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Board of Governors ofthe Federal Reserve System

i Annua Report of Hold ng Compan es-FR Y-

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

This Report is required by law: Section 5(cX1)(A) of the Bank
Holding Company Act (12 U.S.C. S t8++(c)(1)(A)); sections 8(a)
and 13(a) of the lntemational Banking Adr (12 U.S.C. SS 3106(a)
and 3108(a)); sections 11(a[1), 25, and 25A of the Federal
Reserve Act (12 U.S.C. SS 2a8(aX1), 602, and 611a); and sec-
tions 113, 165, 312, 6'18, and 809 of the Dodd-Frank Act (12 U.S.C.

SS 5361, 5365,5412, 1850a(cXl), and 5468(bX1)). Return to the
appropriate Federal Reserve Bank the original and the number of
copies specified.

This report form is to be filed by all top{ier bank holding compa-
nies, top-tier savings and loan holding companies, and U.S. inter-
mediate holding companies organized under U.S. law, and by
any foreign banking organization that does not meet the require.
ments of and is not treated as a qualifying foreign banking orga-
nization under Section 211 .23 of Regulation K (12 C.F.R. S
211 .23). (See page one of the general instructions for more detail
of who must flle.) The Federal Reserve may not conduct or spon-
sor, and an organization (or a person) is not required to respond
to, an information collection unless it displays a currently valid
OMB control number.

MAR 2 8 2017

n
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NOTE: The Annual Repoil of Holding Companies must be signed by
one director of the toptier holding company. This individual should
also be a senior official of the toptier holding company. ln the event
that the toptier holding company does not have an individual who is
a senior ofricial and is also a director, the chairman of the board must
sign the report lf the holding company is an ESOP/ESOT formed as
a corporation or is an LLC, see the General lnstructions for the
authorized individual who must s(;n the report.
I,DEBBIE RULESTEAD

Nam€ of the Holding Company Director and Ofiicial

SR. V.P.
Title of the Holding Company Direclor and Ofncial

attest that lhe Annual Repod 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.

Wrth rcspecl to information rcgading individuals contained in this
rcpft, the Repofter cedifies fhat ft has the authority to provide this
information to the Fedenl Resene. The Repfter also cediftes
that it has the authority, on behalf of each individual, to consent or
object to public rcleax of information regarding that individual.
The Fedenl Reserve may assume, in the absence of a rcquest for
nnfidential trcatment submifted in acr,ordanct with the Board's
'Rules Regarding Availability of lnformation," 12 C.F.R. Part 261,
that the Repoder and individual consent to public release of all

in the that

of Holding Director and Omcial

o3t23t2017
Date of

Date of Report (top{ier holding company's flscal year-end)

December 31,2016
Month/Day/Yeer

NO LEI
Reporte/s Legal Entity ldentifier (LEl) (20-Character LEI Code)

Reporter's Name, Street, and Mailing Address

ANDREWS BANCSHARES. INC.
Legal Title of Holding Company

P.O. BOX 629
(Mailing Addrcss of the Holding Company) Streel / P.O. Box

ANDREWS TX 79714
City

1501 N MAIN STREET
State Zip Code

Physiel Locetion (if dlfferent from mailing address)

Person to whom questions about this report should be directed:
DEBBIE RULESTEAD SR. V.P.
Name Title

432-524-7973
Area Code / Phone Number / Extension

432-523-9387
Area Code / FAX Number

debbie@nbabankonline.com
E-mailAddress

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

For Federal Reserve Bank Use Only

c81RSSD ID
c.t.

)t'r8

Odice of Management and Budget, PapeMork Reduction Proiect (7100{297), Washlngton. DC 20503 epT16

For holding companies not registered with the SEL-
lndicate status of Annual Report to Shareholders:

El is included with the FR Y6 report

E will be sent under separate cover

E is not prepared

0=No

0
ls corfidential treatment requested for any portion
of this report submission?. .

ln accordance with the General lnstructions for this report
(check only one),

l. a letter iustlfylng this request is being provided along
with the report ...,......

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

NOTE: lnformation for which conffdentia! treatment is being
requested must be provided separately and labeled
as "confidential."
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Andrews Bancshares, Inc,
Attachments to Annual ReporE of Bank Holding Companies FR Y-5

December 31, 2016

Report Itsem

1: The bank holding comp€rny prepares an annual report for its securities
holders and is not registered with t,he SEC. Aa specified by the appropriate
Reserve Bark, 2 copies are enclosed.

2az Organizational Ctrart
Andrews Bancshares, Inc
Andrews, Texas
Incorporated in Texaa

NO IJEI
Owns 100t of

The National Bank of Andrews
Andrewe, Texas
Irrcorporated in Texas

NO LEI
Owns 1O0t of

Permian Basin Abstract Company
Andrews, Texas
Incorporated in Texas

NO LEI

2b: Domeetic branch listing provided to the Federal Reserve Bank.

3: (1) Securit,ies holders witsh ownership, contsrol or holdings of 5t or more wiEh
power to vote as of fiscal year endirry a2-3L-20L6

Name & Address Citizenship

Shelia Black
Odessa, Texas

Cynthia Brelzman
Big Spring, Texas

E. D. Brownlee, .fr
Arrdrews, Texas

Elvin D.
Elvin D.
Arrdrews.

Brownlee III Trust
Brownlee fII Trustee
Texas

U.S. Citizen

U.S. Citizen

U.s. citsizen

U.S. citizen

U.S. Citizens

U.S. Citizen

# of Shares

9 ,4!6 / 8.154t

10,382 / 8.99L*

11,195 / 9.595*

t-0, ooo / e.aeo*

6,73L / S.AZS*

8,108 / 7.02L\

Reliance Trust FBO NBA 401K
Atlanta, Georgia

ilames Russell Sharnon
Arrdrews, Texas

Daniel D. Sullivan
l,ubbock, Texas

U.S. Citizen 9,828 / A.Srrt



Wilma Howell Tom
Andrews, Texas

3: (2) !{A

U. S. Cit,izen 9,6L4 / 8-325*
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Independent Auditors' Report

Board of Directors
Andrews Bancshares, Inc. and Subsidiaries
Andrews, Texas

We have audited the accompanying consolidated financial statements of Andrews
Bancshares, Inc. (an S Corporation) and Subsidiaries, (together referred to as the
"Company") which comprise the consolidated statements of financial condition as of
December SL, 2ot6 and zot5, and the related consolidated statements of income and
comprehensive income, stockholders' equity, and cash flows for the years then ended, and
the related notes to the consolidated financial statements.

Mana.gementbResponsibilityfortheFinolncio,lSto;tetnents

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

Auditor s' R eslronsibility

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

3

2626 JBS Parku,a1,
Suite A-200

Odessa. l'exas 79761
(4i2) 362-_1800

'[l+'o Fasken Center
550 West Te.ras Avenue
Midland.'Iexas 79701

(432) 683- r 8i_s

l2-5 East Bentler Boulevard
P. 0. Drarver flO

Hobbs- Nes' lvlex ico li8l-l l
1-57-s) -19-1-2 I 7l

rv\\'w..1 ll'lcpa.cor) l
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Aptnion

trn our opinion, the cstsdidated financiat statements referred to aboire present fuirly, in all
Eaterial rreqlects, the consolidated finaucial position of the CompanJ as of, December gr,
zot6 f its operations and its cash flows for the years
then generally aocepted in the Urdted States
ofAmeriea.

Odesoa,Te{as
February z&,zot7

4
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Andrews Bancshares, Inc. and S si es

Consolidated Statements of Financial C on

Decetnber gt, zot6 2O15

ASSETS
Cash and Cash Equivalents (Notes r, z and 3)

Cash and due from banks
Interest bearing deposits in other banks
Federal funds sold

$ 8,755,t47
19O40,977

r8,z6s,ooo

8,338,8o7
6,o32,o95

t8,8oo,ooo

Total cash and cash equivalents

Interest Bearing Time Deposits in Otfrer Banks (Note r)
Securities (Notes r and +)

Available for sale
Held to maturity
Restricted

Loans, Net (Notes r and S)
Premises and Equipment, Net (Notes r and 6)
OtherAssets

Goodwill and intangible assets (Notes r and rS)
Cash surrender value of life insurance policies (Note 8)
Other

z8,o6t,r,z4

3,935,266

3g,z3zr65o
53,o86

329,45o
97,969,tt2
3rO7Z,O65

7,798,4r8
3,643,ro3
r,r64,186

33,170,902

4,684,832

4r,ot6,589
74,60t

3zo,85o
92,83o,594

3,t45,2O6

7,798,4t8
3,543,857
r,r84,892

Total assets $ t79,298,46o t87,Vo,74r

LIABILITIFS AND STOCKHOLDERS' EQUITY
Liabilities

Deposits (Note Z)
Noninterest bearing demand
Interest bearing

$ 63,913,863
95,o35,O32

72,83t,8tt
92,44r,793

Total deposits

Other liabilities (Notes 8, 9 and rS)

rS8,948,895

1,.393,783

t65,273,6o4

3,694,628

Total liabilities t6o$42,678 t68,968,282

Comrnitnents and Contingencies (Notes 8, ro and rr)
Stockholders'Equity (Notes rB and 14)

Common stock; gr par value; 1,ooo,ooo shares authorized;
rzo,884 and 119,864 shares issued; tt5,478 and, t4,47o shares
outstanding at December 91, 2o1S and zot4, respectively

Paid-in capital
Retained earnings
Treasury stock, at cost, 5,4o6 and 5,394 shares at December 3r,

zor5 and zor4, respectively
Accumulated other comprehensive income

rzor884
6,59t,5t2

12,53(J1734

(3Ao,orr)
2,663

rr9,864
6,3o9,r56
L1,722,197

(ZzZ,6tS)
g78,gr3

Total stockholders' equity r8r9r5r78z r8,8o2,5o9

Total liabilities and stockholders' equi$ $ tz9,zi8,46o t87,77o,74r

See accompanying notes to consolidated financial statements.
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ews ancshares, Inc. and S si es

Consolidated Statements of Income and Comprehensive Income

Years End.ed Decetnber gt, zot6 2O15

Interest Income:
Loans
Securities
Federal funds sold
Deposits in other banks

$ 5,87436o
955,240

89,267
6t.6zz

5,592,14r
r,o48,278

rzo,3o8
49,7L7

Interest Enpense:
Deposits

6,988,494 6,8to,444

211,424 2o4,368

Net interest income
Provision for Loan Losses (Note S)

6r77z,o7o
t1675,592

6,6o6,o26
2t4,O22

Net interest income after provision for loan losses 9,o96,47E 6,392,o54

Noninterest Income:
Escrow, tract usage and closing fees
Service charges on deposit accounts
Title insurance premiums
Gains on sale of available-for-sale securities
Other

r,555,265
9oo1967
834,7o2
tz4,z64

r.9,s8.828

r,874,27o
r,o4o,425

995,250

1.593.155

4,774,o26 5,5O3,roO

Noninterest Exlrense:
Salaries and employee benefits
Occupanc-v and equi pnrent
Data processing
Directors'fees
Legal and audit fees
FDIC assessment
Supplies
Advertising and pronrotional
Other

B,625,,ttz
6t7,zog
28o,945
257,7oo
,^46,934
90,532
88,278
88,747

trt99,6zt

3,8gr,zSg
597,903
298,89r
259,6o7
r5o,9r6
96394

roo,58o
79,698

L,337,433

6,39o,o72 6,812,68r

NETINCOME

Other Comprehensive Income (Loss ) :
Net change in unrealized appreciation on Bank's securities

available-for-sale

3148o,432 5,o82,473

(sz6.zso) (ro.zs6)

$ z,5o4,r8z 5,O72,217TOTAL COMPREHENSIVE INCOME
See accompanying notes to con solidated financial stat ements.
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drews Bancs ares, Inc. and S sidi es

Consolidated Statements of Cash Flows

Years Ended Decetnber gt, zot6 2015

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

operating activities:
Depreciation expense
Net losses on other real estate and repossessed assets
Net gain on sale or calls of securities available for sale
Net amortization on securities available for sale
Net amortization on securities held to maturi$,
Provision for loan losses
(Increase) decrease in accnred interest receivable and other assets
(Decrease) increase in interest pavable and other liabilities

$ 3,48o,492 S,o8z,4Zg

334,885
(z6,So8)

(124,264)
77,6ro

5o
r,675,592

(82,97o)
(z,goo,8as)

327,496
83,7so

23,682
94

2L4,O22
Gg,css)

(r,8qo,zg6)

Net cash proyided by operating actirities t.or:.q82 s.7qr.288

Cash flows from investing activities:
Proceeds from sales, maturities and priucipal reductions ofsecurities alailable

for sale
Purchases ofsecurities available for sale
Proceeds from maturities and principal reductions ofsecurities held to nraturitl'
Purchases of re-stricted secu rities
Net increase in cash surrender ralue oflife insurance
Net decrease (increase) in interest bearing time deposits in other banks
Net increase in loans
Purchases of bank premises and equipment
Proceeds from sale offixed assets
Proceeds from sale of other real estate and repossessed assets

8,392,744
(r,538,4or)

zt1465
(8,6oo)

(99,246)
749,566

(6,9ri,43.4)
(223,744)

12rOOO
233,5o8

l.5,297,483
(r7,o45,73o)

34,2o6
(3z,9oo)
(92,rg7)

(z+g,Zo6)
(6,6+s,686)

(z6TBzz)

11,25O

Net cash provided br'(used in) investius actirities szr,8s8 (8,qss,saz)

Cash flows from financing activities:
Net (decrease) increase in demand deposits, NOW and savings accounts
Net increase (decrease) in certificates ofdeposit
Diridends paid
Stock issued
Purchase of treasury stock

(8,9r7,948)
2,593,239

(2,6jr,889)
288,376

(2,396)

(t7,528,r94)
(z64lz')

G,scs,ogs)
288,93o

(a,8+o)

Net cash (used in) financing activities (8,2rs,6r8) (zz,qszf,'zq)

Net increase (decrease) in cash and cash equir-alents
Cash and cash equiralents at beginning ofvear

(9,ro9,778)
33,17O,9O2

(zZ,6SS,SZ8)
60,83o,48o

Cash and cash equivalents at end ofyear $ z8,o6r,rz4 33,t70,902

Caslr paid during -vear for:
Interest

Non-cash investing and financing actirities:
Net change in unrealized appreciation on available-for-sale securities
Loans transferred to other real estate and rcpossessed assets

$

$

2o9378

976,25o
1()3,324

2o5,53o

(ro,z56)
87,ooo

Se e accompanying notes to consolidated financial statements.
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Andrews Bancshares, Inc. and S si ries

Notes to Consolidated Financial Statements

1. Summaryof
Significant
Accounting Policies

Andrews Bancshares, Inc. (the "Company"), its wholly owned subsidiary, the
National Bank of Andrews ("Bank"), and its wholly owned subsidiary,
Permian Basin Abstract Company ("Abstract"), conduct business in the
commercial and consumer banking industry. Abstract also conducts
business in the title insurance industry. The accounting and reporting
policies of the Company and its subsidiaries conform to accounting
principles generally accepted in the United States of America and to general
practices within the banking industry.

Following is a summary of the Company's more significant accounting and
reporting policies:

Princip le s of Cons o lidation

The consolidated financial statements include the accounts of the Company
and its subsidiaries. AII significant intercompany transactions have been
eliminated in consolidation.

Cash and Cash Equiualents

For purposes of the statement of cash flows, cash and cash equivalents
include cash on hand, amounts due from banks (includes interest bearing
other than time) and federal funds sold. Federal funds are normally sold for
one-day periods. The Company normally considers all highly liquid
investments with an initial maturity of less than ninety days to be cash
equivalents.

Interest Bearing Time Deposits in Other Banks

Interest bearing time deposits in other banks mature within one year and
are carried at cost which approximates fair value.

Secuntres Held to Maturtty

Bonds, notes and debentures for which the Company has the positive intent
and ability to hold to maturity are reported at cost, adjusted for premiums
and discounts that are recognized in interest income using the interest
method overthe period to maturity.

Securities Auailable for Sale

Available-for-sale securities consist ofbonds, notes, debentures, and certain
equrty securities not classified as held-to-maturity securities. Such
securities are carried at estimated fair value based on quoted market prices
in active markets for identical assets. ([.evel r, under the authoritative
guidance for fair value measurement).

10



ews ancshares, Inc. and S si es

Notes to Consolidated Financial State s

1 Summary of
Significant
Accounting Policies
(Continued)

Securttie s Auailable for Sale (Continued)

Unrealized holding gains and losses on available-for-sale securities are
reported as a net amount in comprehensive income and in a separate
component of stockholders' equity until realized.

Gains and losses on the sale of securities available for sale are determined
using the specific identification method and are included in earnings.

Any nontemporary declines in the fair value of individual available-for-sale
or held-to-maturity securities below their cost would result in write-downs
on the individual securities to their fair value. The related write-downs, if
any, have been included in earnings as realized losses. During zor5 and
zor4, the Company was not required to write-down any securities for such
market declines.

Premiums and discounts are recognized in interest income using the
interest method over the period to maturity.

Resficted Securities

Restricted securities consist of stock in depository institutions, including the
Federal Home Loan Bank and Federal Reserve Bank. Ownership in these
stocks is restricted and such stocks do not have a readily determinable fair
value. Accordingly, the Company reports these securities at cost.

Loans Receiuable

l.oans receivable for which management has the intent and ability to hold
for the foreseeable future or until maturity or payoff are reported at their
outstanding unpaid principal balances reduced by any charge-offs or specific
valuation accounts and net ofany deferred fees or costs on originated loans,
or unamortized premiums or discounts on purchased loans.

toan origination fees and certain direct origination costs are generally
recogrrized in the period in which fees were received and/or costs were
incurred. Under accounting principles generally accepted in the United
States ofAmerica, such fees and costs are deferred and recognized over the
life of the loan as an adjustment of the yield. As of December 3r, zo16 and
2015, management believes that the effect of not deferring such fees and
costs, and amortizing them over the life of the related loan does not
materially affect the financial position of the Company.

The accrual of interest on impaired loans is discontinued when, in
management's opinion, the borrower may be unable to meet payments as

they become due. When interest accrual is discontinued, all unpaid accrued
interest is reversed. Interest income is subsequently recognized only to the
extent cash payments are received.

11



Andrews Bancshares, Inc. and Subsi es

Notes to Consolidated Financial Statements

1 Summary of
Significant
Accounting Policies
(Continued)

Loans Receiu able (Continued)

A loan is considered impaired when it is probable, based upon current
information and events, the Company will be unable to collect all
contractual principal and interest pa)rynents due in accordance with the
terms of the loan agreement. Impaired loans are accounted for at the net
present value of expected future cash flows, discounted at the loan's
effective interest rate, t}re observable market price of the loan or at the fair
value of the collateral if the loan is collateral dependent.

The Company grants commercial, real estate, and consumer loans to
customers primarily in the Permian Basin of West Texas. Although the
Company has a diversified loan portfolio, a substantial portion of its
debtors' ability to honor their contracts is dependent upon the general
economic conditions of the area.

Allouance for Lo an losses

The allowance for Ioan losses is maintained at a level, which, in
management's judgment, is adequate to absorb credit losses inherent in
the loan portfolio, including unfunded credit commitments. The amount
of the allowance is based on management's evaluation of the collectability
of the loan pordolio. To perform this analysis, management divides the
loan portfolio into porffolio segments, which are further divided into
classes. A portfolio segment is the level at which management develops
and documents a systematic methodology to determine the allowance for
loan losses, and a segment class is the subdivision of a portfolio segment
based on the initial measurement attribute, risk characteristics and
methods for assessing risk.

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

L2



Andrews ancshares, Inc. and S si es

Notes to Consolidated Financial Statements

1. Sumrnary of
Significant
Accounting Policies
(Continued)

Alloutance for Loan losses (Continued)

Below is a summary of the segments of the Company's loan porffolio:

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

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

Consumer - This pordolio segment consists of non-real estate loans
to consumers. This includes unsecured revolr,ing lines as well as

secured loans such as auto and personal loans. The risks inherent to
this portfolio segment include those factors that would impact the
consumer's ability to meet their obligations under the loan. These
include increases in the local unemployment rate and fluctuations in
consumer and business sales.

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

The segment also includes loans to companies in the dairy and cattle
industries and farmers. [,oans in the segment are secured by
collateral including, cattle, equipment and real estate. Risks inherent
in this porffolio segment include adverse changes in climate,
fluchrations in feed and cattle prices and changes in property values.

Credit Quality Indicators

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

13



Arrdrews Bancshares, Inc. and S si es

Notes to Consolidated Financial State

1. Surnmary of
Signifrcant
Accounting Policies
(Continued)

Allowance for Loan losses (Continued)

Credit Quality Indicators (Continued)

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

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

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

Consumer - Management considers the debt to income ratio of the
borrower, the borrower's credit history, the availability of other credit
to the borrower and the borrower's past-due history to be primary
credit quality indicators for unsecured loans. In addition to the credit
quality indicators for unsecured loans, management also considers the
estimated value of the underlying collateral in assessing secured
consumer loans.

Other - Management considers changes in the local economy, changes
in property values, and changes in local unemployment rates to be key
credit quality indicators of the loans in the r-4 family residential loan
segment. In assessing risk associated with agriculture loans,
management considers the borrowers cash flows, the value of the
underlying collateral and sources for secondary repayment to be
primary credit quality indicators.

Although management uses available information to recognize losses on
loans, because of uncertainties associated with local economic conditions,
collateral values, and future cash flows on impaired loans, it is reasonably
possible that a material change could occur in the allowance for loan losses
in the near term. However, the amount of the change that is reasonably
possible cannot be estimated. The allowance is increased by a provision for
loan losses, which is charged to expense and reduced by charge-offs, net of
recoveries. Changes in the allowance relating to impaired loans are charged
or credited to the provision for loan losses.
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e\trs ancshares, Inc. an S si es

Notes to Consolidated Financial Statements

1 Summaryof
Signifrcant
Accounting Policies
(Continued)

Premises and Equipment

I^and is stated at cost. Buildings, equipment and furniture are stated at cost
less accumulated depreciation. Depreciation is recognized on t}re straight-
line method over the estimated useful lives of the assets. The estimated
useful lives range from 5 to 45 years. Gains or losses on dispositions are
credited or charged to income. Maintenance, repairs and minor
improvements are charged to expense as incurred.

Foreclosed Assets

Assets acquired through, or in lieu of, loan foreclosure are held for sale and
are initially recorded at fair value at the date of foreclosure, establishing a
new cost basis. Subsequent to foreclosure, valuations are periodically
performed by management and the real estate is carried at the lower of cost
or fair value less cost to sell. Revenue and expenses from operations and
changes in the r.zluation allowance are included in other noninterest
expense.

Goodtuill and Intangible Assets

Goodwill represents the excess of cost of the entity acquired over the fair
value of its net tangible and identifiable intangible assets at the date of
acquisition. The intangible assets are primarily the Title plant acquired in
the acquisition ofAbstract, and Abstract's acquisition discussed at note 15.

Such assets have an indefinite life. Goodwill and indefinite life intangible
assets are reviewed annually for impairment.

Federal Income Taxes

The Company has elected to be taxed under Subchapter S sections of
federal income tax law, which provide that, in lieu of corporation income
taxes, the stockholders separately account for their pro rata shares of the
Company's income, deductions, losses, and credits. As a result of this
election, the Company is no longer liable for income taxes.

Because the Compan5r's stockholders are obligated to pay federal rncome
taxes on the earnings of the Company, the Company expects to declare
cash dividends sufficient to fund stockholder tax payments as they come
due.

Tax years open for examination for taxing authorities include the years
from zor3 through zo16.

Aduertising Expenses

All advertising costs are expensed when incurred. Advertising expenses
were approximately $B4,ooo and $8o,ooo for the years ended December

31, 2016 and 2or5, respectively.
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An ews Bancshares, Inc. and S si es

Notes to Consolidated Financial State

1. Surrmaryof
Significant
Accounting Policies
(Continued)

Off- B alan c e- S h e e t Financi a I I n sttume nt s

In the ordinary course of business the Company has entered into off-
balance-sheet financial instruments consisting of commitments to extend
credit and standby letters of credit. Such financial instruments are
recorded in the financial statements when they are funded or related fees
are incumed or received.

Fair Values of Financiallnstruments

According to the authoritative guidance on fair value of financial
insfuments, the Company is required to disclose the estimated fair value
of its financial instruments (assets and liabilities). For the Company, as for
most financial institutions, the bulk of its assets and liabilities are
considered financial instruments as defined by the authoritative guidance.
However, many of these instruments lack an available trading market, as
characterized by a willing buyer and seller engaging in an exchange
transaction. Also, it is the Company's general practice and intent to hold
its financial instruments, other than available-for-sale securities, to
maturity and not to engage in trading or sales activities with those
instruments. Therefore, the Company had to use significant estimations
and present value calculations to prepare this disclosure.

Changes in the assumptions or methodologies used to estimate fair values
may materially affect the estimated amounts. Also, management is
concerned that there may not be reasonable comparability between
institutions due to the wide range of permitted assumptions and
methodologies in the absence of active markets. This lack of uniformity
gives rise to a high degree of subjectivity in estimating financial instrument
fair values. Fair values have been estimated using data that management
considered the best available, as generally provided in the Company's
Regulatory Reports, and the estimation methodologies deemed suitable for
the pertinent category of financial instrument. The carrying amounts are
the amounts at which the financial instruments are reported in the
financial statements.

The following methods and assumptions were used by the Company in
estimating fairvalues of financial instruments as disclosed herein:

Cash and Cash Equiualents - The carrying amounts of cash and short-
term instruments approximate their fair value.

Held-to-Maturity and Auailable-for-Ssle Securines - Fair values for
investment securities, excluding restricted equity securities, are based
on quoted market prices. The carrying values of restricted equity
securities approximate fair values.

r6



e\ils ancshares, Inc. and S si es

Notes to Consolidated Financial Statements

1. Summary of
Signfficant
Accounting Policies
(Continued)

Fair Values of Financial Instraments (Continued)

Loans Receiuable - For variable-rate loans that reprice frequently and
have no significant change in credit risk, fair values are based on
carrying values. Fair values for certain mortgage loans (for example,
one-to-four family residential), credit card loans, and other consumer
loans are based on quoted market prices of similar loans sold in
conjunction with securitization transactions, adjusted for differences in
loan characteristics. Fair values for commercial real estate and
commercial loans are estimated using discounted cash flow analyses,
using interest rates currently being offered for loans with similar terms
to borrowers of similar credit quality. Fair values for impaired loans are
estimated using discounted cash flow analyses or underlying collateral
values, where applicable.

Deposit Liabilities - The fair values disclosed for demand deposits are,
by definition, equal to the amount payable on demand at the reporting
date (that is, their carrying amounts). The carrying amounts of
variable-rate, fixed-term money market accounts and certificates of
deposit (CDs) approximate their fair values at the reporting date. Fair
values for fixed-rate CDs are estimated using a discounted cash flow
calculation that applies interest rates currently being offered on CDs to
a schedule of aggregated expected monthly maturities.

Off-Balance-Sheet Instruments - Fair values for off-balance-sheet
lending commitments are based on fees currently charged to enter into
similar agreements, taking into account the remaining terms of the
agreements and the counterparties' credit standing.

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 and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Recently I ssaed Accounting Pronouncements

In January of zot4, the Financial Accounting Standards Board ("FASB")
issued Accounting Standards Update CASU") No. zor4-oz, Accounttng for
Goodwill (a consensus of the Private Company Council). The amendments
in this update allow an accounting alternative for the subsequent
measurement of goodwill. An entity within the scope of the amendments
that elects the accounting alternative in this Update should amortize
goodwill on a straight-line basis over 10 years, or less than ro years if the
entity demonstrates that another useful life is more appropriate.
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Notes to Consolidated Financial St s

1. Summaryof
Significant
Accounting Policies
(Continued)

Recently Issued Accounting Pronouncements (Continued)

An entity that elects the accounting alternative is further required to make
an accounting policy election to test goodwill for impairment at either the
entity level or the reporting unit level. The accounting alternative, if
elected, should be applied prospectively to goodwill existing as of the
beginning of the period of adoption and new goodwill recognized in
annual periods beginning after December 15, zot4, and interim periods
within annual periods beginning after December rS, 2o1S. Early
application is permitted, including application to any period for which the
entity's annual or interim financial statements have not yet been made
available for issuance. Management has determined not to adopt the
provisions of this update.

In April of zor4, the FASB issued ASU No. zor4-o8, Reporting
Discontinued Operations and Disclosures of Dtsposals of Cornponents of
an Entity. The amendments in this update change the requirements for
reporting discontinued operations in Subtopic 2o5-2o. A disposal of a

component of an entity or a group of components of an entity is required
to be reported in discontinued operations if the disposal represents a
strategic shift that has (or will have) a major effect on an entity's
operations and financial results when any of the following occurs:

1. The component of an entity or group of components
entity meets the criteria in paragraph zo5-zo- 4S-rE
classified as held for sale.

2. The component of an entity or group of components of an
entity is disposed ofby sale.

3. The component of an entity or group of components of an
entity is disposed of other than by sale (for example, by
abandonment or in a distribution to owners in a spinoff). A
business or nonprofit activity that, on acquisition, meets the
criteria in paragraph zoS-2o-4S-LE to be classified as held for
sale also is a discontinued operation.

The amendments in this Update require an entity to present, for each
comparative period, the assets and liabilities of a disposal group that
includes a discontinued operation separately in the asset and liability
sections, respectively, of the statement of financial position and
additional disclosures. The amendments in this Update should be applied
prospectively to both of the following:

of an
to be
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Notes to Consolidated Financial Sta nts

1. Sumrnary of
Significant
Accounting Policies
(Continued)

Recently Issued Accounting Pronouncements (Continued)

1. All disposals (or classifications as held for sale) of components of
an entity that occur within annual periods beginning on or after
December tS, 2or4, and interim periods within annual periods
beginning on or after December 15, 2o1S

2. All businesses or nonprofit activities that, on acquisition, are
classified as held for sale that occur within annual periods
beginning on or after December 15, 2014, and interim periods
within annual periods beginning on or after December 15, 2015.

An entity should not apply the amendments in this Update to a component
of an entity, or a business or nonprofit activity, that is classified as held for
sale before the effective date even if the component of an entity, or business
or nonprofit activity, is disposed of after the effective date. Early adoption is
permitted, but only for disposals (or classifications as held for sale) that have
not been reported in financial statements previously issued or available for
issuance.

In September 2oL4, the FASB issued ASU No. zor4-t1, Presentation of
Financial Statements- Going Concern (Subtopic zo7-4o): Disclosure of
Uncertainties qbout an EquitA's Ability to Continue as a Going Concern The
amendments in this update define when and how companies are required to
disclose going concern uncertainties, which must be evaluated each interim
and annual period. Specifically, the ASU requires management to determine
whether substantial doubt exists regarding the entity's going concern
presumption. Substantial doubt about an entity's ability to continue as a
going concern exists when relevant conditions and events, considered in the
aggregate, indicate that it is probable that the entity will be unable to meet
its obligations as they become due within one year after the date that the
financial statements are issued (or available to be issued). If substantial
doubt exists, certain disclosures are required; the extent ofthose disclosures
depends on an evaluation of management's plan (if any) to mitigate the
going concern uncertainty. The new standard applies prospectively, for both
public and private entities, to annual periods ending after December r5,
zo16, and to annual and interim periods thereafter. Early adoption is
permitted.
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1. Summary of
Significant
Accounting Policies
(Continued)

Recently I ssued Accounting Pronouncements (Continued)

In December 2cl4, the FASB issued ASU No. zor4-r8 Business
Combinations (Topic 8og): Accounting for ldentifiable Intangible Assets in
a Eusiness Combination (a consensus of the Piuate Company Council).
ASU zor4-r8 provides private companies that recognize intangible assets as
a result of applying the acquisition method under Topic 8o5, accounting for
equity method "basis differences" under Topic 923, or in connection with
fresh-start accounting under Topic 852 with t}le option of not recognizing
two basic types of intangible assets. Specifically, a private company may
elect not to separately record (i) noncompetition agreements and (ii)
customer related intangible assets unless they are capable of being sold or
licensed independently from the other assets of the business. Rather, those
assets would be included in goodwill. Entities making the election are also
required to elect the option to amortize goodwill under ASU zot4-oz. If.
elected, the accounting alternative should be applied to eligible transactions
in fiscal years beginning after December 1s, 2015. Specifically, if the first
eligible transaction occurs in the first fiscal year beginning after December
lS, 2015, the elective adoption will be effective for that year's annual
financial reporting and all interim and annual periods thereafter. If the first
eligible transaction occurs in fiscal years beginning after December 15,
zot6, the elective adoption will be effective in the interim period that
includes the date of the first in-scope tansaction and subsequent interim
and annual periods thereafter. Early application is permitted for any
interim and annual financial statements that have not yet been made
available for issuance. Management has determined not to adopt the
provisions of this update.

Lease Accounting

In February zo16, the FASB issued ASU zo16-o2, Leases (Topic 842) wllch
is effective for nonpublic companies beginning after December 15, 2019.
Early application is permitted. Under the new provisions, all lessees will
report a right-of-use asset and a liability for the obligation to make
pal,rnents for all leases with the exception of those leases with a term of rz
months or less.

All other leases will fall into one of two categories:

. Financing leases, similar to capital leases, will require the recogaition
of an asset and liability, measured at the present value of the lease
pa1'rnents.

o Interest on the liability will be recogrrized separately from
amortization of the asset.

o Principal repayments will be classified as financing outflows and
payments of interest as operating outflows on the statement of
cash flows.
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1.

D

Summary of
Significant
Accounting Policies
(Continued)

Concenfations of
Credit Risk

Restriction on Cash
and Due From
Banks

Recently Issued Accounting Pronouncements (Continued)

Lease Accounting ( Continued)

. Operating leases will also require the recognition of an asset and
liability measured at the present value of the lease payments.

o A single lease cost, consisting of interest on the obligation and
amortization of the asset, calculated such that the amortization of
the asset will increase as the interest amount decreases resulting in
a straightJine recognition oflease expense.

o AII cash oudlows will be classified as operating on the statement of
cash flows.

Lessor accounting remains substantially unchanged with the exception that
no leases entered into after the effective date will be classified as leveraged
leases.

Management does not believe these new standards will have a material
impact on its consolidated financial statements.

Reclassifications

Certain reclassifications harc been made to conform with the zo16
presentation.

The Company maintains cash balances, including federal funds sold, at
several financial institutions. Accounts at each institution are insured by
the Federal Deposit Insurance Corporation up to $z5o,ooo. Uninsured
balances aggregate to approximately $r9,9o4,ooo and $zr,z75,ooo at
December 3r, zo16 and zor5. The Company has not experienced any losses
in such accounts and believes it is not exposed to any significant credit risk.

The Company was required to have approximately $2,3o9,ooo and
$z,75o,ooo on hand or on deposit with the Federal Reserve Bank to meet
regulatory reserye and clearing requirements at December 3t, zot6 and
zor5, respectively.

3
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Notes to Consolidated Financial Statements

4. Investrnent
Securities

Investment securities have been classified in the consolidated statement of
financial condition according to management's intent. All fair values are
based on quoted prices in active markets for identical assets (kvel r). The
amortized cost of securities and their approximate fair values at December
3t, zo16 and zot5, were as follows:

AVAILABLE FOR SALE
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value

December3r, zo16:
U.S. Government agency

obligations
State and local municipal

obligations - nontaxable
State and local municipal

obligations - taxable
Mortgage backed pass-through
SBAloan pools
US Treasury Bill

Available for Sale

December 31, 2t)15:
U.S. Government agency

obligations
State and local municipal

obligations - nontaxable
State and local municipal

obligations - taxable
Mortgage backed pass-through
SBA loan pools

Amortized
Cost

$ tz,79t,V8

2r,968,148

2,OOO,OOO

2,977,729
3oo.6zr

$ 9,23o,844

r9,o85,98o

2TOOOTOOO
zrt66rzo6

246,946
5OO,O11

5rr986

287fi4s

z69,gzo
17,748_

6

(sg,gs+)

(S4o,roj)

(go,o5z)
(+zg)

9rzz9,476

r8,833,2r8

zrz6grgzo
2rl53r9o2

z46rgt7
5()O,()17

$ 3g,zzg,g87 6z6,6o5 (6zg,g+z) 33,23e,65o

Gross
Unrealized
Gains

Gross
Unrealized
[.osses

Fair
Value

r89,369

SSt,607

243,780
45,481

(zo,77z)

(9,zzt)

tz,g6o.,37S

22,510,534

(zo,5s4 )
0n)

2,243,78o
3,OOZ,056

299,844

$ 4o,o97,676 1,o3o,237 (St,gz4 ) 4r,o16,589
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Notes to Consolidated Financial Statements

4. Investrnent Securities
(Continued)

HELDTO MATURITY
Amortized

Cost

Gross

Unrealized
Gains

Gross

Unrealized
Losses

Fair
Value

December 3r, eor6:
Mortgage backed pass-through

HELDTO MATURITY

$ 53,o86 rr56o (r) s4,64s

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

[,osses
Fair

Value

December 31, 2015:
Mortgage backed pass-through $ z+,6or 2,490 77.Oqt

Investment securities also include restricted securities with a cost of
$929,45o and $32o,85o at December 3t, zot6 and 2or5, respectively. The
carrying values approximate fair values.

Investment securities with fair values of approximately $rt,689,ooo and
$r5,z3t,ooo at December 81, 2016 and 2o15, respectively, were pledged to
secllre public deposits and for other purposes required or permitted by law.

The scheduled maturities of investment securities at December 3t, zot6
were as follows:

Available for Sale
Amortized

Cost
Fair

Value
Due in one year or less
Due in one to five years
Due in five to ten years
Due after ten years

$ z,8g7,l^8g
r4r36o,o78
6,969,899
9,648,88r

2,864,643
l.4356,666
6,3,z6,7ot

9,684,64o

$ 3g,zzg,g87 33,232,65o

Held to Maturitv
Amortized Fair

Cost Value
Due in one year or less
Due in one to five years
Due in five to ten years
Due after ten years

$ 2,696 z,61s
r5,r74 r5,43r

32r()92 33,175
3,184 8,884

54,645$ 53,o86
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4. Investnent
Securities
(Continued)

December 3r, zo16

The maturity distribution above is based on contractual lives of the
underlying securities. Management believes a significant portion of the
mortgage backed securities will pay down prior to the end of their
contractual lives. Some securities may have call dates which are not
reflected in the above maturity disuibutions.

The following table discloses, as of December 3t, zo16 and zor5, the
Company's investment securities that have been in a continuous unrealized
loss position for less than rz months and those that have been in a
continuous unrealized loss position for rz or more months:

kss Than rz Months rz Months or Greater

Category
Fair

Value

Gross
Unrealized

Losses
Fair

Value

Gross
Unrealized

Losses

Mortgage backed securities -
AI'S

U.S. Government agency
obligations - AFS

State and local municipal
obligations - nontaxable

SBAloan pools - AI'S

$ 479,8a7

995,444

to,6otrt93

(z8,roz)

(4r,ooB)

(Szg,z48)

rro75ro6o

2,986,ro5

913,r84
246,5t7

(r,g+s)

(rz,gSr)

(ro,8S9)
(+zs)

$ 12,o76,494 (Sg8,gS8) 5,22o,866 (zS,S8+)

December 81, 2015 [.ess Than rz Months rz Months or Greater

Category
Fair

Value

Gross
Unrealized

Losses
Fair

Value

Gross
Unrealized

Losses

Mortgage backed securities -
AFS

U.S. Government agency
obligations - AFS

State and local municipal
obligations - nontaxable

SBAloan pools - AFS

$ r,o35,558 (t7,4t6)

433,O42 (s,r+z)

294,772

z,g77,t8s

49r,8rr
299,844

(3,r38)

(zo,ZZz)

(q,oz4)
0n)

$ r,a68,6oo (zz.c6q) 4.063.610 b8.z6t)

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 (r) the length of
time and the extent to which the fair value has been less than cost, (z) 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.
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4. Investrnent
Securities
(Continued)

At December 31, 2016, five (S) mortgage backed securities have unrealized
losses with aggregate depreciation of less than zo/o from the Company's cost
basis. This unrealized loss is principally due to interest rates. No credit issues
have been identified that cause management to believe the declines in market
value are other than temporary. In analyzing the issuer's financial condition,
management considers industry analysts' reports, financial performance and
projected target prices of investnent analysts within a one-year time frame.
As management has the ability to hold debt securities until maturilv, or for
the foreseeable future if classified as available for sale, no declines are deemed
to be other than temporary.

At December 31, 2016, eighteen (t8) state and local municipal obligations -
nontaxable have unrealized losses with aggregate depreciation of less than 5%
from the Company's cost basis. This unrealized loss is principally due to
interest rates. No credit issues have been identified that cause management to
believe the declines in market value are other than temporary. In analyzing
the issuer's financial condition, management considers industry analysts'
repofts, financial performance and projected target prices of investment
analysts within a one-year time frame. 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.

At December 3t, 2ot6, four (+) U.S. government agenc:y- obligations have
unrealized losses with aggregate depreciation of less than zo/o from the
Company's cost basis. These unrealized losses are principally due to interest
rates. No credit issues have been idenffied that cause management to believe
the declines in market value are other than temporary. In analyzing the
issuer's financial condition, management considers industry analysts' reports,
financial performance and projected target prices of investment analysts
within a one-year time frame. 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.

At December 31, 2016, one (r) SBA loan pool has an unrealized loss with
aggregate depreciation of less than r% from the Company's cost basis. This
unrealized loss is principally due to interest rates. No credit issues have been
identified that cause management to believe the declines in market value are
other than temporary. In analyzing the issuer's financial condition,
management considers industr-v analysts' reports, financial performance and
projected target prices of investment analysts within a one-year time frame.
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.
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5. Loans and
Allowance for
Loan Losses

Major classifications of loans are summarized as follows at December 3t:

zot6 2tr15
Commercial
Real estate
Consumer
Other

$ ss,ss7,o46
5(),547,r25
4,442,456
9,296,895

35,r89,r28
43,984,538

5.ts75,69o
9,925,507

99,823,522
(r,8s4,4ro)

94,474,863
(t,6++,zzo)Less - allowance for loan losses

Loans, net $ g7,g6g,ttz 92,83o,593

Allowance for Loan Losses and Recorded Invesfnent in
Financing Receivable for the Years Ended December 3r, zo16 and zor5

Commercial Real Estate Consumer Other Total
Allowance for loan losses:
Balance at December 31, 2014

Charge-offs
Recoveries
Provision

$ 49r,o83
(ro,4z5)

tst,784

663,87o

ror,6Sr

r3r,z66
(r4,9og)

48o
(zs,zzz)

r68,883

3,864

L,455,1O2
(zs,g34)

480
214,O22

Balance at December 31, 2ors
Charge-offs
Recoveries
Provision

612,442
(r,rz6,13o)

r,s86,6+s

76g,5zt
(z5o,ooo)

344,42t

93,560
(8g,Z8o)

458
s8,o8s

L72,747

(rsg,.ssz)

t,644,27o
(t,469,9to)

458
t,6zs,s92

Balance at December 3t, zot6 $ 87z,9SS 859,942 1O2,323 19,r9o r,854,4ro

Classification Commercial Real Estate Consumer

Credit Quality Indicators
As of December grrzot6

Other Total

Pass
Watch
OAEM
Substandard
Doubfful

S 3o,345,52r
48g,ztz

3,493,696
l,zt4,6t7

46,749,ot5
2,O95,453

t,o64,897
6s7,76o

4,414,399
5,484

L,o97
2t,476

7,262,788

t,634,567

399,540

88,77t,723
2,584,t49
5rtzB,z63
2,z8o,6Ll
t,o58,776

Total S 35,537,o46 So,S47,r2s 4,442,456 9,296,895 99,8z},Szz
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Notes to Consolidated Financial Statements

5. Loans andAllowances
for Loan Losses
(Continued)

Credit Quality Indicators
As of December 3r, zor5

Classification Commercial Real Estate Consumer Other Total

Pass
Watch
OAEM
Substandard
Doubtful

S 3o,66r,735
2,991,5O4

159,77L
t,376,tt8

4r3t6,587
354,800

2,313,151

5,351,525 9,925,507

24,t65

87,zss,gs4
3346.,3o,4

r59,777

3,713,434

Total $ 35,189,128 43,984,559 5375,690 9,92s,so7 94,474,86s

Age Analysis of Past Due Financing Receivables
As of December 81, 2016

Cateeon' qo-qq davs 6o-8q >go
Total Past

Due
Recorded

Current Investment

Commercial
Real Estate
Consumer
Other

325,353
459,578
L94,3r9

5L,444
63e,588

2o,756
t85,zz3

376,797
r,zV389

215,O75

95,160,249
49,269,736
4,22738t
c.zc6.8qs

35,537,0,46
50,547,t25
4,442,456
q.zq6.8qs

s

Total $ q7g.2.Eo zoa.z88 r85,zz3 r,86q,z6r gz,gsq,z6t 99,823,s22

Age Analysis of Past Due Financing Receivables
As of December 3r, zor5

Catesorv qo-qo davs 5o-8o >90
Total Past

Due
Recorded

Current Investment

Commercial
Real Estate
Consumer
Other

54t,734
826,989
z98,o9r

56,r68
825,5r3
29,o37

597,902
r,659,983

327,t28

34,59t,226
42,324,555
5,O48,562
9.925.507

35,r89,r28
43,984,538

5,375,69O
9,92.5.507

s
7,481

Total S r,666,814 910,718 7,481 2,585,or3 9r,889,85o 94,474,865

Loans, contractually delinquent over ninelv days, which continued to accrue
interest, amounted to approximately $e,4oo and S7,5oo at December 31,
zo16 and zot5, respectivelv.

Overdrawn demand deposits reclassified as loan balances totaled S2o,o51
and Sr7,o57 at December 31, 2016 and zot5, respectively.
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Notes to Consolidated Financial Statements

5.

6.

Loans and
Allowance for
Loan Losses
(Continued)

Premises and
Equipment

7. Deposits

Land
Building and improvements
Furniture and equipment

Loans considered to be impaired have carrying values of approximate\
$619,ooo and $985,ooo at December 31, 2016 and zor5. The total
allowance for loan losses related to these loans was approximately S-o- in
zo16 and zor5. The average recorded invesfnent in impaired loans during
zo16 and 2015 was insignificant. No additional funds are committed to be
advanced in connection with these loans. Additionally, there was no
significant interest income recognized on impaired loans for cash payments
received for the year ended December 31, 2016 and zor5.

Major categories of premises and equipment are summarized as follows at
December 3r:

eor6 2O15

$ z3r,r89
4ro34'o56
tr9o9,64o

z3r,r89
4,O1L,241.
t,67o,7tt

6,t74,889
(3,roz,8zo)

5,913,141
(2,767,99s)Less accumulated depreciation

$ s,o72,o6s 3,t4s,zo6

Depreciation expense was approximately S335,ooo and g3z7,ooo in zo16
and zot5, respectively.

Deposit accountbalances are summarized as follows at December 3r:

zot6 201.5

Noninterest bearing demand
Interest bearing demand
Savings deposits
Certificates of deposit (CDs), less
than Sroo,ooo

CDs, gtoo,ooo and greater

$ 63,919,863
54$94.,394
ztr9t81645

5,655'929
l-gro69ro64

72,83t,8tt
49,749,669
z3,zoz1895

5,7tO,56t
t3,V8,668

$ 158,948,895 165,279,6o4

At December 3r, 2016, the scheduled maturities of CDs are as follows:

2oL7 $ 18,452,23o
zorS r93,S31
2Or9 22,394
2o2o 63,136
Thereafter t1,Toz

$ 18,724,993
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8 Employee Benefrt
Plans

D efer r e d Comp ens ation P lans

The Bank has an Executive Deferred Compensation ("EDC") plan, a

nonqualified executive benefit plan in which eligible Bank executives
voluntarily elect to defer some portion of current compensation in exchange
for the Bank to pay a deferred benefit. The plan provides death and
retirement benefits to such employees. The deferred period is the number of
years to retirement for each employee. The recorded obligation at December
3r, zo16 and zor5 was approximately g7r9,ooo and $65o,ooo, respectively.
Expense related to the EDC plan was approximately $54,ooo and $49,ooo
for the years ending December gt, 2016 and zot5, respectively.

The Bank has a Director Deferred Compensation ("DDC") plan, a
nonqualified deferred compensation plan, which provides deferral of all or
part of director fees earned by plan participants. The deferral period is the
number of years to retirement. The recorded obligation for the plan was
approximately $r59,ooo and $36z,oo0 at December 3t, zot6 and zot5,
respectively. Expense related to the DDC plan was approximately $z5,ooo
and $3z,ooo for the years ending December 3r, zo16 and zor5, respectively.

In order to fund the post-retirement benefits of the EDC and DDC plans, the
Bank purchased life insurance policies on each of the ofEcers and directors
participating in the plans. The cash values of such policies were $3,649,ro3
and $3,543,587 at December 3r, zo16 and zor5, respectively.

Defined Contribution Plan and qot(k) Employee Stock Ownership Plan

The Company has a defined contribution plan for which substantially all
employees are eligible to participate after one year of service. Employees
who participate in the plan may contribute from ro/o to tzoA of their salary.
The Company generally matches a portion of the employee contributions up
to 6Yo of the employee's salary. Participants in the plan are vested in the
Company's matching contributions over a six-year period.

Effective November 15, 2org, the Company amended the previous plan by
adopting the +ot(k) Employee Stock Ownership Plan ("KSOP" or the "Plan").
The Plan covers substantially all of their employees, effective January l,
zor4. Under the Plan, eligible employees may choose to reduce their
compensation and have these amounts contributed to the PIan on their
behalf. Contributions to the Plan by t}re Company will be invested in a

manner selected by the employee while both employer matching and
discretionary contributions can be made with either cash or Company stock.
Discretionary employee matching contributions shall be made for
Participants who are employed on any day of the PIan Year; the matching
contributions shall be determined by the Company each year. For zo16 and
2o1S, the matching percentages were dollar for dollar up to 6% of eligible
compensation. The Company made total contributions of approximately
g151,ooo and $r43,ooo for the years ending December 3r, zot6 and zot5,
respectively. As of December 3r, zo16, the KSOP owns 6,78t shares or
approximately 5.872"/o of the outstanding common stock of the Company.
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9. Other Liabilities

1<r. Financial
Insfuments

Estimated earnout payable (Note tS) $
Escrow deposits payable
Post retirement benefits payable
Other liabilities

Other liabilities are summarized as follows at December 3r

zot6 2015

53,o66
,'8,473,
877.38r
344,863

r,o32,668
1,2o4,322
1,o11,523

446,rrs

$ 1,399,783 s,694,628

Financial Instruments with Off-Balance Sheet Risk

The Company 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 to extend
credit and standby letters of credit. Those instruments involve, to varying
degrees, elements of credit and interest rate risk in excess of the amount
recognized in the accompanying consolidated statements of financial
condition.

The Company's exposure to credit loss in the event of nonperformance by
the other party to the financial instrument for commitments to extend credit
and standby letters of credit is represented by the contractual amount of
these instmments.

The Company uses the same credit policies in making commitments and
conditional obligations as it does for on-balance sheet instmments. At
December 3r, zo16 and zor5, the approximate amounts of these financial
instruments are as follows:

zor6 2O15

Commitments to extend credit
Standby letters of credit

$ r5rr8orooo
8o4rooo

14,521,OOO
886,ooo

$ r5,984,ooo 15,4O7,OOO

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.
Commitrnents generally have fixed expiration dates or other termination
clauses and may require payment of a fee. 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 Company eraluates each customer's creditworthiness on a case-by-case
basis. The amount of collateral obtained if deemed necessary by the
Company upon extension of credit is based on management's credit
evaluation of the counterparty. Collateral held varies but may include cattle,
real estate, oil and gas properties, accounts receirable, in entory, equipment
and income-producing commercial properties.
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ltr. Financial
Insfuments
(Continued)

Standby letters of credit are conditional commitments issued by the
Company to guarantee the performance of a customer to a third party.
Those guarantees are primarily issued to support public and private
borrowing arangements, including commercial paper, financing and
similar transactions. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan facilities to
customers. In the event the customer does not perform in accordance with
the terms of the agreement with the third party, the Company would be
required to fund the commitment. The maximum potential amount of
future payments the Company could be required to make is represented by
the contractual amount shown in the table above.

If a commitment is funded, the Companywould be entitled to seek recovery
from the customer. As of December 31, zo16 and 2o1S, no amounts have
been recorded as liabilities for the Company's potential obligations under
these guarantees.

Foir Value of Financial Instruments

The estimated fair values of the Company's financial instruments were as
follows at December 3r:

zot6
CarrvAmount Fair Value

Financial Assets (Liabilities)

Cash and short-term
investments

Securities available for sale
Securities held to maturity
Restricted securities
Ioans receivable
Deposits

3r,996390
3,3rzgz,65o

53,o86
329,45o

97,969rtt2
(rS8,g+8,89S )

3r'996,39o
33,232,65o

54,645
329,45o

98ru7rooo
(rg7,597,ooo)

$

CarryAmount

Financial Assets (Liabilities ) :

Cash and short-term
investments

Securities available for sale
Securities held to maturity
Restricted securities
lnans receivable
Deposits

$ 37,855,734
4r,ot6,589

74,60t
32o,85o

92,83o,594
(t6S,z7S,6o4)

37,855,734
4r,or6,589

77,O9r
3zo,85o

g2,5t7,OOO
(r57,975,ooo )

The fair value of the off-balance sheet financial instruments is not
significant to these financial statements.
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11 Commitrnents and
Contingencies

a2 Related Party
Tlansactions

19. Restrictions on
Undivided Profits
ofBank

14. Regrrlatory Matters

At December 31, 2016, future minimum annual rental commitments under
noncancelable operating lease with initial of remaining terms of more than
one year are as follows:

20t7
zor8
2Or9
2020

S 4,950

s 4,950

Total rental expense was approximately $r9,8oo and $r9,8oo for the years
ended December 31, 2016 and zot5, respectively.

In the ordinary course of business, the Company conducts bansactions witfr
its ofEcers, directors, principal stockholders and other related parties.
Generally, in the opinion of management, loan and deposit transactions
have terms, including interest rates and collateral, similar to transactions
with the Company's general public customers.

At December 3t, zo16 and zot5, agtretate loans to related parties were
approximately $3,662,ooo and gz,732,ooo respectively. At December 3r,
zo16 and 2015, aggregate deposit balances for related parties were
approximately $ z,868,ooo and $r9,371,ooo, respectively.

Under federal banking law, there are legal restrictions limiting the amount
of dividends the Bank can declare to its parent company without prior
regulatory approval. Approval of the Offrce of the Comptroller of the
Currency COCC") is required if dividends declared exceed the net profits
for that year combined with the retained net profits for the two preceding
years or ifthe dividends declared would cause regulatory capital ratios to be
reduced below certain specified levels. The Bank's dividends paid to its
parent during zo16 and zor5 did not meet any of the regulatory
restrictions, and thus, no prior approval was required.

In July zor3, the federal banking agencies published final rules (the "Basel
III Capital Rules") that revised their risk-based and leverage capital
requirements and their method for calculating risk-weighted assets to
implement, in part, agreements reached by the Basel Committee and
certain provisions of the Dodd-Frank Act. The Basel UI Capital Rules apply
to banking organizations, including the Bank.

In connection with the effective date of Basel III, most banks are required
to decide whether to elect to opt-out of the inclusion of Accumulated Other
Comprehensive Income (AOCI") in their Common Equity Tier r Capital.
This is a one-time election and generally irrevocable. If electing to opt-out,
most AOCI items will be treated, for regulatory capital purposes, in the
same manner in which they were prior to Basel III. The Bank has elected to
opt-out of the inclusion.
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1.4. Regulatory Matters
(Continued)

Among other things, the Basel III Capital Rules: (i) introduce a new capital
measure entitled *Common Equrty fier t" ("CETI"); (ii) specify t}lat Tier r
capital consist of CETr and additional financial instmments satisfying
specified requirements that permit inclusion in Tier r capital; (iii) define
CETI narrowly by requiring that most deductions or adjustments to
regulatory capital measures be made to CETr and not to the other
components of capital; and (iv) expand the scope of the deductions or
adjustments from capital as compared to the existing regulations.

A minimum leverage ratio (Tier r capital as a percentage of total assets) of
4.o"/" is also required under the Basel IU Capital Rules (even for highly
rated institutions). The Basel III Capital Rules additionally require
institutions to retain a capital conservation buffer of 26% above these
required minimum capital ratio levels. Banking organizations that fail to
maintain the minimum 2.So/o capital conservation buffer could face
restrictions on capital distributions or discretionary bonus pay,rnents to
executive officers.

The Basel III Capital Rules became effective as applied to the Bank on
January 1, 2015, with a phase in period that generally extends from January
1, 2or5 through January r, 2o!9.

The Bank is subject to rarious regulatory capital requirements administered
by banking authorities. Failure to meet minimum capital requirements can
initiate certain mandatory and possibly additional discretionary actions by
regulators that, if undertaken, could have a direct material effect on the
Company's financial statements. Under capital adequacy guidelines and
the regulatory frameworkfor 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
classification are also subject to qualitative judgments by the regulators
about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy
require the Bank to maintain minimum amounts and ratios of Common
Equity Tier r Capital ("CETI"), Tier r Capital, Total Capital and leverage
ratio of Tier r Capital. As of January 1, 2o1S the requirements are:

c {.g%o based upon CETr
o 6.0o/o based upon tier r capital
o 8.oo/o based on total regulatory capital
r l,everage ratio ofTier r Capital assets equal to 4%

As of December 3t, eor6 and 2or5, management believes the Bank met all
capital adequac'y- requirements to which it is subject. As of June 30, 2tr16,
the most recent notification from Office of the Comptroller of the Currency
(OCC) categorized the Bank as well capitalized under the regulatory
framework for prompt corrective action. There are no conditions or events
since the notification that management believes have changed the Bank's
category.

33



a r)

Andrews Bancshares, Inc. and S si es

Notes to Consolidated Financial Statements

t4. RegulatoryMatters
(Continued)

December 3t, zot6:
Total capital to risk

*eighted assets
Common Equity Tier r

ratio
Tier I capital to risk

weighted assets
Tier r capital to a\erage

assets

December 3r, 2tl15:
Total capital to risk

weighted assets
Conrmon EquiS'Tier r

ratio
Tier r capital to risk

weighted assets
Tier r capital to average

assets

15. Business
Combination-
Earnout Payable

Amount Ratio Amount Ratio

The Bank's actual capital amounts (in thousands) and ratios are also
presented in the table.

Actual
For Capital

Adequacy PurDoses

To Be Well Capitalized
Under Prompt Correctire

Action Provisions

Amount Ratio

$ zo,168

r8,528

r8,528

r8,528

t5.4t o/o

t4.t6 "/"

l^4.16 Vo

to,4z 96

ro,47o

5,89o

7,853

7,llo

For Capital
Adequact' PurDoses

To Be Well Capitalized
Under Prompt Correctire

Action Prolisions

8o/o

4.5%

6o/o

4"a

r3,o88

8'507

tor47o

8,887

too/o

6.5Yo

8"/o

5o/o

Actual

Amount Ratio Amount Ratio Amount Ratio

$ 79,o54

17,436

17,436

17,436

14;4 "/o

t3.49 "/o

13.49 o/o

9.54 o/o

10,340

5,817

7,75s

7,309

8"4 rz,9z6

4.5% 8,roz

6% ro,g4o

4o/o 9,86

too/o

6.s"'6

8o/o

5",4

On May gr, 2oL4, Permian Basin Abstract ("Abstract") purchased certain
assets from Elliot & Waldron Abstract Company of Pecos ("E&W"), in an
effort to expand its market in West Texas. As a part of the purchase the
Company has recognized a payable of gz,45o,ooo, which is estimated to be
paid to the former owner of E&W over the next five years from the purchase
date. The estimated liability is based on an eamout provision whereby the
former owner will be paid if certain financial thresholds are met by E&W
for the next five years. E&Ws results of operations are included in the
consolidated statement of income from the date of acquisition.
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15. Business
Combination-
Earnout Payable
(Continued)

As discussed above, the Company has a payable to the former owner of
E&W. Based on the results of the earnout provisions, the payable was
reduced as follows:

zol,6 2O15

Earnout payable at January t,
Payments made during

$ r,o32,668
s'7s.6oz

2,45O,OOO
r,4r7,332

Earnout payable at December 3r, $ 59,o66 r,o32,668

16. Subsequent Events The Company has evaluated subsequent events through February 28,2ol7,
the date the consolidated financial statements were available to be issued.
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An lndept'ttdcnt Mamhcr d BDO .4lliuncc'USA

Indeoendent Auditors' ReDort on
Supplementary Infornation

Board of Directors
Andrews Bancshares, Inc. and Subsidiaries
Andrews, Texas

Our report on our audits of the consolidated financial statements of Andrews Bancshares,
Inc. and Subsidiaries as of December 31, 2016 and zot5, and for the years then ended, is
included separately herein. Those audits were made for the purpose of forming an opinion
on tle basic consolidated financial statements taken as a whole. The accompanying
consolidating information is presented for purposes of additional analysis of the
consolidated financial statements rather than to present the financial position and results of
operations of the individual companies. 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 basic consolidated financial statements. The
consolidating statement of financial condition information as of December 31, 2016, and the
consolidating statement of income and comprehensive income information for the year
ended December 31, 2016, have been subjected to the auditing procedures applied in the
audits 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 basic consolidated financial statements or to the basic
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 taken as a whole.

Odessa, Texas
February 28,2017

2626 JBS Parkrvay-

Suite A-200
Odessa, J'exas 79761

(432) 362-3800

Ts,o Fasken Centcr
550 We"t J'exas Avenue
Midland. Texas 79701

(432) 68_l-r 835
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Consolidating State ment of Financial Condition Information

Decembet Jlr 2016

Andren's
Bancshares,

lnc.

The
National Bank

ofAndreus Eliminations Consolidated

ASSETS
Cash Equivalents

Cash and due from banks $
lnterest bearing deposits in other banks
Federal funds sold

973 8,755,r47
lro4org77

r8,a65,ooo

Gzs) 8,755,147
lro4o,g77

r8rz65,ooo

Total cash and cash equiualenls

Interest Bearing Time Deposits in Other Banks

Securities
Availablc for sale

Held to maturity
Restricted

Investment in Subsidiaries
Loans, Net
Premises and Equipment, Nct
OtherAssets

Goodra'ill and intangible a^sscts

Cash surrender ralue oflife instrance policies
Other

973

r8,914,809

28ro6trt2,4

3,935,266

S3,232,65o
sg,086

329,450

97,969,1t2
3rO721065

7,798,418
S,64J,toS
r,r64,r86

(r8,9r 4,8o9 )

GZS) z8,o6r,rz4

- 3,935,266

98,232,65o
SS,086

329,450

97,969,r12
3,072,(l65

7,798,418
31643rtog
r.164.186

Total assets S 18,915,782 tz9,zi8,46o (18,915,782 ) 179,258,460

LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits

Noninterest bearing demand
Interest bearine

$ 69,914,836 @ZS) 69,919,869
95,o35,o.32 95,o35,o32

Total deposits

Other Liabilities

rS8,949,868

r.9s3.783

@zt) r58,948,895

r.ggg.z8g

Total liabilitirx 16o,B4g,6Sr @zs) 16o,t42,678

Stockholders' Equity
Common stock
Paid-in capital
Retained earnings
Treasun'stock
Accumulated other comprehensile income

rzo,884
6,S9r,S12

12,530,734
(33o,orr )

2,66s

2TOOO,OOO

6,2,.4,209
to,697,949

(z,ooo,ooo )
(6,214,203)

(to,697,943)

r20,884
6,S9r,Sr2

12,53O,734
(33o,orr )

2,6692,663, (2,65.r )

Total stockholders' equitl' 18,9,.5,782 18,914,809 (r8,9r4,8o9 ) t8,915,782

Total liabilities and stockholders' equit'r.' $ r8.91s.782 129.2s8.46o (18.sr.s.782) r79.2s8.46o
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Consolidating Statement of Income
and Comprehensive Income Information

Yean Ended Decetnber gt, zot6

Ardrews The
Blncshares, National Bank

Inc. of Andrews Eliminations Consolidated

lnterest Income:
lrlans
Securities
Federal funds soltl
Derrcsils in other banks

$ 5,874,360
955,240

89,267
6L^6zn

s,874,s6o
955,240

89,267
(ta-62',

Intercst Expense:
Deposits

6,98s,494

21r.42/1

6,988,494

211.424

Net interest income

Provision for Loan Losses

6,772,o2o

7,675,592

- 6,772,070

- L,675,592

Net interest income after prorision for loan losses 5,096,478 ' 5,o96,478

Noninterest lncome:
Escrolr', tract usage, and closing fees

Sen'ice charges on deposit accounts

Title insurance prcmiums
Galns on sale of arailable-for-sale securities
Otler
Dividends and rrndistributed earning.s of subsidian

r,SSS,26S

9oo,967
834,7o.2
r24,264

r,358,828

r,SSS,26S

9oo,967
8s4,7o.2
124,264

1,9s8,828
3.48o.4s2 (g.a8o.a-cz)

a.48o.4. 2 a.'774,.026 (r.a8o.anz) a.7'7a^o26

Noninterest Expense:
Salaries and emplolee benefits
Occupanq' and equipment
Data processing

Directors' compensation
kgal and audit fees

FDIC assessment

Supplies
Adr'ertising
Other

3,1625,tt2
6t7,2oB

28o,94S
257,7oo
r46,934
90,532
88,278
83,742

1,t99,62t

3r62:'rtt2
6t7,2ol
z8o,g45
257,7()()
146,934
90'532
88,278
83,747

1,199,621

6.aoo-o"2 6."qo.o72

NETINCOME

Otler Comprehensive Income (Loss):
Nct change in unrealized apprcciation on Bank's sccurities

available-for-sale

g,48o,4Sz S,48o,432 (3,48o,432) g,48o,43z

(976,2io) (976,250) 976,250 (926,2i9)

(2,So4,r82) 2,So4,r82TOTAI COMPREHENSTVE INCOME S 2,so4,r8s 2,so4,182
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a.

b.

c.

d.

cs ares, Inc. d S

To eliminate intercompany cash and deposits.

To eliminate equrty in accumulated comprehensive income of subsidiary

To eliminate intercompany income.

To eliminate the Company's investuent in consolidated subsidiaries.
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