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Annual Report of Holding Companies—FR Y-6

Report at the close of business as of the end of fiscal year

This Report is required by law: Section 5(c)(1)(A) of the Bank
Holding Company Act (12 U.S.C. § 1844(c)(1)(A)); sections 8(a)
and 13(a) of the International Banking Act (12 U.S.C. §§ 3106(a)
and 3108(a)); sections 11(a)(1), 25, and 25A of the Federal
Reserve Act (12 U.S.C. §§ 248(a)(1), 602, and 611a); and sec-
tions 113, 165, 312, 618, and 809 of the Dodd-Frank Act (12 U.S.C.
§§ 5361, 5365, 5412, 1850a(c)(1), and 5468(b)(1)). Return to the
appropriate Federal Reserve Bank the original and the number of
copies specified.

This report form is to be filed by all top-tier bank holding compa-
nies, top-tier savings and loan holding companies, and U.S. inter-
mediate holding companies organized under U.S. law, and by
any foreign banking organization that does not meet the require-
ments of and is not treated as a qualifying foreign banking orga-
nization under Section 211.23 of Regulation K (12 C.F.R. §
211.23). (See page one of the general instructions for more detail
of who must file.) The Federal Reserve may not conduct or spon-
sor, and an organization (or a person) is not required to respond
to, an information collection unless it displays a currently valid
OMB control number.

NOTE: The Annual Report of Holding Companies must be signed by
one director of the top-tier holding company. This individual should
also be a senior official of the top-tier holding company. In the event
that the top-tier holding company does not have an individual who is
a senior official and is also a director, the chairman of the board must
sign the report. If the holding company is an ESOP/ESOT formed as
a corporation or is an LLC, see the General Instructions for the
authorized individual who must sign the report.

I,W. Clay Jones
Name of the Holding Company Director and Official

President/Director

Title of the Holding Company Director and Official
attest that the Annual Report of Holding Companies (including
the supporting attachments) for this report date has been pre-
pared in conformance with the instructions issued by the Federal
Reserve System and are true and correct to the best of my
knowledge and belief.

With respect to information regarding individuals contained in this
report, the Reporter certifies that it has the authority to provide this
information to the Federal Reserve. The Reporter also certifies
that it has the authority, on behalf of each individual, to consent or
object to public release of information regarding that individual.
The Federal Reserve may assume, in the absence of a request for
confidential treatment submitted in accordance with the Board's
"Rules Regarding Availability of Information,” 12 C.FR. Part 261,
that the Reporter and individual consent to public release of all

defils 9 th%yrt concerni individual.

A Uty (

Si'gﬁalure of Holding Compgﬁy Directg;énd Official
A-/S-19.

Date of Signature

Date of Report (top-tier holding company's fiscal year-end):

December 31, 2018
Month / Day / Year

N/A

Reporter's Legal Entity Identifier (LEl) (20-Character LEI Code)
Reporter's Name, Street, and Mailing Address

Commercial National Corporation

Legal Title of Holding Company

PO Box 591

(Mailing Address of the Holding Company) Street / P.O. Box

Brady X 76825
City State Zip Code

105 East Second

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:
W. Clay Jones President/Director

Name Title
325-597-2961 _

Area Code / Phone Number / Extension
325-597-0122

Area Code / FAX Number
wcjones@cnbbrady.com

E-mail Address

WWW.cnbbrady.com
Address (URL) for the Holding Company's web page

For holding companies not registered with the SEC—
Indicate status of Annual Report to Shareholders:

is included with the FR Y-6 report

[J will be sent under separate cover

[T is not prepared

For Federal Reserve Bank Use Only

RSSD ID
C..

Is confidential treatment requested for any portion of 0=No
this report submission? ...........c.ccoeiuiiiiiiiiinnininnn. 1=Yes| O l
In accordance with the General Instructions for this report
(check only one),
1. a letter justifying this request is being provided along
withthereport..........oooiiiiiiii D

2. a letter justifying this request has been provided separately ... D

NOTE: Information for which confidential treatment is being requested
must be provided separately and labeled

as "confidential."

Public reporting burden for this information collection is estimated to vary from 1.3 to 101 hours per response, wilh an average of 5.50 hours per response, including time to gather and
maintain data in the required form and to review instructions and complete the information collection. Send comments regarding this burden estimate or any other aspect of this collection of
information, including suggestions for reducing this burden to: Secretary, Board of Governors of the Federal Reserve System, 20th and C Streets, NW, Washington, DC 20551, and to the

Office of Management and Budget, Paperwork Reduction Project (7100-0297), Washington, DC 20503.

03/2018



For Use By Tiered Holding Companies

FR Y-6
Page 2 of 2

Top-tiered holding companies must list the names, mailing address, and physical locations of each of their subsidiary holding companies

below.

Commercial National Financial Corporation

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

PO Box 591 )
(Mailing Address of the Subsidiary Holding Company) Street / P.O. Box (Mailing Address of the Subsidiary Holding Company) Street / P.O. Box
Brady X 76825

City State Zip Code City State Zip Code

2360 Corporate #400 Hendersonville, Nv 89074

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

(Mailing Address of the Subsidiary Holding Company) Street / P.O. Box

(Mailing Address of the Subsidiary Holding Company) Street / P.O. Box

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

(Mailing Address of the Subsidiary Holding Company) Street / P.O. Box

(Mailing Address of the Subsidiary Holding Company) Street / P.O. Box

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

(Mailing Address of the Subsidiary Holding Company) Street / P.O. Box

(Mailing Address of the Subsidiary Holding Company) Street / P.O. Box

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

12/2012



FORM FR Y-6
COMMERCIAL NATIONAL CORPORATION
P.O. BOX 591
BRADY, TEXAS 76825

12-31-18

REPORT ITEM 1 Annual report to the shareholders is attached

REPORT ITEM 2 Organizational chart

COMMERCIAL NATIONAL CORPORATION
Brady, Texas 76825-0591
(Incorporated in Texas, Holding Company)

OWNS 100% OF

COMMERCIAL NATIONAL FINANCIAL CORPORATION
Henderson, Nv 89074-7722
(Incorporated in Nevada, Holding Company)

OWNS 100% OF

THE COMMERCIAL NATIONAL BANK OF BRADY
Brady, Texas 76825-0591
(Subsidiary Bank, Incorporated in Texas)

THE COMMERCIAL NATIONAL CORPORATION owns 1000 shares, or 100% of the 1000
outstanding shares of the COMMERCIAL NATIONAL FINANCIAL CORPORATION, a
Nevada corporation, and is the only investment owned by COMMERCIAL NATIONAL

CORPORATION.

The COMMERCIAL NATIONAL FINANCIAL CORPORATION, a Nevada corporation, owns
300,000 shares, or 100% of the 300,000 outstanding shares of THE COMMERCIAL
NATIONAL BANK OF BRADY and this is the only investment owned by COMMERCIAL
NATIONAL FINANCIAL CORPORATION.

NO LEI IS AVAILABLE FOR ANY OF THE ABOVE CORPORATIONS



REPORT ITEM 2B Attached

REPORT ITEM 3

(1) List of Shareholders of record owning 5% or more of the voting stock in COMMERCIAL
NATIONAL CORPORATION:

Name and Address Citizenship No. of Shares Percentage
Doris Ellis Jones U.S.A. 24,166 7.05%
Marital Trust

Brady, Texas
W. Clay Jones, Trustee

Doris M. Jones U.S.A. 18,000 5.25%
Brady, Texas

John W. Jones Family Trust U.S.A. 331 .00001%
Brady, Texas
W. Clay Jones, Trustee

William L. Jones Family Trust U.S.A. 41,053 11.98%
Brady, Texas
W. Clay Jones, Trustee

Saundra Davenport U.S.A. 52,230 15.25%
Brady, Texas

Durel Reid U.S.A. 21,766 6.35%
Dallas, Texas

W. Clay Jones U.S.A. 34,736 10.1%
Brady, Texas

Grant J. Jones U.S.A. 22,348 6.52%
Brady, Texas

Mark W. Jones U.S.A. 24,173 7.06%
Brady, Texas

Liane J. Locke U.S.A. 21,848 6.4%
Lubbock, Texas

(2) None
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COMMERCIAL NATTONAL CORPORATION
AND CONSOLIDATED SUBSIDIARIES,
COMMUERCIAL NATIONAL FINANCIAL CORPORATION AND
THE COMMERCIAL NATIONAL BANIC OF BRADY
Brady, Texas

AUDFLE REPORY

December 31, 2018



COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES
Brady, Texas

December 31, 2018
INDEPENDENT AUDITOR’S REPORT
CONSOLIDATED FINANCIAL STATEMENTS:

Balance Shecet
Statement of Income
Statement of Goroprehensive Income
Staternent of Changes in Stockholders” Equity
Statement of Cash Flows
Notes to Consolidated Financial Statements
SUPPLEMENTARY INFORMATION:
Commercial National Corporation {(Parent Company Only) Financial Statements:
Balance Sheet
Statement of Income
Staterment of Clomprehensive Income
Statement of Changes in Stockholders” Fopaiiy
D ;
Statement of Clash Flows
Commercial National Financial Corporation Iinancial Statements:
fBalance Sheel
Statement of Income
Statement of Comprehensive Income
Statement of Changes in Stockholder’s Ecuity
Statement of Cash Flows
The Commercial National Bank of Brady Inancial Statements:
Statement of Condition
Statement of Income
Statement of Gomprehensive Income
Statement of Changes in Stockholder’s Eqquity

Statement of Cash Fows
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D. A. *Tony” Krischke, CPA

INDEPENDENT AUDITOR’S REPORT

1o the Board ol Direciovs of

Caommercial National Corporation
Commercial National Financial Gorporation
The Commercial National Bank of Brady

Report on the Financial Statements

I have audited the accompanying consolidated financial statements of Commercial National Cerporation (a Texas
corporation) and subsidiaries, which comprise the consolidated balance sheet as of December 31, 2018, and the
related consolidated statements of ncome, comprehensive income, changes in stockholders” equity, and cash lows
for the year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statementis

Management is respousible for the preparation and fair ;’)1‘«*%(‘11!‘1(1(:1‘1 of these consolidated financial staterments in
accordance with accounting principles generally accepted in the United States of America; this includes the design,

implementation, and maintenance of internal contrel relevant to the prepavavon and fair presentation of
consolidated financial statements that are free from material musstatement, whether due to fraud or error.

Auditor’s Responsibilily

My responsibility is to express an opinion on these consolidated financial statements based on my audit. ]
conducted my audit in accordance with anditing standards generally accepted in the United States of America.
Those standards require that T plan and perform the audit to obtain reasonable assurance about whether the
consolidaled financial staternents are free of material misstatement,

An audit mvolves p(::ri'on'nirw‘ procedures to obtain evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement ol the consolidated financial statements, whether due to frand or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and lair
presentation of the consolidated financial statements in order to design andit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, [express no such opinion. An audit also includes evaluating the appropriatencess of accounting policies
used and the reasonableness of significant accounting estimates made hy management, as well as rvalu(um the
overall presentation of the consolidated finuncial statements,

I believe that the audit evidence | have obtained is suflicient and appropriate to provide a basis for my audit

opinion,

Opinion
In my opinion, the consolidated financial statements referred to above present fairly, in all material vespects, the
financial position of Gommercial Natonal Corporation and subsidiaries, at December 31, 2018, and the results of
its operations and its cash flows for the year then ended in conformity with accounting principles generally accepted
in the United States of Amcerica. ;

America Counts on CPAs®



Report on Supplementary Information

o staternents as a whole,
The financial statements of Commercial National Corporation (Parent Only), Commercial National Financial
Corporation and The Gommercial National Bank of Brady are presented for the purposes of additonal analysis
and are not a required part of the consolidated financial statements.  Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other records used to
prepare the consolidated financial statements.  The information has been subjected to the auditing procedures
applied in the audit of the consolidated financial statements and certain additional procedures, including comparing
and reconciling such information direetly to the underlying accounting and other records used to prepare the
consolidated financial statements or to the consolidated [inancial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In my
opinion, the separate company linancial stalements are faidly stated in sl waterial respects inorelation o the

My audit was conducted for the purpase of forming an opinion on the consolidated financic

consolidated financial statements as a whole.

[/

/

fhm, )
L ’ 2 j
/ ,‘A:,:‘/t//é//,',,‘{é(i};vw C/{)?{gg“ 3 P(/

§
Krisclike CPA, PC
January 11,2019



COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES
Brady, Texas

December 31, 2018

ABSETS

Cash and due from banks $ 0 2,753,072
Interest-bearing deposits in banks 795,032

Investment Sccurities (Note 2%

Sceuritics available-for-sale $ 62,088,833
Resiricied investments 98,200
Total Tnvestment Securities 62,187,033

Loans Receivable (Note 3k

Foans receivable $ 82,260,767
Less allowance for loun losses (1,206,629
Net Loans Recetvable 81,054,138
Bank premises and cquipment, net (Note 4 1,951,082
Accrued interest receivable 817,179
Other assets . 4.833304

TOTAL ASSETS B 154,370,950

See accompanying notes
panymg
(’1

9



LIABILITIES AND STOGRKITOLDE

LIABILITIES:
Deposits (Note 6}
Demand deposits
Time deposits

Total Deposits

Federal funds purchased
Accrued interest and other liabilitics

Total Liabilities

STOCKHOLDERS EQUITY (NOTES 9 AND 10):
Common stock, par value §0.50, 500,000 shares authorized,
342,650 issued and outstanding
Paid-in capital
Retained earnings
Accumulated other comprehensive income - unrealized
losses on securities

Total Stockholders' Equity

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY

RS EQUITY

171,325
1,994,612
16,520,511

(1,402,146)

$  83.657,060
51,560,988

§ 135,997,048
1,711,000
148,580

§ 137,086,698

17,984,302

F 154,370,930




COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

CONSQLIDATED STATEMENT OF INCOMI,

Year Ended December 81,2018

INTEREST INCOME:

Interest and {ces on loans § 4,675,933
Interest and dividends on investment securities 1,663,183
Interest on deposits with depository institutions 116,791

Total Interest Income 8 (5.’-1;19,84-7

INTEREST EXPENSE:

Interest on deposits 3 555,958
Total Interest Expense (655.958)
NET INTEREST INCOME $ 5,893,889
PROVISION FOR LOAN LOSSES (87,000)
NETINTEREST INCOME AFTER PROVISION FOR
LOAN LOSSES F 5,806,889
OTHER INCOME:
Service charges and [ves 858,473
Increase in cash value of bank owned life insurance 116314
Realized gains on sale of securities 24,451
Other income 74,018
Total Other Income 1,073,256
OTHER EXPENSES:
Salarics B 1,702,388
Employee henefits 766,067
Occupancy and equipment expenses 378,746
Data processing expense 608,439
Audits and examinations 125,250
Other operating expenses 482,679
Total Other Expenses (4,083,569

NET INCOME ' $ 2,816,576

See accom Hanying notes
FH

&



COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

Year Ended December 31, 2018

NET INCOME % 2,816,576
OTHER COMPREHENSIVE INCOME
Changes in net unrealized gains on securities available for sale $  (1,027,675)
Total Other Comprehensive Income (1,027,675)
COMPREHENSIVE INCOME 1788901

Hee '(?\C(‘,(_)Il’lpfll').}’i,l')g 1noetes
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COMMERCGIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

CONSOLIDATED STATEMENT OF CHANGES IN STOCIKHOLDERS BOUTTY

Year Bnded December 31, 2018

Acvumulated
Other Total

Capital Paid-in Retained Comprehensive  Stockholders'
Stock Clapital Parnings Income Equity

BALANCE DECEMBER 31, 2017 $ 170325 & 1,994,612 % 16,103,582 § @7AA7H§ 17895058

NET INCOME 2,816.576 2,816,576

OTHER COMPREHENSIVE

INCOME {1,027,675) (1,027,675}

{2.3499.657) (2,399,657

DIVIDENDS

§ 16520511 & (1402146 § 17,2

{4

171,325 % 1,994,612

BALANCE DECEMBER 31, 2018

Sece accompanying notes

~.



COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

Year Ended Decermber 51, 2018

CASH FLOWS FROM OPERATING ACTIVITIES:
Netmcome
Adjustmenis to reconcile netincorme o net cash provided by
operating activities:
Depreciation
Provision for loan loss
Bank owned life insurance income
Realized gains on sale of sccurities
Arworlization {acerelion) of securitics, nel
Decrease in accrued interest receivable
Decrease in other assets
Increase in acerued interest and other habilities

17,000

Net Cash Provided by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchases of available-for-sale sceurities B (10,182,066
Proceeds from sales and maturities ol available-for-sale securities 24,682,196
Purchase of restricted secnrities (4,700}

Purchase of hank premises and equipment (10,241
Net decrease in loans (236,573
Net increase in interest bearing deposits in banks 4.884.817

Net Cash Provided by Investing Activities

CGASH FLOWS FROM FINANCING ACTIVITIES:
Net decrease in demand deposits B (23,087,652
Net decrease in time deposits {1,228.,558)
Net increase in federal funds purchased 1,711,000
(2,399,657}

Dividends paid

Net Cash Used by Financing Activitics

3,297,303

10,333,433

(25,504,867

NET DECREASE IN CASH AND DUE FROM BANIKS $

(2,944,135 1)
5,677,203

2,733,072

Cash and due from banks at beginning of year _
CASH AND DUE FROM BANRKS AT END OF YEAR $
Supplemental information - Interest paid 4

Sce accompanying notes

543,297



COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

S TATEMENTS

NOTES TO CONSOLIDATED I'IN/

December 31, 2018

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

Commercial National Corporation {the Corporation) is a bank holding company whose principal activity is the
ownership and management ol its whully-owncd subsiciarics. The Conmmercial National Bavk of 5%:1(5" {the
Bank} provides a varicty of financial services to individuals and corporate customers through its offices in Bradly
and San Saba, Texas which are principally agricultural production areas. The Bank's primary deposit
products are demand deposiis and interest bearing checking acconnts, savings accounts and certificates of
ceposit. Its main lending products are commercial business, ,-153,11(‘.nhurn, real estate and consumer loans.

Clonsehdation

The consolidated  financial statements include the accounts of the Corporation and its wholly-owned
subsidiary, Commercial National Financial Corporation and its wholly-owned subsidiary, The Gommercial
National Bank of Brady. All significant intercompany transactions and balances have been climinated.

The accounting and reporting policies of The Commercial National Bank of Brady conform 1o generally
accepted accounting principles and prevailing practices within the banking industry. The Bank carvies its
assets and labilities principally on the historical cost hasis and [ollows the accrual method of accounting,

Use

‘he preparation of financial statements in conformity with generally accepted accounting principles requives
management (o make estimates and assurnptions that allect the re ported amounts of assets and h«i])l]l(l(s and
disclosure of contingent assets and liabilities at the date of the linancial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

nales

The determination of the adequacy of the allowance for Toan losses is based on estimates that are particularly
susceptible to significant changes in the cconomic environment and market conditions. While management
uses available information to recognize losses on loans, further reductions in the carrying amounts of loans may
be necessary based on changes in local economic conditions. o addition, regulatory agencics, as an integral
part of their examination process, periodically review the estimated losses on loans. Such agencies may require
the Bank to recognize additional losses based on their judgments about information d\»mlablt: to them at the
time of their examination. Because of these factors, it is reasonable that the estimated tosses on loans may
change materially in the near term. However, the amount of the change that is pessible cannot be estimated.

Investment Sccurilies

Debt sceuritios are classified as held-to-maturity when the Bank has the positive intent and ability to hold the
sccurities to maturity,  Sccurities held-to-malurity are carried at amortized cost.  The amortization of
premiums and aceretion of discounts are recognized in interest income using methods approximating the
interest method over the period to maturity.

Debt securities not classified as held-to-maturity are classified as available-for-sale. Securities available-for-sale
are carvied at fair value with unrealized gains and losses reported in other comprehensive income,  Realized
gains (losses) on securities available-for-sale are included in other income (expense) and, when ap phubk. are
reported as a reclassification (ul)mum(*nt in other comprehensive income, Gains and Josses on sales of sccurities
are determined on the specific-identification method.

Declines in the fair value of individual held-to-maturity and available-for-sale sccurities below their cost that
are other than lmupomn result in write-downs of the individual securities (o their fair value. The related
write-downs ave included in earnings as realized losses,



NOTE L

COMMERCIAL NATIONAL CORPORATION AND SUBSIDIAR

Brady, Texas

NOTES 1O CONSOLIDATED FINANGIAL STATEMENTS (CONT.)

December 31, 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT

Investment Securitics (Cont.

\

In estimating other-than-temporary impairment low 5, man(mom('m con s‘ 1(‘7\ {]J the lmu,th of time and the
“the

extent to which the fair value has been les
issuer, and (3} the imtent and ability of &hc' l)sz' tu retain s investment in the isxucr foz‘ a period of {ime

sullicient to allow {or any anticipated recovery in fair value.

Loans

Loans are stated at unpaid principal balances, less the allowance Tor Inan Josses. Interest on loans is recognized

over the term of the loan and is caleulated using the simple-interest i'rmﬂ'zr‘u'.l on principal amounts cutstanding.

The accrual of interest on mortgage and commercial loans is discontis uml it the time the loan is 90 days
delinguent unless the credit is well-secured and in process of collection,  Other personal loans are typically
charged off no later than 180 days past due. Past due status is based on contractual terms of the loans. In all
cases, loans are placed on nonacerual or charged ofl’ at an carlier date if collection of principal or interest is
considered doubtful,

All interest acerued but not collected for loans that are placed on nonaccerual or charged offis reversed against
interest income. The interest on these loans is accounted for on the cash-basis or cost-recovery method, until
qualifying for return to accrual. Loans are returned to acerual status when all principal and interest amounts
contractually due are brought current and future payments are rcasonably assured.

Allowance for Loan Losses

The allowance for loan losses reflects management’s judgment of probable Joan losses inherent in the portfolio
at the balance sheet date. Management uses a disciplined process and methodology to establish the allowance
for lusses each quarter. To determine the total allowance for loan losses, the Company estimates the reserves
needed for cach segruent of the portfolio, including loans analyzed mdividually and Joans analyzed on a pouled
basis, 'The allowance [or loan losses consists of amounis applicable to: () the a.umun;n,ml loan portiolio; (it} the
agricultural production loan portfolio; 4ii) the residential mortgage portfolio; (iv) the agriculiural real estate
loan pml!nhu (v) the commercial real estate loan portfolio; (v} the consumer loan portfolio,

s account for cach segment or class

The following is how management determines the balance of the allowane
of loans. Loans are evaluated individually for credit worthiness and graded using an internal classification
system similar to that used by the regulatory authorities. Specific allocations are made to the allowance for the
amounts of loans that could become a loss if certain pending factors do not materialize or if certain credit
weaknesses are not corrected and continue to deteviorate. Allocation is also made for historical loss experience
by portfolio segment using the actual loss experience over the prior twelve month period for that segment.
Loans that do not carry a specific reserve arve assigned a general allocation risk Gctor based on considerations
both internal and external to the portiovlio.  Establishment of a general allocation component, while a
subjective process, is supported by decumentation concerning current conditions and trends.  Management
and the Board of Directors assess the following [actors:

o Trends in delinguencies and nonacerual loans

o Current economic conditions

e Lending stall, policies and procecures

o Cloncentrations of credit

10



COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

December 81, 2018

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT.)

{Clont,)

AMlowance for Loan Losses
o Ofl-balance sheet eredit risk
o Trends in portlolio volume, maturity and composition
o Portiolio objectives

- "The establishment of the allowance for loan losses relies on a consistent process that requires multiple layers of
management review and judgment and responds to changes in economic conditions, borrower behavior, and
collateral value, among other influences. Trom time to time, events or cconomic factors may aflect the loan
portlolio, causing management to provide additional amounts 1o or rclease balances from the allowance for
loan fosses. Additions to the allowance for loan losses are made by charges o the provision for loan losses.
Credit exposures deemod o be uncollectible are charged against the allowance for loan losses, Recoveries of
previously charged off amounts are credited to the allowance for loan losses.

A loan is cousidered impaived when, based on current information and events, it is prohable that the Bank will
be unable to collect the scheduled payments of principal or-interest when due according to the contractual
terms of the loan agreement. Factors considered by management in determining impairment include payment
status, collaieral value, and the probability of collecting scheduled principal and interest payments when due.
Loaus that experience insignificant payment delays and payment shortfals generally are not classilied as
impaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case
basis, taking into consideration all of the cireumstances surrounding the loan and the Lomower, including the
length of the delay, the reasons for the delay, the borrower’s prior payment record, and the amount of the
shortfall in relation Lo the principal and interest owed.  Impatrment is measured on a loan-by-loan basis for
conmmercial and nonresidential real estate loans by cither the present value ol expected futmre cash flows
discounted at the loan’s effective inferest rate, the loan’s obtainable market price, or the fair value of the
collateral if the loan is collateral dependent. When the ultimate collectability of the total principal of an
impaired loan is in doubt and the loan is on nonacerual status, all payments are applicd to principal, under the
cost recovery method. When the ultimate collectability of the total principal of an impaired loan is not in doubt
and the loan is on nonacerual status, contractual interest is eredited to nterest income when received, under the

cash basis method,

Loan Charge OfF Polici
The Bank’s charge off policies are as [allows:
o Commercial loans — Loans are generally charged ofl when collectability is sulliciently questionable to
no longer show the loan as an asset.
s Agricultural production loans — Loans are generally charged of
questionable to no longer show the loan as an asset.
o Residential mortgages — Loans are generally charged off when collectability is sufficiently questionable

¥

when collectability is sufficiently

to no longer show the loan as an ussct.

o Agricultwal real estate loans — Loans are generally charged off when collectability is sufliciently
questionable to na longer show the loan as an asset,

o Commercial real estate loans — Loans are generally charged off when collectability is sufliciently
cuestionable to no longer show the loan as an asset.

o Consumer loans - Loans arc generally fully or partially charged down to the net realizable value when

the loan is 120 days past due.

I



COMMERCGIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

NOTES 1O CONSOLIDATED FINANCIAL STATEMENTS (CONT.)

December 31, 2018

NOTE I: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT)

Prewises and Foguipiment

~cumudated depreciation,

Land s carried at cost. Other premises and equipment are carried at cost net of
Depreciation 1s computed using the straight-line method based on the estimated uselul lives of the assets.
Maintenance and repairs are expensed ag incurred while major additions and improvements are capitalized.
Gaing and losses on dispositions are inclucled in current operations.

Other Real Estale Owned

Real estate properties acquired through or in ieu of loan foreclosure are mitially recorded at the fair value less
estimated selling cost at the date of Toreclosure, Any write-downs based on the assct’s fair value at the date of
acepuisition are charged to the allowance for loan losses.  Afier foreclosuwre, valuations are periodically
performed by management and property held for sale is carried at the Jower of the new cost basis or fair value
less cost o sell. Tmpairment losses on property o be held and used are measured as the amount by which the
carrying amount of a property exceeds its fair value. Costs ol significant property improvements are
capitalized, whereas costs relating to holding property arve expensed. The portion of interest costs relating (o
develapment of real estate is capitalized.  Valuations are periadically performed by management, and any
subsequent write-downs are recorded as a charge 1o operations, il necessary, to reduce the carvying value of a
property to the lower ol its cost or fair value less cost to sell,

Federal Income Taxes

The sharcholders of the Corporation elected (o file the Gorporation’s Federal income tax return in accordance
with Subchapter S provisions of the Internal Revenue Code. Under this section of the Code, the sharcholders
individually report as taxable income the carnings of the Companies; generally there is no provision for Federal
income taxes in the consolidated financial statements.

Income tax returns for the years ended December 31, 2015, 2016 and 2017 remain subject to examination by
the Internal Revenue Service.  Any taxes, penaliies and interest attributable to the Corporation would be
classilied as income taxes on the staterent of income,

Clomprehensive meome

A(:(‘.()an(ing principles generally require that recognized revenue, expenses, gains, and losses be included in net
income. Certain changes in assels and liabilities, such as wwealized gains and losses on available-for-sale
securities, are reported as a separate component of the sharcholders' equity section of the balance sheet. Such
iterns, along with net income, are components of comprehensive income.,

Statement of Cash Flows

The Bank considers all cash and amounts duc from depository insututions (o be cash equivalents for purposes of

the statement of cash flows.

Restriction on Cash and Due from Banks

The Bank is vequired to nmmtam reserve funds in cash or on deposit with the Federal Reserve Bank. The
required reserve at December 31, 2018 was $2,047,000.

12



COMMUERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

Bracly, Texas

OTES TO CONSOLIDATED FINANCIAL S TATEMENTS (CONT.)

December 31, 2018

NOTE 1: SUMMARY OF SICNIFICANT ACCOUNTING POLICIES (CONT.)
Trair value measurements
The Bank [ollows the guidance of FASB ASC 825, Fnancial Instranents, and FASE ASC 820, Fuir Value
Measuwrement. 'Uhis guidance permits entities o measure many financial instruments and certain other items af
fair value. The objective is to improve nancial reporting by providing entitics with the opportunity to mitigate
volatility in reported earnings caused by measuring related assets and liabilities differently without having o

apply complex hedge accounting provisions. This gmdzm( e clarifies that fair value is an exit price, representing
the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants. Under this gnidance, faiv value measurements are not adjusted [or transaction
costs. This guidance establishes a fair value hierarchy that prianitizes the inputs to valuation techniques used to
measure [air value. The hievarchy gives the highest priority (o unadjusted « quoted prices in active markeis {or
identical assets or liabilities (Level T measurements) and the Jowest priority to unobservable inputs (Level 3
meastrements).

NOTE 2: INVESTMENT SLECGURITIES

Investment securifics have been classified in the consolidated balance sheet according to management's intent.

The carrying amount of securities and theiy approximate Jair values at December 31, 2018 are as follows:
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
.S, Government Agency securities § .‘30 138,512 % 3,710 8 1,270.5335 5 48,871,690
State and municipal sceurities ) 3.352.467 6,970 142,294 3,217,143

Total % (’).'1,4'90,,9 79 (088,833

0,661 § 1,412,897 3§

The contractual maturitics of available-for-sale sceuritics at December 31, 2018 are as follows:

Amortized Far

Clost Value
Due in one year or less 53,000,508 §  3.000567
Due afler one year through five years 18,896,910 13,699,632
Due alter five years through fen years 12,557,231 12,327,117
Due after ten years 34,027,529 33,061,197
" § 63,490,079 § 62,088,833

ixpected maturitics will 1 differ from contractual maturities because issuers may have the right to call or prepay
obligations with or without call or prepayment penaltics,

During 2018, available-for-sale sccuritics generated gross proceeds of $24,882,196 from sales or maturities
resulting in gross realized gains of $60.800, gross realized losses of $36,355 and a net realized gain of $24,451.

13



NOTE 2:

NOTE 3:

COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

YIS TO CONSOLIDATED FINANCGIAL STATEMENTS (GONT,)

December 31, 2018

INVESTMENT SECURTTIES (CONTY)

Restricted investments consist of Federal Home Loan Banl stock and Federal Reserve Bank stock carried at cost.
These investments are required to be a member of these financial systems. These securities have no scheduled
maturity date.

Debt securities with a carrying amount of $32,922,920 at December 31, 2018 were pledged 1o secure public

deposits and for other purposes required or permitted by law,

Information pertaining to securities with gross unrealized losses at Decernber 31, 2018, aggregated by investment
category and length of time that individual sccurities have been in a continuous loss position, follows:

Tass than 12 Months 2 Months or greater F'otal
Gross Gross ) Gross
Fair Unrealized Far Tlnrealized Fair Unrealized
Valne T osses ‘ Value Losses Valne T asses
LS. Goveroruent Agency secwrities & 5278186 8 69,366 & 45,164,591 & 1200167 & b 1,270,533
State and mumcipal securitics 4.3598,000 52,350 5.3094.777 89944 P4y 204
Total § 0676816 & 121,716 § 48,550,363 § 199111 § § 1412897

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more
frequently when economic or market concerns warrant such evaluation. Consideration is given to (1) the length
of time and the extent to which the far value has been less than cost, (2} the linancial condition and near-term
prospects of the issuer, and (3) the intent and ability of the Bank to retain its investment in the issuer for a period
of time sufficient to allow lor any antcipated recovery in fair value.

At December 31, 2018 the ninety-three debt secunities with unvealized losses have depreciated 2.369% from the
Bank’s amortized cost basis.  These securities are guaranteed by either the US. Government or other
governments. These unrealized losses relate principally to enrrent interest rates for similar types of securities. In
analyzing an issuer’s financial condition, management considers whether the securities ave issued hy the federal
government ar its agencies, whether downgrades by bond rating agencies have occurred, and the results of
reviews of the issuer’s financial condition.  As management has the ability to hold debt sceurities unal the
foreseeable future no declines are deemed to be other-than-temporary.

FOANS RECEIVABLE AND ALLOWANCE FOR LOAN LOSSES

Loans receivable consist of the following at December 31, 2018:

o
=4

S 7,736,256
8,602,510
97,833,083
9,705,884
94,005,08¢
4,376,972

Commercial loans
Agriculiural production loans
Residential mortgages
Agriculiural real estate loans
Commercial real estate loans

Consuruer loans

{)

Total loans



COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

brady, Texas

NOTES TO CONSOLIDATED FINANCIAL STTATEMEN TS (CONT)

December 31, 2018

NOTE 3: LOANS RECEIVABLE AND ALLOWANCE FOR LOAN LOSSES (CON'T)

The following 15 an analysis of the allowance for loans losses and the recorded investment in loans for the year
ended December 31, 2018:

Allowance for Loan Lowes

!

Reddontiol

Morages Total

Internally assigned eredit guality grades are used to evaluate the eredit quality of the loan portfolio. The grading
analysis cstimates the capability of the borrower to repay the contractual obligations of the loan agreements as
scheduled or at all. The Banlk's internal credit risk grading system is based on experiences with similarly graded

o

loans. Category ratings are reviewed each quarter. The Bank’s internally assigned grades are as follows:

@

L]

L

Pass/Minimal Risk — No loss potential.

Satistsetory - Little or no identifiable risk of timely collection and conforms to Bank policy.

Pass/Walch -~ Requiring additional monitoring but reviewed with no unwarranted risk noted.

QAEM. - Currently protected but has potential weaknesses.

Substandard -+ Inadequately protected by cuerent sound net worth, the paying capacity of the borvower
or by pledged collateral.

Doubtful — All of the weaknesses inherent in the Substandard grade with the added characteristic that
the weaknesses make collection or hquidation in full, on the basis of currently existing facts, conditions,
and values, highly questionable and improbable.

Loss - Assets classified loss are considered uncollectible and of such Litle value that their continuance as

bankable assets is not warranted,



COMMERCIAL NATIONAL GORPORATION AND SUBSIDIARIES
Brady, Texas

NOTES TO CONSOLIDATED FINANGIAL STATEMENTS (CONT)

December 31, 2018

NOTE 3: LOANS RECEIVABLE AND ALLOWANCE FOR LOAN LOSSES (CONT )

The following is an analysis of credit visk profile by internally assigned grade by class of loan at December 31,
2018:

In situations where, for economic or legal reasons related w a borrower’s financial difficulties, management may
grant a concession lor other than an insignificant period of time to the bovrower that would not otherwise be
considered, the related Joan is classified as a "Troubled Debt Restructuring. Management strives to identify
borrowers in financial difficully carly and work with them to modify (0 more affordable terms before their loan
reaches nonacerual status, These modified terms may include rate reductions, principal forgiveness, payment
forbearance and other actions intended to minunize the ceconomic loss and to avoid foreclosure or repossession
of the collateral.  There were no loan modifications during the year ended Decernber 31, 2018 classified as
Troubled Dbt Restructurings.

The following is an age analysis of past due financing receivables by class of financing receivable at Decenber
31, 2018 ;

Recerded

Eavesirnent

90 Days

There were no linancing receivables on nonacerual status at December 51, 2018.

Owverdrafis of $12,269 have been included in loans. There were no impairved loans during the year ended
December 81, 2018, Other real estate owned ol §158,184 mcluded i other assels consisted ol one tract at

December 31, 2018,

16



GCOMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES
Brady, l'exas

NOTES TO CONSOLIDATED FINANCIAL 5 TATEMENTS (CONT.)

December 31, 2018

NOTE 3: LOANS RECEIVABLE AND ALLOWANCE FOR LOAN LOSSES (CONT)

The Bank has entered into transactions with certain divectors, executive officers, significant stockholders, and
their affiliates. Such transactions were made in the ordinary course of business on substantially the same terms
and conditions, including interest rates and collateral, as those prevailing at the same time for comparable
transactions with other customers, and did not, in the opinion of management, involve more than normal credit
risk or present other unfavorable features. The aggregate amount of loans to such related parties at December
31, 2018 was $1,491,923. During 2018 new loans made to such related parties amounted to $1,125,595 and

payments amounted to $862,3349.

NOTE 4: BANK PREMISES AND EQUIPMENT

The following is a summary of hank premises and equipment at Decermmher 31, 2018:
& ? ! 3

Land i 347,371
Buildings 2,415,449
Furniture and equipment 446946
Automobiles o 107,042
§ 3316801
Less accumulated depreciation 1,365,719

$ 1‘))1 “8)

The provision for depreciation amounted to $146,149 in 2018,

NOTE 5: PROFIT SHARING PLAN

I'he Bank has a profit=sharing plan which covers substantially all of its emiployees. The Bank's Board of
Divectors annually determines the amount of the Bank's contribution, in accordance with the terms of the plan.
The expense for the year ended December 31, 2013 amounted to $234,785.

NOTE 6: DEPOSITS
The élfa,fffrefrzatc amount of time deposit accounts in denominations that meet or exceed the FDIC insurance limit

amounted to $15,788,952 at December 31, 2018, The bank held related party deposits of $5,636,344 at
December 31, 2018.

An analysis of time deposits at December 31, 2018, is as follows:
Savings accounts $ 11,450,134
Clertificates of deposit, less than $100,000 9,406,922
Certificales of deposit, $100,000 or greater 8,612,047

Money market accounts 22,100,885
Total B 51,569,988




CGOMMUERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT.)

December 31, 2018

NOTE 6: DEPOSITS (GONT.)

At December 31, 2018, the scheduled maturities of certificates of deposit are as follows:

2020 § 17,438
2021 243
2022 548

% 18,018,96

NOTE 7: FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the normal course of business, the Bank has outstanding commitments and contingent liabilitics, such as
commitments to extend credit and standby letiers of credit, which are not included in the accompanying
consolidated financial statements. The Bank’s exposure to credit Joss in the event of nonperformance by the
other party to the linancial instruments for commitments to extend credit and standby letters ol credit is
vepresenied by the contractual or notional amount of those instruments. The Bank uses the same credit
policies in making such commitments as it does lor instruments that are incladed in the consolidated balance
sheet.

Financial instruments whose contract smount vepresents credit risk at December 31, 2018 are as follows:

Notional
__Amount

Unflunded lines of credit $ 3,571,950
Standby letters of credit 65,000

Commitments to extend credit are agreernents 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.  Since many of the commitments are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent future cash requirements. The Bank cvaluates each
custoraer’s creditworthiness on a casc-by-case basis, The amount of collateral obtained. i deemed necessary
by the Bank upon extension of credit, is based on management’s credit evaluation. Gollateral held varies but
may include accounts receivable, inventory, property and equipment, and income-producing commercial

properties.

Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance of a
customer (o a third party. Standby letters of credit generally have fixed expiration dates or other termination
clauses. The credit risk involved in issaing letters of credit is essentially the same as that involved in extending
loan facilities to customers,  The Bank's policy for obtaining collateral, and the nature of such collateral, is
essentially the same as that involved in making commitments to extend credit.

The Bank has not been required to perform on any financial guarantees during the past year. The Bank has
=5 on Its commitments in 2018,

not incurred any los

NOTE 8; CONCENTRATION OF CREDIT
All of the Bank's loans, related accrued interest receivable, commitments, and standby letters of credit have
been granted to customers in the Bank's market area. All such customers are depositors of the Bank. The
concentrations of credit by the type of loans arce set forth in Note 3.
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COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

NOTES TO CONSOLIDATED FINANCGIAL STATEMENTS (CONT)

December 81, 2018

NOTE 8: CONCENTRATION OF CREDIT (CONT.)
The distribution of commitments to extend eredit approximates the distribution of loans outstanding. The
Bank does not extend credit to any single borrower or group of related borrowers in excess of its legal lending
Himit,

O

The Corporation mainiaing cash balances in several high quality institutions. The halances at times may
exceed federally insured limits, At December 31, 2018, all of the Corporation’s cash balances were federally

insured.
NOTE 9: RESTRICTIONS ON STOCOK TRANSKFERS AND RISTAINED FARNINGS

The Corporation stock has certain transfer restrictions agreed upon by cach sharcholder. Stock may not be
transferred in any way that would jeopardize the 5 election for Federal income tax purposes. The Gorporation
retains a purchase right to acquive any stock involved in a prohibited transfer.

The Bank, as a National Bank, is subject to the dividend resivictions set forth by the Comptroller of the
Currency.  Under such restrictions, the Bank may not, without the prior approval of the Comptroller of the
Currency, declare dividends in excess of the sum of the curvent year's carmings (as defined) plus the retained
earnings (as defined) from the prior two years. The dividends in the current year fell within the dividend
vestrictions.

NOTE 10: REGULATORY MATTERS
The bank is subject to various regulatory capital requirements administered by the federal banking agencies.
Failure to meet minimum capital requivements can initiate certain mandatory - and possibly additional
discretionary - actions by regulators that, it undertaken, could have a direct material effect on the Bank’s
financial statements, Under capital adequacy guidelines and the regulatory framework for prompt corrective
action, the Bank must meet specific capital guidelines that involve quantitative measures of the Bank’s assels,
liabilitics, and certain oft-balance sheet items as caleulated under regulatory accounting practices. The Bank's
capital amounts and classification are also subject to qualitative judgments by the regulators about
components, tisk weightings, and other factors,
Quantitative measurces established by regulation to ensure capital adequacy require the Bank to maintain
minimum amounts and vatios ol capital as set forth in the table below. Management belioves, as of December
31, 2018, that the Bank niects all capital adequacy requirernents to which it is subject,
As of Decermnber 31, 2018, the most recent notification from QGG categorized the Bank as well capitalized
under the regulatory framework for prompt corrective action. To be categorized as well capitalized the Bank
roust maintain minimum capital ratios as set forth in the table. There are no conditions or events since thal
notification that managemaent believes have changed the mistitution’s category.
The Bank’s actual and required capital amounts and ratios arc as {ollows {dollars in thousands):

To Be Well
Capitalized Under

For Gapital Prompt Gorrective
Actual _Adequacy Purposes: Action Provisions:
Amonnt Ratio ~ Amonnt Ratio Amount  Raiio
Toverage ratio 8 s 3§ 6,262 1.00% & 7,852 5.00%
Commmon Equity Tier 1 Capital

ratio 8,673 20.85% 4.30% 5,822 6.50%
Tier 1 Capitl ratio 18,675 20.85% 437 $.00%, 7,166 3.00%
Total Capital ratio 19,795 22.10% 7,166 8.00% 8.957 10.00%
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COMMERCGIAL NATIONAL CORPORATION AND SUBSIDIARIES

Brady, Texas

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CGONT )

December 31, 2018

NOTE 11 OPERATING LEASE
The Bank leases equipment under an operating lease. The following is a schedule of mmimum rental payments
due under this lease:
Year Ended

Dew

wr il

2019 £ 2,100
9020 1,575

Rental expense under this Jease in 2018 amounted (o

NOTE 12: FAIR VALULES OF FINANCIAL INSTRUMENTS

The fair value framework as disclosed in the Fair Value Measuvernents and Disclosure Topie of FASB ASC
Topic 825, Financial Instruments (Fair Value "Fopic) includes @ hierarchy which focuses on prioritizing the
inputs used in valuation techmques. The hicrarchy gives the highest priovity 1o unadjusted quoted prices in
and the lowest priovity to unobservable

active markets for wdentical asseis or Babilities (Level T measirements

7

inputs (Level 8 measimements). The three Tevels of the fair value hierarchy under this quidance are deseribed
helow.

o Levell Valuations for assets and Habilines vaded in active exchance markets.
Valuations are obtained from readily avalable pricing sources for market
transactions invelving identical assets or habilities.

e  levwl? Valuations for assets and labilities traded iy less active dealer or broker
markets, Valuations are obtained from third party pricing serviees {or
identical or comparable assels ov liabilities which use observable inputs other
than Tevel 1 prices, such as quoted prices for simiar asseis or labilities
quoted prices in active markets that are not active; or other inputs that are
observable or can be correborated by obscrvable market data for
substantially the finll term of the assets or liahilities.

a  leveld Linobscrvable inputs that ave supported by litde or no market activity and

that are significant to the fair value of the assets ov Habilites.

A financial instrunent's level within the fair value hicrarchy s based on the lowest level of input that s

significant o the fair value measwrement. FASB ASCH 825 excludes certain financial instruments and all

nonfinancial nstruments from its disclosure requirements.  Accordingly, the aggregate fair value amouuts

presented do not represent the underlying value of the Corporation.

The following methuds and assumptions were used by the Gorporation in estimating its fair value disclosures for

{inancial instrumenis:

Cash and due from banks: The carrying amounts reported in the consolidated balance sheet for cash and due

from banks approximate those assets” faie valuces,

Interest-bearing deposits in bank: The carryving amounts reported in the consolidated balance sheet for interest-
g dey ymng

bearing deposits in bank approximate these assets” fair value.
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NOTE

NOTE 13

COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES
Brady, Texas

NOTUS TO CONSOLIDATED FINANCIAL STATEMENTS (CON'L

December 31, 2018

12 FAIR VALUES OF FINANCIAL INSTRUMENTS (CONT )

Investment sccurities:  Fair value for securities available-for-sale is based on quoted market prices, where
available.  Tf quoted market prices are not available, faiv values are based on quoted market prices of

comparable instruments. Restricted sccurities are not marketable, thus it s not practical to estimate their faiv

value.

Loans: For variable-rate loans that reprice frequently and with no significant change in credit risk, fair values
are based on carrying amounts.  The fair values im other loans are estimaied using discounted cash flow

nalysis, based on interest rates currently being offered for loans with similar terms to borrowers of similar
aredit quality. Loan fair value estimates include judgments rvg;:ndmg future expected loss experience and risk
characteristics. Fair values for impaired loans are estimated using discounted cash {low analysis ov underlying
collateral values, where applicable. The carrying amount of acarued interest receivable approximaies its fair

value.

demand at the reporting date (that is, their carrying amounts). The carrying amounts of variable-rate, fixed-
term money market accounts and certificates of deposit approximate their fair values. Fair values for fixed-rate
certificates of deposit are estimated using a discounted cash flow caleulation that applics interest rates currently
offered on certiticates {o a schecule of aggregated expected monthly maturities on time deposits. The carrying
amount of accrued interest payable approximates fair value.

Deposits: The fair values disclosed for demand deposits are, by definition, equal to the amount payable on

The estimated fair values of the Corporation’s financial instruments at December 31, 2018 are as follows:
Quoted Prices Signficant
in Active Markets Oither Signficant
For Identical Observable Unobservable
Carrying Fair Assets Inputs Toputs
Amouni Value {Level 1 {Level 2) cvel 3)

Financial assets:

Clash and due from banks § 0 2733072 % 2,783,072 § 2,733,072 & &
Interest-bearing deposits in banks 7.!‘) 432 795,052 795,032
Securities available-for-sale 62,088,335 62,088,833 62,088,833
Loans reccivable 81,054,137 79,791,000 79,791,000
Accrued iterest reccivable 817,179 817,179 317,179
Financial Habilities:
Demand deposits 83,668,194 83,668,194 83,668,194
Time deposits 51,569,988 51,545,885 51.543,885
Federal fund purchased 1,711,000 1,711,000 1,711,000
Accrued interest payable 24,0006 24,006 24,006
FAIR VALULE MEPASUREMENTS
Fair value of assets and Habilitics mcasured on a recurring basis at December 51, 2018 are as follows:
Quoted Prices in Active Markets
for Identical Assets
Fair Value Level 1)
Securities available-for-sale & 62,088,833 & 62,086,833



COMMERCIAL NATIONAL CORPORATION AND SUBSIDIARIES
Brady, Texas

NOTES O CONSOLIDATED FINANCIAL STATEMENTS (G INTD

December 31, 2018

NOTE [4: SUBSEQUENT EVENTS.

Management has evaluated subsequent events through January 11, 2019, the date which the financial
statements were available for issue.
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COMMERCIAL NATIONAL CORPORATION
(PARENT COMPANY ONLY}

drady, Texas

BALANCE St

Decomber 31, 2018

ASSELS

CURRENT ASSIETS:
Cash # 11,134
Total Carrent Assels ’ % 11,134

INVESTMENTS:

Investment in Gommercial National Financial Corporation $  17.273.168
Total Investments 17,275,168

OTHER ASSETS:
Organization costs (net of §37,520 amortization) & -
Total Other Assets -

TOTAL ASSETS $ 17,984,302

LIABILITIES AND STOCKHOLDERS FOUITY
LIABILITIES % .

STOCKHOLDERS EQUITY:

Common stock, par value $0.50, 500,000 shares authorized,

342,650 issued and outstanding B 171,825
Paid-in capital 1,994,612
Retained earnings 16,520,011

Accumulated other comprehensive income - unrealized
losses on securifies (1,402,146)
Total Stockholders' Equity 17,284,302

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY ¥

17,284,302

HF



COMMERCIAL NATIONAL CORPORATION
(PARENT COMPANY ONLY)

Brady, Texas

STATEMENT OF INCOME

Year Iinded December 31, 2018

INCOMIE:

Bquity in carnings of subsidiary B 2817998

Total Income

EXPENSE:
Operating expense 3 1,422

Total Expense

NET INCOME

9 4

B

2,817,998

1,422

g

2816576




COMMERCIAL NATIONAL CORPORATION
(PARENT COMPANY ONLY)
Brady, Texas

STATEMENT OF GOMPREIHENSIVE INCOME,

Year Ended December 51, 2018

NET INCOME $ 2816576

OTHER COMPREHENSIVE INCGOME

Changes in net unrealized gains on securitics available for sale

=4
T
<
NS

g
o
<
~)
)

Total Other Comprchensive Income

(1.027,675)

COMPREHENSIVE INCOME $ 1,788,901
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COMMERCIAL NATIONAL CORPORATION
(PARLNT COMPANY ONLY)

Brady, Texas

STATEMENT OF CHANGES IN

BALANCE DECEMBER 31, 2017

NET INCOME

OTHER COMPREHENSIVE
INCOME

DIVIDENDS

BALANCE DECEMBER 31, 2018

Year Ended December 31, 2018

Retained
Famings

Aceumlatedd

Clompreliensive

Total
Stockholdery!
Lty

16,103,592

2,816.576

(2,509,657

$ 17,895,058

2.816,576

027,670

(2,599,657

& 19940612 %

16,520,510 §

B 17,284,302




COMMERCIAL NATIONAL CORPORATION
(PARENT COMPANY ONLY)

Brady, Texas

STATEMENT OF CASH FLOWS

Year Ended December 31, 2018

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income B 2.816.576
Adjustments to reconcile net income to net cash provided by
operating activities:
Increase in equity investiment of subsidiary : {17978
Net Gash Provided by Operating Activitics § 0 2,398,508

CASIH FLOWS FROM FINANCING ACTIVITIES:
Dividends paid B (2,399.057)

Net Cash Used by Financing Activities (2,399.657)

NET DECREASE IN CASH (1,059)

Cash at Beginning of Year : 12,193

CASH AT END OF YEAR T

"~

N
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COMMERCGIAL NATIONAL FINANCIAL CORPORATION

Brady, Texas

BALANCE SHEET

December 31, 2018

INVESTMENTS:

Investment in The Commercial National Bank of Brady 17,273,168

TOTAL ASSETS | $ 17,273,168

LIABILITTES AND STOCGKHOLDER™S EQUITY
LIABILITIES . w

STOCKHOLDER'S EQUITY:

Common stock, par value $1.00, 1,000 shares authorized,

issued and outstanding $ 1,000
Paid-in capital 10,673,412
Retained carnings 8,000,902
Accumulated other com j_:u‘(*.h’(‘:nsivc income - unrealized
losses on sccurities i {1,402,146)
Total Stockholder's Equity » 17,273,168

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

b 17,273,168
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COMMERCIAL NATIONAL FINANCIAL CORPORATION

Brady, Tesas

STATEMENT OF INCOMI

Year Ended December 31, 2018

INCOME:

Lquity in carnings of subsidiary bank
EXPENSE

NET INCOME
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COMMERGIAL NATTONAL FINANCIAL CORPORATION
Brady, Texas

STATEMENT OF COMPREHENSIVE INCOMIS

Year Ended December 31, 2018

NET INCOME § 2,817,008

OTHER COMPREHENSIVE INCOME

Changes in net unrealized gains on securities available for sale 5 (1,027,675
Total Other Comprehensive Income (1,027,675

COMPREHENSIVE INGOME ' g 1,790,323
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COMMERCGIAL NATIONAL FINANCIAL CORPORATION

Brady, Texas

STATEMENT OF CHANGES IN STOCKHOLDER'S EOUITY

BALANCE DECEMBER 31,2017

NET INCOME

OTHER COMPREHENSIVE
INGOME

DIVIDUNDS

BALANCE DECEMBER 31, 2018

Year Inded December 31, 2018

Accumulaied
Other Fotal

Capital Paid-in Retained Comprehensive  Stockholder's
Stock Clapital Farnings Tncome Fapuiiy

1000 ¢

10,675,412 % 7,582,924

2,817,008

{374,471 17,882,865

2.817.998

(1,027 675) {1,027 .675)

(24000200

40

Lono  §

10,675,412 §

8.000,002

& {1,402,146)




COMMERCIAL NATIONAL FINANCIAL CORPORATION
Brady, Texas

STATEMENT OF CASH FLOWS

Year Ended December 31, 2018

CASIHL FLOWS FROM OPERATING ACTIVITILS:
Net income 5 2,817,998
Adjustments (o reconcile net income to net cash provided by

operating activities:

Increase in cquity investment of subsidiary (417,978)

P

Net Cash Provided by Operating Activitics & 2400020

CASH FLOWS FROM FINANCING ACTIVITIES:

Dividends paid

2.2

5 (2,400,020)

(2,400,020}

Net Cash Used by Financing Activities
NET INCREASE IN CASH

Cash at Beginning of Year

CASH AT END OF YEAR % -

L0
N



COMMERCIAL NATIONAL BANK OF BRADY

Brady, Texas

December 81, 2018

ASSETS

Clash and due from banks § 2,733,072
Interest-hearing deposits in banks 795,059

[nvestment Sceurities:

Securities available-for-sale $ 62,088,833
Restricted investmends 98,200
Total Investient Securilies 62,187,033

Loans Receivable:

Loans receivable § 82,260,767
Less allowance for loan losses (1,206,629}

Net Loans Receivable 81,054,138
Bank premises and equipment, net 1,951,082
Accrued interest receivable 317,179

3
Other assets 4,833,394
2 b

TOTAL ASSETS | § 154,370,980




LIABILITIES AND STOCKHOLDER'S EOUITY

LIABILITIES:
Deposits:
Demand deposits
Time deposiis

Total Deposits

Federal fund purchased
Accrued interest and other liabilities

Total Liabilities

STOCKHOLDER'S EQUITY:
Common stock, par value $0.50, 300,000 shares authorized, issued
and outstanding
Paid-in capital
Retained carnings
Accumulated other comprehensive income - unrealized
losses on securities
Total Stockholder's Equity

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

83,668,104
21,069,988

150,000
710,000

17,815,314

(1,402,146)

17.273.168

4 154,370,950



COMMERCIAL NATIONAL BANK OF BRADY

vvvvv

STATEMENT OF INGOME

Year Ended December 31, 2018
INTEREST INCOMI:
Interest and fees on loans B 4,675,933
Interest and dividends on investment securities 1,663,183
Interest on deposits with depository institutions 110,731
Total Interest Income 3 6,449,847
INTEREST EXPENSE:
Interest on deposits B 555,958
Total Interest Expense (555,958)

NET INTEREST INCOME $ 5,893,889

PROVISION FOR LOAN LOSSES (87,000

NETINTEREST INCOME AFTER PROVISION FOR

LOAN LOSSES § 5,806,889

OTHER INCOME:

Service charges and fees 858,473
Inerease in cash value of hbank owned life insurance 116,314
Realized gains on sale of securities 24,451
Other income 74,018
Total Other Income 1,073,256
OTHER EXPENSES:
Salaries S 1,702,388
Iimployee benefits 766,067
Occupancy and cquipment expenses 378,746
Data processing expense 608,439
Audits and examinations 125,250
Other operating expenses 481,257
Total Other Expenses _ (4,062,147}

NET INCOME § 2817998

Lo
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COMMUERCIAL NATIONAL BANK OF BRADY

Brady, Texas

STATEMENT OF COMPREHENSTVE INCOMI,

Year Ended December 31, 2018

NETINCOME $ 0 2,817,998

OTHER COMPREHENSIVE INCOME

Changes in net unrealized gains on securities available for sale S {1,027,675)
Total Other Gomprehensive Income (1,027.675)

Naid

COMPREHENSIVE INCOME § 1790325

o
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BALANCIE DECEMRBIR 31,2017

NET INCOME

COMMERCIAL NATIONAL BANK OF BRADY

Brady, Texas
STATEMENT OF CHANGES IN STOCKHOLDER'S FOUITY

Year Ended December 31, 2018

Accumulated

Othey Totwl
Capital Paid-in Refained Comprehensive  Stockholder's
Stock Capital Earmings Income Equity

150,000 & 10,000 & 17.847,338 &

(374,471

2,817,998

OTHER COMPREHENSIVE

INCOMIS

DIVIDENDS

BALANCE DECEMBER 31, 2018 8

(1,027,675)

(2,400,020

17,882,865

I3

2,817.998

(1,027,475

(2,400,020

710,000 8 178i5811 ¢ (1402 1)

150,000 §

517,973,168

7 -



COMMUERCIAL NATIONAL BANK OF BRADY
Bracly, Texas

STATEMENT OF CASH FL

Year Ended December 31, 2018

CASH FLOWS FROM OPERATING ACTIVITIES:
Net meome F 0 2.816,576
Adjustments to reconcile netincome to net cash provided by
operating activities:

Depreciation 146,149
Provision for loan loss 87,000
Bank owned hife insurance income 116,31 1‘
Realized gains on sale of securities (24,451
Amortization (accretion) of securitics, net 251, /.)2
Decrease in accrued interest receivahle : 3,470
Decercase in other assets 24985
Increase in accrued interest and other lahilities 38,136
Net Cash Provided by Operating Activities ¥ 3,227,303

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchases of available-for-sale sceuritics $ (10,182,066)

Proceeds from sales and maturitics of available-for-sale securitics 24 é’8‘2 196

Purchase of restricted securities ,700)

Purchase of bank premises and equipment () 241)

Net decrease in Joans (2 36,573)

Net increase in interest bearing deposits in banks 4,884,817

Net Cash Provided by Investing Activities 19,333,433

CASH FLOWS I'ROM FINANCING ACTIVITIES:

Net decrcase i demand deposits B {25,587,652)

Net decrease in time deposits (\I,ZEd,\).)Z’,

Net increase in federal funds purchased 1.7 ‘10'

Dividends paid 53 ()() b57)

Net Cash Used by Financing Activities (25,504,867)
NET DECREASE IN CASH AND DUE FROM BANKS 5 (2,944,131)
Clash and due from banks at heginning of year 5,677,205
CASH AND DUE FROM BANKS AT END OF YEAR B 2,733,072
Supplemental information - Interest paic B 543,297
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