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Accretion

(439

(411

1,177

(3,117

)

Reclassification from nonaccretable to accretable yield
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Disposals
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(442

)

Accretable yield, ending balance

4,787

2,769

4,787

2,769

NOTE 5 - GOODWILL AND INTANGIBLE ASSETS
Goodwill and intangible assets consist of the following:
(Dollars in thousands)

Explanation of Responses:
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September 30, December

2018 31,2017
Goodwill $ 158,728 $ 44,126
September 30, 2018 December 31, 2017
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
(Dollars in thousands) Amount Amortization Amount Amount Amortization Amount
Core deposit intangibles $43,578 $ (14,666 ) $28,912 $29,511 $ (11,335 ) $18,176
Other intangible assets 15,700 (1,498 ) 14,202 1,764 (288 ) 1,476
$59,278 $ (16,164 ) $43,114 $31,275 $ (11,623 ) $19,652

The changes in goodwill and intangible assets during the three and nine months ended September 30, 2018 and 2017

are as follows:

(Dollars in thousands)
Beginning balance
Acquired goodwill
Acquired intangibles
Divestiture

Amortization of intangibles
Ending balance

NOTE 6 — Variable Interest Entities

Collateralized Loan Obligation Funds — Closed

Three Months

Ended Nine Months Ended

September 30, September 30,

2018 2017 2018 2017

$117,777 $43,322 $63,778 $46,531
72,060 — 115,035 152
14,069 — 28,004 —
— — 433 ) (1,339)
2,064 ) (B70 ) (4,542 ) (2,892)

$201,842 $42,452 $201,842 $42,452

The Company, through its subsidiary Triumph Capital Advisors, acted as the asset manager or provided certain
middle and back office staffing and services to the asset manager of various CLO funds. TCA earned asset
management fees in accordance with the terms of its asset management or staffing and services agreements associated
with the CLO funds. TCA earned asset management fees totaling $1,717,000 for the three months ended March 31,
2017. On March 31, 2017 the Company sold its membership interests in TCA as discussed in Note 2 — Business
Combinations and Divestitures. As a result of the TCA sale, as of March 31, 2017 the Company no longer acted as
asset manager or staffing and services provider for any CLO funds.
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TRIUMPH BANCORP, INC. AND SUBSIDIARIES

CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The Company holds investments in the subordinated notes of the following closed CLO funds:

Offering Offering
(Dollars in thousands) Date Amount
Trinitas CLO IV, LTD (Trinitas IV) June 2, 2016 $406,650
Trinitas CLO V, LTD (Trinitas V)  September 22, 2016 $409,000
Trinitas CLO VI, LTD (Trinitas VI) June 20, 2017 $717,100

The carrying amounts of the Company’s investments in the subordinated notes of the CLO funds, which represent the
Company’s maximum exposure to loss as a result of its involvement with the CLO funds, totaled $8,403,000 and
$8,557,000 at September 30, 2018 and December 31, 2017, respectively, and are classified as held to maturity
securities within the Company’s consolidated balance sheets.

The Company performed a consolidation analysis to confirm whether the Company was required to consolidate the
assets, liabilities, equity or operations of the closed CLO funds in its financial statements. The Company concluded
that the closed CLO funds were variable interest entities and that the Company holds variable interests in the entities
in the form of its investments in the subordinated notes of entities. However, the Company also concluded that the
Company does not have the power to direct the activities that most significantly impact the entities’ economic
performance. As a result, the Company was not the primary beneficiary and therefore was not required to consolidate
the assets, liabilities, equity, or operations of the closed CLO funds in the Company’s financial statements.

Collateralized Loan Obligation Fund — Warehouse Phase

From time to time, the Company may invest in the subordinated debt of entities formed to be the issuers of CLO
offerings during their warehouse phases. The Company’s investments in these CLO funds are repaid when the CLO
funds’ warehouse phases are closed and the CLO offerings are issued. The Company’s maximum exposure to loss as a
result of its involvement with these CLO funds is limited to the carrying amount of its investments in the subordinated
debt of the CLO funds. The Company did not hold any investments in the subordinated debt of CLO funds during
their warehouse phase at December 31, 2017 or during the nine months ended September 30, 2018. Income from the
Company’s investments in CLO warehouse entities totaled $0 and $1,954,000 during the three and nine months ended
September 30, 2017, respectively, which is included in other noninterest income within the Company’s consolidated
statements of income.

The Company performed a consolidation analysis of CLO funds during their warehouse phases and concluded that the
CLO funds were variable interest entities and that the Company held a variable interest in the entities that could
potentially be significant to the entities in the form of its investments in the subordinated notes of the entities.
However, the Company also concluded that the Company does not have the power to direct the activities that most
significantly impact the entities’ economic performance. As a result, the Company is not the primary beneficiary and
therefore is not required to consolidate the assets, liabilities, equity, or operations of the entities in the Company’s
financial statements.

Explanation of Responses: 8
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NOTE 7 - Deposits

Deposits at September 30, 2018 and December 31, 2017 are summarized as follows:

September 30, December

(Dollars in thousands) 2018 31,2017
Noninterest bearing demand ~ $ 697,903 $564,225
Interest bearing demand 608,775 403,244
Individual retirement accounts 118,459 108,505
Money market 413,402 283,969
Savings 373,062 235,296
Certificates of deposit 854,048 837,384
Brokered deposits 373,400 188,725
Total Deposits $ 3,439,049 $2,621,348

30
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TRIUMPH BANCORP, INC. AND SUBSIDIARIES

CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

At September 30, 2018, scheduled maturities of certificates of deposits, individual retirement accounts and brokered
deposits are as follows:

September 30,
(Dollars in thousands) 2018
Within one year $ 1,052,802
After one but within two years 192,942

After two but within three years 46,448
After three but within four years 38,478
After four but within five years 8,524
After five years 6,713
Total $ 1,345,907

Time deposits, including individual retirement accounts, certificates of deposit, and brokered deposits, with individual
balances of $250,000 and greater totaled $185,443,000 and $158,197,000 at September 30, 2018 and December 31,
2017, respectively.

NOTE 8 - Legal Contingencies

Various legal claims have arisen from time to time in the normal course of business which, in the opinion of
management, will have no material effect on the Company’s consolidated financial statements.

NOTE 9 - OFF-BALANCE SHEET LOAN COMMITMENTS

From time to time, the Company is a party to financial instruments with off-balance sheet risk in the normal course of
business to meet the financing needs of its customers. These financial instruments include commitments to extend
credit. Those instruments involve, to varying degrees, elements of credit risk in excess of the amount recognized in the
balance sheet. The Company’s exposure to credit loss in the event of nonperformance by the other party to the
financial instrument for commitments to extend credit and standby letters of credit is represented by the contractual
amount of those instruments.

The Company uses the same credit policies in making commitments and conditional obligations as it does for
on-balance sheet financial instruments.

The contractual amounts of financial instruments with off-balance sheet risk were as follows:

Explanation of Responses: 10
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September 30, 2018 December 31, 2017

Fixed Variable Total Fixed Variable Total
(Dollars in thousands) Rate Rate Rate Rate
Unused lines of credit $78,708 $418,319 $497,027 $133,634 $242,236 $375,870
Standby letters of credit $2,148 $5,641 $7,789 $1,998 $8,169 $10,167

Mortgage warehouse commitments $ $305,053 $305,053 $— $239,632 $239,632

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may
require payment of a fee. Since many of the commitments are expected to expire without being fully drawn upon, the
total commitment amounts disclosed above do not necessarily represent future cash requirements. The Company
evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if considered
necessary by the Company, upon extension of credit, is based on management’s credit evaluation of the customer.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a
customer to a third party. In the event of nonperformance by the customer, the Company has rights to the underlying
collateral, which can include commercial real estate, physical plant and property, inventory, receivables, cash and
marketable securities. The credit risk to the Company in issuing letters of credit is essentially the same as that
involved in extending loan facilities to its customers.

Mortgage warehouse commitments are unconditionally cancellable and represent the unused capacity on mortgage

warehouse facilities the Company has approved. The Company reserves the right to refuse to buy any mortgage loans
offered for sale by a customer, for any reason, at the Company’s sole and absolute discretion.

31
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TRIUMPH BANCORP, INC. AND SUBSIDIARIES

CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The Company records a reserve for loan and lease losses on off-balance sheet lending-related commitments through a
charge to other noninterest expense on the Company’s consolidated statements of income. At September 30, 2018 and
December 31, 2017, the reserve for loan and lease losses on off-balance sheet lending-related commitments totaled
$511,000 and $501,000, respectively, and was included in other liabilities on the Company’s consolidated balance
sheets.

In addition to the commitments above, the Company had overdraft protection available in the amounts of $3,145,000
and $2,397,000 at September 30, 2018 and December 31, 2017, respectively.

NOTE 10 - Fair Value Disclosures

Fair value is the exchange price that would be received for an asset or paid to transfer a liability (exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants
on the measurement date. There are three levels of inputs that may be used to measure fair values:

Level 1 — Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has the ability to
access as of the measurement date.

Level 2 — Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data.

Level 3 — Significant unobservable inputs that reflect a company’s own assumptions about the assumptions that market
participants would use in pricing an asset or liability.

The methods of determining the fair value of assets and liabilities presented in this note are consistent with our
methodologies disclosed in Note 15 of the Company’s 2017 Form 10-K, except for the valuation of loans held for
investment which was impacted by the adoption of ASU 2016-01. In accordance with ASU 2016-01, the fair value of
loans held for investment, excluding previously presented impaired loans measured at fair value on a non-recurring
basis, is estimated using discounted cash flow analyses. The discount rates used to determine fair value use interest
rate spreads that reflect factors such as liquidity, credit, and nonperformance risk of the loans. Loans are considered a
Level 3 classification.

32
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TRIUMPH BANCORP, INC. AND SUBSIDIARIES

CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Assets measured at fair value on a recurring basis are summarized in the table below. There were no liabilities
measured at fair value on a recurring basis at September 30, 2018 and December 31, 2017.

Fair Value Measurements

(Dollars in thousands) Using Total
Level Level Fair
September 30, 2018 1 Level2 3 Value
Securities available for sale
U.S. Government agency obligations ~ $— $94,774 $ — $94,774
U.S. Treasury notes — 1,905 — 1,905
Mortgage-backed securities, residential — 30,581 — 30,581
Asset backed securities — 10,805 — 10,805
State and municipal — 144,062 — 144,062
Corporate bonds — 68,986 — 68,986
SBA pooled securities — 4,868 — 4,868
$— $355,981 § — $355,981
Equity securities
Mutual fund $4,981 $— $ — $4,981
Loans held for sale $— $683 $ — $683

Fair Value Measurements

(Dollars in thousands) Using Total
Level Level Fair
December 31, 2017 1 Level2 3 Value
Securities available for sale
U.S. Government agency obligations ~ $— $109,890 $ — $109,890
U.S. Treasury notes — 1,934 — 1,934
Mortgage-backed securities, residential — 33,663 — 33,663
Asset backed securities — 11,845 — 11,845
State and municipal — 74,391 — 74,391
Corporate bonds — 15,320 — 15,320
SBA pooled securities — 3,560 — 3,560
$— $250,603 $ — $250,603

Equity securities
Mutual fund $5,006 $— $ — $5,006

There were no transfers between levels during 2018 or 2017.

Explanation of Responses: 13



33

Edgar Filing: FIRSTENERGY CORP - Form 4

Explanation of Responses:
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TRIUMPH BANCORP, INC. AND SUBSIDIARIES

CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Assets measured at fair value on a non-recurring basis are summarized in the table below. There were no liabilities
measured at fair value on a non-recurring basis at September 30, 2018 and December 31, 2017.

Fair Value
Measurements
(Dollars in thousands) Using Total
Levélevel Fair
September 30, 2018 1 2 Level 3 Value
Impaired loans
Commercial real estate $—$ — $5,450 $5,450
Construction, land development, land — — 93 93
1-4 family residential properties — — 98 98
Farmland — — 842 842
Commercial — — 2,124 2,124
Factored receivables —  — 4925 4,925
Consumer — — 03 63
PCI — — 67 67
Other real estate owned (I
Commercial — — 819 819
$—$ — $14,481 $14,481
Fair Value
Measurements
(Dollars in thousands) Using Total
Levélevel Fair
December 31, 2017 1 2 Level 3 Value
Impaired loans
Commercial real estate $—8 — $42 $42
1-4 family residential properties — — &5 85
Commercial — — 1,785 7,785
Factored receivables —  — 3,777 3,777
Consumer — — 191 191
Other real estate owned (I
Commercial — — 138 138
Construction, land development, land — — 202 202

$—$ — $12,220 $12,220

(1) Represents the fair value of OREO that was adjusted during the year to date period and subsequent to its initial
classification as OREO.

Explanation of Responses:
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Impaired Loans with Specific Allocation of ALLL: A loan is considered impaired when, based on current
information and events, it is probable that the Company will be unable to collect all amounts due pursuant to the
contractual terms of the loan agreement. Impairment is measured by estimating the fair value of the loan based on the
present value of expected cash flows, the market price of the loan, or the underlying fair value of the loan’s collateral.
For real estate loans, fair value of the impaired loan’s collateral is determined by third party appraisals, which are then
adjusted for the estimated selling and closing costs related to liquidation of the collateral. For this asset class, the
actual valuation methods (income, sales comparable, or cost) vary based on the status of the project or property. For
example, land is generally based on the sales comparable method while construction is based on the income and/or
sales comparable methods. The unobservable inputs may vary depending on the individual assets with no one of the
three methods being the predominant approach. The Company reviews the third party appraisal for appropriateness
and adjusts the value downward to consider selling and closing costs, which typically range from 5% to 8% of the
appraised value. For non-real estate loans, fair value of the impaired loan’s collateral may be determined using an
appraisal, net book value per the borrower’s financial statements, or aging reports, adjusted or 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.

34
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TRIUMPH BANCORP, INC. AND SUBSIDIARIES

CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

OREO: OREQO is primarily comprised of real estate acquired in partial or full satisfaction of loans. OREO is
recorded at its estimated fair value less estimated selling and closing costs at the date of transfer, with any excess of
the related loan balance over the fair value less expected selling costs charged to the ALLL. Subsequent changes in
fair value are reported as adjustments to the carrying amount and are recorded against earnings. The Company
outsources the valuation of OREO with material balances to third party appraisers. For this asset class, the actual
valuation methods (income, sales comparable, or cost) vary based on the status of the project or property. For
example, land is generally based on the sales comparable method while construction is based on the income and/or
sales comparable methods. The unobservable inputs may vary depending on the individual assets with no one of the
three methods being the predominant approach. The Company reviews the third party appraisal for appropriateness
and adjusts the value downward to consider selling and closing costs, which typically range from 5% to 8% of the
appraised value.

The estimated fair values of the Company’s financial instruments not measured at fair value on a recurring or
non-recurring basis at September 30, 2018 and December 31, 2017 were as follows:

(Dollars in thousands) Carrying Fair Value Measurements Using Total
September 30, 2018 Amount Level 1 Level2 Level 3 Fair Value
Financial assets:

Cash and cash equivalents $282.409 $282.409 $— $— $282,409
Securities - held to maturity 8,403 — — 8,094 8,094
Loans not previously presented, gross 3,494,184 — — 3,432,384 3,432,384
FHLB stock 23,109 N/A N/A N/A N/A
Accrued interest receivable 20,141 20,141 — — 20,141

Financial liabilities:

Deposits 3,439,049 — 3,428,722 — 3,428,722
Customer repurchase agreements 13,248 — 13,248 — 13,248
Federal Home Loan Bank advances 330,000 — 330,000 — 330,000
Subordinated notes 48,903 — 51,125 — 51,125
Junior subordinated debentures 38,966 — 41,057 — 41,057
Accrued interest payable 6,072 6,072 — — 6,072
(Dollars in thousands) Carrying Fair Value Measurements Using Total
December 31, 2017 Amount Level 1 Level 2 Level 3 Fair Value
Financial assets:

Cash and cash equivalents $134,129 $134,129 $— $— $134,129
Securities - held to maturity 8,557 — — 7,527 7,527
Loans not previously presented, net 2,780,228 — — 2,800,362 2,800,362
Loans included in assets held for sale, net 68,668 — — 69,268 69,268
FHLB stock 16,006 N/A N/A N/A N/A
Accrued interest receivable 15,517 15,517 — — 15,517

Explanation of Responses:
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Financial liabilities:

Deposits

Customer repurchase agreements
Federal Home Loan Bank advances
Subordinated notes

Junior subordinated debentures
Accrued interest payable

35

2,621,348
11,488
365,000
48,828
38,623
3,323

2,616,034
11,488
365,000
52,310
41,563

2,616,034
11,488
365,000
52,310
41,563
3,323

Explanation of Responses:
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TRIUMPH BANCORP, INC. AND SUBSIDIARIES

CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

NOTE 11 - Regulatory Matters

The Company (on a consolidated basis) and TBK Bank are subject to various regulatory capital requirements
administered by federal and state banking agencies. Failure to meet minimum capital requirements can initiate certain
mandatory and possibly additional discretionary actions by regulators that, if undertaken, could have a direct material
effect on the Company’s or TBK Bank’s financial statements. Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, the Company and TBK Bank must meet specific capital guidelines that
involve quantitative measures of their assets, liabilities, and certain off-balance sheet items as calculated under
regulatory accounting practices. The capital amounts and classification are also subject to qualitative judgments by the
regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company and TBK Bank to
maintain minimum amounts and ratios (set forth in the table below) of total, common equity Tier 1, and Tier 1 capital
to risk weighted assets, and of Tier 1 capital to average assets. Management believes, as of September 30, 2018 and
December 31, 2017, the Company and TBK Bank meet all capital adequacy requirements to which they are subject.

As of September 30, 2018 and December 31, 2017, TBK Bank’s capital ratios exceeded those levels necessary to be
categorized as “well capitalized” under the regulatory framework for prompt corrective action. To be categorized as “well
capitalized,” TBK Bank must maintain minimum total risk based, common equity Tier 1 risk based, Tier 1 risk based,
and Tier 1 leverage ratios as set forth in the table below. There are no conditions or events since September 30, 2018

that management believes have changed TBK Bank’s category.

36
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TRIUMPH BANCORP, INC. AND SUBSIDIARIES

CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The actual capital amounts and ratios for the Company and TBK Bank as of September 30, 2018 and December 31,

2017 are presented in the following table.

(Dollars in thousands) Actual
As of September 30, 2018 Amount
Total capital (to risk weighted assets)

Triumph Bancorp, Inc. $529,965
TBK Bank, SSB $471,802
Tier 1 capital (to risk weighted assets)

Triumph Bancorp, Inc. $453,295
TBK Bank, SSB $444,126
Common equity Tier 1 capital (to risk weighted assets)

Triumph Bancorp, Inc. $404,671
TBK Bank, SSB $444,126
Tier 1 capital (to average assets)

Triumph Bancorp, Inc. $453,295
TBK Bank, SSB $444,126

As of December 31, 2017
Total capital (to risk weighted assets)

Triumph Bancorp, Inc. $436,036
TBK Bank, SSB $361,068
Tier 1 capital (to risk weighted assets)

Triumph Bancorp, Inc. $367,958
TBK Bank, SSB $341,910
Common equity Tier 1 capital (to risk weighted assets)

Triumph Bancorp, Inc. $320,265
TBK Bank, SSB $341,910

Tier 1 capital (to average assets)
Triumph Bancorp, Inc. $367,958

Explanation of Responses:

Ratio

13.0%
12.0%

11.2%
11.3%

10.0%
11.3%

11.7%
11.7%

13.2%
11.4%

11.1%
10.8%

9.7%
10.8%

11.8%

Minimum for

Capital
Adequacy
Purposes
Amount

$324,920
$314,844

$243,690
$236,133

$182,767
$177,099

$154,333
$152,037

$264,026
$254,139

$198,019
$190,603

$148,514
$142,952

$124,754

Ratio

8.0%
8.0%

6.0%
6.0%

4.5%
4.5%

4.0%
4.0%

8.0%
8.0%

6.0%
6.0%

4.5%
4.5%

4.0%

To Be Well
Capitalized Under

Prompt Corrective

Action Provisions

Amount

N/A
$393,555

N/A
$314,843

N/A
$255,810

N/A
$190,046

N/A
$317,674

N/A
$254,137

N/A
$206,486

N/A

Ratio
N/A
10.0%

N/A
8.0%

N/A
6.5%

N/A
5.0%

N/A
10.0%

N/A
8.0%

N/A
6.5%

N/A
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TBK Bank, SSB $341,910 11.1% $123,088 4.0% $153,860 5.0%
Dividends paid by TBK Bank are limited to, without prior regulatory approval, current year earnings and earnings less
dividends paid during the preceding two years.

Beginning in January 2016, the implementation of the capital conservation buffer set forth by the Basel III regulatory
capital framework was effective for the Company starting at 0.625% of risk weighted assets above the minimum risk
based capital ratio requirements and increasing 0.625% each year thereafter, until it reaches 2.5% on January 1, 2019.
The capital conservation buffer was 1.875% and 1.25% at September 30, 2018 and December 31, 2017, respectively.
The capital conservation buffer is designed to absorb losses during periods of economic stress and requires increased
capital levels for the purpose of capital distributions and other payments. Failure to meet the full amount of the buffer
will result in restrictions on the Company’s ability to make capital distributions, including dividend payments and
stock repurchases, and to pay discretionary bonuses to executive officers. At September 30, 2018 and December 31,
2017, the Company’s and TBK Bank’s risk based capital exceeded the required capital conservation buffer.
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NOTE 12 - STOCKHOLDERS’ EQUITY
The following summarizes the capital structure of Triumph Bancorp, Inc.
Common Stock

September 30, December

2018 31,2017
Shares authorized 50,000,000 50,000,000
Shares issued 26,383,763 20,912,396

Treasury shares (104,002 ) (91,951 )
Shares outstanding 26,279,761 20,820,445

Par value per share $0.01 $0.01
Preferred Stock

Series A Series B

September IDecember  September 3Mecember
(Dollars in thousands, except per share amounts) 2018 31,2017 2018 31,2017
Shares authorized 50,000 50,000 115,000 115,000
Shares issued 45,500 45,500 51,076 51,076
Shares outstanding 45,500 45,500 51,076 51,076
Par value per share $0.01 $0.01 $0.01 $0.01
Liquidation preference per share $100 $ 100 $100 $100
Liquidation preference amount $4,550 $4,550 $5,108 $5,108

Prime + Prime +
Dividend rate 2% 2% 8.00 % 8.00 %
Dividend rate - floor 800 % 800 % N/A N/A
Subsequent dividend payment dates Quarterly Quarterly  Quarterly  Quarterly
Convertible to common stock Yes Yes Yes Yes
Conversion period Anytime Anytime Anytime  Anytime
Conversion ratio - preferred to common 6.94008  6.94008 6.94008 6.94008

Common Stock Offering

On April 12, 2018 the Company completed an underwritten public offering of 5,405,000 shares of the Company’s
common stock, including 705,000 shares sold pursuant to the underwriters’ full exercise of their option to purchase
additional shares, at $37.50 per share for total gross proceeds of $202,688,000. Net proceeds from the offering, after
deducting the underwriting discount and offering expenses, were approximately $192,053,000.

NOTE 13 — STOCK BASED COMPENSATION
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Stock based compensation expense that has been charged against income was $913,000 and $1,966,000 for the three
and nine months ended September 30, 2018, respectively, and $459,000 and $1,484,000 for the three and nine months
ended September 30, 2017, respectively.

2014 Omnibus Incentive Plan
The Company’s 2014 Omnibus Incentive Plan (“Omnibus Incentive Plan”) provides for the grant of nonqualified and
incentive stock options, stock appreciation rights, restricted stock awards, restricted stock units, and other awards that

may be settled in, or based upon the value of, the Company’s common stock. The aggregate number of shares of
common stock available for issuance under the Omnibus Incentive Plan is 1,200,000 shares.
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Restricted Stock Awards

A summary of changes in the Company’s nonvested Restricted Stock Awards (“RSAs”) under the Omnibus Incentive

Plan for the nine months ended September 30, 2018 were as follows:

Weighted-Average

Grant-Date
Nonvested RSAs Shares Fair Value
Nonvested at January 1, 2018 102,776 $ 18.68
Granted 65,001 40.64
Vested (63,995 ) 20.38
Forfeited (2,422 ) 27.56

Nonvested at September 30, 2018 101,360 $ 31.48

RSAs granted to employees under the Omnibus Incentive Plan typically vest over three to four years. Compensation
expense for the RSAs will be recognized over the vesting period of the awards based on the fair value of the stock at
the issue date. As of September 30, 2018, there was $2,166,000 of unrecognized compensation cost related to the
nonvested RSAs. The cost is expected to be recognized over a remaining period of 3.17 years.

Restricted Stock Units

A summary of changes in the Company’s nonvested Restricted Stock Units (“RSUs”) under the Omnibus Incentive Plan
for the nine months ended September 30, 2018 were as follows:

Weighted-Average

Grant-Date
Nonvested RSUs Shares Fair Value
Nonvested at January 1, 2018 — $ —
Granted 59,658 38.75
Vested — —
Forfeited — —

Nonvested at September 30, 2018 59,658 $ 38.75

RSUs granted to employees under the Omnibus Incentive Plan vest after five years. Compensation expense for the
RSUs will be recognized over the vesting period of the awards based on the fair value of the stock at the issue date. As
of September 30, 2018, there was $2,118,000 of unrecognized compensation cost related to the nonvested RSUs. The
cost is expected to be recognized over a remaining period of 4.59 years.
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Performance Stock Units

A summary of changes in the Company’s nonvested Performance Stock Units (“PSUs”) under the Omnibus Incentive
Plan for the nine months ended September 30, 2018 were as follows:

Weighted-Average

Grant-Date
Nonvested PSUs Shares Fair Value
Nonvested at January 1, 2018 — $ —
Granted 59,658 38.57
Vested — —
Forfeited — —

Nonvested at September 30, 2018 59,658 $ 38.57

PSUs granted to employees under the Omnibus Incentive Plan vest after five years. The number of shares issued upon
vesting will range from 0% to 175% of the PSUs granted based on the Company’s relative total shareholder return
(“TSR”) as compared to the
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TSR of a specified group of peer banks. Compensation expense for the PSUs will be recognized over the vesting
period of the awards based on the fair value of the award at the grant date. The fair value of PSUs granted is estimated
using a Monte Carlo simulation. Expected volatilities were determined based on the historical volatilities of the
Company and the specified peer group. The risk-free interest rate for the performance period was derived from the
Treasury constant maturities yield curve on the valuation date.

Nine Months
Ended
September 30,
2018
Grant date May 1, 2018
Performance period 5.00 Years
Stock price $ 38.85
Triumph stock price volatility 29.13 %
Risk-free rate 2.76 %

As of September 30, 2018, there was $2,108,000 of unrecognized compensation cost related to the nonvested PSUs.
The cost is expected to be recognized over a remaining period of 4.59 years.

Stock Options

A summary of the changes in the Company’s stock options under the Omnibus Incentive Plan for the nine months
ended September 30, 2018 were as follows:

Weighted-Average

Remaining Aggregate
Contractual Intrinsic
Weighted-Averagderm Value
(In
Stock Options Shares Exercise Price  (In Years) Thousands)
Outstanding at January 1, 2018 185,328 $ 18.97
Granted 51,952 38.75
Exercised (2,556 ) 17.16
Forfeited or expired (3,186 ) 18.98
Outstanding at September 30, 2018 231,538 $ 23.43 8.22 $ 3,448
Fully vested shares and shares expected to vest at 231538 $ 23.43 222 $ 3.448

September 30, 2018
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Shares exercisable at September 30, 2018 75,550 $ 17.73 7.69 $ 1,547

Information related to the stock options for the nine months ended September 30, 2018 and 2017 was as follows:

Nine Months

Ended

September 30,
(Dollars in thousands, except per share amounts) 2018 2017
Aggregate intrinsic value of options exercised $59 $243
Cash received from option exercises — 281
Tax benefit realized from options exercises 12 85

Weighted average fair value of options granted ~ $13.22 $8.71

Stock options awarded to employees under the Omnibus Incentive Plan are generally granted with an exercise price
equal to the market price of the Company’s common stock at the date of grant, vest over four years, and have ten year
contractual terms. The fair value of stock options granted is estimated at the date of grant using the Black-Scholes
option-pricing model. Expected volatilities were determined based on a blend of the Company’s historical volatility
and historical volatilities of a peer group of companies with a similar size, industry, stage of life cycle, and capital
structure. The expected term of the options granted was determined based on the SEC simplified method, which
calculates the expected term as the mid-point between the weighted average time to vesting and the contractual term.
The risk-free interest rate for the expected term of the options was derived from the Treasury constant maturity yield
curve on the valuation date.
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The fair value of the stock options granted was determined using the following weighted-average assumptions:

Risk-free interest rate

Expected term

Nine Months

Ended

September 30,

2018 2017
285 % 211 %

6.25 6.25

years Years

Expected stock price volatility 28.07% 29.70%

Dividend yield

As of September 30, 2018, there was $804,000 of unrecognized compensation cost related to nonvested stock options
granted under the Omnibus Incentive Plan. The cost is expected to be recognized over a remaining period of 3.11

years.

NOTE 14 — EARNINGS PER SHARE

The factors used in the earnings per share computation follow:

(Dollars in thousands)

Basic

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

Diluted

Net income to common stockholders

Dilutive effect of preferred stock

Net income to common stockholders - diluted
Weighted average common shares outstanding
Dilutive effects of:

Assumed conversion of Preferred A

Assumed conversion of Preferred B

Assumed exercises of stock warrants
Assumed exercises of stock options

Restricted stock awards

Restricted stock units

Performance stock units

Explanation of Responses:

Three Months Ended
September 30,
2018 2017
$8,975 $9,587
26,178,194 19,811,577
$0.34 $0.48
$8,975 $9,587
195 195
$9,170 $9,782
26,178,194 19,811,577
315,773 315,773
354,471 354,471
— 54,476
90,320 45,788
45,796 63,384
7,276 —

Nine Months Ended
September 30,
2018 2017
$33,045 $29,335
24,159,543 18,600,009
$1.37 $1.58
$33,045 $29,335
578 580
$33,623 $29,915
24,159,543 18,600,009
315,773 315,773
354,471 354,471
— 110,089
86,728 42,084
55,087 65,999
2,706 —
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Average shares and dilutive potential common shares 26,991,830 20,645,469 24,974,308 19,488,425
Diluted earnings per common share $0.34 $0.47 $1.35 $1.53

Shares that were not considered in computing diluted earnings per common share because they were antidilutive are as
follows:

Three Months Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017
Shares assumed to be converted from Preferred Stock Series A — — — —
Shares assumed to be converted from Preferred Stock Series B — — — —

Stock options 51,952 58,442 51,952 58,442
Restricted stock awards 14,513 — 14,513 —
Restricted stock units — — — —
Performance stock units 59,658 — 59,658 —
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NOTE 15 — BUSINESS SEGMENT INFORMATION

The following table presents the Company’s operating segments. The accounting policies of the segments are
substantially similar to those described in the “Summary of Significant Accounting Policies” in Note 1 of the Company’s
2017 Form 10-K. Transactions between segments consist primarily of borrowed funds. Intersegment interest expense

is allocated to the Factoring segment based on the Company’s prime rate. The provision for loan loss is allocated based
on the segment’s allowance for loan loss determination. Noninterest income and expense directly attributable to a
segment are assigned to it. Taxes are paid on a consolidated basis but not allocated for segment purposes. The
Factoring segment includes only factoring originated by TBC. General factoring services not originated through TBC
are included in the Banking segment. On March 31, 2017, the Company sold its 100% membership interest in

Triumph Capital Advisors, LLC (“TCA”) and discontinued fee based asset management services. TCA operations were
not material during the year ended December 31, 2017 and are reflected in the Corporate segment, along with the gain
on sale of the Company’s membership interest in TCA.

(Dollars in thousands)
Three Months Ended September 30, 2018 Banking Factoring Corporate Consolidated

Total interest income $43,769 $27,420 $570 $ 71,759
Intersegment interest allocations 6,289 (6,289 ) — —
Total interest expense 8,426 1,551 9,977
Net interest income (expense) 41,632 21,131 (981 ) 61,782
Provision for loan losses 6,774 41 (12 ) 6,803
Net interest income after provision 34,858 21,090 969 ) 54,979
Noninterest income 4,991 942 126 6,059
Noninterest expense 33,507 12,902 2,537 48,946
Operating income (loss) $6,342 $9,130 $ (3,380 ) $ 12,092

(Dollars in thousands)
Three Months Ended September 30, 2017 Banking Factoring Corporate Consolidated

Total interest income $32973 $11,736 $428 $ 45,137
Intersegment interest allocations 2,193 2,193 ) — —
Total interest expense 4,294 1,331 5,625
Net interest income (expense) 30,872 9,543 (903 ) 39,512
Provision for loan losses 69 ) 649 (8 ) 572
Net interest income after provision 30,941 8,894 (895 ) 38,940
Noninterest income 3,498 774 (101 ) 4,171
Noninterest expense 21,984 5,600 641 28,225
Operating income (loss) $12,455 $4,068 $(1,637 ) $ 14,886

(Dollars in thousands)
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Nine Months Ended September 30, 2018 Banking Factoring Corporate Consolidated

Total interest income $123,050 $62,514 $1,562 $ 187,126
Intersegment interest allocations 13,377 (13,377) — —
Total interest expense 20,421 — 4,536 24,957
Net interest income (expense) 116,006 49,137 2,974 ) 162,169
Provision for loan losses 10,510 3,747 — 14,257
Net interest income after provision 105,496 45,390 (2,974 ) 147912
Gain on sale of subsidiary or division 1,071 — — 1,071
Other noninterest income 12,612 2,452 41 15,105
Noninterest expense 86,446 30,067 3,878 120,391
Operating income (loss) $32,733  $17,775 $(6,811 ) $ 43,697
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(Dollars in thousands)
Nine Months Ended September 30, 2017 Banking Factoring Corporate Consolidated
Total interest income $93.204 $30,828 $975 $ 125,007
Intersegment interest allocations 5,211 6,211 ) — —
Total interest expense 11,177 — 3,942 15,119
Net interest income (expense) 87,238 25,617 (2,967 ) 109,888
Provision for loan losses 7,571 2,042 84 9,697
Net interest income after provision 79,667 23,575 (3,051 ) 100,191
Gain on sale of subsidiary or division — — 20,860 20,860
Other noninterest income 10,604 2,203 2,991 15,798
Noninterest expense 65,171 16,677 8,535 90,383
Operating income (loss) $25,100 $9,101 $12,265 $ 46,466
(Dollars in thousands)
September 30, 2018  Banking Factoring Corporate Eliminations Consolidated
Total assets $4,433,862 $659,782 $712,971 $(1,269,513) $4,537,102
Gross loans $3,411,456 $579,985 $10,952 $(490,250 ) $3,512,143
(Dollars in thousands)
December 31,2017  Banking Factoring Corporate Eliminations Consolidated
Total assets $3,444,322 $360,922 $504,656 $(810,867 ) $3,499,033
Gross loans $2,784,147 $346,293 $11,936 $(331,520 ) $2,810,856
43
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item 2
Management’s Discussion and Analysis of
Financial Condition and Results of Operations

This section presents management’s perspective on our financial condition and results of operations. The following
discussion and analysis of our financial condition and results of operations should be read in conjunction with the
Company’s interim consolidated financial statements and the accompanying notes included elsewhere in this Quarterly
Report on Form 10-Q and with the consolidated financial statements and accompanying notes and other detailed
information appearing in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017. To the
extent that this discussion describes prior performance, the descriptions relate only to the periods listed, which may

not be indicative of our future financial outcomes. In addition to historical information, this discussion contains
forward-looking statements that involve risks, uncertainties and assumptions that could cause results to differ

materially from management’s expectations. See the “Forward-Looking Statements” section of this discussion for further
information on forward-looking statements.

Overview

We are a financial holding company headquartered in Dallas, Texas and registered under the Bank Holding Company
Act. Through our wholly owned bank subsidiary, TBK Bank, we offer traditional banking services as well as
commercial finance product lines focused on businesses that require specialized financial solutions. Our banking
operations include a full suite of lending and deposit products and services focused on our local market areas. These
activities generate a stable source of core deposits and a diverse asset base to support our overall operations. Our
commercial finance product lines include factoring, asset based lending, equipment lending, and premium finance
products offered on a nationwide basis. These product offerings supplement the asset generation capacity in our
community banking markets and enhance the overall yield of our loan portfolio, enabling us to earn attractive
risk-adjusted net interest margins. We believe our integrated business model distinguishes us from other banks and
non-bank financial services companies in the markets in which we operate. As of September 30, 2018, we had
consolidated total assets of $4.537 billion, total loans held for investment of $3.512 billion, total deposits of $3.439
billion and total stockholders’ equity of $616.6 million.

A key element of our strategy is to supplement the asset generation capacity in our community banking markets with
commercial finance product lines which are offered on a nationwide basis and which serve to enhance the overall
yield of our portfolio. These products include our factoring services, provided principally in the transportation sector,
and our asset based lending, equipment finance, and premium finance products. Our aggregate outstanding balances
for these products increased $386.0 million, or 43.0%, to $1.284 billion as of September 30, 2018, primarily due to
organic growth as well as increased factored receivables resulting from the acquisition of Interstate Capital
Corporation as discussed below.

The following table sets forth our commercial finance product lines:

December
September 30, 31,
(Dollars in thousands) 2018 2017
Commercial finance
Equipment $ 323,832 $254,119
Asset based lending 273,096 213,471
Premium finance 75,293 55,520
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Factored receivables 611,285 374,410

Total commercial finance loans $ 1,283,506 $897,520
Most of our products and services share basic processes and have similar economic characteristics. However, our
factoring subsidiary, Triumph Business Capital, operates in a highly specialized niche and earns substantially higher
yields on its factored accounts receivable portfolio than our other lending products. This business also has a legacy
and structure as a standalone company. We have determined our reportable segments are Banking, Factoring, and
Corporate. For the nine months ended September 30, 2018, our Banking segment generated 67% of our total revenue
(comprised of interest and noninterest income), our Factoring segment generated 32% of our total revenue, and our
Corporate segment generated 1% of our total revenue. On March 31, 2017, we sold our 100% membership interest in
Triumph Capital Advisors, LLC (“TCA”) and discontinued fee based asset management services. TCA operations were
not material during the year ended December 31, 2017 and are reflected in our Corporate segment, along with the gain
on sale of our membership interest in TCA.
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Third Quarter 2018 Overview

Net income available to common stockholders for the three months ended September 30, 2018 was $9.0 million, or
$0.34 per diluted share, compared to net income available to common stockholders for the three months ended
September 30, 2017 of $9.6 million, or $0.47 per diluted share. Excluding material gains and expenses related to
merger and acquisition related activities, adjusted net income to common stockholders was $13.5 million, or $0.51 per
diluted share, for the three months ended September 30, 2018. For the three months ended September 30, 2018, our
return on average common equity was 5.85% and our return on average assets was 0.90%.

Net income available to common stockholders for the nine months ended September 30, 2018 was $33.0 million, or
$1.35 per diluted share, compared to net income available to common stockholders for the nine months ended
September 30, 2017 of $29.3 million, or $1.53 per diluted share. Excluding material gains and expenses related to
merger and acquisition related activities, including divestitures, adjusted net income to common stockholders was
$37.5 million, or $1.53 per diluted share, for the nine months ended September 30, 2018, compared to adjusted net
income to common stockholders for the nine months ended September 30, 2017 of $19.4 million, or $1.02 per diluted
share. For the nine months ended September 30, 2018, our return on average common equity was 8.41% and our
return on average assets was 1.21%.

At September 30, 2018, we had total assets of $4.537 billion, including gross loans of $3.512 billion, compared to
$3.499 billion of total assets and $2.811 billion of gross loans at December 31, 2017. Organic loan growth totaled
$282.4 million during the nine months ended September 30, 2018. Our commercial finance product lines increased
from $897.5 million in aggregate as of December 31, 2017 to $1.284 billion as of September 30, 2018, an increase of
43.0%, and constitute 37% of our total loan portfolio at September 30, 2018.

At September 30, 2018, we had total liabilities of $3.920 billion, including total deposits of $3.439 billion, compared
to $3.107 billion of total liabilities and $2.621 billion of total deposits at December 31, 2017. Deposits increased
$817.7 million during the nine months ended September 30, 2018.

At September 30, 2018, we had total stockholders' equity of $616.6 million. During the nine months ended
September 30, 2018, total stockholders’ equity increased $224.9 million, primarily due to $192.1 million of net
proceeds from the April 12, 2018 common stock offering discussed below and our net income for the period. Capital
ratios remained strong with Tier 1 capital and total capital to risk weighted assets ratios of 11.16% and 13.05%,
respectively, at September 30, 2018.

2018 Items of Note
First Bancorp of Durango, Inc. and Southern Colorado Corp.

Effective September 8, 2018, we acquired First Bancorp of Durango, Inc. (“FBD”) and its two community banking
subsidiaries, The First National Bank of Durango and Bank of New Mexico, which were merged into TBK Bank upon
closing, in an all-cash transaction for $134.7 million. On the same date, we acquired Southern Colorado Corp. (“SCC”)
and its community banking subsidiary, Citizens Bank of Pagosa Springs, which was merged into TBK Bank upon
closing, in an all-cash transaction for $13.3 million. As part of the FBD and SCC acquisitions, we acquired a
combined $287.8 million of loans held for investment, assumed a combined $674.7 million of deposits, and recorded a
combined $14.1 million of core deposit intangible assets and $72.1 million of goodwill.

Interstate Capital Corporation
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On June 2, 2018 we acquired substantially all of the operating assets of, and assumed certain liabilities associated

with, Interstate Capital Corporation’s (“ICC”) accounts receivable factoring business and other related financial services
for total consideration of $180.3 million, which was comprised of $160.3 million in cash and contingent consideration
with an initial fair value of $20.0 million. As part of the ICC acquisition, we acquired $131.0 million of factored
receivables and recorded $13.9 million of intangible assets and $43.0 million of goodwill.

Common Stock Offering

On April 12, 2018, we completed an underwritten common stock offering issuing 5.4 million shares of our common
stock, including 0.7 million shares sold pursuant to the underwriters' full exercise of their option to purchase
additional shares, at $37.50 per share for total gross proceeds of $202.7 million. Net proceeds after underwriting
discounts and offering expenses were $192.1 million. A significant portion of the net proceeds of this offering were
used to fund the FBD, SCC and ICC acquisitions. Remaining proceeds will be used for general corporate purposes.
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Triumph Healthcare Finance

On January 19, 2018, we entered into an agreement to sell the assets (the “Disposal Group”) of Triumph Healthcare
Finance (“THF”) and exit the healthcare asset-based lending line of business. The decision to sell THF was made prior
to the end of the fourth quarter of 2017, and at December 31, 2017, the fair value of the Disposal Group exceeded its
carrying amount. As a result of this decision, the $71.4 million carrying amount of the Disposal Group was transferred
to assets held for sale as of December 31, 2017. The sale was finalized on March 16, 2018 and resulted in a net pre-tax
contribution to earnings for the nine months ended September 30, 2018 of $1.1 million, or approximately $0.8 million
net of tax.

For further information on the above transactions, see Note 2 — Business Combinations and Divestitures in the
accompanying condensed notes to the consolidated financial statements included elsewhere in this report.

2017 Items of Note
Valley Bancorp, Inc.

Effective December 9, 2017, we acquired Valley Bancorp, Inc. (“Valley”) and its community banking subsidiary, Valley
Bank & Trust, which was merged into TBK Bank upon closing, in an all-cash transaction for $40.1 million. As part of
the Valley acquisition, we acquired $171.2 million of loans, assumed $293.4 million of deposits and recorded $6.1
million of core deposit intangible assets and $10.5 million of goodwill.

Independent Bank — Colorado Branches

On October 6, 2017, we, through our subsidiary TBK Bank, completed our acquisition of nine branch locations in
Colorado from Independent Bank Group, Inc.’s banking subsidiary Independent Bank (the “Acquired Branches”) for an
aggregate deposit premium of approximately $6.8 million, or 4.2%. As part of the acquisition, we acquired $95.8
million of loans, assumed $160.7 million of deposits associated with the branches and recorded $3.3 million of core
deposit intangible assets and $5.8 million of goodwill.

Common Stock Offering

On August 1, 2017, we completed an underwritten common stock offering issuing 2.53 million shares of our common
stock, including 0.33 million shares sold pursuant to the underwriters' full exercise of their option to purchase
additional shares, at $27.50 per share for total gross proceeds of $69.6 million. Net proceeds after underwriting
discounts and offering expenses were $65.5 million. We used a significant portion of the net proceeds of the offering
to fund the acquisition of Valley Bancorp, Inc. and for general corporate purposes.

Triumph Capital Advisors

On March 31, 2017, we sold our 100% membership interest in Triumph Capital Advisors, LLC (“TCA”). The TCA sale
resulted in a net pre-tax contribution to earnings for the three months ended March 31, 2017 of $15.7 million, or
approximately $10.0 million net of tax. Consideration received included a seller financed loan receivable in the

amount of $10.5 million.

For further information on the above transactions, see Note 2 — Business Combinations and Divestitures in the
accompanying condensed notes to the consolidated financial statements included elsewhere in this report.
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Financial Highlights

(Dollars in thousands, except per share amounts)
Income Statement Data:

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income after provision

Gain on sale of subsidiary or division

Other noninterest income

Noninterest income

Noninterest expense

Net income before income taxes

Income tax expense

Net income

Dividends on preferred stock

Net income available to common stockholders

Per Share Data:

Basic earnings per common share

Diluted earnings per common share

Weighted average shares outstanding - basic
Weighted average shares outstanding - diluted

Adjusted Per Share Data(D:

Adjusted diluted earnings per common share
Adjusted weighted average shares outstanding -
diluted

Performance ratios - Annualized:

Return on average assets

Return on average total equity

Return on average common equity
Return on average tangible common equity ()
Yield on loans

Adjusted yield on loans (D

Cost of interest bearing deposits

Cost of total deposits

Cost of total funds

Net interest margin

Adjusted net interest margin (1)
Efficiency ratio

Adjusted efficiency ratio ()

Net noninterest expense to average assets

Explanation of Responses:

Three Months Ended
September 30,
2018 2017
$71,759 $45,137
9,977 5,625
61,782 39,512
6,803 572
54,979 38,940
6,059 4,171
6,059 4,171
48,946 28,225
12,092 14,886
2,922 5,104
9,170 9,782
(195 ) (195
$8,975 $9,587
$0.34 $0.48
$0.34 $0.47
26,178,194 19,811,577
26,991,830 20,645,469
$0.51 $0.47
26,991,830 20,645,469
0.90 % 1.36
5.88 % 10.71
5.85 % 10.79
7.57 % 12.28
8.33 % 7.44
8.18 % 7.20
1.08 % 0.80
0.85 % 0.64
1.16 % 0.90
6.59 % 5.90
6.45 % 5.69
72.15 % 64.61
63.49 % 64.61
4.19 % 3.35

)

%
%
%
%
%
%
%
%
%
%
%
%
%

Nine Months Ended
September 30,
2018 2017
$187,126 $125,007
24,957 15,119
162,169 109,888
14,257 9,697
147,912 100,191
1,071 20,860
15,105 15,798
16,176 36,658
120,391 90,383
43,697 46,466
10,074 16,551
33,623 29,915
(578 ) (580
$33,045 $29,335
$1.37 $1.58
$1.35 $1.53
24,159,543 18,600,009
24,974,308 19,488,425
$1.53 $1.02
24,974,308 19,488,425
1.21 % 1.46
8.40 % 12.44
8.41 % 12.58
10.27 % 14.65
8.05 % 147
7.74 % 7.14
0.96 % 0.75
0.76 % 0.61
1.06 % 0.84
6.35 % 5.82
6.08 % 5.54
67.50 % 61.68
63.98 % 67.82
3.76 % 2.63

%
%
%
%
%
%
%
%
%
%
%
%
%
%
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Adjusted net noninterest expense to average assets () 3.62 % 3.35 % 3.55 % 3.40 %
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December
September 30, 31,

(Dollars in thousands, except per share amounts) 2018 2017
Balance Sheet Data:
Total assets $4,537,102 $3,499,033
Cash and cash equivalents 282,409 134,129
Investment securities 369,365 264,166
Loans held for investment, net 3,484,887 2,792,108
Total liabilities 3,920,461 3,107,335
Noninterest bearing deposits 697,903 564,225
Interest bearing deposits 2,741,146 2,057,123
FHLB advances 330,000 365,000
Subordinated notes 48,903 48,828
Junior subordinated debentures 38,966 38,623
Total stockholders’ equity 616,641 391,698
Preferred stockholders' equity 9,658 9,658
Common stockholders' equity 606,983 382,040
Per Share Data:
Book value per share $23.10 $18.35
Tangible book value per share (1) $15.42 $15.29
Shares outstanding end of period 26,279,761 20,820,445
Asset Quality ratios®):
Past due to total loans 2.23 % 2.33 %
Nonperforming loans to total loans 1.13 % 1.38 %
Nonperforming assets to total assets 0.93 % 1.39 %o
ALLL to nonperforming loans 68.82 % 48.41 %
ALLL to total loans 0.78 % 0.67 %
Net charge-offs to average loans®) 0.19 % 0.28 %
Capital ratios:
Tier 1 capital to average assets 11.75 % 11.80 %
Tier 1 capital to risk-weighted assets 11.16 % 11.15 %
Common equity Tier 1 capital to risk-weighted assets ~ 9.96 % 9.70 %
Total capital to risk-weighted assets 13.05 % 13.21 %
Total stockholders' equity to total assets 13.59 % 11.19 %
Tangible common stockholders' equity ratio (1) 9.35 % 9.26 %

(DThe Company uses certain non-GAAP financial measures to provide meaningful supplemental information
regarding the Company’s operational performance and to enhance investors’ overall understanding of such financial
performance. The non-GAAP measures used by the Company include the following:

#Adjusted diluted earnings per common share” is defined as adjusted net income available to common stockholders

divided by adjusted weighted average diluted common shares outstanding. Excluded from net income available to

common stockholders are material gains and expenses related to merger and acquisition-related activities, including
divestitures, net of tax. In our judgment, the adjustments made to net income available to common stockholders

allow management and investors to better assess our performance in relation to our core net income by removing the

volatility associated with certain acquisition-related items and other discrete items that are unrelated to our core
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business. Weighted average diluted common shares outstanding are adjusted as a result of changes in their dilutive

properties given the gain and expense adjustments described herein.
#Tangible common stockholders’ equity” is common stockholders’ equity less goodwill and other intangible assets.

#Total tangible assets” is defined as total assets less goodwill and other intangible assets.

48

Explanation of Responses:

42



Edgar Filing: FIRSTENERGY CORP - Form 4

#Tangible book value per share” is defined as tangible common stockholders’ equity divided by total common shares
outstanding. This measure is important to investors interested in changes from period-to-period in book value per
share exclusive of changes in intangible assets.
#Tangible common stockholders’ equity ratio” is defined as the ratio of tangible common stockholders’ equity divided
by total tangible assets. We believe that this measure is important to many investors in the marketplace who are
interested in relative changes from period-to period in common equity and total assets, each exclusive of changes in
intangible assets.
#Return on average tangible common equity” is defined as net income available to common stockholders divided by
average tangible common stockholders’ equity.
. “Adjusted efficiency ratio” is defined as

noninterest expenses divided by our

operating revenue, which is equal to net

interest income plus noninterest income.

Also excluded are material gains and

expenses related to merger and

acquisition-related activities, including

divestitures. In our judgment, the

adjustments made to operating revenue

allow management and investors to better

assess our performance in relation to our

core operating revenue by removing the

volatility associated with certain

acquisition-related items and other discrete

items that are unrelated to our core

business.
#Adjusted net noninterest expense to average total assets” is defined as noninterest expenses net of noninterest income
divided by total average assets. Excluded are material gains and expenses related to merger and acquisition-related
activities, including divestitures. This metric is used by our management to better assess our operating efficiency.
#Adjusted yield on loans” is our yield on loans after excluding loan accretion from our acquired loan portfolio. Our
management uses this metric to better assess the impact of purchase accounting on our yield on loans, as the effect
of loan discount accretion is expected to decrease as the acquired loans roll off of our balance sheet, absent the
impact, if any, of future acquisitions.
#Adjusted net interest margin” is net interest margin after excluding loan accretion from the acquired loan
portfolio. Our management uses this metric to better assess the impact of purchase accounting on net interest
margin, as the effect of loan discount accretion is expected to decrease as the acquired loans mature or roll off of our
balance sheet, absent the impact, if any, of future acquisitions.
(@ Asset quality ratios exclude loans held for sale.
()Net charge-offs to average loans ratios are for the nine months ended September 30, 2018 and the year ended

December 31, 2017.
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GAAP Reconciliation of Non-GAAP Financial Measures

We believe the non-GAAP financial measures included above provide useful information to management and
investors that is supplementary to our financial condition, results of operations and cash flows computed in
accordance with GAAP; however, we acknowledge that our non-GAAP financial measures have a number of
limitations. The following reconciliation table provides a more detailed analysis of the non-GAAP financial

measures:

(Dollars in thousands, except per share amounts)

Net income available to common stockholders
Transaction costs

Gain on sale of subsidiary

Incremental bonus related to transaction

Tax effect of adjustments

Adjusted net income available to common
stockholders

Dilutive effect of convertible preferred stock
Adjusted net income available to common
stockholders - diluted

Weighted average shares outstanding - diluted
Adjusted effects of assumed preferred stock
conversion

Adjusted weighted average shares outstanding -
diluted

Adjusted diluted earnings per common share

Net income available to common stockholders
Average tangible common equity
Return on average tangible common equity

Adjusted efficiency ratio:
Net interest income
Noninterest income
Operating revenue

Gain on sale of subsidiary
Adjusted operating revenue

Total noninterest expense

Transaction costs

Incremental bonus related to transaction
Adjusted noninterest expense

Adjusted efficiency ratio

Adjusted net noninterest expense to average assets

ratio:
Total noninterest expense

Explanation of Responses:

Three Months Ended

September 30,

2018 2017

$8,975 $9,587
5,871 —
(1,392 ) —

$13,454 $9,587
195 195

$13,649 $9,782

26,991,830 20,645,469

26,991,830 20,645,469

$0.51 $0.47
$8,975 $9,587
470,553 309,624
7.57 % 12.28
$61,782 $39,512
6,059 4,171
67,841 43,683
$67,841 $43,683
$48,946 $28,225
(5,871 ) —
$43,075 $28,225

63.49 % 64.61

$48,946 $28,225

%

Nine Months Ended
September 30,
2018 2017
$33,045 $29,335
6,965 325
(1,071 ) (20,860
— 4,814
(1,401 ) 5,754
$37,538 $19,368
578 580
$38,116 $19,948
24,974,308 19,488,425
24,974,308 19,488,425
$1.53 $1.02
$33,045 $29,335
430,080 267,633
10.27 % 14.65
$162,169 $109,888
16,176 36,658
178,345 146,546
(1,071 ) (20,860
$177,274 $125,686
$120,391 $90,383
(6,965 ) (325
— (4,814
$113,426 $85,244
63.98 % 67.82
$120,391 $90,383

)

%

%

44



Edgar Filing: FIRSTENERGY CORP - Form 4

Transaction costs (5,871 ) — (6,965 ) (325 )
Incremental bonus related to transaction — — — 4,814 )
Adjusted noninterest expense $43,075 $28,225 $113,426 $85,244

Total noninterest income $6,059 $4,171 $16,176 $36,658

Gain on sale of subsidiary — — (1,071 ) (20,860 )
Adjusted noninterest income 6,059 4,171 15,105 15,798
Adjusted net noninterest expenses $37,016 $24,054 $98,321 $69,446
Average total assets 4,060,560 2,849,170 3,702,513 2,731,426
Adjusted net noninterest expense to average assets

ratio 3.62 % 3.35 % 3.55 % 3.40 %
Reported yield on loans 8.33 % 744 % 8.05 % 147 %
Effect of accretion income on acquired loans (0.15 %) (0.24 %) (0.31 %) (0.33 %)
Adjusted yield on loans 8.18 % 7.20 % 7.74 % 7.14 %
Reported net interest margin 6.59 % 590 % 6.35 % 5.82 Yo
Effect of accretion income on acquired loans (0.14 %) (0.21 %) (0.27 %) (0.28 %)
Adjusted net interest margin 6.45 % 5.69 % 6.08 % 5.54 %
50
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December
September 30, 31,

(Dollars in thousands, except per share amounts) 2018 2017
Total stockholders' equity $616,641 $391,698
Preferred stock liquidation preference (9,658 ) (9,658 )
Total common stockholders' equity 606,983 382,040
Goodwill and other intangibles (201,842 ) (63,778 )
Tangible common stockholders' equity $405,141 $318,262
Common shares outstanding 26,279,761 20,820,445
Tangible book value per share $15.42 $15.29
Total assets at end of period $4,537,102 $3,499,033
Goodwill and other intangibles (201,842 ) (63,778 )
Tangible assets at period end $4,335,260 $3,435,255
Tangible common stockholders' equity ratio 9.35 % 9.26 %

Results of Operations
Three months ended September 30, 2018 compared with three months ended September 30, 2017.
Net Income

We earned net income of $9.2 million for the three months ended September 30, 2018 compared to $9.8 million for
the three months ended September 30, 2017, a decrease of $0.6 million.

The results for the three months ended September 30, 2018 include the results of operations of the assets acquired
from FBD and SCC since the September 8, 2018 acquisition date and were impacted by $5.9 million of transaction
costs associated with the acquisition. Excluding the transaction costs, net of taxes, we earned adjusted net income of
$13.6 million for the three months ended September 30, 2018 compared to $9.8 million for the three months ended
September 30, 2017, an increase of $3.8 million. The adjusted increase was primarily the result of a $22.3 million
increase in net interest income, a $1.9 million increase in noninterest income, and a $0.7 million decrease in adjusted
income tax expense, offset in part by a $6.2 million increase in the provision for loan losses and a $14.9 million
increase in adjusted noninterest expense.

Details of the changes in the various components of net income are further discussed below.
Net Interest Income

Our operating results depend primarily on our net interest income, which is the difference between interest income on
interest earning assets, including loans and securities, and interest expense incurred on interest bearing liabilities,
including deposits and other borrowed funds. Interest rate fluctuations, as well as changes in the amount and type of
interest earning assets and interest bearing liabilities, combine to affect net interest income. Our net interest income is
affected by changes in the amount and mix of interest earning assets and interest bearing liabilities, referred to as a
“volume change.” It is also affected by changes in yields earned on interest earning assets and rates paid on interest
bearing liabilities, referred to as a “rate change.”
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The following table presents the distribution of average assets, liabilities and equity, as well as interest income and
fees earned on average interest earning assets and interest expense paid on average interest bearing liabilities:

Three Months Ended September 30,

2018 2017

Average Average Average Average
(Dollars in thousands) Balance Interest Rate® Balance Interest Rate®
Interest earning assets:
Cash and cash equivalents $156,876  $865 219 % $111,364  $370 132 %
Taxable securities 183,238 1,207 261 % 211,354 1,570 295 %
Tax-exempt securities 66,208 344 206 % 25,174 85 1.34 %
FHLB stock 20,984 147 278 % 14,885 51 136 %
Loans (1 3,293,719 69,196 833 % 2,295,356 43,061 744 %
Total interest earning assets 3,721,025 71,759 7.65 % 2,658,133 45,137 6.74 %
Noninterest earning assets:
Cash and cash equivalents 69,875 36,128
Other noninterest earning assets 269,660 154,909
Total assets $4,060,560 $2,849,170
Interest bearing liabilities:
Deposits:
Interest bearing demand $418,226  $200 0.19 % $312,009 $137 0.17 %
Individual retirement accounts 105,774 339 1.27 % 98,713 309 1.24 %
Money market 303,843 594 0.78 % 201,462 118 023 %
Savings
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