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FORM FR Y-6

Graham Savings Financial Corp

Graham, Texas

Fiscal Year Ending June 30, 2017

Report ltem

1: 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 Chart

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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Grahatn
Savings

Troy L. Lambden, CPA
PresidenUCEO

NMLS LO #1140845
lnstitution ldentifier No. 412436

To Our Stockholders

Graham Savings Financial Corporation and its subsidiary, Graham Savings and Loan, SSB, and the
Bank's service corporation, Oak Tree, Incorporated are represented in the audit report for the fiscal
years ending June 30, 2017 and 2016. 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 increased from
$121,486,688 at the close of 2016 to $122,842,318 at year-end. Total capital at June 30, 2017 was

$15,026,362 or 12.232o/o of totalassets, which compares with $14,800,910 or l2.l83Yo of total assets

last year. Our net income for the year was $1,306,652 compared to $1,582,655 last year.

The net loan portfolio increased about 2.240% from $84,1 67 ,036 at the end of the 2016 fiscal year to
$86,052,515 this past year-end. The majority of this increase occurred during the last few months of
the fiscal year and did not have time to have much of an impact on our bottom line. While this is
substantially better than the 0.319% decline we experienced last fiscal year, we originated almost $20
million in loans during the year. This correlates to a continued large volume of pay-downs and pay-
offs. Loan demand did trend upward throughout the year as it has been throughout the country. We
continue to see many individuals paytheir loans offwith their excess liquidity. Also, with the increase
in real estate transactions we see loans being paid offthrough sale of the collateral. In many cases

we are just swapping pockets from one borrower to the next. 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 three 0.25% increases in the Fed
Funds Rate that led to the prime interest rate increasing from 3.50% effective December 17,2015 to
4.25% effective June 15, 2017. The historically low long-term interest rate environment dtning the
fiscal year did help continue the national trend toward higher real estate prices in some areas of the
country. Fortunately, our lending territory 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 $984,245 atyear-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 two pieces of REO properties. 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.

Ourdepositbaseincreasedl.800%from$102,773,020tn2016to$104,622,447atyear-end. Wesaw
no unusual variance of deposits in any one account type. We have seen customers moving funds to

Graham Savings and Loan, SSB*
Corner of Elm and Flrst . P.O. Box 1490. Graham, Texas 7O450. 940-549-2066' WWWGRAHAITISL.COM

fr Not quallfied to reglster with the Texas Board of Public Accountancy to practlce public accountancy ln Texas FDIC



create jumbo CDs and some movement into MMDA accounts. We continue to see purchases ofbig-
tickets items, such as real estate, automobiles and business equipment, which previously were being
financed. Others continue distributing money to their heirs to avoid taxes and legal expenses. While
some are needing to use the money to cover daily living expenses. We introduced new checking
products last year that incorporate some of the seemingly ever-changing technology available. Our
checking customers can now take advantage of our '?erson-To-Person" and "Remote Deposit
Capture" products. These have been well-received and the usage is increasing. We continually
evaluate our deposit gathering function and have introduced new product offerings as well as product
packaging and promotion.

As of June 30,2017, Graham's capital levels compared with well-capitalized institution requirements
were as follows (dollars in thousands):

ACTUAL
AMOUNT RATIO

WELL-CAPITALIZED
AMOUNT RATIO

Common EquityTier I
Capital Ratio (CETI)

Tier 1 Capital Ratio

Total Capital Ratio

Tier 1 Leverage Ratio

$15,026

$15,026

$15,850

$15,026

22.84%

22.84%

24.t0%

12.23%

$4,275

$5,262

$6,578

$6,143

6.s00%

8.000%

10.000%

5.000%

Short-term interest rates held to unimaginable lows during the year under report. As discussed earlier,
the Federal Reserve's Governors did implement three rate increases during our fiscal year. During
the year they continued to systematically increase the Fed's role, powers and tools attempting to
support the economy. Recently, the Fed announced they will start unwinding many of the programs
they put in place to lift the economy out of the recession. 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 discount/Fed 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 0.786yo,
which is higher than the 2016 level of 0.724%o. During the same period the average return on earning
assets was 4.208%o, down from 4.369% lui.2016. This average positive spread on interest of 3.422%
(down from 3.646Yolast year) produced net interest income of $4,175,137 compared to a figure of
$4,272,080last year. However, in recent months we are seeing rates on our adjustable rate products
furally repricing offof their floors and increasing our rate ofreturn.



We have experienced minimal fallout from the nationaVglobal economic situation due in large part
to our internal 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.
Also, we have not dodged the slow-down bullet entirely. We have had to rq)ossess four properties
in recent months. Each of these will probably be sold at a price lower than the loan balance resulting
in losses. Our most troubling concernwas 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 concerns 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 ofpages ofregulations 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 Financial Accounting Standards Board has finalized its revision of the acceptable method to
evaluate our Allowance for Loan and Lease Loss adequacy. The pronouncement is called Current
Expected Credit Loss (CECL). It has the potential to greatly increase our allowance requirement.
The good news is we do not have to implement it until 2021 and we can utilize excess capital to fund
the increase as opposed to taking it from earnings. Something else to look forward to.

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 2018, 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,



Graham Savings Financial Corp
Annual Stockholders Meeting

September 28,2016

The annual meeting of Graham Savings Financial Corporation was held on September 28,2016 at
the Graham Country Club with the following present:

Ken Andrews
Katherine Andrews Cranford
Lindy Eubank
Janice Evans
Gina Grimes
Norma Grimes
Rodney Hawkins

Ken Knox
Troy Lambden
Than McCracken
Roy Pitcock, Jr
Shannon Plowman
Darrell Weatherbee

Also attending were Gerald Reid and Rhonda Johnson with Davis, Kinard & Co., P. C. The
meeting was called to order by Chairman Ken Andrews and opened with prayer by Rodney
Hawkins. Andrews welcomed the stockholders and introduced the auditors. A motion was made
by Shannon Plowman, with a second by Ken Knox, that the minutes from the September 23,2015
Annual Stockholders Meeting be approved. Motion carried with all stockholders voting yea. The
meeting was turned over to President Lambden.

Lambden stated it was a successful year although it was not where we want to be. The profitability
percentages are not as much as three years prior but we are well ahead of our peer group in this
region. The State and Federal Regulators are very complimentary of our efforts and the outcome.
We showed a decline in total assets, total loans and total deposits. Our loans are similar to last
year. We have loans paying off with cash because people have no other place to put their money.
Investment opportunities that are relatively safe are limited. People would rather do something
that they know will pay off like reducing debts. We see activity at title companies and there are
lots of cash transactions. In the last few months there has been a big pickup in activity. We have
many loans in process for residential and commercial so we feel good about the future. There was
a drop in deposits. It is the same as last year, people are using cash to pay off debt. There are
more people buying big ticket items like cars or commercial equipment with cash. There is a lot
of estate planning and people are making distributions to their heirs prior to having to set up an
estate. We have a seasoned customer base and many of their children no longer live in Graham.
More of the parents are moving to where their children live and moving their money with them.
We are getting more requests to finance equipment and land. Our income has turned up and that
is a good sign. We are in real good shape with capital. We are still profitable and there were no
charge offs to speak of. There is a new accounting standard called CECL that we are watching. It
will change how to calculate loan loss and could impact reserves as much as 50o/o. In our case it
could be $750,000. When it is first implemented we can take it out of capital instead of earnings.
The excess capital we have is a buffer in case we have to implement this. We will also need capital
to support the growth from loans. We feel we are in good shape in capital now and for the future.

We have been under the Dodd Frank Act since 2010. They are still coming up with new
regulations. They changed mortgage loan disclosures this year. Now it is a five page disclosure.



Graham Savings Financial Corp
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Page2

With that there is a lot of computer programming to produce the new disclosures. On the deposit
side we have added new products. Person2Person was added to allow customers to transfer money
to other individuals through a mobile device. Mobile deposit allows a customer to deposit a check
with a mobile device. Both products are a convenience to the customer and entice younger people.
There are more products on the drawing board that we are waiting to implement. We are happy
with how things are progressing. We have a full audit report that reflects the numbers in the
stockholder report. Lambden can provide the audit report at the stockholders request. Gerald Reid
suggested Lambden mention when CECL is effective. Lambden said we fall in the last
implementation of it. We should not have to implement it until July 1, 2021. Reba Fox asked if
the new mobile products are in place. He said they were. Willis said they can be found under the
menu on our mobile app. They seem to be working smoothly.

The floor was opened for questions for Davis Kinard. Rhonda Johnson said she prepares the tax
return. The bank files a return as an S-Corp on a calendar year basis. If you look at last year the
June 30th taxable income was relatively the same as this year. Taxable income was about I million
less than that. They had 1,3 million taxable income compared to our 1.5 million net book income.
Lambden does a good job with investing. The last time she visited with us there were big changes
in franchise taxes. Lambden has saved the bank over 7 figures in franchise taxes.

Johnson said many people have family limited for estate planning. S-Corp stock cannot be

converted but land and other items can. The IRS is working on changing those regulations,
probably next year. She advised that if you have them, go to your attorney and CPA to get them
setup before year end. Reid said they are going to eliminate so that you cannot set these up in the
future. Hawkins asked if the tax planners are still suggesting you include a small minority owner
such as a church. Johnson said by doing so it allows you to maintain control. She said normally
what they see is they will gift $14,000 per year to a family or heir. The IRS is challenging value
of tangible things like name recognition value. She recently read an article about top mistakes in
estate planning. One was not having a will, two was not having a current will, three was not
planning for taxes and four was not mentioning personal property in the will.

Andrews presented the following Directors for Graham Savings Financial Corp for the20l6-2017
year:

Ken Andrews
Rodney Hawkins
Ken Knox
Troy Lambden

Roy T. Pitcock, Jr.

Shannon Plowman
Darrell Weatherbee
Than McCracken

A motion was made by Darrell Weatherbee, with a second by Roy Pitcock, that the directors for
the2016-2017 year be elected as presented. Motion carried with all stockholders voting yea.

A motion was made by Darrell Weatherbee, with a second by Troy Lambden, that the actions and
business of the officers and directors of Graham Savings Financial Corp for the past l2 months be

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



Graham Savings Financial Corp
Annual Meeting

September 28.2016
Page 3

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 affrrmed. Motion carried with all stockholders voting
yea.

Andrews asked if there was any other business to come before the stockholders. There was none.
A motion was made by Shannon Plowman, with a second by Roy Pitcock, that the meeting be
adjoumed. Motion carried with all directors voting yea.
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