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

This Report is required by law: Section 5(c)(1)(A) of the Bank
Holding Company Act (12 U.S.C. § 1844 (c)(1)(A)); Section 8(a)
of the International Banking Act (12 U.S.C. § 3106(a)); Sections
11(a)(1), 25 and 25A of the Federal Reserve Act (12 U.S.C.
§§ 248(a)(1), 602, and 611a); Section 211.13(c) of Regulation K
(12 C.F.R. § 211.13(c)); and Section 225.5(b) of Regulation Y (12
C.F.R. § 225.5(b)) and section 10(c)(2)(H) of the Home Owners'
Loan Act. Return to the appropriate Federal Reserve Bank the
original and the number of copies specified.

NIC UONIT

This report form is to be filed by all top-tier bank holding compa-
nies and top-tier savings and loan holding companies organized
under U.S. law, and by any foreign banking organization that
does not meet the requirements of and is not treated as a qualify-
ing foreign banking organization 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 sponsor, 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 chair-
man of the board must sign the report.

I, Ed Rumage

Name of the Holding Company Director and Official

President/CEO
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 conceming that individual.

Signature of Holding Company Dire&tor and Official
03/09/2016

Date of Signature

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

rssop [ (MDD U4

C.lL

Date of Report (top-tier holding company's fiscal year-end):
December 31, 2015

Month / Day / Year

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

Reporter's Name, Street, and Mailing Address
Jacksboro National Bancshares, Inc.
Legal Title of Holding Company

P.O. Box A

(Mailing Address of the Holding Company) Street / P.O. Box
Jacksboro X 76458
City State Zip Code

910 N. Main, Jacksboro, TX 76458

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:
Craig Anderle Chief Financial Officer
Name Title

940-567-5551

Area Code / Phone Number / Extension

940-567-3592

Area Code / FAX Number

canderle@mybanktexas.com

E-mail Address

www.mybanktexas.com
Address (URL) for the Holding Company's web page

Does the reporter request confidential treatment for any portion of this
submission?

D Yes Please identify the report items to which this request applies:

[] In accordance with the instructions on pages GEN-2
and 3, a letter justifying the request is being provided.

[[] The information for which confidential treatment is sought
is being submitted separately labeled "Confidential."

No

Public reporting burden for this information collection is estimated to vary from 1.3 to 101 hours per response, with an average of 5.25 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

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

the Federal Reserve System, 20th and C Streets, NW, Washington, DC 20551, and to the
12/2015



Jacksboro National Bancshares, Inc.

Jacksboro, Texas
December 31, 2015

Form FR Y-6
Report Item 2a. - Organizational Chart

.

Jacksboro National
Bancshares, Inc.

Jacksboro, Texas
Incorporated in Texas

J

100%

\

The Jacksboro National
Bank

Jacksboro, Texas
Incorporated in Texas

_/
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Jacksboro National Bancshares, Inc.

Form FR Y-6

December 31, 2015

Attachment to Report Item 3: Security Holders

Participants in the Voting Trust Agreement

Number of Shares

Percent of

Name City, State, Country in the Voting Trust (1)  Total Shares (1)
Bryan Bumpas Jacksboro, TX, USA 110 0.74%
Margaret Sue Cherryhomes Jacksboro, TX, USA 325 2.20%
Clint Creighton Craft Trust Jacksboro, TX, USA 500 3.38%
Jay David Craft Trust Jacksboro, TX, USA 297 2.01%
Jerry Craft Jacksboro, TX, USA 1,003 6.79%
Davis Revocable Trust San Antonio, TX, USA 114 0.77%
Jerry Graybill Jacksboro, TX, USA 44 0.30%
Dayna Gunter Fort Worth, TX, USA 250 1.69%
Sue Craft McMahan Austin, TX, USA 103 0.70%
Sue Craft McMahan Trust Austin, TX, USA 500 3.38%
Debbie Reaves Jacksboro, TX, USA 101 0.68%
Blain Rumage Jacksboro, TX, USA 248 1.68%
Edwin Rumage Jacksboro, TX, USA 1,523 10.31%
Karen Rumage Jacksboro, TX, USA 270 1.83%
Will Rumage Jacksboro, TX, USA 247 1.67%
Sharon Stamper Jacksboro, TX, USA 400 2.71%
Jennifer Stayton Dallas, TX, USA 561 3.80%
Stephen Stamper Jacksboro, TX, USA 1,687 11.42%
Willis G Stamper, Jr. Jacksboro, TX, USA 1,513 10.24%
9,796 66.29%

(1) - The number and percent of shares in the Voting Trust may not represent all of the shares each shareholder

owns.

Page 4
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JACKSBORO NATIONAL BANCSHARES, INC.
CONSOLIDATED FINANCIAL STATEMENTS
and
THE JACKSBORO NATIONAL BANK
YEARS ENDED DECEMBER 31, 2015 AND 2014
with

REPORT OF CERTIFIED PUBLIC ACCOUNTANTS



JACKSBORO
NATIONAL BANK

MyBankTexas.com

‘]@

February 5, 2016

Dear Shareholders:

Jacksboro National Bancshares, Inc. (the “Company”) has experienced another record year in
2015. A record net income of $2,884,409 was a result of record loan growth. Loans increased
$18,728,861, a 17.92% increase, to a year-end balance of $123,265,467. Residential real
estate loans, including residential construction loans, increased over $11.7 million and
agricultural real estate loans grew more than $6.3 million. Tangible capital increased almost
$1.6 million to an all-time high of $23,489,646. Deposits have shown only a modest increase of
approximately $3.4 million due to continued slow economic growth, especially in the oil and gas
industry.

The growth in tangible capital is due to the earnings of the Company’s subsidiary, The
Jacksboro National Bank (the “Bank”). The Bank reported net income of $3,012,753. Capital
distributions from the Bank to the Company totaled $1,289,561 during 2015. Of this amount,
$684,833 was paid to shareholders as distributions and $604,728 was used to purchase 315
shares of Company stock from shareholders. The Bank’s leverage ratio as of year-end 2015
was 9.26%, an increase of .36% from the prior year. The Bank’s current capital position is
compliant with the Basel Ill Capital guidelines, which will not be fully phased in until the year
2019. The Company expects to continue to grow capital to meet all known and anticipated
future capital needs, including maintaining healthy regulatory capital ratios and providing a
source of liquidity for shareholders who wish to liquidate some or all of their Company stock.

The growth in residential real estate loans is indicative of the success of our mortgage
department in Wichita Falls. In less than two years after inception, our mortgage department
became profitable. The significant rainfall in the spring and early summer of 2015 has helped to
foster growth in the residential real estate market in and around Wichita Falls. The proficiency
of our staff in the mortgage department has ensured the Company remains a competitive
contender in their market. In addition to continuing to make deeper in-roads into the Wichita
Falls market, our mortgage department provides the expertise to allow the Company to continue
to serve the mortgage needs of our customers in the Jacksboro and Bowie locations as well.

We do not anticipate many changes in the economic or regulatory environments for 2016. The
Company is positioned well to continue weathering the economic downturn and we continue to
stay ahead of the ever-increasing regulatory burden. Many of our customers continue to be
affected by the low oil and gas prices. We see the results of these difficulties in our loan
portfolio. However, management identifies potential problems early and takes actions to protect
the Company as well as take care of our customers, which can be a delicate balancing act
during these economic swings. Regulators will continue to write legislation into regulations as
the banking industry as a whole determines how best to continue to navigate the regulatory tidal
wave. These obstacles provide an opportunity for our directors, officers, and employees to
show we can continue to thrive even in the face of such adversity. We have a great team in
place to ensure the success of our organization.

JACKSBORO BOWIE WICHITA FALLS
940.567.5551 940.872.2205 940.249.5290
910 N. MAIN » P.O. BOX A 213 W. WISE ST. » P.O. BOX 271 4245 KEMP BLVD., STE. 420

JACKSBORO, TEXAS 76458 BOWIE, TEXAS 76230 WICHITA FALLS, TEXAS 76308



As always, | want to take this opportunity to express my sincere gratitude to our shareholders
for trusting your investment in the Company to us. This privilege continues to be taken seriously
and maximizing the value of your investment remains our top priority.

Sincerely,

e

Ed Rumage
President/CEO



Lukert, Mayers, Widner & Co-, P.C.

Certified Public Accountants

623 Elm Street, Suite 405 219 E. Main Street
P.O. Box 420 P.O. Box 337
Graham, Texas 76450 Kathryn M. Mayers Olney, Texas 76374
940-549-3330 Michelle R. Widner 940-564-5643
Fax: 940-549-3332 Mike Lukert, of Counsel Fax: 940-564-3094

Independent Auditors’ Report

The Board of Directors and Shareholders
Jacksboro National Bancshares, Inc.
Jacksboro, Texas

We have audited the accompanying consolidated financial statements of Jacksboro National Bancshares,
Inc. and its subsidiary, which comprise the consolidated balance sheets as of December 31, 2015 and
2014, and the related consolidated statements of income, comprehensive income, shareholders’ equity,
and cash flows for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to
the entity’s preparation and fair presentation of the consolidated financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness
of significant accounting estimates made by management, as well as evaluating the overall presentation
of the consolidated financial statements.

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



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Jacksboro National Bancshares, Inc. and its subsidiary as of December
31, 2015 and 2014, and the results of their operations and their cash flows for the years then ended in
accordance with accounting principles generally accepted in the United States of America.

Report on Supplemental Information

Our audits were conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The accompanying balance sheets of The Jacksboro National Bank as of
December 31, 2015 and 2014, and the related statements of income, comprehensive income,
shareholder’s equity, and cash flows for the years then ended are presented for purposes of additional
analysis and are not a required part of the consolidated financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting
and other records used to prepare the consolidated financial statements. The information has been
subjected to the auditing procedures applied in the audit of the consolidated financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the consolidated financial statements or to the
consolidated financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the information
is fairly stated in all material respects in relation to the consolidated financial statements as a whole.

bt 7D Y Widasr #68C

Graham, Texas
February 5, 2016



JACKSBORO NATIONAL BANCSHARES, INC.
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2015 AND 2014

ASSETS

Cash and due from banks
Securities available for sale

Loans:

Held for investment

Held for sale
Less allowance for loan loss
Net loans
Property and equipment, net
Accrued interest receivable

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY

Liabilities:
Demand deposits
Savings, NOW and money market deposits
Time deposits
Total deposits
Accrued interest payable
Bank advances
Other liabilities
Total liabilities
Commitments and contingencies (Note 1)

Shareholders’ equity:

Capital stock, $1 par value, 1,000,000 shares authorized,
14,778 issued in 2015, and 15,093 issued in 2014

Paid-in capital
Retained earnings
Accumulated other comprehensive income

Total shareholders’ equity

Total liabilities and shareholders’ equity

The accompanying notes are an integral part of this statement.

2015 2014

3,614,002 S 4,404,114
119,439,732 132,079,566
122,081,127 103,782,246
1,184,340 754,360
123,265,467 104,536,606
(1,902,255) (1,613,309)
121,363,212 102,923,297
7,248,217 7,528,167
1,569,784 1,437,762
706,007 640,511

$ 253,940,954 $249,013,417
S 61,548,282 $ 60,459,750
121,402,100 123,194,436
40,238,912 36,278,457
223,189,294 219,932,643
29,067 34,871
5,215,000 4,926,000
47,353 42,286
228,480,714 224,935,800
14,778 15,093
1,682,154 1,682,154
22,113,608 20,518,445
1,649,700 1,861,925
25,460,240 24,077,617

$ 253,940,954 $ 249,013,417



JACKSBORO NATIONAL BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Interest income:
Interest and fees on loans
Interest on investment securities

Total interest income

Interest expense:
Deposits
Other

Total interest expense
Net interest income
Provision for loan losses
Net interest income after provision for loan losses

Other income:
Service charges on deposit accounts
Other service charges and fees
Net realized gain on securities
Gain (loss) on sale of property and equipment
Gain from sales of mortgage loans
Other income

Total other income

Other expense:
Salaries and employee benefits
Property and equipment expense
Advertising and promotion expense
Computer service expense
Legal and professional fees
Stationary and printing expense
Consulting
Director fees
FDIC insurance premiums
Other expense

Total other expense
Income before income tax expense
Income tax expense

Net income

2015 2014

$ 6,461,663 $ 5,840,388
2,765,031 2,768,021
9,226,694 8,608,409
588,989 663,669
15,164 1,154
604,153 664,823
8,622,541 7,943,586
(310,000) (25,000)
8,312,541 7,918,586
585,327 581,318
481,206 480,267
53,824 160,755
27,000 (1,651)
838,646 592,285
145,267 198,710
2,131,270 2,011,684
4,300,986 4,110,074
1,180,678 1,110,272
180,392 188,534
687,104 622,793
63,107 41,219
119,048 133,292
150,497 149,861
217,075 192,132
131,127 120,406
529,388 475,522
7,559,402 7,144,105
2,884,409 2,786,165
$ 2,884,409 $ 2,786,165

The accompanying notes are an integral part of this statement.



JACKSBORO NATIONAL BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

2015 2014

Net income S 2,884,409 S 2,786,165
Other comprehensive income:

Change in unrealized gain (loss) on securities available for sale (127,240) 2,326,645

Adjustment for (gains) losses realized on securities available

for sale and included in net income (84,985) (239,854)

Total other comprehensive income (212,225) 2,086,791
Total comprehensive income S 2,672,184 S 4,872,956

The accompanying notes are an integral part of this statement.



JACKSBORO NATIONAL BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Balance, December 31, 2013
Net income

Unrealized gain on securities
available for sale

Reclassification adjustment for
gain included in net income

Purchase of capital stock
Distributions ($41.75 per share)
Balance, December 31, 2014
Net income

Unrealized loss on securities
available for sale

Reclassification adjustment for
gain included in net income

Purchase of capital stock
Distributions ($45.75 per share)

Balance, December 31, 2015

Accumulated
Other
Capital Paid-In Retained = Comprehensive
Stock Capital Earnings Income Total

S 15,589 $ 1,682,154 $19,155,914 S (224,866) $20,628,791

2,786,165 = 2,786,165

2,326,645 2,326,645

(239,854) (239,854)
(496) - (783,219) - (783,715)

(640,415) - (640,415)

15,093 1,682,154 20,518,445 1,861,925 24,077,617

2,884,409 - 2,884,409

(127,240) (127,240)

(84,985) (84,985)

(315) - (604,413) - (604,728)
(684,833) - (684,833)

S 14,778 S 1,682,154 $22,113,608 S 1,649,700 $25,460,240

The accompanying notes are an integral part of this statement.



JACKSBORO NATIONAL BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization
(Gain) loss on disposal of property and equipment
(Gain) loss on sale of repossessed assets
Provision for loan losses
Net realized (gain) loss on securities
Premium amortization net of discount accretion on securities
Gain from sales of mortgage loans
Proceeds from sales of mortgage loans
Originations of mortgage loans for sale
(Increase) decrease in accrued interest receivable
(Increase) decrease in other assets
Increase (decrease) in accrued interest payable
Increase (decrease) in other liabilities
Total adjustments

Net cash provided by operating activities

Cash flows from investing activities:
Principal reduction on mortgage-backed securities
Proceeds from maturities of available-for-sale securities
Proceeds from sales of available-for-sale securities
Purchase of available-for-sale securities
Purchase of mortgage loans
Net (increase) decrease in loans
Purchase of property and equipment
Proceeds from sales of property and equipment
Proceeds from sales of repossessed assets

Net cash used by investing activities

Cash flows from financing activities:
Net increase (decrease) in demand deposits
Net increase (decrease) in savings, NOW and money market deposits
Net increase (decrease) in time deposits
Net increase (decrease) in short term borrowings
Purchase of capital stock
Distributions

Net cash provided by financing activities

Net increase (decrease) in cash and due from banks
Cash and due from banks, beginning of year

Cash and due from banks, end of year

The accompanying notes are an integral part of this statement.

2015 2014
$ 2,884,409 $ 2,786,165
425,593 399,917
(27,000) 1,651
(11,459) (72,892)
310,000 25,000
(53,824) (160,755)
1,747,610 1,631,587
(838,646) (592,285)
27,284,880 21,832,800
(26,446,234) (21,240,515)
(132,022) (53,012)
39,752 54,343
(5,804) (6,921)
5,862 14,121
2,298,708 1,833,039
5,183,117 4,619,204
17,753,908 14,953,884
1,540,000 19,785,000
12,683,801 7,363,727
(21,243,887) (53,519,340)
(5,660,093) :
(13,200,649) (12,505,441)
(118,643) (2,121,037)
- 5,100
16,243 774,037
(8,229,320) (25,264,070)
1,088,532 9,120,746
(1,792,335) 17,139,519
3,960,455 (3,991,960)
289,000 926,000
(604,728) (783,715)
(684,833) (640,415)
2,256,091 21,770,175
(790,112) 1,125,309
4,404,114 3,278,805
3,614,002 4,404,114



JACKSBORO NATIONAL BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Summary of significant accounting policies

The accounting policies of Jacksboro National Bancshares, Inc. (the Company) and subsidiary conform
to accounting principles generally accepted in the United States of America and to general practices
within the banking industry. The Company was incorporated for the purpose of becoming a bank
holding company. Its subsidiary, The Jacksboro National Bank (the Bank), provides full banking
services. The Bank generates commercial, agricultural, mortgage and consumer loans and receives
deposits from customers primarily in Jack and Montague counties and in the north central part of
Texas.

Date of management’s review of subsequent events - Management has evaluated subsequent
events through February 5, 2016, the date which the financial statements were available to be
issued.

Consolidation and ownership - The financial statements of Jacksboro National Bancshares, Inc. include
the accounts of the Company and the accounts of its subsidiary, The Jacksboro National Bank. The
Bank is wholly owned by the Company. All material intercompany transactions and balances have been
eliminated.

Restrictions on cash and due from banks - Under regulations promulgated by the Federal Reserve
Board, the Bank is required to maintain reserve balances on hand or with the Federal Reserve Bank.
The amounts of those reserve balances as of December 31, 2015 and 2014 were S0.

Investment securities - Management determines the appropriate classification of debt securities at the
time of purchase. Debt securities are classified as available for sale or held to maturity. Securities
available for sale are those securities which the Company may decide to sell prior to their maturity in
response to change in interest rates, liquidity needs, or for other purposes. Securities available for sale
are reported at fair value. The net unrealized gain or loss on securities available for sale is reported as
accumulated other comprehensive income, a separate component of shareholders’ equity, until
realized. Securities held to maturity are securities that the Company has the positive intent and ability
to hold to maturity. Held-to-maturity securities are reported at amortized cost.

Amortized cost of debt securities is adjusted for amortization of premiums and accretion of discounts
to maturity, or in the case of mortgage-backed securities, over the estimated life of the securities,
computed by the interest method. Realized gains (losses) on securities are included in other income
and, when applicable, are reported as a reclassification adjustment in accumulated other
comprehensive income. Gains and losses on the sale of securities are recorded on the trade date and
are determined using the specific identification method. Declines in the fair value of individual held-
to-maturity and available-for-sale securities below their cost that are other than temporary result in
write-downs of the individual securities to their fair value. The related write-downs are included in
earnings as realized losses. In estimating other-than-temporary impairment losses, management
considers (1) the length of time and the extent to which the fair value has been less than cost, (2)
the financial conditions and near-term prospects of the issuer, and (3) 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.

Federal Home Loan Bank stock - Federal Home Loan Bank (FHLB) stock is a required investment for
institutions that are members of the Federal Home Loan Bank system. The required investment in the
common stock is based on a predetermined formula and was $331,500 at December 31, 2015.

FHLB stock is carried at cost on the balance sheets in securities available for sale and totaled $640,500
and $290,900 at December 31, 2015 and 2014, respectively. FHLB stock is held as collateral to secure
FHLB advances.
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Loans - The Bank grants commercial, agricultural, consumer and residential loans to customers
primarily in Jack and Montague Counties and in the north central part of Texas. Although the Bank has
a diversified loan portfolio, its debtors’ ability to honor their contracts is substantially dependent upon
the general economic conditions of the region. Loans are reported at their outstanding principal
balance adjusted for any charge-offs and the allowance for loan losses. Loans held for sale are carried
at the lower of cost or market. Interest on loans is recognized over the term of the loan and is accrued
on the unpaid principal balance.

Allowance for loan losses - The allowance consists of specific and general components. The specific
component relates to loans that are classified as either doubtful, substandard or special mention. The
allowance for loan losses is established as losses are estimated to have occurred through a provision for
loan losses charged to earnings. Loan losses are charged against the allowance when management
believes the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are credited
to the allowance. The Company performs periodic and systematic detailed reviews of its lending
portfolios to identify credit risks and assess the overall collectibility of those portfolios. The allowance
on certain homogenous loan portfolios is based on aggregated portfolio segment evaluations.
Management’s periodic evaluation of the adequacy of the allowance is based on the Bank’s past loan
loss experience, known and inherent risks in the portfolio, adverse situations that may affect the
borrower’s ability to repay, the estimated value of any underlying collateral, and current economic
conditions. This evaluation is inherently subjective, as it requires estimates that are susceptible to
significant revision as more information becomes available.

The Company’s residential real estate and real estate portfolios are comprised primarily of homogenous
loans secured by residential and commercial real estate, respectively. The amount of losses incurred in
the homogenous loan pools is estimated based upon how many of the loans will default and the loss in
the event of default. The Company estimates how many of the homogenous loans will default based on
the individual loans’ attributes aggregated into pools of homogenous loans with similar attributes. The
attributes that are most significant to the probability of default and are used to estimate default
include the loan-to-value, borrower credit score, months since origination, geography, and present
collection status. The estimate is based on the Company’s historical experience with the loan
portfolio. The estimate is adjusted to reflect an assessment of environmental factors that are not
reflected in the historical data, such as changes in real estate values, local and national economies,
underwriting standards and the regulatory environment.

The allowance on the remaining portfolio segments (agriculture, commercial and consumer) is
calculated using loss rates delineated by risk rating and product type. Factors considered when
assessing loss rates include the value of the underlying collateral, the industry of the obligor, the
obligor’s liquidity and other financial and qualitative factors. These factors are updated regularly for
changes in economic and business conditions. Included in the analysis of these loan portfolios are
reserves which are maintained to cover uncertainties that affect the Company’s estimate of probable
losses including economic uncertainty and large single defaults.

Nonperfoming loans are reviewed in accordance with applicable accounting guidance on impaired
loans and troubled debt restructurings (TDRs). If necessary, a specific allowance is established for
these loans if they are deemed to be impaired. A loan is considered impaired when, based on
current information and events, it is probable the scheduled payments of principal or interest will be
uncollectible 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. Loans that
experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays and payment shortfalls on a
case-by-case basis, taking into consideration all of the circumstances surrounding the loan and the
borrower, including the length of the delay, the reasons for the delay, the borrower’s prior payment
record, and the amount of the shortfall in relation to the principal and interest owed. Impairment is
measured on a loan-by-loan basis by the present value of expected future cash flows discounted at
the loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the
collateral for collateral-dependent loans.
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For such loans that are also classified as impaired, an allowance is established when the discounted
cash flows (or collateral value or observable market price) of the impaired loan is lower than the
carrying value of that loan. The general component covers non-classified loans and is based on
historical loss experience adjusted for qualitative factors. An unallocated component is maintained to
cover uncertainties that could affect management’s estimate of probable losses. The unallocated
component of the allowance reflects the margin of imprecision inherent in the underlying assumptions
used in the methodologies for estimating specific and general losses in the portfolio.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment.
Accordingly, the Company does not separately identify individual consumer and residential loans for
impairment disclosures, unless such loans are subject of a restructuring agreement.

The outstanding balance of residential real estate and real estate secured loans that is in excess of the
estimated property value, less estimated costs to sell, is charged off no later than the end of the
month in which the account becomes 180 days past due. The estimated property value, less costs to
sell is determined utilizing appraisals or broker opinions of the fair value of the collateral.

The outstanding balance of loans within the remaining loan segments (agriculture, commercial and
consumer) are charged off no later than the end of the month in which the account becomes 120 days
past due. For secured loans, accounts are written down to the collateral value. The fair value of the
collateral is estimated by management based on current financial information, inspections and
appraisals. For unsecured loans, the outstanding balance is written off.

Loans within all portfolio segments are generally placed on nonaccrual status and classified as
nonperforming at 90 days past due. Accrued interest receivable is reversed when a loan is placed on
nonaccrual status. Interest collections on nonaccrual loans for which the ultimate collectibility of
principal is uncertain are applied as principal reductions; otherwise, such collections are credited to
interest income when received. 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.

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 perfoming
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.

A troubled debt restructured loan is a loan which the Company, for reasons related to a borrower’s
financial difficulties, grants a concession to the borrower that the Company would not otherwise
consider. The loan terms which have been modified or restructured due to a borrower’s financial
difficulty include, but are not limited to, 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 troubled
debt restructured loan would generally be considered impaired.

Mortgage loan sales - The Bank has a program to originate mortgage loans for sale, complying with the
specific requirements of the investors purchasing the loan. Investors review the underlying
documentation prior to completing their purchase. Individual loans that fail to meet the specified
criteria would not be purchased. If exceptions cannot be corrected, the Bank would retain the loan in
its portfolio. The Bank does not retain the right to service the sold loans. Additionally, the loans are
sold to the investors with limited recourse. Management has determined underwriting standards and
collateral values of sold loans minimizes any contingent liability.

Loan proceeds from sales of mortgage loans were $27,284,880 and $21,832,800 for December 31, 2015
and 2014, respectively. Gains on sales of mortgages are recognized when the investor has funded the
purchase. The gain is based on the loan origination fees paid by the borrower and service release
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premiums paid by the investor, net of any purchase premium or discount. Gains realized during 2015
and 2014 were $838,646 and $592,285, respectively.

The Bank had a program where the servicing rights were retained by the Bank. Servicing rights, which
were acquired through origination and were retained after the underlying mortgage loans were
transferred through sale, were to be separately recognized in other assets in accordance with
accounting principles generally accepted in the United States of America. The servicing assets, net
of the cost to service the assets, are to be amortized into service charges over the period of the
estimated net servicing income on the underlying mortgage loans. Management has determined the
servicing asset or liability to be recognized is immaterial and therefore, has not recorded any
potential asset or liability as of December 31, 2015 or 2014.

Loan origination fees and costs - Fees and costs associated with originating loans are recognized in
income generally in the period in which fees were received and/or costs were incurred. In accordance
with accounting principles generally accepted in the United States of America, such fees and costs
generally are deferred and recognized over the life of the loan as an adjustment of the yield. For the
two years presented in the statements of income, management believes not deferring such fees and
costs and amortizing them over the life of the related loans does not materially affect the Company’s
financial position or results of operations.

Property and equipment - Land is carried at cost. Buildings and equipment are stated at cost less
accumulated depreciation.  Depreciation is computed using the straight-line method over the
estimated useful lives of the assets. Gains and losses on sales and retirements are reflected in current
operations. Major improvements and costs are capitalized. Costs incurred for maintenance, repairs
and minor improvements are expensed as incurred. Depreciation expense for the years ended
December 31, 2015 and 2014 was $425,593 and $399,917, respectively.

Other assets - Goodwill, which represents the excess of the acquisition cost of purchased assets over
the fair value of the net assets at the date of acquisition and the costs associated with the purchase,
are not being amortized but instead tested for impairment in accordance with authoritative guidance.
Impairment testing is performed annually or more frequently if events or changes in circumstances
indicate that the asset might be impaired. In making such determination, the Company evaluates the
performance, on an undiscounted basis, of the underlying businesses that gave rise to such amount. In
case of impairment, the recorded costs would be written down to fair value on a discounted basis.
There was no impairment recorded for the years ended December 31, 2015 or 2014.

Real estate properties acquired through, or in lieu of, foreclosure are initially recorded at fair value
less estimated selling cost at the date of foreclosure. All write-downs based on the assets’ fair value at
the date of acquisition are charged to the allowance for loan losses. After foreclosure, valuations are
periodically performed by management and the real estate is carried at the lower of the new cost basis
or fair value minus estimated costs to sell. Any subsequent write-downs are charged against other
expenses. Cost of significant property improvements are capitalized, whereas costs relating to holding
property are expensed. The typical holding period for such properties is less than one year.

Pension plan - The Bank has a 401-K deferred compensation plan available to all eligible employees.
The Bank will match 100% of the first 5% of employee contributions. In addition, a minimum of 3% of
annual employee earnings is contributed for all participants employed at year-end. The Bank made a
discretionary contribution of 17% for December 31, 2015 and 2014. Total contributions during 2015 and
2014 amounted to $469,454 and $455,942, respectively, which is included in salaries and employee
benefits expense.

Advertising and promotion expense - Advertising and promotion costs are expensed as incurred. Total
advertising and promotion expense for the years ended December 31, 2015 and 2014 was $180,392 and
$188,534, respectively.

Income taxes - The Company and its subsidiary have elected S corporation status, under the provisions
of the Internal Revenue Code and, as such, will no longer be liable for federal income taxes. Earnings
and losses are included in the personal income tax returns of the shareholders and taxed depending on
their personal tax structure. The Company is subject to the State of Texas tax on taxable margin. The
margin tax was immaterial for the years ended December 31, 2015 and 2014. The tax is current and
does not have a deferred tax component. The Company is no longer subject to U.S. federal income tax
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examinations by tax authorities for years before 2012 or Texas state tax examinations by tax authorities
for years before 2011.

Comprehensive income - Comprehensive income, as presented in the accompanying statements of
comprehensive income, is defined as the change in equity during the period from transactions and
other events from non-owner sources. Comprehensive income is the total of net income and
accumulated other comprehensive income, which for the Company is comprised entirely of unrealized
gains and losses on securities available for sale.

Off-balance-sheet financial instruments - In the ordinary course of business, the Bank has entered into
off-balance-sheet financial instruments consisting of commitments on lines of credit and standby
letters of credit. Such financial instruments are recorded in the financial statements when they are
funded. Guarantees that are not derivative contracts are to be recorded on the Company’s
consolidated statement of financial condition at their fair value at inception, in accordance with
authoritative guidance. For the two years presented in the consolidated balance sheets, management
believes not recording the liability related to guarantees does not materially affect the Company’s
financial position or results of operations.

Cash and cash equivalents - For purpose of presentation in the statements of cash flows, cash and cash
equivalents are defined as those amounts included in the balance sheet caption "Cash and due from
banks". All highly liquid investments with an initial maturity of less than ninety days are considered to
be cash equivalents.

Significant group concentrations of credit risk - Most of the Bank’s activities are with customers
located within Jack, Montague, and Wichita counties and in the north central part of Texas. Notes 2
and 3 discuss the types of securities the Bank invests in and the types of lending the Bank engages in.
The Bank does not have any significant concentrations to any one industry or customer.

The majority of cash and cash equivalents of the Company are maintained with major financial
institutions in the United States. As such, interest bearing, non-transaction account deposits with
these financial institutions may exceed the amount of insurance provided on such deposits.
Management believes that its risk of loss associated with such balances is minimal due to the financial
strength of the correspondent banks and counterparty financial institutions. The Company has not
experienced any losses in such accounts. In monitoring this risk, the Company periodically evaluates
the stability of the financial institutions with which they have deposits. The Company had in excess of
$100,000 deposited with three financial institutions in due-from-bank balances and federal funds.
Deposits totaled $2,630,298 at December 31, 2015 in these institutions.

Legal contingencies - Various legal claims arise from time to time in the normal course of business
which, in the opinion of management, will have no material effect on the Company’s consolidated
financial statements.

Use of estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets
and liabilities at the date of the financial statements, and the reported amounts of income and
expenses during the reporting period. Actual results could differ from those estimates. Material
estimates that are particularly susceptible to significant change relate to the determination of the
allowance for losses on loans and the valuation of real estate acquired in connection with
foreclosures or in satisfaction of loans.

Fair values of financial instruments - FASB issued authoritative guidance requiring disclosure of fair
value information about financial instruments, whether or not recognized in the consolidated balance
sheets. In cases where quoted market prices are not available, fair values are based on estimates
using present value or other valuation techniques. Those techniques are significantly affected by the
assumptions used, including the discount rate and estimates of future cash flows. In that regard, the
derived fair value estimates cannot be substantiated by comparison to independent markets and, in
many cases, could not be realized in immediate settlement of the instruments. The aggregate fair
value amounts presented do not represent the underlying value of the Company. The following
methods and assumptions were used by the Company in estimating its fair value disclosures for
financial instruments:
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Cash and due from banks: The carrying amounts of cash and due from banks approximate those
assets’ fair values.

Investment securities: Fair values for investment securities are based on quoted market prices,
where available. If quoted market prices are not available, fair values are based on quoted market
prices of comparable instruments. Fair value of The Independent BankersBank, Federal Home Loan
Bank and Federal Reserve Bank stock is based on the price at which it may be resold to the issuer.

Loans: For variable-rate loans that reprice frequently and with no significant change in credit risk,
fair values are based on carrying amounts. The fair values for other loans are estimated using
discounted cash flow analyses, based on interest rates currently being offered for loans with similar
terms to borrowers of similar credit quality. Loan fair value estimates include judgments regarding
future expected loss experience and risk characteristics. Fair values for impaired loans are
estimated using discounted cash flow analyses or underlying collateral values. Fair values are
adjusted for credit risk based on assessment of risk identified with specific loans, and risk
adjustments on the remaining portfolio based on credit loss experience.

Assumptions regarding credit risk are judgmentally determined using specific borrower information,
internal credit quality analysis, and historical information on segmented loan categories for non-
specific borrowers.

Loans held for sale: Fair values for mortgage loans held for sale were valued based on the
contractual values upon which the loans may be sold to a third party, and approximate their carrying
value.

Deposits: The fair values disclosed for demand deposits are, by definition, equal to the amount
payable on demand at the reporting date (carrying amount). The fair values for time deposits are
estimated using a discounted cash flow calculation that applies interest rates currently being offered to
a schedule of aggregated contractual maturities on such time deposits.

Accrued interest: The carrying amounts of accrued interest approximate their fair values.
Bank advances: The carrying amounts of advances from banks approximate their fair values.

Off-balance-sheet instruments: Fair values for off-balance-sheet lending commitments are based on
fees currently charged to enter into similar agreements, considering the difference between current
levels of interest rates and the committed rates and the counterparties’ credit standing.

Segment reporting - FASB ASC 280, Segment Reporting, encourages nonpublic entities to report
selected information about operating segments in its financial reports issued to its shareholders. Based
on the analysis performed by the Company, management has determined the Company only has one
operating segment, which is banking. Management uses consolidated results to make operating and
strategic decisions, and therefore, is not required to disclose any additional segment information.

Reclassification - Certain reclassifications have been made to the 2014 financial statements to conform
to the 2015 financial statement presentation.

Recently issued authoritative accounting guidance - In January 2014, FASB issued ASU No. 2014-04,
Receivables-Troubled Debt Restructurings by Creditors (Subtopic 310-40): Reclassification of
Residential Real Estate Collateralized Consumer Mortgage Loans Upon Foreclosure. The amendments
clarify that an in substance repossession or foreclosure occurs, and a creditor is considered to have
received physical possession of residential real estate property collateralizing a consumer mortgage
loan, upon either (1) the creditor obtaining legal title to the residential real estate property upon
completion of a foreclosure or (2) the borrower conveying all interest in the residential real estate to
the creditor to satisfy that loan through completion of a deed in lieu of foreclosure or through a
similar legal agreement. Additionally, the amendments require interim and annual disclosure of both
(1) the amount of foreclosed residential real estate property held by the creditor and (2) the
recorded investment in consumer mortgage loans collateralized by residential real estate that are in
the process of foreclosure according to local requirements of the applicable jurisdiction. ASU No.
2014-04 is effective for annual periods beginning after December 15, 2014, and interim periods
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within annual periods beginning after December 15, 2015. Adoption of ASU No. 2014-04 is not
expected to have a significant impact on the Company’s consolidated financial statements.

In May 2014, FASB issued ASU No. 2014-09 Revenue from Contracts with Customers (Topic 606). The
new standard’s core principle is that a company will recognize revenue when it transfers promised
goods or services to customers in an amount that reflects the consideration to which the company
expects to be entitled in exchange for those goods or services. In doing so, companies will need to
use more judgment and make more estimates than under existing guidance. These may include
identifying performance obligations in the contract, estimating the amount of variable consideration
to include in the transaction price and allocating the transaction price to each separate performance
obligation. The new guidance will be effective for annual reporting periods ending after December
15, 2017; however, earlier implementation is allowed (within certain parameters). The Company has
no plans to adopt the new guidance early and the guidance is not expected to have a significant
impact to the Company’s consolidated financial statements.

In June 2014, FASB issued ASU No. 2014-11 Transfers and Servicing (Topic 860). This guidance
requires that repurchase-to-maturity transactions be accounted for as secured borrowings consistent
with the accounting for other repurchase agreements. In addition, ASU 2014-11 requires separate
accounting for repurchase financings, which entails the transfer of a financial asset executed
contemporaneously with a repurchase agreement with the same counterparty. ASU 2014-11 requires
entities to disclose certain information about transfers accounted for as sales in transactions that are
economically similar to repurchase agreements. In addition, it requires disclosures related to
collateral, remaining contractual tenor and of the potential risks associated with repurchase
agreements, securities lending transactions and repurchase-to-maturity transactions. ASU No. 2014-
11 is effective for the Company on January 1, 2015 and is not expected to have a significant impact
on the Company’s financial statements.

In August 2014, FASB issued ASU No. 2014-14 Classification of Certain Government-Guaranteed
Mortgage Loans upon Foreclosure. FASB amended its authoritative guidance related to foreclosed
home loans with government backed guarantees. The amendment requires lenders to measure the
unpaid principal and interest they expect to recover through the loan guarantee. The loan should be
removed from the lender’s asset total and added to the balance sheet as a new receivable. The
amendments will become effective for annual reporting periods ending after December 15, 2015 and
is not expected to have a significant impact on the Company’s consolidated financial statements.

In 2015, FASB eliminated from U.S. GAAP the concept of extraordinary items, which, among other
things, required an entity to show the item separately in the income statement, net of tax, after
income from continuing operations. The new guidance is effective for the Company beginning
January 1, 2016, though early adoption is permitted, and is not expected to have a significant impact
of the Company'’s financial statements.
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Investment securities
Securities have been classified in the balance sheets according to management’s intent. The

amortized cost and estimated market values of securities as shown in the consolidated financial
statements at December 31, 2015 and 2014 are as follows:

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Market Value
Available-for-sale securities:
2015
U. S. Government agencies S - S -5 - S -
Mortgage-backed securities 74,556,894 187,008 522,280 74,221,622
Obligations of state and
political subdivisions 42,534,638 1,990,624 5,652 44,519,610
Other 698,500 - 698,500
$117,790,032 S 2,177,632 S 527,932 $ 119,439,732
2014
U. S. Government agencies $ - S « 8§ = ¥ .
Mortgage-backed securities 86,247,601 397,229 351,164 86,293,666
Obligations of state and
political subdivisions 43,621,140 1,865,450 49,590 45,437,000
Other 348,900 - 348,900

$ 130,217,641 S 2,262,679 S 400,754  $132,079,566

Expected maturities may differ from contractual maturities because borrowers may have the right to
call or prepay obligations with or without call or prepayment penalties. Other securities include
Federal Home Loan Bank, The Independent BankersBank and Federal Reserve Bank stock for which
there is no readily determinable fair value or on which there are contractual restrictions on the sale or
transfer of the stock. These stocks are carried at cost and evaluated for declines in value.

Securities at amortized cost of $43,849,276 and $41,836,569 at December 31, 2015 and 2014,
respectively, were pledged to secure public deposits and for other purposes required or permitted by
law. Estimated market values of pledged securities were $45,734,767 and $43,564,695 at December
31, 2015 and 2014, respectively.

The amortized cost and estimated market value of securities at December 31, 2015, by contractual
maturity, are shown below.

Available for Sale

Amortized Estimated

Cost Market Value

Due in one year or less S 889,101 S 905,605
Due one to five years 6,482,256 6,677,777
Due five to ten years 31,316,661 32,819,472
Due after ten years 3,846,620 4,116,756
42,534,638 44,519,610

Securities with no stated maturity 698,500 698,500
Mortgage-backed securities 74,556,894 74,221,622

$ 117,790,032  §119,439,732
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Amortized cost of mortgage-backed securities, by contractual maturity, includes $512,696 due within
one year, $69,769,075 due from one to five years, $4,275,123 due from five to ten years and $0 due
over ten years. Estimated market values of mortgage-backed securities, by contractual maturity,
include $516,880 due within one year, $69,462,535 due from one to five years, $4,242,207 due from
five to ten years and $0 due over ten years. The average life may differ from contractual maturity
due to principal prepayments.

Proceeds from sales of available-for-sale securities during 2015 were $12,683,801. Gross gains of
$99,558 and gross losses of $45,734 were realized on sales. Proceeds from sales of available-for-sale
securities during 2014 were $7,363,727. Gross gains of $175,219 and gross losses of $14,463 were
realized on sales.

Information pertaining to securities with gross unrealized losses at December 31, 2015 and 2014,
aggregated by investment category and length of time that individual securities have been in a
continuous loss position, follows:

Less Than 12 Months 12 Months or Greater
Gross Gross
Unrealized Estimated Unrealized Estimated
Losses Market Value Losses Market Value
Available-for-sale securities
2015
Mortgage-backed securities S 293,812 $§ 35,197,632 S 228,468 S 16,566,350
Obligations of state and
political subdivisions 5,652 2,360,342

S 299,464 S 37,557,974 S 228,468 S 16,566,350

Available-for-sale securities

2014
Mortgage-backed securities S 351,164 $ 53,203,112 § - S
Obligations of state and

political subdivisions 49,590 6,448,577

S 400,754 S 59,651,689 S - 5

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis,
and more frequently when economic or market concerns warrant such evaluation. Consideration is
given to (1) the length of time and the extent to which the fair value has been less than cost, (2) the
financial condition and near-term prospects of the issuer, and (3) 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.

At December 31, 2015, the 54 debt securities with unrealized losses have depreciated less than 0.98%
from the Company’s amortized cost basis. These securities are guaranteed by either the U.S.
Government, U.S. government agencies, or municipalities. These unrealized losses relate principally
to current interest rates for similar types of securities. In analyzing an issuer’s financial condition,
management considers whether the securities are issued by the federal government or its agencies,
whether downgrades by bond rating agencies have occurred, and the results of reviews of the issuer’s
financial condition. As management has the ability to hold debt securities until maturity, or for the
foreseeable future if classified as available-for-sale, no declines are deemed to be other-than-
temporary. In addition, the Company holds mortgage related securities which are backed by GNMA,
FNMA or FHLMC or are collateralized by securities backed by these agencies.
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Loans

Loans at December 31, 2015 and 2014 are comprised of the following:

2015 2014
Residential real estate S 36,496,885 S 24,706,669
Agriculture 34,869,408 25,969,568
Real estate 21,450,751 21,549,399
Commercial 24,394,904 26,257,386
Consumer 6,053,519 6,053,584
Total loans 123,265,467 104,536,606
Allowance for loan losses (1,902,255) (1,613,309)
Loans, net $ 121,363,212 $ 102,923,297

Included in residential real estate loans above are loans held for sale of $1,184,340 and $754,360 at
December 31, 2015 and 2014, respectively, in which the carrying amounts approximate market.
Overdrawn demand deposits reclassified as loans totaled $22,927 and $35,351 at December 31, 2015
and 2014, respectively.

The following table sets forth information regarding the activity in the allowance for loan losses for
the year ended December 31, 2015:

Residential
Real Estate Agriculture Real Estate Commercial Consumer Total

Allowance for loan losses

Beginning balance S 338,430 § 352,672 $ 375,740 $ 454,457 § 92,010 $ 1,613,309
Provision 227,249 80,115 (18,380) (788) 21,804 310,000
Recoveries - 2,000 - 2,790 12,512 17,302
Charge-offs - - (795) - (37,561) (38,356)
Ending balance S 565,679 S 434,787 S 356,565 S 456,459 S 88,765 S 1,902,255

Ending balance allocated
to loans individually
evaluated for

impairment S 129,673 S 1,619 S 31,915 $ 170,333 S 7,260 S 340,800

Ending balance allocated
to loans collectively
evaluated for

impairment S 436,006 $ 433,168 S 324,650 S 286,126 S 81,505 S 1,561,455

Loans receivable

Ending balance allocated
to loans individually
evaluated for
impairment S 906,780 $ 116,740 S 351,786 $ 1,369,136 § 117,660 S 2,862,102

Ending balance allocated
to loans collectively
evaluated for
impairment 35,590,105 34,752,668 21,098,965 23,025,768 5,935,859 120,403,365

Ending balance S 36,496,885 S 34,869,408 S 21,450,751 $ 24,394,904 S 6,053,519 $123,265,467
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The following table sets forth information regarding the activity in the allowance for loan losses for
the year ended December 31, 2014:

Residential
Real Estate  _Agriculture Real Estate Commercial Consumer Total

Allowance for loan losses

Beginning balance S 299,958 S 387,409 $ 188,578 S 471,677 S 98,163 § 1,445,785

Provision 64,203 (42,135) 187,162 (193,861) 9,631 25,000
Recoveries - 7,398 - 177,426 10,592 195,416
Charge-offs (25,731) - - (785) (26,376) (52,892)

Ending balance S 338,430 $ 352,672 375,740 $ 454,457 S 92,010 $§ 1,613,309

Ending balance allocated
to loans individually
evaluated for
impairment S 37,792 $ 13,201 S 12,142 § 88,742 S 3,768 S 155,645

Ending balance allocated
to loans collectively
evaluated for

impairment $ 326,965 $ 339471 S 337,271 S 365715 S 88242 S 1,457,664

Loans receivable

Ending balance allocated
to loans individually
evaluated for
impairment S 301,830 $§ 102,021 § 128,801 § 916,407 $ 41,862 $ 1,490,921

Ending balance allocated
to loans collectively
evaluated for
impairment 24,404,839 25,867,547 21,420,598 25,340,979 6,011,722 103,045,685

Ending balance $ 24,706,669 S 25,969,568 $ 21,549,399 § 26,257,386 $ 6,053,584 $104,536,606

The company monitors credit quality within its portfolio segments based on primary credit quality
indicators. From a credit risk standpoint, the Company classifies its loans in one of the following
categories: pass, special mention, substandard, doubtful or loss. Loans classified as other than pass
pose an elevated risk and may have a high probability of default or total loss.

The classifications of loans reflect a judgment about the risks of default and loss associated with the
loan. The Company reviews the rating on credits monthly. Ratings are adjusted to reflect the
degree of risk and loss that is felt to be inherent in each credit as of each monthly reporting period.
The methodology is structured so that specific allocations are increased in accordance with
deterioration in credit quality (and a corresponding increase in risk and loss).

Credits 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 credits typically maintain the ability to
perform within standard credit terms and credit exposure is not as prominent as credits rated more
harshly.

Credits rated substandard are those in 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 important weaknesses exist in collateral. A protracted workout on
these credits is a distinct possibility. Prompt corrective action is therefore required to strengthen
the Company’s position, and/or to reduce exposure and to assure that adequate remedial measures
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are taken by the borrower. Credit exposure becomes more likely in such credits and a serious
evaluation of the secondary support to the credit is performed.

Credits rated doubtful are those in which full collection of principal appears highly questionable, and
which some degree of loss is anticipated, even though the ultimate amount of loss may not yet be
certain and/or 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. Credits rated
doubtful are generally also placed on nonaccrual.

Credits 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 this basically worthless asset even though partial recovery may be affected in the future.

Pass rated refers to loans that are not considered criticized. In addition to this primary credit quality
indicator, the Company uses other credit quality indicators for certain types of loans.

The following table sets forth information regarding the internal classification of the loan portfolio:

Special
Pass Mention Substandard Doubtful Loss Total
December 31, 2015
Residential
real estate $ 35,590,105 $ 39,621 § 867,159 § - S - § 36,496,885
Agriculture 34,752,668 94,346 22,394 - - 34,869,408
Real estate 21,098,965 - 351,786 - - 21,450,751
Commercial 23,025,768 197,410 1,171,726 - - 24,394,904
Consumer 5,935,859 30,816 86,844 - - 6,053,519
120,4 S 362,193 S 2,499,909 §$ - S - $123,265,467
December 31, 2014
Residential
real estate $ 24,404,839 S 42,436 S 259,394 S - S - § 24,706,669
Agriculture 25,867,547 5,581 96,440 - - 25,969,568
Real estate 21,420,598 - 128,801 - - 21,549,399
Commercial 25,340,979 - 916,407 - - 26,257,386
Consumer 6,011,722 11,568 30,294 - - 6,053,584
$103,045,685 $ 59,585 S 1,431,336 $ - S - $104,536,606

The following table sets forth information regarding the credit risk profile based on payment activity:

December 31, 2015 December 31, 2014
Non- Non-
Performing Performing Total Performing Performing Total

Residential

real estate $ 35,891,764 § 605,121 S 36,496,885 S 24,516,793 S 189,876 S 24,706,669
Agriculture 34,869,408 - 34,869,408 25,969,568 - 25,969,568
Real estate 21,098,965 351,786 21,450,751 21,422,059 127,340 21,549,399
Commercial 23,560,626 834,278 24,394,904 26,210,566 46,820 26,257,386
Consumer 5,992,045 61,474 6,053,519 6,045,932 7,652 6,053,584

$121,412,808 5 1,852,659 $123,265,467 $104,164,918 5 371,688 $104,536,606
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The following table sets forth information regarding the delinquencies within the loan portfolio:

Recorded
90 Days Investment
30-89 Days and Total Total >90 Days
Past Due Greater Past Due Current Loans Still Accruing
December 31, 2015
Residential
real estate S 326,914 S 271,971 S 598,885 $ 35,898,000 $ 36,496,885 S 103,143
Agriculture 9,747 56,558 66,305 34,803,103 34,869,408 56,558
Real estate - - 21,450,751 21,450,751 -
Commercial 233,232 239,091 472,323 23,922,581 24,394,904
Consumer 66,433 54,853 121,286 5,932,233 6,053,519
S 636,326 S 622,473 S 1,258,799 $122 12 7 159,701
December 31, 2014
Residential
real estate S 310,408 S - S 310,408 S 24,396,261 S 24,706,669 S -
Agriculture 187,311 - 187,311 25,782,257 25,969,568 -
Real estate - - - 21,549,399 21,549,399 -
Commercial 280,705 111,076 391,781 25,865,605 26,257,386 111,076
Consumer 8,903 - 8,903 6,044,681 6,053,584 -
S 787,327 $ 111,076 S 898,403 $103,638,203 $104,536,606 111,07

The following table sets forth information regarding the nonaccrual status within the loan portfolio:

2015 2014
Residential real estate S 605,121 S 189,876
Agriculture - -
Real estate 351,786 127,340
Commercial 834,278 46,820
Consumer 61,474 7,652
S 1,852,659 371,688

The following is a summary of cash receipts on these loans and how they were applied:

2015 2014
Cash receipts applied to reduce principal balance S 441,165 S 104,974
Cash receipts recognized as income 1,186 8,330
Total cash receipts S 442,351 S 113,304

If interest on all impaired and nonaccrual loans had been recognized at the original interest rates,
interest income would have increased approximately $128,137 and $49,591 in 2015 and 2014,
respectively. The Bank has no commitments to loan additional funds to the borrowers of impaired or
nonaccrual loans.
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The following table sets forth information regarding impaired loans:

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment Balance Allowance Investment Recognized
With a related allowance:
December 31, 2015
Residential real estate $ 605,121 $§ 658,762 $ 85,057 § 347,633 S
Agriculture - - - -
Real estate 351,786 364,735 5,319 345,947
Commercial 834,278 866,201 110,075 670,815 -
Consumer 61,474 62,572 857 14,436 1,186

$ 1,852,659 $ 1,952,270 S 201,308 $ 1,378,831 S 1,186
December 31, 2014

Residential real estate $ 189,876 $ 201,010 § 14,734 S 317,609 $ 4,901
Agriculture - - - 616 638
Real estate 127,340 392,309 12,008 143,590 -
Commercial 46,820 49,314 4,041 12,125 39
Consumer 7,652 7,966 689 5,300 2,752

S 371,688 S 650,599 S 31,472 S 479,240 $ 8,330

At December 31, 2015 and 2014, the Company did not have any impaired loans without a related
allowance. Loans modified as troubled debt restructurings within the previous twelve months ended
December 31, 2015 were insignificant to the Company. There were no loans modified as troubled
debt restructurings within the year ended December 31, 2014.

Servicing
Loans serviced for others are not included in the accompanying consolidated balance sheets. The

unpaid principal balances of mortgage loans serviced for others were $958,221 and $1,038,127 at
December 31, 2015 and 2014, respectively.

Property and equipment

Major classifications of these are summarized as follows:

2015 2014
Land S 874,550 S 874,550
Buildings 6,440,092 6,429,289
Equipment 2,214,392 2,152,471
9,529,034 9,456,310
Accumulated depreciation and amortization (2,280,817) (1,928,143)

S 7,248,217 S 7,528,167

The Company purchased land in late 2012 for construction of a new bank facility. The existing bank
facility and majority of the furnishings were sold in November 2012. The company executed a
month-to-month lease agreement with the purchaser to occupy the building until the new facility
was complete. The construction was completed in early 2014 and the cost of construction was
booked into buildings.



22

Time deposits

The aggregate amount of time deposits in amounts of $100,000 or more was $26,553,829 and
$21,378,936 at December 31, 2015 and 2014, respectively. Interest expense on these time deposits
totaled $136,382 for 2015 and $162,664 for 2014. At December 31, 2015 scheduled maturities of time
deposits are as follows:

2016 S 36,255,263
2017 1,872,316
2018 712,098
2019 773,184
2020 and thereafter 626,051

S 40,238,912

Bank advances

At December 31, 2015 and 2014 the Bank had an unsecured line of credit, at an interest rate of 1.25%
and 1%, respectively, with The Independent BankersBank in the amount of $5,000,000. There were
no advances on this line of credit.

The Company has a secured line of credit with the FHLB in the amount of $52,499,395 at December
31, 2015 and $43,502,392 at December 31, 2014, which is secured by FHLB stock, deposit accounts
with the FHLB, and a blanket lien on its outstanding loan portfolio. At December 31, 2015 and 2014,
the Company had $5,215,000 and $4,926,000 respectively, in advances under this agreement, at an
interest rate of 0.31% and 0.18%, respectively. This advance matured January 4, 2016.

The Company has a line of credit secured by 30,000 shares of Bank stock, at an interest rate of 4.5%,
with Community National Bank & Trust of Texas in the amount of $3,000,000 at December 31, 2015,
maturing March 24, 2016. There were no advances on this line of credit.

Dividend restrictions

Payments of dividends by the Bank are subject to the Office of the Comptroller of the Currency
(OCC) regulations. The OCC must approve the declaration of any dividends generally in excess of the
sum of profits for the year and retained net profits for the preceding two years. The Bank normally
restricts dividends to a lesser amount.

Lease commitments

The Company leases various equipment under noncancelable operating lease agreements expiring at
various times until December 2019. Rental expense for the operating leases for the years ended
December 31, 2015 and 2014 was $66,228 and $72,473, respectively. Approximate future minimum
lease payments, excluding applicable sales taxes, are as follows:

2016 $ 48,824
2017 9,466
2018 6,672

2019 3,336
2020 and thereafter -

S 68,298
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Stock bonus plan

The Company has a stock bonus plan for the benefit of eligible employees of the Bank. The plan is
intended to advance the interests of the Company and its shareholders by encouraging and enabling
selected officers and employees of the Bank to acquire and retain a proprietary interest in the
Company by ownership of its stock. The Company established a bonus share reserve of 500 shares of
the common stock of the Company, to be used for the grants. The Board of Directors shall, at its
sole discretion, determine the grants of the shares to employees who have met various eligibility
requirements. The shares granted are held by the Company, in the recipient’s name for three years,
the restricted period. During the restricted period, the recipients have all rights of a shareholder,
including the right to vote and to receive distributions. The plan provides for various restrictions and
forfeiture upon termination of employment during the restricted period.

The grant is taxable as ordinary income to the recipient when the restricted period ends and becomes
deductible by the Company when the recipient recognizes income. The restricted period for 2012 and
2011 ended in 2015 and 2014, and the Company deducted $128,344 and $63,342 in payroll expense
related to the grants in December 2015 and 2014, respectively. All reserved shares have been issued
and there was no stock granted in 2015 or 2014.

Accumulated other comprehensive income

The changes in the accumulated balances for each component of other comprehensive income for
December 31, 2015 and 2014 follow:

Accumulated
Securities Other
Available Comprehensive
For Sale Income
Balance, December 31, 2013 S (224,866) S (224,866)
Other comprehensive income before reclassifications 2,326,645 2,326,645
Amounts reclassified from accumulated other
comprehensive income (239,854) (239,854)
Balance, December 31, 2014 1,861,925 1,861,925
Other comprehensive income before reclassifications (127,240) (127,240)
Amounts reclassified from accumulated other
comprehensive income (84,985) (84,985)
Balance, December 31, 2015 S 1,649,700 S 1,649,700

Income taxes

The provision for income taxes consists of current tax expense of $O for the years ended December
31, 2015 and 2014, respectively.

Regulatory matters

The Bank is 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 Bank’s financial statements.

Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the
Bank must meet specific capital guidelines that involve quantitative measures of the Bank’s assets,
liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices.
The Bank’s capital amounts and classifications under the prompt correction action guidelines are also
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subject to qualitative judgments by the regulators about components, risk weighting, and other
factors. Prompt corrective action provisions are not applicable to bank holding companies.
Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain minimum amounts and ratios of total and Tier | capital to risk-weighted assets, and of Tier |
capital to average assets. Management believes, as of December 31, 2015 and 2014 that the Bank
meets all capital adequacy requirements to which it is subject.

As of December 31, 2015, the most recent notification from the Office of the Comptroller of the
Currency 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 | risk-based, and Tier | leverage ratios as set forth in the following table. There are no
conditions or events since that notification which management believes would change the
institution’s category. The Bank’s actual capital amounts and ratios and minimum amounts and
ratios as calculated under regulatory accounting practices are presented in the table below.

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2015
Total Capital to Risk
Weighted Assets $ 25,244,311 18.18% $11,101,605 8.00% $13,877,006 10.00%
Tier | Capital to Risk
Weighted Assets 23,487,616  16.93 5,550,802 4.00 8,326,203  6.00
Tier | Capital to
Average Assets 23,487,616 9.26 10,149,479 4.00 12,686,849 5.00
As of December 31, 2014
Total Capital to Risk
Weighted Assets $ 23,377,734  18.02% $10,379,321  8.00% $12,974,151 10.00%
Tier | Capital to Risk
Weighted Assets 21,764,425 16.78 5,189,661  4.00 7,784,491  6.00
Tier | Capital to
Average Assets 21,764,425 8.90 9,779,705 4.00 12,224,631 5.00
Cash flow information
Supplemental cash flow information is as follows:
2015 2014

Cash paid during the years for:
Interest S 609,957 S 671,745
Income taxes - =
Noncash investing and financing activities follow:

Change in unrealized security values S (212,225) S 2,086,791
Other assets acquired through foreclosure 110,827 118,500

Value of compensation booked due to grant recognition 128,344 63,342
Book value of equipment traded-in on other assets - 15,251

Financial instruments with off-balance sheet risk

The Bank is a party to 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 on lines of credit and standby letters of credit. The instruments involve, to varying
degrees, elements of credit and interest rate risk in excess of the amount recognized in the financial
statements. The Bank’s exposure to credit loss is represented by the contractual amount of those
instruments. The Bank was not required to perform on any financial guarantees and did not incur any
losses on its commitments in 2015 or 2014.
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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. Since many of the commitments are expected to expire without being
drawn upon, the total commitment amounts do not necessarily represent future cash requirements.

The Bank uses the same credit policies in making commitments and conditional obligations as it does
for on-balance-sheet instruments. The Bank evaluates each customer’s creditworthiness on a case-
by-case basis. The amount of collateral obtained, if deemed necessary by the Bank upon extension
of credit, is based on management’s credit evaluation of the borrower. Collateral held varies but
may include accounts receivable, inventory, property and equipment, and income producing
commercial properties. The distribution of commitments to extend credit approximates the
distribution of loans outstanding.

Standby letters of credit are conditional commitments issued by the Bank to guarantee the
performance of a customer to a third party. Those guarantees are primarily issued to support public
and private borrowing arrangements. Essentially all letters of credit issued have expiration dates
within one year. The credit risk involved in issuing letters of credit is essentially the same as that
involved in extending loan facilities to customers. The Bank’s policy of obtaining collateral, and the
nature of such collateral, is essentially the same as that involved in making commitments to extend
credit.

The Bank primarily serves customers located in Jack, Montague, and Wichita counties and the
surrounding areas. As such, the Bank’s loans, commitments and standby letters of credit have been
granted to customers in that area. Concentration of credit by type of loan is presented in Note 3.

The total amount of financial instruments with off-balance-sheet risk as of December 31, 2015, is as
follows:

Contract

Amount
Standby letters of credit S 2,286,019
Commitments on lines of credit 14,765,402

Standby letters of credit are generally issued at variable rates. Commitments on lines of credit are
generally issued at fixed and variable rates. At December 31, 2015, commitments at fixed rates were
$3,460,200 and variable rates were $11,305,202.

Fair value measurement

Authoritative guidance defines fair value as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants. A fair value measurement
assumes that the transaction to sell the asset or transfer the liability occurs in the principal market for
the asset or liability or, in the absence of a principal market, the most advantageous market for the
asset or liability. The price in the principal (or most advantageous) market used to measure the fair
value of the asset or liability shall not be adjusted for transaction costs.

An orderly transaction is a transaction that assumes exposure to the market for a period prior to the
measurement date to allow for marketing activities that are usual and customary for transactions
involving such assets and liabilities; it is not a forced transaction. Market participants are buyers and
sellers in the principal market that are (i) independent, (ii) knowledgeable, (iii) able to transact and
(iv) willing to transact.

Authoritative guidance requires the use of valuation techniques that are consistent with the market
approach, the income approach and/or the cost approach. The market approach uses prices and other
relevant information generated by market transactions involving identical or comparable assets and
liabilities. The income approach uses valuation techniques to convert future amounts, such as cash
flows or earnings, to a single present amount on a discounted basis. The cost approach is based on the
amount that currently would be required to replace the service capacity of an asset (replacement
costs). Valuation techniques should be consistently applied.
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Inputs to valuation techniques refer to the assumptions that market participants would use in pricing
the asset or liability. Inputs may be observable, meaning those that reflect the assumptions market
participants would use in pricing the asset or liability developed based on market data obtained from
independent sources, or unobservable, meaning those that reflect the reporting entity’s own
assumptions about the assumptions market participants would use in pricing the asset or liability
developed based on the best information available in the circumstances. In that regard, authoritative
guidance establishes a fair value hierarchy for valuation inputs that gives the highest priority to quoted
prices in active markets for identical assets or liabilities and the lowest priority to unobservable inputs.

The fair value hierarchy is as follows:
Level 1 inputs utilize quoted prices in active markets for identical assets or liabilities.

Level 2 inputs utilize observable inputs other than quoted prices in active markets for identical assets
and liabilities.

Level 3 inputs are unobservable inputs for the asset or liability, and include situations where there is
little, if any, market activity for the asset or liability.

A description of the valuation methodologies used for assets and liabilities measured at fair value, as
well as the general classification of such instruments pursuant to the valuation hierarchy, is set forth
below.

In general, fair value is based upon quoted market prices, where available. If such quoted market
prices are not available, fair value is based upon internally developed models that primarily use, as
inputs, observable market-based parameters. Valuation adjustments may be made to ensure that
financial instruments are recorded at fair value. While management believes the Company’s valuation
methodologies are appropriate and consistent with other market participants, the use of different
methodologies or assumptions to determine the fair value of certain financial instruments could result
in a different estimate of fair value at the reporting date.

Securities available for sale - Securities classified as available for sale are reported at fair value
utilizing Level 1 and 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, credit information
and the bond’s term and conditions, among other things.

At December 31, 2015 and 2014 the Company had no financial liabilities measured at fair value on a
recurring basis.

Fair value of assets measured on a recurring basis at December 31, 2015 and 2014 are as follows:

Fair Value Level 1 Level 2 Level 3

Securities available for sale:

2015
U. S. Government agencies S - S - S - S
Mortgage-backed securities 74,221,622 74,221,622
Obligations of state an

political subdivisions 44,519,610 - 44,519,610
Other 698,500 - 698,500

$119,439,732 S - $119,439,732 S -

Securities available for sale:

2014
U. S. Government agencies $ -8 - S ~ 5
Mortgage-backed securities 86,293,666 86,293,666
Obligations of state and

political subdivisions 45,437,000 - 45,437,000
Other 348,900 - 348,900

$132,079,566 S - 132,079,566 S -
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Certain financial assets and financial liabilities are measured at fair value on a nonrecurring basis, that
is, the instruments are not measured at fair value on an ongoing basis but are subject to fair value
adjustments in certain circumstances (for example, when there is evidence of impairment). Financial
assets and financial liabilities measured at fair value on a nonrecurring basis include the following at
December 31, 2015 and 2014:

Loans held for sale - Loans held for sale are reported at the lower of cost or fair value. In determining
whether the fair value of loans held for sale is less than cost when quoted market prices are not
available, the Company considers investor commitments/contracts. These loans are considered level 2
of the fair value hierarchy. At December 31, 2015 and 2014, the loans held for sale were recorded at
cost of $1,184,310 and $754,360, respectively, as fair value approximated cost.

Impaired loans - Impaired loans are reported at the fair value of the underlying collateral if repayment
is expected solely from the collateral. Collateral values are estimated using Level 2 or Level 3 inputs
based on third party or internally developed appraisals. At December 31, 2015 and 2014, impaired
loans were not significant to the Company.

Real estate owned - These assets are reported at estimated fair value, less estimated selling costs. Fair
value is based on third party or internally developed appraisals considering the assumptions in the
valuation and are considered Level 2 or Level 3 inputs. At December 31, 2015 and 2014 real estate
owned was not significant to the Company.

The Company did not change the methodology used to determine fair value for any financial
instruments during the years ended December 31, 2015 or 2014. Accordingly, for any given class of
financial instruments, the Company did not have any transfers between Level 1, Level 2, or Level 3
during the years ended December 31, 2015 or 2014.

The estimated fair value amounts of financial instruments have been determined by the Company using
available market information and appropriate valuation methodologies. However, considerable
judgment is required to interpret data to develop the estimates of fair value. Accordingly, the
estimates presented herein are not necessarily indicative of the amounts the Company could realize in
a current market exchange. The use of different market assumptions and/or estimation methodologies
may have a material effect on the estimated fair value amounts.

The estimated fair values of the Company’s financial instruments at December 31, 2015, were as
follows:

Carrying Fair
Level Amount Value

Financial assets:

Cash and due from banks 1 S 3,614,002 S 3,614,002
Securities available for sale 2 119,439,732 119,439,732
Loans held for investment 2 122,081,127 121,661,255
Loans held for sale 2 1,184,340 1,184,340
Accrued interest receivable 2 1,569,784 1,569,784
Financial liabilities:
Deposits 2 223,189,294 223,204,297
Bank advances 2 5,215,000 5,215,000
Accrued interest payable 2 29,067 29,067

There is no material difference between the notional amount and the estimated fair value of off-
balance sheet unfunded loan commitments which are generally priced at market at the time of
funding. Letters of credit have an estimated fair value based on fees currently charged for similar
arrangements. Fees related to the unexpired term of the letters of credit are not significant.
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Related-party transactions
The Bank paid director and committee fees of $217,075 and $192,132 in 2015 and 2014, respectively.

The Bank held deposits of approximately $10,191,782 and $10,925,107 for related parties at
December 31, 2015 and 2014, respectively.

The aggregate amount of loans owed to the Bank by directors, officers, and employees amounted to
approximately $1,556,611 and $1,571,732 at December 31, 2015 and 2014, respectively. During
2015, new loans to such related parties amounted to $1,122,066 and repayments and deletions
amounted to $1,137,187. In addition, there was approximately $41,016 of undisbursed loan
commitments and $15,000 in standby letters of credit at December 31, 2015 to related parties. All
of the transactions entered into between the Bank and these parties were made on substantially the
same terms and conditions as those prevailing at the time for comparable transactions with other
parties.

Payable to former stockholders

The Company recorded a payable to former stockholders for all the common stock to be surrendered
pursuant to the merger agreements which facilitated a Subchapter S election by the Company by
reducing the number of holders of common stock. Accordingly, a liability was reflected on the
Company’s financial statements of which $5,851 and $8,660 was outstanding at December 31, 2015 and
2014, respectively. The Company has been unable to locate the former stockholders and has moved
the money to an account, during 2013, to be escheated to the state after meeting the required holding
period. During 2015, $2,809 was escheated to the state.
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THE JACKSBORO NATIONAL BANK
BALANCE SHEETS
DECEMBER 31, 2015 AND 2014

ASSETS

Cash and due from banks
Securities available for sale

Loans:

Held for investment

Held for sale
Less allowance for loan loss
Net loans
Property and equipment, net
Accrued interest receivable

Other assets

Total assets

LIABILITIES AND SHAREHOLDER’S EQUITY

Liabilities:
Demand deposits
Savings, NOW and money market deposits
Time deposits

Total deposits
Accrued interest payable
Bank advances
Other liabilities

Total liabilities

Shareholder’s equity:
Capital stock, $10.00 par value, 30,000

shares authorized, issued and outstanding

Paid-in capital
Retained earnings
Accumulated other comprehensive income

Total shareholder’s equity

Total liabilities and shareholder’s equity

30

2015 2014

3,614,002 S 4,404,114
119,439,732 132,079,566
122,081,127 103,782,246
1,184,340 754,360
123,265,467 104,536,606
(1,902,255) (1,613,309)
121,363,212 102,923,297
7,248,217 7,528,167
1,569,784 1,437,762
706,007 512,167

$ 253,940,954 248,885,07
S 61,550,312 $ 60,461,780
121,402,100 123,194,436
40,238,912 36,278,457
223,191,324 219,934,673
29,067 34,871
5,215,000 4,926,000
47,353 42,286
228,482,744 224,937,830
300,000 300,000
800,000 800,000
22,708,510 20,985,318
1,649,700 1,861,925
25,458,210 23,947,243

$ 253,940,954 $ 248,885,073



THE JACKSBORO NATIONAL BANK
STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Interest income:
Interest and fees on loans
Interest on investment securities

Total interest income

Interest expense:
Deposits
Other

Total interest expense
Net interest income
Provision for loan losses
Net interest income after provision for loan losses

Other income:
Service charges on deposit accounts
Other service charges and fees
Net realized gain on securities
Gain (loss) on sale of property and equipment
Gain from sales of mortgage loans
Other income

Total other income

Other expense:
Salaries and employee benefits
Property and equipment expense
Advertising and promotion expense
Computer service expense
Legal and professional fees
Stationary and printing expense
Consulting
Director fees
FDIC insurance premiums
Other expense

Total other expense
Income before income tax expense
Income tax expense

Net income

31

2015 2014

S 6,461,663 S 5,840,388
2,765,031 2,768,021
9,226,694 8,608,409
588,989 663,669
15,164 1,154
604,153 664,823
8,622,541 7,943,586
(310,000) (25,000)
8,312,541 7,918,586
585,327 581,318
481,206 480,267
53,824 160,755
27,000 (1,651)
838,646 592,285
145,267 198,710
2,131,270 2,011,684
4,172,642 4,046,732
1,180,678 1,110,272
180,392 188,534
687,104 622,793
63,107 41,219
119,048 133,292
150,497 149,861
217,075 192,132
131,127 120,406
529,388 475,522
7,431,058 7,080,763
3,012,753 2,849,507
S 3,012,753 S 2,849,507



THE JACKSBORO NATIONAL BANK

STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Net income
Other comprehensive income:
Change in unrealized gain (loss) on securities available for sale

Adjustment for (gains) losses realized on securities available
for sale and included in net income

Total other comprehensive income

Total comprehensive income
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2015 2014
S 3,012,753 S 2,849,507
(127,240) 2,326,645
(84,985) (239,854)
(212,225) 2,086,791
S 2,800,528 S 4,936,298
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THE JACKSBORO NATIONAL BANK
STATEMENTS OF SHAREHOLDER’S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Accumulated
Other
Capital Paid-In Retained = Comprehensive
Stock Capital Earnings Income Total
Balance, December 31, 2013 $ 300,000 $ 800,000 $19,559,942 S (224,866) $20,435,076
Net income - - 2,849,507 - 2,849,507
Unrealized gain on securities
available for sale - - - 2,326,645 2,326,645
Reclassification adjustment for
gain included in net income - - - (239,854) (239,854)
Distributions to shareholder - - (1,424,131) - (1,424,131)
Balance, December 31, 2014 300,000 800,000 20,985,318 1,861,925 23,947,243
Net income - - 3,012,753 - 3,012,753
Unrealized loss on securities
available for sale - - - (127,240) (127,240)
Reclassification adjustment for
gain included in net income - - - (84,985) (84,985)
Distributions to shareholder - - _(1,289,561) - _(1,289,561)

Balance, December 31, 2015 S 300,000 S 800,000 $22,708,510 $ 1,649,700 $25,458,210



THE JACKSBORO NATIONAL BANK
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net
cash provided by operating activities:

Depreciation and amortization
(Gain) loss on disposal of property and equipment
(Gain) loss on sale of repossessed assets
Provision for loan losses
Net realized (gain) loss on securities
Premium amortization net of discount accretion on securities
Gain from sales of mortgage loans
Proceeds from sales of mortgage loans
Originations of mortgage loans for sale
(Increase) decrease in accrued interest receivable
(Increase) decrease in other assets
Increase (decrease) in accrued interest payable
Increase (decrease) in other liabilities

Total adjustments
Net cash provided by operating activities

Cash flows from investing activities:
Principal reduction on mortgage-backed securities
Proceeds from maturities of available-for-sale securities
Proceeds from sales of available-for-sale securities
Purchase of available-for-sale securities
Purchase of mortgage loans
Net (increase) decrease in loans
Purchase of property and equipment
Proceeds from sales of property and equipment
Proceeds from sales of repossessed assets

Net cash used by investing activities
Cash flows from financing activities:
Net increase (decrease) in demand deposits
Net increase (decrease) in savings, NOW and money market deposits
Net increase (decrease) in time deposits
Net increase (decrease) in short term borrowings
Distributions
Net cash provided by financing activities
Net increase (decrease) in cash and due from banks

Cash and due from banks, beginning of year

Cash and due from banks, end of year
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2015 2014
$ 3,012,753 $ 2,849,507
425,593 399,917
(27,000) 1,651
(11,459) (72,892)
310,000 25,000
(53,824) (160,755)
1,747,610 1,631,587
(838,646) (592,285)
27,284,880 21,832,800
(26,446,234) (21,240,515)
(132,022) (53,012)
(88,592) (8,998)
(5,804) (6,921)
5,861 14,122
2,170,363 1,769,699
5,183,116 4,619,206
17,753,908 14,953,884
1,540,000 19,785,000
12,683,801 7,363,727
(21,243,887) (53,519,340)
(5,660,093) :
(13,200,649) (12,505,441)
(118,643) (2,121,037)
: 5,100
16,243 774,037
(8,229,320) (25,264,070)
1,088,533 9,120,745
(1,792,335) 17,139,519
3,960,455 (3,991,960)
289,000 926,000
(1,289,561) (1,424,131)
2,256,092 21,770,173
(790,112) 1,125,309
4,404,114 3,278,805
$ 3,614,002 S 4,404,114



THE JACKSBORO NATIONAL BANK
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Supplemental disclosures of cash flow information:
Cash paid during the years for:

Interest
Income taxes

Supplemental schedule of noncash investing and financing activities:

Change in unrealized security values
Other assets acquired through foreclosure
Book value of equipment traded-in on other assets
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2015 2014
609,957 s 671,745
(212,225) S 2,086,791
110,827 1,185,000

- 15,251



