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CENTRAL EXAS INANCIAL CONP
P.O, DRAWER I I I , CAMERoN, TExAs 76520{l ll (2541 697-6653

February 24,2017

Dear Shareholder:

We expected 2016 would be a challenging year for the bank and it was. Early in the year we saw

our gross loan volume decline. This was primarily caused by a number of borrowers selling real
estate holdings and paying off loans. In the first nine months, we did not generate enough new
loan activity to offset these payoffs. In the last three months of the year, we experienced good loan
demand and ended the year meeting our budgeted loan amounts. As a result of the lower loan
volume earlier in the year, the net interest margin was significantly below budget in 2016. The
wet winter weather and low commodity prices also stressed the agriculture loans in the bank's loan
portfolio. Fortunately, the borrowers came through these adversities this year and we have been
able to work with the agriculture borrowers so that most are able to continue in 2017. After six
years ofno interest rate increases, we expected and budgeted for several interest rate increases by
the Federal Reserve Bank. There was one rate increase in December, but that did not positively
impact our net interest income in 2016. Also during the year, the bank regulators started and
completed a three week exam. While we knew this was planned, preparing for and interfacing with
the on-site examiners is a major distraction. We received a good report and the next exam is
scheduled for early 2019.

The enclosed report details the financial condition of your Company and its' primary subsidiary,
Citizens National Bank ("Bank") as of December 31,2016. Asset quality of the Bank remains
excellent. At year-end, there were no non-preforming assets, no real estate owned and only a few
past due loans. Even with the overall quality of our loan portfolio, we continued to add to the loan
Ioss reserve ratio out of an abundance of caution. At year-end, the Bank had total assets of $414.8
million. Total deposits increased over $5.9 million to $372.5 million. All of the decrease was in
time deposits. We believe this occurred due to higher interest rates offered by competitors and
some depositors withdrawing deposits to make investments. Net loans grew $13.1 million to

$ I 80.7 million. Most of the growth came in the third and fourth quarters from the north Austin
market. We continued to grow the Bank tangible capital account before security gains or losses to
$44.1 million, an increase of $2.9 million. Reported earnings before tax were $3,693,872 versus
53,429,070 the prior year. This increase was primarily due to higher gains on security sales and
the discount recognized on loan collections. The Bank 2017 budget reflects pre-tax income of $3.0
million and assumes no gains from security sales. These eamings are a result of the current
expected interest rate environment and modest growth in total earning assets.



The finance company continues to grow and reported good profits and loan balances. In February
2016, the finance company opened a new branch in Bastrop. Initially, loan growth was slow, but
picked up the end of the year and into early 2017. We continue to be pleased with the leadership
provided by senior management of this operation. The Cedar Park branch we purchase in early
2016 is meeting our expectations. While deposit growth is minimal we are seeing loan activity
being generated liom the Cedar Park branch. The Cedar Park community continues to grow and
we plan to grow with it.

Over the past several years most of the uncertainty the bank has faced evolved around economic
and interest rate issues. 2017 is different. ln 2017, the bank has committed to change data
processors. We made this decision based on our desire to provide the necessary technology for us

to better and more efficiently serve our expanding client base. This will be a year-long process

beginning with the planning stage and continuing through the actual conversion in August. We
are also expecting a number of changes from the new administration in Washington. We will be

most impacted by regulatory and potential tax law changes. Hopefully these changes will have a
positive impact on our operation and to you our shareholders.

This year we are recommending adding a third director to the holding company board of directors

- Katita Palamar. Katita has been on the Bank board for several years and is becoming more
actively involved with all aspects of the company. We appreciate the efforts of our staff and the
suppo( from our board in 2016 and look forward to 2017. Take time to read the enclosed
information and if you have any questions, please feel free to call.

Sincerely yours.

Lu

Goodhue W. Smith.lll
Chairman, President & CEO

Michael E. Vance
Vice President & Secretary
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Central Texas Financial Corp

Condensed Financial Statements - Unaudited

Balance Sheet
4ssefs

Cash

Notes receivable

lnvestment in subsidiaries

Property

Other Assets

Total Assets

Liabilities & Stockholders' Eouitv
Liabilities:

Liabilities

Stockholders' equitv

Common stock - $100 Par, 100,000 shares authorized;

shares issued and outstanding: 11,788 in 2016 and 11,828 in 2015

Additional paid-ln capital

Retained earnings

Treasury stock, at cost 784 shares in 2016 and734 shares in 20't 5

Other comprehensive income

Total stockholders' equity

December 31

2016 2015

$ 148,865

516,703

42,807,474

51 ,1 94

1 19.895

't50,137

484,716

41,475,876

52,142

122,395

$

$ 43,644,13'1 $ 42,285,266

$ $

1 ,178,800

20,034,548

26 680,516

(1,67s,e60)

(2,573,774)

1 ,182,800

20,034,548

23,622,424

(1,559,960)

(994,547)

43 644 131 42,285,266

$43 644 131 $ 42,285,266

For the year ended December 31,

2016 2015

$ $

Total Liabilities & Stockholders' Equity

Statement of lncome

lncome
Equity in undistributed earnings
lnterest income
Dividend lncome
Rental income
Other income

Total income

Expenses
I nsurance
Other

Total expenses

3 926,070
39,239

62
12,600
5,785

3,722,063
77,896
4,852

12,600
46

3.983.75s 3.817.456

12,35s
3,275

14,018
5 384

15,630 19 402

Net lncome

Page 1

$ 3,968,126 $ 3,798,0s4



Central Texas Financial Corp
Statement of Changes in Stockholders' Equit,v-

Additional
Paid - ln
Capital

Common Stock Retained
Other

Comprehensrve
lncome (LoSs)

Treasury
Stock

Stockholders'
Shares Dollars Earnrngs Equity

12,184 S 1,218,400 S 20,034548 S 9,576.990 S 1,582,761 S (656,960) S 31,755739

(35) (3 500) (80.500) (84,000)

1 422,160

BALANCE. DECEMBER 31, 2O1O

lssuance of Common Stock

Net chaoge rn unrealized gain on

on available-for-sale securitres

Cash drvrdends paid

Net rncome

BALANCE, DECEMBER 31, 201 1

lssuance of Common Stock

Net change in unrealized gain on

on avarlable-for-sale securities

Cash drvrdends paid

Net rncome

BALANCE, DECEMBER 31, 2012

lssuance of Common Stock

Net change in unrealazed gain on

on available-for-sale securities

Cash dividends paid

Net income

BALANCE, DECEMBER 31, 2013

( 1 ,369,1 38)

4.233.060

1 422,160

(1 ,369,'138)

4,233,060
'12,149 5 1.214,900 S 20,034,548 $ 12,440 912 $ 3,004,921 S (737,460) S 35.957.822

(208 74s)

(1,065.467)

4,207,312

12,149 $ 1,214,900 $ 20,034,548 $ 15,582,757 $ 2,796,17s S (737,460)$ s8,890,922

(45) (4,500) (1 12,500) (1 17,000)

(5 988,547) (5,988.547)

(635.393)(635 3e3)

(2O8.74s)

(1.065,467)

4,207,312

739 739

lssuance oF Common Stock

Net change in unrealized garn on

on available-for-sale securitres

Cash drvldends paid

Net income

BALANCE, DECEMBER 31, 2014

lssuance of Common Stock

CrtCamCo Acqursition Equity Basrs

Net change rn unrealized gain on

on available-for-sale securihes

Cash dividends pard

Net income

BALANCE, DECEMBER 31, 2015

12,104 S 1 ,210.400 S 20.034,548 S 18 182.103 S 192.371 S 960 s 35,384.721

(1 76) (17.600) (440.000) (457,600)

2,101.927 2,101,927

(909,1 95)

2.913.544

(90s,1 9s)

2.913,544

11,928 S 1'192800 S 20.034548 S 20,186,453 S (1,090.444) S (1,289,960) S 39.033,397

(100) (10,000) (270,000) (280,000)

738 164738,1 64

95,897 95 897

(1 1oo,247)

3 798,054

(1.100.2471

3,798,054

11,828 $ 1,182,800 S 20,034.548 8 23,622.424 $ (994,547) $ (1 ,559.960) $ 42,285,266

lssuance of Common Stock

Net change rn unrealized garn on

on available-for-sale secuntres

Cash divrdends paid

Net income

BALANCE, DECEMBER 31, 20,I6

(40) (4 000) (1 16,000) (120,000)

(1 579,227)

(e1 0,034)

3 968 126

11 579.227\

(9 1 0,034)

3.968.1 26
'11,788 $ 1178,800 S 20.034,548 $ 26.680.516 S 12,s73,7741 $ (1,675,960)$ 43,644,131

Page2
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Citizens National Bank
Balance Sheet - Unaudited

zo16

$

December 31,
2015

Assets
Cash and due from banks

Due from bank time deposits and money market

lnvestment securities held in:
Mortgage-backed securities
US Government agencies
State & political subdivisions
Corporate securities
FRB and IBFC stock
Unrealized gain on available-for-sale securities

Total investment securities

Loans, less allowance for loan losses

Bank premises and equipment, net

Bank Owned Life lnsurance

Accrued interest receivable and other assets

Goodwill

Total assets

Liabilities & dcrs' Eortifv
Liabilities:

Demand deposits:
Non-interest bearing
lnterest bearing

Totaldemand deposits

Time & savings deposits

Total deposits

Federal tunds purchased

Accrued interest payable and other liabilities

Total liabilities

Stockholders' equity:
Common stock

Surplus

Retained earnings

Unrealized gain/(loss) on available-for-sale securities

Total stockholders' equity

Total liabilities & stockholders' equity

$ 414,833,071 $ 423,774,700

1,309,217

20,712,839

78,529,130
5,727,388

106,880,256
4,967,756

118,290
(2,573,774)

193,649,046

180,675,045

8,960,308

7,090,424

2164,121

272,071

$ 86,045,576
102,485,527
188,531 ,'103

183,945,636

372,476,739

551.907

373,028,646

1,496,600

1,496,600

41,384,999

(2,573,774)

612,491

14.403.337

91,020,163
8,421,409

114,648,693
10,446,865

1 18,290
(994,547)

$

223 660 873

167,610,661

8,129,230

6,900,507

2,236,133

221,468

$ 79,044,722
99,499,428

178,544,150

199 794 932

378,339,082

4,225,O0O

562,839

383J26,921

1,496,600

1,496,600

38,649,126

(e94,547)

41,804,425 40,647,779

Page 3

$ 414,833,071 $ 423,774,700



Citizens National Bank
Condensed Income Statement - Unaudited

Forthe Year Ended December 31,
2016 2015

Net interest income:

lnterest and fee income on loans

lnterest income on investment securities
and federal funds sold

lnterest income on due from bank time deposits

Total interest income

lnterest expense on deposits

lnterest expense on other borrowings

Total interest expense

Net interest income

Non-interest income:

Service charges and fee income on deposits

Other fee and miscellaneous income

Trust fee income

Total non-interest income

Non-interesf expense,

Salaries and employee benefits

Occupancy

Data processing and courier

Provision for Loan/Security Loss

Other

Total non-interest expense

lncome before taxes, security gains, discounted
loan income and extraordinary items

Gain/(Loss) on sale of assets

Discount recognized on purchased loans

Net lncome

$ 8,243,011 $ 7,886,827

3,419,270

163,533

3,533,722

174,484

11,825,814 11 troq 033

1 333,161 1,430,870

13,555

1,338,539 1,444,425

10,487,275 10,150,608

707,434

671,192

294,000

1,672,890 1,672,626

4,448,184

1,342,564

530,1 52

540,000

1 ,766,195

9,031,064 8,627,095

3,129 101 3,1 96,1 39

352,202 213,440

19,491212 s69

$ 3,693,872 $ 3,429,070

5 378

676,266

706,224

290.400

4,798,247

1 490,681

552,765

300,000

889 371
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