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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
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tions 113, 165, 312, 618, and 809 of the Dodd-Frank Act (12 U.S.C.
§8§ 5361, 5366, 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.FR. §
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, Richard M. Sims

Name of the Holding Company Director and Official

President and 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 cerlifies that it has the authorily to provide this
information to the Federal Reserve, The Repotter also certifies
that it has the authority, on behalf of each individual, fo 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 submitlted in accordance with the Board's
"Rules Regardiriy Availability of Information,” 12 C.FR. Part 261,
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For Use By Tiered Holding Companies

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

Physical Location (if different from mailing address)

Physical Lacation (if different from mailing address)

Legal Title of Subsidiary Molding 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/ PO, 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) Streat/ PO, 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)
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Independent Auditor’'s Report

To the Board of Directors and Stockholders
WSB Bancshares, Inc. and Subsidiary
Wellington, Texas

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of WSB Bancshares, Inc. and
Subsidiary (the Company), which comprise the consolidated balance sheets as of December 31, 2018
and 2017, and the related consolidated statements of income and comprehensive income, and
consolidated statements of cash flows for the years then ended, and the related notes to the
consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement.

An audit includes performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditors’ judgment,
including the assessment of the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation to the financial statements in order to design audit 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 we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

il



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of WSB Bancshares, Inc. and Subsidiary as of December 31, 2018 and
2017, and the results of its’ operations and its’ cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

/.g“o"&:w?m/ /£7M¢m/ MJ?Z}Z«& ALF

Certified Public Accountants
Lubbock, Texas

February 28, 2019
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WSB BANCSHARES, INC, AND SUBSIDIARY

Exhibit A
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2018 AND 2017
December 31,
2018 2017
ASSETS
Cash and Cash Equivalents $ 26,112,849 $ 21,187,605
Federal Funds Sold 8,000,000 13,000,000
Investment Securities (Held-to-Maturity) 1,819 2,889
Investment Securities (Available-for-Sale) 103,407,158 103,430,828
Restricted Investments 2,148,190 2,099,882
Other Investments 252,734
Loans Receivable (Net of Allowance for Loan Losses) 227,368,827 227,859,987
Accrued Interest Receivable 3,363,190 3,345,647
Premises and Equipment (Net of Accumulated Depreciation) 13,604,317 12,872,241
Prepaid Expenses 1,818,583 1,206,536
Cash Surrender Value of Life Insurance 9,531,479 8,863,023
Goodwill (Net of Accumulated Amortization) 2,247,218 2,247,218
Intangibles 182,487 377,525
$ 397,786,117 $ 396,746,115
LIABILITIES
Deposits
Non-Interest Beating $ 108,024,945 $ 108,300,564
Interest Bearing 238,044,408 238,657,218
Other Debt 4,890,000 5,600,000
Accounts Payable 827,575 620,515
Accrued Interest Payable 348,070 169,273
Deferred Compensation 4,502,018 3,710,985
$ 356,637,016 $ 357,048,555
STOCKHOLDERS' EQUITY
Capital Stock - Coramon: Par Value $1; 1,000,000 Shares Authorized, 98,809
Shares Issued and 98,624 Shares Qutstanding for 2018; and 1,000,000 $ 98,809 $ 98,809
Shares Authorized, 98,809 Shares lssued and Qutstanding for 2017
Surplus 20,381,921 20,381,921
Retained Earnings 22,473,534 19,731,706
Treasury Stock - 185 Shares in 2018 and 0 Shares in 2017 (91,575)
Accumulated Other Comprehensive Loss (1,713,588) (514,876)

$ 41,149,101 $ 39,697,560

$ 397,786,117  $ 306,746,115

The accompanying notes are an integral part of the consolidated financial statements.
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WSB BANCSHARES, INC. AND SUBSIDIARY

Exhibit B
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017
December 31,
2018 2017
Interest Income
Interest and Fees on Loans $ 13,037,727 $ 12,867,756
Interest and Dividends on Cash and Investments 3,010,618 2,212,611
Interest on Fed Funds Sold 114,837 157,930
$ 16,163,182  § 15,238,297
Interest Expense
Interest on Deposits $ 966,345  § 714,965
Interest on Borrowed Funds 264,901 292,196
$ 1,231,246 & 1,007,161
Net Interest Income $ 14,931,936 $ 14,231,136
l.ess: Provision for Loan Losses 365,000 840,247
Net Interest Income After Provision for Loan Losses $ 14,566,936  $ 13,390,889
Non-Interest Income
Service Charges on Deposit Accounts $ 1,057,205 $ 1,045,973
Gain (Loss) on Sale of Assets 41,500 (10,204)
Gain (Loss) on Sale of Securities (87,458) 57,304
Bargain Purchase Gain 915,000
Other Income 1,063,525 348,706
$ 2,064,772  $ 2,356,779
Non-Interest Expense
Compensation and Benefits $ 7,909,405 $ 7,318,472
Operating Expenses 2,580,258 2,444,829
Occupancy and Equipment 1,599,508 1,674,396
Loan Servicing 42,168 40,117
Professional Services 267,313 286,336
Advertising 348,522 409,514
Other Expenses 232,706 322,232
$ 12,079,880  $ 12,395,896
Net Income $ 3,651,828 § 3,351,772
Other Comprehensive Income (L.oss)
Unrealized Loss on Available-for-Sale Securities (1,2686,170) (11,284)
Reclassification Adjustment for (Gains) L.osses Realized 87,458 (57,304)
Total Comprehensive Income $ 2,453,116 $ 3,283,184

The accompanying notes are an integral part of the consolidated financial statements.
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WSB BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

CASH FLOWS FROM OPERATING ACTIVITIES
Net Income
Adjustment to Reconcile Net Income to Net Cash From
Operating Activities
Depreciation and Amortization
Provision for Loan Losses
Net Premium Amortization on Investment Securities
Amortization of Loan Discounts
Gain on Sale of Investments
Loss on Sale of Fixed Aseets
Proceeds from Loans Held for Sale
Accrued Interest Receivable
Cash Surrender Value of Officer's Life Insurance
Prepaid Expenses and Other Assets
Accounts Payable and Other Liabilities
Net Change in Cash From Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from Sales of Debt Securities Available-for-Sale
Purchases of Debt Securities Available-for-Sale
Maturities, Calls and Prepayments of Debt Securities Available-for-Sale
Maturities, Calls and Prepayments of Debt Securities Held-to-Maturity
Maturities of Other Investments
Net Change in Restricted Investments
Net Change in Loans
Proceeds from Sale of Fixed Assels
Recoveries on Charged-off Loans
Purchases of Property and Equipment
Net Change in Cash From Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Decrease in Deposits
Distributions Paid to Shareholders
Purchase of Treasury Stock
Payments on Other Debt
Net Change in Cash From Financing Activities

CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS - END OF YEAR

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash Paid During the Year for:
Interest
Dividends

The accompanying notes are an integral part of the consolidated financial statements,

$

& &

Exhibit D

December 31,

2018 2017
3,651,828 $ 3,351,772
1,015,343 1,058,227

365,000 840,247
1,190,096 1,173,694
323,514 729,997
87,458 (57,304)
(41,500) 10,204
25,000

(17,543) 182,450

(668,456) (219,342)

(612,047) 199,412
1,186,891 399,824
6,480,584 & 7,694,181

11,057,052 $ 4,241,887
(36,169,750) (45,663,103)
22,660,102 18,216,640

1,070 857
252,734 1,241,477
(48,308) (278,937)
(241,067) 13,643,962
41,500
43,713 78,260
(1,552,382) (333,668)
(3,955,336) $  (8,852,625)
(888,429) %  (17,908,798)
(910,000) (400,338)
(91,575)
(710,000) (1,500,000)
(2,600,004)  $_ (19,809,136)
(74,756) $  (20,967,580)
34,187,605 55,155,185
34,112,849 $ 34,187,605
1,042,449 % 971,073
910,000  $ 400,338
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WSB BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

Consolidation
The accompanying consolidated financial statements include the accounts of WSB Bancshares,
Inc. and wholly-owned subsidiary, Wellington State Bank (the Bank), (collectively, the Company).
All significant intercompany balances and transactions have been eliminated in consolidation.

Nature of Operations
The Company provides a variety of financial services to individuals and corporate customers
through its location in Wellington, Texas, and its branches in Wheeler, Childress, Memphis,
Lubbock, Littlefield, Bowie, Olton, Dalhart and Canadian, Texas. The Company’s primary deposit
products are demand deposit accounts, savings accounts and certificates of deposit. lts primary
lending products are commercial business loans, real estate loans, agriculture loans and
consumer loans. Company customers are located primarily in the Texas Panhandle.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States 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 consolidated financial statements, as well as reported
amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates. Material estimates that are particularly susceptible to significant change in the
near term relate to the determination of the allowance for loan losses, the valuation of available-
for-sale securities and the valuation of goodwill.

Significant Group Concentrations of Credit Risk
Most of the Company’s activities are with customers located within the Texas Panhandle and the
surrounding areas. Note 4 discusses the types of securities in which the Company invests. Note 5
discusses the types of lending in which the Company engages. Although the Company has a
diversified loan portfolio, the Company may be exposed to credit risk from a regional economic
standpoint, as some borrower’s ability to repay loans may be affected by the economic climate of
the overall geographic region in which they reside.

Acquisition Accounting
Mergers and acquisition are accounted for under the acquisition method of accounting. Purchased
assets, including identifiable intangible assets, and assumed liabilities are recorded at their
respective acquisition date fair values. If the consideration given exceeds the fair value of net
assets received, goodwill is recognized.

Interest-Bearing Deposits in Banks
Interest-bearing deposits in banks are carried at cost.
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WSB BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Securities
Debt securities that management has the positive intent and ability to hold to maturity are classed as
held-to-maturity and recorded at amortized cost. Securities not classified as held-to-maturity or
trading, including equity securities with readily determinable fair values, are classified as available-
for-sale and recorded at fair value, with unrealized gains and losses excluded from earnings and
reported in other comprehensive income. During the years ended December 31, 2018 and 2017, the
Company had no securities classified as trading securities.

Purchase premiums and discounts are recognized in interest income using the interest method
over the terms of the securities. Gains and losses on the sale of securities are recorded on the
trade date and are determined using the specific-identification method.

Declines in the fair value of held-to-maturity and available-for-sale securities are evaluated to
determine whether declines in fair value below their amortized cost are other than temporary. In
estimating other-than-temporary impairment losses on debt securities, management considers a
number of factors including, but not limited to (1) the length of time and the extent to which the fair
value has been less than the amortized cost, (2) the financial condition and near-term prospects of
the issuer, (3) the current market conditions and (4) the intent and ability of the Company to not
sell the security or whether it is more likely than not the Company will be required to sell the
security before its anticipated recovery.

Restricted Investment Securities

Restricted investment securities consist primarily of Federal Home Loan Bank stock, Federal
Reserve Bank stock, The Independent Bankers Bank stock and The Bankers Bank stock, which
are carried at cost on the consolidated balance sheets. These equity securities are restricted in
that they can only be sold back to the respective institution or another member institution at par.
Therefore, they are less liquid than other marketable equity securities. The Company views its
investment in restricted stock as a long-term investment. Accordingly, when evaluating for
impairment, the value is determined based on the ultimate recovery of the par value, rather than
recognizing temporary declines in value. No other-than-temporary write-downs have been
reordered on these securities. There has been no impairment to date.

Loans
The Company grants real estate, commercial, agriculture and consumer loans to customers. A

substantial portion of the loan portfolio is represented by commercial and agriculture loans
throughout the Texas Panhandle. The ability of the Company’s debtors to honor their contracts is
dependent upon general economic conditions in this area.

Loans that management has the intent and ability to hold for the foreseeable future, or until
maturity or payoff, are reported at their outstanding principal adjusted for any charge-offs and the
allowance for loan losses. Interest income is accrued on the unpaid principal balance.

Loan origination fees are recognized as income and loan origination costs are expensed as
incurred, as management has determined that capitalization of these items would be immaterial to
the consolidated financial statements.
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WSB BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A loan is considered delinquent when principal and/or interest amounts are not current, in
accordance with the contractual loan agreement.

The accrual of interest on real estate and commercial loans is discontinued at the time the loan is
90 days delinquent unless the credit is well secured and in process of collection. Consumer loans
are typically charged off no later than 120 days past due. In all cases, loans are placed on
nonaccrual status or charged off at an earlier date if collection of principal or interest is
considered doubtful.

All interest accrued, but not collected, for loans that are placed on nonaccrual status or charged
off is 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 status. Loans are returned to
accrual status when all principal and interest amounts contractually due are brought current and
future payments are reasonably assured.

A loan is considered impaired when, based on current information and events, it is probable that
the Company will be unable to collect the scheduled payments of principal or interest when due,
according to contractual terms of the loan agreement. Factors considered by management in
determining impairment include payment status, collateral value and the probability of collecting
scheduled principal and interest payments when due. Loans that experience insignificant
payment delays and payment shortfalls generally are not classified as impaired. Management
determines the significance of payment delays and payment shorifalls on a case-by-case basis,
taking into consideration all circumstances surrounding the loan and the borrower, including the
length of the delay, the reasons for the delay, the borrower’s prior payment record and the
amount of shortfall in relation to the principal and interest owed. Impairment is measured on a
loan-by-loan basis by either the present value of expected future cash flows discounted at the
loan’s effected interest rate, the loan’s obtainable market price of the fair value of the collateral, if
the loan is collateral-dependent.

Loans are fully or partially charged down to the fair value of the collateral securing the loan when
management determines the asset to be uncollectible, repayment is deemed to be delayed or
doubtful beyond reasonable time frames, the borrower has declared bankruptcy or the loan is
past due for an unreasonable time period. Such charge-offs are charged against the allowance
for loan losses. Recoveries of previous loan charge-offs are credited to the allowance for loan
losses only when the Company receives cash or other collateral in repayment of the loan.

In situations related to a borrower’s financial difficulties, the Company may grant a concession to
the borrower for other than an insignificant period of time that would not otherwise be considered.
In such instances, the loan will be classified as a troubled debt restructuring. These concessions
may include interest rate reductions, payment forbearance or other actions intended to minimize
the economic loss and avoid foreclosure of the collateral. In cases where borrowers are granted
new terms that provide for a reduction of either interest or principal, the Company measures an
impairment loss on the restructuring, as noted above for impaired loans.
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WSB BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Acquired Loans
Loans acquired in a business combination are recorded at estimated fair value on their purchase

date without a carryover of the related allowance for loan losses. Acquired loans were segregated
between those considered to be credit impaired and those without credit impairment at
acquisition. To make this determination, management considered such factors as past-due
status, nonaccrual status and credit risk ratings. The fair value of acquired performing loans was
determined by discounting expected cash flows, both principal and interest, at prevailing market
interest rates. The difference between the fair value and principal balances due at the acquisition
date, the fair value discount, is accreted into income over the estimated average life of the loan.

Purchased credit impaired (PCI) loans are acquired loans with evidence of deterioration of credit
quality since origination and it is probable, at the acquisition date, that the Company will not be
able to collect all contractually required amounts. PCIl loans acquired are accounted for on an
individual loan basis. The fair value was initially based on an estimate of cash flows, both
principal and interest, expected to be collected, discounted at prevailing market rates of interest.
Management estimated cash flows using key assumptions such as default rates, loss severity
rates assuming default and estimated collateral values. The excess of cash flows expected to be
collected from a loan over its estimated fair value at acquisition is referred to as the accretable
yield and is recognized in interest income using the effective-yield method over the remaining life
of the loan. When the timing and/or amounts of expected cash flows on such loans are not
reasonably estimable, the fair value discount is not accreted into income.

Allowance for Loan Losses

The Company maintains an allowance for loans losses as a reserve established through a
provision for possible loan losses charged to expense, which represents management’s best
estimate of probable losses that have incurred within the existing portfolio of loans. The
allowance, in the opinion of management, is necessary to reserve for estimated loan losses and
risks inherent in the loan portfolio. The Company’s methodology for the allowance for loan losses
includes allowance allocations calculated in accordance with the FASB Accounting Standards
Codification (ASC), Receivables, and ASC, Contingencies. Accordingly, the methodology is
based on historical loss experience by type of credit and internal risk grade, specific
homogeneous risk pools and specific loss allocations, with adjustment for current events and
conditions.

The Company’s process for determining the appropriate level of the allowance for loan losses is
designed to account for credit deterioration as it occurs. Factors that influence the determination
include quantifiable aspects, such as loan volume, loan concentrations and loan quality trends,
including trends in nonaccrual, past-due and classified loans; current period loan charge-offs and
recoveries. The determination also includes qualitative aspects, such as changes in local,
regional or national economies or markets, and other factors. Such qualitative factors are highly
judgmental and require constant refinement.
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The Company’s allowance for loan losses consists primarily of two elements: (1) a specific
valuation allowance determined in accordance with the ASC based on probable losses on
specific, individual loans and (2) a general valuation allowance determined in accordance with the
ASC based on historical loan loss experience for pools of similar loans, which is then adjusted to
reflect the impact of current trends and conditions.

Premises and Equipment
Land is carried at cost. Premises and equipment are stated at cost, net of accumulated
depreciation. Depreciation is recognized on straight-line and accelerated methods over the
estimated useful lives of the assets. The estimated useful lives range from one to 30 years,

Long-Lived Assets

Long-lived assets, including property and equipment, are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of the assets may not be
recoverable. An impairment loss would be recognized when estimated undiscounted future cash
flows from operations of the asset are less than the canrying value of the asset. The cash flows
used for this analysis are those directly associated with and that are expected to arise as a direct
result of the use and eventual disposition of the asset. An impairment loss would be measured by
the amount by which the carrying value of the asset exceeds its fair value.

Goodwill and Core Deposit Intangible Assets

Goodwill represents the excess of the purchase price over the fair value of net assets acquired in
business combinations accounted for as purchases. Under ASC Topic 350, goodwill is not
amortized but is tested for impairment on an annual basis, or between annual tests if an event
ocecurs or circumstances change that would reduce the fair value of the reporting unit below its
carrying amount. Goodwill of $2,247,218 is included in the accompanying consolidated balance
sheets as of December 31, 2018 and 2017, For the years ended December 31, 2018 and 2017,
the Company performed a qualitative assessment and determined no impairment of goodwill had
occurred.

Core deposit intangible assets represent the value assigned to the existing deposits as part of the
Company’s acquisitions. As of December 31, 2018, the core deposit intangible balance was
$189,977, which is net of accumulated amortization of $465,023 and is included in the
accompanying consolidated balance sheets ($378,000, net of accumulated amortization of
$277,000 in 2017). The core deposit intangibles have finite lives and are being amortized on a
declining balance basis over seven years.

Bank-Owned Life Insurance
The Company owns life insurance policies on certain officers and carries the investment at the

policies’ cash surrender values. The Company pay premiums, owns the cash value and is the
primary beneficiary on the policies.
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Foreclosed Assets
Assets acquired through, or in lieu of, loan foreclosures are held for sale and are initially recorded
at fair value less cost to sell at the date of foreclosure, establishing a new cost basis.
Subsequent to foreclosure, valuations are periodically performed by management and the assets
are carried at the lower of carrying amount or fair value less the cost to sell. Revenue and
expenses from operations and changes in the valuation allowance are included in other

expenses.

Off-Balance-Sheet Credit-Related Financial Instruments
In the ordinary course of business, the Company has entered into off-balance-sheet financial
instruments consisting of commitments to extend credit, commercial letters of credit and standby
letters of credit. Such financial instruments are recorded in the consolidated financial statements
when they are funded or related fees are incurred or received.

Transfers of Financial Assets
Transfers of financial assets are accounted for as sales when control over the assets has been
surrendered. Control over transferred assets is deemed surrendered when (1) the asseis have
been isolated from the Company, (2) the transferee obtains the right (free of condition that
constrain it from taking advantage of that right) to pledge or exchange the transferred assets and
(3) the Company does not maintain effective control over the transferred assets through an
agreement to repurchased them before their maturity.

Cash and Cash Equivalents
For purposes of the consolidated statements of cash flows, cash and cash equivalents include

cash, balances due from banks and federal funds sold. The Company maintains cash in deposit
accounts which, at times, may exceed federally insured limits. The Company has not experienced
any losses in such accounts.

Comprehensive Income
Accounting principles generally require that recognized revenue, expenses, gains and losses be
included in net income. Although certain changes in assets and liabilities, such as unrealized
gains and losses on available-for-sale securities, are reported as a separate component of the
equity section on the balance sheet, such items, along with net income, are components of

comprehensive income.

Income Taxes
The Company, with the consent of its stockholders, has elected under the Internal Revenue

Codes to be taxed as an S corporation. The stockholders of an S corporation are taxed on their
proportionate share of the entity’s taxable income. Therefore, no provision or liability for federal
income taxes has been included in the consolidated financial statements. Certain specific
deductions and credits flow through the Company to its stockholders. The Company is subject to
the Texas gross margin tax.

The Company accounts for uncertainty in income taxes in accordance with the provisions of ASC
Topic 740, Accounting for Uncertainty in Income Taxes, which addresses the determination of
whether tax benefits claimed or expected to be claimed on a tax return should be recorded in the
financial statements. Under this guidance, the Company may recognize the tax benefit from an
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uncertain tax position only if it is more-likely-than-not that the tax position will be sustained on
examination by taking authorities, hased on the technical merits of the position. The tax benefits
recognized in the consolidated financial statements from such a positon are measured based on
the largest benefit that has a greater than 50% likelihood of being realized upon settlement. The
guidance on accounting for uncertainty in income taxes also addresses de-recognition,
classification, interest and penalties on income taxes and accounting in interim periods.

Revenue Recognition
Interest income and expense is recognized on the accrual method based on the respectively
outstanding balance. Other revenue is recognized at the time the service is rendered or

transactions occur.

Advertising
Advertising costs are expensed as incurred.

401(k)-Employee Stock Ownership Plan
The Company has a 401(k) with employee stock ownership provisions for the benefit of
substantially all employees. Under the plan, participants are permitted to contribute to the plan a
minimum of 2% of their compensation up to the maximum amount allowed by law. The Company
matches 100% of participant’s plan contributions for the year up to 6%.

Subsequent Events
The Company has evaluated subsequent events through February 28, 2019, the date the

consolidated financial statements were available to be issued.

Reclassification
Certain amounts have been classified from prior presentation at December 31, 2017, to conform
to classifications at December 31, 2018. There is no effect on previously reported net income or

retained earnings.

. Fair Value Measurements

The Company follows the provisions of ASC, Fair Value Measurements and Disclosures. The
disclosures required about fair value measurements include, among other things, (1) the amounts
and reasons for certain significant transfers among the three hierarchy levels of inputs; (2) the gross,
rather than net, basis for certain Level 3 roll forward information; (3) use of class basis rather than a
major category basis for assets and liabilities and (4) valuation techniques and inputs used to
estimate Level 2 and Level 3 fair value measurements. The ASC defines fair value as the exchange
price that would be received for an asset or paid to transfer a liability in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants
on the measurement date.

!



44
WSB BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The ASC guidance establishes a fair value hierarchy for valuation inputs that prioritizes the inputs
used in valuation methodologies into the following three levels:

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

Level 2 — Observable inputs, other than Level 1, including quoted prices for similar assets or
liabilities, quoted prices in less active markets or other observable inputs that can be corroborated

by observable market data.

Level 3 ~ Unobservable inputs supported by little or no market activity for financial instruments
whose value is determined using pricing models, discounted cash flow methodologies or similar
techniques, as well as instruments for which the determination of fair value requires significant
management judgement or estimation.

The Company uses fair value to measure certain assets and liabilities on a recurring basis when fair
value is the primary measure of accounting. This is done primarily for available-for-sale securities.
Fair value is used on a nonrecurring basis to measure certain assets when applying lower of cost or
market accounting or when adjusting carrying values, such as impaired loans and other real estate
owned.

Fair value is also used when evaluating impairment on certain assets, including held-to-maturity and
available-for-sale securities, goodwill, core deposits and other intangibles, long-lived assets and for
disclosures of certain financial instruments.

There were no significant transfers among the three hierarchy levels of input.

A description of valuation methodologies used for instruments measured at fair value on a recurring
basis, as well as the general classification of such instruments pursuant to the valuation hierarchy, is

set forth below.

Securities Available for Sale
Where quoted prices are available in an active market, securities are classified within Level 1 of

the valuation hierarchy. Level 1 securities would include actively traded government bonds, such
as certain United States Treasury and other United States government and agency securities and
exchange-traded equities. If quoted market prices are not available, then fair values are
estimated by using pricing models, quoted prices of securities with similar characteristics or
discounted cash flows. Level 2 securities generally include certain United States government and
agency securities, corporate debt securities and certain derivatives. In certain cases where there
is limited activity or less transparency around inputs to the valuation, securities are classified with

Level 3 of the valuation hierarchy.
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The following table summarizes assets measured at fair value by class on a recurring basis as
reported on the consolidated balance sheets as of December 31, 2018 and 2017, segregated by
level within the fair value measurement hierarchy:

Total Fair Value Measurement at December 31, 2018

Level 1 Level 2 Level 3 Total
Assels:
United States Government Agency Securities $ $ 3,121,903  $ $ 3,121,903
State and Municipal Securities 33,926,944 33,926,944
Mortgage-Backed Securities 66,358,311 66,358,311
$ 0 % 103,407,158 $ 0 $ 103,407,158
Total Fair Value Measurement at December 31, 2017
Level 1 Level 2 Level 3 Total
Assets:
United States Government Agency Securities $ $ 6,981,740 § $ 6,981,740
State and Municipal Securities 43,232,810 43,232,810
Mortgage-Backed Securities 53,216,278 53,216,278
$ 0 $ 103,430,828 % 0 % 103,430,828

A description of the valuation methodologies used for instruments measured at fair value on a
nonrecurring basis, as well as the general classification of such instruments pursuant to the

valuation hierarchy, is set forth below.

Impaired Loans

The specific reserves for collateral-dependent impaired loans are determined based on the fair
value of collateral method in accordance with ASC Topic 310. Under the fair value of collateral
method, the specific reserve is equal to the difference between the carrying value of the loan and
the fair value of the collateral less estimated selling costs. When a specific reserve is required for
an impaired loan, the impaired loan is essentially measured at fair value. The fair value of
collateral was determined based on appraisals, with further adjustments made to the appraised
values due to various factors, including the age of the appraisal, age of comparables included in
the appraisal and known changes in the market and in the collateral. The resulting fair value
measurement is disclosed in the nonrecurring hierarchy table. Where adjustments made to
appraisals are based on assumptions not observable in the marketplace and where estimates of
fair values used for other collateral supporting commercial loans are based on assumptions not
observable in the marketplace, such valuations have been classified as Level 3.
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Other Real Estate Owned
Other real estate owned, upon initial recognition, is measure and reported at fair value less
estimated costs of disposal through a charge-off to the allowance for loan losses based upon the
fair value of the other real estate acquired. The fair value of other real estate owned is estimated
based on appraisals with further adjustments made to the appraised values due to various
factors, including age of the appraisal, age of comparables included in the appraisal and known
changes in the market and on the collateral. Because the assumptions used to estimate the fair
value of other real estate owned are not observable in the market place, such valuations have
been classified as Level 3.

The following table summarizes assets as of December 31, 2018 and 2017 that are measured at
fair value by class on a nonrecurring basis, are as follows:

Total Fair Value Measurement at December 31, 2017

Level 1 Level 2 Level 3 Total
Impaired Loans $ $ $ $ 0
Other Real Estate Owned 0
$ 0 $ 0 $ 0 $ 0

Total Fair Value Measurement at December 31, 2016

Level 1 Level 2 Level 3 Total
Impaired Loans $ $ $ 206 $ 206
Other Real Estate Owned 0
$ 0 $ 0 $ 206 $ 206
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3. Restrictions on Cash and Amounts Due from Banks

The Company is required to maintain average balances on hand or with the Federal Reserve Bank.
As of December 31, 2018 and 2017, these reserve balances totaled $5.1 million and $2.3 million,
respectively.

i
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Investments Securities

The amortized cost and fair value of securities, with gross unrealized gains and losses, were as

follows:

United States Government Agency Securities
State and Municipal Securities
Mortgage-Backed Securities

United States Government Agency Securities
State and Municipal Securities
Mortgage-Backed Securities

Mortgage-Backed Securities

Mortgage-Backed Securities

Securities Available for Sale at December 31, 2018

Gross Gross
Unrealized Unrealized Approximate
Amortized Cost Gains Losses Fair Value
$ 3,157,970 § $ 36,067 $ 3,121,903
34,077,311 79,568 220,935 33,926,944
67,885,665 117 1,527,471 66,358,311

$ 1051209846 $ 79,685 $ 1,793,473 $ 103,407,158

Securities Available for Sale at December 31, 2017

Gross Gross
Unrealized Unrealized Approximate
Amortized Cost Gains Losses Fair Value

$ 6,999,086 $ 19,032 § 36,378 § 6,981,740
43,086,646 277,752 131,588 43,232,810
53,859,972 49,237 692,931 53,216,278

$ 103,945,704 % 346,021 % 860,897 § 103,430,828

Securities Held to Maturity at December 31, 2018

Gross Gross
Amortized Unrealized Unrealized Approximate
Cost Gains Losses Fair Value
$ 1,819 $ 20§ 1 % 1,838
$ 1,819 $ 20 % 1 8 1,838

Securities Held to Maturity at December 31, 2017

Gross Gross
Amortized Unrealized Unrealized Approximate
Cost Gains Losses Fair Value
$ 2,889 § 58 % 1T $ 2,946
$ 2889 § 58 § 1% 2,946
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As of December 31, 2018, the Company had investment securities carried at approximately $86.9
million ($82.9 million as of December 31, 2017) pledged to secure public funds and for their purposes
required or permitted by law.

The amortized cost and fair value of available-for-sale securities and held-to-maturity securities by
contractual maturity at December 31, 2018, were as follows:

Amortized
Cost Fair Value
Securities Available for Sale;
Within One Year $ 3,380,380  § 3,383,900
After One Year Through Five Years 45,417,154 44,777,943
After Five Years Through 10 Years 22,171,829 21,855,512
Over 10 Years 2,167,446 2,157,470
$ 73,136,809 § 72,174,825
Mortgage-Backed Securities 31,984,136 31,232,333

$ 105,120,945 $ 103,407,158

Securities Held to Maturity:
Within One Year $ $
After One Year Through Five Years
After Five Years Through 10 Years

$ 0 % 0
Mortgage-Backed Securities 1,819 1,838
$ 1,819 & 1,838

For the year ended December 31, 2018, proceeds from the sale of available-for-sale securities totals
$11,057,052. Gross realized gains totaled $9,927, and gross realized loss totaled $105,525. For the
year ended December 31, 2017, proceeds from the available-for-sale securities totals $4,241,877.
Gross realized gains totaled $65,338, and gross realized losses totaled $40,298.
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Information pertaining to securities with gross unrealized losses at December 31, 2018 and 2017,
aggregated by investment category and length of time that individual securities have been in
continuous loss position, is as follows:

Securities Available for Sale at December 31, 2018

Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
United States Government
Agency Securities $ 977,019 § 3395 § 2144884 § 32672 % 3,121,903 § 36,067
State and Municipal Securities 12,083,878 106,135 11,016,228 123,800 23,100,106 229,935
Mortgage-Backed Securities 29,390,842 361,255 36,963,249 1,166,215 66,354,091 1,527,470

$ 42,451,739 $ 470,786 § 50,124,361 $ 1,322,687 $ 92576100 $ 1,793,472

Seourities Available for Sale at December 31, 2017

Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
United States Government
Agency Securities $ 2,160,946 $ 13,297 $ 1817974 § 23,081 $ 3978920 § 36,378
State and Municipal Securities 16,826,584 101,646 2,123,960 29,942 18,950,544 131,688
Mortgage-Backed Securities 37,429 952 452,079 9,682,356 241,053 47,012,308 693,132
$ 56,417,482 § 567,022 $ 13,524,290 294,076 $ 69941772 $ 861,098

As of December 31, 2018, there were 165 securities with unrealized losses (139 securities in 2017).
Based upon an evaluation of the available evidence, including recent changes in market rates and
credit rating information, management believes the decline in fair value of these debt securities is
temporary. In addition, the Company does not have the intent to sell these debt securities prior to
their anticipated recovery.

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 fair value has been less than amortized
cost; (2) the financial condition and near-term prospects of the issuer; (3) the current market
conditions and (4) the intent and ability of the Company to not sell the security or whether it is more
likely than not the Company will be required to sell the security before its anticipated recovery.
Declines in the fair value of held-to-maturily and available-for-sale securities below their amortized
cost basis that are deemed to be other than temporary are carried at fair value. Any portion of a
decline in value associated with credit loss is recognized in earnings as realized losses.
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5. Loan and Allowance for Loan Losses

The components of loans in the consolidated balance sheets were as follows:

December 31,

2018 2017
Real Estate $ 43,418,923 ¢ 43,428,674
Commercial 79,868,926 82,221,099
Agriculture 98,318,152 94,458,486
Consumer 8,570,396 10,451,674
$ 230,176,397  $ 230,569,933
Less: Allowance for Loan Losses 2,807,570 2,699,946

$ 227,368,827 $§ 227,859,987

Included in consumer loans are overdrafts of $103,864 at December 31, 2018 ($141,023 in 2017).

The Company has lending policies and procedures in place to grant loans to borrowers only after a
full evaluation of the credit history and repayment abilities of the borrower. The Company’s extension
of credit is governed by the individual loan policies that were established to control the quality of the
Company’s loans. These policies and procedures are reviewed and approved by the Board of
Directors on a regular basis. Specific loan terms vary as to interest rate, repayment and collateral
requirements based on the type of loan requested and the creditworthiness of the prospective
borrower. Credit risk tends to be geographically concentrated in that a majority of the loan customers
are located in the markets serviced by the Company.

Real Estate Loans
Real Estate Loans include commercial and residential real estate loans.

Commercial Real Estate Loans

The Company’s goal is to create high-quality portfolio of commercial real estate loans with
customers who meet the quality and relationship profitability objectives of the Company.
Commercial real estate loans are subject to underwriting standards and are made primarily on
the historical and projected cash flow of the borrower and secondarily on the underlying
collateral provided by the borrower. These loans are analyzed using projected cash flows, and
the repayment of these loans is largely dependent on the successful operation of the property.
Loan performance may be adversely affected by factors impacting the general economy or
conditions specific to the real estate market, such as geographic location and property type.

Residential Real Estate Loans
The Company originates loans secured by one-to-four family residential property that is located in
its market area. The underwriting process consists of a credit analysis, employment history and
an analysis of the secured real estate property. The repayment and collectability of real estate
loans may be adversely affected by conditions specific to the real estate market, such as

geographic location and property type.
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Commercial Loans

Commercial operating and term loans are originated in the Company’s primary service area. These
loans are made to individuals, partnerships and corporations for the purpose of assisting in the
development of a business enterprise. Commercial loans are underwritten after evaluating and
understanding the borrower’s ability to operate profitably. Such evaluations involve reviews of
historical and cash flow projections and valuations of collateral provided by the borrower. Most
commercial loans are secured by the assets being financed or other available business assets and
may also include a personal guarantee by the principal owners; however, some commercial loans
may be made on an unsecured basis. The repayment of commercial loans is substantially dependent
on the ability of borrowers to operate their businesses profitable and collect amounts due from their
customers. The cash flow of borrowers may not perform as forecasted, and collateral securing the
loans may fluctuate in value due to economic or individual performance factors, minimum standards
and underwriting guidelines have been established for all commercial loan types.

Agriculture Loans (Including Real Estate)

Agriculture operating and term loans are originated in the Company’s primary service area and are
generally used to purchase agricultural equipment, livestock or crop inputs. These loans are primarily
secured by the related agricultural real estate, equipment, livestock or crops. Agricultural term and
operating loans are made primarily on the historical and projected cash flow of the borrower and
secondarily on the underlying collateral provided by the borrower. The cash flow of borrowers,
however, may not perform as forecasted, and collateral securing loans may fluctuate in value due to
economic or individual performance factors. Minimum standards and underwriting guidelines have
been established for all agricultural loan types.

The Company originates loans secured by agricultural real estate in its service area. Agricultural land
in the Company’s service area is considered to be prime agricultural land. These loans are
underwritten using both a cash flow analysis and appraised values.

Consumer Loans

The Company originates direct consumer loans, including vehicle loans and other personal loans,
using criteria established by the Company’s credit policy. Each loan type has separate specified
factors upon which credit decisions are based. These factors include credit history, repayment ability
of the borrower based on current personal income and collateral type and value. The repayment of
consumer loans can be adversely affected by economic conditions and other factors that impact the
borrower’s income.

As of the years ended December 31, 2018 and 2017, the Company had purchased loan
participations from nonrelated banks totaling $13,117,320 and $7,066,019, respectively, and sold
loan participations to nonrelated banks amounting to $1,545,182 and $2,619,867, respectively.
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As part of its on-going monitoring of the credit quality of the Company’s loan portfolio, management
assigns risk grades to loans as follows:

Pass: Pass loans are to borrowers with acceptable credit quality and risk.

Other Assets Especially Mentioned (OAEM): OAEM loans are to borrowers whose credit
quality may have deteriorated since origination and are at risk of further decline unless measures
are taken to correct the situation.

Substandard: Substandard loans are to borrowers with well-defined credit quality weaknesses,
which make payment default or principal exposure possible, but not yet certain. Such loans are
individually evaluated for a specific valuation allowance.

Doubtful: Doubtful loans are to borrowers in which payment default or principal exposure is
probable. Such loans are individually evaluated for a specific valuation allowance.

As of December 31, 2018 and 2017, the Company'’s loan portfolio risk grades by loan segment were
as follows:

December 31, 2018

Pass OAEM Substandard Doubtful Total Loans
Real Estate $ 41,383,857 § 640,979 $ 1,394,087 $ $ 43,418,923
Commercial 77,495,741 1,830,346 498,141 44,698 79,868,926
Agriculture 81,021,511 3,613,869 13,517,507 165,265 98,318,152
Consumer 8,051,716 25,992 490,047 2,641 8,570,396

$ 207,952,825 $ 6,111,186 $ 15,899 782 $ 212,604 $ 230,176,397
December 31, 2017

Pass OAEM Substandard Doubtful Total L.oans
Real Estate $ 41,244,874 $ 685,536 $ 1,498,264 $ $ 43,428,674
Commercial 78,838,482 592,231 2,790,386 82,221,099
Agriculture 88,100,441 1,888,673 4,294,529 179,843 94,463,486
Consumer 10,128,012 10,157 313,505 10,451,674

$ 218,311,809 § 3,176,597 $ 8,896,684 § 179,843  § 230,564,933
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An aged analysis of past-due loans, segregated by class of loans, as of December 31, 2018 and
2017 was as follows:

Real Estate
Commercial
Agriculture
Consumer

Real Estate
Commercial
Agriculture
Consumer

December 31, 2018

Accruing
lLoans 90
Loans 30- L.oans 90 or Total Days or
89 Days More Days Past-Due Current More Past
Past Due Past Due Loans Loans Total Loans Due
$ 401,386  § 88,869 $ 490,264 $ 42,928,669 $ 43,418,923 $
1,471,412 1,009,698 2,481,110 77,387,816 79,868,926
310,563 310,563 98,007,589 98,318,152
322,763 3,596 326,359 8,244,037 8,570,396
$ 2,506,123 § 1,102,163 § 3,608,286 $ 226,568,111 $ 230,176,397 $ 0
December 31, 2017
Accruing
Loans 90
Loans 30- Loans 90 or Total Days or
89 Days More Days Past-Due Current More Past
Past Due Past Due Loans Loans Total Loans Due
$ 742,054 § 312,648 $ 1,054,602 $ 42,374,072 $ 43,428,674  $ 217,555
1,358,688 1,288,907 2,647,595 79,573,504 82,221,099
132,518 132,618 94,325,968 94,458,486
470,350 7,778 478,128 9,973,546 10,451,674
$ 2703610 $ 1,609,233 $ 4,312,843 $ 226,247,090 $ 230,569,933 $ 217,655

Loans are considered impaired and placed on nonaccrual status when, based on current information
and events, it is probable the Company will be unable to collect all amounts due in accordance with
the original contractual terms of the loan agreement. Loans may be placed on impaired and
nonaccrual status regardless of whether or not such loans are considered past due. An analysis of
impaired and nonaccrual loans, segregated by class of loans, as of December 31, 2018 and 2017, is

as follows:

Real Estate
Commercial
Agriculture
Consumer

December 31, 2018

Total
Recorded Recorded Recorded
Investment Investment Investment Average
With No With and Unpaid Related Recorded
Allowance Allowance Balance Allowance Investment
$ $ $ 0 $ $
0
164,265 164,265 184,907
0
$ 164,265 $ 0 $ 164,265 $ 0 $ 184,907
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December 31, 2017

Total
Recorded Recorded Recorded
Investment Investment Investment Average
With No With and Unpaid Related Recorded
Allowance Allowance Balance Allowance Investment
Real Estate $ $ $ $ $
Commercial
Agriculture 205,548 205,548 226,190
Consumer
$ 205,548 $ 0 $ 205,548 $ 0 $ 226,190

During the years ended December 31, 2018 and 2017, the Company did not recognize any

significant interest income on impaired and nonaccrual loans.

As of December 31, 2018 and 2017, there were no loans that have been modified into a troubled

debt restructuring.

Changes in allowance for loan losses, by portfolio segment, for the years ended December 31, 2018

and 2017, were as follows:

Year Ended December 31, 2018

Real Estate Commercial Agriculture Consumer Total
Balance at Beginning of Year $ 379,691 § 642,693 §$ 651,167 $ 1,026,396 % 2,699,946
Provision for Loan Losses 800,172 37,906 (104,681) (368,397) 365,000 !
Charge-Offs (222,862) (2,305) (75,922) (301,089)
Recoveries 285 16,529 3,050 23,849 43,713
Net Charge-Offs $ 285 § (206,333) $ 745 § (62,073) % (257,376)
Balance at End of Year $ 1,180,148 § 474,266 $ 547,231 $ 605,925 % 2,807,570
Allocation; |
Individually Evaluated for Impairment  $ $ $ 164,265 $ $ 164,265 !
Collectively Evaluated for Impairment 1,180,148 474,265 382,966 605,925 2,643,304
Year Ended December 31, 2017 3

Real Estate Commercial Agriculture Consumer Total
Balance at Beginning of Year $ 628,000 $ 665,000 $ 380,000 $ 477,000 % 2,151,000
Pravision for Loan Losses (221,220) 172,283 265,639 633,683 840,285 |
Charge-Offs (28,089) (244,321) (97,188) (369,598)
Recoveries 49,731 15,628 12,900 78,259 ¢
Net Charge-Offs $ (28,089) $ (194,5690) $ 165,628 § (84,288) $ (291,339)
Balance at End of Year $ 379,691 $ 642,693 § 651,167 $ 1,026,395 § 2,699,946 |
Allocation; |
Individually Evaluated for Impairment  $ $ $ 205,648 $ $ 206,648
1,026,395 2,494,398

Collectively Evaluated for lmpairment 379,691 642,693 445,619
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The Company’s record investment in loans as of December 31, 2018 and 2017, related to each
balance in the allowance for loan losses by portfolio segment and disaggregated on the basis of the
Company’s impairment methodology was as follows:

Year Ended December 31, 2018

Real Estate Commercial Agriculture Consumer Total
Loans Individually Evaluated
for Impairment $ $ $ 164,265 $ $ 164,265
l.oans Collectively Evaluated
for Charge-Offs 43,418,923 79,868,926 98,153,887 8,570,396 230,012,132

$ 43,418,923 $ 79,868,926 § 98,318,152 $ 8,570,396 $ 230,176,397

Year Ended December 31, 2017

Real Estate Commercial Agriculture Consumer Total
Loans Individually Evaluated
for Impairment $ $ $ 206,548 $ $ 205,548
L.oans Collectively Evaluated
for Charge-Ofts 43,428,933 82,221,000 94,252,452 10,452,000 230,354,385

$ 43,428,933 $ 82,221,000 $ 94,458,000 § 10,452,000 $ 230,559,933

During the year ended December 31, 2018, the Company did not implement any significant changes
to its allowance for loan loss methodology.

Premises and Equipment

Components of premises and equipment included in the consolidated balance sheets were as
follows:

December 31,

2018 2017

Land $ 2,506,921 $ 2,506,921
Buildings 12,957,030 11,733,706
Equipment & Furniture 3,807,785 3,478,728
Bank-Owned Vehicles 338,128 411,673

$ 19,609,864  § 18,130,928
Less: Accumulated Depreciation 6,005,547 5,258,687
Total $ 13,604,317  $ 12,872,241

Depreciation expense for the years ended December 31, 2018 and 2017, totaled $820,305 and
$780,553, respectively.
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7. Deposits
Deposits consist of the following:

December 31,

2018 2017
Non-Interest Bearing Demand $ 108,024,945 § 108,300,664
Savings Deposits 63,759,149 60,750,889
Certificates of Deposit & IRA Deposits 76,364,438 68,766,483
Interest Bearing Demand Accounts 97,920,821 109,139,846

$ 346,069,353 $ 346,957,782

The aggregate amount of certificates of deposit (CDs) in denominations of $250,000 or more, totaled
$21,793,890 and $18,848,025 at December 31, 2018 and 2017, respectively.

As of December 31, 2018, the scheduled maturities of CDs and IRAs are as fallows:

Maturing Within One Year $ 67,209,512
Maturing From One to Three Years 6,968,176
Maturing After Three Years 2,186,750

$ 76,364,438

8. Federal Home Loan Bank (FHLB) Borrowings

FHLB borrowings are secured by a blanket lien on certain real estate loans. As of December 31,
2018 and 2017, there were no outstanding FHLB borrowings. The available line of credit on
borrowings was $84,576,736 as of December 31, 2018 ($86,797,188 in 2017).

9. Note Payable

On October 28, 2016, the Company entered into a note agreement with an unrelated bank for
$9,000,000 and advanced $7,100,000. The maturity date of the note is October 28, 2027, and the
interest rate is the greater of the Wall Street Journal prime rate or 3.50 percent. Accrued and unpaid
interest shall be paid quarterly commencing on January 28, 2017, and continuing January 28, April
28, July 28 and October 28 of each calendar year thereafter. Principal is due in 10 annual
installments commencing on April 28, 2018 and continuing on the same date of each calendar year
thereafter until the maturity date. The note is collateralized by the common stock of WSB
Bancshares, Inc. The balance as of December 31, 2018 and 2017 was $4,890,000 and $5,600,000,

respectively.
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Aggregate maturities required on note payable at December 31, 2018, are as follows:

Year Ending December 31;

2019 $ 710,000
2020 710,000
2021 710,000
2022 710,000
2023 2,050,000

$ 4,890,000

10. Off-Balance Sheet Activities
Credit-Related Financial Instruments

The Company is a party to credit-related financial instruments with off-balance-sheet risk in the
normal course of business to meet the financing needs of its customers. These financial instruments
include commitments to extend credit and standby letters of credit. Such commitments involve, to
varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the
consolidated balance sheets.

The Company’'s exposure to credit loss is represented by the contractual amount of these |
commitments. The Company follows the same credit policies in making commitments as it does for
on-the-balance-sheet instruments.

The following financial instruments, whose contract amounts represent credit risk, were outstanding:

December 31,

2018 2017
Unfunded Commitments Under Lines of Credit $ 51,104,000 $ 48,142,000
Standby Letters of Credit 1,292,000 1,065,000

Unfunded commitments under lines of credit include revolving credit lines, straight-credit lines and
interim construction loans, which are commitments for possible future extensions of credit to existing
customers. These lines of credit may be drawn upon to the total extent to which the Company is
committed.

To reduce credit risk related to the use of credit-related financial instruments, the Company might
deem it necessary to obtain collateral. The amount and nature of the collateral obtained are based on
the Company's credit evaluation of the customer. Collateral held varies, but may include cash;
securities; accounts receivable; inventory; property, plant and equipment; and real estate.
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Standby letters of credit are conditional commitments issued by the Company to guarantee the
performance of a customer to a third party. Those letters of credit are primarily issued to support
public and private borrowing arrangements. Essentially all letters of credit issued have expiration
dates within one year. The credit risk involved in issuing letters of credit is essentially the same as
that involved in extending loan facilities to customers. The Company generally holds collateral
supporting those commitments, if deemed necessary.

Legal Contingencies

The Company may, from time to time, be involved in litigation and claims arising in the normal course
of business. Management, after consultation with legal counsel, believes that the liabilities, if any,
arising from such litigations and claims will not be material to the Company’s consolidated financial

position.

Related-Party Transactions

In the ordinary course of business, the Company has granted loans to principal officers and directors
and their affiliates. The aggregate balance of loans to related parties at December 31, 2018, totaled
$4,402,491 (84,543,546 in 2017).

Deposits from related parties held by the Company at December 31, 2018 and 2017, totals
$3,685,815 and $2,410,234, respectively.

Employee Benefits

The Company has a 401(k) with employee stock ownership provisions (KSOP) for the benefit of
substantially all employees. Under the plan, participants are permitted to contribute to the plan a
minimum of 2% of their compensation up to the maximum amount allowed by law. The Company
matches 100% of the participant's plan contributions for the year up to 6%. Shares of stock
purchased and cash dividends received on those shares during the year are allocated at year-end to
the participants. Total contributions made by the Company for the 401(k) were $217,360 for year
December 31, 2018 ($221,675 in 2017). As of December 31, 2018 and 2017, the KSOP owned 6,969
shares of the Company’s common stock. There were no dividends paid to the KSOP during the year

ended December 31, 2018.

The Company has nonqualified deferred compensation plans, which provide death and retirement
benefits for certain officers and one director. Benefits under the plans are payable over a 15-year
period following death or retirement. Deferred compensation expense of $728,203 was recorded in
2018 ($96,945 in 2017) and is included in salaries and employee benefits on the consolidated
statements of income. Deferred compensation payable totaled $4,502,018 at December 31, 2018
($3,710,985 in 2017). The Company has purchased life insurance policies to fund future plan
obligations. These policies had an aggregate cash surrender value of $9,5631,479 at December 31,

2018 ($8,863,023 in 2017).
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14. Capital and Regulatory Matters

The Company is subject to various regulatory capital requirements administered by the federal
banking agencies. Capital adequacy and prompt corrective action regulations involve quantitative
measures of assets, liabilities and certain off-balance-sheet items calculated under regulatory
accounting practices. Capital amounts and classification are also subject to qualitative judgments by
regulators about component classification, risk weighting and other factors.

The Basel lll capital rules become effective for the Company on January 1, 2015 subject to a four-
year phase-in period. Quantitative measures established by the Basel Il capital rules to ensure
capital adequacy require the maintenance of minimum amounts and rations (set forth in the table
below) of Common Equity Tier 1 Capital, Tier 1 Capital, and Total Capital to Risk-Weighted Assets,
and of Tier 1 Capital to Average Assets. In connection with the adoption of the Basel lll capital rules,
the Company elected to opt-out of the requirement to include most components of accumulated other
comprehensive income in Common Equity Tier 1 Capital.

Management believes, as of December 31, 2018 and 2017, that the Company met all capital
adequacy requirements to which it is subject. As of December 31, 2017 the most recent notification
from the regulators categorized the Company as well capitalized under the regulatory framework for
prompt corrective action.

The following tables present actual and required capital ratios as of December 31, 2018 and 2017,
for the Company under the Basel Il capital rules. The minimum required capital amounts present the
minimum required levels as of December 31, 2018 and 2017, based on the phase-in of the Basel Il
capital rules and the minimum required as of January 1, 2019, when the phase-in is complete.
Capital levels to be considered well capitalized under prompt corrective action regulations are also
presented.

December 31, 2018

Minimum Required to

Minimum Requirec be Well Capitalized
Actual Basel Il Full Phase-in Under Prompt
Amount Ratio Amount Ratio Amount Ration

Common Equity Tier 1 Capital
to Risk-Weighted Assets $ 45,308,523 156.53% $ 20,421,800 7.00% $ 18,963,100 6.50%
Tier 1 Capital to Risk-

Weighted Assets 45,308,523 15.53% 24,797,900 8.50% 23,339,200 8.00%
Total Capital to Risk-
Weighted Assets 48,116,092 16.49% 30,632,700 10.50% 29,174,000 10.00%

Tier 1 Capital 1o Average
Assets 45,308,523 11.56% 17,639,541 4.50% 19,599,490 5.00%
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December 31, 2017

Minimum Required to be

Minimum Required Well Capitalized Under
Actual Basel 11l Full Phase-In Prompt Corrective
Amount Ratio Amount Ratio Amount Ration

Common Equity Tier 1 Capital
to Risk-Weighted Assets $ 43,263,012 14.83% $ 20,423,000 7.00% $ 18,964,000 6.50%

Tier 1 Capital to Risk-

Weighted Assels 43,263,012 14.83% 24,799,000 8.50% 23,341,000 8.00%
Total Capital to Risk-

Weighted Assets 45,962,959 15.75% 30,635,000 10.50% 29,176,000 10.00%
Tier 1 Capital to Average

Assets 43,263,012 11.06% 17,608,000 4.50% 19,565,000 5.00%

Recently Issued Accounting Standards

In January, 2016, the FASB issued ASU No. 2016-01, Recognition and Measurement of Financial
Assets and Financial Liabilities (Topic 825-10). The ASU applies to all entities that hold financial
assets or owe financial liabilities and represents the finalization of just one component of the FASB’s
broader financial instruments project. The most far-reaching ramification of the ASU is the elimination
of the available —for-sale classification for equity securities and a new requirement to carry those
equity securities with readily determinable fair values a fair value through net income. Other notable
changes brought about by the ASU involve: (a) applying a practicability exception from fair value
accounting to equity securities that do not have a readily determinable fair value, (b) assessing the
need for a valuation allowance related to an available-for-sale debt security, (c) applying the fair
value option liabilities and the treatment of changes in fair value attributable to instrument-specific
credit risk and (d) adding disclosures and eliminating certain disclosures. This ASU if effective for
fiscal years beginning after December 15, 2018, and the Company is currently evaluating the effect
that the standard will have on the consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments-Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments, which creates a new credit impairment
standard for financial instruments. The existing incurred loss model will be replaced with a current
expected credit loss (CECL) model for both originated and acquired financial instruments carried at
amortized cost and off-balance-sheet credit exposures, including loans, loan commitments, held-to-
maturity debt securities, financial guarantees, net investment in leases and most receivables.
Recognized amortized cost financial assets will be presented at the net amount expected to be
collected through an allowance for credit losses. Expected credit losses on off-balance-sheet credit
exposures will be recognized through a liability. Expected credit losses on available-for-sale debt
securities will also be recognized through an allowance of; however, the allowance for an individual
available-for-sale debt security will be limited to the amount by which fair value is below amortized cost.
Unlike current guidance, which requires certain favorable changes in expected cash flows to be
accreted into interest income, both favorable and unfavorable changes in expected credit losses (and
therefore the allowance) will be recognized through credit loss expense as they occur. With the
exception of purchased financial assets with a more than insignificant amount of credit deterioration
since origination, for which the initial allowance will be added to the purchase price of the assets, the
initial allowance on financial assets subject to the scope (whether originated or acquired) will be
recognized through credit loss expense.
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Expanded disclosures will also be required. Transition will generally be on a modified retrospective
basis, with certain prospective application transition provisions for securities for which other-than-
temporary impairment had previously been recognized and for assets that had previously been
accounted for in accordance with Subtopic 310-30, Receivables-Loans and Debt Securities Acquired
with Deteriorated Credit Quality. This ASU is effective for the Company in fiscal years beginning after
December 15, 2020, and interim periods within those fiscal years. Early adoption is permitted for fiscal
years beginning after December 15, 2018. The Company is currently evaluating the impact of adopting
this new guidance on the consolidated financial statements.
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Report Item #3 City , State

John E. Holton Jr. Wellington, TX

Linda Holton Mitchell Wellington, TX

Carter Holdings Trust Omaha, TX
Nancy Carter, Trustee

Mickey Wiley Carter Jr Omaha, TX

Keitha Ann Nilsson — Daingerfield, TX

Joyce Mauldin,

Trustee of the Joyce Mauldin Amended,

Oklahoma City, OK

Revised and restated 2003 Revocable Trust under Agreement dated 01-11-2010

Jaime Lyn Mauldin  Bixby, OK
Jeff Mauldin Albuquerque, NM
TOTAL HOLTON FAMILY

*Richard Sims Wellington, TX
Randall Sims Amarillo, TX
Scott Sims Ft. Worth, TX
Mark Sims Wellington, TX
Donna Sims Souder Childress, TX
Susan Sims Smith  Bixby, OK
TOTAL SIMS FAMILY

Country of Citizenship Shares/%a
USA 25403/25.76%
USA 9733/9.87%
USA 9751/9.89%
USA 10/.01%
USA 31/.03%
USA 10091/10.23%
USA 31/.04%
USA 11/.01%
55061/55.84%
USA 10109/10.25%
USA 1500/1.52%
USA 250/0.25%
USA 250/0.25%
USA 250/0.25%
USA 250/0.25%
12609/12.77%

*Total for Richard Sims includes 6969 shares and 7.07% of the WSB 401k KSOP that

Richard Sims controls as the Trustee.

Report Item # 3(2)
None
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