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Board of Governors of the Federal Reserve System

Annual Report of Holding Companies—FR Y-6

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

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

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

Name of the Holding Company Director and Official

Title of the Holding Company Director and Official
attest that the Annual Report of Holding Companies (including
the supporting attachments) for this report date has been pre-
pared in conformance with the instructions issued by the Federal
Reserve System and are true and correct to the best of my
knowledge and belief.
With respect to information regarding individuals contained in this
report, the Reporter certifies that it has the authority to provide this
information to the Federal Reserve. The Reporter also certifies
that it has the authority, on behalf of each individual, to consent or
object to public release of information regarding that individual.
The Federal Reserve may assume, in the absence of a request for
confidential treatment submitted in accordance with the Board's
"Rules Regarding Availability of Information," 12 C.F.R. Part 261,
that the Reporter and individual consent to public release of all
details in the report concerning that individual.

Signature of Holding Company Director and Official

Date of Signature

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

Month / Day / Year

Reporter's Name, Street, and Mailing Address

Legal Title of Holding Company

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

City State Zip Code

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:

Name Title

Area Code / Phone Number / Extension

Area Code / FAX Number

E-mail Address

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

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

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

is included with the FR Y-6 report
will be sent under separate cover
is not prepared

For Federal Reserve Bank Use Only

RSSD ID
C.I.

In accordance with the General Instructions for this report
(check only one),

a letter justifying this request is being provided along 
with the report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

0=No
1=Yes

1.

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

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

Is confidential treatment requested for any portion of 
this report submission? .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

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. 12/2019
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Mikel Williamson

Chief Executive Officer & Director

03/22/2021

December 31, 2020

Happy Bancshares, Inc.

701 S. Taylor, LB 501

Amarillo TX 79101

1908 4th Ave., Canyon, TX 79015

Jeffrey Norris Senior VP/Controller

806-705-6571

806-705-6501

jnorris@happybank.com

Not Applicable

549300LE2AZ02B27WW17
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For Use By Tiered Holding Companies
Top-tiered holding companies must list the names, mailing address, and physical locations of each of their subsidiary holding companies 
below.

Legal Title of Subsidiary Holding Company

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

City State Zip Code

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

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

City State Zip Code

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

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

City State Zip Code

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

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

City State Zip Code

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

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

City State Zip Code

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

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

City State Zip Code

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

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

City State Zip Code

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

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

City State Zip Code

Physical Location (if different from mailing address)

12/2012



Report Item 1:  Signed FR Y-6 Form

Report Item 2a:  Organization Chart:

See attached Chart

Report Item 2b:  Domestic Branches

See attached branch listing for Happy State Bank

Report Item 3:  Securities Holders

3(1)  Happy Bancshares, Inc. - See attached 
3(2)  Happy Bancshares, Inc. - None

Report Item 4:  Insiders

Happy Bancshares, Inc.  - See attached 

Happy Bancshares, Inc.
Canyon, Texas

FR Y-6 Cover Sheet

Fiscal Year Ending December 31, 2020

The bank holding company prepares an annual report for its securities holders and is not 
registered with the SEC. As specified by the appropriate Reserve Bank, 1 copy is enclosed. 



100% owned

Managing Member Managing Member Managing Member 100% owned

LEI: N/A

Incorporated in Texas
Amarillo, Texas

LEI: N/A

Amarillo, Texas
Incorporated in Texas

LEI: N/A

100% (Common Equity Ownership)

LEI: N/A

LEI: 549300LE2AZ02B27WW17

Dallas, Texas

LEI: N/A

Incorporated in Texas

Happy Capital Trust I

Canyon, Texas
Incorporated in Texas

Incorporated in Delaware
Wilmington, Delaware

LEI: N/A

Happy State Bank

Happy Insurance Services, Inc.

100% (Common Equity Ownership)

Signature Capital Trust I Happy Bancshares, Inc.
100% (Common Equity Ownership)

Form FR Y-6
Happy Bancshares, Inc

Report Item 2(a):  Organization Chart

Canyon, Texas
Fiscal Year Ending December 31, 2020

LubCo Statutory Trust II
Amarillo, Texas

Incorporated in Connecticut
LEI: N/A

100% (Common Equity Ownership)

Incorporated in Texas Incorporated in Texas

HaleCo Statutory Trust II
Amarillo, Texas

Incorporated in Connecticut
LEI: N/A

Happy, Texas
Incorporated in Texas

1908 Properties, LLC
Amarillo, Texas

GoldStar Protective Services, LLC
Amarillo, Texas

LEI: 549300K83T0RO62KWB61

Air Happy, LLC



Results: A list of branches for your depository institution: HAPPY STATE BANK (ID_RSSD: 466857).
This depository institution is held by HAPPY BANCSHARES, INC. (1843062) of CANYON, TX.
The data are as of 12/31/2020. Data reflects information that was received and processed through  01/05/2021.

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 Effective 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* Comments
OK Full Service (Head Office) 466857 HAPPY STATE BANK                                      100 EAST MAIN STREET                                                HAPPY                TX 79042      SWISHER           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 4560043 ABILENE BRANCH                                          One VILLAGE DRIVE, SUITE 100                          One ABILENE             TX 79606      TAYLOR              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 805858 ADDISON BRANCH                                        16633 NORTH DALLAS PARKWAY, SUITE 350           ADDISON           TX 75001      DALLAS              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 4758952 ALLEN BRANCH                                              700 CENTRAL EXPRESSWAY SOUTH, SUITE 120       ALLEN                 TX 75013      COLLIN               UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 5540042 AMARILLO ‐ 24TH                                         3503 NORTHEAST 24TH AVENUE                  Bldg 2   AMARILLO         TX 79107      POTTER              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2288277 AMARILLO ‐ BELL BRANCH                          3401 BELL STREET                                                          AMARILLO         TX 79109‐4101 RANDALL           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 4297684 AMARILLO ‐ BUCHANAN                              1000 SOUTH BUCHANAN STREET                               AMARILLO         TX 79101      POTTER              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2223166 AMARILLO ‐ COULTER BRANCH                  5100 S COULTER RD                                                      AMARILLO         TX 79119‐4903 RANDALL           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2223157 AMARILLO ‐ GEORGIA BRANCH                  2614 SOUTH GEORGIA                                          2614AMARILLO         TX 79109      POTTER              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 5521210 AMARILLO ‐ I40       & Grand                       3375 E I‐40                                                                      AMARILLO         TX 79104      POTTER              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2250265 AMARILLO ‐ SONCY BRANCH                      3423 SOUTH SONCY ROAD, SUITE ONE                     AMARILLO         TX 79119      RANDALL           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3222157 AMARILLO ‐ TASCOSA ROAD BRANCH      500 TASCOSA RD                                                            AMARILLO         TX 79124‐1503 POTTER              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3349465 AMARILLO ‐ TAYLOR BRANCH                    701 SOUTH TAYLOR STREET                                         AMARILLO         TX 79101      POTTER              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2223148 AMARILLO ‐ TECKLA BRANCH                     4302 SOUTHWEST 45TH AVENUE                    4302 SAMARILLO         TX 79109      RANDALL           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3208508 AMARILLO ‐ WESTERN BRANCH                 5050 SOUTH WESTERN STREET                                   AMARILLO         TX 79109‐6141 RANDALL           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 5280124 AUSTIN BRANCH                                           901 SOUTH MOPAC EXPRESSWAY, BUILDING TWOAUSTIN              TX 78746      TRAVIS               UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 5318410 BEDFORD BRANCH                                        1901 CENTRAL DRIVE, SUITE 200                                BEDFORD           TX 76021      TARRANT           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 4666833 BOERNE BRANCH                                          1689 RIVER ROAD                                                          BOERNE             TX 78006      KENDALL            UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3736289 BORGER BRANCH                                          1431 WEST WILSON STREET                                        BORGER             TX 79007      HUTCHINSON   UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 1005758 CANADIAN BRANCH                                     200 MAIN STREET                                                          CANADIAN        TX 79014      HEMPHILL         UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 1448672 CANYON BRANCH                                         1908 4TH AVE                                                                 CANYON            TX 79015      RANDALL           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3186008 DALHART BRANCH                                        312 EAST SECOND STREET                          312 E 2ndDALHART           TX 79022‐2851 DALLAM            UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 582159 DUMAS BRANCH                                           800 SOUTH DUMAS AVENUE                                       DUMAS              TX 79029‐4323 MOORE              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 1462650 FLOYDADA BRANCH                                     105 S WALL                                                                     FLOYDADA         TX 79235      FLOYD                UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 4868253 FT. WORTH ‐ RIDGMAR BRANCH               2525 RIDGMAR BOULEVARD                         Suite 30FORT WORTH   TX 76116      TARRANT           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3783854 FREDERICKSBURG BRANCH                         710 SOUTH ADAMS STREET                                         FREDERICKSBU TX 78624      GILLESPIE          UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 1429907 HART BRANCH                                               424 BROADWAY                                                             HART                  TX 79043      CASTRO             UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2223643 HEREFORD BRANCH                                     110 NORTH 25 MILE AVENUE                                      HEREFORD        TX 79045      DEAF SMITH      UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 182559 HIGGINS BRANCH                                         21 NORTH MAIN STREET                                   21 N MHIGGINS             TX 79046      LIPSCOMB         UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3183780 KERRVILLE BRANCH                                      1145 JUNCTION HIGHWAY                                           KERRVILLE         TX 78028      KERR                   UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3730269 KERRVILLE ‐South BRANCH                         207‐C Sidney Baker South                                            KERRVILLE         TX 78028      KERR                   UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2935414 LOCKNEY BRANCH                                        201 N MAIN                                                                     LOCKNEY           TX 79241      FLOYD                UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 4418603 LUBBOCK ‐ 19TH BRANCH                           4402 19TH STREET                                                         LUBBOCK           TX 79407‐2409 LUBBOCK           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3292422 LUBBOCK ‐ 66TH BRANCH                           6602 QUAKER AVENUE                                                 LUBBOCK           TX 79413      LUBBOCK           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3611096 LUBBOCK ‐ 82ND BRANCH                          7207 82ND STREET                                                        LUBBOCK           TX 79424      LUBBOCK           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 4980520 LUBBOCK ‐ 98TH BRANCH                           4411 98TH STREET                                                         LUBBOCK           TX 79424      LUBBOCK           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 973364 LUBBOCK ‐ 9TH BRANCH                             904 AVENUE O                                                                LUBBOCK           TX 79401      LUBBOCK           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 367552 MATADOR BRANCH                                      1025 Main Street                                                           MATADOR         TX 79244      MOTLEY             UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 495857 MEMPHIS BRANCH                                       621 NOEL                                                              StreetMEMPHIS          TX 79245      HALL                   UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 103563 MOBEETIE BRANCH                                      1ST & WHEELER          Avenue                                      MOBEETIE         TX 79061      WHEELER          UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 5331923 NEW BRAUNFELS BRANCH                          1292 LOOP 337                                                              NEW BRAUNFE TX 78130      COMAL              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 827869 OLTON BRANCH                                            612 MAIN STREET                                                          OLTON               TX 79064      LAMB                 UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2223830 PAMPA BRANCH                                           1125 NORTH HOBART           Street                             PAMPA               TX 79065      GRAY                  UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2471060 PANHANDLE BRANCH                                  201 EUCLID STREET                                                        PANHANDLE     TX 79068      CARSON             UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2483876 PLAINVIEW ‐ OLTON SOUTH BRANCH       3201 OLTON ROAD                                                        PLAINVIEW        TX 79072      HALE                   UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3624854 PLAINVIEW BRANCH                                     3110 OLTON ROAD                                                        PLAINVIEW        TX 79072‐6714 HALE                   UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2108535 POST BRANCH                                                210 NORTH BROADWAY STREET                                 POST                   TX 79356      GARZA               UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 242565 SHAMROCK BRANCH                                    711 NORTH  MAIN STREET                                           SHAMROCK       TX 79079      WHEELER          UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2969268 SILVERTON BRANCH                                     500 MAIN STREET                                                          SILVERTON        TX 79257 BRISCOE            UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 253262 SLATON BRANCH                                           103 TEXAS AVENUE                                                       SLATON              TX 79364      LUBBOCK           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3315237 STRATFORD BRANCH                                    100 NORTH MAIN STREET                                            STRATFORD       TX 79084      SHERMAN         UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 178561 SUNRAY BRANCH                                          416 MAIN STREET                                                          SUNRAY             TX 79084      MOORE              UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 3294789 TEXLINE BRANCH                                          111 NORTH 2ND STREET                                               TEXLINE             TX 79087      DALLAM            UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 194767 TULIA BRANCH                                              125 SOUTH AUSTIN                                                       TULIA                  TX 79088      SWISHER           UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 1433548 TURKEY BRANCH                                           201 MAIN STREET                                                          TURKEY              TX 79261      HALL                   UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 1990386 WHEELER BRANCH                                        1408 SOUTH ALAN L BEAN BOULEVARD                   WHEELER           TX 79096      WHEELER          UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857
OK Full Service 2517696 WHITE DEER BRANCH                                  221 MAIN STREET                                                          WHITE DEER     TX 79097      CARSON             UNITED STATES   Not Required Not Required HAPPY STATE BANK     466857



Report Item 3:  Securities Holders

(1)(a)(b)(c) and (2)(a)(b)(c) 

(1)(a) (1)(b) (1)(c) (2)(a) (2)(b) (2)(c)
Name & Address (City, State, 
Country)

Country of Citizenship 
or Incorporation

Name & Address (City, State, 
Country)

Country of Citizenship 
or Incorporation

Number Percentage Class/Type Number Percentage Class/Type

Employee Stock Ownership Trust USA 1,511,316       7.62% Common
Trustee:  Eric Alexander
Amarillo, Texas/ USA

Eric Alexander USA 4,700              0.02% Common
Amarillo, Texas/USA

Number and Percentage of Each Class of 
Voting Securities

Form FR-Y6

Happy Bancshares, Inc.

Fiscal Year Ending December 31, 2020

Securities holders not listed in 3(1)(a) -3(1)(c) that had ownership, control or holdings of 5% or more with power to 
vote during the fiscal year ending 12-31-2020

Canyon, Texas

Current securities holders with ownership, control or holdings of 5% or more with power to vote as of fiscal year 
ending 12-31-2020

Number and Percentage of Each Class of 
Voting Securities



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

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

Names & Address Principal Occupation
Title or Position with Bank 
Holding Company Title & Position with Subsidiaries Title & Position with Other Business

Percentage of Voting 
Shares in Holding 
Company

Percentage of Voting 
Shares in Subsidiaries List of Names of other companies 

Eric Alexander Banker Trustee - Happy Bankshares ESOP 7.62%
Amarillo, Texas/ USA

Vice President - Chief Financial 
Officer

Executive Vice President - Chief Financial 
Officer (Happy State Bank) Alexander Irrevocable Trust - Trustee 0.02% N/A N/A

Olive J. Alexander Qualified Income Trust - Trustee N/A

Matthew Bumstead Consultant Director Director (Happy State Bank) Nun Ide, LLC - Owner/Manager 0.14% N/A Nun Ide, LLC - 100%
Lubbock, Texas/ USA SJN, LLC - Manager SJN, LLC - 100%

SCRTX, LLC - Member/Member SCRTX, LLC - 70%
Arbor Eyewear, LLC - Member N/A

J. Pat Hickman Banker President & Chairman Chairman (Happy State Bank) HHH Assets, LLC - Member 1.32% N/A HHH Assets, LLC - 33%
Canyon, Texas/ USA Hickman Family Education Trust - Settlor N/A

J-Ann Management, LLC - Member J-Ann Management, LLC - 50%
Six Hicks, LP - Limited Partner Six Hicks, LP - 98%
Sun's Up , Fun's Up - Member Sun's Up , Fun's Up - 50%
GlassRock Ranch LLC - Member GlassRock Ranch LLC -50%

William Jennings, Jr. Entrepreneur Director Director (Happy State Bank) Stepp/WCJ Investments, LLC - Manager/Member 0.19% N/A Stepp/WCJ Investments, LLC - 25%
Fort Worth, Texas/ USA WCJ Assets, Ltd. - Limited Partner WCJ Assets, Ltd. - 33%

WCJ Country Day Plaza, Ltd. - Limited Partner WCJ Country Day Plaza, Ltd. - 31.09%
WCJ Development, LC - Manager/Member WCJ Development, LC - 33.33%
WCJ Dream Catcher GP, LC - Manager/Member WCJ Dream Catcher GP, LC - 33.33%
WCJ Dream, LLC - Manager/Member WCJ Dream, LLC - 33.33%
WCJ Eden 17, LLC - Manager/Member WCJ Eden 17, LLC - 29.37%
WCJ El Paso MOB, GP, LC - Manager/Member WCJ El Paso MOB, GP, LC - 33.33%
WCJ El Paso Northeast GP, LLC - Manager/Member WCJ El Paso Northeast GP, LLC - 33.33%
WCJ Enterprises 94, LC - Manager/Member WCJ Enterprises 94, LC - 30.78%
WCJ Holdings, Ltd. - Limited Partner WCJ Holdings, Ltd. - 33%
WCJ Investments 92, LC - Manager/Member WCJ Investments 92, LC - 32.81%
WCJ Properties 98, LC - Manager/Member WCJ Properties 98, LC - 33.33%
WCJ Realty, LC - Manager/Member WCJ Realty, LC - 30.67%
WCJ Sterling 16, LLC - Manager/Member WCJ Sterling 16, LLC - 36.11%
WCJ Whitetail Dreams GP, LC - Manager WCJ Whitetail Dreams GP, LC -33%
WCJ Wilson 95, Ltd. - Limited Partner WCJ Wilson 95, Ltd. - 32.67%
William C. Jennings & Associates, Inc. - President William C. Jennings & Associates, Inc. - 33.33 %
William C. Jennings Enterprises Ltd. DBA William C. Jennings Co. - Limited Partner William C. Jennings Enterprises Ltd. DBA William C. Jennings Co. - 33%
W3J3 Family GP, LC - Manager/Member W3J3 Family GP, LC - 50%
2007 William C. Jennings, Jr. & Jill Gartner Jennings Children's Irrevocable Trust - Benefactor N/A
FM 2499 Office Venture, LP - Limited Partner N/A
Eighth Avenue 92, L.C. - Manager/Member N/A
Lake Street Fort Worth Partners LLC - Member N/A
The Nest N Destin, Inc. - President N/A
W3J3 Family Investments, Ltd. - Limited Partner N/A
WCJ Davis 99, Ltd. - Limited Partner N/A
WCJ Dutch's, LC - Manager/Member N/A
WCJ El Paso MOB, Ltd. - Limited Partner N/A
WCJ El Paso Northeast, Ltd. - Limited Partner N/A
WCJ Lancaster 97, Ltd. - Limited Partner N/A
WCJ Whitetail Dreams Ltd - Manager N/A
William C. Jennings Service, Inc. DBA William C. Jennings Management Company - Vice President N/A
Overwatch GVA Buckner MF, LP - Limited Partner N/A
GNL Ridglea, LLC - Member N/A

David Jones Attorney Assistant Secretary General Counsel - (Happy State Bank) SD Productions, Inc - President w/ Spouse 0.07% N/A SD Productions, Inc - 100%
Amarillo, Texas/ USA C&N Johnson, Inc - President C&N Johnson, Inc - 100%

Via Funding, LLC - Manager Via Funding, LLC - 33.33%
Canadian Digital Funding, LLC - Manager N/A

Nancy Kernell Entrepreneur Director Director (Happy State Bank) Area Community Hospice - CEO 0.00% N/A Area Community Hospice - 100%
Amarillo, Texas/ USA Kernell Brothers - Owner Kernell Brothers - 25%

Mike Kuhlman Farmer/Rancher Director Director (Happy State Bank) G & M Cattle Company, Ltd - Partner 0.68% N/A G & M Cattle Company, LTD - 51%
Canyon, Texas/ USA Herbert Kuhlman & Sons, Inc. - President Herbert Kuhlman & Sons, Inc. - 50%

Kuhlman & Sons Operating - Partner Kuhlman & Sons Operating - 50%
Kuhlman & Sons, L.P. - Pres & Ltd Ptr Kuhlman & Sons, L.P. - 51%
Kuhlman Brothers Equipment Management, LLC - President & Member Kuhlman Brothers Equipment Management, LLC - 50%
Kuhlman Equipment Company, Ltd - Limited Partner Kuhlman Equipment Company, LTD - 51%
Kuhlman Investments, Ltd - Limited Partner Kuhlman Investments, LTD - 51%
Kuhlman Management, LLC - President & Managing Member Kuhlman Management, LLC - 50%
Luckenbach Road Runner Ranch Ltd - Partner Luckenbach Road Runner Ranch Ltd - 99%
Needarian Cattle Management, LLC - Member & President Needarian Cattle Management, LLC - 50%
Mid Plains Rural Telephone Coop - Director N/A
Dawn Cattle Feeders - President N/A

Frank Marrs
Risk, Finance, Energy, 

Real Estate Director Director - (Happy State Bank) CCAZ 1, LLC - Member 0.00% N/A CCAZ 1, LLC - 50%
Ponte Vedra Beach, Florida/USA CCAZ2, LLC - Member CCAZ2, LLC - 50%

FMRE, LLC - Member FMRE, LLC - 99%
Gupton Marrs International, Inc - CEO Gupton Marrs International, Inc - 30%
Marrs Energy, LLC - Member Marrs Energy, LLC - 99%
WATX1, LLC - Member WATX1, LLC - 99%
WATX2, LLC - Member WATX2, LLC - 99%

Form FR-Y6
Happy Bancshares, Inc.

Fiscal Year Ending December 31, 2020

Report Item 4: Insiders

Canyon, Texas
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Holding Company Title & Position with Subsidiaries Title & Position with Other Business

Percentage of Voting 
Shares in Holding 
Company

Percentage of Voting 
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Drayton McLane, Jr. Entrepreneur Director Director - (Happy State Bank) RDM Enterprises - Owner 3.58% N/A Please See Chart
Temple, Texas/USA McLane Family Foundation - Chairman of the Board

Milam Aviation, LLC - Chairman of the Board
RDM Commerce, Inc - Chairman of the Board
McLane Family, LP - Chairman of the Board
McLane Group, LP - Chairman of the Board
EDC Consulting, LLC - Investor
McLane Intelligent Solutions, LLC - Chairman of the Board
McLane Group Properties, LLC - Chairman of the Board
McLane Group International, LP - Chairman of the Board
McLane International, LLC - Chairman of the Board
Classic Foods, LP - Chairman of the Board
Sports in Action, LLC - Chairman of the Board
McLane Ranch, LP - Chairman of the Board
McLane Technology Partners, LLC - Chairman of the Board
McLane Temple Properties, LLC - Chairman of the Board
McLane Burleson Properties, LLC - Chairman of the Board
McLane Champion Holdings, LLC - Chairman of the Board
McLane Champions, LLC - Chairman of the Board

Drayton McLane, III Entrepreneur Director Director - (Happy State Bank) McLane Family Foundation - Vice President 0.02% N/A Please See Chart
Temple, Texas/USA Milam Aviation, LLC - Vice President

RDM Commerce, Inc - Vice President
McLane Family, LP - Vice President
McLane Group, LP - Vice President
EDC Consulting, LLC - Investor
McLane Intelligent Solutions, LLC - Vice President
McLane Group Properties, LLC - Vice President
McLane Group International, LP - Vice President
McLane International, LLC - Vice President
Classic Foods, LP - Vice President
Sports in Action, LLC - Vice President
McLane Ranch, LP - Vice President
McLane Technology Partners, LLC - Vice President
McLane Temple Properties, LLC - Vice President
McLane Burleson Properties, LLC - Vice President
McLane Champion Holdings, LLC - Vice President
McLane Champions, LLC - Vice President

Ginger Nelson Attorney Director Director - (Happy State Bank) Law Offices of Nelson & Nelson, P.C. - Sec/Shareholder 0.04% N/A Law Offices of Nelson & Nelson, P.C. - 50.00%
Amarillo, Texas/USA Elso Investments, LLC - Sec/Treas/Owner Elso Investments, LLC - 50.00%

Amarillo Building, LLC - Sec/Treas/Owner Amarillo Building, LLC - 50.00%
Big Chase, LLC - Treas/Owner N/A
2020 S. Georgia, LLC - Sec/Owner 2020 S. Georgia, LLC - 50.00%
Thirty-Nine 23 Management LLC - Sec/Treas/Owner Thirty-Nine 23 Management LLC - 50.00%
Elso Adventure, LLC - Sec/Treas/Owner Elso Adventure, LLC -38.50%
KAMP Hotels, LLC - Owner KAMP Hotels, LLC - 25.41%
6219 62nd Street, LLC - Owner N/A
BRMP One, LLC - Owner N/A
Adelphe, LLP - Partner Adelphe, LLP - 33.30%
Deketo Land Company - Shareholder N/A
MAN Irrevocable Trust 2015 - Trustee N/A
TPN Irrevocable Trust 2015 - Trustee N/A
JHN Irrevocable Trust 2015 - Trustee N/A
GPN Tharin Trust - Trustee N/A

George Bailey Peyton Ranching, Cattle, Oil Director Director - (Happy State Bank) Peyton Holdings Corporation - President 1.34% N/A Peyton Holdings Corporation - 99.50%
Canadian, Texas/USA and Gas, Minerals, IV-Nebraska Ranch, LLC - President IV-Nebraska Ranch, LLC - 50%

Real Estate Perryton Feeders, LLC - President Perryton Feeders, LLC - 50.00%
IV Plantation, LLC - President IV Plantation, LLC - 50.00%
Upland Resources, LLC - President Upland Resources, LLC - 26.00%
Peyton Pacific Properties, LLC - President Peyton Pacific Properties, LLC - 50.00%
Vaca Corrales, LLC - President Vaca Corrales, LLC - 50.00%
Wildcat Assets, LLC - President Wildcat Assets, LLC - 50.00%
Centracan Group, LLC - President Centracan Group, LLC - 50.00%
Canadian Homes, LLC - Member Canadian Homes, LLC - 100.00%
Canadian Self-Storage, LLC - Member Canadian Self-Storage, LLC - 50.00%
IV Lodge & Vineyard, LLC - Member IV Lodge & Vineyard, LLC - 50.00%
Peyton Communications, LLC - Member Peyton Communications, LLC - 100.00%
Peyton Properties, LLC - Member Peyton Properties, LLC - 99.00%
Peyton Ranch, LLC - Member Peyton Ranch, LLC - 99.00%
Peyton Royalties LP - Member Peyton Royalties LP - 99.00%
Rio Canadian Rental Properties, LLC - Member Rio Canadian Rental Properties, LLC - 99.00%
Sandhills Pipeline, LLC - Member Sandhills Pipeline, LLC - 50.00%

Connie Ratliff Banker Secretary
Executive Vice President - Risk Management 

(Happy State Bank) N/A 0.09% N/A N/A
Amarillo, Texas/USA Prime Land, LLC - Manager & Partner Prime Land, LLC - 25.00%
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J. Brian Sims Surgeon Director Director - (Happy State Bank) J. Brian Sims, MD, PA - President 0.39% N/A J. Brian Sims, MD, PA - 100.00%
Canyon, Texas/ USA Julbri Ltd - Partner Julbri Ltd - 50.00%

S Bar 8 Lands Cattle - Owner S Bar 8  Lands Cattle - 50.00%
S Bar 8 Ranch - President S Bar 8 Ranch - 50.00%
SKB Family LC - Partner SKB Family LC - 33.3%
KDB Company LLC - Related Interest N/A
Amarillo Bone & Joint Clinic, PLLC - Partner N/A
Amarillo Bone & Joint Real Estate Holdings - Partner N/A
Physicians Surgical Hospitals - Owner N/A
BJ Sims Inc. - President BJ Sims Inc. - 50.00%
Heartstrings Media - Related Intersest Heartstrings Media - 25.00%

Trent Sisemore
Recreation Vehicles/ 

Entrepreneur Director Director - (Happy State Bank) AAA Lok & Stor - Owner 0.22% N/A AAA Lok & Stor - 49.50%
Amarillo, Texas/USA AAA-1 & AAA-2 Lok & Stor - Owner AAA-1 & AAA-2 Lok & Stor - 25.00%

Golden Eagle Warranty, Inc. - Owner Golden Eagle Warranty, Inc. - 25.00%
Jack & Trent Sisemore Partnership - Owner Jack & Trent Sisemore Partnership - 50.00%
Jack Sisemore Traveland RV Storage - Owner Jack Sisemore Traveland RV Storage - 50.00%
Jack/Trent Canyon E-Way Properties, LP - Owner Jack/Trent Canyon E-Way Properties, LP - 100.00%
Royal Thrones - Owner Royal Thrones - 25.00%
Sisemore Management LLC - Partner Sisemore Management LLC - 49.50%
Sisemore Ranch - Owner Sisemore Ranch - 33.00%
SSPB, LLC - Owner SSPB, LLC - 85.00%
TAB Advertising - Owner TAB Advertising - 33.00%
Sisemore Family Trust - Trustee N/A
His Wind LLC - Member N/A
Optimus Industries - Owner N/A
Virtual Drive of America - Owner N/A
Wonderland RV Park - Owner N/A

Brian Vincent Farming/Cattle Director Director - (Happy State Bank) BJVALT, LLC  - Member 1.15% N/A BJVALT, LLC - 50.00%
Amarillo, Texas/USA Vincent & Vincent - Partner Vincent & Vincent - 50.00%

Vincent Brothers - Partner Vincent Brothers - 33.00%

Vic Weir, II Engineer Director Director - (Happy State Bank) Vic Weir Consulting - CEO/President 0.03% N/A Vic Weir Consulting - 100.00%
Fort Worth, Texas/USA Vic Weir Family LLC - CEO/President Vic Weir Family LLC - 100.00%

1407 Texas Street 1, LP  - CEO/President 1407 Texas Street 1, LP - 100.00%
Fort Worth AirPower (501.c.4 org) - Member N/A

J. David Williams Banker Director Director - (Happy State Bank) Gulf Capital Bank-Gulf Capital Bank - Director 1.67% N/A N/A
Kerrville, TX/USA Coyote Lake Feedyard, Inc.- Chair/Executor Coyote Lake Feedyard, Inc.- 76.50%

WMS Properties, LTD INC - CEO/Director WMS Properties, LTD INC - 50.00%
WMS Ranch - Partner N/A
Williams Ranch, EWW, Jr. Estate - Partner/Executor Williams Ranch, EWW, Jr. Estate - 69%
JDW & ABW Enterprises, LLC - Manager JDW & ABW Enterprises, LLC - 50.00%
E W Williams, III 2011 Family Trust - Trustee N/A
EW Williams III 2015 Non-Exempt Trust - Trustee N/A
David Williams 2015 Non-Exempt Trust - Trustee N/A

Mikel Williamson Banker CEO & Director CEO & President (Happy State Bank) Crezco LLC - Manager 0.21% N/A Crezco LLC - 33.33%
Amarillo, Texas/ USA

John Zwiacher Entreprener Director Director - (Happy State Bank) Zwiacher LTD - Partner 0.29% N/A N/A
Lubbock, Texas/USA



McLane Entity Structure

12/31/2020

R. Drayton McLane, Jr & Drayton McLane III 

RDM Enterprises RDM Commerce, Inc. McLane Group Properties, LLC McLane Temple Properties, LLC McLane Champion Holdings, LLC

Texas Corp - (S) Texas Texas 45% Denton Trust

McLane Family Foundation Fed ID 14-1953923

Drayton's Schedule C 100% Drayton McLane 100% McLane Group, LP 100% McLane Group Properties, LLC Drayton McLane

Personal Fed ID 74-2645315 Fed ID 27-1346945 Fed ID 30-0961967 45% DIII Trust

Texas 501(c)3 49.95% Denton Trust Fed ID 37-1869479 McLane Champions, LLC

RDM Commerce, Inc. Texas 100% McLane Champion Holdings, LLC

Drayton's Schedule C McLane Family, LP McLane Burleson Properties, LLC Delaware

Fed ID 74-2990325 49.95% DIII Trust 100% McLane Group Properties, LLC

Challenger Aircraft 99% McLane Group, LP

Fed ID 26-2017000 McLane Group, LP RDM Commerce, Inc.

Milam Aviation, LLC Fed ID 74-2645318 Fed ID 14-1953927

100% Drayton McLane, Jr. Delaware McLane Intelligent Solutions, LLC Delaware LLC

49% McLane Group, LP RDM Commerce, Inc. (GP) Delaware

Fed ID 74-2645320

Texas 99.9% McLane Family, LP Fed ID 27-2982891EDC Consulting, LLC

McLane International, LLC RDM Commerce (GP)

100% McLane Group, LP Fed ID 94-3200390

Delaware McLane Group International, LP

DBA:  McLane Global

99% McLane Group, LP

Sports in Action, LLC 99.8% McLane Group, LP

98% McLane Group, LP RDM Commerce, Inc.

Fed ID 74-2644192

Fed ID 33-1115651

Fed ID 47-0909627 Delaware

District of Columbia

Texas

Classic Foods, LP

99.9% McLane Group, LP

Fed ID 81-4575221RDM Commerce, Inc. (GP)

TexasFed ID 74-2804568

Delaware

Fed ID 46-4512255

DelawareTexas

McLane Technology Partners, LLCMcLane Ranch, LP

100% McLane Group, LP



 

 

 

 

 

HAPPY BANCSHARES, INC. AND SUBSIDIARIES 

 

CONSOLIDATED FINANCIAL STATEMENTS 
AND 

REPORTS OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
 

FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019 

 

 



 

 
 

HAPPY BANCSHARES, INC. AND SUBSIDIARIES 

Table of Contents 

Page 

Reports of Independent Registered Public Accounting Firm ............................................................ 1 

Management Report Regarding Statement of Management’s Responsibilities, Compliance with 
Designated Laws and Regulations, and Management’s Assessment of Internal Control over 
Financial Reporting for Happy Bancshares, Inc. and Subsidiaries ............................................... 7 

Consolidated Financial Statements: 

Consolidated Balance Sheets ............................................................................................................. 9 
Consolidated Statements of Income ................................................................................................ 10 
Consolidated Statements of Comprehensive Income ...................................................................... 12 
Consolidated Statements of Shareholders’ Equity ........................................................................... 13 
Consolidated Statements of Cash Flows .......................................................................................... 15 

Notes to Consolidated Financial Statements ................................................................................... 17 

 

 

 

 

 

 

 

 

 



 

 

 

 

Report of Independent Registered Public Accounting Firm 
 
 
 
Audit Committee, Board of Directors 
   and Shareholders 
Happy Bancshares, Inc. and Subsidiary 
Amarillo, Texas 
 
 
Opinion on the Consolidated Financial Statements 

 
We have audited the accompanying consolidated balance sheets of Happy Bancshares, Inc. and 
Subsidiary (the Company) as of December 31, 2020 and 2019, the related consolidated statements of 
income, comprehensive income, shareholders' equity and cash flows for each of the years in the two-year 
period ended December 31, 2020, and the related notes (collectively referred to as the "consolidated 
financial statements").  In our opinion, the consolidated financial statements referred to above present 
fairly, in all material respects, the financial position of the Company as of December 31, 2020 and 2019, 
and the results of its operations and its cash flows for each of the years in the two-year period ended 
December 31, 2020, in conformity with accounting principles generally accepted in the United States of 
America. 
 
We also have audited, in accordance with the standards of the Public Company Accounting Oversight 
Board (United States) (PCAOB) and in accordance with auditing standards generally accepted in the 
United States of America, the Company's internal control over financial reporting as of December 31, 
2020, based on criteria established in Internal Control – Integrated Framework: (2013) issued by the 
Committee of Sponsoring Organizations of the Treadway Commission and our report dated March 5, 
2021, expressed an unqualified opinion on the effectiveness of the Company's internal control over 
financial reporting. 
 

Basis for Opinion 

 
These consolidated financial statements are the responsibility of the Company's management.  Our 
responsibility is to express an opinion on the Company's consolidated financial statements based on our 
audits. 
 
We are a public accounting firm registered with the PCAOB and are required to be independent with 
respect to the Company in accordance with the U.S. Federal securities laws and the applicable rules and 
regulations of the Securities and Exchange Commission and the PCAOB. 
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We conducted our audits in accordance with the standards of the PCAOB and in accordance with auditing 
standards generally accepted in the United States of America.  Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the consolidated financial statements are 
free of material misstatement, whether due to error or fraud.  Our audits included performing procedures 
to assess the risks of material misstatement of the consolidated financial statements, whether due to error 
or fraud, and performing procedures that respond to those risks.  Such procedures included examining, on 
a test basis, evidence regarding the amounts and disclosures in the consolidated financial statements.  Our 
audits also included evaluating the accounting principles used and significant estimates made by 
management, as well as evaluating the overall presentation of the consolidated financial statements.  We 
believe that our audits provide a reasonable basis for our opinion. 
 
Critical Audit Matters  

 

The critical audit matters communicated below are matters arising from the current-period audit of the 
consolidated financial statements that were communicated or required to be communicated to the audit 
committee and that: (1) relate to accounts or disclosures that are material to the consolidated financial 
statements and (2) involved our especially challenging, subjective or complex judgments.  The 
communication of critical audit matters does not alter in any way our opinion on the consolidated 
financial statements, taken as a whole, and we are not, by communicating the critical audit matters below, 
providing separate opinions on the critical audit matters or on the accounts or disclosures to which they 
relate. 

Allowance for Loan Losses 
 
As more fully described in Notes 1 and 3 to the Company’s consolidated financial statements, the 
allowance for loan losses represents losses that are estimated to have been incurred as of the balance sheet 
date.  

The allowance for loan losses is established as losses are estimated to have occurred through a provision 
for loan losses charged to income.  Loan losses are charged against the allowance when management 
determines that an outstanding loan will not be collected.  Subsequent recoveries, if any, are credited to 
the allowance. 

The allowance for loan losses is evaluated on a quarterly basis by Company management and is based 
upon management’s periodic review of the collectability of the loans in light of historical experience, the 
nature and volume of the loan portfolio, adverse situations that may affect the borrower’s ability to repay, 
estimated value of any underlying collateral and prevailing economic conditions.  This evaluation is 
inherently subjective as it requires estimates that are susceptible to revision as more information becomes 
available. 

The allowance consists of allocated and general components.  The allocated component relates to specific 
allowances on loans that are classified as impaired.  The general component relates to loans that are not 
classified as impaired and is based on historical charge-off experience.  Other adjustments for each 
segment, such as qualitative or environmental considerations, may be made to the allowance for pools of  
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loans after an assessment of internal or external influences on credit quality that are not fully reflected in 
the historical loss experience.  Management discloses that this evaluation is inherently subjective, as it 
requires estimates that are susceptible to significant revision as more information becomes available. 

We identified the valuation of the allowance for loan losses as a critical audit matter.  Auditing the 
allowance for loan losses involves a high degree of subjectivity in evaluating management’s estimates, 
such as evaluating management’s assessment of economic conditions and other qualitative or 
environmental factors, evaluating the adequacy of specific allowances associated with impaired loans and 
assessing the appropriateness of loan risk ratings. 

The primary procedures we performed to address this critical audit matter included: 

• Testing the design and operating effectiveness of controls, including those related to technology, 
over the allowance for loan losses including data completeness and accuracy, classifications of 
loans by loan segment, historical loss data, the calculation of loss rates, the establishment of 
qualitative adjustments, grading and risk classification of loans and establishment of specific 
reserves on impaired loans and management’s review and disclosure controls over the allowance 
for loan losses; 

• Testing of completeness and accuracy of the information utilized in the allowance for loan losses; 

• Testing the allowance for loan losses model’s computational accuracy; 

• Evaluating the qualitative and environmental adjustments to historical loss rates, including 
assessing the basis for the adjustments and the reasonableness, reliability and relevance of the 
significant assumptions and underlying data; 

• Testing the external loan review functions and evaluating the reasonableness of loan risk ratings; 
and 

• Evaluating the reasonableness of specific allowances and estimates on impaired loans through 
review of collateral values and any associated management adjustments.  

Acquisitions 
 
As described in Note 17 to the consolidated financial statements, the Company consummated the 
acquisitions of a bank holding company and a bank during the year ended December 31, 2020.  As part of 
the acquisitions consummated during the year, management determined that each of the acquisitions 
qualified as a business and accordingly all identifiable assets and liabilities acquired were valued at fair 
value as part of the purchase price allocation as of acquisition date.  The identification and valuation of 
such acquired assets and assumed liabilities requires management to exercise significant judgment and 
consider the use of outside specialists to estimate the fair value allocations. 

We identified the consummated acquisitions and the valuation of acquired assets and assumed liabilities 
as a critical audit matter.  Auditing the acquired balance sheets and acquisition related considerations 
involved a high degree of subjectivity in evaluating management's operational assumptions of the newly 
acquired divisions, fair value estimates, purchase price allocations and assessing the appropriateness of 
outside specialists' valuation models. 
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The primary procedures we performed to address this critical audit matter included: 

• Testing the design and operating effectiveness of controls that addressed asset and liability 
identification, review and approval of valuations and underlying assumptions, completeness and 
accuracy of underlying data, and disclosure controls;  

• Obtaining and reviewing executed Plan and Agreement of Merger documents to gain an 
understanding of the underlying terms of the consummated acquisition; 

• Testing management’s purchase accounting allocation support, focusing on the completeness and 
accuracy of the balance sheet acquired and related fair value purchase price allocations made to 
identified assets acquired and liabilities assumed; 

• Utilizing internal specialists and other specialists to assist with testing the related fair value 
purchase price allocations made to the identified assets acquired and liabilities assumed; and 

• Testing and evaluating the adequacy of disclosures made in the footnotes. 

 
BKD, LLP 

 

 
 
We have served as the Company's auditor since 2014. 
 
Houston, Texas 
March 5, 2021 
 
 

 

 

 

 

 



 

 

 

 

 

 

Report of Independent Registered Public Accounting Firm 
 
 
 
Audit Committee, Board of Directors 
   and Shareholders 
Happy Bancshares, Inc. and Subsidiary 
Amarillo, Texas 
 
 
Opinion on the Internal Control Over Financial Reporting 

 
We have audited Happy Bancshares, Inc. and Subsidiary's (the Company) internal control over financial 
reporting as of December 31, 2020, based on criteria established in Internal Control – Integrated 
Framework: (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission 
(COSO). 
 
In our opinion, the Company maintained, in all material respects, effective internal control over financial 
reporting as of December 31, 2020, based on criteria established in Internal Control – Integrated 
Framework: (2013) issued by COSO. 
 
We also have audited, in accordance with the standards of the Public Company Accounting Oversight 
Board (United States) (PCAOB) and in accordance with auditing standards generally accepted in the 
United States of America, the consolidated balance sheets and statements of income, comprehensive 
income, shareholders' equity and cash flows of the Company and our report dated March 5, 2021, 
expressed an unmodified opinion thereon. 
 

Basis for Opinion 

 
The Company's management is responsible for maintaining effective internal control over financial 
reporting and for its assessment of the effectiveness of internal control over financial reporting, included 
in the accompanying Management Report Regarding Statement of Management's Responsibilities, 
Compliance with Designated Laws and Regulations, and Management's Assessment of Internal Control 
over Financial Reporting.  Our responsibility is to express an opinion on the Company's internal control 
over financial reporting based on our audit. 
 
We are a public accounting firm registered with the PCAOB and are required to be independent with 
respect to the Company in accordance with the U.S. Federal securities laws and the applicable rules and 
regulations of the Securities and Exchange Commission and the PCAOB. 
 



Audit Committee, Board of Directors 
   and Shareholders 
Happy Bancshares, Inc. and Subsidiary 
Page 2 

 

We conducted our audit in accordance with the standards of the PCAOB and 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 effective internal control over financial 
reporting was maintained in all material respects. 
 
Our audit included obtaining an understanding of internal control over financial reporting, assessing the 
risk that a material weakness exists and testing and evaluating the design and operating effectiveness of 
internal control based on the assessed risk.  Our audit also included performing such other procedures as 
we considered necessary in the circumstances.  We believe that our audit provides a reasonable basis for 
our opinion. 
 

Definitions and Limitations of Internal Control Over Financial Reporting 

 
A company's internal control over financial reporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of reliable financial 
statements in accordance with accounting principles generally accepted in the United States of America.  
Because management's assessment and our audit also were conducted to meet the reporting requirements 
of Section 112 of the Federal Deposit Insurance Corporation Improvement Act (FDICIA), our audit of the 
Company's internal control over financial reporting included controls over the preparation of consolidated 
financial statements in accordance with accounting principles generally accepted in the United States of 
America and with the instructions to the Consolidated Financial Statements for Bank Holding Companies 
(Form FR Y-9C).  A company's internal control over financial reporting includes those policies and 
procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly 
reflect the transactions and dispositions of the assets of the Company; (2) provide reasonable assurance 
that transactions are recorded as necessary to permit preparation of financial statements in accordance 
with accounting principles generally accepted in the United States of America, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and 
directors of the company; and (3) provide reasonable assurance regarding prevention, or timely detection 
and correction of unauthorized acquisition, use, or disposition of the company's assets that could have a 
material effect on the consolidated financial statements. 
 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements.  Also, projections of any evaluation of effectiveness to future periods are subject to the 
risk that controls may become inadequate because of changes in conditions or that the degree of 
compliance with the policies or procedures may deteriorate. 
 

BKD, LLP 

 

Houston, Texas 
March 5, 2021 







2020 2019

Assets
Cash and noninterest-bearing deposits with other banks 123,327$             90,527$               
Interest-bearing deposits with other banks 597,880 129,219               

Cash and cash equivalents 721,207 219,746               

Debt securities available for sale, at fair value 958,262 657,028               
Loans held for sale 37,280 7,210                   

at December 31, 2020 and 2019, respectively 3,441,128 2,612,576            
Accrued interest receivable 30,314 24,328                 
Premises and equipment, net 157,076 115,662               
Other real estate owned 1,080 1,455                   
Cash surrender value of life insurance 113,230 84,967                 
Goodwill and other identifiable intangible assets, net    138,023 56,476                 
Equity investments    28,696 35,439                 
Other assets 14,635 14,401                 

Total assets 5,640,931$          3,829,288$          

Liabilities 
Noninterest-bearing deposits 1,504,410$          849,494$             
Interest-bearing deposits 3,181,250 2,190,820            

Total deposits 4,685,660            3,040,314            

Accrued expenses and other liabilities 45,201 37,081                 
Advances from Federal Home Loan Bank 74,701 131,636               
Subordinated debentures 21,359 12,475                 
Subordinated notes, net of unamortized issuance cost 145,370               72,234                 

Total liabilities 4,972,291            3,293,740            

Shareholders' Equity
Common stock, $1 par value; 50,000,000 shares authorized;

19,837,972, and 18,593,298 shares issued and outstanding at
December 31, 2020 and 2019, respectively 19,838 18,593                 

Additional paid-in capital 317,732 260,467               
Retained earnings 300,559               250,030               
Accumulated other comprehensive income, net of tax 30,511                 6,458                   

Total shareholders' equity 668,640               535,548               

Total liabilities and shareholders' equity 5,640,931$          3,829,288$          

See Notes to the Consolidated Financial Statements

Loans, net of allowance for loan losses of $54,855 and $34,152

HAPPY BANCSHARES, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
December 31, 2020 and 2019

(Dollars in thousands, except for share amounts)
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2020 2019
Interest income

Loans, including fees 178,890$             145,575$             
Debt securities:

Taxable 10,015                 7,860                   
Tax exempt 7,069                   7,867                   

Deposits with other banks 1,177                   2,869                   
Total interest income 197,151               164,171               

Interest expense
Deposits 12,807                 26,688                 
Advances from Federal Home Loan Bank and other borrowings 2,580                   2,624                   
Subordinated debentures 669                      691                      
Subordinated notes, including amortization of issuance costs 6,425                   4,715                   

Total interest expense 22,481                 34,718                 

Net interest income 174,670               129,453               

Provision for loan losses 23,350                 8,650                   

Net interest income after provision for loan losses 151,320               120,803               

Noninterest income
Trust and custodian services 8,985                   7,765                   
Service charges and other fees 20,548                 18,816                 
Net realized gain on sales of debt securities available for sale (for both periods

shown, these are also the amounts reflected in accumulated other
comprehensive income related to reclassification adjustments) 9,045                   6,270                   

Net holding gain on marketable equity securities 47                        62                        
Net gain on sale of loans held for sale (portfolio of mortgage loans) -                       275                      
Real estate mortgage fees 6,439                   3,322                   
Investment center fees 1,717                   1,325                   
Other 6,705                   5,691                   

Total noninterest income 53,486                 43,526                 

See Notes to the Consolidated Financial Statements

HAPPY BANCSHARES, INC. AND SUBSIDIARIES
Consolidated Statements of Income

(In thousands, except per share amounts)
Years Ended December 31, 2020 and 2019
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2020 2019
Noninterest expense

Salaries and employee benefits 87,736$               68,385$               
Occupancy and equipment expense, net  16,662                 14,221                 
Legal and professional 7,645                   5,876                   
Data processing 10,275                 7,871                   
FDIC assessment 825                      494                      
Debit card 1,344                   998                      
Other 19,165                 16,680                 

Total noninterest expense 143,652               114,525               

Income before income taxes 61,154                 49,804                 

Income tax expense (includes $1,899 and $1,317 for 2020 and 2019, respectively
related to income tax expense for realized gains reclassified from other 10,625                 7,794                   
comprehensive income)

Net income 50,529$               42,010$               

Earnings per share:
Basic 2.72$                   2.38$                   
Diluted 2.71$                   2.35$                   

See Notes to the Consolidated Financial Statements

(In thousands, except per share amounts)
Years Ended December 31, 2020 and 2019

HAPPY BANCSHARES, INC. AND SUBSIDIARIES
Consolidated Statements of Income

 11





2020 2019

Net income 50,529$               42,010$               

Other items of comprehensive income
Unrealized gain arising during the period on

debt securities available for sale 39,492                 22,040                 

Reclassification adjustment for realized gain on debt 
securities available for sale included in net income (9,045)                 (6,270)                 

Total other items of comprehensive income 30,447                 15,770                 

Comprehensive income before tax 80,976                 57,780                 

Less income tax expense related to other items
of comprehensive income 6,394                   3,312                   

Comprehensive income 74,582$               54,468$               

See Notes to the Consolidated Financial Statements

HAPPY BANCSHARES, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income

(In thousands)
Years Ended December 31, 2020 and 2019
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Shares Amount

Balance at January 1, 2019 18,086,452        18,086$             
Cumulative effect of accounting change - reclassification of 

beginning-of-year unrealized loss on marketable equity securities -                     -                     
Net income -                     -                     
Issuance of common stock 1,512,788          1,513                 
Purchase and retirement of common stock (1,065,084)         (1,065)                
Stock-based compensation activity 59,142               59                      
Net change in unrealized gains and losses on debt securities

available for sale, net of taxes of $3,312 -                     -                     

Balance at December 31, 2019 18,593,298        18,593$             

Net income -                     -                     
Issuance of common stock 2,384,293          2,384                 
Purchase and retirement of common stock (1,156,309)         (1,156)                
Stock-based compensation activity 16,690               17                      
Net change in unrealized gains and losses on debt securities

available for sale, net of taxes of $6,394 -                     -                     

Balance at December 31, 2020 19,837,972        19,838$             

See Notes to the Consolidated Financial Statements

Years Ended December 31, 2020 and 2019
(Dollars in thousands, except for share amounts)

Common Stock ($1 par)

HAPPY BANCSHARES, INC. AND SUBSIDIARIES
Consolidated Statements of Shareholders' Equity
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Accumulated Other Total
Additional Paid-In Retained Comprehensive Shareholders'

Capital Earnings Income (Loss) Equity

241,217$           208,102$           (6,082)$              461,323$           

-                     (82)                     82                      -                     
-                     42,010               -                     42,010               

67,318               -                     -                     68,831               
(45,820)              -                     -                     (46,885)              
(2,248)                -                     -                     (2,189)                

-                     -                     12,458               12,458               

260,467$           250,030$           6,458$               535,548$           

-                     50,529               -                     50,529               
112,654             -                     -                     115,038             
(54,612)              -                     -                     (55,768)              

(777)                   -                     -                     (760)                   

-                     -                     24,053               24,053               

317,732$           300,559$           30,511$             668,640$           
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2020 2019
Cash flows from operating activities

Net income 50,529$               42,010$               
Adjustments to reconcile net income to 

net cash provided by operating activities:
Provision for loan losses 23,350                 8,650                   
Net amortization of securities 6,396                   7,338                   
Amortization of deferred loan origination costs (10,413)                (2,341)                  
Accretion of net discount recognized on acquired loans (2,603)                  -                       
Depreciation 10,111                 9,557                   
Amortization of other indentifiable intangibles 1,040                   296                      
Net realized gain on sales of securities available for sale (9,045)                  (6,270)                  
Net holding gain on marketable equity securities (47)                       (62)                       
Net gain on sale of loans held for sale (portfolio of mortgage loans) -                       (275)                     
Gain on sale of premises and equipment (12)                       (3)                         
Loss on sale of other real estate owned, net 13                        51                        
Reduction in value of other real estate owned 603                      245                      
Appreciation in cash surrender value of life insurance (2,518)                  (2,045)                  
Non-cash income (loss) on equity investments 125                      (731)                     
Stock-based compensation 2,675                   1,742                   
Other non-cash compensation 1,631                   157                      
Deferred income tax benefit (4,695)                  (1,171)                  
Amortization of issuance costs on subordinated notes 511                      455                      
Excess tax benefit related to stock-based compensation awards 763                      925                      
Changes in:

Accrued interest receivable (3,153)                  (1,272)                  
Other assets 500                      522                      
Accrued expenses and other liabilities 5,672                   4,707                   

Originations of loans held for sale (secondary market) (229,924)              (106,923)              
Proceeds from loans held for sale (secondary market) 199,854               103,950               

Net cash provided by operating activities 41,363                 59,512                 

Cash flows from investing activities
Cash acquired in connection with acquisitions, net 126,439               35,743                 
Activity in debt securities available for sale:

Sales 129,348               223,253               
Maturities, calls and principal repayments 521,414               383,803               
Purchases (824,013)              (710,188)              

Proceeds from loans held for sale (portfolio of mortgage loans) -                       42,038                 
Net increase in loans (217,777)              (266,753)              
Proceeds from sale of premises and equipment, net 14                        3                          
Additions to premises and equipment (25,320)                (12,379)                
Proceeds from sale of other real estate owned 673                      1,273                   
Purchase of life insurance policies (12,800)                -                       
Proceeds from life insurance policies 755                      -                       
Premiums paid on life insurance policies (11)                       (17)                       
Investments in intangibles (1,350)                  (2,740)                  
Purchase of equity investments (740)                     (2,381)                  
Proceeds from redemption of equity investments 10,721                 9,411                   

Net cash used in investing activities (292,647)              (298,934)              

See Notes to the Consolidated Financial Statements

HAPPY BANCSHARES, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows 

(In thousands)
Years Ended December 31, 2020 and 2019
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2020 2019

Cash flows from financing activities
Net increase in deposits 719,284$             187,702$             
Proceeds from Federal Home Loan Bank advances 2,412,656            5,686,071            
Repayments of Federal Home Loan Bank advances (2,469,591)           (5,610,288)           
Proceeds from subordinated notes, net of issuance costs 137,673               -                       
Repayment of subordinated notes (65,000)                -                       
Proceeds from issuance of common stock 76,926                 65,021                 
Purchase and retirement of common stock (55,768)                (46,885)                
Purchase and retirement of common stock related to stock-based award

activities, net of tax payments of $290 and $283 for the
years ended December 31, 2020 and 2019, respectively (3,435)                  (3,931)                  
Net cash provided by financing activities 752,745               277,690               

Net change in cash and cash equivalents 501,461               38,268                 
Cash and cash equivalents at beginning of year 219,746               181,478               

Cash and cash equivalents at end of year 721,207$             219,746$             

Supplementary cash flow information
Cash transactions:

Interest paid 21,422$               34,308$               
Income taxes paid 15,427                 8,700                   

Non-cash transactions:
Assets acquired through foreclosure 1,226                   594                      
Transfer of loans to loans held for sale (portflio of mortgage loans) -                       27,162                 
Transfer of loans from held for sale (portfolio of mortgage loans) to loans -                       25,758                 
Transfer of marketable equity securities from available for sale to equity investments -                       2,049                   
Reclassification of beginning-of-year unrealized loss on marketable equity securities -                       82                        
Issuance of stock in exchange for airplane -                       1,201                   
Stock purchased by the ESOP with a receivable -                       2,452                   
Stock issued as consideration in connection with an acquisition 36,481                 -                       

See Notes to the Consolidated Financial Statements

HAPPY BANCSHARES, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows 

(In thousands)
Years Ended December 31, 2020 and 2019
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HAPPY BANCSHARES, INC. AND SUBSIDIARIES 
 Notes to Consolidated Financial Statements 
 December 31, 2020 and 2019 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Nature of Operations  
 
Happy Bancshares, Inc. (Bancshares, or the Company) provides through its subsidiary, Happy State 
Bank, a Texas state banking corporation (the Bank), loans, trust, and banking services to consumers 
and commercial customers throughout the Texas Panhandle, Hill Country and South Plains, and 
in Dallas, Fort Worth and Abilene, Texas.  The Company also provides various trust services to 
consumer and commercial customers throughout the United States.   
 
The accounting and reporting policies of the Company conform in all material respects with U.S. 
generally accepted accounting principles (GAAP) and to general practices of the banking industry.  
Policies and practices which materially affect the determination of financial position, results of 
operations and cash flows are summarized below. 
 
Basis of Presentation 
 
The consolidated financial statements include the accounts of Bancshares and all other entities in 
which Bancshares has a controlling financial interest, including its wholly-owned subsidiary, the 
Bank, collectively referred to as "the Company."  All significant intercompany transactions and 
balances have been eliminated in consolidation.   
 
The preparation of financial statements in conformity with GAAP requires management to make 
estimates and assumptions that affect the amounts reported in the consolidated financial statements 
and accompanying notes.  Actual results could differ from those estimates.  The material estimates 
included in the financial statements relate to the allowance for loan losses, the valuation of goodwill 
and valuation of assets and liabilities acquired in business combinations. 
 
The accompanying consolidated financial statements also include the accounts of 1908 Properties, 
LLC, a wholly-owned subsidiary of the Bank (1908 Properties).  
 
The primary assets of 1908 Properties are commercial properties in Amarillo, Bedford and a newly 
acquired building renovation project in Round Rock, Texas. The Bank leases from 1908 Properties 
certain properties in Amarillo which it uses as its headquarters and from which it also earns sublease 
income (the Headquarters Property). The Bedford property also earns sublease income. Included on 
the consolidated balance sheet as of December 31, 2020 is a net balance in "premises and equipment" 
of $26,592,000 for these properties. An additional balance of $7,965,000 remains in construction 
in progress related to land intended to be used for parking at the Headquarters property and 
upgrades to the Bedford property. Costs to complete these projects have not yet been determined. 
The Bank manages the Headquarters Property and 1908 Properties’ operating activities.  A third 
party manages the Bedford property. 
  



HAPPY BANCSHARES, INC. AND SUBSIDIARIES 
 Notes to Consolidated Financial Statements 
 December 31, 2020 and 2019 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Basis of Presentation (continued) 
 
In December 2013, the Financial Accounting Standards Board (FASB) issued Accounting Standards 
Update (ASU) No. 2013-12, “Definition of a Public Business Entity.” ASU No. 2013-12 amended 
the master glossary applied by the FASB as it relates to the definition of a Public Business Entity 
(PBE) for purposes of application of GAAP. Authoritative clarifications required that the Company 
re-assess its classification under ASU No. 2013-12. In 2017, the Company determined that it is not 
a PBE. 
 
Significant Group Concentrations of Credit Risk 
 
Most of the Company's loans and banking activity are with customers located within the following 
areas in Texas: the Texas Panhandle; the Texas South Plains; the Central Texas Hill Country; the 
Dallas-Fort Worth metroplex; and Abilene. The Company's trust activities are with customers located 
throughout the United States. The Company does not have any significant concentrations to any one 
industry or customer. 
 
The Company carries certain assets with other financial institutions which are subject to credit risk 
by the amount such assets exceed federal deposit insurance limits. At December 31, 2020 and 2019, 
the Company’s assets on deposit with these institutions in excess of the federal deposit insurance 
limits were $121,263,000 and $119,070,000, respectively. Management monitors the financial 
stability of these correspondent banks and considers amounts advanced in excess of FDIC insurance 
limits to present no significant additional risk to the Company. 
 
Cash and Cash Equivalents 
 
Cash and cash equivalents include cash, balances due from banks, federal funds sold and securities 
purchased under resale agreements, all of which mature within ninety days. Interest-bearing deposits 
with other banks are demand accounts and have a term within ninety days. 
 
Securities 
 
Debt securities not classified as held to maturity or trading are classified as “available for sale” and 
recorded at fair value, with unrealized gains and losses excluded from earnings and reported in other 
comprehensive income (loss), net of tax. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Securities (continued) 
 
Purchase premiums and discounts are recognized in interest income using the interest method over 
the terms of the securities, to the call date or maturity, whichever is applicable.  Gain or loss on the 
sale of securities is recorded on the trade date and is determined using the specific identification 
method and are included in non-interest income. Purchases and sales of investment securities are 
recorded on a trade-date basis. 
 
Declines in the fair value of securities available for sale below their cost that are deemed to be other 
than temporary are reflected in earnings as realized losses.  In determining whether other-than 
temporary impairment exists, management considers many factors, including the length of time and 
the extent to which the fair value has been less than cost, the financial condition and near-term 
prospects of the issuer, and the intent and ability of the Company to retain its investment in the 
issuer for a period of time sufficient to allow for any anticipated recovery in fair value. 
 
Investments in equity securities without a readily determinable fair value are carried at cost minus 
impairment plus or minus changes in observable price changes for the identical or similar 
instruments. Any changes to the cost basis of these investments are recorded in the income statement.  
These investments are reviewed periodically to determine if an impairment charge is necessary.  As 
of December 31, 2020 and 2019, no impairment charges were recorded. 
 
Loans Held for Sale and Mortgage-Related Derivatives 
 
As part of its standard mortgage lending practice, the Company agrees to lock in the interest rate on 
mortgage originations.  The Company also routinely commits to sell new mortgage originations into 
the secondary market.  These interest rate lock commitments (IRLCs) and forward sales 
commitments (FSCs) are both deemed to be derivatives under GAAP.  The fair values of both 
derivatives are based primarily on fluctuations in interest rates subsequent to the respective 
commitment dates.  At December 31, 2020 and 2019, the Company’s IRLC and FSC derivative 
assets and corresponding derivative liabilities were not material.  The notional amounts of loan 
commitments under both the IRLCs and FSCs were $3,880,000 and $5,734,000 at December 31, 
2020 and 2019, respectively. 
 
Once an IRLC is converted into a loan that was originated and intended for sale in the secondary 
market, it is classified as held for sale and carried at the lower of aggregate cost or estimated fair 
value.  Net unrealized losses, if any, are recognized through a valuation allowance by charges to 
income.  As of December 31, 2020 and 2019, no unrealized losses were recognized. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Loans Held for Sale and Mortgage-Related Derivatives (continued) 
 
Gains and losses on sales of mortgage loans originated for sale are included in “real estate mortgage 
fees” in the consolidated statements of income.   
 
Loans 
 
The Company grants mortgage, commercial and consumer loans to customers.  A substantial 
portion of the loan portfolio is represented by commercial loans throughout the Company’s service 
area.  The ability of the Company’s debtors to honor their contracts is largely dependent upon the 
general economic conditions in this area. 
 
Loans that management has the intent and ability to hold for the foreseeable future or until maturity 
or pay-off are generally reported at their outstanding unpaid principal balances net of any unearned 
income, charge-offs, and unamortized deferred fees and costs on originated loans.  Loan origination  
fees and certain direct origination costs are deferred and recognized as adjustments to interest 
income over the lives of the related loans using a level yield methodology without (except for 
residential mortgage loans not held for sale) anticipating prepayments.  Interest income is accrued 
based on the unpaid principal balance.  
 
Acquired Loans 
 
The Company evaluates all acquired loans for evidence of deterioration in credit quality since 
origination and evaluates whether it is probable that the Company will collect all contractually 
required payments from the borrower. Acquired loans from the transactions accounted for as a 
business combination include both loans with evidence of credit deterioration and performing 
loans. For performing loans, the related difference in the initial fair value and unpaid principal 
balance (the discount) is recognized as interest income on a level yield basis over the life of the loan.  
 
The allowance for loan loss methodology for acquired performing loans includes estimating the 
change in risk on the loans from purchase date compared to the remaining unearned net discount 
value. If there is deterioration in the pool of loans, an allowance is recorded through provision 
expense.  
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Acquired Loans (continued) 
 
For purchase credit impaired (PCI) loans, the Company recognizes the difference between the 
undiscounted cash flows the Company expects at the time of acquisition to be collected and the 
investment in the loan, or the accretable yield, as interest income using the interest method over the 
life of the loan. The Company does not recognize contractually required payments for interest and 
principal that exceed undiscounted cash flows expected at acquisition, or the nonaccretable 
difference, as a yield adjustment, loss accrual or valuation allowance. Increases in the expected cash 
flows subsequent to the initial investment are recognized prospectively through adjustment of the 
yield on the loan over the loan’s remaining life, while decreases in expected cash flows are recognized 
as impairment. Credit deterioration on these loans incurred subsequent to the acquisition date is 
recognized in the allowance for loan losses through the provision.  
 
Allowance for Loan Losses  
 
The allowance for loan losses represents management's estimate of probable incurred loan losses 
and is established through a provision for loan losses charged to expense. Estimated loan losses 
represent the probable amount of loans that the Company will be unable to collect given 
circumstances as of the date of the balance sheet.  Actual loan losses are charged against the 
allowance when management believes the uncollectability of a loan balance is confirmed.  
Subsequent recoveries, if any, are credited to the allowance. 
 
Management estimates the allowance balance based on various factors including the following: past 
loan loss experience; the nature and composition of the loan portfolio; information about specific 
borrower situations and underlying collateral values; economic conditions; and other factors.  
Management is responsible for determining the level of the allowance for loan losses, subject to 
review by the audit committee of the Company's Board of Directors, and for determining its 
adequacy relative to the estimated losses in the loan portfolio. 
 
Nonperforming loans are reviewed in accordance with applicable accounting guidance on impaired 
loans.  If necessary, a specific allowance is established for these loans.  Impaired loans include 
nonaccrual loans, troubled debt restructurings (TDRs) and partially charged-off loans.  A loan is 
considered impaired when, based on current information and events, it is probable that the 
Company will be unable to collect the scheduled payments of principal or interest when due 
according to the contractual terms of the loan agreement.  Factors considered by management in 
determining impairment include payment status, collateral value, and the probability of collecting 
scheduled principal and interest payments when due. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Allowance for Loan Losses (continued) 
 
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 the circumstances surrounding the loan and the 
borrower, including the length of delay, the reason for the delay, the borrower's prior payment 
record, and the amount of the shortfall in relation to the principal and interest owed. 
 
Impairment for nonperforming loans is measured on a loan by loan basis for loans generally over 
$250,000.  Large groups of smaller balance homogeneous loans are collectively evaluated for 
impairment.  Impairment is computed as the excess of the carrying value of the loan over either the 
present value of expected future cash flows discounted at the loan's effective interest rate, or the fair 
value of the collateral if the loan is collateral dependent, and a portion of the allowance is specifically 
allocated to such impairments.     
 
In addition to the specific allocations related to impaired loans, the allowance includes a general 
component for homogenous pools of non-impaired loans.  This general component is based on 
historical loss experience adjusted for qualitative factors. The historical loss experience is determined 
by portfolio sector (Commercial; Real Estate - Other; Real Estate - 1-4 Family; Agriculture; and 
Consumer) and is based on the actual history of losses, net of recoveries, experienced by the 
Company over the most recent three years.  This actual loss experience is supplemented with relevant 
qualitative factors for each portfolio sector, including the following: levels of and trends in 
delinquencies, criticized loans and impaired loans (both TDRs and nonaccrual loans); levels of and 
trends in charge-offs and recoveries; trends in loan volume and concentrations (especially in the real 
estate sector); national and local economic trends and conditions (including, for agriculture loans, 
trends in commodity prices and precipitation levels; and trends in oil and gas prices for energy loans 
in the commercial sector); changes in lending policies, procedures and practices; experience, ability 
and depth of lending management and other relevant staff; and loss development periods.  This 
qualitative factor evaluation is inherently subjective as it requires estimates that are susceptible to 
significant revisions as more information becomes available. 
 
Though portions of the allowance relate to specific allocations for impaired loans, the entire 
allowance is available for any loan which should, in management’s judgment, be charged off as a 
loss. 
 
The allowance does not include amounts related to accrued interest receivable as accrued interest 
receivable is reversed when a loan is placed on nonaccrual status. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Allowance for Loan Losses (continued) 
 
The various analyses involved in management’s estimate of the allowance are related to and 
performed in concert with management's periodic and systematic detailed reviews of the lending 
portfolios to identify credit risks and assess the overall collectability of those portfolios.  Management 
utilizes a loan review process involving internal and external personnel to determine the credit risk 
exposure of significant specific loans and of the overall loan portfolio.  This process complements 
and reinforces the risk identification and assessment decisions made by lenders and credit personnel. 
 
Troubled Debt Restructurings    
 
A TDR is a loan on which the Company, for reasons related to a borrower's financial difficulties, 
grants a concession that the Company would not otherwise normally consider.  Such a concession 
takes the form of a modification or restructuring of the loan’s terms which could include a reduction 
in the stated interest rate; an extension of the maturity at an interest rate below current market; a 
reduction in the face amount of the debt; a reduction in the accrued interest; or re-aging, extensions, 
deferrals, renewals and rewrites.  A TDR would generally be considered impaired in the year of 
modification and will be assessed periodically for continued impairment. 
 
Loans whose contractual terms have been modified in a TDR and are current at the time of the 
restructuring remain on accrual status if there is demonstrated performance prior to the 
restructuring and repayment in full under the restructured terms is expected.  Otherwise, the loans 
are placed on nonaccrual status and reported as nonperforming until there is sustained repayment 
performance for a reasonable period, generally six months.  TDRs that are on accrual status are 
reported as performing TDRs through the end of the calendar year in which the restructuring 
occurred or the year in which the loans are returned to accrual status.  In addition, if accruing TDRs 
bear less than a market rate of interest at the time of modification, they are reported as performing 
TDRs throughout the remaining lives of the loans. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Nonperforming Loans, Charge-Offs and Delinquencies  
 
Nonperforming loans generally include loans that have been placed on nonaccrual status (including 
nonaccrual TDRs).  Loans within all portfolio sectors are generally placed on nonaccrual status and 
classified as nonperforming at 90 days past due, or when, in management’s opinion, the borrower 
may be unable to meet payment obligations as they become due.  Accrued interest receivable is 
reversed when a loan is placed on nonaccrual status.  Interest collections on nonaccruing loans for 
which the ultimate collectability of principal is uncertain are applied as principal reductions; 
otherwise, such collections are credited to interest income when received (or to other income for 
interest related to prior fiscal years).  These loans may be restored to accrual status when all principal 
and interest is current and full repayment of the remaining contractual principal and interest is 
expected, or when the loan otherwise becomes well-secured and is in the process of collection. 
 
The entire balance of a loan is contractually delinquent if the minimum payment is not received by 
the specified due date on the customer’s billing statement.  Interest and fees continue to accrue on 
past due loans until the date the loan goes into nonaccrual status, if applicable. 
 
The outstanding loan balance of a nonperforming loan that is in excess of the estimated collateral 
value is generally charged off no later than the end of the month in which the loan becomes 90 days 
past due.   
 
For loans in the Real Estate sectors, the estimated collateral value is determined utilizing appraisals 
or broker price opinions of the fair value of the property, less estimated costs to sell.  For loans in 
the Commercial, Agriculture and Consumer sectors, the fair value of the collateral is estimated by 
management based on current financial information, inspections, and appraisals.   
 
Financial Instruments 
 
In the ordinary course of business the Company has entered into commitments to extend credit, 
including commercial letters of credit and standby letters of credit.  Such financial instruments are 
recorded when they are funded.  
 
Premises and Equipment 
 
Land is carried at cost.  Premises and equipment are carried at cost, less accumulated depreciation 
computed on the straight-line method over the estimated useful lives of the assets or the expected 
terms of the leases, if shorter.  Computer software programs, including software developed for 
internal use, are amortized over their estimated useful lives. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Premises and Equipment (continued) 
 
The estimated useful lives for each major depreciable classification of premises and equipment are 
generally as follows: 
 
 Bank premises     10-40 years 
 Furniture and equipment 4-7 years  
 Software   3-10 years 
 
Other Real Estate Owned 
 
Assets acquired through, or in lieu of, loan foreclosure are initially recorded at fair value less 
estimated selling cost at the date of foreclosure.  Write-downs based on the asset's fair value at the 
date of acquisition are charged to the allowance for loan losses.  Foreclosed assets are subsequently 
carried at the lower of their new cost basis or estimated fair value less cost to sell.  Costs of significant 
improvements are capitalized, whereas costs relating to holding the foreclosed assets are expensed.  
Valuations are periodically performed by management, and if fair value changes materially 
subsequent to acquisition, the adjustment is recorded in the consolidated statement of income. 
 
Cash Surrender Value of Life Insurance 
 
The Company has purchased life insurance policies on certain employees of the Company.  Life 
insurance policies are initially recorded at cost at the date of purchase.  Subsequent to purchase, the 
policies are periodically adjusted for changes in contract value.  The adjustment to contract value 
increases or decreases the carrying value of the policies and is recorded as an income or expense on 
the consolidated statements of income. 
 
Goodwill and Other Identifiable Intangible Assets 
 
Goodwill results from business combinations and is generally determined as the excess of the fair 
value of the consideration transferred over the fair value of the net assets acquired and liabilities 
assumed as of the acquisition date.  Goodwill is determined to have an indefinite life and is not 
amortized; rather, it is tested for impairment at least annually or more frequently if events and 
circumstances exist that indicate an impairment test should be performed. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Goodwill and Other Identifiable Intangible Assets (continued) 
 
A qualitative assessment may be performed to determine whether the existence of events or 
circumstances leads to a determination that is more likely than not that the fair value is less than the 
carrying amount, including goodwill.  If, based on the evaluation, it is determined to be more likely 
than not that the fair value is less than the carrying value or if the qualitative assessment is bypassed, 
a quantitative impairment test will be performed to determine if goodwill is in fact impaired and 
then written down at that time.  Subsequent increases in goodwill value are not recognized in the 
financial statements. 
 
Other identifiable intangible assets recorded by the Company relate to naming rights, customer lists 
and core deposits.  Intangible assets with lives which may be reasonably estimated are amortized over 
those lives.  Intangible assets with indefinite lives are not amortized. Such assets are periodically 
evaluated as to the recoverability of their carrying values, while considering their materiality.   
 
Equity Securities 
 
Beginning January 1, 2019, upon adoption of ASU No. 2016-01, “Financial Instruments – Overall: 
Recognition and Measurement of Financial Assets and Financial Liabilities,” equity securities with 
readily determinable fair values are included in “equity investments” on the consolidated balance 
sheets and are stated at fair value with holding gains and losses reported in income as a component 
of noninterest income. For periods prior to January 1, 2019, equity securities with readily 
determinable fair values were classified as available-for-sale and stated at fair value with unrealized 
gains and losses reported as a separate component of accumulated other comprehensive income 
(loss), net of tax. Equity securities without readily determinable fair values are recorded based on 
cost (less impairment, if any), equity or proportional amortization methods, depending on the 
investment’s structure.  
 
Federal Home Loan Bank 

The Company's investment in Federal Home Loan Bank (FHLB) stock is an equity investment 
carried at cost, which approximates its fair value.  As a member of the FHLB system, the Company 
is required to maintain a minimum level of investment in FHLB stock based on specific percentages 
of its outstanding FHLB advances.  The Company may request redemption at par value of any stock 
in excess of the amount it is required to hold.  Stock redemptions are made at the discretion of the 
FHLB.   
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Preferred Stock  
 
The Company has the authority to issue up to 5,000,000 shares of preferred stock for various 
purposes as determined by the Board of Directors, including making future acquisitions, raising 
additional equity capital and financing.   
 
Transfers of Financial Assets 
 
Transfers of financial assets are accounted for as sales when control over the assets has been 
surrendered. Control over transferred assets is deemed to be surrendered when (1) the assets have 
been isolated from the Company – put presumptively beyond the reach of the transferor and its 
creditors, even in bankruptcy or other receivership; (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 or the ability to unilaterally cause the holder 
to return specific assets. 
 
Stock-Based Compensation Plans   
 
Compensation expense for stock-based awards to employees and directors is based on the fair value 
of such awards and is generally recognized over the required service period, which is usually defined 
as the vesting period.  Stock options and restricted stock qualify as equity-classified awards, under 
which the fair value of each grant is determined at the grant date, and that grant-date value is the 
amount recognized as expense over the service period.  Stock appreciation rights (SARs) are 
accounted for under the liability method: the fair value of each vested SAR outstanding is estimated 
as of each balance sheet date, and the change in that liability from period to period is the amount 
recognized as expense.  Fair value for stock options (at date of grant) and for SARs (at each balance 
sheet date) is based on the Black-Scholes model.  The fair value for restricted stock is based on 
valuations of the Company's stock. 
 
Advertising 
 
Advertising costs are expensed as incurred. Advertising and related expenses for the years ended 
December 31, 2020 and 2019 amounted to $3,588,000 and $3,288,000, respectively.    
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Income Taxes 
 
The Company’s income tax expense consists of current and deferred components.  Current income 
tax expense reflects taxes to be paid or refunded for the current period by applying the provisions of 
the tax law to the taxable income or excess of deductions over revenues.  The Company determines 
deferred income taxes using the liability (or balance sheet) method.  Under this method, the net 
deferred tax asset or liability is based on the tax effects of the differences between the book and tax 
bases of assets and liabilities, and enacted changes in tax rate and laws are recognized in the period 
in which they occur.  Deferred income tax expense results from changes in deferred tax assets and 
liabilities between periods.  
  
Deferred tax assets related to uncertain tax positions are recognized if it is more likely than not, 
based on the technical merits, that a tax position will be realized or sustained upon examination.  A 
tax position that meets the “more likely than not” recognition threshold is initially and subsequently 
measured as the largest amount of tax benefit that has a greater than 50 percent likelihood of being 
realized upon settlement with a taxing authority that has full knowledge of all relevant information.  
This determination considers the facts, circumstances, and information available at the reporting 
date and is subject to management’s judgment.  Deferred tax assets are reduced by a valuation 
allowance if, based on the weight of evidence available, it is more likely than not that some portion 
or all of a deferred tax asset will not be realized. 
 
The Company recognizes interest and penalties, if any, on income taxes as a component of income 
tax expense.  During the years ended December 31, 2020 and 2019, the Company recognized no 
material interest and penalties.  The Company has no material unrecognized tax benefits at 
December 31, 2020 and 2019.  The Company files income tax returns in the U.S. federal 
jurisdiction. The Company files consolidated income tax returns with its subsidiaries.  With few 
exceptions, the Company is no longer subject to U.S. federal or state income tax examinations by 
tax authorities for years before 2014. 
 
Comprehensive Income 
 
Comprehensive income consists of net income and other comprehensive income (loss).  Other 
comprehensive income (loss) is recognized as a separate component of shareholders’ equity and 
includes unrealized gains and losses on securities available for sale, net of tax.  
 
Loss Contingencies 
 
Loss contingencies, including claims and legal actions arising in the ordinary course of business, are 
recorded as liabilities when the likelihood of loss is probable and an amount or range of loss can be 
reasonably estimated.  Management does not believe there are any such matters not already reflected 
in the consolidated balance sheets which would have a material effect on the financial statements. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Reclassifications and Revisions 
 
Some items in the prior year financial statements have been reclassified to conform to the current 
presentation.  Reclassifications had no effect on prior year consolidated net income or shareholders’ 
equity. 
 
Contingencies 
 
In March 2020, the outbreak of the Coronavirus Disease 2019 (COVID-19) was recognized as a 
pandemic by the World Health Organization. The spread of COVID-19 has caused economic and 
social disruption resulting in unprecedented uncertainty, volatility and disruption in financial 
markets, and has placed significant health, economic and other major pressures throughout the 
communities we serve, the United States and globally. As the current pandemic is ongoing and 
dynamic in nature, there are many uncertainties related to COVID-19 including, among other 
things: its ultimate geographic spread; its severity; the duration of the outbreak; the impact to our 
customers, employees and vendors; the impact to the financial services and banking industry; and 
the impact to the economy as a whole as well as the effect of actions taken, or that may yet be taken, 
or inaction by governmental authorities to contain the outbreak or to mitigate its impact (both 
economic and health-related). During Summer 2020, many of the more restrictive government 
orders eased on a national level and more specifically in the Company's market of Texas, which has 
boosted commercial and consumer activity. However, the risk of a resurgence in infections and 
possible reimplementation of restrictions remains significant. COVID-19 did not negatively impact 
our business operations during 2020, but loan loss provisions increased due to economic conditions 
and increasing risks in the loan portfolio, and asset yields were affected by a lower interest rate 
environment. Business results could be negatively affected in the future with a continuation of the 
lower interest rate environment. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Recent Accounting Pronouncements 
 
Beginning January 1, 2019, upon adoption of Accounting Standards Update (ASU) No. 2014-09, 
“Revenue Recognition,” the Company adopted certain policies related to this ASU. In general, for 
revenue not associated with financial instruments, guarantees and lease contracts, the Company 
applies the following steps when recognizing revenue from contracts with customers: (i) identify the 
contract, (ii) identify the performance obligations, (iii) determine the transaction price, (iv) allocate 
the transaction price to the performance obligations and (v) recognize revenue when a performance 
obligation is satisfied. The Company’s contracts with customers are generally short term in nature, 
typically due within one year or less or cancellable by the Company or the customer upon a short 
notice period. Performance obligations for customer contracts are generally satisfied at a single point 
in time, typically when the transaction is complete, or over time. For performance obligations 
satisfied over time, the Company primarily uses the output method, directly measuring the value of 
the products/services transferred to the customer, to determine when performance obligations have 
been satisfied. The Company typically receives payment from customers and recognizes revenue 
concurrent with the satisfaction of performance obligations. In most cases, this occurs within a single 
financial reporting period. For payments received in advance of the satisfaction of performance 
obligations, revenue recognition is deferred until such time as the performance obligations have 
been satisfied. In cases where the Company has not received payment despite satisfaction of the 
Company’s performance obligations, the Company accrues an estimate of the amount due in the 
period the performance obligations have been satisfied. For contracts with variable components, 
only amounts for which collection is probable are accrued. The Company generally acts in a principal 
capacity, on its own behalf, in most of its contracts with customers. In such transactions, the 
Company recognizes revenue and the related costs to provide its services on a gross basis in the 
financial statements. In some cases, the Company acts in an agent capacity, deriving revenue through 
assisting other entities in transactions with its customers. In such transactions, the Company 
recognizes revenue and the related costs to provide its services on a net basis in the financial 
statements. These transactions recognized on a net basis primarily relate to storage fees with its self-
directed IRA precious metal services and fees derived from its customers' use of various interchange 
and ATM/debit card networks. The Company elected to use the full retrospective method and has 
netted the costs noted with the applicable revenue for all periods presented. The costs netted for the 
years ended December 31, 2020 and 2019 were $1,765,000 and $1,722,000, respectively. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Recent Accounting Pronouncements (continued) 
 
In January 2016, the FASB issued ASU No. 2016-01, “Financial Instruments - Overall: Recognition 
and Measurement of Financial Assets and Financial Liabilities.” The amendments require the 
following: 

 Equity investments (except those accounted for under the equity method of accounting, or 
those that result in consolidation of the investee) to be measured at fair value with changes 
in fair value recognized in net income. 

 Separate presentation of financial assets and financial liabilities by measurement category 
and form of financial asset (i.e., securities or loans and receivables). 

 
This guidance was effective for the Company on January 1, 2019.  The amendment did not have a 
material impact on the Company’s financial position, results of operations or cash flows. 
  
In February 2016, the FASB issued ASU No. 2016-02, “Leases.” ASU 2016-02 was also amended by 
ASU 2018-11 and ASU 2018-20 which, among other changes, allow an optional transition method 
whereby an entity initially applies the new leases standard at the adoption date and recognizes a 
cumulative-effect adjustment to the opening balance of retained earnings in the period of adoption. 
Consequently, an entity’s reporting for the comparative periods presented in the financial 
statements in which it adopts the new leases standard will continue to be in accordance with current 
GAAP. The amendments in ASU No. 2016-02 require lessees to recognize the following for all leases 
(with the exception of short-term leases) at the commencement date: 

 A lease liability, which is a lessee’s obligation to make lease payments arising from a lease, 
measured on a discounted basis; and 

 A right-of-use asset, which is an asset that represents the lessee’s right to use, or control the 
use of, a specified asset for the lease term. 

Under the new guidance, lessor accounting is largely unchanged. Certain targeted improvements 
were made to align, where necessary, lessor accounting with the lessee accounting model and Topic  
606, “Revenue from Contracts with Customers.” The Company is evaluating the potential impact 
of ASU No. 2016-02 as amended; however, the impact is not expected to be material to the 
Company’s financial position, results of operations or cash flows. Effective with the issuance of ASU 
No. 2020-05, “Revenue from Contracts with Customers (Topic 606), and Leases (Topic 842),” the 
effective date of this guidance for the Company is January 1, 2022.  
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Recent Accounting Pronouncements (continued) 

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments - Credit Losses (Topic 
326) - Measurement of Credit Losses on Financial Instruments.” Among other things, this ASU 
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. The 
Company will then use forward-looking information to better determine credit loss estimates. In 
addition, the ASU amends the accounting for credit losses on available-for-sale debt securities, 
primarily related to impairment measurement, and purchased financial assets with credit 
deterioration. The Company is evaluating the impact of ASU No. 2016-13 on the financial 
statements. The impact is expected to be material to the Company’s financial position and results 
of operations; however, the Company has yet to determine the extent of the impact. The Company 
is currently determining the data required and is in the early stage of implementing a third-party 
vendor system to enable the Company to comply with the new standard and to estimate the update’s 
impact on the financial statements prior to its adoption. It is anticipated that the Company will be 
able to make an estimate of the impact this update will have during 2021. In April 2019, ASU 2019-
04, “Codification Improvements to Topic 326, Financial Instruments - Credit Losses, Topic 815, 
Derivatives and Hedging, and Topic 825, Financial Instruments,” was issued to address certain 
codification improvements and to provide certain accounting policy elections related to accrued 
interest as well as disclosure related to credit losses, among other things. In May 2019, ASU 2019-
05, “Financial Instruments - Credit Losses (Topic 326): Targeted Transition Relief,” was issued to 
provide transition relief in connection with the adoption of ASU 2016-03 whereby entities would 
have the option to irrevocably elect the fair value option for certain financial assets previously 
measured at amortized cost basis. Effective with the issuance of ASU No. 2019-10, “Financial 
Instruments - Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic 
842),” the effective date of this guidance for the Company is January 1, 2023. 
 
In August 2016, the FASB issued ASU No. 2016-15, “Classification of Certain Cash Receipts and 
Payments.” The update addresses the following eight specific cash flow issues: debt prepayment or  
debt extinguishment costs; settlement of zero-coupon debt instruments or other debt instruments 
with coupon interest rates that are insignificant in relation to the effective interest rate of the 
borrowing; contingent consideration payments made after a business combination; proceeds from 
the settlement of insurance claims; proceeds from the settlement of corporate-owned life insurance 
policies (including bank-owned life insurance policies); distributions received from equity method 
investees; beneficial interests in securitization transactions; and separately identifiable cash flows and 
application of the predominance principle. This guidance was effective for the Company on January 
1, 2019.  The amendment did not have a material impact on the Company’s financial position, 
results of operations or cash flows. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Recent Accounting Pronouncements (continued) 
 
In January 2017, the FASB issued ASU No. 2017-01 “Business Combinations - Clarifying the 
Definition of a Business.” The definition of a business affects many areas of accounting including 
acquisitions, disposals, goodwill, and consolidation. The amendments are intended to help 
companies and other organizations evaluate whether transactions should be accounted for as 
acquisitions (or disposals) of assets or businesses. The guidance was effective on January 1, 2019. 
The adoption did not result in any material impact on the Company’s financial position, results of 
operations or cash flow as of adoption. See Note 17, Acquisitions, for activity during 2020 and 2019 
that was accounted for under this amendment. 
 
In August 2018, the FASB issued ASU No. 2018-13, “Fair Value Measurement (Topic 820): 
Disclosure Framework - Changes to the Disclosure Requirements for Fair Value Measurement.” The 
amendment requires disclosures and modifications primarily related to Level 3 fair value 
measurements and measurement uncertainty. In addition, several disclosures are removed as follows: 

 The amount of and reasons for transfers between Level 1 and Level 2 of the fair value 
hierarchy; 

 The policy for timing of transfers between levels; 
 The valuation processes for Level 3 fair value measurements; and 
 For nonpublic entities, the changes in unrealized gains and losses for the period included in 

earnings for recurring Level 3 fair value measurements held at the end of the reporting 
period. 

This guidance was effective for the Company on January 1, 2020. The amendment did not have a 
material impact on the Company’s financial position, results of operations or cash flows. 
 
Subsequent Events 
 
Subsequent events have been evaluated through March 5, 2021, which is the date the consolidated 
financial statements were issued, and no subsequent events requiring financial statement 
recognition or disclosure were noted, except as disclosed in Note 17, Acquisitions. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

Earnings Per Share     
 
Basic earnings per share represents income available to common stockholders divided by the 
weighted-average number of common shares, including restricted shares, outstanding during each 
period.  Diluted earnings per share reflects additional potential common shares that would have 
been outstanding if dilutive potential common shares had been issued, as well as any adjustment to 
income that would result from the assumed issuance.  Potential common shares that may be issued 
by the Company relate solely to exercisable stock options and restricted stock and are determined 
using the treasury stock method, whereby the proceeds from the options assumed to be exercised 
are assumed to be used to purchase common stock at the average market price during the period. 
 
Computation of earnings per share (EPS) was as follows (dollar amounts in thousands, except per 
share data): 
 

 
  

2020 2019

Net income 50,529$              42,010$              

Average common shares outstanding 18,548,128         17,687,144         

Basic earnings per share 2.72$                  2.38$                  

Average common shares outstanding 18,548,128         17,687,144         

Effect of dilutive securities: stock-based compensation 89,876                179,079              

Average shares -  fully diluted impact 18,638,004         17,866,223         

Diluted earnings per share 2.71$                  2.35$                  
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NOTE 2 - SECURITIES  
 
The amortized cost and fair value of securities, with gross unrealized gains and losses, follows (in 
thousands): 

 
Mortgage-backed securities included in the above table were issued by U.S. government agencies and 
corporations and include residential and commercial instruments. 
 
Beginning January 1, 2019, upon adoption of ASU No. 2016-01, equity securities with readily 
determinable fair values are stated at fair value with holding gains and losses reported in income and 
are included in “equity investments” on the consolidated balance sheets as of December 31, 2020 
and 2019 (see Note 7, Equity Investments). For periods prior to January 1, 2019, equity securities 
with readily determinable fair values were classified as securities available for sale. 
  

Gross Gross Estimated
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
Debt Securities:

Mortgage-backed securities 82,665            532               (1,650)             81,547        
State and political subdivisions 531,697          36,368          (499)                567,566      
Collateralized mortgage obligations 204,391          3,904            (237)                208,058      
Asset-backed securities 98,887            490               (286)                99,091        
Other debt securities 2,000              -                -                  2,000          

Total securities available for sale 919,640$ 41,294$ (2,672)$ 958,262$ 

Gross Gross Estimated
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
Debt Securities:

Mortgage-backed securities 79,068            186               (1,845)             77,409        
State and political subdivisions 308,334          11,685          (2,043)             317,976      
Collateralized mortgage obligations 221,804                      1,767 (849)                222,722      
Asset-backed securities 39,648            -                (727)                38,921        
Other debt securities -                   -                -                  -              

Total securities available for sale 648,854$ 13,638$ (5,464)$ 657,028$ 

December 31, 2020

December 31, 2019
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NOTE 2 - SECURITIES (continued) 
 
Proceeds from sales of debt securities and gross gains and losses for the periods ended December 31, 
2020 and 2019 were as follows (in thousands): 
 

   
 
At December 31, 2020 and 2019, debt securities with a carrying value of $700,114,000 and 
$446,855,000 respectively, were pledged to secure public deposits, trust deposits, and for other 
purposes required or permitted by law. 

The amortized cost and fair value of debt securities available for sale at December 31, 2020 are 
shown below by contractual maturity (in thousands).  Expected maturities may differ from 
contractual maturities for issuers who have the right to call or prepay obligations with or without 
penalties.  Mortgage-backed securities, collateralized mortgage obligations, asset-backed securities, 
and other debt securities are shown separately since they are not due at single maturity dates. 
 

  
At December 31, 2020 and 2019, there were no holdings of securities of any one issuer, other than 
the U.S. government and its agencies, in an amount greater than 10% of shareholders' equity. 
 
  

2020 2019

Proceeds from sales 129,348$        223,253$      

Gross realized gains 9,107              6,962            

Gross realized losses (62)                  (692)              

Amortized Estimated
Cost Fair Value

Due in one year or less 198$             199$               
Due from one to five years 152               153                 
Due from five to ten years 16,322          17,651            
After ten years 517,025        551,563          

Mortgage-backed securities 82,665          81,547            
Collateralized mortgage obligations 204,391        208,058          
Asset-backed securities 98,887          99,091            

919,640$      958,262$        
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NOTE 2 - SECURITIES (continued) 
 
The following tables show information regarding securities available for sale with unrealized losses, 
aggregated by investment category and length of time that individual securities have been in a 
continuous unrealized loss position at December 31, 2020 and 2019 (in thousands): 
 

 
Unrealized losses are generally due to changes in interest rates.  The Company intends to hold these 
securities until maturity or until value recovers, and it is more likely than not that the Company will 
not have to sell these securities before the recovery of their cost basis.  Consequently, the unrealized 
losses detailed in the table above are deemed to be temporary, and no impairment losses have been 
realized in the consolidated income statements. 
  

Gross Gross
Estimated Unrealized Estimated Unrealized
Fair Value Losses Fair Value Losses

U.S. government and agency -$                 -$              -$                -$            

Mortgage-backed securities 7,542              81                 45,761            1,569          

State and political subdivisions 47,866            475               1,881              24               

Collateralized mortgage obligations 17,331            33                 16,836            204             

Asset-backed securities 10,158            1                   27,283            285             

Other debt securities -                   -                -                  -              
Total 82,897$          590$             91,761$          2,082$        

Gross Gross
Estimated Unrealized Estimated Unrealized
Fair Value Losses Fair Value Losses

Mortgage-backed securities 2,200$            18$               58,349$          1,827$        
State and political subdivisions 73,755            2,043            -                  -              
Collateralized mortgage obligations 84,307            454               21,187            395             
Asset-backed securities 30,283            488               8,638              239             
Other debt securities -                   -                -                  -              

Total 190,545$        3,003$          88,174$          2,461$        

Less than 12 months 12 months or longer

Less than 12 months 12 months or longer

December 31, 2020

December 31, 2019
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES 
 
A summary of the year-end balances of loans follows (in thousands): 
          

           
As of December 31, 2020, discounts, net of premiums, related to acquired loans, were approximately 
$12,290,000, and are included as a net reduction in the loan receivable balances above. As of 
December 31, 2019, there were no premiums or discounts recorded.         
 
Allowance for Loan Losses 
 
The following tables set forth information regarding the activity in the allowance for loan losses by 
portfolio sector for 2020 and 2019 (in thousands): 
 

 

2020 2019
Commercial 815,291$        573,134$           
Real estate - other 1,788,154       1,366,130          
Real estate - 1-4 family 605,954          423,951             
Agriculture 260,174          256,220             
Consumer 37,553            33,010               

Loans receivable 3,507,126       2,652,445          
Net deferred loan fees (11,143)           (5,717)                
Gross loans 3,495,983       2,646,728          

Less: allowance for loan losses (54,855)           (34,152)              

Loans, net 3,441,128$     2,612,576$        

Beginning 
Balance Charge-offs Recoveries Provision Ending Balance

Commercial 12,319$         (3,075)$          744$                    7,407$               17,395$             
Real estate - other 15,056           (2)                   219                      14,465               29,738               
Real estate - 1-4 family 244                (207)               7                          228                    272                    
Agriculture 5,929             (70)                 493                      504                    6,856                 
Consumer 604                (1,559)            803                      746                    594                    

Total 34,152$         (4,913)$          2,266$                 23,350$             54,855$             

Beginning 
Balance Charge-offs Recoveries Provision Ending Balance

Commercial 12,429$         (7,206)$          415$                    6,681$               12,319$             
Real estate - other 12,930           (104)               196                      2,034                 15,056               
Real estate - 1-4 family 145                (64)                 5                          158                    244                    
Agriculture 7,060             (30)                 202                      (1,303)                5,929                 
Consumer 416                (1,775)            883                      1,080                 604                    

Total 32,980$         (9,179)$          1,701$                 8,650$               34,152$             

2020

2019
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Allowance for Loan Losses (continued) 
 
The following table details the allowance for loan losses and recorded investment in loans by 
portfolio sector (in thousands):     
 

 
Included in collectively evaluated above is a total of $537,611,000 purchased non-impaired loans 
(including $944,000 of nonaccrual loans), and $1,522,000 of impaired loans (each with a principal 
balance below $250,000).  

Allowance for Loan Losses:

Individually Collectively

Acquired with 
deteriorated 

credit Total
Commercial 1,995$           15,400$               -$                   17,395$             
Real estate - other 1,591             28,147                 -                     29,738               
Real estate - 1-4 family -                 272                      -                     272                    
Agriculture -                 6,856                   -                     6,856                 
Consumer -                 594                      -                     594                    

Total 3,586$           51,269$               -$                   54,855$             

Loans Receivable:

Individually Collectively

Acquired with 
deteriorated 

credit Total
Commercial 9,778$           803,545$             1,968$               815,291$           
Real estate - other 35,721           1,743,871            8,562                 1,788,154          
Real estate - 1-4 family 1,712             604,242               -                     605,954             
Agriculture -                 260,135               39                      260,174             
Consumer -                 37,553                 -                     37,553               

Total 47,211$         3,449,346$          10,569$             3,507,126$        

On loans evaluated for impairment:
December 31, 2020

Evaluated for impairment:
December 31, 2020
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Allowance for Loan Losses (continued) 
 

             
Risk Characteristics 
 
Risk characteristics applicable to each sector of the loan portfolio include the following: 
 
Commercial: The commercial portfolio includes loans to commercial customers for use in financing 
working capital needs, equipment purchases and expansions.  The loans in this category are repaid 
primarily from the cash flow of a borrower’s principal business operation.  Credit risk in these loans 
is driven by creditworthiness of a borrower and the economic conditions that impact the cash flow 
stability from business operations. Energy loans are included in this sector.  
 
  

Allowance for Loan Losses:

Individually Collectively Total
Commercial 980$              11,339$               12,319$             
Real estate - other 1,203             13,853                 15,056               
Real estate - 1-4 family 81                  163                      244                    
Agriculture -                 5,929                   5,929                 
Consumer -                 604                      604                    

Total 2,264$           31,888$               34,152$             

Loans Receivable:

Individually Collectively Total
Commercial 10,288$         562,846$             573,134$           
Real estate - other 35,018           1,331,112            1,366,130          
Real estate - 1-4 family 2,144             421,807               423,951             
Agriculture 2,125             254,095               256,220             
Consumer 3                    33,007                 33,010               

Total 49,578$         2,602,867$          2,652,445$        

December 31, 2019
On loans evaluated for impairment:

December 31, 2019
Evaluated for impairment:
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Risk Characteristics (continued) 
 
The commercial portfolio also includes loans to customers for the Paycheck Protection Program 
(PPP) created by Congress in the CARES Act during 2020 to help businesses during the COVID-19 
pandemic. As of December 31, 2020, the Company had $211,705,000 of PPP loans outstanding net 
of recorded net unearned deferred fees associated with PPP loans of $3,025,000. Loans that meet 
the criteria set by the Small Business Administration (SBA) and the CARES Act will be forgiven. As 
of December 31, 2020, there was minimal credit risk related to the PPP loans based on SBA 
guarantees. The remaining unforgiven loans are fully guaranteed by the SBA.  
 
Real Estate - Other: Primary categories in this real estate sector of the loan portfolio are commercial 
real estate, construction, ranch, farm land and land development. 
 
Commercial real estate loans typically involve larger principal amounts, and repayment of these loans 
is generally dependent on cash flow generated from lease income of the property securing the loan 
or the business conducted on the property securing the loan.  These loans are viewed primarily as 
cash flow loans and secondarily as loans secured by real estate.  Credit risk in these loans may be 
impacted by the creditworthiness of a borrower, property values and the local economies in the 
borrower’s market area. 
 
Construction and land development real estate loans are usually based upon estimates of costs and 
estimated value of the completed project and include independent appraisal reviews and a financial 
analysis of the developers and property owners.  Sources of repayment of these loans may include 
permanent loans, sales of developed property or an interim loan commitment from the Company 
until permanent financing is obtained.  These loans are considered to be higher risk than other real 
estate loans due to their ultimate repayment being sensitive to interest rate changes, general 
economic conditions and the availability of long-term financing.  Credit risk in these loans may be 
impacted by the creditworthiness of a borrower, property values and the local economies in the 
borrower’s market area.        
 
Real Estate - 1-4 Family: The residential real estate loans are generally secured by owner-occupied 1-4 
family residences.  Repayment of these loans is primarily dependent on the personal income and 
credit rating of the borrowers.  Credit risk in these loans can be impacted by economic conditions 
within the borrower’s market areas that might impact either property values or a borrower’s personal 
income.  Risk is mitigated by the fact that the loans are of smaller individual amounts and spread 
over a large number of borrowers. 
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Risk Characteristics (continued) 
 
Agriculture: Agricultural loans are subject to underwriting standards and processes similar to 
commercial loans. These agricultural loans are based primarily on the underlying collateral provided 
by the borrower. Most agricultural loans are secured by the agriculture-related assets being financed, 
such as cattle or equipment, and include personal guarantees. 
 
Consumer: The consumer loan portfolio consists of various term and line of credit loans such as 
automobile loans and loans for other personal purposes.  Repayment for these types of loans will 
come from a borrower’s income sources that are typically independent of the loan purpose.  Credit 
risk is driven by consumer economic factors such as unemployment and general economic 
conditions in the Company’s market areas and the creditworthiness of a borrower. 
 
COVID-19 Risks 
 
The Texas economy, specifically in the Company’s lending areas, started to show improvement by 
mid-2020 following unprecedented declines caused by the pandemic. During the fourth quarter of 
the year, COVID-19 infections increased in Texas which disrupted the budding economic recovery 
and is the biggest risk to the near-term outlook. Activity in the manufacturing and financial sectors 
continued to expand while the service sector activity declined overall. While retail spending 
stabilized, activity remained below pre-pandemic levels. Outlooks are increasingly uncertain, with 
concerns over surging COVID-19 cases and the possible disruption to business and overall economic 
recovery. The pandemic crisis has been impactful and the timing and magnitude of recovery cannot 
be predicted. The risk of loss associated with all segments of the portfolio could increase due to these 
factors. 
 
Asset Quality 
 
The Company monitors credit quality within its loan portfolio based on primary credit quality 
indicators on an ongoing basis. All of the Company's loans are evaluated, either individually or as 
part of groups of homogenous smaller loans, and identified either as pass or as criticized. 
 
The classification of loans reflects a judgment about the risks of default and loss associated with the 
loans. Ratings are adjusted to reflect management's assessment of the degree of risk and loss inherent 
in each credit.     
 
The methodology is structured so that specific allocations in the allowance for loan losses are 
increased in accordance with deterioration in credit quality (and a corresponding increase in risk of 
loss) or decreased in accordance with improvement in credit quality (and a corresponding decrease 
in risk of loss). 
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Asset Quality (continued) 
 
Pass rated refers to loans that are not considered criticized.  
 
Criticized loans pose an elevated risk and may have a high probability of default or total loss. These 
loans are further subdivided into risk ratings of special mention, substandard, doubtful or loss. 
 
Loans rated special mention show clear signs of financial weaknesses or deterioration in credit 
worthiness; however, such concerns are not so pronounced that the Company generally expects to 
experience significant loss within the short term. Such loans typically maintain the ability to perform 
within standard credit terms. 
 
Loans rated substandard are those for which the normal repayment of principal and interest may 
be, or has been, jeopardized by reason of adverse trends or developments of a financial, managerial, 
economic or political nature, or for which important weaknesses exist in collateral. Prompt 
corrective action is therefore required to strengthen the Company's position, to reduce exposure, 
and to assure that adequate remedial measures are taken by the borrower. Credit exposure becomes 
more likely in such loans and a serious evaluation of the secondary support is performed. 
 
Loans rated doubtful are those for which full collection of principal appears highly questionable, 
and for which some degree of loss is anticipated, even though the ultimate amount of loss may not 
yet be certain, or for which other factors exist which could affect collection of debt. Based upon 
available information, positive action by the Company is required to avert or minimize loss. Loans 
rated doubtful are generally also placed on nonaccrual.      
 
Loans rated loss are those that are considered uncollectible and of such little value that their 
continuance as bankable assets is not warranted. This classification does not mean that the asset has 
absolutely no recovery or salvage value, but rather that it is not practical or desirable to defer writing 
off as a basically worthless asset even though partial recovery may occur in the future. 
 
As of December 31, 2020, there were no changes to the Company's loan risk grading system 
definitions. 
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Asset Quality (continued) 
 
The following table sets forth information regarding the internal classification of the loan portfolio 
(in thousands): 
 

 
In January and July 2020, the Company acquired certain loans which had experienced credit 
deterioration since origination (see Note 17, Acquisitions). Such loans are considered purchased 
credit impaired (or PCI) loans under GAAP. 
 
The Company has included PCI loans in the above grading tables. The following provides additional 
detail on the grades applied to those loans (in thousands): 
 

 
 
As of December 31, 2020, the Company had a loan in process of foreclosure which was included in 
the real estate – other sector.  This loan was impaired and classified as nonaccrual carrying a specific 
allocation included in the allowance of $202,000.  The foreclosure was completed shortly after year 
end and the amount of $1,727,000 was recorded to other real estate owned.  Upon movement to 
other real estate owned, a charge against the allowance of $202,000 was recognized on this property.  
There were no loans in process of foreclosure as of December 31, 2019. 
 
PCI loans may remain on accrual status to the extent the company can reasonably estimate the 
amount and timing of expected future cash flows. At December 31, 2020, nonaccrual PCI loans 
were $3,912,000. These loans are returning a market rate of return given the accretable yield. 

Special 
Pass Mention Substandard Doubtful Loss Total

Commercial 765,266$       12,336$         37,577$               112$                  -$                   815,291$         

Real estate - other 1,644,653      62,435           81,066                 -                     -                     1,788,154        

Real estate - 1-4 family 594,702         6,672             4,580                   -                     -                     605,954           

Agriculture 254,411         1,938             3,825                   -                     -                     260,174           

Consumer 37,451           -                 102                      -                     -                     37,553             

    Total loans receivable 3,296,483$    83,381$         127,150$             112$                  -$                   3,507,126$      

Special 
Pass Mention Substandard Doubtful Loss Total

Commercial 541,296$       12,829$         18,797$               212$                  -$                   573,134$         
Real estate - other 1,314,569      7,626             43,935                 -                     -                     1,366,130        
Real estate - 1-4 family 417,948         2,403             3,600                   -                     -                     423,951           
Agriculture 245,070         4,431             6,719                   -                     -                     256,220           
Consumer 32,790           -                 220                      -                     -                     33,010             

    Total loans receivable 2,551,673$    27,289$         73,271$               212$                  -$                   2,652,445$      

December 31, 2020

December 31, 2019

Special 
Pass Mention Substandard Doubtful Loss Total

December 31, 2020 3,285$           49$                7,197$                 38$                    -$                   10,569$           
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Asset Quality (continued) 
 
The following table sets forth information regarding nonaccrual loans, excluding loans acquired 
with deteriorated credit quality (in thousands): 
 

   
The following table sets forth information regarding delinquencies (in thousands): 
 

 
 
  

2020 2019
Commercial 10,995$             10,269$              
Real estate - other 36,257               31,042                
Real estate - 1-4 family 449                    678                     
Agriculture 258                    2,125                  
Consumer -                     2                         

47,959$             44,116$              

December 31,

Total Accruing Loans
30 - 89 Days 90 Days Total Loans 90 or More

Past Due  and Greater Past Due Current Receivable Days Past Due
Commercial 3,521$          3,719$          7,240$          806,083$           813,323$            538$              

Real estate - other 981               20,538          21,519          1,758,073          1,779,592           -                  

Real estate - 1-4 family 1,498            955               2,453            603,501             605,954              582                

Agriculture -                -                -                260,135             260,135              -                  

Consumer 151               -                151               37,402               37,553                -                  

6,151$          25,212$        31,363$        3,465,194$        3,496,557$         1,120$           
Acquired with deteriorated 
credit quality 3                   1,709            1,712            8,857                 10,569                -                  

6,154$          26,921$        33,075$        3,474,051$        3,507,126$         1,120$           

Total Accruing Loans
30 - 89 Days 90 Days Total Loans 90 or More

Past Due  and Greater Past Due Current Receivable Days Past Due
Commercial 1,196$          -$              1,196$          571,938$           573,134$            -$                

Real estate - other 7,559            10,051          17,610          1,348,520          1,366,130           -                  

Real estate - 1-4 family 3,594            1,630            5,224            418,727             423,951              -                  

Agriculture -                48                 48                 256,172             256,220              -                  

Consumer 17                 -                17                 32,993               33,010                -                  

12,366$        11,729$        24,095$        2,628,350$        2,652,445$         -$                

December 31, 2020

December 31, 2019
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Asset Quality (continued) 
 
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 the 
contractual terms of the loan. Impaired loans include nonperforming commercial loans (generally 
those on nonaccrual) and loans modified in troubled debt restructurings when concessions have 
been granted to borrowers experiencing financial difficulties. These concessions could include a 
reduction in the interest rate on the loan, payment extensions, forgiveness of principal, forbearance 
or other actions intended to maximize collection. 
 
The following table sets forth information regarding the recorded investment for impaired loans, 
excluding loans acquired with deteriorated credit quality (in thousands): 

   
  

2020 2019
Nonaccrual loans (other than TDRs) 36,147$             35,002$              
Troubled debt restructurings:

Accruing 1,718                 5,462                  
Not accruing 11,812               9,114                  

Other -                     -                      
49,677$             49,578$              

December 31,
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Asset Quality (continued) 
 
The following is a summary of information pertaining to impaired loans (excluding loans acquired 
with deteriorated credit quality) as of and for the year ended December 31, 2020 (in thousands): 
 

  
 
The unpaid principal balances above include amounts previously charged off. 
 
  

Interest Interest 
Unpaid Average Income Income
Principal Recorded Related Recorded Recognized Recognized
Balance Investment Allowance Investment Accrual Basis Cash Basis

With no related allowance:
Commercial 8,703$          8,064$          -$              7,923$               2$                       -$                
Real estate - other 30,175          28,458          -                25,751               60                       -                  
Real estate - 1-4 family 1,883            1,883            -                1,624                 82                       -                  
Agriculture 258               258               -                7,446                 -                      -                  
Consumer -                -                -                -                     -                      -                  

With a related allowance:
Commercial 2,947            2,948            1,995            2,910                 -                      -                  
Real estate - other 8,066            8,066            1,591            4,211                 -                      -                  
Real estate - 1-4 family -                -                -                139                    -                      -                  
Agriculture -                -                -                -                     -                      -                  
Consumer -                -                -                -                     -                      -                  

Total:
Commercial 11,650          11,012          1,995            10,833               2                         -                  
Real estate - other 38,241          36,524          1,591            29,962               60                       -                  
Real estate - 1-4 family 1,883            1,883            -                1,763                 82                       -                  
Agriculture 258               258               -                7,446                 -                      -                  
Consumer -                -                -                -                     -                      -                  

52,032$        49,677$        3,586$          50,004$             144$                   -$                
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Asset Quality (continued) 
 
The following is a summary of information pertaining to impaired loans (excluding loans acquired 
with deteriorated credit quality) as of and for the twelve months ended December 31, 2019 (in 
thousands): 

 
The unpaid principal balances above include amounts previously charged off. 
 
Following is a summary of loans modified under troubled debt restructurings (excluding acquired 
loans) during 2020 (in thousands): 

 

  

Interest Interest 
Unpaid Average Income Income

Principal Recorded Related Recorded Recognized Recognized
Balance Investment Allowance Investment Accrual Basis Cash Basis

With no related allowance:
Commercial 12,617$        8,311$          -$              6,139$               3$                       -$                
Real estate - other 30,539          29,600          -                14,070               268                     -                  
Real estate - 1-4 family 1,553            1,766            -                2,636                 88                       -                  
Agriculture 3,125            2,125            -                2,849                 -                      -                  
Consumer 3                   3                   -                5                        -                      -                  

With a related allowance:
Commercial 1,977            1,977            980               4,168                 -                      -                  
Real estate - other 5,418            5,418            1,203            2,129                 -                      -                  
Real estate - 1-4 family -                378               81                 95                      -                      -                  
Agriculture -                -                -                -                     -                      -                  
Consumer -                -                -                -                     -                      -                  

Total:
Commercial 14,594          10,288          980               10,307               3                         -                  
Real estate - other 35,957          35,018          1,203            16,199               268                     -                  
Real estate - 1-4 family 1,553            2,144            81                 2,731                 88                       -                  
Agriculture 3,125            2,125            -                2,849                 -                      -                  
Consumer 3                   3                   -                5                        -                      -                  

55,232$        49,578$        2,264$          32,091$             359$                   -$                

Post-
Pre-Modification Modification

Recorded Recorded Interest Total
Number Investment Investment Only Term Combination Modification

Commercial 2             2,011$          2,011$          -$              2,011$               -$                    2,011$           
Real estate - other 1             2,745            2,745            2,745            -                     -                      2,745             
Real estate - 1-4 family -          -                -                -                -                     -                      -                  
Agriculture -          -                -                -                -                     -                      -                  
Consumer -          -                -                -                -                     -                      -                  
Total 3             4,756$          4,756$          2,745$          2,011$               -$                    4,756$           

Type of Modification
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Asset Quality (continued) 
 
Following is a summary of loans modified under troubled debt restructurings during 2019 (in 
thousands): 

 

The impact of the recognition of the troubled debt restructurings described above increased the 
allowance for loan losses by $1,394,000 and resulted in no charge-offs during the years ended 
December 31, 2020. The impact of 2019 troubled debt restructurings did not increase the allowance 
for loan losses and resulted in no chargeoffs during the year ended December 31, 2019. The 
Company has no material commitments to lend additional funds to these debtors. 
 
There were no loans modified under troubled debt restructurings in default during the year ended 
December 31, 2020. As of December 31, 2019, there was a real-estate other loan modified under 
troubled debt restructurings in default. This loan amount is for $278,151, and did not increase the 
allowance for loan losses. 
 
The following table summarizes the outstanding balance and related carrying amount of PCI loans 
acquired (see also Note 17, Acquisitions) during the year ended December 31, 2020 (in thousands). 
There were no PCI loans for the year ended December 31, 2019. 
 

     
There was no allocation established in the allowance for loan losses relating to PCI loans as of 
December 31, 2020. 
 
  

Post-
Pre-Modification Modification

Recorded Recorded Interest Total
Number Investment Investment Only Term Combination Modification

Commercial 3             2,697$          2,697$          104$             2,593$               -$                    2,697$           
Real estate - other 2             2,224            2,224            -                1,946                 278                     2,224             
Real estate - 1-4 family -          -                -                -                -                     -                      -                  
Agriculture -          -                -                -                -                     -                      -                  
Consumer -          -                -                -                -                     -                      -                  
Total 5             4,921$          4,921$          104$             4,539$               278$                   4,921$           

Type of Modification

Mobeetie Centennial Total

Outstanding balance 9$                     15,152$            15,161$            

Nonaccretable difference -                    (4,252)               (4,252)               

Accretable yield -                    (340)                  (340)                  
Carrying amount 9$                     10,560$            10,569$            
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NOTE 3 - LOANS AND ALLOWANCE FOR LOAN LOSSES (continued) 
 
Asset Quality (continued) 
 
The changes in accretable yield during the year ended December 31, 2020 in regards to loans 
transferred at acquisition, for which it was probable that all contractually required payments would 
not be collected, are presented in the table below (in thousands): 
 

  
NOTE 4 - PREMISES AND EQUIPMENT 
 
A summary of the year-end cost and accumulated depreciation of premises and equipment follows 
(in thousands): 

    
Depreciation expense for 2020 and 2019 amounted to $8,448,000 and $7,817,000, respectively, 
and is included in “occupancy and equipment expense, net” on the consolidated statements of 
income. Software amortization for 2020 and 2019 amounted to $1,663,000 and $1,740,000, 
respectively, and is included in "data processing" on the consolidated statements of income.       
 
As of December 31, 2020, construction in progress (CIP) includes approximately $969,000 related 
to land projects intended for parking and potential new branch sites. The remaining balance in CIP 
relates to building remodeling and upgrades for purchased and existing branches including the 
Headquarters Property; although the cost to complete individual projects cannot be estimated, 
management concludes that the total cost for all current projects will not exceed $2 million. 
 
  

2020
Beginning balance -$                  
Additions 182                   
Accretion (108)                  
Reclassification from nonaccretable 266                   
Ending balance 340$                 

2020 2019

Land 21,055$       13,685$       
Bank premises 143,183 112,964
Furniture, equipment and software 69,850 60,767
Construction in progress 14,417 9,981

248,505       197,397       
Accumulated depreciation (91,431)        (81,735)        

157,076$     115,662$     
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NOTE 4 - PREMISES AND EQUIPMENT (continued) 
 
The Bank has several operating leases with tenants, primarily in its Headquarters Property but also 
in a few branches.  These leases expire within the next ten years and generally contain renewal 
options for periods ranging from one year to five years.  Rental income of $3,605,000 and 
$3,491,000 for 2020 and 2019, respectively, related to these operating leases is reflected as a 
reduction in "occupancy and equipment expense, net" on the consolidated statements of income.  
As of December 31, 2020, the cost and accumulated depreciation of the properties with operating 
leases included in the summary above were $77,112,000 and $17,933,000, respectively. 
 
Future minimum noncancellable lease payments due to the Bank as lessor are as follows (in 
thousands): 
 

   
NOTE 5 - OTHER REAL ESTATE OWNED 
 
A summary of the year-end balances of other real estate owned is presented below (in thousands): 
 

  
Costs of operation and other expenses applicable to other real estate owned net of associated income 
and gains, included in "other expense" on the consolidated income statements, were as follows (in 
thousands): 

              

2021 3,061           
2022 2,466           
2023 2,095           
2024 1,691           
2025 1,506           
Thereafter 913              

11,732$       

2020 2019

1-4 family residential 213$            385$            
Multifamily residential -                -                
Nonfarm nonresidential 867              1,070           

Total other real estate owned 1,080$         1,455$         

2020 2019

Net loss on sales of real estate 13$              51$              

603              245              

Operating expenses, net of income 212              484              

828$            780$            

Write-downs
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NOTE 5 - OTHER REAL ESTATE OWNED (continued) 
 
The Company obtained a fertilizer plant in California through foreclosure in 2013 and has 
accounted for the plant in "other real estate owned" on the consolidated balance sheets. The 
Company is in the process of having the soil contamination at the California plant remediated by a 
third party. During 2020, this property's value was remeasured to reflect an updated estimate of fair 
value based on a new appraisal and revised estimates of costs to sell. The remeasurement resulted in 
an impairment write-down of $229,000 included in "other expense" on the consolidated income 
statement for 2020. There was no impairment recognized related to this asset in 2019. 
 
NOTE 6 - GOODWILL AND OTHER IDENTIFIABLE INTANGIBLE ASSETS 
 
Goodwill 
 
A summary of goodwill follows (in thousands): 
 

  
The change of $77,446,000 during 2020 relates to the acquisitions of First State Bank of Mobeetie 
and Centennial Bank. The change of $238,000 during 2019 relates to the acquisition of the 
Matador, Memphis, Turkey and White Deer branches of First Bank & Trust of Seymour. Further 
details are included in Note 17, Acquisitions. 
 
Goodwill impairment tests conducted in 2020 and 2019 produced no changes in the carrying 
amount of goodwill. 
 
Other Identifiable Intangible Assets 
 
A summary of the year-end gross carrying amounts and accumulated amortization of intangible assets 
other than goodwill follows (in thousands): 
 

 

2020 2019

Beginning balance 48,668$                 48,430$                 
Goodwill recorded during year 77,446                  238                       

Ending balance 126,114$               48,668$                 

Gross Carrying 
Amount Net Balances

Gross Carrying 
Amount

Accumulated 
Amortization Net Balances

Core deposits 4,049$            862$               3,187$            1,509$            160$               1,349$             
Naming rights 8,040              429                 7,611              6,690              231                 6,459              
Customer list 1,250              139                 1,111              -                  -                  -                   

13,339$          1,430$            11,909$          8,199$            391$               7,808$             

2019

Accumulated 
Amortization

2020
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NOTE 6 - GOODWILL AND OTHER IDENTIFIABLE INTANGIBLE ASSETS (continued) 
 
Other Identifiable Intangible Assets (continued) 
 
The following table summarizes the core deposits intangibles (other than those which are fully 
amortized) as of December 31, 2020 (in thousands). Further details are included in Note 17, 
Acquisitions.   

 
The following table summarizes the naming rights intangibles as of December 31, 2020 (in 
thousands): 

 
The following table summarizes the customer list intangibles as of December 31, 2020 (in 
thousands): 
 

 
Amortization Expense 
 
Amortization expenses related to these intangibles was $1,040,000 and $296,000 for 2020 and 2019, 
respectively. 
 
  

Year Acquired
 Gross Carrying 

Amount 
 Amortization 
Period (years) 

 Accumulated 
Amortization Description

2019 1,509                    10                         418                       First State Bank & Trust of Seymour
2020 685                       6                           179                       First State Bank of Mobeetie
2020 1,855                    6                           265                       Centennial Bank

4,049$                   862$                      

Year Funded
 Gross Carrying 

Amount 
 Amortization 
Period (years) 

 Accumulated 
Amortization Description

2015 1,000$            40                   69$                 Collegiate sporting venue
2017 250                 10                   75                   Performing arts center
2017 2,500              50                   142                 University building project
2018 100                 20                   14                   Non-profit facility
2018 100                 10                   26                   Non-profit facility
2019 2,500              50                   67                   University building project
2019 100                 10                   12                   Non-profit facility
2019 140                 10                   17                   Non-profit facility
2020 50                   10                   2                     University building project
2020 100                 10                   5                     Non-profit facility
2020 1,000              15                   -                  High School sporting venue
2020 200                 10                   -                  Community center

8,040$            429$               

Year Acquired
 Gross Carrying 

Amount 
 Amortization 
Period (years) 

 Accumulated 
Amortization Description

2020 1,250$                   5                           139$                      Investment firm
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NOTE 6 - GOODWILL AND OTHER IDENTIFIABLE INTANGIBLE ASSETS (continued) 
 
Amortization Expense (continued) 
 
At December 31, 2020, the expected amortization expense related to intangible assets for each of 
the following five years is as follows (in thousands): 

  

NOTE 7 - EQUITY INVESTMENTS 

The Company invests in various entities including partnerships and limited liability companies. 
Certain investments relate to business arrangements with key counterparties (including the Federal 
Reserve Bank, the Federal Home Loan Bank and a key correspondent bank). Others provide income 
opportunities, Community Reinvestment Act benefits, or both.  Marketable equity securities are 
carried at fair value, but active markets do not exist for the remaining investments. Equity securities 
without readily determinable fair values are recorded based on cost (less impairment, if any), equity 
or proportional amortization methods, depending on the investment’s structure. Losses due to 
impairment are recorded when it is determined that the investment no longer has the ability to 
recover its carrying value. During 2020 and 2019, no impairment charges were recorded. 
 
The following table presents the carrying value for these investments at December 31, 2020 and 
2019 (in thousands): 

 

2021 1,645$                   
2022 1,422                    
2023 1,190                    
2024 975                       
2025 727                       
Total 5,959$                   

2020 2019 Accounting Method

Federal Home Loan Bank stock 4,066$                       14,600$                     Cost
Federal Reserve Bank stock -                             -                             Cost
Correspondent bank stock 1,755                         1,133                         Cost
Preferred unit investment in a single

Community Development Financial 
Institution (CDFI) 10,000                       10,000                       Cost

Other preferred equity investments 2,500                         -                             Cost
Partnership and similar investments 7,451                         6,700                         Equity
Investment in qualified affordable          Proportional 

housing project 677                            845                            amortization
Marketable equity securities at fair value 2,247                         2,161                         Fair Value

Total equity investments 28,696$ 35,439$ 
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NOTE 7 - EQUITY INVESTMENTS (continued) 
 
Income from these investments is included in “interest income” on the consolidated statements of 
income. Unrealized holding gains related to the marketable equity securities are included in “other 
interest income” on the consolidated statements of income. 
 
Beginning January 1, 2019, upon adoption of ASU No. 2016-01, equity securities with readily 
determinable fair values are stated at fair value with holding gains and losses reported in income.  
 
Equity securities without readily determinable fair values are recorded based on cost (less 
impairment, if any), equity or proportional amortization methods, depending on the investment’s 
structure.  
 
Under the cost method of accounting for investments, the net accumulated earnings of an investee 
subsequent to the date of investment are recognized by the Company only to the extent distributed 
by the investee as dividends. Dividends received in excess of earnings subsequent to the date of 
investment are considered a return of investment and are recorded as reductions of cost of the 
investment. 
 
Under the equity method, the Company records the initial investment at cost, and then that value 
is periodically adjusted to reflect the changes in value due to the Company’s share in the investee's 
income or losses. The Company periodically analyzes investments for impairment. 
 
Under the proportional amortization method, the Company amortizes the initial cost of the 
investment in proportion to the tax credits and other tax benefits allocated to the Company. 
 
Income from affordable housing projects is included as an adjustment to income tax expense and 
includes amortization of the Company's investment, tax benefit of loss deductions and tax credits. 
 
The Bank purchased $10,000,000 of preferred units during 2017 in a single CDFI. This CDFI's 
primary purpose is to provide home loans to low and moderate income borrowers in one of the 
Bank's Community Reinvestment Act assessment areas. 
 
The Company is a member bank of the Federal Home Loan Bank and is required to purchase stock 
based on a percentage of its borrowings.  During 2020, the Company purchased stock, as required 
with increased borrowings, to support loans made as part of the Paycheck Protection Program and 
also increased its stock by $2,500,000 with FHLB stock acquired as part of the Centennial 
transaction (see Note 17, Acquisitions).  Stock is restricted and can only be sold back to the company 
when owned in excess of required amounts.  Due to excess liquidity, the Company decided to pay 
back the majority of borrowed funds and excess stock in the bank was redeemed near the end of the 
year. The company received stock dividends of $216,700 and $380,000 during 2020 and 2019, 
respectively. 
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NOTE 7 - EQUITY INVESTMENTS (continued) 

During 2020, the Company purchased stock while borrowing from the Federal Reserve Bank of 
Dallas and later in the year sold those same shares back to them.  The Company also owned stock 
during 2019 but redeemed all of its outstanding stock that same year with the change in primary 
regulators to the Federal Deposit Insurance Corporation. 
 
NOTE 8 - DEPOSITS 
 
The aggregate amount of time deposits greater than $250,000 at December 31, 2020 and 2019 was 
$156,586,000 and $118,682,000, respectively.     
 
At December 31, 2020, the scheduled maturities of time deposits were as follows (in thousands): 
 

  
NOTE 9 - BORROWINGS 
 
Federal Home Loan Bank Advances 
 
The following table summarizes Federal Home Loan Bank (FHLB) advances (dollars in thousands): 
 

 
Each advance bears a fixed rate of interest and includes prepayment penalties. 
 
  

2021 359,657$           
2022 37,261               
2023 11,052               
2024 9,502                 
2025 5,717                 
Thereafter -                     

Total 423,189$           

Weighted Weighted
Amount Average Rate Amount Average Rate

Maturing within one year 334$            5.79% 100,870$     1.52%
Maturing one year through two years 269              6.46% 356              5.78%
Maturing two years through three years 49                1.45% 285              6.46%
Maturing three years through four years -                -                70                1.45%
Maturing six years and thereafter 74,049         2.48% 30,055         4.77%

Total 74,701$       2.51% 131,636$     2.29%

December 31, 2019December 31, 2020
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NOTE 9 - BORROWINGS (continued) 
 
Federal Home Loan Bank Advances (continued) 
 
The Bank has pledged FHLB stock and certain mortgage loans free of pledges, liens and 
encumbrances as collateral for advances. Loans with carrying values of approximately 
$2,450,077,000 and $1,717,995,000 were pledged as collateral for outstanding advances at 
December 31, 2020 and 2019, respectively. 
 
Short-Term Borrowings & Lines of Credit 
 
The Bank periodically borrows funds on a short-term basis.  Such borrowings may include FHLB 
advances (with maturities less than a year), Federal Funds purchased, or securities sold under 
repurchase agreements.  Other than FHLB advances with maturities less than a year, there were no 
short-term borrowings outstanding at December 31, 2020 or 2019. 
 
On April 19, 2019, the Company entered into a $40 million line of credit with a correspondent 
bank.  The line matures April 19, 2021.  The line of credit bears interest at the prime rate (currently 
3.25%).  There was no activity during 2019; advances during 2020 were repaid in full with no 
balance outstanding as of December 31, 2020. Interest expense was $234,000 for 2020 and $0 for 
2019.   
 
On March 27, 2015, the Company entered into a $10 million line of credit with a correspondent 
bank. The line was renewed on March 30, 2018 and matured on March 30, 2019. The line of credit 
bore interest at the prime rate; there were no outstanding balances or interest expense related to this 
line of credit during 2019. 
 
At December 31, 2020, the Bank has two unsecured lines of credit totaling $50,000,000 for the 
purchase of Federal Funds from correspondent banks. The lines are in the amount of $25,000,000 
each and do not have expiration dates. A third unsecured line in the amount of $50,000,000 expires 
on June 20, 2021. The rate of interest for an advance on both lines of credit is set at the time of 
such advance and is based on the market rates prevailing at that time. There were no advances 
outstanding on any of the lines of credit as of December 31, 2020 and 2019, respectively. 
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NOTE 9 - BORROWINGS (continued) 
 
Subordinated Debentures 
 
On December 31, 2003, the Company completed the private placement of $10,310,000 in 
subordinated debentures to Happy Capital Trust I (the Trust). The Trust funded the purchase of 
the subordinated debentures through the sale of trust preferred securities with a liquidation value 
of $10,310,000. Using interest payments made by the Company on the debentures, the Trust began 
paying quarterly dividends to preferred security holders on April 7, 2004. The annual percentage 
rate of the interest payable on the subordinated debentures and distributions payable on the 
preferred securities is 3-Month LIBOR plus 2.85% (3.09% and 4.84% at December 31, 2020 and 
2019, respectively). Dividends on the preferred securities are cumulative and the Trust may defer 
the payments for up to five years. The preferred securities mature in December 2034 unless the 
Company elects and obtains regulatory approval to accelerate the maturity date. 
 
In the Signature Bank merger, the Company assumed the $2,165,000 in floating rate Preferred 
Capital Securities originally issued in February 2004 through Signature Capital Trust, a statutory 
business trust and wholly-owned subsidiary of the Company. As guarantor, the Company 
unconditionally guarantees payment of accrued and unpaid distributions required to be paid on the 
preferred capital securities, the redemption price when a capital security is called for redemption, 
and amounts due if a trust is liquidated or terminated.  The Preferred Capital Securities pay 
cumulative cash distributions quarterly at a rate per annum, reset quarterly, equal to the 3-month 
LIBOR plus 4% (4.21% and 5.93% at December 31, 2020 and 2019, respectively).  The Preferred 
Capital Securities are subject to mandatory redemption in whole or in part upon repayments of the 
debentures at the stated maturity in the year 2034 or their earlier redemption, in each case at a 
redemption price equal to the aggregate liquidation preference of the Preferred Capital Securities 
plus any accumulated and unpaid distributions thereon to the date of redemption. 
 
In the Centennial Bank merger (see Note 17, Acquisitions), the Company assumed the $6,083,000 
in floating rate Cumulative Trust Preferred Securities originally issued in September 2006 through 
HaleCo, a statutory business trust and wholly-owned subsidiary of the Company. As guarantor, the 
Company unconditionally guarantees payment of accrued and unpaid distributions required to be 
paid on the preferred capital securities, the redemption price when a capital security is called for 
redemption, and amounts due if a trust is liquidated or terminated.  The Cumulative Trust Preferred 
Securities pay cumulative cash distributions quarterly at a rate per annum, reset quarterly, equal to 
the 3-month LIBOR plus 1.7% (1.92% at December 31, 2020).  The Cumulative Trust Preferred 
Capital Securities are subject to mandatory redemption in whole or in part upon repayments of the 
debentures at the stated maturity in the year 2036 or their earlier redemption, in each case at a 
redemption price equal to the aggregate liquidation preference of the Cumulative Trust Preferred 
Capital Securities plus any accumulated and unpaid distributions thereon to the date of redemption. 
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NOTE 9 - BORROWINGS (continued) 
 
Subordinated Debentures (continued) 
 
In the Centennial Bank merger (see Note 17, Acquisitions), the Company assumed the $4,640,000 
in floating rate the Cumulative Trust Preferred Securities originally issued in September 2007 
through LubCo, a statutory business trust and wholly-owned subsidiary of the Company. As 
guarantor, the Company unconditionally guarantees payment of accrued and unpaid distributions 
required to be paid on the preferred capital securities, the redemption price when a capital security 
is called for redemption, and amounts due if a trust is liquidated or terminated.  The Cumulative 
Trust Preferred Securities pay cumulative cash distributions quarterly at a rate per annum, reset 
quarterly, equal to the 3-month LIBOR plus 2.2% (2.42% at December 31, 2020).  The Cumulative 
Trust Preferred Capital Securities are subject to mandatory redemption in whole or in part upon 
repayments of the debentures at the stated maturity in the year 2037 or their earlier redemption, in 
each case at a redemption price equal to the aggregate liquidation preference of the Cumulative 
Trust Preferred Capital Securities plus any accumulated and unpaid distributions thereon to the 
date of redemption. 

Subordinated debentures related to trust preferred securities may be included in regulatory Tier 1 
capital subject to a limitation that such amounts not exceed 25% of Tier 1 capital. The remainder 
of this and other subordinated debt is included in Tier 2 capital. There is no limitation for inclusion 
of subordinated debt in total risk-based capital and, as such, all subordinated debt was included in 
total risk-based capital.  
 
For 2020 and 2019, interest expense on the subordinated debentures was $669,000 and $691,000, 
respectively (including premium amortization of $49,000 and $0 for 2020 and 2019, respectively).  
Debt financing costs are being amortized to the first call date of the debentures. Amortization of 
debt financing costs for 2020 and 2019 was insignificant. 
 
Included in “subordinated debentures” on the consolidated balance sheet as of December 31, 2020 
is a reduction of $1,839,000 to reflect the estimated fair value of these liabilities assumed in the 
Centennial acquisition (see Note 17, Acquisitions).  
 
Subordinated Notes 
 
In July 2020, the Company completed the private placement of $140,000,000 in subordinated notes. 
The notes have a maturity date of July 31, 2030 and carry a fixed rate of 5.500% for the first five 
years. Thereafter, the notes bear interest at 3-month Secured Overnight Funding Rate (SOFR) plus 
5.435% resetting quarterly. Interest payments are due semiannually in January and July. The notes 
include a right of prepayment without penalty on or after July 31, 2025. The principal balance and 
all accrued but unpaid interest are due at the maturity date. 
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NOTE 9 - BORROWINGS (continued) 
 
Subordinated Notes (continued) 
 
In August 2020, the Company paid all outstanding balances associated with the July 2015 issuance 
of $65,000,000 in private placement subordinated notes. The notes had a maturity date of August 
1, 2025 and carried a fixed rate of interest of 5.875% for the first five years. Thereafter, the notes 
would bear interest at 3-month LIBOR plus 4.12%, resetting quarterly. Interest payments were due 
semiannually in February and August. The notes included a right of prepayment without penalty on 
or after August 1, 2020. The principal balance and all accrued but unpaid interest were paid at the 
August 2020 prepayment date. 
 
In January 2021, the Company also paid the remaining principal and all accrued but unpaid interest 
of an additional $7,500,000 private placement subordinated note issued on September 30, 2015. 
The note had a maturity date of October 1, 2025 and carried a fixed rate of interest of 5.875% until 
maturity. Interest payments were due quarterly. The note included a right of prepayment without 
penalty on or after October 1, 2020.  
 
These subordinated notes have been structured to qualify as Tier 2 capital for regulatory purposes. 
Interest expense on the subordinated notes was $5,962,000 and $4,715,000 for 2020 and 2019, 
respectively (including amortization of issuance costs of $463,000 and $456,000 for 2020 and 2019, 
respectively).  Issuance costs for the initial $65,000,000 issuance totaled $1,181,000 and were fully 
amortized upon prepayment in August 2020.  Issuance costs for the most recent placement of 
$140,000,000 totaled $2,327,000 and will be amortized over the period from issuance to the date 
of earliest prepayment. The unamortized balances of total issuances costs were $2,130,000 and 
$265,000 as of December 31, 2020 and 2019, respectively, and are reported on the consolidated 
balance sheets as a direct deduction from the face of the notes. 
 
Maturities 
 
The following table summarizes maturities of the Company's borrowings as of December 31, 2020 
(in thousands): 

 
  

FHLB Subordinated Subordinated
Advances Debentures Notes Total

Maturing within one year 334$            -$              -$              334$            
Maturing one year through two years 269              -                -                269              
Maturing two years through three years 49                -                -                49                
Maturing six years and thereafter 74,049         21,359         145,370       240,778       

Total 74,701$       21,359$       145,370$     241,430$     
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NOTE 10 - CAPITAL AND REGULATORY MATTERS 
 
Regulatory Capital Requirements 
 
The Company (as a bank holding company and on a consolidated basis) and the Bank are subject 
to various regulatory capital requirements administered by the federal banking agencies. Failure to 
meet minimum capital requirements can initiate certain mandatory and possibly additional 
discretionary actions by regulators that, if undertaken, could have a direct material effect on the 
Company's and Bank's financial statements. Under capital adequacy guidelines and the regulatory 
framework for prompt corrective action, the Company and the Bank must meet specific capital 
guidelines that involve quantitative measures of their assets, liabilities, and certain off-balance sheet 
items as calculated under regulatory accounting rules.  Capital amounts and classification are also 
subject to qualitative judgments by the regulators about components, risk-weightings, and other 
factors.  Furthermore, the Company's and Bank's regulators could require adjustments to regulatory 
capital not reflected in these financial statements. 
 
Quantitative measures established by regulation to ensure capital adequacy require the Company 
and the Bank to maintain minimum amounts and ratios of total, Tier 1 and Common Equity Tier 
1 capital (CET1) (each as defined in the regulations) relative to risk weighted assets (as defined), and 
of Tier 1 capital to average assets (as defined).  The following tables present actual and required 
capital amounts (in thousands) and ratios as of December 31, 2020 and 2019 for the Company and 
the Bank under the Basel III Capital Rules. The minimum required capital amounts presented 
include the minimum required capital levels as of December 31, 2020 and 2019, including the Basel 
III capital conservation buffer. Capital levels required to be considered well capitalized are based 
upon prompt corrective action regulations, as amended to reflect the changes under the Basel III 
Capital Rules. Management believes, as of December 31, 2020 and December 31, 2019, that the 
Company and the Bank meet all capital adequacy requirements to which they are subject. 
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NOTE 10 - CAPITAL AND REGULATORY MATTERS (continued) 
 
Regulatory Capital Requirements (continued) 
 
The Company's and the Bank's actual regulatory capital amounts (in thousands) and ratios are 
presented in the table below: 

 
 
As of December 31, 2020, the most recent notification from the FDIC categorized the Bank as “well 
capitalized” under the regulatory framework for prompt corrective action.  To be categorized as “well 
capitalized," the Bank must maintain minimum total risk based, Tier 1 risk based, CET1 risk-based  
and Tier 1 leverage ratios as set forth in the table. Prompt corrective action provisions are not 
applicable to bank holding companies. 

Amount Ratio Amount Ratio Amount Ratio Amount Ratio

December 31, 2020
Total capital to risk-weighted assets

  Consolidated $723,441 18.1      % $319,073 8.0        %      N/A N/A $418,783 10.5      %
  Happy State Bank 648,185    16.3      318,744    8.0        $398,430 10.0      % 418,352    10.5      

Tier 1 capital to risk-weighted assets
  Consolidated 528,194    13.2      239,305    6.0        N/A N/A 339,015    8.5        
  Happy State Bank 598,308    15.0      239,058    6.0        318,744     8.0        338,666    8.5        

Common equity tier 1 capital 
to risk-weighted assets

  Consolidated 506,835    12.7      179,479    4.5        N/A N/A 279,189    7.0        
  Happy State Bank 598,308    15.0      179,294    4.5        258,981     6.5        278,901    7.0        

Tier 1 capital to average assets 
(leverage ratio)

  Consolidated 528,194    10.0      211,850    4.0        N/A N/A 211,850    4.0        
  Happy State Bank 598,308    11.3      211,606    4.0        264,508     5.0        211,606    4.0        

December 31, 2019
Total capital to risk-weighted assets

  Consolidated $596,888 19.0      % $251,147 8.0        %      N/A N/A $329,631 10.5      %
  Happy State Bank 570,077    18.2      250,757    8.0        $313,447 10.0      % 329,119    10.5      

Tier 1 capital to risk-weighted assets
  Consolidated 489,347    15.6      188,361    6.0        N/A N/A 266,844    8.5        
  Happy State Bank 534,771    17.1      188,068    6.0        250,758     8.0        266,430    8.5        

Common equity tier 1 capital 
to risk-weighted assets

  Consolidated 477,247    15.2      141,271    4.5        N/A N/A 219,754    7.0        
  Happy State Bank 534,771    17.1      141,051    4.5        203,741     6.5        219,413    7.0        

Tier 1 capital to average assets 
(leverage ratio)

  Consolidated 489,347    13.3      147,086    4.0        N/A N/A 147,086    4.0        
  Happy State Bank 534,771    14.6      146,953    4.0        183,691     5.0        146,953    4.0        

Conservation BufferAction ProvisionsActual
Capital Prompt Corrective

Minimum

Requirement

Requirement - Basel III
Including Capital 

Minimum Capital
Well Capitalized Under

Minimum To Be
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NOTE 10 - CAPITAL AND REGULATORY MATTERS (continued) 
 
Capital Activity 
 
The Company issued common stock through three separate private placement offerings in 2020. 
Common stock of $71,239,000 was issued during September 2020; common stock of $36,481,000 
was issued through the merger with Centennial Bank in July 2020 (see Note 17, Acquisitions); and 
common stock of $2,904,000 was issued in February 2020.  The Company issued common stock of 
$64,895,000 through a private placement offering during 2019. There were no material issuance 
costs associated with any of these offerings. Other material issuances of common stock during 2020 
included the following: $2,532,000 of purchases by the ESOP (see Note 12, Employee Benefit Plans); 
$1,400,000 as employee compensation; and $231,000 paid to directors who elected to receive their 
board fees in the form of common stock. Other material issuances of common stock during 2019 
included the following: $2,452,000 of purchases by the ESOP (see Note 12, Employee Benefit Plans); 
and $1,201,000 as consideration for the purchase of a plane (see Note 14, Related Party). 
 
In July 2020, the Company completed the private placement of $140,000,000 in subordinated notes. 
The notes are structured to qualify as Tier 2 capital for regulatory purposes (see Note 9, Borrowings). 
In August 2020, the Company paid all outstanding balances associated with the July 2015 issuance 
of $65,000,000 in private placement subordinated notes. In January 2021, the Company paid the 
outstanding balance associated with the September 2015 issuance of a $7,500,000 private placement 
subordinated note. 
 
Banking regulations may limit the amount of dividends that the Bank may pay to the Company.  
Specifically, approval by regulatory authorities is required if the effect of dividends declared would 
cause the Bank’s capital to fall below specified levels, or if dividends declared exceed the Bank’s 
retained earnings.  These limitations on the Bank’s ability to pay dividends to the Company could 
limit the Company's ability to pay dividends to its shareholders.  During 2020 and 2019, the Bank 
paid dividends of $2,130,000 and $4,259,000, respectively, to the Company; these were eliminated 
in consolidation. The dividends were used by the Company to pay interest on Subordinated Notes. 
Regulatory approval was not required for the dividends. 
 
NOTE 11 - COMMITMENTS AND CONTINGENCIES 
 
Off-Balance Sheet Arrangements 
 
The Company is a party to credit-related financial instruments with off-balance sheet risk in the 
normal course of business to meet the financing needs of its customers. These financial instruments 
include commitments to extend credit and standby letters of credit. Such commitments involve, to 
varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the 
audited consolidated balance sheets. The Company's exposure to credit loss is represented by the 
contractual amount of these commitments. The Company follows the same credit policies in making 
commitments as it does for on-balance sheet instruments. 
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NOTE 11 - COMMITMENTS AND CONTINGENCIES (continued) 
 
Off-Balance Sheet Arrangements (continued) 
 
As of December 31, 2020 and 2019, respectively, the approximate amounts of these financial 
instruments were as follows (in thousands): 
 

           
Commitments to extend credit are agreements to lend to a customer as long as there is no violation 
of any condition established in the contract. Commitments generally have fixed expiration dates or 
other termination clauses, may require payment of a fee, and may expire without being drawn upon. 
Therefore, the total commitment amounts do not necessarily represent future cash requirements. 
The amount of collateral obtained, if it is deemed necessary by the Company, is based on 
management's credit evaluation of the customer. 
 
Standby letters of credit are conditional commitments issued by the Company to guarantee the 
performance of a customer to a third party. Those letters of credit are primarily issued to support 
public and private borrowing arrangements. Most letters of credit issued have expiration dates within 
one year. The credit risk involved in issuing letters of credit is essentially the same as that involved 
in extending loan facilities to customers. The Company holds collateral supporting those 
commitments if deemed necessary. 
 
The Company has no other off-balance sheet arrangements; nor does it have any transactions, other 
than those reflected in the consolidated financial statements, with unconsolidated, special purpose 
entities where those transactions would expose the Company to liability. 
  

2020 2019
1,236,498$     867,586$        

20,181            11,609            
1,256,679$     879,195$        

Commitments to extend credit
Standby letters of credit

December 31,
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NOTE 11 - COMMITMENTS AND CONTINGENCIES (continued) 
 
Other 
 
Future minimum lease payments due from the Bank as lessee are as follows as of December 31, 2020 
(in thousands): 
 

  
Rent expense under all noncancellable operating lease obligations, net of sublease rentals, is 
included in "occupancy and equipment expense, net" on the consolidated statements of income. 
Rental expense on noncancellable operating leases is as follows (in thousands): 
 

  
Various legal claims arise from time to time in the normal course of business.  As of December 31, 
2020, such claims asserted against the Company will not, in the opinion of management, have a 
material effect on the Company's financial condition, results of operations or cash flows. 
 
NOTE 12 - EMPLOYEE BENEFIT PLANS 
 
Employee Stock Ownership Plan 
 
The Company sponsors an Employee Stock Ownership Plan (ESOP) which contains Code Section 
401(k) provisions. Employees are generally eligible to participate on January 1st, July 1st, or other 
dates that may be selected by the Company following their initial date of service, provided that the 
employee has attained the age of 18 and is employed in a position requiring at least 1,000 hours of 
service for the plan year. The Company may make matching contributions, discretionary basic 
contributions, or discretionary additional contributions. The Company contribution is based on the 
employee's annual compensation.   
 
  

2021 1,061              
2022 865                 
2023 646                 
2024 364                 
2025 121                 
Thereafter -                  

3,057$            

2020 2019
1,530$            1,217$            

Less: sublease rentals (118)                (116)                
1,412$            1,101$            

Minimum rentals
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NOTE 12 - EMPLOYEE BENEFIT PLANS (continued) 
 
Employee Stock Ownership Plan (continued) 
 
Employer matching contributions are included in "salaries and employee benefits" in the 
consolidated statements of income and were $3,171,000 and $2,608,000 for 2020 and 2019, 
respectively. The ESOP had no unearned shares or shares committed to be released at December 
31, 2020 and 2019.  The ESOP owned 1,511,316 and 1,513,687 shares at December 31, 2020 and 
2019, respectively, and these shares are included in the total of shares outstanding for purposes of 
computing earnings per share for the Company.  The ESOP purchased 52,475 shares, approximately 
$2,532,000, during 2020. The ESOP purchased 53,877 shares, approximately $2,452,000, during 
2019. 
 
The Company has an obligation to repurchase shares from ESOP participants for distributions from 
the ESOP.   The market value for the shares for this purpose is $53.50 per share and is based on a 
December 31, 2020 valuation by an independent external firm. The valuation as of December 31, 
2019 was $48.25. 
 
Deferred Compensation Agreements 
 
The Company established non-qualified deferred compensation agreements covering certain 
employees and directors. The unfunded liabilities related to these agreements are based on 
predetermined post-retirement benefits for each individual. Expense related to benefits accrued for 
these agreements is included in "salaries and employee benefits" in the consolidated statements of 
income and was $1,384,000 and $576,000 for 2020 and 2019, respectively.  The unfunded liability 
included in "accrued expenses and other liabilities" on the consolidated balance sheets amounted to 
$11,292,000 and $10,535,000 for December 31, 2020 and 2019, respectively. 
 
Stock-Based Compensation 
 
Stock Options 
 
The Company has entered into various stock option agreements that grant options to its directors, 
officers, and employees for up to 8,820,550 shares of common stock. Both incentive stock options 
and non-qualified stock options have been granted under the plans. The exercise price of each option 
equals the market price of the Company's stock on the date of grant. Vesting periods are generally 
five years from the date of grant with options expiring in ten years.  The Company issues new shares 
for options when they are exercised. 
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NOTE 12 - EMPLOYEE BENEFIT PLANS (continued) 
 
Stock-Based Compensation (continued) 
 
Stock Options (continued) 
 
Expense for the stock options is computed using the equity-classified awards method, under which 
the fair value of each option grant is calculated utilizing a Black-Scholes option-pricing model, and 
that value is recognized as expense (and as an equal increase in "additional paid-in capital" on the 
consolidated balance sheets) over the vesting period.  Expense related to stock options is included 
in "salaries and employee benefits" in the consolidated statements of income and was $2,112,000 
and $993,000 for 2020 and 2019, respectively.  Expense related to stock options for directors is 
included in "legal and professional fees" in the consolidated statements of income and was $80,000 
and $24,000 for 2020 and 2019, respectively. The combined stock option expense was $2,192,000 
and $1,017,000, for 2020 and 2019, and the associated income tax benefit was $460,000 and 
$213,000, respectively, for the same periods. There were no modifications of the terms of any 
options during 2020 and 2019.  As of December 31, 2020 the unrecognized compensation expense 
for outstanding options was $1,333,000.  The cost is expected to be recognized over a weighted-
average period of 1.44 years.   
 
The fair value of each option grant is estimated on the date of the grant using the Black-Scholes 
option-pricing model. There were 218,948 and 166,540 options granted during 2020 and 2019, 
respectively. The weighted-average fair value for the 2020 grants was $11.74. The following table 
shows the weighted-average assumptions related to those grants:   
 

   
 
The dividend yield assumption is based on the Company's history and expectation of dividend 
payouts.  The expected life is based on historical exercise experience.  The expected volatility is based 
on historical volatility in the value of the Company's shares as well as an analysis of stock volatility 
of selected peers performed by a third party.  The risk-free interest rates for periods within the 
contractual life of the awards are based on the U.S. Treasury yield curve in effect at the time of the 
grant.  
 
  

2020 2019
Dividend yield 0% 0%
Expected life 6.9 years 7.4 years
Expected volatility 21.8% 20.6%
Risk-free interest rate 0.7% 1.8%
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NOTE 12 - EMPLOYEE BENEFIT PLANS (continued) 
 
Stock-Based Compensation (continued) 
 
Stock Options (continued) 
 
An analysis of stock option activity is presented below: 
 

 
The total intrinsic value of outstanding options and outstanding exercisable options (all of which 
were in the money) was $6,138,000 and $5,478,000, respectively, at December 31, 2020. The total 
intrinsic value of outstanding options and outstanding exercisable options (all of which were in the 
money) was $8,106,000 and $7,873,000, respectively, at December 31, 2019. 
 
The total intrinsic value of exercised options during 2020 and 2019 was $4,212,000 and $5,307,000, 
respectively.  Cash received from stock option exercises during 2020 and 2019 was $2,131,000 and 
$3,054,000, respectively. The actual tax benefit for the tax deductions related to stock option 
exercises totaled $448,000 and $642,000 for the same periods.  Cash used to repurchase shares 
issued for option exercises during 2020 and 2019 was $5,566,000 and $6,985,000, respectively. The 
Company expects to repurchase between 110,000 and 240,000 shares issued for option exercises 
during 2021, based on activity in prior periods. 
 
The information above regarding cash received from option exercises and cash used to repurchase 
shares issued for option exercises is on a gross basis.  In practice, many option exercise transactions 
combine both an exercise component and a repurchase component, for either some or all of the 
options exercised; in these instances the cash effect is experienced and recognized on a net basis. 
  

Weighted Weighted
Number of Exercise Number of Exercise

Options Price Options Price
Options outstanding, beginning of year 419,024       28.90$         443,203       17.12$         
Granted 218,948       48.25           166,540       45.50           
Exercised (131,464)      16.21           (190,719)      16.02           
Forfeited (7,750)          16.00           -               -               
Expired -               -               -               -               
Options outstanding, end of year 498,758       40.94           419,024       28.90           

Options exercisable, end of year 383,320       38.96           334,414       24.71           

20192020



HAPPY BANCSHARES, INC. AND SUBSIDIARIES 
 Notes to Consolidated Financial Statements 
 December 31, 2020 and 2019 

 

69 

 

NOTE 12 - EMPLOYEE BENEFIT PLANS (continued) 
 
Stock-Based Compensation (continued) 
 
Stock Options (continued) 
 
The following table summarizes information concerning outstanding and exercisable (vested) stock 
options as of December 31, 2020: 
 

  
 
An analysis of activity in non-vested options is presented below:   

  
  

Weighted Weighted
Average Weighted Average Weighted

Remaining Average Remaining Average
Number of Contractual Exercise Number of Contractual Exercise

Exercise Prices Options Life Price Options Life Price
$15.00 - $19.99         86,610 1.13 years 16.45$                  86,610 1.13 years 16.45$        
$20.00 - $24.99 -              -               -               -               -               -              
$25.00 - $29.99 -              -               -               -               -               -              
$30.00 - $34.99         25,000 5.93 years 32.00                    25,000 5.93 years 32.00          
$35.00 - $39.99           2,500 5.97 years 37.00                      2,500 5.97 years 37.00          
$40.00 - $44.99 -              -               -               -               -               -              
$45.00 - $49.99       384,648 9.67 years 47.07                  269,210 9.44 years 46.86          
Total       498,758 7.98 years 40.94                  383,320 7.31 years 38.96          

Options Outstanding Options Exercisable

Weighted Weighted
Average Average

Number of Grant Date Number of Grant Date
Options Fair Value Options Fair Value

Non-vested options, beginning of year 84,610         12.50$         1,250           6.82$           
Granted 218,948       11.74           166,540       12.26           
Vested (180,370)      11.50           (83,180)        11.94           
Forfeited (7,750)          5.18             -               -               
Expired -               -               -               -               
Non-vested options outstanding, end of year 115,438       12.68           84,610         12.50           

20192020
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NOTE 12 - EMPLOYEE BENEFIT PLANS (continued) 
 
Stock-Based Compensation (continued) 
 
Restricted Stock and Stock Appreciation Rights 

The Company has entered into various restricted stock and stock appreciation rights (SAR) award 
agreements that grant restricted stock or SARs to its directors and employees. Under the terms of 
the plans, the Company may award up to 1,500,000 units to the plan participants, either in the form 
of shares of restricted stock or as SARs. 

All shares of restricted stock issued under the plans are subject to a restriction period whereby the 
shares cannot be sold, assigned, transferred, pledged or otherwise encumbered based on each 
individual's agreement. This restriction period may be adjusted at any time at the discretion of the 
Board of Directors. Any participant that terminates employment or ceases services for the Bank prior 
to the end of the restriction period will forfeit all restricted shares subject to the plans.  These shares 
generally have a term of up to ten years, with vesting ranging from immediate to ten years.  These 
shares generally have conditions related to the individual's longevity, performance, or both, and such 
conditions may be revised as, for example, an individual's job duties change.  Upon vesting, 
restrictions lift and the shares cease to be counted as restricted stock.  Consequently, all of the 
restricted shares outstanding are also non-vested.  Restricted shares are included in the total of shares 
outstanding on the Company’s consolidated balance sheets and for purposes of computing earnings 
per share. 

Compensation expense for restricted stock is computed using the equity-classified awards method, 
under which the fair value of each restricted share is based on the share value computed for the 
ESOP ($48.25 per share as of the December 31, 2019 valuation), and that value is recognized as 
compensation expense (and as an equal increase in "additional paid-in capital" on the consolidated 
balance sheets) over the period of each grant.  Expense related to restricted stock is included in 
"salaries and employee benefits" in the consolidated statements of income and was $483,000 and 
$725,000 for 2020 and 2019, respectively. The income tax benefit associated with that expense was 
$101,000 and $152,000, respectively, for the same periods.  As of December 31, 2020 the 
unrecognized compensation expense for outstanding restricted stock options was $780,000.  The 
cost is expected to be recognized over a weighted-average period of 1.43 years.   
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NOTE 12 - EMPLOYEE BENEFIT PLANS (continued) 
 
Stock-Based Compensation (continued) 
 
Restricted Stock (continued) 
 
An analysis of restricted stock activity is presented below: 
 

  
Stock Appreciation Rights 

SARs are settled in cash, expire in four to ten years, and are generally subject to vesting in three to 
five years.  Expense related to SARs is included in "salaries and employee benefits" in the 
consolidated statements of income and was $3,374,000 and $3,067,000 for 2020 and 2019, 
respectively.  The income tax benefit associated with that expense was $709,000 and $644,000, 
respectively, for the same periods.  Compensation expense for SARs is computed using the liability 
method and is recognized over the vesting period based on the fair value at each balance sheet date 
based on the Black-Scholes option-pricing model.  The SAR liability of $13,799,000 and 
$12,035,000 as of December 31, 2020 and 2019, respectively, is included in "accrued expenses and 
other liabilities" on the consolidated balance sheets. As of December 31, 2020, the unrecognized 
compensation expense (based on the $53.50 current share value) for outstanding SARs was 
$1,901,000.  The cost is expected to be recognized over a weighted-average period of 1.05 years.   

  

Weighted Weighted
Average Average

Number of Grant Date Number of Grant Date
Shares Share Value Shares Share Value

Shares outstanding, beginning of year 48,968               35.00$               28,970               28.53$               
Granted 7,181                 48.25                 27,500               42.53                 
Exercised (8,700)                30.55                 (7,502)                37.61                 
Forfeited (3,600)                41.94                 -                      -                      
Expired (3,000)                27.00                 -                      -                      
Shares outstanding, end of year 40,849               38.34                 48,968               35.00                 

2020 2019
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NOTE 12 - EMPLOYEE BENEFIT PLANS (continued) 
 
Stock-Based Compensation (continued) 
 
Stock Appreciation Rights (continued) 

The fair value of each SAR is estimated at each balance sheet date based on the Black-Scholes option-
pricing model.  The following table shows the weighted-average assumptions used in the Black-
Scholes model: 

 

   

The dividend yield assumption is based on the Company's history and expectation of dividend 
payouts.  The expected life is based on historical exercise experience.  The expected volatility is based 
on historical volatility in the value of the Company's shares as well as an analysis of stock volatility 
of selected peers performed by a third party.  The risk-free interest rates for periods within the 
contractual life of the awards are based on the U.S. Treasury yield curve as of the balance sheet dates.  
 
An analysis of SAR activity is presented below: 
 

 

  

December 31, 2020 December 31, 2019
Dividend yield 0% 0%

Expected life 1.5 years 1.6 years
Expected volatility 21.8% 20.8%

Risk-free interest rate 0.1% 1.6%

Weighted Weighted
Average Average

Number of Exercise Number of Exercise
SARs Price SARs Price

SARs outstanding, beginning of year 682,864          28.05$            721,521          27.04$            
Granted 122,250          48.25              31,500            45.32              
Exercised (67,699)           24.44              (49,557)           21.92              
Forfeited (17,200)           37.74              (20,600)           33.81              
Expired -                  -                  -                  -                  
SARs outstanding, end of year 720,215          31.59              682,864          28.05              

SARs exercisable, end of year 478,348          25.46              471,681          23.75              

2020 2019
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NOTE 12 - EMPLOYEE BENEFIT PLANS (continued) 
 
Stock-Based Compensation (continued) 
 
Stock Appreciation Rights (continued) 

The following table summarizes information concerning outstanding and exercisable (vested) SARs 
as of December 31, 2020: 

 

The total intrinsic value of outstanding SARs and outstanding exercisable SARs (all of which were 
in the money) was $15,600,000 and $13,291,000, respectively, at December 31, 2020.  The total 
intrinsic value of outstanding SARs and outstanding exercisable SARs (all of which were in the 
money) was $13,792,000 and $11,557,000, respectively, at December 31, 2019. 

An analysis of non-vested SAR activity is presented below: 

  

  

Weighted Weighted
Average Weighted Average Weighted

Remaining Average Remaining Average
Range of Number of Contractual Exercise Number of Contractual Exercise
Exercise Prices SARs Life Price SARs Life Price

$15.00 - $19.99 223,563          2.30 years 18.26$            223,563          2.30 years 18.26$            

$20.00 - $24.99 36,230            3.57 years 22.75              36,230            3.57 years 22.75              
$25.00 - $29.99 64,222            4.78 years 27.00              64,222            4.78 years 27.00              
$30.00 - $34.99 83,900            5.64 years 32.00              65,650            5.64 years 32.00              
$35.00 - $39.99 97,550            6.60 years 37.00              56,650            6.60 years 37.00              
$40.00 - $44.99 66,500            7.55 years 41.24              26,333            7.54 years 41.21              
$45.00 - $49.99 148,250          9.51 years 47.72              5,700              8.74 years 45.50              
Total 720,215          5.53 years 31.59              478,348          4.06 years 25.46              

SARs Outstanding SARs Exercisable

Weighted Weighted
Average Average

Number of Grant Date Number of Grant Date
SARs Fair Value SARs Fair Value

Non-vested SARs outstanding, beginning of year 211,183          16.22$            279,650          14.25$            
Granted 122,250          14.72              31,500            13.69              
Vested (74,366)           20.26              (79,367)           18.90              
Forfeited (17,200)           19.38              (20,600)           18.41              
Expired -                  -                  -                  -                  
Non-vested SARs outstanding, end of year 241,867          16.13              211,183          16.22              

2020 2019
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NOTE 12 - EMPLOYEE BENEFIT PLANS (continued) 

Stock-Based Compensation (continued) 
 
Stock-Based Compensation Activity 
 
The following tables set forth information regarding the stock-based compensation activity in the 
consolidated statement of shareholders’ equity for 2020 and 2019, respectively (in thousands, except 
for shares): 

 

  

As of December 31, 2020: Additional
Paid In

Shares Amount Capital Total
Restricted Stock:

Grants 7,181            7$                 (7)$                -$               
Expense recognized in earnings -                 -                 714               714               
Expired or forfeited grants, netted against earnings (6,600)           (7)                  (224)              (231)              

Stock Options:
Exercises 131,464        132$             1,999$          2,131$          
Repurchases of shares from option exercises (115,355)       (115)              (5,451)           (5,566)           
Expense recognized in earnings -                 -                 2,192            2,192            

16,690          17$               (777)$            (760)$            

As of December 31, 2019: Additional
Paid In

Shares Amount Capital Total
Restricted Stock:

Grants 27,500          28$               (28)$              -$               
Expense recognized in earnings -                 -                 725               725               

Stock Options:
Exercises 190,719        191$             2,863$          3,054$          
Repurchases of shares from option exercises (159,077)       (159)              (6,826)           (6,985)           
Expense recognized in earnings -                 -                 1,017            1,017            

59,142          59$               (2,248)$         (2,189)$         

Common Stock ($1 par)

Common Stock ($1 par)
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NOTE 13 - INCOME TAXES 

Allocation of income tax expense between current and deferred portions is as follows (in thousands): 

 

Income tax expense, as a percentage of pretax earnings, differs from the statutory federal income tax 
rate as follows: 

 

  

2020 2019

Current income tax 15,010$           8,781$              
State tax 310                  184                   

Deferred income tax benefit (4,695)              (1,171)               

Total income tax expense 10,625$           7,794$              

2020 2019
Statutory federal income tax rate 21.0% 21.0%
Increase (reduction) resulting from:

Tax-exempt interest income -2.7% -3.8%
Stock-based compensation -1.3% -1.9%
Nondeductible expenses 0.8% 1.0%
Effect of state income taxes 0.4% 0.3%
Other -0.8% -1.0%

Effective income tax rate 17.4% 15.6%
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NOTE 13 - INCOME TAXES (continued) 

The components of the net deferred tax asset included in "other assets" on the consolidated balance 
sheets are as follows (in thousands): 

 

NOTE 14 - RELATED PARTY TRANSACTIONS 
 
In the ordinary course of business, the Company has granted loans to principal officers and directors 
and their affiliates. Annual activity consisted of the following (in thousands):  

 

  
  

2020 2019
Deferred tax assets:

Loans receivable 15,081$           9,121$              

Employee benefits 6,536               5,550                
Unrealized losses on securities available for sale -                   -                    

Other real estate owned 374                  248                   

21,991             14,919              

Deferred tax liabilities:
Other identifiable intangible assets (5,121)              (4,262)               
Premises and equipment (6,350)              (4,590)               
Unrealized gains on securities available for sale (8,111)              (1,717)               
Other (151)                 (393)                  

(19,733)            (10,962)             

Net deferred tax asset 2,258$             3,957$              

December 31,

2020 2019

Beginning balance $ 14,067         $ 15,427         

Additions 7,640           2,124           

Repayments and other reductions (4,849)          (3,466)          

Change in composition of related parties 26                (18)               

Ending balance $ 16,884         $ 14,067         
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NOTE 14 - RELATED PARTY TRANSACTIONS (continued) 
 
In management's opinion, such loans and other extensions of credit and deposits were generally 
made in the ordinary course of business; though some reflect adjustments for employees, they are 
still on substantially the same terms (including interest rates and collateral) as those prevailing at the 
time for comparable transactions with other persons. Further, in management's opinion, these loans 
did not involve more than a normal risk of collectability or present other unfavorable features. 
 
Deposits from related parties held by the bank at December 31, 2020 and 2019 totaled $25,624,000 
and $10,489,000, respectively. 
 
During 2019, the Board approved the purchase of an aircraft from a current director for 26,400 
shares of common stock in the Company, a value of approximately $1,201,000. This aircraft is held 
in a wholly-owned subsidiary of the Bank and is included in “premises and equipment, net” on the 
consolidated balance sheets.  
 
The Bank is lessor in several leasing transactions with entities associated with related parties (current 
directors). These transactions are at market rates and terms, and the associated lease revenue of 
$44,000 and $44,000 for 2020 and 2019, respectively, is included as a reduction of "occupancy and 
equipment expense, net" on the consolidated statements of income. 
 
The Bank obtains professional services from related parties in the ordinary course of business. The 
payments associated with these related party services totaled $129,000 and $275,000 as of December 
31, 2020 and 2019, respectively, and are included in "legal and professional fees" on the consolidated 
statements of income. 
 
NOTE 15 - FAIR VALUE MEASUREMENTS 
 
Fair value of an asset or liability is the price that would be received to sell that asset or to transfer 
that liability in an orderly transaction between market participants at the measurement date. Fair 
value measurements must maximize the use of observable inputs and minimize the use of 
unobservable inputs. There is a hierarchy of three levels of inputs that may be used to measure fair 
value: 
  Level 1 Inputs - Quoted prices in active markets for identical assets or liabilities. 

 Level 2 Inputs - 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 Inputs - Significant unobservable inputs that reflect an entity's own assumptions 
regarding what market participants would use in pricing the assets or liabilities. 
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NOTE 15 - FAIR VALUE MEASUREMENTS (continued) 
 
Recurring Measurements 
 
The following table presents assets reported on the consolidated balance sheets at fair value on a 
recurring basis, along with the fair value hierarchy level employed (in thousands): 

 
 
The Company reports its marketable equity securities utilizing Level 1 inputs. For these securities, 
there is a quoted market price. All debt securities are reported at fair value utilizing Level 2 inputs. 
For these securities, the Company obtains fair value measurements from an independent pricing 
service. The fair value measurements consider observable data that may include dealer quotes, 
market spreads, cash flows, the U.S. Treasury yield curve, live trading levels, trade execution data, 
market consensus prepayments speeds, credit information and the bond's terms and conditions, 
among other factors. 
 
Transfers between levels would occur based on changes in overall or specific market conditions. 
There were no transfers between fair value hierarchy levels for the periods presented. 
 
  

Level 1 Level 2 Level 3 Measured at
Inputs Inputs Inputs Fair Value

Debt securities available for sale:
Mortgage backed securities -$             81,547$       -$             81,547$       
State and political subdivisions -               567,566       -               567,566       
Collateralized mortgage obligations -               208,058       -               208,058       
Asset-backed securities -               99,091         -               99,091         
Other debt securities -               2,000           -               2,000           

Marketable equity securities 2,247           -               -               2,247           

Debt securities available for sale:
Mortgage backed securities -$             77,409$       -$             77,409$       
State and political subdivisions -               317,976       -               317,976       
Collateralized mortgage obligations -               222,722       -               222,722       
Asset-backed securities -               38,921         -               38,921         

Marketable equity securities 2,161           -               -               2,161           

December 31, 2020

December 31, 2019
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NOTE 15 - FAIR VALUE MEASUREMENTS (continued) 
 
Nonrecurring Measurements 
 
Certain assets are measured at fair value on a nonrecurring basis; that is, the assets are not measured 
at fair value on an ongoing basis but are instead subject to fair value adjustments in certain 
circumstances (for example, when there is evidence of impairment). The following table presents the 
assets carried on the consolidated balance sheets for which a nonrecurring measurement in fair value 
has been recorded, along with the fair value hierarchy level employed (in thousands): 

 

Impaired loans are reported at fair value based on the discounted present value of expected cash 
flows (Level 3 inputs), or on the value of underlying collateral if repayment is expected solely from 
the collateral. Collateral values are estimated using Level 3 inputs: independent appraisals; and 
subjective adjustments (generally 10-30%) applied by management to reflect estimated selling costs 
and other expected discounts to appraised values. 
 
During 2020, certain impaired loans were remeasured and reported at fair value through a specific 
allocation of the allowance for loan losses. Impaired loans with a carrying value of $11,013,000 were 
reduced by specific allowance allocations totaling $3,586,000 to a total reported fair value of 
$7,427,000 based on values determined utilizing Level 3 valuation inputs. 
 
During 2019, certain impaired loans were remeasured and reported at fair value through a specific 
allocation of the allowance for loan losses. Impaired loans with a carrying value of $7,773,000 were 
reduced by specific allowance allocations totaling $2,264,000 to a total reported fair value of 
$5,509,000 based on values determined utilizing Level 3 valuation inputs. 
 
Other real estate owned is valued at the time the loan is foreclosed upon and the asset is transferred 
to other real estate owned. The value is based primarily on third party appraisals, less estimated costs 
to sell. Appraisals based upon comparable sales result in a Level 2 classification while appraisals 
based upon expected cash flows of the property result in a Level 3 classification. 
 
 
  

Level 1 Level 2 Level 3 Measured at
Inputs Inputs Inputs Fair Value

Assets:
Impaired loans -$             -$             7,427$         7,427$         
Other real estate owned -               504              576              1,080           

Assets:
Impaired loans -$             -$             5,509$         5,509$         
Other real estate owned -               650              805              1,455           

December 31, 2020

December 31, 2019
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NOTE 16 - CONDENSED PARENT COMPANY FINANCIAL STATEMENTS 
 
Below are the condensed unconsolidated financial statements of Happy Bancshares, Inc. (in 
thousands): 
 

Condensed Balance Sheets 

 
  

2020 2019
Assets:

Cash and cash equivalents 88,953$           36,413$           
Investment in subsidiary 760,113           593,072           
Accrued interest receivable 3                      4                      
Equity investments 2,747               2,007               
Other 1,360               2,866               

Total assets 853,176$         634,362$         

Liabilities and Shareholders' Equity:
Accrued expenses and other liabilities 17,807$           14,105$           
Subordinated debentures 21,359             12,475             
Subordinated notes, net of unamortized issuance cost 145,370           72,234             
Shareholders' equity 668,640           535,548           

Total liabilities and shareholders' equity 853,176$         634,362$         

December 31,
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NOTE 16 - CONDENSED PARENT COMPANY FINANCIAL STATEMENTS (continued) 
 
Condensed Statements of Income 

 
  

2020 2019
Income:

Undistributed earnings of subsidiary 60,113$           47,618$           
Other 59                    244                  

60,172             47,862             
Expenses:

Salaries and employee benefits 4,315               1,337               
Interest expense 7,329               5,406               
Other operating expenses 613                  600                  

12,257             7,343               
Income before income taxes 47,915             40,519             

Income tax benefit (2,614)              (1,491)              

Net income 50,529$           42,010$           

Years Ended December 31,
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NOTE 16 - CONDENSED PARENT COMPANY FINANCIAL STATEMENTS (continued) 
 
Condensed Statements of Cash Flows 

 
  

2020 2019
Cash flows from operating activities:

Net income 50,529$           42,010$           
Adjustments to reconcile net income to net cash

used in operating activities:
Undistributed earnings of subsidiary (60,113)            (47,618)            
Other adjustments, net 10,339             4,191               

Net cash provided by (used in) operating activities 755                  (1,417)              

Cash flows from investing activities:
Capital contributions to subsidiary (40,000)            (30,000)            
Cash dividends received from subsidiary 2,129               4,259               
Other, net (740)                 (420)                 

Net cash used in investing activities (38,611)            (26,161)            

Cash flows from financing activities:

Proceeds from subordinated notes, net of issuance costs 137,673           -                    

Repayment of subordinated notes (65,000)            -                    

Proceeds from issuance of common stock 76,926             65,021             

Purchase and retirement of common stock (55,768)            (46,885)            

Other, net (3,435)              (3,931)              
Net cash provided by investing activities 90,396             14,205             

Net change in cash and cash equivalents 52,540             (13,373)            

Cash and cash equivalents at beginning of year 36,413             49,786             

Cash and cash equivalents at end of year 88,953$           36,413$           

Years Ended December 31,
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NOTE 17 - ACQUISITIONS 

Centennial Bank 

On July 1, 2020, the Company merged with Centennial Bank, a privately-held bank headquartered 
in Lubbock, Texas. The Company acquired 100% of Centennial Bank's outstanding stock. The 
fourteen branches included in the merger are located in the Texas South Plains and the Central 
Texas Hill Country. The total purchase price for the acquisition was allocated based on the estimated 
fair value of the assets acquired and liabilities assumed, as follows (in thousands): 
 

  
The net cash received as a result of the transaction was $81,194,000: $179,695,000 in cash included 
with the assets acquired less the $98,501,000 cash consideration paid to Centennial Bank. The 
Company also issued 756,079 shares of Bancshares stock, with an estimated value of $36,481,000 
as of closing. 

Non-credit impaired loans had an estimated fair value of $600,228,000 at the acquisition date and 
a total contractual balance of $610,371,000. As of the acquisition date, the Company expects an 
insignificant amount of the contractual balance of these loans to be uncollectible. The difference of 
$10,143,000 will be recognized into interest income as an adjustment to yield over the life of the 
loans. Purchased credit impaired loans (PCI loans) had an estimated fair value of $10,756,000 at the 
acquisition date and a total contractual balance of $15,589,000. An amount of $182,000 will be 
recognized into interest income as an adjustment to yield over the life of the loans. The difference 
of $4,651,000 remains on the balance sheet as a credit mark unless the loans experience changes in 
fair value or collectability. The remaining variance of $276,000 relates to loans in process and 
overdrafts as of the acquisition date.  

  

Assets acquired:

Cash 179,695$     

Securities and other investments 91,113         

Loans 611,260       

Premises 25,895         

Goodwill 75,635         

Core deposit intangible asset 1,855           

Other assets 17,852         

Liabilities assumed:

Deposits (857,882)      

Subordinated debentures (8,836)          

Other liabilities (1,605)          
Consideration paid 134,982$ 



HAPPY BANCSHARES, INC. AND SUBSIDIARIES 
 Notes to Consolidated Financial Statements 
 December 31, 2020 and 2019 

 

84 

 

NOTE 17 – ACQUISITIONS (continued) 

Centennial Bank (continued) 

The Company recorded goodwill of $75,635,000 in this acquisition; this goodwill relates to the 
combination of expected synergies and desirable branch locations within the Company’s Texas 
Panhandle market and new Central Texas Hill Country market. Goodwill is calculated as the excess 
of the estimated fair value of the consideration exchanged compared to the net of (a) the estimated 
fair value of identifiable assets acquired, and (b) the estimated fair value of the liabilities assumed. 
The core deposit intangible of $1,855,000 represents the estimated value of the core deposits of the 
acquired branches based on their costs relative to the higher costs of alternative funding sources.  
The goodwill that was recognized in this transaction is expected to be deductible for income tax 
purposes.  
 
Under the terms of the purchase agreement related to the Centennial merger, the Company 
deposited $1,500,000 of the total consideration paid into escrow as security for potential losses and 
expenses related to the acquired substandard, doubtful, loss, or other real-estate owned loans as of 
December 31, 2019. The escrow amount will be held and monitored by the Company for three 
years, commencing with the merger date.  The Company will be reimbursed 50% of loan losses from 
the escrow amount during the escrow period as losses and expenses related to acquired loans are 
incurred. The Company fully expects to recover the entire amount placed into the escrow amount 
based on a fair value analysis by a third party valuation firm. The escrow amount is included in 
"other assets" in the consolidated balance sheet as of December 31, 2020.   
 
In addition, a separate escrow amount of $1,053,000 was established and funded by the seller, based 
on vendor estimates, to indemnify the Company for contract termination fees and deconversion 
costs incurred following closing. The escrow amount will be held by the Company for a period of 
one year from the date of acquisition and will be released to either the Company or the seller based 
on final transaction costs at the conclusion of the escrow period. The Company recorded an 
indemnification asset as contract termination and deconversion costs were incurred, totaling the 
amount in escrow. The effect of the recognition of the indemnification asset was an offset during 
2020 of $1,053,000 to the expenses incurred related to the contract termination and deconversion 
costs. The indemnification asset will be derecognized when the Company receives the cash due from 
the escrow. 
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NOTE 17 – ACQUISITIONS (continued) 

First State Bank of Mobeetie 
 
On January 24, 2020, the Company acquired First State Bank of Mobeetie, a privately-held bank 
headquartered in Mobeetie, Texas. The branches included in the acquisition are located in the Texas 
Panhandle towns of Mobeetie and Wheeler. The total cash purchase price for the acquisition was 
allocated based on management's best estimates of the fair value of the assets acquired and liabilities 
assumed, as follows (in thousands): 

 

The net cash and cash equivalents received as a result of the transaction was $46,495,000: 
$55,583,000 in fed funds sold and $2,972,000 in teller cash and due from banks included with the 
assets acquired, less $12,060,000 of cash consideration paid. 

Non-credit impaired loans had an estimated fair value of $10,414,000 at the acquisition date and a 
total contractual balance of $10,437,000. As of the acquisition date, the Company expects that an 
insignificant amount of the contractual balance of these loans will be uncollectible. The difference 
of $23,000 will be recognized into interest income as an adjustment to yield over the life of the loans. 
Purchased credit impaired loans (PCI loans) had an estimated fair value of $638,000 at the 
acquisition date and a total contractual balance of $816,000. The difference of $178,000 remains 
on the balance sheet as a credit mark unless the loans experience changes in fair value or 
collectability. The remaining variance of $23,000 relates to loans in process and overdrafts as of the 
acquisition date. 

  

Assets acquired:
Cash 2,972$         
Fed funds sold 55,583         
Securities 7,090           
Loans 11,075         
Premises 312              
Goodwill 1,811           
Core deposit intangible asset 685              
Other assets 791              

Liabilities assumed:
Deposits (68,180)        
Other liabilities (79)               

Cash consideration paid 12,060$ 
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NOTE 17 – ACQUISITIONS (continued) 

First State Bank of Mobeetie (continued) 
 
The Company recorded goodwill of $1,811,000 in this acquisition; this goodwill relates to the 
combination of expected synergies and desirable branch locations within the Company’s Texas 
Panhandle market. Goodwill is calculated as the excess of the estimated fair value of the 
consideration exchanged compared to the net of (a) the estimated fair value of identifiable assets 
acquired, and (b) the estimated fair value of the liabilities assumed. The core deposit intangible of 
$685,000 represents the estimated value of the core deposits of the acquired branches based on their 
costs relative to the higher costs of alternative funding sources.  None of the goodwill that was 
recognized in this transaction is expected to be deductible for income tax purposes.  
 
First Bank & Trust 
 
On June 7, 2019, the Company acquired four branches from First Bank & Trust, a privately-held 
bank headquartered in Seymour, Texas. The branches are located in the Texas Panhandle towns of 
Matador, Memphis, Turkey and White Deer. The Company purchased the branches' loans, premises 
and certain other assets and assumed the branches' deposits and certain other liabilities. The total 
cash purchase price for the acquisition was allocated based on the estimated fair value of the assets 
acquired and liabilities assumed, as follows (in thousands): 
 

  
The net cash received as a result of the transaction was $35,743,000: a $34,787,000 payment from 
First Bank & Trust plus $956,000 in teller cash included with the assets acquired. 

  

Assets acquired:
Teller cash 956$            
Loans 1,221           
Premises 374              
Goodwill 238              
Core deposit intangible asset 1,509           
Other assets 25                

Liabilities assumed:
Deposits (39,012)        
Other liabilities (98)               

Net liabilities (34,787)$ 
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NOTE 17 – ACQUISITIONS (continued) 

First Bank & Trust (continued) 
 
The Company recorded goodwill of $238,000 in this acquisition; this goodwill relates to the 
combination of expected synergies and desirable branch locations within the Company’s Texas 
Panhandle market. Goodwill is calculated as the excess of the estimated fair value of the 
consideration exchanged compared to the net of (a) the estimated fair value of identifiable assets 
acquired, and (b) the estimated fair value of the liabilities assumed. The core deposit intangible of 
$1,509,000 represents the estimated value of the core deposits of the acquired branches based on 
their costs relative to the higher costs of alternative funding sources. The goodwill that was 
recognized in this transaction is expected to be deductible for income tax purposes. 

Subsequent Acquisition Activity 

On February 19, 2021, the Company is scheduled to acquire First Bank of Muleshoe, a privately-
held bank headquartered in Muleshoe, Texas with approximately $81,149,000 in assets, 
$68,600,000 in deposits and $4,406,000 in loans.  As a result of this acquisition, the Bank will add 
one branch each in the Texas Panhandle towns of Muleshoe, Bovina and Dimmitt. The total 
purchase price will be approximately $19,125,000. The initial allocation of the purchase price to the 
fair value of assets and liabilities acquired has not been completed. The Company is working with a 
third-party valuation firm to determine the fair value of the loans along with the amounts of the core 
deposit intangible and goodwill; the Company does not expect the intangibles to be materially 
significant. The goodwill in this acquisition is the result of a combination of expected synergies in 
the Texas Panhandle market. 

In addition, during 2020 the Company entered into a purchase agreement with another financial 
institution with approximately $56,000,000 in total assets. The purchase is pending regulatory 
approval and is anticipated to close in 2021. 

Acquisition Costs 

Related to the above transactions, the Company recorded acquisition costs of $2,496,000 and 
$754,000 for various professional services during 2020 and 2019. Acquisition costs are included in 
"legal and professional expenses" on the consolidated financial statements. 
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