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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 UNIT

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, Tieman H. Dippel, Jr.

Name of the Holding Company Director and Official

Chairman of the Board & President

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

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

~— WQ//M Z SorukerT

Signature of Holding Company Director and Official
02/22/2016

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

RSSDC!DI /(€3] Q(/

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

Month / Day / Year

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

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

P.O. Box 583

(Mailing Address of the Holding Company) Street / P.O. Box
Brenham X 77834
City State Zip Code

2211 South Day Street, Brenham, Texas 77833

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:
Lynn Van Eman
Name Title
979-277-6141

Area Code / Phone Number / Extension
979-836-4398

Area Code / FAX Number
lvaneman@bnbank.com

E-mail Address

www.bnbank.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:

D 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 the Federal Reserve System, 20th and C Streets, NW, Washington, DC 20551, and to the

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

12/2015




For Use By Tiered Holding Companies

FRY-6
Page 2 of 2

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

below.

None

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

12/2012



yueg jeuoleN weyualg ayl pue

11 15011 A10IN1RIS WERYUDIE 3U3 JO %00T SUMO 'aU| ‘saleysoueg weyualg

Y/N 131

N228UUOY) Ul palesod.ioau|

XL ‘WVHN3IYE

I11SNYL AHOLNLVLS INVHNIYG

V/N 31

sexa] ui pajesodiodu)

XL ‘NYHNIYg

ANVE TYNOILVN WYHNIHE FHL

V/N 131

sexa ul pajeiodiody|

XL WVHNIYE

“INI 'STHVHSINVE IWVHNIYS

STOT ‘T€ ¥3dN3DIa
E'C IN3LI LHOd3d
"ONI ‘STHVHSONVE NVHN3I Y4




LSELTT 3HL NVE TYNOILYN NVHN3¥8[T T6VESY S3LVLS Q3LINN sOzv¥s] Ov8Z.[  xA[ NOILVLS 3931100] HLNOS AYM33¥4 ¥30ANY T8V 0LbT HONVYg NOILY.S 3937100]S0L0S9€ 2OAI3S [INd
LSELTT IHL NVE TYNOLLYN INVHN3¥8 [z 826V SILVIS QILINN| NOLONIHSYM| 9zbzz|  X1|  T1IH T13ddVHD 1SV3 06Z AYMHOIH 5006 HONYY8 T1IH T13ddVHD [29598E 39AI35 [IN4
LSELTT IHL NVE TYNOLLYN NVHN3¥8[0 1861 S3LVIS GILINN| NOLONIHSYM| €€8Z£] XL WVHNIYE AVAST12Z| _ 3HL NVE TYNOILYN WVHN3NS|LSELeZ (391440 peaH) 39jA13s [Ind
suswwod| ,assy_ Al 340 PesH 040 PeSH| ,I9GUINN 30O | HINNNINN DIad Auunop Aunop[ apo) diz| a3e3s A S524ppY 393435 sweN Jejndod| ,assy” al youeig 2dA1 3ojnias youeig | 83eq PARSSHE| UORIY €38

*paJinbaJ 30U 5| s3N|eA 353U} JO UOEDYLIBA *AJUO 3DUBI3S3) IO} 248 SULIN|OD OSSY™ QI PUE “J3QWINN 39140 ‘WNNINN JIad

*AOS3A. 3UJ|UOQTA//:sdiy - BUJIUO 0T-A ¥4 Y3 JA JO jeuLIo) AdoopJey € uj papjwiqns 3q Aew 3odaJ OT-A ¥4 YL
50 4O UORIY BIRQ B YIIM Youe.q YOBS JOj SINPIYIS YauRlg 2[3S3WOQ OT-A ¥4 HWQNs 0s|e 3snw noA ‘syuawialinbas Bupiodss 0T-A ¥4 2y Ayspes o
1310N

*|IeW-3 3Y3 Jo auj| 393[qns ay3 u| je)s pue Ao ‘aweu uolNIISU] JNOA Ind }IR3UCD G4 JNOA 03 S|Y3 Bujjjew-3 3.8 NOA J|
*UOJ3RWLIOJU 210U JOJ 33S S|y} UO SUOJIINIISU| P3|[BIP 3y} 33 '1IUCD Y4 INOA 0} Adod panes @ puas ‘paysiuy 3.8 NoA Uaym

SINpe301d Uo[ss[IIqnS
*13ded pazjs |eB3| Jo/pue ‘Bujjeas a8ed ‘uojieluajio adedspue| Bujsn AlL 'j9ax3 SW U dnyas aBed JnoA 3snfpe 03 paau Aew noA ‘ysj| sjy3 Bupuypd j|

‘UWIN|02 838Q 9AY8HF 343 Uj 338p UO|

Inboe Jo Bujuado ay3 pue uwN|od UoRdY e3eg AY) U} 13)U3 pue ‘ejep Youeiq 3y3 ppe ‘Mo. e Jasu| ‘Bujssiw s| youelq 3jqeiodal e | ppy

'uWIN|od UORIY BYBQ Y3 U} 212130, JIIUS ‘UopINIsu] Aoyjsodap S|yl AQ PRUMO JaASU SBM Pa3s]| YourIq B 239]20
*UWN|OD 93eQ BARISYF Y} U] 238P SINSOPD IO 3|ES AU} PUE UWIN|OD UORIY B3eq Y3 U} 133U ‘PasO|D JO P|OS SBM PRIS]| YouRIq € J| 250
*UWN|0 83eQ BARIBHI Y3 U] PI[BA SWEDS] ISl UOHRULIOJU SIU} USUM 33ep 3U3 PUE ULUN|O UOHIY B3RE Y} U] 95UELD, J3JUS ‘e3ep 3y} 35|91 ‘233|dWOU] O 199.1100U| 5| UOIBWLIOJU| YoURIq Y3 §| :a8uel)

*ULUIN|0D UORJY 38 343 U] 0, J9IUS ‘1931100 5| UOHBULIOU| LY2UBIG 343 JI O

SUoRY

‘ULIN|O 338Q BARY8KT 343 U] 33eP 3Y3 JAIUS ‘Pauinbal § T
*MOJ2q Paly|oads SUOJIIB 33 JO 3J0W JO BUO J2JUS ‘MOJ YDURIG Y3 JO UIN|OD UORIY B3eq 33 U| ‘T

FA535 UOREINHSA PUE UOEl[PuGeY

) y8nouy) passadoid pue pan|adaL Sem ey} UOJIBULIOJU] S1O3|a] BIeQ "G T07/TE/Z T JO SB dJe ejep 3yl
XL NV ] 8/80TT) ONI ‘S 1% {N3d Ag pay s uopmiasul Asoyisodap sy
IN3¥E :uopmsu Aloysodap noA 1oy saydueiq JO 3s)| VY iSNsaY




BRENHAM BANCSHARES, INC.

REPORT ITEM 3(1
DECEMBER 31, 2015

MENDER
JUL 22 2016

Shareholders who directly or indirectly own 5% or more of the voting securities of
Brenham Bancshares, Inc. as of December 31, 2015

®3%

Number
Country of of shares
Citizenship Owned
Dr. Deanna Alfred Family  U.S. 24,091*
Brenham, Texas 77833
Tieman H. Dippel, Jr. Family U.S. 29, 503*%*
Brenham, Texas 77833
Gloria Dietz U.S. 11.395%%#

Brenham, Texas 77833

Deanna Alfred — 19,204 shares
Brenham, Texas 77833 us

Ronald D. Alfred (spouse) — 1,041 shares
Brenham, Texas 77833 US

Corby Alfred (son) — 1,902 shares
Austin, Texas 78727 uUsS

Kurt & Lauren Alfred (son & DIL) — 1,944 shares
Brenham, Texas 77833 Us

Tieman H. Dippel Jr. — 14,400 shares
Brenham, Texas 77833 Us

Katherine Dippel (spouse) — 1,000 shares
Brenham, Texas 77833 UsS

Tieman H. Dippel, IlI (son) — 3,796 shares
Brenham, Texas 77833 UsS

Margaret Dippel Voelter (daughter) — 2.970 shares
Austin, Texas 78737 UsS

Elizabeth Dippel Masser (daughter) — 3,337 shares
Brenham, Texas 77833 Us

Victoria Dippel (granddaughter) — 500 shares
Brenham, Texas 77833 Us

Tieman H. Dippel, IV (grandson) — 500 shares
Brenham, Texas 77833 Us

Evan Dippel (grandson) — 500 shares
Brenham, Texas 77833 UsS

Percentage
of
Total Shares

20.03%

24.52%

9.47%

15.96%
87%
1.58%

1.62%

11.96%
83%
3.15%
2.46%
2.76%
42%
A2%

A2%




Evelyn Voelter (granddaughter) — 500 shares
Austin, Texas 78737 US

Dathan Wright Voelter (grandson) — 500 shares
Austin, Texas 78737 US

Margaret Voelter (granddaughter) — 500 shares
Austin, Texas 78737 US

Ted Henry Masser (grandson) — 500 shares
Brenham, Texas 77833 Us

Katherine Massser (granddaughter) — 500 shares
Brenham, Texas 77833 UsS

**¥ (Gloria Dietz — 7,085 shares

Brenham, Texas 77833 UsS

Valerie Dietz (daughter) — 2,765 shares
Traverse City, MI 49686 Us

Sharon Guelker (daughter) — 700 shares
Brenham, Texas 77833 US

Pam & Mitch Cooper (daughter & SIL) — 845 shares
New Orleans, LA 70118 US

42%

42%
42%
42%

42%

5.89%
2.30%
58%

.70%

UL 222016 |




BRENHAM BANCSHARES, INC.
REPORT ITEM 3(2)
DECEMBER 31, 2015

Shareholders not listed in section 3(1) that owned or controlled 5% or more of any class of
voting securities in the holding company during 2015

None
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BRENHAM BANCSHARES, INC.

INDEPENDENT AUDITORS' REPORT

CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2015 AND 2014



Robert Purnell, CPA

GREEN & MCELREATH CPAs PLLC J. Brent Ripple, CPA

Certified Public Accountants

INDEPENDENT AUDITORS'™ REPORT

To the Board of Directors and Shareholders
Brenham Bancshares, Inc.
Brenham, Texas

We have audited the accompanying consolidated financial statements of Brenham
Bancshares, Inc. {the Company) and subsidiary, which comprise the
consolidated balance sheets as of December 31, 2015 and 2014, and the related
consolidated statements of income and comprehensive income, changes in
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 t¢ the
preparation and fair presentation of conscolidated 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 standaxds generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of
material misstatement.

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the consolidated f£financial statements. The
procedures selected depend on the auditor’s Judgment, dincluding the
assessment of the risks of material misstatement of the consolidated
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 the significant accounting estimates made by
management, as well as evaluating the overall presentation of the
consolidated financial statements.

Houston Lake Jackson
800 Travis, Sulte 8150 122 West Way, Suite 401
?OU\" # ) Q;PA, 'F;Y‘M Houston, TX 77002 Lake Jackson, TX 77566
www.1cpa.com phone: 713.228 1040 phone: 978.297.0728
fax: 713.228.0028 fax: 978.287 3380



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

Cpinion

In our opinion, the consolidated financial statements referred to above
present fairly, in all material respects, the financial position of Brenham
Bancshares, Inc. and 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.

4§ {‘ M llinaZl CAs Hee

February 1, 2016
Houston, Texas



BRENHAM BANCSHARES,
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2015 AND 2014

INC.

Assats
Cash and due from banks - cash equivalents

Interest-bearing deposits in banks
Securities available-=for-sale
Securities held-to-maturity

Regulatory and bank stocks, at cost
Loans, net of allowance for loan losses
Accrued interest receivable

Premises and equipment, net

Other assets

Total assets

Liabilities and Shareholdeys' Equity

Deposits:
Noninterest~bearing
Interest-bearing

Total deposits

Accrued expenses and other liabilities
Long~-term debt
Junior subordinated debt

Total liabilities

Shareholders’ equity:

Common stock~$10 par value; 1,000,000
shares authorized, 156,600 issued
in 2015 and 2014

Retained earnings

Treasury stock, at par, 36,297 shares
in 2015 and 2014

Accumulated other comprehensive income

20135

2014

$ 8,012,914

1,860,000
101,182,834
31,744, 661
695,050
142,755,697
1,404,490
4,486,339
3,823,447

$ 16,373,885

2,445,000
89,182,773
33,633,508

568,250
124,931,773

1,301,927

4,704,077

3,656,862

286,075, 432

$ 64,163,453
194,680,520

$5.286,798, 156

§ 61,765,818
189,050,958

258,843,873 250,816,776
1,713,820 1,735,266
5,871,379 6,544,805
4,124,000 4,124,000

270,533,172

263,220,947

Total shareholders’ equity

Total liabilities and shareholders’ equity

The accompanying notes are an integ
of these consolidated financial sta

1,566,000 1,566,000
23,200,826 21,487,748
{362,970 {362,970)
1,118,404 876,431
25,522,260 23,577,209

$.286,075,432

ral part
tements.

286,798,156



BRENHAM BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
YEARS ENDED DECEMBER 31, 2015 AND 2014

Interest and dividend income:
Loans, including fees
Debt securities:

Taxable
Tax-Exenpt
Deposits in banks

Dividends

Total interest and dividend income
Interest expense

Net interest and dividend income
Provision for loan losses

Net interest and dividend income, after
provision for loan losses

Noninterest income:
Customer service fees
Other noninterest income
Gains on sale of assets

Total noninterest income

Noninterest expenses:
Salaries and employee benefits
Occupancy expense
Equipment
Other general and administrative

Total noninterest expenses
Net income
Other comprehensive income:
Unrealized holding gain {(loss) during the period
on securities available for sale
Less reclassification adjustments for {(gain) loss
included in net income

Total comprehensive income (loss)

Net income per share - basic

2015 2014
6,908,134 6,294,807
1,611,391 1,651,299
1,412,379 1,284,648

27,536 17,384
12,682 12,896
9,972,122 9,261,034
756,415 866,862
9,215,707 8,394,172
188,500 20,500
9,027,207 8,373,672
589,306 540,042
870,373 687,998
165,819 28,239
1,625,498 1,256,279
4,084,027 3,732,604
599, 307 614,054
398,881 413, 305
2,627,915 2,612,850
7,720,130 7,372,813
2,932,575 2,257,138
407,792 1,442,352

{165,819) 10,463
8,174,548 3,709,853

24.38 18.76

The accompanying notes are an integral part
of these consolidated financial statements.
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BRENHAM BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2015 AND 2014

2015 2014
Cash flows from operating activities:
Net income $ 2,932,575 $ 2,257,138
Adjustments to reconcile net income to net
cash provided by (used in} operating activities:
Provision for loan losses 188,500 20,500
Amortization of deferred loan fees 223,144 243,090
Amortization of securities 381,555 411,381
{Gain} loss on sale of securities (165,819) 10,463
Depreciation and amortization 435,183 478,455
Net change in:
Accrued income and other assets (269,047) {717,801}
Accrued expenses and other liabilities 121,890 11,392
Net cash provided by operating activities 3,847,991 2,714,498
Cash flows from investing activities:
Net (increase) decrease in interest-bearing
deposits in banks 485,000 {240,000}
Activity in Available-For-Sale securities:
Maturities, prepayments and calls 83,268,468 82,360,078
Purchases (85,363, 304) (72,733,298)
Sale of Held-To-Maturity Securities 1,969,860 -
Purchase of Held-To-Maturity Securities - (2,156,934}
Purchase of Federal Home Loan Bank stock (2,948,400} (2,687,700}
Redemption of Federal Home Loan Bank stock 2,821,600 2,987,200
Net increase in loans {18,235,570) (13,777,982)
Purchase of premises and equipment (217,454) (194,708}
Net cash used by investing activities {18,189,800) {6,443, 344}
Cash flows from financing activities:
Net increase in deposits 8,027,187 16,263,294
Net increase (decrease) in long-term debt {673,526) {2,321,824)
Cash dividends paid (1,372,833) (1,033,405
Net cash provided by financing activities 5,980,838 12,908,065
Net change in cash and cash equivalents (8,360,871) 9,179,218
Cash and cash equivalents at beginning of year 16,373,885 7,184,666
Cash and cash equivalents at end of year 5 8,012,914 $ B 373,885
Supplementary cash flow information:
Interest paid on deposits and borrowed funds $ 692,994 $ 881,455

The accompanying notes are an integral part
of these consolidated financial statements.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

‘Summary of Significant Accounting Policies

{a)

{(c)

(d}

(e}

{£)

{g}

Basis of presentation and consolidation -~ The consolidated financial
statements include the accounts of Brenham Bancshares, Inc. and its
wholly owned subsidiary The Brenham National Bank ({the Bank). All
significant intercompany balances and transactions have been
eliminated in consolidation.

Use of estimates - In preparing consolidated financial statements in
conformity with U.S. generally accepted accounting principles,
management is required to make estimates and assumptions that affect
the reported amounts of assets and liabilities as of the date of the
balance sheet and reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those
estimates. Material estimates that are particularly susceptible to
significant change in the near term relate to the determination of
the allowance for loan losses, and the valuation of foreclosed real
estate and trading activities.

Business - The Bank provides a wvariety of financial services to
individuals and small businesses through its offices in Brenham,
College Station, and Chappell Hill, Texas. Its primary deposit
products are savings and term certificate accounts and its primary
lending products are consumer and commercial mortgage loans.

Cash and Cash Equivalents ~ For the purpose of the consolidated
statements of cash flows, cash and cash equivalents include cash,
balances due from banks, federal funds sold and interest-bearing
deposits in banks, all of which mature within ninety days.

Interest-bearing deposits in banks - Interest bearing deposits in
banks mature within one year and are carried at cost.

Securities - All debt and equity securities have been classified as
either available-for-sale or held-to-maturity in accordance with
management’s intent. Available~for-sale securities for which there
are readily determinable fair values are carried at fair wvalue and
unrealized holding gains and losses are reported as accumulated
other comprehensive income. Held-to-maturity securities are carried
at amortized historical cost. Declines in the fair wvalue of the
available~for~sale securities below their cost that are deemed to be
other than temporary are reflected in the earnings as realized
losses. In estimating other than temporary impairment losses,
Management considers independent price valuations and the financial
condition of the Aissuver., Gains and losses on the sale of the
securities are recorded on the trade date and are determined using
the specific identification method.

Loans - The Bank grants mortgage, commercial and consumer loans to
customers. A substantial portion of the portfolio is represented by
mortgages throughout Central Texas. The ability of the Bank’s
debtors to honor their contracts is dependent upon the real estate
and general economic conditions in this area.




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

{1} Summary of Significant Accounting Policies ~ continued

Loans are reported at their outstanding principal balances adjusted
for charge-offs, the allowance for loan losses, and any deferred
fees or costs on originated loans. Interest income is accrued on the
unpaid principal balance. Loan origination fees, net of certain
direct origination c¢osts, are deferred and recognized as an
adjustment of the related loan yield using the interest method.

The accrual of interest on leoans is discontinued at the time the
loan is 90 days delinguent when, in management’s opinion, the
borrower may be unable to meet payments as they become due. All
interest accrued, but not collected for loans that are placed on
nonaccrual, or charged-off, is reversed against interest income. The
interest on these loans is accounted for on the cash-basis or cost-
recovery method, until qualifying for return to accrual. Loans are
returned to accrual status when all principal and interest amounts
contractually due are brought current and future payments are
reasonably assured.

Allowance for loan losses ~ The allowance for loan losses 1is
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 Dbelieves the
uncollectibility of a loan balance 1is confirmed. Subsequent
recoveries, if any, are credited to the allowance. Management
believes that the allowance for loan losses will be adequate to
absorb all possible losses on existing loans that may become
uncollectible,

The allowance consists of specific, general and unallocated
components. The specific component relates to locans that are
classified as either doubtful, substandard or special mention. For
such loans that are also classified as impaired, an allowance 1is
established when the discounted cash flows ({(or collateral value or
observable market price) of the impaired loan is lower than the
carrying wvalue of that loan. The general component covers non-
classified loans and is based on histerical and current 1loss
experience adjusted for gqualitative factors. An  unallocated
component is maintained to cover uncertainties that could affect
management's estimate of probable loss. 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 portfolioc.

The allowance for loan losses is evaluated on a regular basis by
management and is based upon management's periodic review of the
collectability of the loans in light of historical experience, the
nature and volume of the loan portfolio, adverse situations that may
affect the borrower's abillity to repay, estimated value of any
underlying collateral and prevailing economic conditions. This
evaluation is inherently subjective, as it requires estimates that
are susceptible to significant revision as more information becomes
available.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2013 AND 2014

Summary of Significant Accounting Policies ~ continued

(1)

(3)

(k}

(1)

{m)

{n}

A loan is considered impaired when, based on current information and
events, it is probable that the Bank will be unable to collect the
scheduled payments of principal or interest when due according to
the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status,
collateral wvalue, and the probability of cellecting 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 reason
for the delay, the borrower's prior payment record, and the amount
of the shortfall in relation to the principal and interest owed.
Impairment is measured on a loan~-by-loan basis that considers
various factors such as expected future cash flows or the fair value
of the collateral if the loan is collateral dependent. Large groups
of smaller balance homogenous loans are collectively evaluated for
impairment. Accordingly, the Bank does not separately identify
individual consumer and residential lcans for impairment disclosure,
unless such loans are the subject of a restructuring agreement.

Off-Balance Sheet credit related f{inancial instruments =~ In the

ordinary course of business, the Bank has entered intc commitments to
extend credit, including commercial letters of credit and standby
letters of credit. Such financial instruments are recorded when they
are funded.

Significant group concentrations of credit risk -~ Most of the Bank's

activities are with customers located within the Central Texas
region. Note 3 discusses the types of securities that the Bank
invests in. Note 4 discusses the type of lending that the Bank
engages in. The Bank does not have any significant concentrations to
any one industry or customer.

Foreclosed assets ~ Foreclosed assets are assets acguired through, or
in lieu of, loan foreclosures, are held for sale and carried at the
lower of the carrying amount of the loan, or fair market value less
cost to sell.

Banking premises and equipment - Land is carried at cost. Buildings
and equipment are carried at cost, less accumulated depreciation
computed on the straight-line method over the estimated useful lives
of the assets.

Net income per share - Net income per share represents income from
continuing operations available to the common shareholders divided by
the weighted-average number of shares of common stock outstanding
during the period.

Comprehensive income -~ In accordance with Topic 220 the presentation
of other comprehensive income 1s made in a single continuous
statement of comprehensive income along with reclassification
adjustments for items that are reclassified from other comprehensive
income to net income in the statements where the components of net
income and components of other comprehensive income are presented.
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{2)

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

Summary of Significant Accounting Policies - continued

{c) Reclassifications - Certain items in the 2014 report have been
reclassified to conform to current year classifications. Such
reclassifications had no effect on previously reported net income.

New Accounting Standards

ASU 2015-01 “Income Statement - Extraordinary and Unusual ITtems (Subtopic
225~20) - Simplifying Income Statement Presentation by Eliminating the
Concept of Extraordinary Items.” ASU 2015-01 eliminates from U.S. GAAP the
concept of extraordinary items, which, among other things, required an
entity to segregate extraordinary items considered to be unusual and
infrequent from the results of ordinary operations and show the item
separately in the income statement, net of tax, after income from
continuing operations. ASU 2015-01 is effective for the Company beginning
January 1, 2016, though early adoption is permitted. ASU 2015-01 is not
expected to have a significant impact on the Bank’s financial statements.

ASU  2014-04 “Receivables-Troubled Debt Restructurings by Creditors
{Subtopic 310-40} - Reclassification of Residential Real Estate
Collateralized Consumer Mortgage Loans upon Foreclosure.” ASU 2014-04
intends to reduce diversity by clarifying when an in substance
repossession or foreclosure occurs, that is, when a creditor should be
considered to have received physical possession of residential real estate
property collateralizing a consumer mortgage loan such that the loan
receivable should be derecognized and the real estate property recognized.
ASU 2014~04 will become effective for the Company on January 1, 2015 and
is not expected to have a significant impact on the Company’s financial
statements.

ASU 2014-09 “Revenue from Contract with Customers (Topic 606).” ASU 2014-08
supersedes the revenue recognition reguirements i1in Revenue Recognition
(Topic 605), and most industry~specific guidance throughout the Industry
Topics of the Codification. Additionally, ASU 2014-09 supersedes some cost
guidance included in Revenue Recognition-Construction-Type and Production-
Type Contracts (Subtopic 605~35)., In addition, the existing requirements
for the recognition of a gain or loss on the transfer of nonfinancial
assets that are net in a contract with a customer are amended to be
consistent with the guidance on recognition and measurement. The core
principle of ASU 2014-09 is that an entity should recognize revenue to
depict the transfer of promised goods or services to customers in an amount
that reflects the consideration to which the entity expects to be entitled
in exchange for those goods or services. ASU 2014-09% is effective for the
Company beginning January 1, 2017 with retrospective application to each
prior reporting period presented, and is not expected to have a significant
impact on the Company’s financial statements.

ASU 2014-11 “Transfers and Serxrvicing (Topic B860) -~ Repurchase-to-Maturity
Transactions, Repurchase Financings and Disclosure.” ASU 2014-11 changes
the accounting for repurchase~to-maturity transactions to secured borrowing
accounting. It also requires separate accounting for a transfer of a
financial asset executed contemporaneously with a repurchase agreement with
the same counterparty, which will result in secured borrowing accounting
and disclosure for the repurchase agreement. ASU 2014-11 is effective for
the Company beginning January 1, 2016 and is not expected to have a
significant impact on the Company’s financial statements.




(2)

(3)

BRENHAM BANCSHARES, INC.
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

New Accounting Standards - continued

ASU 2014-12 “Compensation-Stock Compensation (Topic 718) - Accounting for
Share-Based Payments When the Terms of an Award Provide That a Performance
Target Could Be Achieved after the Requisite Service Period.” ASU 2014-12
requires that a performance target that affects vesting and that could be
achieved after the requisite service period be treated as a performance
condition. The performance target should not be reflected in estimating the
grant-date fair value of the award. Compensation cost should be recognized
in the period in which it becomes probable that the performance target will
be achieved and should represent the compensation cost attributable to the
period(s) for which the requisite service has already been rendered. If
the performance target becomes probable of being achieved before the end of
the requisite service period, the remaining unrecognized compensation cost
should be recognized prospectively over the remaining requisite sexvice
period. The total amount of compensation cost recognized during and after
the requisite service period should reflect the number of awards that
ultimately vest. The requisite service period ends when the employee can
cease rendering service and still be eligible to vest in the award if the
performance target is achieved. ASU 2014-12 is effective for the Company
beginning January 1, 2016 and is not expected to have a significant impact
on the Company’s financial statements.

Investment Securities

The amortized cost and fair value of investment securities available for
sale at December 31, 2015 are summarized as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
Costs Gains Losses Value
U.8. Agency $ 35,823,410 § 282,191 § 61,030 5 36,044,571
U.5. Treasuries 4,985,086 14,503 43,389 4,956,200
Mortgage backed
Securities 2,512,591 43,464 8,351 2,547,704
Tax-exenplt
Municipals 37,747,244 1,811,026 29,393 38,628,877
Taxable municipals 3,579,564 370,124 - 3,949, 688
CMO’ s 14,004,158 108, 580 62,893 14,049,845
Preferred stock 15,949 - - 15,949

Totals $ 98,668,002 $ 2,729 888 § 205,056 3 101,192 834
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2013 AND 2014

Investment Securities — continued

U.8. Agency

Tax~axempt
Municipals

The amortized cost and fair wvalue of investment securities held to ’
maturity at December 31, 2015 are summarized as follows:
Gross Gross
Amortized Unrealized Unrealized Fair
Costs Gains Losses Value
s 20,588,517 § 724,208 8§ — s 21,312,725
10,079, 386 719,282 - 10,798,638
1,076,758 112,870 - 1,189,628

Taxable municipals

Totals

$ 31,744,661 § 1,556,330 $

$ 33,300, 961

The amoriized cost and fair value of investment securities available for

sale at December 31, 2014 are summarized as follows:

U.S. agency

U.S. Treasuries

Mortgage backed
Securities

Tax—exempt
Municipals

Taxable municipals

CMO’' s

Preferred stock

Totals

U.5. agency
Tax~axempt
Municipals

Taxable municipals

The asmortized cost and fair wvalue of investment securities held to
maturity at December 31, 2014 are summarized as follows:
Gross Gross
Amortized Unrealized Unrealized Fair
Costs Gains Losses Value
§ 22,472,275 % 674,175 3 - $ 23,146,450
10,088,032 543,780 - 10,631,812
1,073,202 109,875 - 1,183,077
$ 33,633,509 5 1,327,830 8 - S 34,961, 339

Totals

Gross Gross

Amortized Unrealized Unrealized Fair

Costs Gains Losses Value
$ 35,390,834 5 456,532 § 44,885 $ 35,802,581
4,981,576 - 68,806 4,912,670
3,225,611 71,883 11,195 3,286,289
34,131, 340 1,705,963 21,610 35,815,693
3,588,203 417,418 = 4,005,621
15,336,801 111,212 104,083 15,343, 960
18,949 - = 15,949
§.96,670,414 & 2,763,008 8 250,642 5 99,182,773
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BRENHAM BANCSHARRES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Investment Securities - continued

The scheduled maturities of debt securities at December 31, 2013 are shown
below. Expected maturities will differ from contractual maturities because
borrowers may have the right to call or prepay obligations with or without
call or prepayment penalties.

Available for sale Held to maturity

Carrying Fair Carrying Fair
Amount Value Amount Value
bue within one year § 5,306,042 S 5,320,810 $ s 5 -
Due one year through
five years 22,576,204 22,962,974 11,796,448 12,009,080
Due five years through
ten years 34,118,257 35,075,082 10,748,002 11,440,683
Due after ten years 20,150,750 21,236,309 9,199,211 9,851,218
Subtotals 82,151,253 84,595,285 31,744,661 33,300,891
Mortgage-backed
securities 2,512,591 2,547,704 - -
Collateralized mortgage
obligations 14,004,158 14,049,845 - -
Totals 5.98,668,002 $101,192,834 § 31,744 661 8 33,300,891

For the years ended December 31, 2015 and 2014, proceeds from the sales of
securities available-~for-sale were 566,241,166 and $80,048,18¢6,
respectively. Gross realized gains on sales of securities available~for-
sale were $164,367 and $28,239, respectively. Gross realized losses on
sales of securities available-for-sale were $-0~ and §$38,702, respectively.
Proceeds from sales of securities held-to-maturity were $1,999,860 and
gross realized gains ware $1,452 for the year ended December 31, 2015.

At December 31, 2015 and 2014, securities with a carrying value cof
$11,614,877 and 510,834,007, respectively, were pledged to secure public
deposits and for other purposes required by law.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Loans

The composition of the recorded investment in loans by segment is as
follows:

2015 2014
Agriculture $ 1,285,938 $ 1,210,927
hgriculture real estate 17,996,474 19,724,736
Commercial 23,233,462 19,886,282
Commercial real estate 63,746,878 56,008,141
Consumer loans 9,164,884 6,609,408
Residential real estate 26,075,621 20,919,928
Loans collateralized by savings
and time deposits 2,233,380 1,357,898
Loans collateralized by stocks
and bonds 1,357,387 1,372,841
Overdrafts 37,002 55,191
Subtotals 145,131,026 127,145,353
Deferred loan fees {279,511} {307,106}
Allowance for loan losses {2,0585,418) {1,906,474)
Loans, net § 142,755,697 $. 124,931,773
An analysis of the allowance for loan losses follows:
2015 2014
Balance at beginning of year S 1,806,474 $ 1,715,872
Provision for loan losses 188,500 20,500
Loans charged-off (25,781) {27,597)
Recoveries of loans charged-off 26,225 167, 5089
Balance at end of year 8 s 095,418 8 e 306,474

Allowance for loan losses - The allowance for loan losses is a valuation
established through charges to earnings in the form of a provision for
loan losses. Management has established an allowance for loan losses which
it believes is adequate for estimated losses in the Bank’s loan portfolio.
The amount of the allowance for loan losses is affected by the following:
(i) charge-offs of loans that occur when loans are deemed uncollectible
and decrease the allowance, (ii) recoveries on loans previously charged
off that increase the allowance and ({iii}) provisions for credit losses
charged to earnings that increase the allowance. Based on an evaluation of
the loan portfolio and consideration of the factors listed Dbelow,
management presents a quarterly review of the allowance for loan lossas to
the Bank’s Board of Directors, indicating any change in the allowance
since the last review and any recommendations as to adjustments in the
allowance.

The Bank’s allowance for loan losses consists of two components: a
specific valuation allowance based on probable losses con specifically
identified loans and a general valuation allowance based on historical
loan loss experience, general economic conditions and othsr qualitative
risk factors both internal and external to the Bank.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Loans - continued

In setting the specific valuvation allowance, the Bank follows a loan
review program to evaluate the credit risk in the loan portfolio. Through
this loan review process, the Bank maintains an internal list of impaired
loans which, along with the delinquency list of loans, helps management
assess the overall quality of the lcan portfolio and the adequacy of the
allowance for loan losses. All loans that have been identified as impaired
are reviewed on a quarterly basis in order to determine whether a specific
reserve is required. For each impaired loan, the Bank allocates a specific
loan loss reserve primarily based on the value of the collateral securing
the impaired loan in accordance with ASC Topic 310, Receivables. The
specific reserves are determined on an individual loan basis. Loans for
which specific reserves are provided are excluded from the general
valuation allowance described below.

In determining the amount of the general valuation allowance, management
considers factors such as historical loan loss experience, industry
diversification of the Bank’s commercial loan portfolio, concentration
risk of specific loan types, the volume, growth and composition of the
Bank’s loan portfolio, current economic conditions that may affect the
borrower’s ability to pay and the value of collateral, the evaluation of
the Bank’s loan portfolio through its internal loan review process,
general economic conditions and other qualitative risk factors both
internal and external to the Bank and other relevant factors in accordance
with ASC Topic 450, Contingencies. Based on a review of these factors for
each loan type, the Bank applies an estimated percentage to the
cutstanding balance of each loan type, excluding any loan that has a
specific reserve allocated to it. The Bank uses this dinformation to
establish the amount of the general valuation allowance.

In connection with its review of the loan portfolio, the Bank considers
risk elements attributable to particular loan types or categories in
assessing the quality of individual loans. Some of the risk elements
include:

e for non-real estate agricultural loans, the operating results,
experience and financial capability of the borrower, historical and
expected market conditions and the value, nature and marketability
of collateral.

e for agricultural real estate loans, the experience and financial
capability of the borrower, projected debt service coverage of the
operations of the borrower and loan to valve ratioc of the underlying
collateral.

e for commercial and industrial loans, the operating results of the
commercial, industrial or professional enterprise, the borrower's
business, professional and financial ability and expertise, the
specific risks and volatility of income and operating results typical
for businesses in that category and the wvalue, nature and
marketability of collateral.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Loans -~ continued

e for commercial mortgage loans and multifamily residential loans, the
debt service coverage ratio (income from the property in excess of
operating expenses compared to loan payment requirements), operating
results of the owner in the case of owner-occupied properties, the
loan to value ratio, the age and condition of the collateral and the
volatility of income, property value and future operating results
typical of properties of that type.

s for construction and land development loans, the perceived
feasibility of the project including the ability to sell developed
lots or improvements constructed for resale or the ability to lease
property constructed for lease, the quality and nature of contracts
for presale or prelease, if any, experience and ability of the
developer and loan to value ratio.

¢ for 1-4 family residential mortgage loans, the borrower’s ability to
repay the loan, including a consideration of the debt to income
ratio and employment and income stability, the loan to value ratio,
and the age, condition and marketability of collateral.

In addition, for each category, the Bank considers secondary sources of
income and the financial strength and credit history of the borrower and
any guarantors.

At December 31, 2015 the allowance for loan losses totaled $2,095,418 or
1.44% of total loans. At December 31, 2014 the allowance totaled
51,806,474 or 1.50% of total loans.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Loans ~ continued

Credit Quality Indication - As part of the ongoing monitoring of the

credit quality of the Bank’s loan portfolio and methodology for
calculating the allowance for loan losses, management assigns and tracks
loan risk grades to be used as credit quality indicators. The following is
a general description of the loan risk grades used:

Grade 1 - Credits in this category are of the highest standards of
credit quality with virtually no risk of loss. These borrowers would
represent top rated companies and individuals with unguestionable
financial standing with excellent global cash flow coverage, net
worth, liguidity and collateral coverage and/or secured by
CDh/savings accounts.

Grade 2 - Credits in this category are not immune from risk but are
well-protected by the collateral and paying capacity of the
borrower. These loans may exhibit a minor unfavorable credit factor,
but the overall credit is sufficiently strong to minimize the
possibility of loss.

Grade 3 -~ Credits graded 3 constitute an undue and unwarranted
credit risk, however the factors do not rise to a level of
substandard. These credits have potential weaknesses and/ox
declining trends that, if not corrected, could expose the Bank to
risk at a future date. Credits graded 3 are monitored on the Bank’s
internally generated watch list and evaluated on a quarterly basis.

Grade 4 - Credits in this category are deemed “substandard” lcans in
accordance with regulatory guidelines. Loans in this category have
well-defined weakness that, if not corrected, could make default of
principal and interest possible, but it is not yet certain. Loans in
this category are still accruing interest and may be dependent upon
secondary sources of repayment and/or collateral liquidation.

Grade 5 - Credits in this category are deemed “substandard” and
“impaired” pursuant to regulatory guidelines. As such, the Bank has
determined that it is probable that less than 100% of the principal
and interest will be collected. Loans graded 5 are individually
evaluated for a specific reserve valuation and will typically have
the accrual of interest stopped.

Grade 6 +~ Credits in this category include “doubtful” loans in
accordance with regulatory guidance. Such loans are on nonaccrual
and factors have indicated a loss is imminent. These loans are also
deemed “impaired.” While a specific reserve may be in place while
the lcan and collateral is being evaluvated, these loans are
typically charged down to an amount the Bank deems can be collected.

Grade 7 - Credits in this category are deemed a “loss” in accordance
with regulatory guidelines and charged off or charged down. The Bank
may continue collection efforts and may have partial recovery in the
future,
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Leans ~ continued

Impaired loans - The Bank considers a loan to be impaired when, based on
current information and events, the Bank determines that it will not be
able to collect all amounts due according to the loan contract, including
scheduled interest payments. Determination of impairment is treated the
same across all classes of loans. When the Bank identifies a loan as
impaired, the Bank measures the impairment based on the present value of
expected future cash flows, discounted at the loan's effective interest
rate, except when the sole (remaining) source of repayment for the loan is
the operation or liquidation of the collateral. In these cases, the Bank
uses the current fair value of the c¢ollateral, less selling costs when
foreclosure is probable, instead of discounted cash flows. If the Bank
determines that the wvalue of the impaired loan is less than the recorded
investment in the loan (net of previous charge~offs, deferred loan fees or
costs and unamortized premium or discount), the Bank recognizes impairment
through an allowance estimate or a charge~off to the allowance.

When the ultimate collectability of the total principal of an impaired
loan is in doubt and the loan is on nonaccrual status, all payments are
applied to principal, under the cost recovery method. When the ultimate
collectability of the total principal of an impaired loan is not in doubt
and the loan is on nonaccrual status, contractual interest is credited to
interest income when received, under the cash basis method.

The following table includes the recorded investment and unpaid principal
balances for impaired financing receivables with the associated allowance
amount, if applicable. The Bank determined the specific allowance based on
the present value of expected future cash flows, discounted at the loan’s
effective interest rate, expect when the remaining source of repayment for
the loan is the operation or liquidation of the collateral. In those
cases, the current fair wvalue of the collateral, less selling costs was
used to determine the specific allowance recorded.

Also presented is the average recorded investment of the impaired loans
and the related amount of interest recognized during the time within the
period that the impaired Jloans were impaired. When the ultimate
collectability of the total principal of an impaired loan is in doubt the
loan is on nonaccrual status, all payments are applied to principal, under
the cost recovery method. When the ultimate collectability of the total
principal of an impaired loan is not in doubt and the loan is on
nonaccrual status, contractual interest is credited to interest income
when received, under the cash basis method. The average balances are
calculated based on the month-end balances of the financing receivables of
the period reported.



BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2013 AND 2014

4) Loans -~ continued

Impaired Loans by Class
For the Year Ended December 31, 2015
{dollars in thousands)

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

With no specified allowance recorded:

Real Estate

Loan $ - $ - $ - $ - $ -
Commercial
Loan $ = $ “ $ - $ - $ =

With an allowance recorded:

Real Estate

Loan $ = $ - $ = 5 = $ -
Commercial
Loan 5 953 § 953 § 461 $ 888 $ 52

Impaired Loans by Class
For the Year Ended December 31, 2014
{dollars in thousands)

Unpaid Average Interest
Recorded Principal Associated Recorded Income
Investment Balance Allowance Investment Recoanized

With no specified allowance recorded:

Real Estate

Loan $ = $ & $ - § - $ -
Commercial
Loan $ - $ - $ - $ - $ -

With an allowance recorded:

Real Estate

Loan $ oo $ - § - $ e
Commercial

Loan S 1,042 8 1,042 § 601 $ 1,042 § 57

oy
i
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Loans - continuved

Honaccrual loans - The Bank generally places loans on nonaccrual status
when the full and timely collection of interest or principal becomes
uncertain, part of the principal balance has been charged off and no
restructuring has occurred or the loans are 90 days past due.

When the Bank places a loan on nonacerual status, the Bank reverses the
accrued unpaid interest receivable against interest income and accounts
for the loan on the cash or cost recovery method, until it qualifies for
return to accrual status. Generally the Bank returns a loan to accrual
status when (a) all delinguent interest and principal become current under
the terms of the loan agreement or (b) the loan is both well-secured and
in the process of collection and collectability is no longer doubtful.

The following table presents the financing receivables on nonaccrual
status as of December 31, 2015 and 2014. The balances are presented by
class of financing receivable (dollars in thousands).

2015 2014
Commercial loans $ 853 $ 664
Total $ 953 $ 664

Premises and Baguipment

A summary of the cost and accumulated depreciation of premises and

equipment follows: 2018 2014
Land $ 1,309,213 $ 1,308,213
Building 6,412,897 6,388,390
Leasehold Improvements 459,150 489,150
Furniture and equipment 4,610,256 4,721,828
Work in progress 70,477 43,789
Subtotals 12,901,993 12,862,371
Accumulated depreciation {8,415, 654) {8,258,294)
Totals 8 4,486, 339 $ 4,704,077

Depreciation expense for the years ended December 31, 20153 and 2014
amounted to $435,193 and $478,455, respectively,
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Premises and Eguipment - continued

Pursuant to the terms of noncancellable lease agreements in effect at
December 31, 2015, pertaining to banking premises and equipment, future
minimum rent commitments under various operating leases are as follows:

Years Ended

December 31, Amount

2016 § 49,966
2017 49,966
2018 49,966
2018 43,966
2020 and thersafter 52,9658
Total 3 252,829

The leases contain provisions to extend for periods from five to ten years.
The cost of such rentals is not included above. Total rent expense for the
years ended December 31, 2015 and 2014 amounted to $46,966 in both years.

Deposits

The aggregate amount of time deposits in denominations of $100,000 or more
at  December 31, 2015 and 2014 was $18,313,000 and $22,830,000,
respectively.

At December 31, 2015 and 2014, the scheduled maturities of time deposits
ovar $100,000 are as follows:

2018 2014

In Thousands In Thousands

Three months or less $ 3,494 § 7,215
Three months through twelve

months 9,883 11,525

One year through threes years 3,474 2,920

Over three years 1,462 1,170

Total $ 18,313 8 22,830

Long-Term Debt

The Bank established a line of credit with the Federal Home Loan Bank to
provide additional sources of operating capital. The line of credit is
collateralized by the assets of the bank. Total advances are $5,871,379 and
$6,544,905 at December 31, 2015 and 2014, respectively, with a weighted
average interest rate of 4.92% for 2015 and 4.95% for 2014, respectively.

The contractual maturities are as follows:

Due in 2016 S 2,600,000
Due in 2017 300,179
Due in 2018 229,914
Pue in 2018 132,265
Due in 2020 408,749
Thereafter 2,200,272

Totals $...5.871,379
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Off-Balance Sheet Activities

Credit-Related Financial Instruments: The Bank is a party to credit
related financial instruments with off-balance-sheet risks in the normal
course of business to meet the financing needs of its customers. These
financial instruments, at fixed and variable rates, include commitments to
extend credit, standby letters of credit and commercial letters of credit.
Such commitments dinvolve, to varying degrees, elements of credit and
interest rate risk in excess of the amount recognized in the consolidated
balance sheets.

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

At December 31, 2015 and 2014, the following financial instruments were
outstanding whose contract amounts represent credit risk:

Contract Amounts
{In Thousands)

2015 2014
Commitments to extend credit $ 23,884 3 29,834
Unfunded commitments under
commercial lines of credit 5,611 3,965
Commercial and standby letters
of credit 788 610

Commitments to extend credit are agreements to lend to a customer as long
as there are no violations of any conditions established in the contract.
Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. The commitments for lines of
credit may expire without Dbeing drawn upon. Thersfore, the total
commitment amounts do not necessarily represent future cash requirements.
The amount of collateral obtained, if it is deemed necessary by the Bank,
is based on management’s evaluation of the customer.

Unfunded commitments under commercial lines of credit, revolving credit
lines and overdraft protection agreements are commitments for possible
future extensions of credit to existing customers. These lines of credit
are collateralized and usually contain a specified maturity date and may
not be drawn upon to the total extent to which the Bank is committed. The
Bank generally holds collateral supporting those commitments if deemed
necessary.

Commercial and standby letters of credit are conditional commitments issued
by the Bank to guarantee the performances of a customer to a third party.
Those letters of credit are primarily issued to support public and private
borrowing arrangements. Essentially all letters of credit issued have
expiration dates within one year. The credit risk involved in issuing
letters of credit is essentially the same as that involved in extending
loans to customers.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Significant Group Concentrations of Credit Risk

Most of the Bank’s business activity is with customers located within
Central Texas. Investments in municipal securities involve governmental
entities within the state of Texas.

Loan commitments, standby letters of credit and unfunded lines of credit
are granted primarily to commercial borrowers. fThe Bank, as a matter of
policy, generally does not extend credit in excess of two-thirds of its
legal lending limit.

The Bank maintains cash balances at several banks. The total cash balances
are insured by the Federal Deposit Insurance Corporation up to $250,000 per
bank.

Related Party Transactions

In the ordinary course of business, the Bank extends credit to principal
officers, directors, shareholders, employees and their affiliates amounting
to §1,290,149 at December 31, 2015 and $974,517 at December 31, 2014.
During 2015 and 2014, total principal additions were $442,317 and 5314, 473,
respectively, and total principal repayments were $126,685 and $440,262,
respectively.

Deposits from related parties held at the Bank at December 31, 2015 and
2014 amounted to $7,621,013 and $9,362, 537, respectively.

Restrictions on Dividends, Leans, Advances and Cash

Federal and state banking regulations place certain restrictions on
dividends paid and loans or advances made by the Bank. At December 31,
2015, the Bank’s retained earnings available for payment of dividends was
$8,174,044.

The Bank is required to maintain $125,000 in wvault cash by the Federal
Reserve Bank at December 3%, 2015.

Defined Contribution Plan

The Company sponsors a defined contribution pension plan. Contributions to
the plan for 2015 and 2014 were $93,034 and $89, 542, respectively.

Income Taxes

As of Januvary 1, 19998, Brenham Bancshares, Inc. and its subsidiary elected
to be taxed for federal income tax purposes as an S$ corporation and
qualified subchapter $ subsidiary, respectively. Earnings and losses are
included in the personal income tax returns of the shareholders of Brenham
Bancshares, Inc.

Pursuant to FASB Accounting Standards Codification (ASC) 740, Income Taxes,
the Company is liable for the Texas margin tax. The combined Texas margin
tax for Brenham Bancshares, Inc. and subsidiary is computed based on
revenues less applicable expenses.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Income Taxes - continued

The Bank does not have any uncertain tax positions that are deemed
material. The Bank’s policy is to recognize interest and penalties on
income taxes in other non-interest expenses. The Bank has identified its
federal tax return and its state tax return in Texas as “major” tax
jurisdictions, as defined. The only periods subject to examination for the
Bank’s federal return are the 2012 through 2015 tax years.

Junior Subordinated Debt

The Brenham Statutory Trust II (the "Trust") was formed as a Connecticut
statutory trust on December 11, 2006. The Trust issued 4,000 Floating Rate
capital securities {the “Capital Securities") with an aggregate
liquidation value of $4,000,000 to a third party. The Trust alsc issued
common securities {(the “Common Securities") with an aggregate liguidation
value of $124,000 to the Company. In conjunction with the formation of the
Trust, the Company issued $4,124,000 of Funior subordinated debt
securities to the Trust, with a maturity date of December 15, 2036. The
sole asset of the Trust is the junior subordinated debt securities issued
by the Company. Both the preferred shares and debt securities bear
interest at LIBOR plus 1.65%, adjusted quarterly. The Trust shall dissolve
on December 15, 2041, unless certain specified events occur prior to that
date.

The Company has, through various contractual arrangements, fully and
unconditionally guaranteed all obligations of the Trust on a subordinated
basis with respect to the preferred securities. Subject to certain
limitations, the subordinated debt securities qualify as Tier 1 capital
for regulatory purposes. Although the preferred securities of the Trust
and junior subordinated debt securities of the Company are scheduled to
mature on December 15, 2036, they may be prepald, subject to regulatory
approval, prior to maturity at any time on or after December 15, 2011, or
earlier wupon certain changes in tax or investment company laws or
regulatory capital requirements.

Commitments and Contingencies

In the ordinary course of business, the Company has various cutstanding
commitments, contingent liabilities and legal claims that are not reflected
in the accompanying consclidated financial statements. In the opinion of
management the ultimate disposition of these items is not expected to have
a material adverse effect on the consolidated financial condition of the

Company.




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

(16) Minimum Requlatory Capital Requirements

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. The Company is
not subject to the capital requirements until total assets reach and exceed
$1 billion.

Basel III Capital Rules adopted by the federal regulatory authorities in
2013 substantially revised the risk-based capital requirements applicable
to the Bank. The Basel III Capital Rules became effective for the Bank on
January 1, 2015, subject to a phase-in period for certain provisions. Among
other things, the Basel III Capital Rules introduced a new capital measure
called “Common Equity Tier 1,” which is a comparison of the sum of certain
equity capital components to total risk-weighted assets, and revised the
risk-weighting approach of the capital ratios with a more risk-sensitive
approach that expanded the risk-weighting categories from the previous
Basel 1 derived categories to a much larger and more risk-sensitive number
of categories, depending on the nature of the assets.

Financial institutions are categorized as well capitalized or adequately
capitalized based on minimum total risk-based, Tier I risk~based, common
equity Tier I and Tier I leverage ratios. As of December 30, 2015, the
Bank’s capital ratios were above the levels required for the Bank to be
designated as “well capitalized” by the FDIC.

Quantitative measures established by regulation to ensure capital adequacy
require the Bank to maintain minimum amounts and ratios {set forth in the
following table) of total, common equity Tier 1 and Tier 1 capital (as
defined in the regulations) to risk-weighted assets (as defined), and of
Tier 1 capital (as defined) to average assets (as defined). Management
believes, as of December 31, 2015 and 2014, that the Bank meets all capital
adequacy regquirements to which they are subject.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 20135 AND 2014

Minimum Regulatory Capital Reguirements =~ continued

The Bank’s capital amounts and ratios are presented in the following table:

{dollars in thousands)

Minimum
To Be Well
Mindmum Capitalized Under
Capital Proumpt Corrective
Actual Requirement Action Provision
Amount Ratio Amount Ratio Amount Ratio

Az of December 31, 2015:

Common equity Tier I to

Risk~weighted assets § 27,847 15.21% > § 6,238 > 4.9% > § 11,800 > 6.%%
Total Capital to Risk
Weighted Assets 298,942  16.35 > 14,461 > 8.0 » 18,308 > 10.¢
Tigr 1 Capital to Risk
Weighted Assets 27,847 15.21 > 10,985 > 6.0 > 14,646 > 8.0
Tier 1 Capital to
Average Assets 27,847 .51 » 11,710 2 4.0 > 14,638 > 5.8
&z of December 31, 2014:
Total Capital to Risk
Weighted Assets $ 28,147 18.74% > 0§ 12,013 > B.0% > 5 15,016 > 10,0%
Tier 1 Capital to Risk
Welghted Assets 26,269 17,49 > §,007 > 4.0 > 8,010 » 6.0
Tier 1 Capital to
Average Asssts 26,269 9.37 » 1,712 > 4.0 > 14,018 » 5.0

Fair Values of Financial Instruments

The Company uses fair value measurements to record fair value adjustments
to certain assets and to determine fair value disclosures. Pair values
represent the estimated price that would be received from selling an asset
or pald to transfer a liability, otherwise known as ‘“exit price.”
Securities available~for-sale are recorded at fair value on a recurring
basis. Additionally, from time to time the Company may be reguired to
record at fair value other assets on a nonrecurring basis such as certain
loans including residential mortgage loans held for sale, goodwill and
other intangible assets and other real estate owned. These nonrecurring
fair value adjustments typically involve application of lower-of-cost-or-
market accounting or write downs of individual assets. ASC Topic 820 “Fair
Value Measurement and Disclosure” establishes a fair value hierarchy for
valuation inputs that gives the highest priority to guoted prices in active
markets for didentical assets and liabilities and lower priority to
unobservable inputs.



{17)

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

Fair Values of Financial Instruments-continued

The fair value hierarchy is as follows:
Fair Value Hierarchy

The Company groups f{inancial assets and financial liabilities measured at
falr value in three levels, based on the markets in which the assets and
liabilities are traded and the rxeliability of the assumptions used to
determine fair value. These levels are:

~Level 1 - Quoted prices in active markets for identical assets or
liabilities.
-~Level 2 - Other significant observable inputs {including quoted

prices in active markets for other similar assets

or liabilities) or other inputs that are observable
or can be corroborated by observable market data

for substantially the full term of the assets

or liabilities.

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

The fair value of an asset or liability is the price that would be received
te sell that asset or paid to transfer that liability in an orderly
transaction occurring in the principal market (or most advantageous market}
in the absence of a principal market) for such asset or liability. In
estimating falr value, the Company utilizes valuation techniques that are
consistent with the market approach, the income approach and/or the cost
approach. Such valuation techniques are consistently applied. Inputs to
valuation techniques include the assumptions that market participants would
use in pricing an asset or liability.

The fair value disclosures below represent the Company’s estimates based on
relevant market information and information  about the financial
instruments. Fair value estimated are based on judgments regarding future
axpaected loss experience, current economic conditions, risk characteristics
of the wvarious instruments, and other factors. These estimates are
subjective in nature and involve uncertainties and matters of significant
judgment and therefore cannot be determined with precision. Changes in the
above methodologies and assumptions could significantly affect the
estimates.
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 201% AND 2014

Fair Values of Financial Instruments-continued

The following tables present fair values for assets and liabilities

measured at fair value on a recurring basis:
December 31, 2018
{In Thousands)

Lavel 1 Lavel 2 Level 3 Total
Assets:
Available~-for-sale securities:
U. 8. Agency ] # § 36,045 $ - & 36,045
Y. §, Treasuries 4,985 - - 4,885
Mortgage~backed securities - 2,513 - 2,513
Tax-exenpt municipals - 39,629 - 33,628
Taxable municipals ‘ - 3,350 = 3,950
Collateralized mortgage
obligations - 14,050 - 14,050
Preferred stock - 16 - 18
g 4,985 96 203 0§ - S 401,188
Decerber 31, 2014
{In Thousands)
Laevel 1 Level 2 Level 3 Total
Agsels:
Available-for-sale securities:
U. 5. Agency 3 - $ 35,802 § - $ 35,802
U. 5. Treasurlies 4,913 - - 4,913
Mortgage-backed securities - 3,288 - 3,286
Tax-exempt municipals - 35,816 - 35,816
Taxable municipals - 3,008 - 4,006
Collateralized mortgage
obligations - 15,344 - 15,344
Preferred stock - 16 - ié
§ 4,913 S 94 278 $ -~ $ G 183

Certain assets and 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}. These
instruments include other real estate owned, repossessed assets, held-to-
maturity debt securities and impaired loans. The remaining assets and

liabilities measured at fair wvalue on a nonrecurring basis that were
recorded in 2015 were not significant.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31,

{17} Fair Value Measurements = continued

INC.

2015 AND 2014

The following table presents carrying value and fair value for assets and
liabilities measured at fair value on a non-recurring basis:

Decenber 31, 2015
{In Thousands)

Carrying Estimated Fair vValue
JAmount Level 1 Lavel 2 Level 3 Total
Assets:
Cash and due from banks $ 9,271 8 9,271 § - $ & $ 9,271
Interest-bearing deposits 1,960 1,962 - - 1,962
Securities held-to-maturity 31,748 - 33,301 - 33,301
Loans net of allowance 143,756 - - 140,269 140,268
Impaired loansg 1,083 - - 1,053 1,083
Liabilities:
Deposits 259,128 - 238,026 ~ 238,028
Other borrowings 5,871 - 6,144 -~ 6,144
Cff-balanca~shest credit
related financial instruments:
Commitments to extend credit w " - 23,884 23,8848
Unfunded commitments under
Commercial lines of credit - - - 5,611 5,811
Compercial and standby
Letters of credis - - - 798 188
December 31, 2014
{In Thousands)
Carrying Estimated Fair Value
Anmount Level 1 Level 2 Lavel 3 Total
Assets:
Cash and due from banks § 16,374 35 16,374 3 - § - § 16,374
Interest-bearing deposits 2,443 2,443 - - 2,443
Sescurities held-to-maturity 33,634 - 34, 961 - 34,961
Loans net of allowance 124,932 - - 123,472 123,472
Impaired loans 1.042 s - 1,042 1,042
Liabilivies:
Deposits 251,015 - 233,511 - 233,511
Other borzowings 6,545 - &, 905 - &, 805
Junior subordinated dabg 4,124,000 - 4,124,000 - 4,124,000
Off-balance-sheet cradit
related financial Instruments:
Commitments to extend credit - - - 29,834 29,834
Unfunded conmitments undex
Commercial lines of credit - - - 3,865 3,965
Commercial and standby
Letters of credit - - - 810 £10
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BRENHAM BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Fair Value Measurements - continued

The following is a description of the fair value estimates, methods and
assumptions that are used by the Company in estimating fair values of
financial instruments.

{a)

{b)

{c)

{d)

Cash and due from banks - For these short-tern instruments, the
carrying amount is a reasonable estimate of fair value. The Company
classifies the estimated fair value of these instruments as Level 1.

Interest-bearing deposits - For these short-term instruments, the
carrying amount is a reasonable estimate of fair value. The Company
classifies estimated fair value of these instruments as Level 1.

Securities -~ Fair value measurements based upon quoted prices are
considered Level 1 inputs,. Level 1 securities consist of U. 8.

Treasury securities and certain equity securities which are included
in the available-for-sale portfolio. For all other available for
sale securities, fair values are measured using Level 2 inputs. For
these securities, the Company generally 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. 8. Treasury yield curve, live
trading levels, trade execution data, market consensus prepayment
speeds, credit information and bond’s terms and conditions, among
other things. The Company vreviews the pries supplied by the
independent pricing service, as well as their underlying pricing
methodologies, for reasonableness.

Securities available~for-sale are recorded at fair wvalue on a
recurring basis.

Loans - The Company does not record loans at fair value on a

recurring basis. As such, valuation techniques discussed herein for
loans are primarily for estimating fair value disclosures. However,
from time to time, the Company records nonrecurring fair value
adjustments to impaired loans to reflect (1) partial write downs that
are based on the observable market price or current appraised value
of the collaterxal, or (2] the full charge-off of the loan carrying
value. Where appraisals are not available, estimated cash flows are
discounted using a rate commensurate with the credit risk associated
with those cash flows. Assumptions regarding credit risk, cash flows
and discount rates are judgmentally determined using available market
information and specific borrower information.

The estimated fair value approximates carrying value for variable-
rate loans that reprice frequently and with no significant change in
credit risk. The fair value of fixed-rate loans and variable-rate
loans which reprice on an infregquent basis is estimated by
discounting future cash flows using the current interest rate at
which similar loans with similar terms would be made to borrowers of
similar credit quality. An overall valuation adjustment is made for
specific credit risks as well as general portfolio credit risk. The
Company classifies the estimated fair value of loans held for
investment as Level 3.
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Fair Value Measurements - continued

{e) Deposits - The fair value of demand deposits, savings accounts and
certain money market deposits is the amount payable on demand at the
reporting date. The fair wvalue of fixed-maturity certificates of
deposit is estimated using the rates currently offered for deposits
of similar remaining maturities. Deposits fair value measurements

o

utilize Level 2 inputs.

{£) Other borrowings - Rates currently available to the Company for debt
with similar terms and remaining maturities are used to estimate the
fair wvalue of other Dborrowings using a discounted cash flows
methodology and are measured utilizing Level 2 inputs,

{g) Off-balance-sheet financial instruments - The fair value of
commitments to extend credit and standby letters of credit is
estimated using thee fees currently charged to enter into similar
agreements, taking into account the remaining terms of the agreement
and the present creditworthiness of the counterparties. The Company
classifies the estimated fair wvalue of credit-related financial
instruments as Level 3.

The Company’s off-balance~sheet commitments including letters of
credit are funded at current market rates at the date they are drawn
uporn. It is management’s opinion that the fair value of these
commitments would approximate carrying value, if drawn upon.

The fair value estimates presented herein are based on pertinent
information available to management at December 31, 2015. although
management is not aware of any factors that would significantly affect the
estimated fair value amounts, such amounts have not been comprehensively
revalued for purposes of these financial statements since those dates and,
therefore, current estimates of fair value may differ significantly from
the amounts presented herein.

Subsequent Events

Management has evaluated subsequent events through February 1, 2016 the
date the financial statements were available to be issued.

{concluded)



