2,917 $ 408 $1,262 $33,661
Nine Months Ended September 30, 2014
(in thousands) Commercial Construction Consumer Mortgage Covered Acquired, Unallocated Total
Non-covered
Beginning balance $17,348  $2,044 $6,410 $3,376  $3,331 $ 278 $897 $33,684
Charge-offs (3,201 ) (111 ) (3,051 ) (180 ) (652 ) (52 ) — (7,247 )
Recoveries 33 1,818 1,071 58 288 16 — 3,284
Net
(charge-offs)/recoveries (3,168 ) 1,707 (1,980 ) (122 ) 364 ) (36 ) — (3,963 )
Decrease in FDIC
indemnification asset o o o (1,399 ) — o (1,399 )
}z:svelss(ll‘)’“ for loan 1,532 2507 ) LI82 (75 ) (345 ) (121 ) 309 25 )
Ending balance $15,712 $1,244 $5,612 $3,179 $1,223 $ 121 $1,206 $28,297
15
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Nine Months Ended September 30, 2013

(in thousands)

Beginning balance $13,965 $7,578
Charge-offs (3,652 ) (326
Recoveries 205 409
Net

(charge-offs)/recoveries (3447 ) 83
Increase in FDIC o
indemnification asset

Prov1s1lon for loan 5.695 (5.416
losses(D

Ending balance $16,213 $2.,245

() Net of benefit attributable to FDIC indemnification asset
The following tables present, by portfolio segment, the balance in the allowance for loan losses disaggregated on the
basis of the Company’s impairment measurement method and the related recorded investment in loans as of
September 30, 2014 and December 31, 2013.
September 30, 2014

(in thousands)

Individually evaluated for

. 1 $4,044
1mpairment

.Colle‘ctlvely evaluated for 11,668
1mpairment

Acquired with deteriorated_
credit quality

Total allowance for loan $15.712
losses

.Indlv‘ldually evaluated for $46,978
1mpairment

.Colle‘ctlvely evaluated for 595.940
1mpairment

Acqglred V.Vlth deteriorated 24.802
credit quality

Total loans $667,720

$253

991

$ 1,244

$7,692
98,488

2,644

$ 108,824

December 31, 2013

(in thousands)

Individually evaluated for
impairment

Collectively evaluated for
impairment

Acquired with deteriorated
credit quality o

$4,644

12,704

$17,348

$625

1,419

$2,044

Commercial Construction Consumer

$309

5,303

$5,612

$2,496
1,096,739

4,122

$1,103,357

Commercial Construction Consumer

$315

6,095

$6,410

Commercial Construction Consumer Mortgage Covered

Mortgage

$1,339

1,840

$3,179

$4,282
180,820

8,800

$193,902

Mortgage

$1,540

1,836

$3,376

Acquired,
Non-covered
$6,135 $3,122 $1,964 $ 188
) (3,906 ) (398 ) (161 ) (40
1,290 8 — —
(2,616 ) (390 ) (161 ) (40
— 1,083 —
) 3,574 791 31 260
$7,093 $3,523 $2,917 $ 408

Acquired,
Covered

and
Non-covered

$ —

1,344

$ 1,344

Acquired,

Unallocated Total
$1,030 $33,982
— (8,483 )
— 1,912
— (6,571 )
— 1,083
232 5,167
$1,262 $33,661

$—

1,206

$1,206

Unallocated Total

$5,945
21,008
1,344

$28,297

$61,448
1,971,987

40,368
$2,073,803

Covered and Unallocated Total

Non-covered

$ —

3,609
$ 3,609

$—

$897

$7,124
22,951

3,609
$33,684
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Total allowance for loan
losses

Individually evaluated for

. . $39,527
impairment

Collegtwely evaluated for 586.215
impairment

Acqglred \’Ylth deteriorated 40,060
credit quality

Total loans $665,302
16

$11,766
81,163

8,769
$101,698

$2,963
984,572

3,050
$990,585

$3,840
121,115

9,997
$134,952

$58,096
1,773,065

61,876
$1,893,037
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7. BORROWINGS
The following schedule details the Company’s borrowings at September 30, 2014 and December 31, 2013.

(in thousands) September 30, December 31,

2014 2013
Overnight repurchase agreements, primarily with commercial customers at an $16.402 $14.233
average rate of 0.15% and 0.14% at September 30, 2014 and December 31, 2013 ’ ’
Other short-term borrowings 60,000 45,000
Total other borrowings $76,402 $59,233

Overnight repurchase agreements consist primarily of balances in the transaction accounts of commercial customers
swept nightly to an overnight investment account. Overnight repurchase agreements are collateralized by investment
securities having a market value equal to or greater than the balance borrowed.

Other short-term borrowings mature either overnight or have a remaining fixed maturity not to exceed one year and
consist of advances from the FHLB collateralized with pledged qualifying real estate loans.

8. FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company reports the fair value of its financial assets and liabilities based on three levels of the fair value
hierarchy as described below:

Level 1 — Unadjusted quoted prices in active markets that are accessible at the measurement date for identical,
unrestricted assets or liabilities;

Level 2 — Quoted prices in markets that are not active, or inputs that are observable, either directly or indirectly;

Level 3 — Prices or valuation techniques that require inputs that are both significant to the fair value measurement and
unobservable (i.e., supported by little or no market activity).

A financial instrument’s level within the hierarchy is based on the lowest level of input that is significant to the fair
value measurement. Fair value enables a company to mitigate the non-economic earnings volatility caused from
financial assets and financial liabilities being carried at different bases of accounting, as well as to more accurately
portray the active and dynamic management of a company’s balance sheet.

Mortgage Loans Held-for-Sale

The Company records mortgage loans held-for-sale at fair value. The Company chose to fair value these mortgage
loans held-for-sale in order to eliminate the complexities and inherent difficulties of achieving hedge accounting and
to better align reported results with the underlying economic changes in value of the loans and related hedge
instruments. This election impacts the timing and recognition of origination fees and costs, as well as servicing value.
Specifically, origination fees and costs, which had previously been deferred and previously recognized as part of the
gain/loss on sale of the loans, are now recognized in earnings at the time of origination. Interest income on mortgage
loans held-for-sale is recorded on an accrual basis in the Consolidated Statements of Comprehensive Income under the
heading “Interest income-loans, including fees.” The servicing value is included in the fair value of the mortgage loan
held-for-sale and initially recognized at the time the Company enters into Interest Rate Lock Commitments (“IRLCs”)
with borrowers. The mark-to-market adjustments related to loans held-for-sale and the associated economic hedges
are reported in noninterest income from mortgage banking activities in the Consolidated Statements of
Comprehensive Income.

Valuation Methodologies and Fair Value Hierarchy

The primary financial instruments that the Company carries at fair value include investment securities, IRLCs,
derivative instruments, and mortgage loans held-for-sale.

Debt securities issued by U.S. Government corporations and agencies, debt securities issued by states and political
subdivisions, and agency residential mortgage-backed securities classified as available-for-sale are reported at fair
value utilizing Level 2 inputs. For these securities, the Company obtains fair value measurements from an independent
pricing service. The fair value measurements consider observable data that may include dealer quotes, market spreads,
cash flows, the U.S. Treasury yield curve, live trading levels, trade execution data, market consensus prepayment
speeds, credit information and the bond’s terms and conditions, among other things. The investments in the Company’s
portfolio are generally not quoted on an exchange but are actively traded in the secondary institutional markets.
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The fair value of mortgage loans held-for-sale is based on what secondary markets are currently offering for portfolios
with similar characteristics. The fair value measurements consider observable data that may include market trade
pricing from brokers and the mortgage-backed security markets. As such, the Company classifies these loans as Level
2.
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The Company classifies IRLCs on residential mortgage loans held-for-sale, which are derivatives under ASC
815-10-15, on a gross basis within other liabilities or other assets. The fair value of these commitments, while based
on interest rates observable in the market, is highly dependent on the ultimate closing of the loans. These “pull-through”
rates are based on both the Company’s historical data and the current interest rate environment and reflect the
Company’s best estimate of the likelihood that a commitment will ultimately result in a closed loan. The loan servicing
value is also included in the fair value of IRLCs. Because these inputs are not transparent in market trades, IRLCs are
considered to be Level 3 assets.
Derivative instruments are primarily transacted in the secondary mortgage and institutional dealer markets and priced
with observable market assumptions at a mid-market valuation point, with appropriate valuation adjustments for
liquidity and credit risk. For purposes of valuation adjustments to its derivative positions, the Company has evaluated
liquidity premiums that may be demanded by market participants, as well as the credit risk of its counterparties and its
own credit if applicable. To date, no material losses due to a counterparty’s inability to pay any net uncollateralized
position have occurred.
The credit risk associated with the underlying cash flows of an instrument carried at fair value was a consideration in
estimating the fair value of certain financial instruments. Credit risk was considered in the valuation through a variety
of inputs, as applicable, including, the actual default and loss severity of the collateral, and level of subordination. The
assumption used to estimate credit risk applied relevant information that a market participant would likely use in
valuing an instrument. Because mortgage loans held-for-sale are sold within a few weeks of origination, they were
unlikely to demonstrate any of the credit weaknesses discussed above and as a result, there were no credit-related
adjustments to fair value during the three and nine-month periods ended September 30, 2014 and 2013.
The following tables present financial instruments measured at fair value at September 30, 2014 and December 31,
2013, on a recurring basis. There were no transfers between Level 1, 2, and 3 during the three and nine-month periods
ended September 30, 2014 and 2013.

Fair Value Measurements at September 30,

2014
Quoteq Prices Significant C g
in Active Significant
Other
) Markets for Unobservable
(in thousands) Total . Observable
Identical Assets Inputs Inputs
or Liabilities D Level 3
Level 2
Level 1
Obligations of U.S. Government sponsored enterprises $26,511 $— $26,511 $—
Municipal securities 15,288 — 15,288 —
Residential mortgage-backed securities 114,532 — 114,532 —
Mortgage loans held-for-sale 161,775 — 161,775 —
Other assets (D 2,483 — — 2,483
Other liabilities (V) (449 ) — — (449 )
Fair Value Measurements at December 31,
2013
Quoteq Prices Significant C g
in Active Significant
Other
) Markets for Unobservable
(in thousands) Total . Observable
Identical Assets[ Inputs
e nputs
or Liabilities Level 3
Level 2
Level 1
Obligations of U.S. Government sponsored enterprises  $21,039 $— $21,039 $—
Municipal securities 14,769 — 14,769 —
Residential mortgage-backed securities 133,057 — 133,057 —
Mortgage loans held-for-sale 127,850 — 127,850 —
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Other assets (I 3,271 — — 3,271

Other liabilities (D (156 ) — — (156 )
() Includes mortgage-related IRLCs and derivative financial instruments to hedge interest rate risk. IRLCs recorded
on a gross basis

The following table presents a reconciliation of all assets and liabilities measured at fair value on a recurring basis
using significant unobservable inputs (Level 3) during the three and nine-month periods ended September 30, 2014
and 2013. The changes in the fair value of economic hedges were recorded in noninterest income from mortgage
banking activities and are designed to partially offset the change in fair value of the financial instruments referenced in
the following table.
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(in thousands)

Beginning balance January 1, 2014

Total gains (losses) included in earnings:
Issuances

Settlements and closed loans

Expirations

Ending balance September 30, 2014

(in thousands)

Beginning balance January 1, 2013

Total gains (losses) included in earnings:
Issuances

Settlements and closed loans

Expirations

Ending balance September 30, 2013

(in thousands)

Beginning balance July 1, 2014

Total gains (losses) included in earnings:(®
Issuances

Settlements and closed loans

Expirations

Ending balance September 30, 2014

(in thousands)

Beginning balance July 1, 2013

Total gains (losses) included in earnings:
Issuances

Settlements and closed loans

Expirations

Ending balance September 30, 2013

Other
assets (D
$3,271

10,049
(10,487
(350
$2,483
Other
assets (1)
$4,864

23,742
(11,060
(12,559
$4,987
Other
assets (1)
$4,243

2,483

(3,986

(257

$2,483

Other
assets (1

$13,111

(3,136
(144

(4,844
$4,987

)
)
)

Other
liabilities (D
$(156 )
(2,800 )

2,497

10

$(449 )

Other
liabilities (D

$(1,053 )

(12,841 )

8,918

$(4,976 )

Other
liabilities (D

$(2,234 )

(449 )

2,234

$(449 )

Other
liabilities (D

$(3,146 )

(6,806 )

4,976

$(4,976 )

(1Includes mortgage-related IRLCs and derivative financial instruments entered into to hedge interest rate risk

(2)Recorded in noninterest income from mortgage banking activities

The following tables present the assets that have been remeasured at fair value on a non-recurring basis by level
within the fair value hierarchy during the nine months ended September 30, 2014 and the year ended December 31,

2013.

(in thousands)

Impaired loans

ORE

Residential mortgage servicing rights
SBA servicing rights

19

Total

$20,350
13,824
35,040
4,715

Fair Value Measurements at September 30, 2014
Quoted Prices inSignificant
Active Markets Other

for Identical
Assets Level 1
$—

Observable

Inputs Level 2

$—

Significant
Unobservable
Inputs

Level 3
$20,350
13,824
35,040

4,715

33



Edgar Filing: FIDELITY SOUTHERN CORP - Form 10-Q

34



Edgar Filing: FIDELITY SOUTHERN CORP - Form 10-Q

Table of Contents

Fair Value Measurements at December 31, 2013

Quoted Prices inSignificant Significant
(in thousands) Total Active Markets Other Unobservable

for Identical ~ Observable Inputs

Assets Level 1 Inputs Level 2 Level 3
Impaired loans $28,013 $— $— $28,013
ORE 12,779 — — 12,779
Residential mortgage servicing rights 22,779 — — 22,779
SBA servicing rights 4,140 — — 4,140

Quantitative Information about Level 3 Fair Value Measurements
The following table shows significant unobservable inputs used in the fair value measurement of Level 3 assets and
liabilities:

Fair Value at Fair Value at . Range/Weighted Range/Weighted
($ in thousands) September December Valuation - Unobservable Average at Average at

30,2014 31,2013  lechmique  Inputs September 30, 2014 December 31, 2013

Nonrecurring:
Discounted
appraisals
Impaired loans ~ $20,350  $28,013 less Collateral 51304z 0% - 30%
. discounts
estimated
selling costs
2.34 % 7.44 %
Estl'mated 10 % 10 %
selling costs
Discounted
appraisals
Other real estate 13,824 12779 less Collateral =, 0% - 15%
. discounts
estimated
selling costs
3.05 %
Estl'mated 10 % 10 %
selling costs
Residential

mortgage 35,040 22,779 Discounted - Discountrate o ;5015 500, 10.00% - 12.75%

L cash flows
servicing rights

9.96% 10.14%
Prepayment 7 120 2022%  6.33% - 17.33%
speeds
8.65% 7.33%
SBA servicing 4715 4,140 Discounted Discount rate 13.50% 13.50%
rights cash flows
Prepayment 5 a4, 5.94%
speeds
Recurring:
IRLCs 2,483 3.271 Pricing - Pull-through 76 400, - 80.00% ~ 71.00% - 80.00%
model ratio
78% 75%
Forward (449 ) (156 ) Investor Pricing 100.38% 101.10%
commitments pricing spreads -106.08% -106.14%
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Impaired loans are evaluated and valued at the time the loan is identified as impaired, at the lower of cost or fair value
less estimated selling costs. For collateral-dependent loans, fair value is measured based on the value of the collateral
securing these loans and is classified as a Level 3 in the fair value hierarchy. Collateral may include real estate or
business assets, including equipment, inventory and accounts receivable. The value of real estate collateral is
determined based on an appraisal by qualified licensed appraisers hired by the Company. If significant, the value of
business equipment is based on an appraisal by qualified licensed appraisers hired by the Company; otherwise, the
equipment’s net book value on the business’ financial statements is the basis for the value of business
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equipment. Inventory and accounts receivable collateral are valued based on independent field examiner review or
aging reports. Appraised and reported values may be discounted based on management’s historical knowledge,
changes in market conditions from the time of the valuation, and management’s expertise and knowledge of the client
and client’s business. Impaired loans are evaluated on at least a quarterly basis for additional impairment and adjusted
accordingly.

Foreclosed assets are adjusted to fair value less estimated selling costs upon transfer of the loans to ORE which
becomes the new carrying value of the ORE. Subsequently, foreclosed assets are carried at the lower of carrying value
or fair value less estimated selling costs. Fair value is based upon independent market prices, appraised values of the
collateral or management’s estimation of the value of the collateral. When the fair value of the collateral is based on an
observable market price or a current appraised value, the Company records the foreclosed asset as nonrecurring Level
2. When an appraised value is not available or management determines the fair value of the collateral is further
impaired below the appraised value and there is no observable market price, the Company records the foreclosed asset
as nonrecurring Level 3. Appraised and reported values have been discounted based on management’s historical
knowledge, changes in market conditions from the time of the valuation, and management’s expertise and knowledge
of the client and client’s business. During 2014, management discontinued the practice of discounting appraised values
on foreclosed properties based on the results of its review of the actual realization for properties sold. Management
had applied these discounts to appraised values to reflect a comparability adjustment for similar assets remaining on
the balance sheet.

Mortgage and SBA servicing rights are initially recorded at fair value when loans are sold with servicing retained.
These assets are then amortized in proportion to and over the period of estimated net servicing income. On at least a
quarterly basis, these servicing assets are assessed for impairment based on fair value. Management uses a model
operated and maintained by a third party to determine fair value which stratifies the servicing portfolio into
homogeneous subsets with unique behavior characteristics. The model then converts those characteristics into income
and expense streams, adjusts those streams for prepayments, present values the adjusted streams, and combines the
present values into a total. If the cost basis of any loan stratification tranche is higher than the present value of the
tranche, an impairment is recorded. See Note 11 for additional disclosures related to assumptions used in the fair value
calculation for mortgage and SBA servicing rights.

Management makes certain estimates and assumptions related to costs to service varying types of loans and pools of
loans, prepayment speeds, the projected lives of loans and pools of loans sold servicing retained, and discount factors
used in calculating the present values of servicing fees projected to be received. No less frequently than quarterly,
management reviews the status of mortgage loans held-for-sale for which fair value has been elected and pools of
servicing assets to determine if there is any impairment to those assets due to such factors as earlier than estimated
repayments or significant prepayments. Any impairment identified in these assets will result in reductions in their
carrying values through a valuation allowance and a corresponding increase in operating expenses.

The significant unobservable input used in the fair value measurement of the Company's IRLCs is the pull-through
ratio, which represents the percentage of loans currently in a lock position which management estimates will
ultimately close. Generally, the fair value of an IRLC is positive (negative) if the prevailing interest rate is lower
(higher) than the IRLC rate. Therefore, an increase in the pull-through ratio (i.e., higher percentage of loans are
estimated to close) will result in the fair value of the IRLC increasing if in a gain position, or decreasing if in a loss
position. The pull-through ratio is largely dependent on the processing stage that a loan is currently in and the change
in prevailing interest rates from the time of the rate lock. The pull-through ratio is computed by the secondary
marketing system using historical data and the ratio is periodically reviewed by the Company's Secondary Marketing
Department of the Mortgage Banking Division for reasonableness.

Forward commitments are instruments that are used to hedge the value of the IRLCs and mortgage loans held-for-sale.
The Company takes investor commitments to sell a loan or pool of newly-originated loans to an investor for an agreed
upon price for delivery in the future. This type of forward commitment is also known as a mandatory

commitment. Generally, the fair value of a forward commitment is negative (positive) if the prevailing interest rate is
lower (higher) than the current commitment interest rate. The value of these commitments is ultimately determined by
the investor that sold the commitment and represents a significant unobservable input used in the fair value
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measurement of the Company's fair value of forward commitments.
The following table presents the difference between the aggregate fair value and the aggregate unpaid principal
balance of loans held-for-sale for which the fair value option ("FVO") had been elected as of September 30, 2014 and
December 31, 2013. There were no loans held-for-sale measured under the fair value option that were 90 days or more
past due or in nonaccrual status at September 30, 2014 or December 31, 2013.
Aggregate Unpaid
Aggregate Fair Value Principal Balance Under Fair Value Over
September 30, 2014 FVO at September 30, Unpaid Principal
2014
Loans held-for-sale $161,775 $ 159,101 $2.674
Aggregate Unpaid
Aggregate Fair Value Principal Balance Under Fair Value Over
December 31,2013 FVO at December 31, Unpaid Principal
2013
Loans held-for-sale $ 127,850 $127,759 $91

(in thousands)

(in thousands)
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The fair value gain (loss) related to mortgage banking activities for items measured at fair value, pursuant to election
of fair value option, was $(1.2) million and $2.9 million, for the three and nine months ended September 30, 2014 and
$12.6 million and $(2.5) million for the three and nine months ended September 30, 2013.
ASC 825-10 requires interim disclosure of fair value information about financial instruments, whether or not
recognized in 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 settlements 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. In that regard, the derived fair value estimates cannot be substantiated by comparison to independent markets,
and, in many cases, could not be realized in immediate settlement of the instrument. The aggregate fair value amounts
presented in the table below do not represent the underlying value of the Company.
Fair Value Measurements at September 30, 2014:
Quoted Prices in Significant

. Significant
. Carrying Active Markets Other Ur%observable Total Fair
(in thousands) for Identical Observable
Amount Inputs Value
Assets Inputs Level 3
Level 1 Level 2
Financial instruments (assets):
Cash and cash equivalents $91,565 $91,565 $— $— $91,565
Investment securities available-for-sale 156,331 — 156,331 — 156,331
Investment securities held-to-maturity 7,588 — 7,953 — 7,953
Total loans, net (D 2,369,948 — 161,775 2,111,946 2,273,721
Financial instruments (liabilities):
Noninterest-bearing demand deposits $639,471 $— $— $639,471 $639,471
Interest-bearing deposits 1,819,820 — 1,884,018 — 1,884,018
Other borrowings 76,402 — 76,402 — 76,402
Subordinated debt 46,393 — 47,773 — 47,773

Fair Value Measurements at December 31, 2013:
Quoted Prices in Significant

. Significant
. Carrying Active Markets Other Uflgobservable Total Fair
(in thousands) for Identical Observable
Amount Inputs Value
Assets Inputs Level 3
Level 1 Level 2
Financial instruments (assets):
Cash and cash equivalents $116,559 $116,559 $— $— $116,559
Investment securities available-for-sale 168,865 — 168,865 — 168,865
Investment securities held-to-maturity 4,051 — 4,437 — 4,437
Total loans, net (1 2,046,719 — 127,850 1,889,821 2,017,671
Financial instruments (liabilities):
Noninterest-bearing demand deposits $488,224 $— $— $488,224 $488,224
Interest-bearing deposits 1,714,228 — — 1,719,562 1,719,562
Other borrowings 59,233 — 59,233 — 59,233
Subordinated debt 46,393 — 45,737 — 45,737

() Includes $161,775 and $127,850 in mortgage loans held-for-sale at September 30, 2014 and December 31, 2013,
respectively, for which the Company has elected the fair value option

The carrying amounts reported in the Consolidated Balance Sheets for cash and cash equivalents approximate the fair
values of those assets. For investment securities, fair value equals quoted market prices, if available. If a quoted
market price is not available, fair value is estimated using quoted market prices for similar securities or dealer quotes.
Fair values are estimated for portfolios of loans with similar financial characteristics. Loans are segregated by type.
The fair value of performing loans is calculated by discounting scheduled cash flows through the remaining maturities
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using estimated market discount rates that reflect the credit and interest rate risk inherent in the loans along with a
market risk premium and liquidity discount.

Fair value for significant nonperforming loans is estimated taking into consideration recent external appraisals of the
underlying collateral for loans that are collateral-dependent. If appraisals are not available or if the loan is not
collateral-dependent, estimated cash flows are discounted using a rate commensurate with the risk associated with the
estimated cash flows. Assumptions regarding credit risk, cash flows, and discount rates are judgmentally determined
using available market information and specific borrower information.
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The fair value of deposits with no stated maturities, such as noninterest-bearing demand deposits, savings,
interest-bearing demand, and money market accounts, is equal to the amount payable on demand. The fair value of
time deposits is based on the discounted value of contractual cash flows based on the discount rates currently offered
for deposits of similar remaining maturities.

The fair value of the Company’s borrowings is estimated based on the quoted market prices for the same or similar
issues or on the current rates offered for debt of the same remaining maturities.

For off-balance sheet instruments, fair values are based on rates currently charged to enter into similar agreements,
taking into account the remaining terms of the agreements and the counterparties’ credit standing for loan
commitments and letters of credit. Fees related to these instruments were immaterial at September 30, 2014 and
December 31, 2013, and the carrying amounts represent a reasonable approximation of their fair values. Loan
commitments, letters and lines of credit, and similar obligations typically have variable interest rates and clauses that
deny funding if the customer’s credit quality deteriorates. Therefore, the fair values of these items are not significant
and are not included in the foregoing schedule.

Netting of Financial Instruments

Overnight repurchase agreements consist primarily of balances in the transaction accounts of commercial customers
swept nightly to an overnight investment account. Overnight repurchase agreements are collateralized with investment
securities having a market value that approximates the balance borrowed which can fluctuate daily. Overnight
repurchase agreements are not subject to offset.

As of September 30, 2014, the Company had $16.4 million in overnight repurchase agreements included in other
borrowings in the Consolidated Balance Sheet, collateralized by securities with a fair value of $19.8 million, resulting
in a net position of $3.4 million. As of December 31, 2013, the Company had $14.2 million in overnight repurchase
agreements included in other borrowings in the Consolidated Balance Sheet, with securities of $21.2 million pledged,
with a net position of $7.0 million. There are no derivative contracts that are subject to master netting agreements or
are offset.

9. DERIVATIVE FINANCIAL INSTRUMENTS

The Company maintains a risk management program to manage interest rate risk and pricing risk associated with its
mortgage lending activities. The risk management program includes the use of forward contracts and other derivatives
that are recorded in the financial statements at fair value and are used to offset changes in value of the mortgage
inventory due to changes in market interest rates. As a normal part of its operations, the Company enters into
derivative contracts to economically hedge risks associated with overall price risk related to IRLCs and mortgage
loans held-for-sale for which the fair value option has been elected. Fair value changes occur as a result of interest rate
movements as well as changes in the value of the associated servicing. Derivative instruments used include forward
sale commitments and IRLCs. All derivatives are carried at fair value in the Consolidated Balance Sheets in other
assets or other liabilities.

Gross gains/(losses) of $25,000 and $(1.1) million were recorded for the three and nine months ended September 30,
2014, respectively, and $7.3 million and $6.2 million for the three and nine months ended September 30, 2013,
respectively, for all related commitments, and are recorded in the Consolidated Statements of Comprehensive Income.
The Company's derivative contracts are not subject to master netting arrangements.

The Company’s risk management derivatives are based on underlying risks primarily related to interest rates and
forward sales commitments entered into as part of its mortgage banking activities. Forward sales commitments are
contracts for the delayed delivery or net settlement of an underlying instrument, such as a mortgage loan, in which the
seller agrees to deliver on a specified future date, either a specified instrument at a specified price or yield or the net
cash equivalent of an underlying instrument. These hedges are used to preserve the Company’s position relative to
future sales of mortgage loans to third parties in an effort to minimize the volatility of the expected gain on sale from
changes in interest rate and the associated pricing changes.

Credit and Market Risk Associated with Derivatives

Derivatives expose the Company to credit risk. In the event the counterparty fails to perform, the credit risk at that
time would be equal to the net derivative asset position, if any, for that counterparty. The Company minimizes the
credit or repayment risk in derivative instruments by entering into transactions with high-quality counterparties that
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are reviewed periodically. Most counterparties are government sponsored enterprises.
The Company’s derivative positions as of September 30, 2014 and December 31, 2013 were as follows:
Contract or Notional Amount

(in thousands) September 30, December 31,

2014 2013
Forward rate commitments $308,673 $240,574
Interest rate lock commitments 152,046 122,343
Total derivatives contracts $460,719 $362,917
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10. EARNINGS PER COMMON SHARE
Earnings per common share were calculated as follows:

(in thousands, except per share data)
Net income
Less preferred stock dividends and accretion of discount
Net income available to common equity
Weighted average common shares outstanding (1)
Effect of stock dividends
Weighted average common shares outstanding — basic
Effect of dilutive stock options and warrant (2)
Weighted average common shares outstanding — diluted
Earnings per common share:

Basic

Diluted

(in thousands, except per share data)
Net income
Less preferred stock dividends and accretion of discount
Net income available to common equity
Weighted average common shares outstanding (1)
Effect of stock dividends
Weighted average common shares outstanding — basic
Effect of dilutive stock options and warrant (2
Weighted average common shares outstanding — diluted
Earnings per common share:

Basic

Diluted

Three Months Ended September

30,

2014 2013

$8,802 $7,853

— (817 )
$8,802 $7,036

21,318 20,858

— 398

21,318 21,256

2,145 2,321

23,463 23,577

$0.41 $0.33

$0.38 $0.30

Nine Months Ended September
30,

2014 2013

$22,823 $23,777

— (2,463 )
$22,823 $21,314
21,302 17,296

— 431

21,302 17,727

2,144 2,107

23,446 19,834

$1.07 $1.20

$0.97 $1.07

(1) Weighted average number of common shares outstanding include participating securities related to unvested

restricted stock awards, net of forfeitures during