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Part I - Financial Information, Item 1 Financial Statements
Calvin B. Taylor Bankshares, Inc. and Subsidiary

Consolidated Balance Sheets

Assets

Cash and due from banks
Federal funds sold

Interest-bearing deposits

Investment securities available for sale

Investment securities held to maturity

(approximate

fair value of $60,141,234 and
$60,866,303)

Loans, less allowance for loan losses

of $682,416 and $672,261
Premises and equipment
Other real estate owned
Accrued interest receivable
Computer software

Bank owned life insurance
Prepaid expenses

Other assets

Total assets

Liabilities and Stockholders' Equity
Deposits

Noninterest-bearing
Interest-bearing

Total deposits

Securities sold under agreements to
repurchase

(unaudited)
September 30,

2012

23,383,015
39,533,733
13,585,829

79,280,123

59,971,144

222,965,394
6,054,663
1,659,260
1,142,983

137,782
7,623,542
846,166
309,161

456,492,795

105,194,603
265,054,820
370,249,423

7,066,648

December 31,
2011

$
22,135,410

30,541,229
10,548,467

49,096,875

60,624,239

227,534,139
6,124,349
1,715,138
1,173,678
143,383
5,436,395
1,031,426
123,436

$
416,228,164

$
83,136,325

252,920,179
336,056,504

3,998,168
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Accrued interest payable
Deferred income taxes
Other liabilities

Total liabilities

Stockholders' equity

Common stock, par value $1 per share
authorized 10,000,000 shares, issued
and outstanding

2,981,804 shares at September 30,
2012, and

2,996,323 shares at December 31,
2011

Additional paid-in capital
Retained earnings

Total tier 1 capital

Accumulated other comprehensive
income

Total stockholders' equity

Total liabilities and stockholders'
equity

The accompanying notes are an integral part of these financial statements.

60,007
266,238
33,219

377,675,535

2,981,804
8,298,177
66,746,196
78,026,177
791,083
78,817,260

456,492,795

90,079
223,583
136,371

340,504,705

2,996,323
8,640,433
63,301,231
74,937,987
785,472
75,723,459

$
416,228,164
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Consolidated Statements of

Comprehensive Income (unaudited) For the three months ended

September 30,

2012 2011
Interest and dividend revenue

. . $

Loans, including fees $ 3,549,816 3.743.950
U.S. Treasury and government agency
securities 168,931 224,263
State and municipal securities 9,551 13,575
Federal funds sold 12,507 14,390
Interest-bearing deposits 14,708 15,011
Equity securities 4,356 4,404
Total interest and dividend revenue 3,759,869 4,015,613
Interest expense
Deposits 187,556 324.141
Borrowings 4,441 6,712
Total interest expense 191,997 330,853
Net interest income 3,567,872 3.684.760
Provision for loan losses 206,200 55.500
Net interest income after provision for loan
losses 3,361,672 3,629,260
Noninterest revenue
Service charges on deposit accounts 180,674 202778
ATM and debit card 175,282 185,415
Increase in cash surrender value of bank 66.002
owned life insurance ’ 44,558
Gain (loss) on disposition of assets 400 (3.871)
Loss on other than temporary impairment (31.904)
of investment value ’ (10,669)
Miscellaneous 105,235

77,105
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Total noninterest revenue
Noninterest expenses
Salaries

Employee benefits
Occupancy

Furniture and equipment
Data processing

ATM and debit card
Deposit insurance premiums
Other operating

Total noninterest expenses

Income before income taxes

Income taxes

Net income

Earnings per common share - basic and
diluted

Other comprehensive income, net of tax
Unrealized gains (losses) on available for
sale investment securities

arising during the period, net of taxes of
($7,790) and $31,010

Comprehensive income

The accompanying notes are an integral part of these financial statements.

495,709

908,206
276,836
194,050
130,237
66,777
63,779
49,548
424,705

2,114,138

1,743,243

619,000

1,124,243

0.38

(12,283)

1,111,960

515,316

888,236
229,564
209,342
138,917
56,312
62,614
21,788
424,941

2,031,714

2,112,862

791,250
$
1,321,612

$
0.44

26,575
$
1,348,187
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Consolidated Statements of

Comprehensive Income (unaudited) For the nine months ended

September 30,

2012 2011
Interest and dividend revenue

. . $

Loans, including fees 10,791,941 11,581,071
U.S. Treasury and government agency
securities 529,286 717,021
State and municipal securities 34,803 42.862
Federal funds sold 30,714 38.850
Interest-bearing deposits 41,182 44,107
Equity securities 17,860 21251
Total interest and dividend revenue 11,445,786 12,445,162
Interest expense
Deposits 701,231 1,091,145
Borrowings 10,315 17273
Total interest expense 711,546 1,108,418
Net interest income 10,734,240 11,336.744
Provision for loan losses 503,700 1,004,400
Net interest income after provision for
loan losses 10,230,540 10,332,344
Noninterest revenue
Service charges on deposit accounts 574,218 674.139
ATM and debit card 505,172 519.946
Increase in cash surrender value of bank 187.146
owned life insurance ’ 131,007
Gain (loss) on disposition of assets (12,075) (3.621)
Loss on other than temporary impairment (31.904)
of investment value ’ (188,994)
Miscellaneous 274,476

160,586
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Total noninterest revenue 1,497,033

Noninterest expenses

Salaries 2,703,156
Employee benefits 875,454
Occupancy 556,345
Premises and equipment 359,844
Data processing 200,127
ATM and debit card 204,759
Deposit insurance premiums 146,178
Other operating 1,316,745
Total noninterest expenses 6,362,608
Income before income taxes 5,364,965
Income taxes 1,920,000
Net income $ 3,444,965
Earnings per common share - basic and

. $ 1.15
diluted
Other comprehensive income, net of tax
Unrealized gains (losses) on available for
sale investment securities
arising during the period, net of taxes of 5611
$5,097 and $18,807 ’
Comprehensive income $ 3,450,576

The accompanying notes are an integral part of these financial statements.

-5-

1,293,063

2,636,663
845,219
622,574
379,000
183,726
192,294
171,402
1,124,315

6,155,193

5,470,214

1,982,500
$
3,487,714

$
1.16

9,762
$
3,497,476
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Consolidated Statements of Cash
Flows (unaudited)
For the nine months ended

September 30,

2012 2011
Cash flows from operating activities
Interest and dividends received 11,572,500 1$2 319.967
Fees and commissions received 1,204,113 1.570.506
Interest paid (741,618) (1.161.493)
Cash paid to suppliers and employees (5,902,711) (5.834.424)
Income taxes paid (1,920,214) (2.483.936)
Net cash from operating activities 4,212,070 4.910.620
Cash flows from investing activities
Certificates of deposit purchased, net
of maturities (3,036,384) 986,681
Proceeds from maturities of
investments available for sale 38,100,000 41,075,000

Purchase of investments available for
sale
Proceeds from maturities of

(68,327,102)

(30,075,045)

investments held to maturity 39,535,000 15,125,000
Purchase of investments held to
maturity (38,959,290) (43,730,947)
Loans made, net of principal
reductions 4,065,045 6,974,680
Proceeds from sale of premises and

. 400
equipment 250
Purchases of premises, equipment, and
computer software (309,262) (313,006)
Proceeds from sale of other real estate 55.986
and repossessed assets, net ’ 178,629
Purchase of bank owned life insurance (2,000,000) i
Net cash from investing activities (30,875,607) (9.778.758)
Cash flows from financing activities
Net increase (decrease) in
Time deposits (1,934,774) (8.999.832)

11
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Other deposits

Securities sold under agreements to
repurchase

Common shares repurchased

Net cash from financing activities

Net increase in cash and cash
equivalents

Cash and cash equivalents at beginning
of period

Cash and cash equivalents at end of
period

The accompanying notes are an integral part of these financial statements.

36,127,693
3,068,480
(356,775)

36,904,624

10,241,087

52,689,223

62,930,310

26,658,954
1,376,595
(9,890)

19,025,827

14,157,689

50,531,537
$
64,689,226

12



Edgar Filing: TAYLOR CALVIN B BANKSHARES INC - Form 10-Q

Calvin B. Taylor Bankshares, Inc. and Subsidiary

Consolidated Statements of Cash Flows

(unaudited) (continued)
For the nine months ended
September 30,
2012

Reconciliation of net income to net cash

provided

by operating activities

Net income $ 3,444,965

Adjustments to reconcile net income to
net cash

provided by operating activities
Premium amortization and discount
accretion, net

Loss from other than temporary
impairment of investment value

Loss (gain) on disposition of investment
securities

96,018
31,904

4,026
Provision for loan losses 503,700

Depreciation and amortization 375,993

Loss (gain) on disposition of premises,
equipment, and software
Loss (gain) on sale of other real estate and

8,157

(108)
repossessed assets
Decrease (increase) in
Accrued interest receivable 30,695
Cash surrender value of bank owned life (187.147)
insurance
Other assets 37,305
Increase (decrease) in
Accrued interest payable (30,072)
Other liabilities (103,366)
Net cash provided by operating activities $ 4,212,070
Composition of cash and cash

equivalents

Cash and due from banks $ 23,383,015

Federal funds sold 39,533,733

2011

$
3,487,714

165,248

188,994

1,004,400
401,568
(250)

3,871

209,555
(131,007)

(258,166)

(53,076)

(108,231)
$
4,910,620

$
20,654,307

13
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Interest-bearing deposits, except for
time deposits

Total cash and cash equivalents $ 62,930,310

13,562

Supplemental cash flows information:
Non-cash transfers from loans to other
real estate owned

$ -

The accompanying notes are an integral part of these financial statements.

43,992,678

42,241

$
64,689,226

$
929,151

14



Edgar Filing: TAYLOR CALVIN B BANKSHARES INC - Form 10-Q

Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited)

1. Basis of Presentation

The accompanying unaudited consolidated financial statements conform with accounting principles
generally accepted in the United States of America and to the instructions to Form 10-Q. Interim financial
statements do not include all the information and footnotes required for complete financial statements. In the
opinion of management, all adjustments considered necessary for a fair presentation of financial position and
results of operations for these interim periods have been made. These adjustments are of a normal recurring
nature. Results of operations for the nine months ended September 30, 2012 are not necessarily indicative of
the results that may be expected in any other interim period or for the year ending December 31, 2012. For
further information, refer to the audited consolidated financial statements and related footnotes included in the
Company's Form 10-K for the year ended December 31, 2011.

Consolidation has resulted in the elimination of all significant intercompany accounts and transactions.

Cash Flows

For purposes of reporting cash flows, cash and cash equivalents include cash on hand, amounts due from banks, federal funds sold,
and interest-bearing deposits except for time deposits. Federal funds are purchased and sold for one-day periods.

Per share data

Earnings per common share are determined by dividing net income by the weighted average number of common shares outstanding
for the period, as follows:

2012 2011
Three months ended September 30 2,986,498 3,000,471
Nine months ended September 30 2,992,104 3,000,495

15
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

2. Investment Securities

Investment securities are summarized as follows:

Amortized Unrealized Unrealized Fair
cost gains losses value
September 30, 2012
Available for sale
U.S. Treasury $ 76,110,370 $ 1,120,901 $ 4401 $ 77,226,870
State and municipal 401,527 3,907 1,783 403,651
Equity 1,566,913 553,860 471,171 1,649,602

$ 78,078,810 $ 1,678,668 $ 477,355 $ 79,280,123
Held to maturity

U.S. Treasury $ 47,979,597 $ 154,664 $ 1,261 $ 48,133,000
U.S. government agency 7,000,000 2,540 500 7,002,040
State and municipal 4,991,547 15,102 455 5,006,194

$ 59,971,144 $ 172,306 $ 2216 $ 60,141,234

December 31, 2011

Available for sale

U.S. Treasury $ 46,013,913 $ 1,149,257  $ 4231 $ 47,158,939
State and municipal 289,515 2,890 - 292,405
Equity 1,602,843 557,360 514,672 1,645,531

$ 47,906,271 $ 1,709,507 $ 518903 § 49,096,875
Held to maturity

U.S. Treasury $ 44,993,821 $ 246,352  $ 5402 % 45,234,771
U.S. government agency 9,500,004 1,556 16,310 9,485,250
State and municipal 6,130,414 18,079 2,211 6,146,282

$ 60,624,239 $ 265,987 $ 23923 § 60,866,303
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

2. Investment Securities (continued)
The table below shows the gross unrealized losses and fair value of securities that are in an unrealized loss

position as of September 30, 2012, aggregated by length of time that individual securities have been in a
continuous unrealized loss position.

Less than 12 months 12 months or more Total

Fair Unrealized Fair Unrealized Fair Unrealized

value losses value losses value losses
U. S. Treasury $ 10,982,570 $ 4,782 2,997,650 $ 880 $ 13,980,170 $ 5,662
U. S. government agency 1,999,500 500 - - 1,999,500 500
State and municipal 1,272,405 2,238 - - 1,272,405 2,238
Equity 320,558 103,038 340,859 368,133 661,417 471,171

$ 14,575,033 $ 110,558 $ 3,338459 $ 369,013 $ 17,913,492 $ 479,571

The debt securities for which an unrealized loss is recorded are issues of the U. S. Treasury, Federal Home
Loan Bank (a U. S. government agency), and general and highly rated revenue obligations of states and
municipalities. The Company has the ability and the intent to hold these securities until they are called or
mature at face value. Equity securities for which an unrealized loss is recorded are issued by local community
banks or bank holding companies. Management believes that these fluctuations in fair value reflect market
conditions, and are not indicative of other-than-temporary impairment of the investments.

During the nine months ended September 30, 2011, the Company recorded expense of $188,994 related to
the other than temporary impairment (OTTI) of value of two equity investments. In the 27 quarter 2012, one
of the two equity investments ceased business operations and as a result the remaining carrying value of
$4,026 was recorded as a loss. The OTTI related to the failed investment was $110,994 which was recorded in
its entirety in 2011. In the 3™ quarter of 2012, the Company recorded expense of $31,904 related to the other
than temporary impairment of value of an equity holding unrelated to the two equity holdings noted above.

The amortized cost and estimated fair value of debt securities, by contractual maturity and the amount of
pledged securities, follow. Actual maturities may differ from contractual maturities because issuers may have
the right to call or prepay obligations with or without call or prepayment penalties.

September 30, 2012 December 31, 2011

Amortized Fair Amortized Fair

cost value cost value
Available for sale
Within one year $ 42,013,253  $ 42,036,937 $ 32,099,999 $ 32,167,588
After one year through five years 32,501,496 32,551,784 12,206,498 12,288,356
After ten years 1,997,148 3,041,800 1,996,931 2,995,400
Total available for sale $ 76,511,897 $ 77,630,521 $ 46,303,428 $ 47,451,344

Held to maturity

19
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Within one year $ 25,576,195 $ 25,623,351 % 27,304,678 $ 27,382,951
After one year through five years 34,394,949 34,517,883 33,319,561 33,483,352
Total held to maturity $ 59,971,144  $ 60,141,234  $ 60,624,239 $ 60,866,303
Pledged securities $ 24,698,670 $ 24,809,143  $ 22,739,753  $ 22,905,072

Investments are pledged to secure deposits of federal and local governments. Pledged securities also serve
as collateral for securities sold under agreements to repurchase.

-10 -
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

3. Loans and Allowance for Loan Losses
Major classifications of loans are as follows:

September 30, 2012  December 31, 2011
Real estate mortgages

Construction, land development, and land $ 12,673,819 $ 13,162,460
Residential 1 to 4 family, 1st liens 79,681,744 85,772,367
Residential 1 to 4 family, subordinate liens 1,816,472 2,015,355
Commercial properties 116,628,457 113,010,943
Commercial 10,849,619 12,507,978
Consumer 1,997,699 1,737,297

223,647,810 228,206,400
Allowance for loan losses 682,416 672,261
Loans, net $ 222,965,394 $ 227,534,139

Nonperforming loans are loans past due 90 or more days and still accruing plus nonaccrual loans.
Nonperforming assets are comprised of nonperforming loans combined with real estate acquired in
foreclosure and held for sale. The following table details the composition of nonperforming assets:

September 30, December 31,
2012 2011
Loans 90 days or more past due and still accruing
Real estate mortgages
Construction, land development, and land $ 230,749 $ -
Commercial properties 684,422 684,422
Total loans 90 days or more past due and still accruing 915,171 684,422
Nonaccruing loans
Nonaccruing loans - current
Real estate mortgages
Construction, land development, and land 569,784 965,708
Residential 1 to 4 family 243,427 -
Total nonaccruing loans - current 813,211 965,708
Nonaccruing loans - past due 30 days or more
Real estate mortgages
Construction, land development, and land 330,415 255,081
Residential 1 to 4 family 548,864 1,214,516
Commercial properties 901,466 932,966
Total nonaccruing loans - past due 30 days or more 1,780,745 2,402,563
Total nonaccruing loans 2,593,956 3,368,271

Total nonperforming loans 3,509,127 4,052,693
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Other real estate owned 1,659,260 1,715,138
Total nonperforming assets $ 5,168,387 $ 5,767,831

Interest income not recognized on nonaccruing loans was $133,694 for the nine months ended September
30,2012 and $118,643 for the 12 months ended December 31, 2011.

-11 -
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

3. Loans and Allowance for Loan Losses (continued)

The following is a schedule of transactions in the allowance for loan losses by type of loan. The Company

did not acquire any loans with deteriorated credit quality during the periods presented.

Real estate mortgages

Construction

igfl)tzember 30, and land Residential Commercial Commercial Consumer Unallocated Total
Beginning $ $ $ $ $
balance $ 160,392 42,064 $ 193,570 197,353 60,487 18,395 672,261
Loans charged
off (45.081) (239.044) (206,707)(11,077) - (517,966)
Recoveries i 15.943 - 103 8.375 i 24,421
Provision
charged to 15,190 224,200 5,346
operations 319,100 (59,053) (1,083) 503,700
Ending balance $ 130,501 $ $ 211,063 $ $ $ $

’ 138,063 ’ 122,346 56,702 23,741 682,416
Individually evaluated for
impairment:
Balance in $ $ $ $

$ - $ -

allowance - - - -
Related loan $ $ $ $
balance $ 900,199 792,292 $ 1,975,887 - - 3,668,378
Collectively evaluated for
impairment:
Balance in $ $ $ $ $
allowance $ 130,501 138,063 $ 211,063 122,346 56,702 23,741 682,416
Related loan $ $ $ $
balance $ 11,773,620 80,705,924 $ 114,652,570 10,849,619 1,997,699 219,979,432
December 31,
2011
Beginning $ $ $ $ $
balance $ 235,431 50,602 $ 356,993 194,946 119,228 25,972 983,178
Loans charged
off (227,197) (353,238) (865’683)(18,492) (19,650) (1,484,260)
Recoveries 39,072300 i 410 6,261 46,043
Provision
charged to 113,080 702,260
operations 344,400 20,489 (45,352) (7,577) 1,127,300
Ending $ $ $ $ $
balancee $ 160,392 42,064 $ 193,570 197,353 60,487 18,395 672,261

Individually evaluated for
impairment::

23
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Balance in $
$ -
allowance -
Related loan $
balancee $ 1,220,789 1,188,260

Collectively evaluated for

impairment::
Balance in $
allowance $ 160,392 42,064
Related loan $
balancee $ 11,941,671 86,599,462
September 30,
2011
Beginning $
balance $ 235437 50,602
Loans charged
offf (131,562) (347,886)
Recoveries 39,071 300
Provision
charggd to 61,002 325,000
operations

. $
Ending balance $ 203,948 28,016
Individually evaluated for
impairment:
Balance in $
allowance $ 46,088 7,000
Related loan $
balance $ 1,660,623 571,457
Collectively evaluated for
impairment:
Balance in $
allowance $ 157,860 21,016
Related loan $
balance $ 12,226,101 89,088,830

B $
1,617,388 §
$ $ $
193570 197353 60487 18,395
111,393,555 2 5

12,507,978 1,737,297

$ $ $
356,993 194,946 119,228 25972
(835,000) (3,011) (14,756)
- 410 4,892
705,000 (16,878))  (52,252) (17,472))
226,993 3 3 3

175,467 57,112 8,500

15000 ¥ §
1842007 ¥ §
$ $ $
A9 495467 57012 8500
$ $
109826733 1 585730 1,694,321
-12 -

$

$
4,026,437

$

672,261

$
224,179,963

$
983,178

(1,332,215)

44,673

1,004,400

$
700,036

$

68,088

$
4,074,307

$

631,948

$
224,718,717
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

3. Loans and Allowance for Loan Losses (continued)

The table below shows the relationship of net charged-off loans and the balance in the allowance to gross
loans and average loans.

For nine months ended For the year ended
September 30 December 31
2012 2011 2011
Net loans charged off $ 493,545 $ 1,287,542 $ 1,438,217
Allowance for loan losses at end of period $ 682,416 $ 700,036 $ 672,261
Gross loans outstanding at the end of the period $ 223,647,810 $ 228,793,024 $ 228,206,400
Allowance for loan losses to gross loans
outstanding at the end of the period 0.31% 0.31% 0.29%
Average gross loans outstanding during the period $ 229,988,427 $ 235,721,580 $ 237,757,026
Annualized net charge-offs as a percentage of
average loans outstanding during the period 0.29% 0.73% 0.60%

Loans are considered past due when either principal or interest is not paid by the date on which payment is
due. The following table is an analysis of past due loans by days past due and type of loan.

Age Analysis of Past Due Loans
Greater than 90 Days Past

30-59 Days  60-89 Days 90 Days Total Total Due or Greater
September 30,
2012
Real estate
mortgages
Construction,
land
development,

and land $ - $ 330415 % 230,749 $ 561,164

Residential 1 to
4. family, 1st 1,701,465 505,759 529,285 2,736,509 76.945.235 79,681,744 -
liens

Residential 1 to

4 family, - ; - T 1,816,472 1,816,472 -
subordinate

Commercial
properties

Past Due Past Due Past Due Past Due Current Loans and Accruing

$ $

12,112,655 12,673,819 $ 230,749

- 60,000 1,585,889 1,645,889 684,422

114,982,568 116,628,457

Commercial - - - © 10,849,619 10,849,619 )

Consumer ) 18,659 - 18,659 1,979,040 1.997.699 -
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Total $ 1,701,465 $

December 31,
2011

Real estate
mortgages
Construction,
land
development,

and land $ -3

Residential 1 to
4 family, 1st
liens
Residential 1 to
4 family, - -
subordinate

Commercial

properties

177,908 827,281

627,117 32,953

Commercial - -
2,302

Consumer -

Total $ 805,025 $

232,655 $

914,833 $ 2,345,923 § 4,962,221

255,081 $

968,570

1,617,388

1,095,191 $ 2,841,039 $ 4,741,255

- 13 -

$
218,685,589

$

487,736 12,674,724

1,973,759 83,798,608

© 2,015,355

2,277,458 110,733,485

T 12,507,978
2,302 1,734,995
$
223,465,145

$

223,647,810 3 15,171

$

13,162,460 $ )

85,772,367

2,015,355

113,010,943 684,422

12,507,978

1,737,297
$

228,206,400 3 684,422
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

3. Loans and Allowance for Loan Losses (continued)

Loans are considered impaired when management considers it unlikely that collection of principal and
interest payments will be made according to contractual terms. A performing loan may be categorized as
impaired based on knowledge of circumstances that are deemed relevant to loan collection. Not all impaired
loans are past due nor are losses expected for every impaired loan. If a loss is expected, an impaired loan may
have specific reserves allocated to it in the allowance for loan losses. A schedule of impaired loans at period
ends and their average balances for the year follows:

Year-To-Date

Unpaid Average Interest Income
Principal Related Recorded Recognized
September 30, 2012 Balance Allowance Investment During Impairment
With no related allowance recorded
Construction, land development, and land $ 900,199 $ -3 911,284 $ -
Residential 1 to 4 family, 1st liens 792,292 - 821,759 -
Commercial properties 1,975,887 - 2,086,433 40,054
Total $ 3,668,378 $ - 8 3,819,476  $ 40,054
December 31, 2011
With no related allowance recorded
Construction, land development, and land $ 1,220,789 $ -3 1,322,323 $ -
Residential 1 to 4 family, 1st liens 1,188,260 - 1,329.911 -
Commercial properties 1,617,388 - 2,072,269 44,469
Total $ 4,026,437 $ -3 4,724,503 $ 44,469
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

3. Loans and Allowance for Loan Losses (continued)

Credit quality is measured based on an internally designed grading scale. The grades correspond to
regulatory rating categories of pass, special mention, substandard, and doubtful. Evaluation of grades assigned
to individual loans is completed no less than quarterly.

Pass credits are secured or unsecured loans with satisfactory payment history and supporting
documentation. Special mention loans are those with satisfactory payment history that have a defect in
supporting documentation which is defined by the Bank as a critical defect. This may include missing
financial data or improperly executed collateral documents. Substandard credits are those with a weakness
that may jeopardize repayment, such as deteriorating collateral value, or for which the borrower’s ability to
meet payment obligations is questionable. Doubtful credits are loans which are past due at least 90 days or for
which the borrower’s ability to repay the loan is questionable. Loans graded as doubtful are most likely to
result in the loss of principal or loss of revenue due to placement in nonaccrual status. Included in substandard
and doubtful credits are loans on which terms have been modified by a reduction of interest rate and/or
payment amount in order to enable a distressed borrower to service the debt. Management evaluates loans
graded as doubtful individually and provides for anticipated losses through adjustment of the allowance for
loan losses and charges to current earnings.

Credit quality, as measured by internally assigned grades, is an important component in the calculation of
an adequate allowance for loan losses. The following table summarizes loans by credit quality indicator.

September 30, 2012  December 31, 2011

Real Estate Credit Risk Profile by Internally Assigned Grade
Construction, land development, and land

Pass $ 11,773,620 $ 11,941,671
Doubtful

Nonperforming: 90 days or more past due and/or non-accruing 900,199 1,220,789
Total $ 12,673,819 $ 13,162,460

Residential 1 to 4 family

Pass $ 77,314,048 $ 83,934,669
Special Mention 312,996 -
Substandard 3,078,881 2,638,537
Doubtful

Nonperforming: 90 days or more past due and/or non-accruing 792,291 1,214,516
Total $ 81,498,216 $ 87,787,722

Commercial properties

Pass $ 112,788,232 § 106,062,119
Substandard 1,864,337 5,331,436
Doubtful

Less than 90 days past due and accruing 390,000 -
Nonperforming: 90 days or more past due and/or non-accruing 1,585,888 1,617,388
Total $ 116,628,457 $ 113,010,943

Commercial Credit Risk Profile by Internally Assigned Grade
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Pass $ 10,849,619 $ 12,507,978
Total $ 10,849,619 $ 12,507,978
Consumer Credit Risk Profile by Internally Assigned Grade

Pass $ 1,944,220 $ 1,737,297
Special Mention 53,479 -
Total $ 1,997,699 $ 1,737,297

- 15 -
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

3. Loans and Allowance for Loan Losses (continued)

The modification or "restructuring" of terms on a loan is considered a "troubled debt" restructuring if it is
done to accommodate a borrower who is experiencing financial difficulties. The lender may forgive principal,
lower the interest rate or payment amount, or may modify the payment due dates or maturity date of a loan for
a troubled borrower.

At the time of restructuring, the Company may reduce the outstanding principal balance of a loan by
recording a loss through the allowance for loan losses. There were no losses recorded as part of a restructure
in the nine months ended September 30, 2012 or the year ended December 31, 2011. Some troubled debt
restructurings have resulted in losses due to payment default or principal reductions recorded as losses
through the allowance for loan losses subsequent to restructuring. Other restructured loans have been
collected with no loss of principal or have been returned to their original contractual terms. During the nine
months ended September 30, 2012 there were no restructures that defaulted within 12 months of the
restructuring date. During the three months ended September 30, 2012, a loss of $206,707 was recorded
related to a loan that was restructured in the 15t quarter of 2012.

The following table details information about troubled debt restructurings during the periods presented.

At the time of restructuring Within 12 months of restructuring
Number of Balance prior to Balance after Number of Defaults on Other principal
September 30, 2012 contracts restructuring restructuring defaults restructures reductions
Real estate mortgages
o . . $
Residential 1-4 family, 1st liens 2 681.250 $ 690,603 -$ - $ -
Commercial properties 3 1,579,296 1,814,997 - - 206,707
Total 5% 2,260,546 $ 2,505,600 -$ - 8 206,707
December 31, 2011
Real estate mortgages
S . . $
Residential 1-4 family, Ist liens 5% 1,851,393 1.851.393 -$ -3 -
Commercial properties 1 517,998 517,998 - - -
$
Total 6 $ 2,369,391 2.369.391 -3 - 8 -

Troubled debt restructurings with outstanding principal balances as of September 30, 2012 were as follows:

Paying as agreed Past due 30 days or

Total under modified terms more or non-accruing

Number of Current Number of Current Number of Current

contracts Balance contracts Balance contracts Balance
Real estate mortgages

. $

Construction, land development, and land 13 330,415 -$ - 1 330,415
Residential 1 to 4 family, 1st liens 12 3,338,376 10 2,962,223 2 376,153
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Residential 1 to 4 family, subordinate 2 118,257 2 118,257 - i
Commercial properties 8 6,217,014 7 5,315,547 1 901,467
$
Total 23 $ 10,004,062 19 $ 8,396,027 4 1.608.035
-16 -
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

4. Loan commitments

Loan commitments are agreements to lend to customers as long as there is no violation of any conditions of
the contracts. Outstanding loan commitments and letters of credit consist of:

September 30, 2012  December 31, 2011

Loan commitments and lines of credit

Construction and land development $ 5,290,572 $ 1,999,670
Other 27,669,422 22,346,026
$ 32,959,994 $ 24,345,696
Standby letters of credit $ 1,333,758 $ 1,486,677

5. Assets Measured at Fair Value

The Company values investment securities classified as available for sale on a recurring basis. The fair
value hierarchy established in the Financial Accounting Standards Board accounting standards codification
topic titled Fair Value Measurements defines three input levels for fair value measurement. Level 1 is based
on quoted market prices in active markets for identical assets. Level 2 is based on significant observable
inputs other than those in Level 1. Level 3 is based on significant unobservable inputs. The Company values
U.S. Treasury securities, government agency securities, and an equity investment in an actively traded public
utility under Level 1. Municipal debt securities and equity investments in community banks are valued under
Level 2. The Company has no assets measured at fair value on a recurring basis that are valued under Level 3
criteria. At September 30, 2012, values for available for sale investment securities measured at fair value on a
recurring basis were established as follows:

Total Level 1 Inputs Level 2 Inputs
Measured on a recurring basis
U.S. Treasury $ 77226870 $ 77,226,870 $ -
State and municipal 403,651 - 403,651
Equity 1,649,602 422,048 1,227,554
Total assets measured on a recurring basis $ 79,280,123 $ 77,648918 $ 1,631,205

The Company values impaired loans and other real estate owned at fair value on a non-recurring basis
under Level 2. The Company has no assets measured at fair value on a non-recurring basis that are valued
under Level 1 or Level 3 criteria. At September 30, 2012, values for impaired loans and other real estate
owned measured at fair value on a non-recurring basis were established as follows:
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Total Level 1 Inputs  Level 2 Inputs
Measured on a non-recurring basis
Impaired loans $ 3,668,378 % - $ 3,668,378
Other real estate owned 1,659,260 - 1,659,260
Total assets measured on a non-recurring basis $ 5,327,638 $ - $ 5,327,638

The fair value of financial assets and financial liabilities, including those financial assets and financial
liabilities that are not measured and reported at fair value on a recurring basis or non-recurring basis, and the
valuation methods used in estimating the fair value of financial instruments is disclosed in the Company’s
Annual Report on Form 10-K. It is not practicable to report quarterly the fair value of all financial assets and
liabilities.

-17 -
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Notes to Consolidated Financial Statements (unaudited) (continued)

6. New accounting standards

The following accounting pronouncements have been approved by the Financial Accounting Standards
Board but had not become effective and adopted by the Company as of September 30, 2012,

or were first effective in this reporting period. These pronouncements would apply to the Company, upon the effective dates noted, if the
Company or the Bank entered into an applicable activity.

ASU No. 2011-11, "Balance Sheet (Topic 210) - Disclosures about Offsetting Assets and Liabilities," amends
Balance Sheet (Topic 210), to require an entity to disclose both gross and net information about both financial
instruments and transactions eligible for offset in the statement of financial position and instruments and transactions
subject to an agreement similar to a master netting arrangement. The financial instruments and transactions would
include derivatives, sale and repurchase agreements and reverse sale and repurchase agreements, and securities
borrowing and lending arrangements. ASU 2011-11 is effective for annual and interim periods beginning on January
1, 2013, and is not expected to have a significant impact on the Company’s financial statements.

ASU No. 2011-05, "Comprehensive Income (Topic 220) - Presentation of Comprehensive Income." ASU 2011-05
amends Topic 220, "Comprehensive Income," to eliminate the option to present components of other comprehensive
income as part of the statement of changes in stockholders’ equity, among other amendments. An entity has the option
to present the total of comprehensive income, the components of net income, and the components of other
comprehensive income either in a single continuous statement of comprehensive income or in two separate but
consecutive statements. Additionally, ASU 2011-05 requires entities to present on the face of the financial statements
reclassification adjustments for items that are reclassified from other comprehensive income to net income in the
statement(s) where the components of net income and the components of other comprehensive income are presented.
ASU 2011-05 is effective for annual and interim periods beginning after December 15, 2011; however, certain
provisions related to the presentation of reclassification adjustments have been deferred by ASU 2011-12
"Comprehensive Income (Topic 220) - Deferral of the Effective Date for Amendments to the Presentation of
Reclassifications of Items Out of Accumulated Other Comprehensive Income in Accounting Standards Update No.
2011-05," as further discussed below. ASU 2011-05 was adopted early by the Company and applied to the financial
statements for the period ended December 31, 2011. The Company’s financial statements include a single continuous
statement of comprehensive income that includes the components of net income and the components of other
comprehensive income.

ASU No. 2011-12 "Comprehensive Income (Topic 220) - Deferral of the Effective Date for Amendments to the
Presentation of Reclassifications of Items Out of Accumulated Other Comprehensive Income in ASU No. 2011-05."
ASU 2011-12 defers changes in ASU No. 2011-05 that relate to the presentation of reclassification adjustments to
allow the FASB time to further deliberate whether to require presentation on the face of the financial statements the
effects of reclassifications out of accumulated other comprehensive income on the components of net income and
other comprehensive income. ASU 2011-12 allows entities to continue to report reclassifications out of accumulated
other comprehensive income consistent with the presentation requirements in effect before ASU No. 2011-05. All
other requirements in ASU No. 2011-05 are not affected by ASU No. 2011-12.

The accounting policies adopted by management are consistent with accounting principles generally accepted in the
United States of America and are consistent with those followed by peer Banks.
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Calvin B. Taylor Bankshares, Inc. and Subsidiary
Part I. Financial Information

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

This Report contains statements which constitute forward-looking statements within the meaning of Section 27A of
the Securities Act of 1933 and the Securities Exchange Act of 1934. These statements appear in a number of places in
this Report and include all statements regarding the intent, belief or current expectations of the Company, its directors,
or its officers with respect to, among other things: (i) the Company's financing plans; (ii) trends affecting the
Company's financial condition or results of operations; (iii) the Company's growth strategy and operating strategy; and
(iv) the declaration and payment of dividends. Investors are cautioned that any such forward-looking statements are
not guarantees of future performance and involve risks and uncertainties, and that actual results may differ materially
from those projected in the forward-looking statements as a result of various factors discussed herein and those factors
discussed in detail in the Company's filings with the Securities and Exchange Commission.

The following discussion of the financial condition and results of operations of the Registrant (the Company)
should be read in conjunction with the Company's financial statements and related notes and other statistical
information included elsewhere herein.

General

Calvin B. Taylor Bankshares, Inc. (Company) was incorporated as a Maryland corporation on October 31, 1995. The Company owns all of
the stock of Calvin B. Taylor Banking Company (Bank), a commercial bank that was established in 1890 and incorporated under the laws of the
State of Maryland on December 17, 1907. The Bank operates nine banking offices in Worcester County, Maryland and one banking office in
Ocean View, Delaware. The Bank's administrative office is located in Berlin, Maryland. The Bank is engaged in a general commercial and retail
banking business serving individuals, businesses, and governmental units in Worcester County, Maryland, Sussex County, Delaware, and
neighboring counties.

The Company currently engages in no business other than owning and managing the Bank. The Bank employed 92 full time equivalent
employees as of September 30, 2012. The Bank hires seasonal employees during the summer. The Company has no employees other than those
hired by the Bank.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United State of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements. These estimates and assumptions may affect the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from these estimates.

Critical Accounting Policies

The Company’s financial condition and results of operations are sensitive to accounting measurements and estimates of inherently uncertain
matters. When applying accounting policies in areas that are subjective in nature, management uses its best judgment to arrive at the carrying
value of certain assets. One of the