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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)). Retumn 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, BRANDON STEELE

Name of the Holding Company Director and Official

PRESIDENT/CEO & CHAIRMAN
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 submil} accordance with the Board's
"Rules Regarding Availabili rmation," 12 C.F.R. Part 261,

that the Reporter Téléase of all
details in the jeport con,

individual.

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

December 31, 2019

Month / Day / Year

NA
Reporter's Legal Entity Identifier (LE() (20-Character LEI Code)

Reporter's Name, Street, and Mailing Address

STEELE BANCSHARES, INC
Legal Title of Holding Company

5555 OLD JACKSONVILLE HWY

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

TYLER 1P,
City State

75703
Zip Code

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:
JOHN FALLS EVP/CFO - ASB

Name Title

903-266-5556

Area Code / Phone Number / Extension

903-266-5580

Area Code / FAX Number
JFALLS@ASBTX.COM

Signature of Holding Comgany @irector akd Official
03/23/2020

E-mail Address

WWW.ASBTX.COM

Date of Signature .

Address (URL) for the Holding Company's web page

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

X is included with the FR Y-6 report

[ will be sent under separate cover

O is not prepared

For Federal Reserve Bank Use Only

RSSD ID
C.l

Is confidential treatment requested for any portion of 0=No
this report submission? ..... e e e e S e naasaaneenenen sige 1=Yes| O |
In accordance with the General Instructions for this report
(check only one),
1. a letter justifying this request is being provided along
withthe report ... ... 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, with 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.
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Form FR Y-6
Steele Bancshares, Inc.
Tyler, Texas
Fiscal Year Ending December 31, 2019

Report Item

1: The bank holding company does not prepare an annual report for its
shareholders.

2a: Organizational Chart

STEELE BANCSHARES, INC
Tyler, Texas
Incorporated in Texas

G >

American State Bank
Arp, Texas
Chartered in Texas

Steele Bancshares LEI: NA
American State Bank LEI: 549300VR7DBNPPSMHV60

2b: Domestic Branch listing submitted to the Federal Reserve Bank via reporting central
on 3/23/2020.



Form FR Y-6
Steele Bancshares, Inc.
Fiscal Year Ending December 31, 2019

Report Item 3: Securities Holders

(D)(@)(b)(c) and (2)(a)(b)(c)

Current securities holders with ownership, control or holdings of 5% of more with power to vote as of fiscal year
ending 12-31-2019

(D) (1)(b) (1(c)

Name Country of Citizenship Number and Percentage of
City, State, Country or Incorporation Each Class of VVoting Securities
Brandon T. Steele USA 30,281 100%
Tyler, TX, USA Common

Securities holders not listed in 3(1)(c) that had ownership, control or holdings of 5% or more with power to vote
during the fiscal year ending 12-31-19

None




Results: A list of branches for your depository institution: AMERICAN STATE BANK (ID_RSSD: 262358).
This depository institution is held by STEELE BANCSHARES, INC. (4136046) of TYLER, TX.
The data are as of 12/31/2019. Data reflects information that was received and processed through 03/05/2020.

Reconciliation and Verification Steps
1. In the Data Action column of each branch row, enter one or more of the actions specified below

2. If required, enter the date in the Effective Date column

Actions

OK: If the branch information is correct, enter 'OK' in the Data Action column.

Change: If the branch information is incorrect or incomplete, revise the data, enter 'Change' in the Data Action column and the date when this information first became valid in the Effective Date column.

Close: If a branch listed was sold or closed, enter 'Close’ in the Data Action column and the sale or closure date in the Effective Date column.
Delete: If a branch listed was never owned by this depository institution, enter 'Delete’ in the Data Action column.
Add: If a reportable branch is missing, insert a row, add the branch data, and enter 'Add' in the Data Action column and the opening or acquisition date in the Effective Date column.

If printing this list, you may need to adjust your page setup in MS Excel. Try using landscape orientation, page scaling, and/or legal sized paper.

Submission Procedure

When you are finished, send a saved copy to your FRB contact. See the detailed instructions on this site for more information.
If you are e-mailing this to your FRB contact, put your institution name, city and state in the subject line of the e-mail.

Note:

To satisfy the FR Y-10 reporting requirements, you must also submit FR Y-10 Domestic Branch Schedules for each branch with a Data Action of Change, Close, Delete, or Add.

The FR Y-10 report may be submitted in a hardcopy format or via the FR Y-10 Online application - https://y10online.federalreserve.gov.

* FDIC UNINUM, Office Number, and ID_RSSD columns are for reference only. Verification of these values is not required.

Data Action | Effe Date |Branch Service Type Branch ID_RSSD* |Popular Name Street Address City State Zip Code |County Country FDIC UNINUM* |Office Number* [Head Office Head Office ID_RSSD* |C
OK Full Service (Head Office) 262358 | AMERICAN STATE BANK 102 FRONT STREET ARP X 75750 SMITH UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
OK Full Service 3576252 | CENTER BRANCH 163 CASS-CAID DRIVE CENTER X 75935 SHELBY UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
OK Full Service 879251 | CHESTER BRANCH 113 CADE STREET CHESTER X 75936 TYLER UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
OK Full Service 2260451 |HUNTINGTON BRANCH 304 SOUTH HIGHWAY 69 HUNTINGTON [TX 75949 ANGELINA |UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
OK Full Service 1891296 | HASLAM BRANCH 13218 US HIGHWAY 84 EAST JOAQUIN X 75954 SHELBY UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
OK Full Service 926155 |JOAQUIN BRANCH 120 N PRESTON STREET JOAQUIN X 75954 SHELBY UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
OK Full Service 5206290 [ LINDALE BRANCH 2501 SOUTH MAIN LINDALE X 75771 SMITH UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
OK Full Service 2323093 [ LUFKIN BRANCH 3001 S JOHN REDDITT DRIVE LUFKIN X 75904 ANGELINA |UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
OK Full Service 1901775|TIMPSON BRANCH 830 NORTH 1ST STREET TIMPSON X 75975 SHELBY UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
OK Full Service 4463519 | COPELAND BRANCH 917 EAST SOUTHEAST LOOP 323 TYLER X 75701 SMITH UNITED STATES [Not Required Not Required AMERICAN STATE BANK 262358
oK Full Service 1219975 |SMITH COUNTY BRANCH 12300 STATE HIGHWAY 64 E TYLER X 75707 SMITH UNITED STATES |Not Required Not Required AMERICAN STATE BANK 262358
oK Full Service 3940871 |SOUTH TYLER BRANCH 5201 OLD JACKSONVILLE HIGHWAY _ [TYLER X 75703 SMITH UNITED STATES |Not Required Not Required AMERICAN STATE BANK 262358
oK Full Service 4426729 | TROUP HIGHWAY BRANCH 1116 TROUP HIGHWAY TYLER X 75701 SMITH UNITED STATES |Not Required Not Required AMERICAN STATE BANK 262358




Form FR Y-6
Steele Bancshares, Inc.
Fiscal Year Ending December 31, 2019

Report Item 4: Insiders

(1), (2), (3)(a)(b)(c), and (4)(a)(b)(c)

(4)(b) (4)(c)
(3)(b) Percentage of List names of other companies
Title & Position (3)(c) 4 (a) Voting Shares (includes partnerships) if 25% or
1) 2 (3)(a) with Subsidiaries Title & Position with Other Percentage of in Subsidiaries more of voting securities are held
Name, Principal Occupation if other  Title & Position (include names of Businesses (include names Voting Sharesin  (include names (list names of companies and

City, State, Country  than with Holding Company  with Holding Company Subsidiaries) of other businesses) Holding Company of subsidiaries) percentage of voting securities held)

Brandon T. Steele Business Person President, CEO & Chairman & Director 100% American State Bank (100%)
Tyler, TX, USA Chairman (American State Bank)

KP Engineering, LP - CEO

Steele Resources - CEO

KP Engineering, LLC - President

BTS Enterprises, Inc. - Chairman/Director BTS Enterprises, Inc (100%)
Ric G. Steele Engineer Secretary/Treasurer & Director Chairman Emeritus None None N/A
Tyler, TX, USA Director (American State Bank)  (KP Engineering, LP)
Ken S. Baxter Engineer Director Director Engineering Consultant None None N/A
Tyler, TX, USA (American State Bank)  (KP Engineering, LP)
Gary D. Godfrey Retired Banker Director Director N/A None None N/A
Tyler, TX, USA (American State Bank)
Michael W. Freeman Attorney Director Director Executive VP/General Counsel None None N/A

Tyler, TX USA

(American State Bank)

(Steele Resources, LLC)
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I_::') ‘ HENRY & PETERS

CERTIFIED PUBLIC ACCOUNTANTS | EST. 1929

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of Steele Bancshares, Inc.

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Steele Bancshares, Inc. and Subsidiaries,
which comprise the consolidated balance sheets as of December 31, 2019 and 2018, and the related consolidated
statements of income, comprehensive income, changes in stockholder’s equity and cash flows for the years then ended,
and the related notes to the financial statements.

Management’s Responsibility for the 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 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 financial
statements are free of material misstatement.

An audit involves performing procedures to obtain audit 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 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 of the
consolidated 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.
Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Steele Bancshares, Inc. and Subsidiaries as of December 31, 2019 and 2018, and the results of
their operations and their cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

‘Q—W\@‘F szw; re.

Tyler, Texas
June 25, 2020

TYLER OFFICE P: 903 597-6311 LONGVIEW OFFICE P: 903 758-0648
3310 S Broadway Ste. 100 | Tyler, Texas 75701 2101 Judson Road | Longview, Texas 75605 HenryPeters.com | More than Accounting.




STEELE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2019 AND 2018

2019 2018
ASSETS
Cash and due from banks $ 10,421,528 $ 8,715,199
Interest-bearing deposits due from banks 29,672,729 4,404,380
Total cash and cash equivalents 40,094,257 13,119,579
Federal funds sold 562,000 5,000
Investment securities:
Held to maturity 658,347 845,643
Available for sale 13,477,887 22,576,127
Loans, net of allowance for loan losses of $2,612,846 and $2,194,458 345,025,533 318,280,546
Accrued interest receivable:
Loans 1,778,718 1,250,426
Investment securities 80,011 142,064
Premises and equipment, net 14,134,662 21,706,731
Other real estate and repossessed assets 7,623,836 3,813,969
Bank owned life insurance 8,961,696 5,811,270
Other securities 3,408,665 2,758,565
Goodwill 6,718,534 6,718,534
Other intangible assets, net 1,468,018 1,638,788
Other assets 970,243 1,004,500
Total assets $444,962,407 $399,671,742
LIABILITIES AND STOCKHOLDER'S EQUITY
Deposits:
Noninterest-bearing demand deposits $114,937,464 $122,032,651
Interest-bearing savings and time deposits 279,547,893 209,459,054
Total deposits 394,485,357 331,491,705
Federal Home Loan Bank advances 5,000,000 24,000,000
Notes payable 15,352,053 15,353,053
Accrued interest payable 492,266 357,432
Other liabilities 861,027 787,719
Total liabilities 416,190,703 371,989,909
Stockholder's equity:
Common stock, $0.01 par, 30,413 shares authorized,
issued and outstanding 304 304
Additional paid-in capital 23,720,875 23,720,875
Retained earnings 4,883,506 4,080,958
Accumulated other comprehensive income (loss) 167,019 (120,304)
Total stockholder's equity 28,771,704 27,681,833
Total liabilities and stockholder's equity $444,962,407 $399,671,742

See accompanying notes to the consolidated financial statements.
_4-




STEELE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

INTEREST INCOME
Interest on loans
Interest on time deposits with other financial institutions
Interest on investment securities:
U. S. Government and agencies
State and political subdivisions
Interest on federal funds sold
Total interest income

INTEREST EXPENSE
Interest on deposits
Interest on notes payable and other borrowings
Total interest expense
Net interest income

PROVISION FOR LOAN LOSSES
Net interest income after provision for loan losses

OTHER INCOME
Service and other bank charges
Gain on the sale of investment securities
Other
Total other income

OTHER EXPENSES
Employee compensation and benefits
Occupancy
Directors' fees
Net loss on sale of premises, other real estate and other assets
Other operating expenses
Total other expenses

NET INCOME

See accompanying notes to the consolidated financial statements.
-5-

2019 2018
§ 19,320,387 $ 12,231,591
- 5,567
324,594 263,448
220,975 288,473
304,166 169,688
20,170,122 12,958,767
3,144,243 1,748,183
1,180,018 672,573
4,324,261 2,420,756
15,845,861 10,538,011
1,250,000 515,000
14,595,861 10,023,011
3,447,783 2,031,315
213,279 -
334,750 314,078
3,995,812 2,345,393
8,213,289 5,950,269
1,760,688 1,338,289
173,850 134,300
459,699 12,295
5,923,165 3,574,286
16,530,691 11,009,439
$ 2,060,982 $ 1,358,965




STEELE BANCSHARES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

Net income
Other comprehensive income (loss):
Change in unrealized gain (loss) on available for sale
securities arising during the period
Reclassification adjustment for amounts realized
on securities sales included in net income
Total other comprehensive income (loss)
Total comprehensive income

See accompanying notes to the consolidated financial statements.

-6-

2019 2018

$ 2,060,982 $ 1,358,965
500,602 (196,442)
(213,279) -
287,323 (196,442)

$ 2,348,305 S 1,162,523




STEELE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDER'S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

Accumulated
Additional Other Total
Common Paid-in Retained Comprehensive Stockholder's
Stock Capital Earnings (Loss) Income Equity

Balance December 31,2017 $ 304 $ 21,480,232 $ 2,721,993 $ 76,138 $ 24,278,667

Net income - - 1,358,965 - 1,358,965
Other comprehensive loss - - - (196,442) (196,442)

Issuance of common stock - 2,240,643 - - 2,240,643

Balance December 31, 2018 304 23,720,875 4,080,958 (120,304) 27,681,833

Net income - - 2,060,982 - 2,060,982

Other comprehensive income - - - 287,323 287,323
Cash dividends - - (1,258,434) - (1,258,434)

Balance December 31,2019 $ 304 $ 23,720,875 $ 4,883,506 $ 167,019 $ 28,771,704

See accompanying notes to the consolidated financial statements.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Net (accretion) amortization of discounts and premiums on securities
Accretion of discount on loans
Net amortization of intangible assets
Net gain on sale of investment securities
Net (gain) loss on sale of other real estate and repossessed assets
Net loss on sale of premises and equipment
Write down of other real estate
Provision for loan losses
Earnings on bank owned life insurance, net of costs
Change in assets and liabilities:
Increase in accrued interest receivable
Decrease in other assets
Increase (decrease) in accrued interest payable and other liabilities
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Decrease in time deposits with other financial institutions
(Increase) decrease in federal funds sold
Proceeds from sales, maturities and calls of investment securities:
Held to maturity
Available for sale
Purchases of available for sale investment securities
Purchases of Federal Home Loan Bank stock
Purchases of Federal Reserve Bank stock
Proceeds from redemptions of Federal Home Loan Bank stock
Increase in loans
Proceeds from sales of other real estate and repossessed assets
Improvements to other real estate and repossessed assets
Purchases of premises and equipment
Proceeds from sale of premises and equipment
Investment in bank owned life insurance
Net cash from acquisition of Joaquin Bancshares, Inc. (Note 18)
Net cash (used in) provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Increase (decrease) in deposits
Proceeds from Federal Home Loan Bank advances
Payments on Federal Home Loan Bank advances
Proceeds from issuance of notes payable
Payments on notes payable
Capital contributions
Cash dividends paid
Net cash provided by financing activities

Net increase in cash and cash equivalents

CASH AND CASH EQUIVALENTS
Beginning of year
End of year

See accompanying notes to the consolidated financial statements.
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2019 2018
2,060,982 $ 1,358,965
748,490 572,552
(2,897) 77,036
(493,877) (52,330)
170,770 15,976
(213,279) -
(16,626) 12,295
456,025 -
20,300 13,500
1,250,000 515,000
(150,426) (150,030)
(466,239) (504,693)
34,257 596,259
208,142 (1,371,919)
3,605,622 1,082,611
- 3,448,000
(557,000) 2,722,000
187,103 342,443
264,930,146 392,898,312
(255,328,214) (389,976,770)
(260,700) (652,100)
(389,400) -
- 906,900
(27,803,608) (14,271,789)
171,700 -
(19,151) (101,997)
(351,309) (1,589,275)
3,055,271 30,221
(3,000,000) -
- 8,823,154
(19,365,162) 2,579,099

62,993,652 (25,472,523)
914,000,000 1,153,975,000
(933,000,000) (1,135,675,000)

- 8,200,000
(1,000) (525,000)

- 2,240,643
(1,258,434) -
42,734218 2,743,120
26,974,678 6,404,830
13,119,579 6,714,749
40,094,257 $ 13,119,579




STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The following is a summary of the significant accounting policies followed in the preparation of the consolidated
financial statements. The policies conform to accounting principles generally accepted in the United States of
America and to general practices within the banking industry.

NATURE OF OPERATIONS AND PRINCIPLES OF CONSOLIDATION

Steele Bancshares, Inc. (the “Company”), formerly known as Steele Holdings, Inc., is a holding company whose
principal activity is the ownership and management of its wholly owned subsidiaries American State Bank (ASB)
and Texas State Bank (TSB). During 2019, TSB became a branch of ASB, eliminating TSB as a separately
chartered institution and subsidiary of the Company. All material intercompany accounts and transactions have been
eliminated in consolidation.

ASB provides full-service banking from twelve offices in northeast Texas, and its primary service area is Smith
County, Texas. The bank offers a broad range of deposit products, and the majority of its loans are secured by real
estate. The bank is not presently engaged in any other activities.

USE OF ESTIMATES

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 at the date of the financial statements and the 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 relate to the determination of the allowance
for loan losses and the valuation of real estate acquired in connection with foreclosures or in satisfaction of loans.
In connection with the determination of the allowance for loan losses and the valuation of foreclosed assets held for
sale and impaired loans, management obtains independent appraisals for significant properties.

The Company’s loans are generally secured by specific items of collateral including real property, consumer assets
and business assets. Although the Company has a diversified loan portfolio, a substantial portion of its debtors’
ability to honor their contracts is dependent on local economic 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. In addition, regulatory agencies,
as an integral part of their examination process, periodically review the estimated losses on loans. Such agencies
may require the Company to recognize additional losses based on their judgments about information available to
them at the time of their examination. Because of these factors, it is reasonably possible that the estimated losses on
loans may change materially in the near term; however, the amount of the change that is reasonably possible cannot
be estimated.

COMPREHENSIVE INCOME

Accounting principles generally require that recognized revenue, expenses, gains, and losses be included in net
income. 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 stockholder’s equity section on the consolidated balance sheets. Such
items, along with net income, are components of comprehensive income.



STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

ADOPTION OF NEW ACCOUNTING STANDARD - FINANCIAL INSTRUMENTS

Effective January 1, 2019, the Company adopted the provisions of Accounting Standard Update (ASU) 2016-01,
Recognition and Measurement of Financial Assets and Financial Liabilities. The ASU requires equity investments
(except those accounted for under the equity method of accounting, those without readily determinable fair values or
those that result in consolidation of the investee) to be measured at fair value, with changes recognized in net
income. This ASU eliminates the requirement to disclose the methods and assumptions to estimate fair value for
financial instruments carried at cost and requires separate presentation of financial assets and liabilities by
measurement category and form of asset, such as securities and loans. The Company applied the provisions of this
ASU prospectively. The adoption of this new guidance did not have a material impact on the financial statements.
The only equity investments held by the Company are other securities, which do not maintain readily determinable
fair values. Other securities are further discussed in Note 1.

ADOPTION OF NEW ACCOUNTING STANDARD - REVENUE RECOGNITION

Effective January 1, 2019, the Company adopted ASU 2014-09 Revenue from Contracts with Customers and all
subsequent amendments to the ASU (collectively, “Topic 606”), which (i) creates a single framework for
recognizing revenue from contracts with customers that fall within its scope and (ii) revises when it is appropriate to
recognize a gain (loss) from the transfer of nonfinancial assets, such as other real estate owned. The majority of the
Company’s revenues come from interest income and other income associated with loans and securities, which are
outside the scope of Topic 606. The Company’s services that fall within the scope of Topic 606 are presented
within other income and are recognized as revenue as the Company satisfies its obligation to the customer. Revenue
sources within the scope of Topic 606 include service charges on deposit accounts, merchant service fees and
interchange income and other fees and charges.

The Company adopted Topic 606 using the modified retrospective method applied to all contracts not completed as
of January 1, 2019. Results for reporting periods beginning after January 1, 2019 are presented under ASC 606
while prior period amounts continue to be reported in accordance with legacy GAAP, Topic 605. The adoption of
ASC 606 did not result in a change to the measurement or recognition of any revenues within the scope of Topic
606 revenue sources. As such, no cumulative effect adjustment to retained earnings was recorded.

The following summarizes revenue recognition policies as they relate to revenue from contracts with customers
under Topic 606:

Service charges on deposit accounts. Service charges on deposit accounts include fees for banking services,
overdrafts and non-sufficient funds. Revenue is generally recognized as services are rendered in accordance
with account agreements for retail and commercial accounts. Payment for service charges on deposit accounts
is primarily received immediately or in the following month through a direct charge to customers’ accounts.

Merchant service fees and interchange income. Includes fees related to merchant credit card services and
interchange revenue related to debit card services. Merchant services revenue is derived from third party
vendors who process card transactions on behalf of ASB’s merchant customers. Merchant services revenue is
primarily comprised of residual fee income based on the referred merchant’s processing volumes and/or margin.
Interchange revenue is generated based on customers’ usage and volume of activity. Rates are not controlled by
ASB, who effectively acts as processor/agent who collects and remits payments associated with customer
transactions. This source of revenue is deemed to be services offered in an agent capacity, and accordingly, the
Company records such revenue, net of related costs, within other income. Performance obligations for fees and
other charges are largely satisfied, and related revenue recognized, when the services are rendered.

Other fees and charges. Other fees include ATM fees for customer and non-customer usage and other various
charges. Performance obligations for fees and other charges are largely satisfied, and related revenue
recognized, when the services are rendered or upon completion. Payment is typically received immediately or in
the following month.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
CASH FLOWS
For purposes of reporting cash flows, cash and cash equivalents include cash on hand, amounts due from banks, and
any short-term debt instruments with original maturities of three months or less. Federal funds sold are not included
in cash equivalents.

For the years ended December 31, 2019 and 2018, cash paid for interest totaled $4,189,427 and $2,221,154,
respectively.

Non-cash investing activities include transfer from loans to other real estate and repossessed assets totaling
$304,379 and $81,017 during 2019 and 2018, respectively. The Company issued loans to facilitate the sale of other
real estate and repossessed assets totaling $-0- and $4,000 during 2019 and 2018, respectively.

INVESTMENT SECURITIES

In accordance with the Financial Accounting Standards Board’s Accounting Standards Codification (ASC) 320-10-
25, the Company classifies and accounts for debt securities as follows. The Company maintains no equity
investments, except for other securities which do not maintain readily determinable fair values.

HELD TO MATURITY

Debt securities that management has the positive intent and ability to hold until maturity are classified as held to
maturity and are carried at their remaining unpaid principal balance, net of unamortized premiums or unaccreted
discounts. Premiums are amortized and discounts are accreted using the interest method over the estimated
remaining term of the underlying security.

AVAILABLE FOR SALE

Debt securities that will be held for indefinite periods of time, including securities that may be sold in response to
changes in market interest or prepayment rates, needs for liquidity and changes in the availability of and the yield
on alternative investments are classified as available for sale. These assets are carried at market value, which is
determined using published quotes as of the close of business. Unrealized gains and losses are excluded from
earnings and reported as a separate component of retained earnings until realized. Purchases and sales of securities
are recorded on a trade-date basis. Gains and losses on sales of securities are reported using the specific
identification method.

OTHER SECURITIES

Federal Home Loan Bank stock is a required investment for institutions that are members of the FHLB system. The
required investment in common stock is based on a predetermined formula, carried at cost in other securities and
evaluated for impairment. FHLB stock totaled $2,022,900 and $1,762,200 at December 31, 2019 and 2018,
respectively. Other securities, such as stock in the Federal Reserve Bank (FRB), Texas Independent Bankers Bank
(TIB) and The Bankers Bank (TBB), are carried at cost in other assets. FRB stock totaled $1,160,850 and $771,450
at December 31, 2019 and 2018, respectively. TIB stock totaled $124,867 at December 31, 2019 and 2018. TBB
stock totaled $100,048 at December 31, 2019 and 2018.

LOANS

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 balances adjusted for any charge-offs, the allowance for loan losses and any
deferred fees or costs on originated loans. Interest income is reported on the level-yield interest method and includes
amortization of net deferred loan fees and costs over the loan term.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
LOANS - CONTINUED

NONACCRUAL LOANS

Generally, loans are placed on nonaccrual status at ninety days past due, and interest is considered a loss unless
the loan is well secured and in the process of collection. The accrual of interest on loans is discontinued when, in
management’s opinion, the borrower may be unable to meet payments as they become due. When interest accrual
is discontinued, all unpaid accrued interest is reversed. Interest income is subsequently recognized only to the
extent cash payments are received in excess of principal due. Loans are returned to accrual status when all
principal and interest amounts contractually due are brought current and future payments are reasonably assured.

IMPAIRED LOANS

A loan is considered impaired when, based on current information and events, it is probable the Company will be
unable to collect the scheduled payments of principal or interest when due according to the contractual terms of
the loan agreement. Management considers the past due status of the loans, excessive overdraft positions of the
borrower in demand deposit accounts, negative changes in the borrower’s cash flows and other financial
information in determining which loans should be analyzed for impairment.

The method of accounting for impaired loans is consistent across the portfolio segments. Impairment is measured
on a loan-by-loan basis by either the present value of expected future cash flows, discounted at the loan's effective
interest rate, the loan's observable market price or the fair value of the collateral if the loan is collateral dependent.
When the Company determines that foreclosure is probable, the Company measures the loan at the fair value of
the collateral and recognizes any loss immediately. Groups of loans with similar risk characteristics, including
individually evaluated loans not determined to be impaired are collectively evaluated for impairment. When a
loan is determined to be impaired, the Company recognizes the impairment by creating a valuation allowance with
a corresponding charge to loan allowance provision expense.

Loans that experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case
basis, taking into consideration all of the circumstances surrounding the loan and the borrower.

Loans classified as troubled debt restructurings are analyzed on an individual basis for impairment subsequent to
the restructuring. An additional impairment is accounted for in the same manner as general impaired loans.

Loans in all portfolio segments are charged-off when they are deemed to be uncollectible. At that time, the
related credit loss is deducted from the allowance. Recoveries of previously charged-off amounts are recorded
when received.

ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses is management’s estimate of credit losses inherent in the loan portfolio, including
unfunded credit commitments, at the balance sheet date. The allowance for loan losses is established through a
provision for loan losses charged to expense.

METHODOLOGY

The allowance for loan losses is evaluated on a regular basis by management and is based upon management's
periodic review of the collectability of the loans. To perform this analysis, management divides the loan portfolio
into portfolio segments, which are further divided into classes. A portfolio segment is the level at which
management develops and documents a systematic methodology to determine the allowance for loan losses, and a
segment class is the subdivision of a portfolio segment based on the initial measurement attribute, risk
characteristics and methods for assessing risk.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
ALLOWANCE FOR LOAN LOSSES - CONTINUED

METHODOLOGY - CONTINUED

Allowance levels for all portfolio segments are influenced by a number of factors, including, but not limited to,
loan volume, delinquency rates and historical loss rates based on a rolling twelve quarter period. Historical loss
rates are adjusted based on management’s analysis of non-financial factors, including: changes in the Company’s
lending procedures and monitoring; national and local economic factors; portfolio trends; management’s ability,
experience and depth; the results of the loan portfolio review and changes in loan grades assigned; concentrations
of credit risk and other external factors. In addition to these general factors, management also considers risks
specific to the nature of the loans in each portfolio segment. While management attributes portions of the
allowance for loan losses to individual impaired loans and specific loan portfolio segments, the entire allowance is
available to absorb credit losses inherent in the total loan portfolio.

Below is a summary of the segments of the Company’s loan portfolio:

Commercial:

Commercial - real estate:

Tax exempt:

Consumer:

1-4 Family Residential:

Agricultural:

This portfolio segment includes general secured and unsecured commercial loans
which are not secured by real estate. Risks inherent to this portfolio segment include
fluctuations in the local and national economy.

The commercial - real estate portfolio segment includes all commercial loans that are
secured by real estate, other than those included in the 1-4 family residential segment.
The segment includes construction of both business and residential structures and real
estate development loans. Risks inherent to this portfolio segment include fluctuations
in property values and changes in the local and national economy impacting the sale
of the finished structures.

Tax exempt loans consist of loans to taxing authorities, including counties, cities,
school districts, hospitals, etc. Risks inherent to this portfolio segment include those
risks which would impact the taxing authority’s ability to assess and collect sufficient
tax revenue. These risks may include declines in property values and fluctuations in
the economy local to the taxing authority.

This portfolio segment consists of non-real estate loans to consumers. This includes
unsecured revolving lines as well as secured loans such as auto and personal loans.
The risks inherent to this portfolio segment include those factors that would impact
the consumer’s ability to meet their obligations under the loan. These include
increases in the local unemployment rate and fluctuations in consumer and business
sales.

This portfolio segment includes loans to both commercial and consumer borrowers
secured by real estate for housing units of up to four families. Risks inherent to this
portfolio segment include increases in the local unemployment rate, changes in the
local economy, and factors that would impact the value of the underlying collateral,
such as changes in property values.

The agricultural portfolio segment includes loans to companies in the dairy and cattle
industries and farmers. Loans in this segment are secured by collateral including
cattle, equipment and real estate. Risks inherent in this portfolio segment include
adverse changes in climate, fluctuations in feed and cattle prices and changes in
property values.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
ALLOWANCE FOR LOAN LOSSES - CONTINUED

CREDIT QUALITY INDICATORS

The Company monitors the credit quality of the loans in the various segments by identifying and evaluating credit
quality indicators specific to each segment class. This information is incorporated into management’s analysis of
the adequacy of the allowance for loan losses. Information for the credit quality indicators is updated monthly for
classified assets and quarterly for the remainder of the portfolio. The following is a discussion of the primary
credit quality indicators most closely monitored for the respective portfolio segment classes:

Commercial:

Commercial - real estate:

Construction:

Other:

Tax exempt:

Consumer:

Credit cards:

Other:

1-4 Family Residential:

Agricultural:

In assessing risk associated with commercial loans, management considers the
business’s cash flow and the value of the underlying collateral to be the primary credit
quality indicators.

In assessing the credit quality of construction loans, management considers the ability
of the borrower to finance principal and interest payments in the event that he is
unable to sell the completed structure to be a primary credit quality indicator. For real
estate development loans, management also considers the likelihood of the successful
sale of the constructed properties in the development.

Management considers the strength of the borrower’s cash flows and changes in
property values to be key credit quality indicators of other commercial — real estate
loans.

Primary credit quality indicators utilized by management for tax exempt loans include
historical and projected trends in tax revenues and management’s assessment of the
strength of the entity’s management and oversight boards.

Management considers the debt to income ratio of the borrower, the borrower’s credit
history, the availability of other credit to the borrower and the borrower’s past-due
history to be primary credit quality indicators for credit cards.

In addition to the credit quality indicators described under credit cards, management
also considers the estimated value of the underlying collateral in assessing other
consumer loans.

Management considers changes in the local economy, changes in property values, and
changes in local unemployment rates to be key credit quality indicators of the loans in
the 1-4 family residential loan segment.

In assessing risk associated with agricultural loans, management considers the

borrowers cash flows, the value of the underlying collateral and sources for secondary
repayment to be primary credit quality indicators.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
PREMISES AND EQUIPMENT
Land is stated at cost. Premises and equipment are stated at cost less accumulated depreciation. Estimated useful
lives are 10 to 40 years for buildings and 5 to 20 years for furniture, fixtures and equipment. Depreciation is
computed using the straight-line method.

Renewals and improvements are capitalized and depreciated over their estimated useful lives. Repairs, maintenance
and minor improvements are charged to operations as incurred. When property is replaced or otherwise disposed of,
the net cost of such property is removed from the respective accounts and the related gain or loss, if any, is recorded
in current operations.

OTHER REAL ESTATE OWNED

Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at fair value 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 the carrying amount or fair value less costs to sell. Revenue
and expenses from operations and changes in the valuation allowance are included in other non-interest expense.

At December 31, 2019 and 2018, the Company’s balance of assets acquired through, or in lieu of, loan foreclosure
was comprised of residential real estate properties totaling $305,840 and $158,417, respectively. There were no
consumer mortgage loans, secured by residential real estate properties, for which formal foreclosure procedures were
in process at December 31, 2019 and 2018.

GOODWILL

Goodwill is tested annually for impairment. If the implied fair value of goodwill is lower than its carrying amount,
impairment is indicated and goodwill is written down to its implied fair value. Any subsequent increases in goodwill
value are not recognized in the financial statements.

INTANGIBLE ASSETS

Intangible assets, comprised of multiple core deposit intangibles, are being amortized over periods ranging from
nine to ten years. Such assets are periodically evaluated as to the recoverability of their carrying value. Amortization
expense related to these assets totaled $170,770 and $15,976 for the years ended December 31, 2019 and 2018,
respectively.

INCOME TAXES

The Company's stockholder has elected to have the Company's income taxed as an “S Corporation” under the
provisions of the Internal Revenue Code. Therefore, taxable income or loss is reported to the individual stockholder
for inclusion in his individual tax return and no provision for federal income taxes is included in these consolidated
financial statements.

Management of the Company considers the likelihood of changes by taxing authorities in its filed income tax
returns and discloses potential significant changes that management believes are more likely than not to occur upon
examination by tax authorities. Management has not identified any uncertain tax positions in filed income tax
returns that require disclosure in the accompanying financial statements. The Company’s income tax returns for the
past three years are subject to examination by tax authorities and may change upon examination.

ADVERTISING
Advertising costs are expensed as incurred. Advertising expense totaled $312,843 and $190,301 for the years ended
December 31, 2019 and 2018, respectively.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

TRANSFER OF FINANCIAL ASSETS

The Company accounts for transfers and servicing of financial assets in accordance with the Financial Accounting
Standards Board’s (FASB) Accounting Standards Codification (ASC) 860, Transfers and Servicing. Transfers of
financial assets are accounted for as sales when control over the assets has been surrendered. Control over the assets
is deemed to be surrendered when (1) the assets have been isolated from the Company, (2) the transferee obtains the
right (free of conditions 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
repurchase them before their maturity.

FAIR VALUE MEASUREMENTS

The Company follows the guidance of FASB ASC 825, Financial Instruments and FASB ASC 820, Fair Value
Measurement. This guidance permits entities to measure many financial instruments and certain other items at fair
value. The objective is to improve financial reporting by providing entities with the opportunity to mitigate volatility
in reported earnings caused by measuring related assets and liabilities differently without having to apply complex
hedge accounting provisions. This guidance 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 guidance, fair value measurements are not adjusted for transaction costs. This guidance establishes a fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives the
highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
measurements) and the lowest priority to unobservable inputs (Level 3 measurements).

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS NOT YET ADOPTED

ASU No. 2016-02, Leases

In February 2016, the FASB issued guidance that changes the accounting treatment of leases, in that lessees will
recognize most leases on-balance sheet. This will increase reported assets and liabilities, as lessees will be required
to recognize a right-of-use asset along with a lease liability, measured on a discounted basis. Lessees are allowed to
account for short-term leases (those with a term of twelve months or less) off-balance sheet. The amendments in this
update are effective for fiscal years beginning after December 15, 2021. The Company occupies certain banking
offices and uses certain equipment under noncancelable operating lease agreements which currently are not reflected
in its consolidated balance sheets. Upon adoption of the guidance, the Company expects to report increased assets
and increased liabilities as a result of recognizing right-of-use assets and lease liabilities on its consolidated balance
sheets.

ASU 2016-13, Measurement of Credit Losses on the Financial Instruments

In June 2016, the FASB issued this update that replaces the current incurred loss methodology for recognizing credit
losses with a current expected credit loss model, which requires the measurement of all expected credit losses for
financial assets held at the reporting date based on historical experience, current conditions, and reasonable and
supportable forecasts. This amendment broadens the information that an entity must consider in developing its
expected credit loss estimates. Additionally, the update amends the accounting for credit losses for available-for-sale
debt securities and purchased financial assets with a more-than-insignificant amount of credit deterioration since
origination. This update requires enhanced disclosures to help investors and other financial statement users better
understand significant estimates and judgments used in estimating credit losses, as well as the credit quality and
underwriting standards of a Company’s loan portfolio. The amendments in this update are effective for fiscal years
beginning after December 15, 2022. The Company is currently evaluating the impact that this standard will have on
its financial statements.

RECLASSIFICATIONS

Certain prior year amounts in the Statements of Income and Cash Flows have been reclassified to conform to the
current year’s presentation. These changes had no impact on stockholder's equity or net income.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 2 - RESTRICTIONS ON CASH
The Company was required to have $4,950,000 and $3,338,000 of cash on hand or on deposit with the Federal
Reserve Bank to meet regulatory reserve and clearing requirements at December 31, 2019 and 2018, respectively.
These deposits with the Federal Reserve Bank do not earn interest.

NOTE 3 - INVESTMENT SECURITIES
The amortized costs of investment securities of the Company and their approximate fair values at December 31 were
as follows:

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 2019
Held to Maturity:
State and municipal securities $ 654,717 % 231 $ (8,685 $ 646,263
Mortgage-backed securities 3,630 - (53) 3,577
Total held to maturity $ 658,347  $ 231§ (8,738) $ 649,840
Available for Sale:
U.S. Government and agency securities ~ $ 2,940,197  § 52974  § - $ 2993171
State and municipal securities 5,217,034 52,621 (964) 5,268,691
Mortgage-backed securities 5,153,637 62,388 - 5,216,025
Total available for sale $ 13310868 $ 167983  § 964) $ 13,477,887
December 31, 2018
Held to Maturity:
State and municipal securities $ 830,639 $ 382§ (11,738)  $ 819,283
Mortgage-backed securities 15,004 271 (75) 15,200
Total held to maturity $ 845,643  $ 653 $ (11,813) § 834,483
Available for Sale:
U.S. Government and agency securities ~ $ 5,328,084  § 42211 S 54 $ 5370241
State and municipal securities 8,344,125 15,007 (49,594) 8,309,538
Mortgage-backed securities 9,024,219 29,541 (157,412) 8,896,348
Total available for sale $ 22696428 $ 86,759 §  (207,060) $ 22,576,127

Investments in mortgage-backed and related securities include pass-through certificates issued by the Government
National Mortgage Association, the Federal National Mortgage Association and the Federal Home Loan Mortgage
Corporation.

Securities valued at $10,529,363 and $19,883,482 at December 31, 2019 and 2018, respectively, were pledged to
secure public deposits and for other purposes required or permitted by law.

Gross gains of $213,279 and $-0- resulting from sales of available for sale securities were realized during 2019 and

2018, respectively. Additionally, no other-than-temporary impairments related to available for sale securities were
recorded in 2019 or 2018.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3 - INVESTMENT SECURITIES - CONTINUED
The following table shows the Company’s investment gross unrealized losses and fair value, aggregated by
investment category and length of time individual securities have been in a continuous unrealized loss position at
December 31, 2019 and 2018. The Company held fourteen and twenty-nine securities that had been in a continuous
unrealized loss position for longer than twelve months at December 31, 2019 and 2018, respectively.

December 31,2019
State and municipal securities
Mortgage-backed securities

December 31, 2018

U.S. Government and agency securities

State and municipal securities
Mortgage-backed securities

DECEMBER 31, 2019 AND 2018

Total Less than 12 months More than 12 months
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
$ 90547 § (9649 § -8 -5 960547 § (9,649
3,576 (53) - - 3,576 (53)
$ 94123 §  (9702) § - -8 964123 §  (9,702)
10,867 $ G4 $ 10867 $ (54) - 8 -
5,065,477 (61,332) 368,918 (174) 4,696,559 (61,158)
5,821,252 (157,487) - - 5,821,252 (157,487)
$10,897,596 § (218873) $§ 379,785 $ (228) $10517811 § (218,645)

Management believes these are temporary losses due to the upward movement in interest rates for the country as a
whole. These bonds have a lower market value due to the increase in interest rates. Management believes these

losses are not permanent declines in the underlying values of the investments.

The maturities of investment securities at December 31, 2019 and 2018 were as follows:

Held to Maturity:
Due in one year or less
Due in one to five years
Due in five to ten years
Due after 10 years
Total

Available for Sale:
Due in one year or less
Due in one to five years
Due in five to ten years
Due after 10 years
Total

2019

Amortized Amortized
Cost Fair Value Cost Fair Value
$ 53,130 $ 53,000 $ 52,130 $ 52,004
601,555 593,231 778,744 767,513
- - 6,176 6,241
3,662 3,609 8,593 8,725
$ 658347 $ 649,840 $ 845,643 $ 834,483
$ 3,266,774 $ 3,321,236 $ 2,056,873 $ 2,063,329
4,931,511 4,982,668 11,629,354 11,630,431
2,618,764 2,649,110 3,407,101 3,334,321
2,493,819 2,524,873 5,603,100 5,548,046
$13,310,868 $13,477,387 $22,696,428 $22,576,127
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 4 - LOANS
LOAN PORTFOLIO COMPOSITION
Year-end loans were as follows:

2019 2018
(Dollars in (Dollars in
thousands) thousands)
Commercial $ 69,674 $ 74,135
Commercial real estate 103,670 84,402
Residential:
Construction and land development 28,338 23,721
Farm 29,915 27,784
1-4 family residential 94,395 87,656
Multi-family residential 5,612 7,161
Agriculture 1,449 2,225
Consumer 14,068 14,703
Other 1,706 386
Total gross loans 348,827 322,173
Less:
Unearned discounts 1,189 1,698
Allowance for loan losses 2,613 2,194
Totalnet loans $ 345,025 $ 318,281

The Company has entered into transactions with certain directors, executive officers, significant shareholders,
employees 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. Loans to such related parties at December 31, 2019 and 2018,
totaled $571,238 and $667,845, respectively.

CREDIT QUALITY

The Company closely monitors economic conditions and loan performance trends to manage and evaluate the
exposure to credit risk. Key factors tracked by the Company and utilized in evaluating the credit quality of the loan
portfolio include trends in delinquency ratios, the level of nonperforming assets, borrower’s repayment capacity and
collateral coverage.

Assets are graded “pass” when the relationship exhibits virtually no or acceptable credit risk and indicates
repayment ability, tolerable collateral coverage and reasonable performance history. Lending relationships
exhibiting potentially significant credit risk and marginal repayment ability and/or asset protection are graded
“watch” or “special mention.” Assets classified as “substandard” are inadequately protected by the current net worth
and paying capacity of the obligor or of the collateral pledged, if any. Loans so classified must have a well-defined
weakness that jeopardizes the liquidation of the debt. Substandard graded loans are characterized by the distinct
possibility that the Company will sustain some loss if the deficiencies are not corrected. Assets are graded
“doubtful” and are considered impaired when it is probable that all amounts due from a loan will not be collected
according to the terms of the loan. The Company typically measures impairment based on the present value of
expected future cash flows discounted at the loan's effective interest rate or based on the loan's observable market
price or the fair value of the collateral if the loan is collateral dependent.
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 4 - LOANS - CONTINUED
CREDIT QUALITY - CONTINUED
The following table summarizes the credit exposure in the loan portfolio as of December 31, 2019 and 2018 (dollars
in thousands):

Commercial
Commercial ~ Real Estate Consumer Agricultural ~ Residential
December 31, 2019
Pass $ 66,255 $ 102,340 $ 15486 $ 1,449 $ 154,017
Special Mention 30 239 34 - 813
Substandard 3,389 1,091 173 - 3,430
Doubtful - - 81 - -
Total $ 69,674 $ 103,670 $ 15,774 $ 1,449 $ 158,260
Commercial
Commercial Real Estate Consumer Agricultural ~ Residential
December 31,2018
Pass $ 73842 $ 84,027 $ 14,176 $ 2,225 $ 141,847
Special Mention 48 265 332 - 2,155
Substandard 245 110 581 - 2,320
Total $ 74,135 $ 84,402 $ 15,089 $ 2,225 $ 146,322

The following tables summarize the payment status of loans in the Company’s total loan portfolio, including an
aging of delinquent loans, loans 90 days or more past due continuing to accrue interest, and loans classified as
nonperforming as of December 31, 2019 (dollars in thousands):

Recorded
30-59 60-89  Greater Investment
Days Days than Total Total > 90 Days

Past Due Past Due 90Days Past Due  Current Loans and Accruing

Commercial $ 267 § 280§ 2§ 317 $ 69357 $ 69,674 $ 22
Commercial real estate:

Commercial real estate - construction - - - - 1,734 1,734 -

Commercial real estate - other 402 - - 402 101,534 101,936 -
Consumer:

Consumer - other 100 24 - 124 13,226 13,350 -

Consumer - auto 3 1 1 5 2,419 2,424 1
Residential:

Residential - construction 1,571 182 - 1,753 26,585 28,338 -

Residential - other 622 262 - 884 129,038 129,922 -
Agricultural - - - - 1,449 1,449 -
Total $ 2965 $ 497 § 23 § 3485 $345342 $348827 § 23
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STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4 - LOANS - CONTINUED
CREDIT QUALITY - CONTINUED

The following tables summarize the payment status of loans in the Company’s total loan portfolio, including an
aging of delinquent loans, loans 90 days or more past due continuing to accrue interest, and loans classified as

DECEMBER 31, 2019 AND 2018

nonperforming as of December 31, 2018 (dollars in thousands):

Recorded
30-59 60-89  Greater Investment
Days Days than Total Total > 90 Days
Past Due  Past Due 90 Days Past Due _ Current Loans  and Accruing
Commercial $ 362 $ 95 S 127 S 38 $ 73551 $ 74135 $
Commercial real estate:
Commercial real estate - construction - - - - 6,027 6,027 -
Commercial real estate - other 110 - 334 444 77,931 78,375 334
Consumer:
Consumer - other 127 21 45 193 12,536 12,729 6
Consumer - auto 14 71 41 126 2,234 2,360 6
Residential:
Residential - construction - 144 - 144 23,577 23,721 -
Residential - other 373 372 283 1,028 121,573 122,601 259
Agricultural 61 - 75 136 2,089 2,225 75
Total $ 1,047 $ 703 $ 905 $ 2,655 $319518 $322,173 $ 630
IMPAIRED LOANS AND TROUBLED DEBT RESTRUCTURINGS
The following table presents information regarding nonperforming assets:
Financing Receivables on Nonaccrual Status
As of December 31, 2019 and 2018
(Dollars in thousands)
2019 2018
Commercial $ 643 $ 146
Commercial real estate:
Commercial real estate - other 233 -
Consumer:
Consumer - other 167 -
Consumer - auto 66 -
Residential:
Residential - construction 190 -
Residential - other 2,271 716
Total $ 3570 $ 862

A loan is considered impaired when, based on current information and events; it is probable that the Company will
be unable to collect all amounts due from the borrower in accordance with original contractual terms of the loan.
Loans with insignificant delays or insignificant short falls in the amount of payments expected to be collected are
not considered to be impaired. Loans defined as individually impaired, based on applicable accounting guidance,
include larger balance nonperforming loans and troubled debt restructuring. A troubled debt restructuring (“TDR”)
is a restructuring in which a bank, for economic or legal reasons related to a borrower's financial difficulties, grants
a concession to the borrower that it would not otherwise consider. TDRs accounted for $-0- of impaired loans as of
December 31, 2019 and 2018. TDRs classified as performing totaled $24 and $46 (in thousands), as of December
31,2019 and 2018, respectively. There were no TDRs that subsequently re-defaulted in 2019.
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NOTE 4 - LOANS - CONTINUED
IMPAIRED LOANS AND TROUBLED DEBT RESTRUCTURINGS - CONTINUED
The following table presents information about the Company’s impaired loans at December 31, 2019 (dollars in
thousands):

Unpaid Average Interest
Recorded  Principal Related Recorded Income
Investment  Balance  Allowance Investment Recognized

With related allowance recorded:
Consumer $ 108 $ 108 $ 50 $ 11 $ -

With no related allowance recorded:
Commercial $ 11 3 11 $ -3 9 3 -

The following table presents information about the Company’s impaired loans at December 31, 2018 (dollars in
thousands):

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment  Balance  Allowance Investment Recognized

With related allowance recorded:
Commercial $ 120 % 120 $ 95 S 120 $ 11

The tables below detail TDR’s recognized during the years ended December 31, 2019 and 2018 (dollars in
thousands):

Pre-Modifications Post-Modifications
Outstanding Recorded  Outstanding Recorded
Number of Contracts Investments Investments
December 31, 2019
Troubled Debt Restructuring:
Commercial 1 $ 15 3 15
Residential 1 9 9
December 31, 2018
Troubled Debt Restructuring:
Commercial 1 $ 31 % 31
Residential 1 15 15

There were no commitments to lend additional funds to borrowers whose loans were classified as impaired or whose
loan terms had been modified in a TDR at December 31, 2019 and 2018.

ALLOWANCE FOR LOAN AND LEASE LOSSES

An allowance is maintained for loan and lease losses that represents management’s best estimate of probable loan
losses inherent in the Company’s loan portfolio. In determining the allowance for loan and lease losses, loans in the
portfolio were disaggregated with similar credit risk characteristics into portfolio segments. See Note 1 “Summary
of Significant Accounting Policies” for additional information.

The allowance for loan and lease losses is increased through a provision for loan losses charged to earnings and

reduced by net charge-offs. Charge-offs of uncollectible amounts are deducted from the allowance and subsequent
recoveries are added back.
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NOTE 4 - LOANS - CONTINUED
ALLOWANCE FOR LOAN AND LEASE LOSSES - CONTINUED

The table below summarizes changes in the allowance for loan and lease losses, by portfolio segment, as of
December 31, 2019 (dollars in thousands):

Commercial
Commercial Real Estate Residential Agricultural Consumer Total

Allowance for loan losses:

Beginning Balance $ 1,724 129§ 256§ 11 3 74 % 2194
Charge-offs (634) (148) @31 - (74) (887)
Recoveries 24 - 11 - 21 56
Provisions - 700 450 - 100 1,250

Ending Balance $ 1,114 § 681 S 686 $ 113 121§ 2,613

Evaluated for impairment:

Individually $ 113 -8 - 8 -3 108 $ 119
Collectively 1,103 681 686 11 13 2,494
$ L114 § 681 3 686 $ 11 121§ 2,613

Loans:

Evaluated for impairment:

Individually $ -3 - 3 - S - 8 50 S 50
Collectively 69,674 103,670 158,260 1,449 15,724 348,777
Ending Balance $§ 69,674 $ 103,670 $§ 158260 $ 1,449 $§ 15774 § 348827

The table below summarizes changes in the allowance for loan and lease losses, by portfolio segment, as of
December 31, 2018 (dollars in thousands):

Commercial
Commercial Real Estate  Residential Agricultural ~ Consumer Total

Allowance for loan losses:

Beginning Balance $ 1276 § 89 8 267 $ 1 s 8 3 1,728
Charge-offs (90) - (12) - (25) (127)
Recoveries 23 40 1 - 14 78
Provisions 515 - - - - 515

Ending Balance § 1,724 § 120§ 256 $ 11 8 74 3 2,194

Evaluated for impairment:

Individually $ 95 $ -3 - S - 8 - S 95
Collectively 1,629 129 256 11 74 2,099
§ 1,724 § 129 § 256 $ 11 74 3 2,194

Loans:

Evaluated for impairment:

Individually $ 120§ -8 -5 - 8 - 8 120
Collectively 74,015 84,402 146,322 2,225 15,089 322,053
Ending Balance $§ 74135 $§ 84402 § 146322 $ 2225 § 15089 $§ 322,173

There have been no changes to the Company’s accounting policies or methodology from the prior period that
affected the current provision for credit losses.
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NOTE 5 - PREMISES AND EQUIPMENT
Premises and equipment and the related accumulated depreciation are comprised of the following:

Accumulated
Cost Depreciation Net

December 31, 2019
Land $ 1,955,459 $ - $ 1,955,459
Buildings 12,232,161 2,073,872 10,158,289
Fumiture, fixtures and equipment 5,856,286 4,542,314 1,313,972
Vehicles 136,379 34,463 101,916
Leasehold improvements 569,317 42,791 526,526
Computer software 576,546 498,046 78,500

Totals $ 21,326,148 $ 7,191,486 $ 14,134,662
December 31, 2018
Land $ 8,383,124 $ - $ 8,383,124
Buildings 11,406,150 1,805,675 9,600,475
Fumiture, fixtures and equipment 5,750,668 4,155,725 1,594,943
Vehicles 106,637 3,861 102,776
Leasehold improvements 569,317 14,595 554,722
Computer software 524,387 463,141 61,246
Construction in process 1,409,445 - 1,409,445

Totals $ 28,149,728 $ 6,442,997 $ 21,706,731

Depreciation expense for the years ended December 31, 2019 and 2018 totaled $748,490 and $587,147, respectively.

NOTE 6 - GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill and other intangible assets at December 31, 2019 and 2018 include the following:

2019 2018
Goodwill in connection with acquisition of American State Bank $ 4,628,270 $ 4,628,270
Goodwill in connection with acquisition of Texas State Bank 2,090,264 2,090,264
Total goodwill $ 6,718,534 $ 6,718,534

2019 2018
Core deposit intangibles $ 2,017,447 $ 2,017,447
Less: accumulated amortization (549,429) (378,659)
Other intangible assets, net $ 1,468,018 $ 1,638,788

Amortization expense for the years ended December 31, 2019 and 2018 totaled $170,770 and $15,976, respectively.

Projected future amortization is as follows:

2020 $ 164,018
2021 163,000
2022 163,000
2023 163,000
2024 163,000
Thereafter 652,000
Total $ 1,468,018

-4 -



STEELE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

NOTE 7 - EMPLOYEE BENEFITS
The Company has a 401(k) plan covering both full-time and part-time employees. Employees become eligible for
the plan upon reaching 18 years of age and completing three months of continuous service. The plan provides for
employee deferrals, with matching contributions at fifty percent, up to a maximum of three percent of eligible
earnings. In addition, all eligible employees receive a three percent safe harbor contribution from the Company into
the plan. Total employer contributions under this plan were $308,373 and $189,644 during 2019 and 2018,
respectively.

The Company has life insurance policies on certain officers of the Company. The policies had an aggregate cash
surrender value of $8,961,696 and $5,811,270 at December 31, 2019 and 2018, respectively.

NOTE 8 - DEPOSITS
At December 31, 2019, scheduled maturities for certificates of deposits are as follows:

Years ending

December 31,
2020 $ 130,952,968
2021 13,712,353
2022 9,489,863
2023 2,028,100
2024 1,284,720

$ 157,468,004

Certificates of deposit in denominations of $250,000 or more totaled $58,607,000 and $25,503,000, at December 31,
2019 and 2018, respectively.

Deposits of directors, executive officers, employees, and their affiliates at December 31, 2019 and 2018 totaled
$3,991,821 and $5,186,177, respectively.

Overdrawn demand deposit accounts with balances totaling $99,753 and $96,714 were classified as loans as of
December 31, 2019 and 2018, respectively.

NOTE 9 - FEDERAL HOME LOAN BANK ADVANCES AND LINES OF CREDIT
The Company maintains a line of credit with the FHLB. The amount available under the FHLB line is determined
by a borrowing base calculation which considers securities and loans held by the Company. Advances under the line
bear interest at a variable interest rate. Advances are secured by all deposit accounts held by the Company at the
FHLB, certain mortgage loans, certain investment securities, all FHLB stock held by the Company and other
collateral. At December 31, 2019 and 2018, the Company held $5,000,000 and $24,000,000 in advances,
respectively, bearing interest at 1.14% - 2.75%. The advance held at December 31, 2019 matures in 2029.

The Company maintains additional lines of credit with unaffiliated financial institutions. As of December 31, 2019
and 2018, the Company had not utilized either line of credit.
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NOTE 10 - NOTES PAYABLE

During 2017, the Company signed a note agreement with an unaffiliated financial institution. Under the note, the
Company agreed to make twenty quarterly payments of principal in the amount of $264,531, plus accrued interest,
at a floating rate of 0.75% plus the Wall Street Journal prime rate. The loan maintained a maturity date of January
2022. During 2018, the Company refinanced the note with the financial institution. The new note agreement
maintains similar terms but has a maturity date of October 10, 2023 and calls for quarterly interest payments.
Beginning July 2020, quarterly principal payments of $178,801, plus accrued interest, will commence under the
agreement. The remaining principal and any accrued interest is due upon maturity. The note payable had an
outstanding balance of $7,152,053 and $7,153,053 at December 31, 2019 and 2018, respectively.

During 2018, the Company signed an additional $3,000,000 note agreement with the unaffiliated financial
institution. Under the note agreement, the Company agreed to make quarterly interest payments beginning January
2019 at a floating rate of 0.75% plus the Wall Street Journal prime rate. Beginning July 2020, the Company agreed
to make quarterly principal payments of $75,000, plus accrued interest, with final payment of principal and any
accrued interest on October 10, 2023. The notes payable to the financial institution are collateralized by the stock of
the Company’s subsidiaries. The note agreements contain restrictive covenants including, among other things, the
maintenance of certain net income levels and financial ratios. At December 31, 2019 and 2018, the Company was in
compliance with the covenants.

As a result of the acquisition, further discussed in Note 18, the Company entered into multiple unsecured note
payable agreements with previous shareholders of Joaquin Bancshares, Inc. The notes maintain fixed interest rates
ranging from 2.00% to 3.50%. The agreements consist of annual interest payments of accrued interest on December
31 of each consecutive year beginning December 31, 2018, continuing annually thereafter until the maturity date of
December 31, 2023, at which time principal and any accrued interest is due.

As a result of the acquisition, further discussed in Note 18, the Company entered into an additional unsecured note
payable agreement with a shareholder of Joaquin Bancshares, Inc. The Company agreed to make quarterly interest
payments beginning March 2019 at a fixed interest rate of 3.00% and annual principal payments beginning
December 2022, until the maturity date of December 31, 2023, at which time principal and any accrued interest is
due.

The unsecured notes payable had outstanding balances totaling $5,200,000 at December 31, 2019 and 2018.

At December 31, 2019, scheduled maturities of notes payable are as follows for the years ending December 31:

2020 § 507,603
2021 1,015,205
2022 1,615,205
2023 12,214,040

$15,352,053

NOTE 11 - REGULATORY MATTERS
Banks and bank holding companies are subject to regulatory capital requirements administered by federal banking
agencies. Capital adequacy guidelines and, additionally for banks, prompt corrective action regulations, involve
quantitative measures of assets, liabilities, and certain off-balance-sheet items calculated under regulatory
accounting practices. Capital amounts and classifications are also subject to qualitative judgments by regulators.
Failure to meet capital requirements can initiate regulatory action.
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NOTE 11 - REGULATORY MATTERS - CONTINUED

The final rules implementing Basel Committee on Banking Supervision’s capital guidelines for U.S. banks (Basel
II1 rules) became effective for the Company on January 1, 2015 with full compliance with all of the requirements
being phased in over a multi-year schedule, and fully phased in by January 1, 2019. Under the Basel III rules, the
Company must hold a capital conservation buffer above the adequately capitalized risk-based capital ratios. The
capital conservation buffer is being phased in at the rate of 0.625% per year from 0.0% in 2015 to 2.50% on January
1, 2019. The capital conservation buffer for 2019 is 2.50% and for 2018 is 1.875% The net unrealized gain or loss
on available for sale securities is not included in computing regulatory capital. Management believes as of
December 31, 2019, the Company meets all capital adequacy requirements to which they are subject.

Prompt corrective action regulations provide five classifications: well capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized, and critically undercapitalized, although these terms are not used to
represent overall financial condition. If adequately capitalized, regulatory approval is required to accept brokered
deposits. If undercapitalized, capital distributions are limited, as is asset growth and expansion, and capital
restoration plans are required. At December 31, 2019 and 2018, the most recent regulatory notifications categorized
the Company as well capitalized under the regulatory framework for prompt corrective action. There are no
conditions or events since that notification that management believes have changed the institution’s category.

The following tables outline the regulatory components of the Company’s capital and capital ratios under the rules
applicable at December 31, 2019 and 2018:

Minimum Required To be Well Capitalized
For Capital Under Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31,2019
Total capital
(to risk-weighted assets) $38,517,000 10.99%  $36,797,000  10.50% $35,044,000 10.00%
Tier I capital
(to risk-weighted assets) 35,904,000 10.25% 29,788,000 8.50% 28,035,000 8.00%
Common Equity Tier I capital
(to risk-weighted assets) 35,904,000 10.25% 24,531,000 7.00% 22,779,000 6.50%
Leverage capital
(to adjusted average assets) 35,904,000  8.25% 17,418,000 4.00% 21,772,000 5.00%
December 31,2018
Total capital
(to risk-weighted assets):
American State Bank $26,392,000 11.49%  $22,686,000 9.88% $22,973,000 10.00%
Texas State Bank 10,735,000  11.87% 8,932,000 9.88% 9,045,000 10.00%
Tier I capital
(to risk-weighted assets):
American State Bank 24,392,000 10.62% 18,091,000 7.88% 18,378,000 8.00%
Texas State Bank 10,541,000  11.65% 7,123,000 7.88% 7,236,000 8.00%
Common Equity Tier I capital
(to risk-weighted assets):
American State Bank 24,392,000 10.62% 14,645,000 6.38% 14,932,000 6.50%
Texas State Bank 10,541,000  11.65% 5,766,000 6.38% 5,879,000 6.50%
Leverage capital
(to adjusted average assets):
American State Bank 24,392,000  8.69% 11,230,000 4.00% 14,038,000 5.00%
Texas State Bank 10,541,000  8.58% 4,914,000 4.00% 6,143,000 5.00%
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NOTE 11 - REGULATORY MATTERS - CONTINUED
Dividends paid by the Company are mainly provided by dividends from its subsidiaries. However, certain
restrictions exist regarding the ability of the subsidiaries to transfer funds to the Company in the form of cash
dividends, loans or advances. These guidelines do not currently restrict ASB from paying normal dividends to the
Company.

NOTE 12 - COMMITMENTS AND CONTINGENCIES

In the normal course of business, there are various outstanding commitments and contingent liabilities such as
commitments to extend credit, etc., which are not reflected in the accompanying balance sheets. These transactions
are referred to as “off-balance sheet commitments.” The Company enters into these transactions to meet the
financing needs of its customers. These transactions include commitments to extend credit and letters of credit,
which involve elements of credit risk in excess of the amounts recognized in the balance sheet. The Company
minimizes its exposure to loss under these commitments by subjecting them to credit approval and monitoring
procedures. The Company does not anticipate any significant losses as a result of these transactions.

The Company enters into contractual commitments to extend credit, normally with fixed expiration dates or
termination clauses, at specified rates and for specific purposes. Customers use credit commitments to ensure that
funds will be available for working capital purposes, for capital expenditures and to ensure access to funds at
specified terms and conditions. Substantially all of the Company’s commitments to extend credit are contingent
upon customers maintaining specific credit standards at the time of loan funding. Management assesses the credit
risk associated with certain commitments to extend credit in determining the level of the allowance for credit losses.

Letters of credit are written conditional commitments issued by the Company to guarantee the performance of a
customer to a third party. The Company’s policies generally require that letters of credit arrangements contain
security and debt covenants similar to those contained in loan agreements. In the event the customer does not
perform in accordance with the terms of the agreement with the third party, the Company would be required to fund
the commitment. The maximum potential amount of future payments the Company could be required to make is
represented by the contractual amount shown in the table below. If the commitment were funded, the Company
would be entitled to seek recovery from the customer. As of December 31, 2019 and 2018, no amounts have been
recorded as liabilities for the Company’s potential obligations under these guarantees.

At December 31, 2019 and 2018, the Company had $900,000 and $739,000, respectively, in outstanding standby
letters-of-credit, approximating fair value. Commitments to extend credit totaled $35,327,000 and $28,379,000 at
December 31, 2019 and 2018, respectively, and consisted primarily of agreements to fund loans at the prevailing
rates based upon acceptable collateral. Fees charged for these commitments are not significant to the operations of
financial position of the Company and primarily represent a recovery of the underwriting costs.

NOTE 13 - CONCENTRATIONS OF CREDIT RISK
The Company grants commercial, residential and consumer loans to its customers, the vast majority of which are
located in Smith County, Texas. Although the Company has a diversified loan portfolio, a substantial portion of the
Company's loan portfolio is secured by real estate. Investments in state and municipal securities involve
governmental entities within the Company’s market area. Risks associated with concentrations in these geographical
areas are monitored by management of the Company.

The Company also maintains deposits with other financial institutions in amounts that exceed FDIC insurance

coverage. The Company has not experienced any losses in such accounts and believes it is not exposed to any
significant credit risk on cash and cash equivalents.
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NOTE 13 - CONCENTRATIONS OF CREDIT RISK - CONTINUED
The uncertainty and volatility of state and local economies presents financial institutions with risks inherent within
the industry. Negative changes in the economic environments could create challenges, and in some cases, could
result in significant declines in the fair values of investments and other assets, constraints on liquidity, declines in
capital and significant credit quality issues, including the decline of real estate and other collateral values supporting
loans. The consolidated financial statements have been prepared using values and information currently available to
the Company.

NOTE 14 - FAIR VALUE INFORMATION
FASB ASC 820, Fair Value Measurements, defines fair value, establishes a framework for measuring fair value and
expands disclosures about fair value measurements. FASB ASC 820 defines fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. Under this guidance, fair value measurements are not adjusted for transaction costs.

FASB ASC 820 also establishes a fair value hierarchy which prioritizes the inputs to valuation techniques used to
measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for
identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level 3
measurements). The three levels of the fair value hierarchy under this guidance are described below:

Level 1 Quoted prices in active markets for identical assets or liabilities

Level 2 Observable inputs, other than Level 1 prices, such as quoted prices for similar assets or liabilities;
quoted prices in markets that are not active; or other inputs that are observable or can be
corroborated by observable market data for substantially the full term of the assets or liabilities

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the
fair value of the assets or liabilities

The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on the lowest level of
any input that is significant to the fair value measurement. Valuation techniques need to maximize the use of
observable inputs and minimize the use of unobservable inputs.

Following is a description of the valuation methodologies used for assets measured at fair value. There have been
no changes in the methodologies used at December 31, 2019 and 2018.

Investment securities: Fair values for securities are based on quoted market prices or dealer quotes. (Level 1) If a
quoted market price is not available, fair value is estimated using quoted prices for similar instruments. (Level 2)

Other real estate owned and repossessed collateral: Valued at the date of repossession based on appraisals of the
underlying property performed by third-party appraisers, less estimated cost to sell. Subsequently, assets are carried
at the lower of this carrying amount or fair value less cost to sell. (Level 3)

Impaired loans: Valued on a loan-by-loan basis based on the present value of expected future cash flows discounted
at the loan's effective interest rate, the loan's observable market price or the fair value of the collateral if the loan is
collateral dependent. When the Company determines that foreclosure is probable, the Company measures the loan at
the fair value of the collateral. Real estate collateral fair value is based on recent appraisals performed by third-
party appraisers. Non-real estate collateral fair value is based on recent appraisals, net book values per borrower
financial statements, or aging reports, adjusted based on management’s knowledge of the borrower and market
conditions. Appraisals of collateral are performed by certified third-party appraisers and reviewed and approved by
management. Adjustment for fair value that is below the recorded investment balance for each loan is recorded as
specific allocations within the allowance for loan losses. (Level 3)
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NOTE 14 - FAIR VALUE INFORMATION - CONTINUED
Certain assets are not measured at fair value on a recurring basis, but are subject to fair value adjustments in certain
circumstances in periods subsequent to their initial recognition. These assets are included in the tables below as of
the periods indicated for which a nonrecurring change in fair value has been recorded during the reporting period.
The Company had no liabilities recognized at fair value on a nonrecurring basis at December 31, 2019 and 2018.

The following tables present the fair value measurements of assets recognized in the accompanying consolidated
balance sheets measured at fair value at December 31, 2019 and 2018. The Company had no liabilities recognized at

fair value.

Quoted Prices in  Significant Other  Significant Othes

Active Markets for ~ Observable Unobservable
Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

December 31, 2019
U. S. Government and agency securities $ 2,993,171 $ - $ 2993171 $ -
State and municipal securities 5,268,691 - 5,268,691 -
Mortgage-backed securities 5,216,025 - 5,216,025 -
Total on recurring basis 13,477,887 - 13,477,887 -
Other real estate and repossessed assets 338,598 - - 338,598
Impaired loans 56,899 - - 56,899
Total on nonrecurring basis 395,497 - - 395,497
Total assets at fair value $ 13,873,384 $ - $ 13,477,887 $ 395,497

Quoted Prices in ~ Significant Other ~ Significant Othes

Active Markets for ~ Observable Unobservable
Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

December 31,2018
U. S. Government and agency securities $ 5,370,241 $ - $ 5370241 $ -
State and municipal securities 8,309,538 - 8,309,538 -
Mortgage-backed securities 8,896,348 - 8,896,348 -
Total on recurring basis 22,576,127 - 22,576,127 -
Other real estate and repossessed assets 3,076,994 - - 3,076,994
Impaired loans 51,497 - - 51,497
Total on nonrecurring basis 3,128,491 - - 3,128,491
Total assets at fair value $ 25,704,618 $ - $ 22,576,127 $ 3,128,491
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NOTE 15 - OPERATING LEASES
The Company leases office machinery and certain branch locations with terms ranging from 1 month to 10 years.
Monthly lease payments range from approximately $43 to $9,722 and terminate on varying dates, ranging from
January 2020 to December 2027. At December 31, 2019, future minimum lease payments for leases with terms
greater than 12 months are as follows:
Years ending

December 31,
2020 $ 133,481
2021 118,481
2022 118,752
2023 127,050
2024 127,050
Thereafter 370,580

599539

Lease expense related to lease agreements with terms less than and greater than 12 months totaled $147,871 and
$147,094 for the years ended December 31, 2019 and 2018, respectively.

NOTE 16 - OTHER INCOME
Other income consisted of the following for the years ended December 31, 2019 and 2018:

2019 2018
Credit life comissions $ 3,819 $ 11,470
Rental income 56,650 52,851
Earnings on bank owned life insurance 150,426 150,030
Other investment income 122,752 60,654

Other 1,103 39,073
$ 334,750 $ 314,078

NOTE 17 - OTHER EXPENSE
Other expense consisted of the following for the years ended December 31, 2019 and 2018:

2019 2018
Network expense $ 502,829 $ 298,643
FDIC and state assessments 228,418 197,883
Advertising expense 312,843 214,894
Accounting services 162,350 159,956
Consulting/Professional services 1,122,037 187,985
Legal expense 106,329 21,694
Computer expense 1,067,797 373,069
ATM expense 412,784 236,451
Donations 172,502 176,230
Office supplies 237,257 133,957
Acquisition costs - 579,655
Other 1,598,019 993,869

$ 5,923,165 $ 3,574,286

In the normal course of business, the Company receives a portion of its consulting and professional services from a
related party owned by the shareholder of the Company. The services provided to and the fees paid by the Company
are defined within a formal management services agreement between the parties. The agreement commenced in
2019, and fees paid by the Company for these services during 2019 totaled approximately $798,000.
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NOTE 18 - ACQUISITION
On October 10, 2018, the Company acquired 100 percent of the outstanding common stock of Joaquin Bancshares,
Inc. (JBI), which included JBI’s wholly owned subsidiary Texas State Bank (TSB) located in Joaquin, Texas. JBI
was absorbed by the Company, but TSB continued as a separately chartered bank through December 31, 2018. The
acquisition provides the Company an opportunity to increase its presence in the East Texas area with several
additional branch locations.

The transaction was accounted for using the acquisition method in accordance with ASC 805, Business
Combinations. Goodwill of $2,090,264 was recognized from the acquisition. The Company also recognized core
deposit intangibles of $1,630,000, which are being amortized using the straight-line method over a period of 10
years. The Company recognized $579,655 of third-party acquisition related costs in connection with the acquisition.
The expenses are included in other non-interest expense in the Company’s consolidated statement of income for the
year ended December 31, 2018.

Assets acquired as a result of the transaction included loans receivable. As of the acquisition date, the Company
analyzed the expected future cash flows from these loans, as compared to contractual amounts, and recorded a
discount of approximately $1,750,000, a portion of which will be accreted over the average life of the acquired loan
portfolio.

The following table summarizes the consideration paid for JBI and the amounts of the assets acquired and liabilities
assumed at the acquisition date:

Fair value of consideration transferred:
Cash $ 12,876,018

Recognized amounts of'identifiable assets acquired and
liabilities assumed, at fair value:

Cash and equivalents 21,699,172
Investment securities 5,332,925
Loans 92,214,639
Premises and equipment 3,612,926
Other real estate and repossessed assets 2,051,699
Other securities 51,800
Other assets 773,948
Core deposit intangible assets 1,630,000
Deposits (114,369,355)
Debt and other liabilities (2,212,000)

Total identifiable net assets 10,785,754
Goodwill $ 2,090,264

During February 2019, TSB became a branch of ASB, eliminating TSB as a separately chartered institution and
subsidiary of the Company. As ASB and TSB were entities under common control at the time of the combination,
the transaction was effective January 1, 2019 for purposes of the financial statements. The transaction eliminated
TSB’s equity and increased ASB’s assets and liabilities but had no impact on the consolidated financial statements.
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NOTE 19 - SUBSEQUENT EVENTS
During 2020, an outbreak of coronavirus, COVID-19, began in the United States. The outbreak is disrupting supply
chains and negatively affecting production and sales across a range of industries within the Company’s economic
markets. The extent of the impact of COVID-19 on the Company’s operational and financial performance will
depend on certain developments, including the duration and spread of the outbreak and impact on customers,
employees and vendors, all of which are uncertain and cannot be predicted. The full extent to which COVID-19 may
impact the Company’s financial condition or results of operations is uncertain.

The Company has evaluated subsequent events through June 25, 2020, the date on which the financial statements
were available to be issued.
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