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Board of Governors of the Federal Reserve System

' Annual Report of Holding Companies-FR Y-

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

This Report is required by law: Section S(cX1XA) of the Bank This report form is to be filed by all top-tier bank holding compa-
Holding CompanyAct (12 U.S.C. S 18aa (c)(1)(A)); Section 8(a) nies and top-tier savings and loan holding companies organized
of the lnternational Banking Acl (12 U.S.C. S 3106(a)); Sections under U.S. law, and by any foreign banking organization that
11(a)(1), 25 and 25A of the Federal Reserve Act (12 U.S.C. doesnotmeettherequirementsof andisnottreatedasaqualify-
SS 2a8(aXl), 602, and 611a); Section 211.13(c) of Regulation K ing foreign banking organization under Section 211.23 ol
(12 C.F.R. $ 211.13(c));and Section 225.5(b) of Regulation Y(12 Regulation K (12 C.F.R. S 211.23). (See page one of the general
C.F.R. S 225.5(b)) and section 10(cX2XH) of the Home Owners' instructions for more detail of who must file.) The Federal
Loan Act. Return to the appropriate Federal Reserve Bank the Reserve may not conduct or sponsor, and an organization (or a
orisinarand the numberorcopies speciried 

ffiEsll 
,;,?::Js:11??"LiJiT,fi"sJ"d 

#lgilTflt"J 
correction

NOTE: The Annual Report of Holding Companies must be signed
by one director of the top-tier holding company. This individual
should also be a senior official of the top-tier holding company. ln
the event that the top-tier holding company does not have an
individual who is a senior official and is also a director, the chair-
man of the board must sign the report.

I,TROY LAMBDEN
Name of the Holding Company Director and Official

PRESIDENT / CEO
Title of the Holding Company Director and Official

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.

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

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

June 30 2016
Month/Day/Year

NONE
Reporter's Legal Entity ldentifier (LEl) (2o-Character LEI Code)

Reporter's Name, Street, and Mailing Address
GRAHAM SAVINGS FINANCIAL CORP
Legal Title of Holding Company

P. O. BOX 1490
(Mailing Address of the Holding Company) Street / PO. Box

GRAHAM TX 76450
City State

745 ELM STREET; GRAHAM, TX
Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:
TROY LAMBDEN PRESIDENT / CEO
Name Tifle

940-549-2066
Area Code / Phone Number / Extension

Zip Code

that the and individual consent to public release of all 940-549-0314
details in the Area Code / FAX Number

troy. lam bden@grahamsl.com

Company Director and Offlcial

E-mailAddress

none
016 Address (URL) for the Holding Company's web page

of Signature

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

E is included with the FR Y-6 report

E will be sent under separate @ver

E is not prepared

For Federal Reserve Bank Use Only

RSSD ID
c.t.

q

Office of Management and Budget, PapeMork Reduction Project (7100-0297), Washington, DC 20503. 
]r2t:2r,1s

Does the reporter request confidential treatment tor any prtion of this
submission?

E V". Please identifo the report items to which this request applies:

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

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

Eruo



FORM FR Y-5

Graham Savings Financial Corp

Graham, Texas

Fiscal Year Ending June 30, 2016

Report ltem 2a

L: The savings and loan holding company prepares an annual report for its securities holders and is

not registered with the SEC. As specified by the Federal Reserve Bank of Dallas, a copy has been

enclosed.

2a: Organizational Cha rt

Graham savings Financial Corp, LEI: NONE (Holding Company & Parent) Graham, TX (lncorporated in

Texas) owns 100% of

Graham Savings and Loan, SSB, LEI: NONE (State Savings Bank & lnsured Subsidiary) Graham, TX

(lncorporated in Texas)

2b: Domestic Branch Listing was previously reported with the FR Y-10.
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Groham
Swings
Flnanciol
Crtrp

To Our Stockholders:

Graham Savings Financial Corporation and its subsidiary, Graham Savings and Loan, SSB, and the
Bank's service corporation, Oak Tree, Incorporated ile represented in the audit report for the fiscal
years ending June 30,2016 and 2015. Graham Savings and Loan, SSB is the principal asset of Graham
Savings Financial Corporation and will therefore be the primary focus of this report.

Graham Savings and Loan, SSB continued to encounter some of the economic headwinds of the
recession that we had hoped we could avoid. However, all things considered, we experienced a

relatively successful year, but we certainly have room for improvement. Total assets decreased from
$124,146,618 at the close of 2015 to $121,486,688 at year-end. Total capital at June 30,2016 was

$14,800,910 or 12.183% of total assets, which compares with $14,358,119 or ll.5650/o of total assets

last year. Our net income for the year was $ I ,523,991 compared to $ 1,582,655 last year.

The net loan portfolio decreased about 0.319% from $84,435,970 at the end of the 2015 fiscal year to
$84,167,036 this past year-end. While this is substantially lower than the 4.282% decline we
experienced last fiscal year, we originated almost $17 million in loans during the year. This correlates
to a continued large volume of pay-downs and pay-offs. Loan demand was tempered throughout the
year as it has been throughout the country. We continue to see many individuals pay their loans off with
their excess liquidity. The extended low-rate environment left few low-risk investment opportunities
and liquidation of debt is a popular use for the excess cash. The Federal Reserve Open Market
Committee held their target Fed Funds Rate at historical lows throughout the year hoping to spur more
borrowing. We did see a0.25o/o increase in the Fed Funds Rate that led to a prime interest rate of 3.50%
effective December 17,2015. The historically low long-term interestrate environmentduringthe fiscal
year did help continue the national trend toward higher real estate prices in some areas of the country.
Fortunately, our lending tenitory continues to experience stable real estate prices with little downward
trends in property values. No Provision for Loan Loss was necessary during the year. Our Allowance
for Loan and Lease Loss ("ALLL") level was $ 1,1 16,679 at year-end and we remain within acceptable
reserve levels. During the year we did not experience a loss on the sale of the one piece of repossessed

real estate we acquired. At year-end we held no REO properties. We did experience a loss on a small
consumer loan where the collateral was ruined and we had to sell it for scrap. While we concentrate on
originating adjustable rate and short-term, fixed-rate mortgage loans to retain in our loan portfolio, we
have recently implemented a program to offer longer-term, fixed-rate mortgages.

Ourdepositbasedecreased 1Sl}%from$104,774,217 in2015 to$102,773,020atyear-end. Wesaw
no unusual variance of deposits in any one account type. We have seen customers reducing their
deposits for a variety of reasons. The funds are being used to purchase big-tickets items, such as real
estate, automobiles and business equipment, which previously were being financed. Others are

distributing money to their heirs to avoid taxes and legal expenses. While some are having to use the
money to cover daily living expenses. We introduced new checking products this year that incorporate

Graham Savhf lhrndal Cory
P.0. Box 1490 . Graham, Texas 76450



some of the seemingly ever-changing technology available. Our checking customers can now take

advantage of our "Person-To-Person" and o'Remote Deposit Capture" products. We continually
evaluate our deposit gathering function and have introduced new product offerings as well as product
packaging and promotion.

As of June 30,2016, Graham's capital levels compared with well-capitalized institution requirements
were as follows (dollars in thousands):

Common Equity Tier I
Capital Ratio (CETI)

Tier 1 Capital Ratio

Total Capital Ratio

Tier I Leverage Ratio

ACTUAL
AMOUNT RATIO

$14,801 23.34%

$14,801 23.34%

WELL-CAPITALIZED
AMOLINT RATIO

$4,122 6.500%

$5,073 8.000%

$15,597 24.60% $6,341 10.000%

$14,801 t2.24% $6,048 5.000%

Short-term interest rates held to unimaginable lows during the year under report. The Federal Reserve's

Governors took the action at their December 20 I 5 meeting to raise the Fed Funds target rate to 0.50%
and it remained there for the remainder of this period. During the year they continued to systematically

increase the Fed's role, powers and tools attempting to support the economy. Real estate prices saw a

stabilization and increases in values in some areas of the country.

The importance of this discussion to the Bank is the Fed's discountiFed Funds target rates determine
prime rate and short-term deposit rates. Most of our loan re-pricing is tied to prime. However, most of
our introductory mortgage rates are tied to the mid-term Treasury market. The Bank's deposit pricing is

tied more closely to the short-term Treasury market. Throughout the fiscal year the Treasury Yield
Curve trended toward a flattening with long-term rates falling and short-term rates increasing. The

market feels that significantly higher interest rates will not be prevalent in the future. This means short-

term rates (deposit pricing rates) are expected to increase by small increments over the next few years

and longer-term rates (mortgage loan pricing rates) will probably stay about the same as they are in
today's environment. Under these conditions our cost of funds averaged 0.724yo, which is lower than

the20l5level of 0.789Yo. Duringthesameperiodtheaveragereturnonearningassetswas4.369o/o,ttp
from 4. 134% in 2015. This average positive spread on interest of 3.646% (up from 3.238% last year)

produced net interest income of $4,203,056 compared to a figure of $4,300,676 last year.

We have experienced minimal fallout from the nationaliglobal economic situation due in large part to

our intemal banking philosophy and geographic location. Our underwriting standards have not been

relaxed over the years and we feel this is partially the reason our delinquencies are well below our peer

group. Also, we do not purchase loans originated by other financial entities - private label mortgage-

backed securities. The job market in this area has remained rather resilient and customers have not been

forced to sell their homes at fire-sale prices and contribute to the downward spiral of real estate prices

witnessed in other areas of the country. The slow-down in real estate transactions as well as the number



of cash purchases are the two areas having the largest impact on our operations. Our most troubling
concern was that this crisis would affect the FHLB Dallas and its ability to continue providing us the

liquidity to fund our day-to-day operations. Fortunately this never became an issue.

Today our most troubling concems remain to be the United States Congress and the Consumer Financial
Protection Bureau. They continue to be a great enemy of community banks with the laws passed and

the regulations implemented. The "Wall Street Reform" act has had a greater impact on Main Street

than Wall Street. Much of the punitive items in the legislation have a deeper impact on small banks

than the "Too-Big-To-Fail" banks and financial conglomerates that created the problems to begin with.
Thousands of pages of regulations have been written and issued and some still have to be ironed out so

it will be a while before the impact can be fully recognized. We did implement all of the new real estate

lending requirements, but these came with a very steep price tag.

The Dodd-Frank Wall Street Reform and Consumer Protection Act - the "Wall Street Reform" Act
referred to above - was signed into law by President Barack Obama on July 21,2010 implementing
various financial regulatory reform measures. The Act was passed as a response to the late-2000s

recession and was touted as the most sweeping change to financial regulation in the United States since

the Great Depression and purportedly representing a significant change in the American financial
regulatory environment affecting all Federal financial regulatory agencies and almost every aspect ofthe
nation's financial services industry.

The Dodd-Frank Act created a new regulatory bureaucracy in the form of the Consumer Financial

Protection Bureau mentioned above. It was charged with drafting and implementing the regulations

called for by Dodd-Frank. The CFPB regularly issues new regulations for short comment periods before

the provisions take official effect. The changes have been enormous. For example, a recent release

combines and clarifies different lending disclosures into a single five-page document. The related

regulation is almost 2,000 pages long. This is only one of over 250 new regulations the CFPB must

implement and it is estimated they are still only about 80% complete.

The Board, management and staff have worked diligently to improve your shareholder value in Graham

Savings and Loan, SSB. This could have only been achieved through the support of the stockholders.

As for 2017, Graham Savings will continue its dedication to providing the BEST in quality customer

service and financial products. More challenges and uncertainties lie ahead in the financial services

industry than in any other time since the Great Depression. We will continue to monitor the rapidly
changing financial services landscape. We are optimistic about the future and in the years to come we

expect to report to you as an even larger and stronger institution. We thank you, our employees and our

customers for your continuing loyalty and support.

Best regards,

PresidenVCEO



Graham Savings Financial Corp
Annual Stockholders Meeting

September 23,2015

The annual meeting of Graham Savings Financial Corporation was held on September 23,2015 at

the Library of Graham with the following present:

Ken Andrews
Janice Evans
Rodney Har,vkins
Ken Knox
Than McCracken
Shannon Plowman
Gail Young

Lindy Eubank
Norma Grimes
John Knox
Troy Lambden
Roy Pitcock, Jr
Darrell Weatherbee

Also attending was Gerald Reid with Davis, Kinard & Co., P. C. The meeting was called to order

by Chairman Ken Andrews and opened with prayer by Darrell Weatherbee. Andrews welcomed

the stockholders. A motion was made by Shannon Plowman, with a second by Ken Knox, that the

minutes from the September 24,2014 Annual Stockholders Meeting be approved. Motion carried

with all stockholders voting yea. The meeting was turned over to President Lambden.

Lambden reviewed the letter to the shareholders. It gives a detail of the activity for the years

ending June 30, 2015 and 2014. Loans and deposits are our biggest functions. Our net loans

decreased from 88 million to 84 million. The biggest thing we experienced was the amount of
pay-downs on loans from personal funds. There is a lot of cash and limited safe places for people

to put it to make any kind of return. On the deposit side Lambden reviews large items each day.

Commercial accounts are buying equipment they once financed. People are paying cash for autos.

There are also lots of large checks to the Internal Revenue Service. We have had production to

keep loan balances up but pay-downs are exceeding production. More individuals are giving their

cash to the next generation to avoid income tax and probate. A lot of these next generations do

not live in Graham. We are packaging new products and creating rewards checking. They would

have a step up on the rate or have reduced fees. We are also looking at new products such as

Person to Person and mobile deposit capture. We want to attract the millennials - people in their
twenties. Our commercial lending is starting to get some traction. We are also trying to get

commercial checking so we can provide full service to businesses.

Lambden reviewed the capital ratios, This is a different presentation from last year due to the new

BASIL III requirements. We have new capital requirements and how they are calculated. The

unknown is CECL - current expected credit losses. It could require a25-50oh increase in loan loss

reserves. That could increase our loan loss allowance by $250,000-600,000. When it is
implemented there will be a one-time adjustment that will come directly out of capital, but will not

affect our income for the year. We are building up capital our ratios so it will not have an adverse

effect on the bank. We like to be in excess of the well-capitalized status. The implementation date

is 2018. The Fed keeps saying they are going to increase interest rates but they have not. This
causes the Fed to lose credibility in the market. This low interest rate environment is creating a

compression of our net interest margin. The deposits are as low as they are going to get. In



Graham Savings Financial Corp.
Annual Meeting

September 23,2A15
Page2

lending, the loans generated are at a lower rate and some of our ARM's are still adjusting down.
Their floor is at or below where we are right now. They would adjust up if there was an increase

in interest rates. Provisions of the Dodd Frank Act are still being enacted. On October 3'd the

TRID goes into effect for loans. This will require new closing forms. We have been working on
it and feel we are in good shape to implement it.

Lambden reviewed the Statement of Condition, the Statement of Eamings and the graphs. He

recently talked with a representative from the FDIC. They said we are one of the better producing
banks in their caseload. They feel we should be happy with our balance sheet. The floor was

opened for questions. Andrews stated that Gerald Reid with Davis Kinard was here if the

stockholders had any questions for him. Lambden noted that we have audit reports if anyone

would like to have one.

Andrews presented the following list of Directors for Graham Savings Financial Corp for the 2015-

2016 year:

Ken Andrews
Rodney Hawkins
Ken Knox
Troy Lambden

Roy T. Pitcock, Jr.

Shannon Plowman
Danell Weatherbee
Than McCracken

A motion was made by Ken Andrews, with a second by Darrell Weatherbee, that the directors for
the2015-2016 year be elected as presented. Motion carried with all stockholders voting yea.

A motion was made by Danell Weatherbee, with a second by Than McCracken, that the actions

and business of the offrcers and directors of Graham Savings Financial Corp for the past 12 months

be approved, ratified, and affirmed. Motion carried with all stockholders voting yea.

A motion was made by Darrell Weatherbee, with a second by Shannon Plowman, that the

appointment of Davis, Kinard & Co., P. C. as independent public accountants for Graham Savings

and Loan, SSB be approved, ratified, and affirmed. Motion carried with all stockholders voting
yea.

There being no further business to come before the stockholders, a motion was made by Shannon

Plowman, with a second by Roy Pitcock, that the meeting be adjourned. Motion carried with all
stockholders voting yea.
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