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Annual Report of Holding Compani6$:FR Y-6

FR Y-6
OMB Number 7100-0297
Approval expires November 30. 2o19
Page 1 of 2

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

This Report is required by law: Section s(cXl)(A) of the Bank
Holding Company Act (12 U.S.C. S 1844(c)(1)(A)); sections 8(a)
and 13(a) of the lnternational Banking Act (12 U.S.C. SS 3106(a)
and 3108(a)); sections 11(aX1), 25, and 25A of the Federal
Reserve Act (12 U.S.C. SS 248(aX1), 602, and 611a); and sec-
tions 113, 165, 312, 618, and 809 ofthe Dodd-FrankAct (12 U.S.C.

SS 5361, 5365, 5412, 1850a(c)(1), and 5468(b)(1)). 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-tier 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 file") 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.

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 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 sign the report.

l,James F. Kemp
Name of the Holding Company Director and Official

Director & President
Title of the Holding Company Director and Official

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

With respect to information regarding individuals contained in this
repod, the Reporter certifies that it has the authoity to provide this
information to the Federal Reserve. The Reporter also certifies
that it has the authority, on behalf of each individual, to consent or
object to public release of information regarding that individual.
The Federal Reserve may assume, in the absence of a requestfor
confidential treatment submitted 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)

December 31 2017
Month/Day/Year

N/A
Reporte/s Legal Entity ldentifier (LEl) (20-Character LEI Code)

Reporter's Name, Street, and Mailing Address

Securitv Holdino Comoanv
Legal Title of Holding Company

P. O. Box471
(Mailing Address of the Holding Company) Street / PO. Box

Fredericksburg TX 78624
State Zip Code

Physical Location (if difierent from mailing address)

Person to whom questions about this report should be directed:
Brenda Burrier VP/Accounting
Name

City

201 West Main

Title

830-997-7575
Area Code / Phone Number / Extension

830-990-8933
that Reporter and individual consent to puhlic release of all Areacode/FAXNumber

the repoft that individual. bbunier@ssbtexas.com
E-mailAddress

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

Date 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

n witt Ue sent under separate cover

I is not prepared

For Federal Reserve Bank Use Only

RSSD ID
c.l.

a

Offce of Management and Budget, Paperwotk Roduction Proiact (71 00-0297), \ /eshington, DC 20503. O3/2Ol I

0=No

1 =Yes 0
ls confidential treatment requested for any portion of
this report submission?

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

1 . a letter justifoing this request is being provided along
with the report...........

2. a letter justiUing lhis request has been provided separately . . .

NOTE: lnformation for which confidential treatment is being requested
must be provided separately and labeled
as "confidential."

tr
tr



REPORT ITEM 1 SECURITY HOLDING COMPANY IS NOT REGISTERED WITH
THE SECURITIES AND EXCHANGE COMMISSION



REPORT ITEM 2 A: ORGANIZATION CHART

Report ltem 2: Attached



SECURITY HOLDING COMPANY

FREDERICKSBURG, TEXAS

ORGANIZAT!ON CHART

The Registrant does not engage in any other activities other than the ownership of 100.00%

ofthe stock ofSecurity State Bank & Trust, Fredericksburg, Texas.

No LEI is avalable

Security Holding Cornpany
Fredcricl<sbu 161, l'exas 7 86? 4

lncorporated in Tr:xas

i1009,/. Owtrership,

Security State Bank & Trust
F redcricl<sbu rg, Tr:xas 7 86)-4

lnr-orporatcld in Tex;rs

IVanaging tvlr:nrber

7O% Ownership

SSBT [Vlortgage Group, LLC

F redc. ricksbu rg, Terxa s 7 86?- 4
I ncorporated in Tex.rs



REPORT ITEM 3:

Report ltem 3

SHAREHOLDERS-SECURITY HOLDING COMPANY

Attached
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REPORT ITEM 4: DIRECTORS AND OFFICERS-SECURITY HOLDING COMPANY

Report ltem 4: Attached



zz

:9cio -(Jox..

EgE
E=06A
gEEU

E!ig
=EEEI-E,gE

z

z z

z

z

s(oo
O)o
b\
N

s(ooo
N
!t

ci

z

st
F-
6
N
6o
6i

zz

z

d
s0)
QoE!+c (6

.i;3
Yd1 oq= E

^Yr

=EEEp6
.g.e xEX 6
E YE

EdE.!J vo8
6

s(oo
o,
@
ro\
c{

0)E
6s
Ego-5

oo
U)

o
too
fo-

- 8E

eefi ! ?s
g E:,aE Eg.= 

= 
d *.4,i:i:: s X E

=E*S;E
EEEiEEA H;U

do

o

F "EFc c

(J (Eod
!co-
9= E
OYJ

=Eb;.9 3
I sE
srd€5tst

s\t
F.o
Noq
N

op
or
oo
.C

=oo
U'

o

=oo
for

zzz z

q)

=aPo-
E.e
o-=

ooo
o
Jo
co
ooc
E
los
oo
ot

oo
N
o
a

tsEE 8

dI, Po-P<q PPt
EEnEOr tr 6E)96
gEEB
>F c=GftoCr+(/)l

5oct
o
6
Po
FO
ci oP= S
6F O

".;$EJ O iriE

EE-"I
ET'EE
-)YiDgEEE
>F C=(5;oc
r5U)l

0)!
rP
E .!P

r5
oo
U)

6
CL'6
.E
(L

oo
aP

EEo-5
ooo

o

=oo
lo
I

E
(0

,goo
o
E
IL
oo
(0.E
(E

=

OgsoOJ
6=fl;g5
f6
6Coo
at)

6oo.E
EE9
=oc;oF<
>E Ot4.9o
;69
;q8
EEpg8s

6
-a -o

ane
.6SoF O

-E'E E!zo(E
; >.6
OEEcco
6 sEcoLl

$E
Er
t":

E8d
ri go

EEgN>o

?EA
.9 EY
r- o0;c

E gq
>601Gto-
Y

9g
E P.E g,
XEEEo:oXO

igEET;IEIEi sq
6=@ov!qo

P Ef ggEE

E E€ E; $ 
=

.E O 6s'i E tDJ O CLO=6 0

I .-^
EE.$ E E
s-8.EEE
EEETE
iEct o oo o - trEo->.=r=o

.E
bE
$E e.
5PE8EEE E
t9.s 8

bE
o
i
6

LO
oe

=6oE
FO

IE
.9=
Ests
x.3 s.rEp
e= 9'4
FEO

o
!t

ll
t

o
!t

o
d,

I'
o

(E

a)

-eE
=5k,EE
.E 

gE
fr.8A
8Et

EgE

f*
f E AOE tr
== ii=.E
|=q)
-.!

*Eo,:

8E
EEA
.=f E

Eg Hroo

!t
6
o

=(,
tttoo
LtE

oa, i
8E
E=60za)

o
l
e
(9
oc
5o

b
E(,
o.
o
G
o
E
oI
C'

6tsx
-O

z-- ^4f Eu s
6-utE
!ioE-iYtr!t->
=f x Eo6H:J (,l at,,Y
OYE:
-oE o
tEfiEKHEirUl O6tr>uJrEoo o

tr

6

E,lt
t
o
L

o
!

o
N
T'c
(5

6
!

o

g,
op
o
E
t
Eo
=E
o
o.o
E



soo

a
o.E
o
E
oo
o-
6oo
oo(!
CLo

zz

oo
JJ

coeci gs
Q()s()

FsExEsis
? P EH,\ P.E P
o'-
3,fl.98

-!o
o=f

o
J
J

oo
o
E
.gf
C'
uJ

-g
o
Y

$55

zz

o
Jj
C,o
c
0)
Eo)
ET
UJ

-0)
0)Y

o
.E
Eo\co(!0
J-
J
Y

o

Eo\co(E0
JF
JY

s
o,{

22zzzzzzzzzzz

s
o)o
\t
ro\
d)

z

s
T\(o
(7)
$t(o
to

s
F.(ott
F-oq

c
(E

E
'(E

coEo
oo
i5

a
N(oo
6lo
d

s
F-(o
(o
Nq
6

s$tl\to
o,
ol
(o

o
T'
EI
oo
=fooo

o
=;oo
fo
I

o
o
E
coo
Eo
Eot

0)Eo
(E
0)
F
0)f
=@
l}
fo

o
o
E
coo
Eo
F!)
d.

o
o
E
coo

o
(s
Eo
Eo
!

z

s
N
t
N
(",
(o
(r)
ai

s6l
t(o
t6
|r)

d
E
t,co
J
J
Y
cot'6
0)
o-

o
=oI
o
.e
=fooo

ox
(E

Eo
EoI

tt

F
.o
o
N
o
o
Y
Eoo

=G
Y

o
o
o
g
oo
CLIo
ooooo

6)c)o
sz

99
gE. s-,8 I
s e; Esst Iug ,r g #

59 6
=O<Y

zz

o
J:
cio

=Lb9
E=.goI
ET
l,tl

o
o
Y

z

a

=EF(u06

E:oo
ECO
QoH6
out
.9eo5

ooo

f
F
.d
Y
C(!
o
o
g
U'

.E:ooo

o5
F
o,
!.Ca6tooo

=G"6
.E

oo
U'

f
F
06
J

.c
;6
66oo
=6uai

'c
fo
0)o

o
f

F
oU
!c(5
to
o
g
o
.E

=ooo

z

o
Jj
cio
o
E
.gl(t
UJ

.!u
oY

d

;c(o
J
Jv
cop
o
E
IL

0)c

'o

o
oo
.Eo

<szz

og
aPa-

EEL:
o(,
U'

=oo6pooEOot
=oo

o.Yoo!oot
o
oo
i5

o)p
.9
'no
E.q
o-5

o
lt,
U)

o
g
oooo
o
o

Go'o
E
()-

-coE'6
Ld)
o-L
ir
E8
i5>

cog
oqO

o^L

ET
t5>

oI
aPa*

Ego.=
(,
o,

U)

6
CL'6
c
(L

oIc
(E
dl

0,!
(!
dt

6oo.c(!0
Xcet

o 9o

S,E EoEa
-E-ssEbEEYIf

6ooaa[oxcgi
db

E:E
E##
oo H
cEJgg#5

0)

#Es
EPE

fio!lr
E:u.g
@'= c;
EE.qE
N .+co u
i"- d. g.= CLtr E

,E$ee
CL
Eov

(!
oo.EooxcPt

oO
!o>59

b_9sY. og)
-'E -h€E6p-

Yl!f

(5
ob'E

6oE\z (5<
e.0 b
E'" E
g-9,8
?_& r
rE5

6
(.,.E
o
Ebs

E*;
ET#
:gE
:i6tr
i-f

6o@,E(50
xc
P&
oO
!o

fi€f;Y OU)
-'E -E.g E6 E'EYtL=

o
Bf6ior
lF O
FO9
A ().E

EUtE
F o 09oEY;
EY.96N hE-
>;EL-
=* oo
E:8 g
?6 ci6Jg
o-
Y

6o.E
o,
E

boo*,
E 6Y
g E8
!;E
or >cYI:)

o)o
o

olPOFoo
ioF,AF
US
CL U)
o. gt
qd--0r6
E>oo?o

xo
d.



a
Nrt
ol
Nc
(,,
(o

zzz

zzzzzz

zzzz

z

o-o
ix
Ec
6.So5
3EEh
g5
6'6
o

CL>=oa
Pb65
93*
=6ejt-

EP60o-E

o
o
e
6

6
c
fooo

.9-5
o.
Eo
Eoo

,'p
EE

rsE
s;*.3p6
o E8
PTE

a, p

{EE
I c;b

=E6.oas
=66
EEE
ESs

6ot,'E([0,
xcPi
do\o5-9
*8
gs
6' '=
l!f

6o
g5
Ec

Eol
oOgo.s+
aD

BE
5=

o
6xo
F
E;
f

--oE9OE
cLoEEbpYl!

6o
ooE

G'6;
E'gg6 E(a
s=8E e=o6cY(,lI

s
o)
C)

tro
N
d

*oo
tlo
t-
o

!
E
(u
o
E.co.966pz6
co6
G

=

o-o
j
c
8.eCEbpo9
.6=
EO'6
zo'6
o

-'9o;
Rb;t
=E=r
Eg60o-t

z

o
CD(!

=oox
E=glF
dg

U)o

z

6
P
F
od
!c
.E
ao
o
.E
a

3o
0)o

I
a)
E
6

o
PF
c0
v

.Eg3
oo
6#

5ooo

6f
F
od
tc
(oo
o
(E

U'

'=
fo
d,o

c
c,p
o
E
o-
o
o
Ea

o
o
c
6

o
o
.go

o
oo
6

o
E
o

0,vc6
@

ov
E(o
6

o
eF

aod>+eEct6
Eg6S
EU'
i5E

=o
0,

at,

z

{)
!,

rP
EgL=

o
a,
u)

.9E
ll,
E
Eo
o-
o
=ul

J
Fo
F



zzzz

zzzz

z

(L
o
>i-o

8E
F\6.9o5
oab

;t
EL,,
.9
q)

o

z

o->\ .=ot;
8Eo;
6'Ox>bs
= 6avtU

=6-v>o(l)
oo(Lts

o
0)e :Et$aE 8.ESEE

*oE"'tlla
O.!D g P E E.9ac9E-o=d)(6>96EI
EgE.€=-FH
Phoo!9?o

!og Et EE.,cooEt
= =s 8 "o

C{

o
0)

cE
uoc^

P€EE
Lf=628P=tuc0=8I?.fia
F9Et

9o
f

C,>

IJJOEo9ii<gEtr68ftPe
\J OEt->6uJbro-.c

6oq
aio

-tDQ634
EPEa'6 0
,^\f,5f,o:

LOooo 6qf P
-l\J 6l--c
r- = _!u'=3

Ec
I

Goz6OEE
bs;e'; b
TI-O O

"6,7 EU.P
-= o

==P,o

=

oo
oz
o
JoI
I
E

=

izc
(I,
g)

E-co.o66Ez6
coo(l
=

(L
o
j
E
8.ec-cbeoP
06=
EO
o)

E
.9.
oo

o
=F

od
.)<.EA(E

Emo0)
=(5"6

>
.C
5o
0,

ct)

(U
o(,'=ooxc

P&
6 P'E
9.3 .u.a u, ad
.^eE6
6Es
EEE(rl!f

(E
o.. .,'=ioo-,<e

c(Dt(1)L<L
EE

= oroo=(,oEg-*#
EeP
= (D'=

=85

a-8
Effib
iEE
-9 ob
E.= E.(,(U>t6
Y.E 

-I€-U6 9'E(Llrf

(n
o
HgoS
Q8.
od .H

u) fi,

=;29.

c
C'
c
=oo()

.o
-ol
L
E
o)

Eoo

olzc
(u
co

q)
c
Lo

z?ox
-e'1 0

d"-
JC()E
(_)) oot
J(!<5(Lb

2Et(L

z

o.>\ '=ot;
Pbd=
6o

=E=6rz>
cg(50o-t

6
:f

L

606
EY

US
*eo(g
o(h.9;o'5

o
o)o

o
l
LF

06
l(

.C;(U
6cooo
a-(E"6

.E

=oo
@

al
EI

zal
g q 5l

g 5Hl H
7to5l-j

e e elEE Y HI g

FOAI LJ-x H aJt!tl() tr.tlrJJ 9lA u-l
LLI
ol

Lo
o
E'6

Lo
o
o)
L

i5

Lo
oo
i5

zo
t--
ao(L
od
tu
JF
F



REPORT ITEM 1b: ANNUAL REPORTS TO SHAREHOLDERS

Report ltem 1b: Attached



SECURITY HOLDING COMPANY

FREDERICKSBURG, TEXAS

STATEMENT OF ASSETS AND LIABLILITIES

December 29,2017

ASSETS:

Cash
Certificate of Deposit
Accounts Receivable-Security State Bank & Trust
Prepaid lncome Tax
Goodwill-Excess of Par
lnvestments-Securi$ State Bank & Trust

TotalAssets

14,604.62
0.00

9,090.00
0.00

1,344,339.02
131,292,979.87

132,661 ,013.51

LIABILITIES:

CapitalStock
Treasury Stock
lncome Tax Payable
lncome Tax Benefits
Unrealized Gain (Loss) in Securities
Paid in Capital-Excess of Par
Retained Earnings
Dividends Paid Common Stock
lncome
Expenses

Total Liabilities

9,868.72
-6,431,428.60

0.00
0.00

-1,013,724.14
10,118,359.49

122,064,065.27
-8,000,000.00
15,949,527.28

-35,654.51

132,661,013.s1



SECUR]TY HOLDING COMPANY

FREDERICKSBURG, TEXAS

OPERATING STATEMENT

December 29,2017

INCOME This Month Year to date

8,037,500.00

7,912,027.28

15,949,527.28

Dividends-Security State Bank & Trust
lnterest-Cerificate of Deposit
Undistributed Earnings
Earning of NonControlling lnt

Total lncome

EXPENSE:

Franchise Tax
Fine & Penalties
Office Supplies-Stationary & Printing
Postage
Legaland Professional
Federal lncome Tax Expense

Total Expenses

459.63
777.22

34,417.66

35,654.51

NET INCOME 15,913,872.77
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CliftonLarsonAllen

INDEPENDENT AUDITORS' REPORT

Board of Directors and Audit Committee
Security Holding Company and Subsidiary
Fredericksburg, Texas

Report on Consolidated Financial Statements
We have audited the accompanying consolidated financial statements of Security Holding Company
and Subsidiary, which comprise the consolidated balance sheets as of December 31 ,2017 and 2016,
and the related consolidated statements of income, comprehensive income, stockholders' equity, and
cash flows for the years then ended, and the retated notes to the consolidated financial statements.

M a n ag e m e nf 's Resp on si b t I ity fo r th e C o ns o I i d ate d F i n a n c i al Stafements
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 financial statements that are free from material misstatement,
whether due to fraud or error.

Auditors' Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing 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 of material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financial statements. The procedures selected depend on the auditors' judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. ln making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements,

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

A member trf

Nexia
|nte.nationalo



Board of Directors and Audit Committee
Security Holding Company and Subsidiary

Opinion
ln our opinion, the consolidated financial statements refened to above present fairly, in all material
respects, the financial position of Security Holding Company and Subsidiary as of December 31,2017
and 2016, and the results of their operations and their cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

ZZP
CliftonLarsonAllen LLP

Dallas, Texas
March 26,2018
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Security Holding Compony ond Subsidiory
Consolidoted Bolonce Sheets
December 3] ,2017 ond 2016

2017 20't6
ASSETS

Cosh ond cosh equivolents
Avo iloble-f or-sole securilies

Held-to-moturity securilies
Loons held for sole
Loons, net of ollowonce for loon losses of $3,303,987 ond
$2,969,264 ot December31,2017 ond 2016

Premises ond equipment, net of occumuloted depreclolion of
$13,463,759 ond $12,341,857 ot December31,2017 ond 2016
Federol Home Loon Bonk stock
Foreclcised ossels held for sole, nel
lnlerest receivoble
Goodwill
Bonk owned life insuronce
Olher ossets

TOTAT ASSETS

Uobililies ond Stockholders' Equily

UABtTIT|ES

Deposits
Demond
Sovings, NOW ond money morkel
Time

Totoldeposits

Securities sold under ogreements lo repurchose
Accrued interesl poyoble
Accrued expenses ond other liobilities

Totol liobililies

STOCKHOLDERS' EQUIIY

Common stock, $l por volue; oulhorized - 30,000 shores;

issued ond outslonding 2017 -9,849 shores ;2016 - 9,849 shores

Additionol poid-in copitol
Reloined eornings
Accumuloted other comprehensive loss

Treosury stock, of cosl
Common: 829 shores

Totol Security Holding Compony stockholders' equity

Nonconlrolling interesl

Iotol stockholders' equity

TOTAI. TIABITITIES AND STOCKHOTDERS' EQUIIY

$ 97e,207 ,966 $ 937,7s0,343

$ 4l ,9s2,036
I13,449,613
152,449,30s

7,228,61s

615,219,616

r5,905,008
39 r ,100
148,126

4,261,304
1,344,339

25,289,848
569,0s6

$ 49,234,224
r67, r r8,331

162,667,073
9,169,418

517,654,581

16,03s,046

r,803,800
1,378,248
4,042,169
r,344,339

6,760,738
542,376

$ 322,664,866
s85,093,808

87,344,826

$ 299,713,090
369,120,077

94,804,036

795, I 03,500 763,637,203

49,292,704

112,761

1,973,473

48,954,457

78,478
I ,199,009

846,482,438 813,869.147

?,849
10,1 I 8,359

129,977 ,958
(1,013,724],

(6,431,429)

9,849
l0, t 18,359

122,064,085
(2,070,090ll

16,431,42e1

r 32,651,013

64,515

123,690,774

190,422

132,725,528 123,88r,r96

3
See Noles to Consolidofed Finonciol Stolemenfs

$ 97?,207,966 $ e37,7s0,343



Security Holding Compony ond Subsidiory
Consolidoted Stotements of lncome

Yeors Ended December 3l ,2017 ond 2Ol6

2017

lnleresl lncome
Loons, including fees
lnveslmenl securilies
lnterest beoring deposits

Totolinlerest income

lnleresl Expense
Deposils

Seiurilies sold under ogreements to repurchose
Other

Totolinterest expense

Net lnleresl lncome

Provision lor Loon losses

Nel lnteresl lncome Afler Provlslon lor Loon Losses

Noninleresl lncome
Service chorges on deposil occounts
Fiduciory octivilies
Mortgoge loon income
Olher service chorges ond fees
Nel reolized losses on soles of ovoiloble-for-sole securilies
Nel reolized ond unreolized (goins)/losses on foreclosed ossets

Other

Totol noninteresl income

$ 32,710,602
6,076,127

298.077

2016

$ 29,31 1,659

s,679,484

I 67 ,571

39,084,806 34,158,714

r,053,976

367,339

85,492

755,899

1 44,1 90

2t,137

r,506.807 921,226

37,577,999 33,237 ,488

766,52s 34,995

36,811,474 33,202,493

2,060,947

913,224

4,984,016

2,428,574
(8e,r 4r)
150,926

1,s90,858

2,09s,302
880,418

6,154,435
2,2s3,902

18,467l,

1464,8341
1,664,933

12,039,444 12,57 5,689

4
See Noles to Consolidoted Finonciol Slotemenls



Security Holding Compony ond Subsidiory
Consolidoted Stotements of lncome (continued)

Yeors Ended December 3l ,2017 ond 20.l6

2017

Noninlerest Expense
Solories ond employee benefits
Occuponcy expense
Equipmenl expense
Doto processing fees
Posloge, printing ond office supplies
Telecommunicotions
Expenses of foreclosed ossels

Deposit insuronce premiums
'Other

Totol noninterest expense

lncome Belore lncome Tox

Provision lor lncome Toxes

Net Income

Less nel income (loss) oltributoble lo lhe nonconlrolling interesl

Nel lncome Atlributoble lo Secudly Holding Compony

Bosic ond Diluled Eornings Per Shore

Averoge Shores Oulslonding

$ 2\,102,719
2,643,802
1,594,971

1,254,589

653,205

506,07r

177,841

290,678
4,732,255

2016

$ 19,492,939

2,417,299
1,415,550

98?,470
608,008

470,886
231,216

381,099
4,677,993

32,956,13I 30,684,460

1s,894,747 15,093,722

1,293,471

15,894,747 13,800,251

l\e,126) 3r 4,3r 3

$ 15.913,873 $ 13,485,938

$ 1,764 $ r,4es

9,020 9,020

5
See Notes to Consolidoled Finonclol Stotemenls



Security Holding Compony ond Subsidiory
Consolidoted Stotements of Comprehensive lncome

Yeors Ended December 3l ,2417 ond 2016

2017

Net lncome

Other Comprehensive (Loss)

Unreolized (depreciotion! oppreciotion on
ovoiloble-f or-sole securilies

Less reclosificotion odjustment for reolized losses included
in net income

Comprehensive lncome

Less comprehensive income (los) otlributoble lo
the noncontrolling inlerest

Comprehensive lncome Atlributoble lo
Secudly Holding Compony

201 6

$ 15,894,747 $ 13,800,25r

967,225 (2,t 33,s231

89,141 8,467

1,056.365 (2,125,0s6t.

r6,951,1l3 11,675,19s

,19,1261 3r4,313

$ 16,970,239 $ r r,360,882

6
See Notes to Consolidoted Finonciol Slotemenls



Security Holding Compony ond Subsidiory
Consolidoted Stotements of Stockholders' Equity

Yeors Ended December 31, 201 7 ond 2O1 6

Common Slock
Shorer Amounl

Addlllonol
Pold-ln
Coplol

Accumuloled
Olher

Comprehcnshe
lncome lLosrl

Relolned
EornlnEt

Treosury Nonconfiol[ng
Stock lnleresl Iotol

lolonce, Deccmbel 31, 2015

Net income

Other comprehensive loss

Dblributions to nonconkolling lnleresl

Dhtribul'ons on common
llock, $680 per 5hore

Sokcncc, Dcc.mbe, 31, 2016

Net income

Olher comprehensive income

Dislribution! lo noncontrolling inlerell

Diskibulionr on common
slock, $887 per shole

tolonce, Decembfi 31, 20I7

5ee Noler to Consolidoted Fmonciol Slolements

9,819 $ 9,819 $10,il8,359 $114.708,311 $

- 13.185.938

s1.966 $(6,13r,129) $ 62,109

314,313

(2,r 25,0s6)

(186,000)

12,070,aeq rc,$t,4nl 190,ln

il9,r26)

$ r r8,s22,165

13,800,25r

(2,12s,0561

tl86,000l

9.849 9.U9 r0,il8.359

(6. r 30.1 64)

122,064,085

I 5.9r 3,873

(6,r 30,r 64)

I 23.88 1 ,1 96

15.891.747

1,056,366

(106,78r )

r,056.366

(r 06,781 )

{8.000.000) {8,000.000}

e,84e $ e,819 $r0,1r8,35e $129,977,9s8 $[r,0rs.721] $(6,13r,1n1 $ 61,5rs $132,72s.s28

- -:::::
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Security Holding Compony ond Subsidiory
Consolidoted Stotements of Cosh Flows

Yeors Ended December 3l ,2017 ond 2016

2017

Operollng Aclivltles
Nel income
Items not requiring (providing) cosh

Depreciolion ond omorlizotion
Provision for loon losses

Amortizotion of premiums ond discounls on securities

Unreolized (goin) loss on derivolives
Defened income loxes
Nel reolized losses on soles of ovoiloble-for-sole securilies
Nel reolized (goins) losses on soles of foreclbsed ossels

Nel reolized losses on soles of equipment
Appreciotion in bonk owned life insuronce
Provision for losses on foreclosed ossets

Chonges in

Loons held for sole

lnleresl receivoble
Other ossets

lnterest poyoble ond other liobilities

Nel cosh provided by operoting oclivities

lnvesling Acllvltles
Purchoses of ovoiloble-for-sole securities

Proceeds from moturities of ovoiloble-for-sole securilies
Proceeds from the soles of ovoiloble-for-sole securities
Purchoses of held-lo-moturity securilies

Proceeds from moturities of held-lo-molurily securities
Net chonge in loons

Purchoses of premises ond equipment
Soles {purchoses) of Federol Home Loon Bonk stock
Purchose of bonk owned life insuronce
Proceeds from soles of equipment
Proceeds from soles of foreclosed ossels

Net cosh used in investing octivilies

201 6

$ 15,894,7 47 $ 13,800,251

t ,1 40,1 20

766,525

2,614,872
56,421

89,r41

1224,1771
42,530

(s2e,r l0)
73,251

1,884,382

(2 t9,1351

(26,6801

808/47

?48,864
34,995

2,607,743
(r93,7 re)

1,562,688

8,467
204,214
77,548

(3s4,238)

250,624

444,7 49

(500,777)
(r5e,898)
(66r,8r r)

22,371,634 18,079,696

1688,s29,8221
22,121,311

720,551,931
( I 8, I 7l ,928)

26,267,347

(98,432,760l,

(2,07r,388)

1,412,700
(r8.000,0001

18,77 6

1,482,248

(e47,91 r ,380)
92,8r r,588

866,965,401
(59.020,614)

33,959,856
(68.54s,r rs)

12,440,7s01
(r,r77,r00)

115,310

3.666,714

(ss,ssr,s8s) (8r,577,090)

I
See Notes to Consolidoted Finonciol Slotemenls



Security Holding Compony ond Subsidiory
Consolidoted Stotements of Cosh Flows (continued)

Yeors Ended December 3l ,2017 ond 20]5

2016 2015

Flnonclng Aclivitles
Net increose in demond deposits, money
morkel, NOW ond sovings occounls

Net decreose in certificotes of deposit
Nel increose in securities sold under ogreemenls
io repurchose

Dividends poid to stockholders
Dividends poid to noncontrolling inleresl

Net cosh provided by finoncing oclivities

Decreose ln Cosh ond Cosh Equlvolenls

Cosh ond Cosh Equivolents, Eeginnlng ol Yeor

Cosh ond Cosh Equivolents, End of Yeor

Supplementol Cosh Flows lnformolion
Inlerest poid
Reolestole ocquked in seitlement of loons

338,247

(8,000,000)

{106,781

23,697,763 45,564,449

(7,282,188) (17,932,945)

49,234,224 67,167,169

$ 4l ,es2,036 $ 49,234,224

$ s8,92s,s07 $
(7 ,4s9,210)

44,57 4,419

18,482,6661

15,788,960

(6, r 30,1 54)

(r86,000)

$

$

$

$

1,472,524

r01,200
9 t 7,000

r 07,000

I
See Noles to Consolidoled Finonciol Slolements



Security Holding Compony ond Subsidiory
Notes to Consolidoted Flnonciol Stotemenls

Nole l. Nolure of Operolions ond Summory of Significont Accounling Policies

Noture of Operotions

Securily Holding Compony ("Compony") is o bonk holding compony whose principol octivity is the
ownership ond monogemenl of its mojority-owned subsidiory, Security Stote Bonk ond Trust (the
"Bonk"). The Bonk is primorily engoged in providing o voriety of finonclol services to individuol ond
corporote customers through its moin office [n Fredericksburg, Texos, sixteen bronch locotions, on
operotions center, four remote bronch locotions in the surrounding oreo ond o loon production office in
Forl Worth. Texos. The Bonk's primory deposit products ore interest beoring checking occounts ond
certificotes of deposits. lts primory lending producls ore reol estote mortgoge loons, commerciol,
finonciol, consumer ond ogriculturol loons. During 2014, the Bonk formed o morlgoge compony, SSBT
Mortgoge Group, LLC (SSBT Mortgoge), Wth onother individuol to originote morlgoge loons insured by
the Federol Housing Authority (FHA). The Bonk contribuled oll of the prefened copitol ond70% of the
common copitol. SSBT Morlgoge begon originoting loons in October of 2015. The Bonk is subject to
competilion from other finonciolinstitutions. The Bonk is subject to lhe regulotion of cerloin federol ond
stote ogencies ond undergoes periodic exominotions by those regulotory outhorities.

Princlples of Consolidolion

The consolidoted finonciol stotements include the occounts of the Compony, the Bonk ond SSBT
Mortgoge. All significont intercompony occounts ond tronsoclions hove been eliminoted in
consolidotion.

Vodoble lnterest Entities

The Compony determines whether it hos o controlling finonciol interest in on entily by first evoluoting
whether the entity is o voting interest entity or o vorioble interest entity ("VlE") under occounting
principles generolly occepted in the United Stotes. Voting interesl enlilies ore entities in which the totol
equity investment of risk is sufficient to enoble the entity to finqnce itself independently ond provides the
equity holders with the obligotion lo obsorb losses, the right to receive residuol returns ond lhe right to
moke decisions obout the entity's oclivities, We consolidote voting interest entilies in which we hove oll,
or oi leost o mojority of. the voting interest. As defined in opplicoble occounting stondords, VlEs ore
entities thot lock one or more of lhe chorocteristics of o voling interest entity. A controlling finonciol
inlerest in o VIE is present when on enterprise hos both lhe power to direct the octivities of the VIE thot
most significontly impoct the VIE's economic performonce ond on obligotion to obsorb losses or the
right to receive benefils thot could potentiolly be significont to the VlE. The enterprise with o controlling
finonciolinterest, known os lhe primory beneficiory, consolidotes the VlE.

Use of Eslimotes

The preporolion of consolidoted finonciolstotements in conformity with occounling principles generolly
occepted in the United Stotes of Amerlco requires monogemenl to moke eslimotes ond ossumptions
thol offect the reported omounts of ossets ond liobilities ond disclosure of contingent ossets ond
liobilities of lhe dole of the finonciol stotements ond lhe reported omounts of revenues ond expenses
during the reporling period. Actuol results could differ from those eslimoies. Moteriolestimotes thol ore
porticulorly susceptible to significont chonge relote lo lhe delerminotion of the ollowonce for loon
losses, voluotion of reol estote ocquired in connection with foreclosures or in sotisfoction of loons, ond
foir volues of finonciol inslruments.

l0



Security Holding Compony ond Subsidiory
Notes to Consolidoted Finonciol Stotements

Cosh Equivolenls

The Compony considers oll liquid investments with originol moturities of three months or less to be cosh
equivolents.

At December3l, 2017, the Compony's cosh occounts exceeded federolly insured limits by
opproximotely $35,150,000. ln oddition, lhe Compony hos opproximotelV $24,667,000 on deposit with
the Federol Reserve Bonk.

Securities

Certoin debt securities thot monogement hos the positive inlent ond obility to hold to moturity ore
clossified os "held to moturity" ond recorded of omortized cosl. Securities not clossified os held to
moturily, including equity securities with reodily determinoble foir volues. ore clossified os "ovoiloble for
sole" ond recorded of foir volue, with unreolized goins ond losses excluded from eornings ond reported
in other comprehensive income. Purchose premiums ond discounts ore recognized in interest income
using the interest method over the terms of lhe securities. Goins ond losses on the sole of securilies ore
recorded on the trode dote ond ore determined using the specific identificotion method.

Declines in the foir volue of heldJo-moturity ond ovoiloble{or-sole securities below their cost thot ore
deemed to be other thon temporory ore reflected in eornings os reolized losses. ln estimoting other-
thon-temporory impoirment losses, monogement considers, omong other things. (i) the length of time
ond the extent to which the foir vqlue hos been less thon cost, (ii) the finonciol condition ond neor-term
prospects of the issuer ond (iii) the intent ond our obility to retoin our investment in the issuer for o period
of time sufficienl lo ollow for ony onticipoted recovery in foir vqlue.

toons Held for Sole

As of Jonuory I,2016, the Bonk hos elected the foir volue oplion for oll mortgoge loons held for sole by
SSBT Mortgoge which monogement believes more occurotely portroys the volue of the finonciol
instrument. The principolomount of loons held for sole is $6,913,604 ond $8,707]48 os of December 31,
2017 ond 2016, respectively. The impoct of this odoption wos not significonl to the consolidoted
finonciolstotements. Foir volue of mortgoge loons held for sole is delermined by using the investors' besl
efforts commitment price. Unreolized goins ond losses on chonges in foir volue of mortgoge loons held
for sole ore included in mortgoge loon income in the occomponying consolidoted stotemenls of
income. lnterest income ond fees on loons held for sole ore included in loon interest income ond fees in
the occomponying consolidoted stotements of income. See Note 5. Derivolive lnstruments.

Loons

Loons thot monogement hos the intenl ond obility to hold for the foreseeoble future or until moturity or
poyoff ore reported of their outstonding pdncipol bolonces odjusted for uneorned income, chorge-offs,
the ollowonce for loon losses, ony unomortized deferred fees or costs on originoted loons ond
unomortized premiums or discounts on purchosed loons.

For loons omortized ol cost, interest income is occrued bosed on the unpoid principol bolonce. Loon
originolion fees, net of certoin direct originotion costs, os well os premiums ond discounts, ore defened
ond omortized os o levelyield odjuslmenl over the respective term of the loon.

1l
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Security Holding Compony ond Subsidiory
Notes to Consolidoted Finonciol Stotements

The occruol of interest on mortgoge ond commerciol loons is discontinued of lhe lime the loon is g0

doys post due unless the credit is well-secured ond in process of collection, Post due stotus is bosed on
controctuolterms of the loon. ln oll coses, loons ore ploced on nonoccruolor chorged off ol on eorlier
dote if collection of principol or interesl is considered doubtful.

All interest occrued bul not collected for loons thot ore ploced on nonoccruol or chorged off ore
reversed ogoinst interesl income. The interest on these loons is occounted for on the cosh-bosis or cost-
recovery method, unlil quolifying for return lo occruolslolus. Loons ore returned to occruol slotus when
oll the principol ond interest omounts controctuolly due ore brought current ond future poyments ore
reosonobly ossured.

Discounts ond premiums on purchosed residentiolreol estole loons ore omortized to income uslng the
interest method over the remoining period to controctuol moturity, odjusted for onticipoted
prepoymenls. Discounts ond premiums on purchosed consumer loons ore recognized over the
expected lives of the loons using methods thol opproximote lhe interest method.

A troubled debt restructured loon is o loon, which lhe Compony, for reosons reloted to o bonower's
finonciol difficulties, gronts o concession to the borrower thot the Compony would not otherwise
consider. The loon terms which hove been modified or restructured due to o borrower's finonciol
difficulty include, but ore nol limited to, o reduclion in lhe sloted interest rote; on extension of lhe
moturity ol on inlerest rote below current morket; o reduction in the foce omount of lhe debt; o
reduction in the occrued inlerest; or re-oging, exlensions, deferrols, renewols ond rewrites. A troubled
debt reslructured loon would generolly be considered impoired in the yeor of modificotion ond will be
ossessed periodicolly for continued irnpoirment.

Allowonce for loon losses

The ollowonce for loon losses is estoblished os losses ore eslimoted to hove occurred through o provision
for loon losses chorged to income. Loon losses ore chorged ogoinst the ollowonce when monogement
believes the uncollectibility of o loon bolonce is confirmed. Subsequent recoveries, if ony, ore credited
to the ollowonce.

The ollowonce for loon losses is evoluoted on o regulor bosis by monogement ond is bosed upon
monogement's periodic review of the collectobiliiy of the loons in light of historicol experience, the
noture ond volume of the loon portfolio, odverse situotions lhot moy offecl the borrower's obility to
repoy, estimoted volue of ony underlying colloterol ond prevoiling economic condilions. This evoluolion
is inherently subjective os il requires estimotes thot ore susceptible to significonl revislon os more
inforrnotion becomes ovoiloble.

The ollowonce consisls of ollocoted ond generol components. Ihe ollocoted component relotes to
loons lhot ore clossified os impoired. For those loons thot ore clossitied os impoired, on ollowonce is

estoblished when the discounted cosh flows or colloterol volue or observoble morket price of the
impoired loon is lower thon the corrying volue of thot loon. The generol component covers nonclossified
loons ond is bosed on hisloricol chorge-off experience ond expected loss given defoult derived from
lhe Compony's internol risk roting process. Olher odjustments moy be mode to the ollowonce for pools
of loons ofter on ossessment of internql or externolinfluences on credit quolity lhot ore nol fully reflected
in the historicol loss or risk roting doto.
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A loon is considered impoired when, bosed on current informolion ond evenls, it is proboble thol the
Compony will be unoble to collect the scheduled poyments of principol or interest when due
occording to the controctuol terms of the loon ogreement. Foctors considered by monogement in
determining impoirment include poyment stotus, colloierol volue ond the probobility of collecling
scheduled principol ond interest poyments when due. Loons thot experience insignificont poymenl
deloys ond poyment shortfolls generolly ore not clossified os impoired. Monogement determines lhe
significonce of poyment deloys ond poymenl shorlfolls on o cose-by-cose bosis. loking into
considerotion oll of the circumstonces surrounding the loon ond the borrower. including the length of
the deloy, the reosons for the deloy, the bonower's prior poyment record ond the omount of the
shortfoll in relotion to the principol ond interest owed. lmpoirment is meosured on o loon-by-loon bosis
for commerciol ond construction loons by either the present volue of expected future cosh flows
discounted of the loon's effective interest rote, the loon's obtoinoble morket price or lhe foir volue of
lhe colloterolif the loon is colloleroldependent.

Groups of loons with similor risk chorocteristics ore collectively evoluoted for impoirmenl bosed on lhe
group's historicol loss experience odjusted for chonges in lrends. conditions ond other relevonl foclors
thot offect repoyment of the loons. Accordingly, the Compony does not seporotely identify individuol
consumer ond residentiol loons for impoirment meosurements, unless such loons ore the subject of o
restructuring ogreemenl due to finoncioldifficulties of the bonower.

Premises ond Equipment

Deprecioble ossets ore sloted of cosl less occumuloted depreciotion. Depreciotion is chorged lo
expense using the slroight-line method over lhe estimoted useful lives of the ossets. Leosehold
improvements ore copilolized ond deprecioled using the slroight-line method over the lerms of lhe
respective leoses or lhe estimqted usefullives of the improvements, whichever is shorter. Expected terms
include leose option periods to the extent thot the exercise of such options is reosonobly ossured.

The estimoled useful lives for eoch mojor deprecioble clossificotion of premises ond equipment ore os
follows:

Bonk premises
Leosehold improvements
Furniture ond equipment

l0-40 yeors
5-30 yeors
5-10 yeors

Long-lived Asset lmpoirment

The Compony evoluotes the recoverobility of the corrying volue of long-lived ossets whenever events or
circumstonces indicote the corrying omount moy not be recoveroble. lf o long-lived osset is tested for
recoverobility ond the undiscounted estimoted future cosh flows expected to result from the use ond
evenluol disposilion of the osset is less thon ihe corrying omount of lhe osset, the osset cosl is odjusted
to foir volue ond on impoirment loss is recognized os the omount by which lhe corrying omount of o
long-lived osset exceeds its foir volue.

No osset impoirment wos recognized during the yeors ended December 31, 2017 ond 2016.
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Federol Home loon Bonk Stock

Federol Home Loon Bonk stock is o required inveslment for institutions thot ore members of the Federol
Home Loon Bonk system. The required investment in the common stock is bosed on o predetermined
formulo, corried of cost ond evoluoted for impoirmenl.

Bonk Owned Life lnsuronce

The Bonk hos purchosed life insurqnce policies on certoin officers. Bonk-owned life insuronce is recorded
of the omount thot con be reolized under the insuronce controct of the bolonce sheet dole. which is
the cosh surrender volue odjusted for other chorges or other omounts due thot ore proboble ot
settlement.

Foreclosed Assets Held for Sole

Assets ocquired lhrough, or in lieu of, loon foreclosure ore held for sole ond ore iniliolly recorded of lhe
lower of the loon bolonce or foir volue less cost lo sell of lhe dote of foreclosure, esloblishing o new cost
bosis. Subsequent to foreclosure, voluotions ore periodicolly performed by monogement ond the ossets
ore corried of the lower of corrying omount or foir volue less cosl to sell. Revenue ond expenses from
operotions ore included in noninterest income ond noninterest expense, respectively. Chonges in lhe
voluotion ollowonce ore included in goins ond losses on foreclosed ossets in lhe noninteresl section of
the income stotemenl.

Goodwil!

Goodwill is tested onnuolly for impoirment. lf the implied foir volue of goodwillis lower thon its corrying
omount, o goodwill impoirment is indicoted ond goodwill is written down to its implied foir vqlue.
Subsequenl increoses in goodwillvolue ore not recognized in the finonciolstolements.

Derivotive lnstrumenls

As port of SSBT Mortgoge's operotions, monogement enters into commitments to originote loons
whereby the interest rote on the loons is determined prior to funding ("role lock commitments"). The
rote lock commitmenls on loons SSBT Mortgoge intends to sell ore recorded os derivotives ond ore
recorded of foir volue using current best effort commitment prices from investors, subject to the
onticipoted loon funding probobility, or follout foctor. The volue of rote lock commilments is offected by
chonges in the onlicipoted loon funding probobilily or folloul foctor. The foir volue of the interest rote
lock commitments wos on osset of $137,298 ond $193,719 of December3l ,2017 ond 2016, respectively.
These omounts ore included with loons held for sole on the occomponying consolidoted bolonce
sheets.

The use of the rote lock commitments does not quolify for hedge occounting under the opplicoble
occounting guidonce. As o result, oll chonges in foir volue ore recorded through mortgoge loon
income in the occomponying consolidoted stotements of income.

Treosury Stock

Common stock shores repurchosed ore recorded of cost. Cost of shores retired or reissued is

determined using the first-in, first-out method.
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Irqnsfers ol Finonciol Assets

Tronsfers of finonciol ossets ore occounted for os soles when conlrol over the ossets hos been
surrendered. Control over tronsfened ossets is deemed to be sunendered when (l)the ossets hove
been isoloted from the Compony-put presumptively beyond lhe reoch of the tronsferor ond its
creditors, even in bonkruptcy or other receivership, (2) the tronsferee obtoins the right (free of condllions
thot constroin it from toking odvontoge of thot right) to pledge or exchonge the lronsfened ossets ond
(3) the Compony does not mointoin effeclive control over lhe tronsfened ossets through on ogreement
to repurchose them before lheir moturity or the obility to uniloterolly couse the holder to return specific
ossets.

lncome Toxes

Effeclive Jonuory 1,2016, the Compony elected to be toxed os on S-Corporotion. ln occordonce with
federol income tox regulotions, no income toxes ore levied iln on S-Corporotion, bul rother on the
individuol shoreholders. ln connection wilh the election, lhe Compony eliminoted its nel delerred tox
osset of $1,562,688 os of the election dote.

Uncertoin tox positions ore recognized if it is more likely thon nol, bosed on the technicol merils, thot the
tox posilion will be reolized or sustoined upon exominotion. The term more likely thon not meons o
likelihood of more thon 50 percenl, the terms exomined ond upon exominotion olso include resolulion
of lhe reloled oppeols or liligotion processes, if ony. A tox posilion thot meets lhe more likely thon not
recognition threshold is iniliolly ond subsequently meosured os lhe lorgest omount of lox benefit thot
hos o greoter thon 50 percent likelihood of being reolized upon seltlemenl with o toxing outhority thot
hos full knowledge of oll relevont informotion. The delerminotion of whether or not o tox position hos
met the more likely thon not recognition threshold considers lhe focts, circumstonces ond informolion
ovoiloble of the reporting dote ond is subject to monogement's judgment.

The Compony recognizes interest ond penolties on income toxes os o componenl of income tox
expense.

The Compony files consolidoted income tox returns with the Bonk.

Eornings Per Shore

Bosic eornings per shore represents income ovoiloble to common stockholders divided by the
weighled-overoge number of common shores oulstonding during eoch period. Diluted eornings per
shore reflects odditionol polentiol common shores thot would hove been oulstonding if dilutive
polenliol common shores hod been issued, os well os ony odjustment to income thot would result from
the ossumed issuonce. There were no dilutive shores oulstonding of December 31, 2017 or 2016.
Treosury stock shores ore not deemed oulstonding for eornings per shore colculotions.

Comprehensive lncome

Comprehensive income consists of net income ond other comprehensive income, net of opplicoble
income toxes. Other comprehensive income includes unreolized oppreciotion {depreciotion) on
ovoiloble-for-sole securities. During the yeors ended December 31,2017 ond 2016, reolized losses on
ovoiloble-for-sole securities of $89,141 ond $8,467, respectively were reclossified out of occumuloted
other comprehensive income. Due to the S-Corporotion tox stotus of the Compony, there wos no lox
impoct included. These losses hove been included in the consolidoted income stotement os net
reolized losses on soles of ovoiloble for securities.
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Ironsfers between Foir Volue Hierorchy Levels

Tronsfers in ond out of Level I (quoted morket prices), Level 2 (other significont observoble inputs) ond
Level3 (significonl unobservoble inputs) ore recognized on the octuqltronsfer dote.

Upcoming Accounting Stondords

ASU 2014-09 Revenue from Controcts with Customers (Topic 606). The FASB omended existing guidonce
reloted to revenue from controcts with cuslomers. This omendment supersedes ond reploces neorly oll
existing revenue recognition guidonce, including industry-specific guidonce, estoblishes o new control-
bosed revenue recognition model, chonges the bosis for deciding when revenue is recognized over
time or of o point in time, provides new ond more deloiled guidonce on specific topics ond exponds
ond improves disclosures obout revenue. ln oddition, this omendment specifies lhe occounting for
some costs to obtoin or fulfill o conlroct with o customer. These omendments ore effective for lhe
Compony for onnuol reporting periods beginning ofter December 15, 2018, including interim periods
within thot reporting period.

The Compony is finolizing our ossessment ond hove identified the revenue line items within the scope of
lhis new guidonce. We do not expecl the new stondord to result in o moleriol chonge for revenue
becouse the mojorily of the Compony's finonciol instruments ore not within the scope of Topic 606.
Revenue slreoms within other noninterest income the Compony is evoluoting include service chorges
on deposil occounts ond income from fiduciory octivities.

ASU 2016-02 Leoses {Topic 842). The FASB omended existing guidonce thot requires thot lessees
recognize leose ossels ond leose liobilities on the bolonce sheet ond disclose key informolion obout
leosing orongements. The Compony is in the process of determining the effect of the stondord on its
consolidoted results ond finonciol condition. These omendments ore effeclive beginning Jonuory l,
2020.

ASU 2016-13 Finonciollnstruments - Credit Losses (Topic 326). The FASB issued guidonce to reploce the
incuned loss modelwith on expected loss model, which is relened lo os the cunent expected credit loss

(CECL) model. The CECL model is opplicoble to the meosurement of credit losses on finonciol ossets
meosured of omortized cost, including loon receivobles, held to moturity securities ond debt securities.
ASU 2015-13 is effective for the compony for onnuol periods beginning ofter December 15, 2020,
including interim periods within those fiscol yeors. Enlities will opply the slondord's provisions os o
cumulotive effect odjustment to reloined eornings os of the beginning of the first reporting period in
which the guidonce is odopted. The Compony is cunently evoluoling the impocl of the odoption of
ASU 2016-13 will hove on ils consolidoted operoting results ond finonciol condilion.

ASU 2017-OB Receivobles - Nonrefundoble Fees ond Other costs (Subtopic 310-20). Premium
Amortizotion on Purchosed Colloble Debt Securities. FASB issued guidonce to shorten the omortizotion
period for certoin colloble debt securities held of o premium. Specificolly, lhe omendments require the
premium to be omortized lo the eorlies coll dote. The omendments do not require on occounting
chonge for securities held of o discount os the discount continues to be omortized to moturity. These
omendments ore effective for period beginning ofter December 15,2019. The Compony is cunenlly
evoluoting the impoct the odoption of ASU 2017-08 will hove on its consolidoted results ond finonciol
condition.
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Note 2. Restriction on Cqsh ond Due from Bonks

The Compony is required lo mointoin reserve funds in cosh ond/or on deposit with the Federol Reserve
Bonk. At December 31, 2017, o reserye of $377,000 wos required bosed on the doily overoge bolonces
held by the Compony ot the Federol Reserve Bonk.

Nole 3. Securities

The omorlized cost ond opproximote foir volues, together with gross unreolized goins ond losses, of
securilies ore os follows:

Gross Gross

Unreolized Unreolized
Amorllzed Cosl Goins [osses Foir Volue

Avolloble -for-Sole Secuillies:

December 31,2017

U.S. Treosury securities

U.S. Government-sponsored

enterprises (GSEs)

U.S. ogencies ond GSEs

residentiol modgoge-bocked
Stote ond polilicol subdivisions

Other

$ I.00o,ooo $ $ 16,172 $ e83,828

7 6,558,417 82,335 1,347,836 75,292,916

$ il4.463,336 $ 490,158 $ 1,503,881 $ 113,449,613

4,790,697

31,107,254

t,006,958

r 09,430

179,788

118,605

12,581

127,292

4,887,546

3t ,159.750

1,125,573

December3l,20l6
U.S. Treosury securities

U.S. Govemmentsponsored
enterprises (GSEs)

U.S. ogencies ond GSEs

residentiol mortgoge-bocked

Slote ond politicol subdivisions

Other

$ 56,488,346 $ 24,3e7 $ 132,666 $ s6,380,077

69,583,589 85,970 2,1 16,938 67 ,552,621

6,3.l9,708

3s,788,205

r,008,573

167 ,577

144,902

77,965

21,107

300,1 90

6,466,178

35,632,917

r,086,538

$ 169,r88,42r $ 500,8i r $ 2,s70,901 $ r67,r r8,33r
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Amorllzed Cost

Gross

Unreolized
Goins

Gross

Unreolized
Losses Folr Volue

Held-lo-Molutily Secutilies:

December 31,2017

U.S. ogencies ond GSEs

residenliol mortgoge-bocked

Stote ond politicol subdivisions

December3l,20l6
U.S. ogencies ond GSEs

residenliol mortgoge-bocked
Slote ond politicol subdivisions

$ 13,543,769 $
138,905.536

107,0r 6 $ r3,468,748

6?2,185 139,t 15,137

31,995 $

901,787

$ rs2,44e,305 $ 933,782 $ 7?9,202 $ r52,583,88s

$ r6,ss9,360 $ 63,9s0 $

1 46,107 ,7 13 r ,065,07s

r03.072 $ r6,s20,238

863,6l8 I 46,309,1 70

$ 162,667,073 $ 1,129,02s $ 966,690 $ 162,829,408

The omortized cost ond foir volue of ovoiloble{or-sole securities ond held-to-moturily securities ol
December3l,20l7, by controctuol molurity, ore shown below. Expected moturitieswill differ from
controctuol moturities becouse issuers moy hove the right to coll or prepoy obligotions wilh or without
coll or prepoyment penolties.

Avoiloble-for-Sole Held-lo-Molurlly
Amorlized

Cost Volue
Amorllzed

Cosl
Foir

Volue
Folr

Within one yeor

One to five yeors

Five to ten yeors

After ten yeors

Mortgoge-bocked
securilies

Othersecurilies

$ 4,279,234

15,704,65r

72,636,069
16,045,717

$ 4,278,87 4 $
15,649,045

71,626,938
r5,881,537

18,762,622

50,026,267

39,87 4,877

30,241,770

$ r8,7s8,9s0
50,019,929

40,059,692
30,277,596

r08,66s,671 107,436,494 r38,905,536 r39,1r5,r37

4,790,697
1,006,968

4,887,546
1,125,573

13,543,76? 13,468,748

Totols $114,463,336 $113,449,613 $ 152,44e,305 $ 152,583,885

The foir volue of securities pledged os colloterol, to secure public deposits, repurchose ogreements ond
for other purposes, wos $219,582,468 ot December 31, 2017 ond $194,550,784 ol December 3i ,2Al6.
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Certoin inveslments ore reported in the finonciol stolements of on omount less thon their historicol cost.
Totol foir volue of these investmenls of December3l , 2017 ond 2016, wos $174,582,739 ond
$203,005,758, which is opproximolely 66% ond 62%, respectively, of the foir volue of the Compony's
ovoiloble{or-sole ond held-to-moturity inveslment portfolio. These declines primorily resulled from
recent increoses in morket interest rotes ond foilure of certoin investments lo mointoin consistent credit
quolily rotings.

Monogement believes the declines in foir volue for these securities ore temporory.

The following loble shows the Compony's investments' gross unreolized losses ond foir volue of the
Compony's investments with unreolized losses thot ore not deemed to be other-thon-tempororlly
impoired, oggregoted by investment closs ond length of time thot individuolsecurities hove been in o
continuous unreolized loss position ol December 3l , 2017 ond 2016:

Oecember 31, 20I7

lcss lhon l2 llonlhr l2 Monlhr or More Iolol

tolr Volue

lJnreollzed
Losses folr Volue

Unraollzed
lorres foh Volue

Unreollzed
losre3

Avolloble.lor-5ole Securlller:

U.S. Ireosury securilies

rJ,S. Govemment-sponsored

enlerpriser (GSEs)

U.S. ogencies ond GSEs

residenliol morlgoge-bocked

Slole ond polilicol subdivisions

Iolol lempororily

tmpotred 5ecunltes

Avolloble Jor-Sole Securllles:

U.S. Treosury securilies

U.S. Govemmenl-sponsored

enlerpdses (GSEsl

U.5. ogencies ond GSEs

residenliol morlgoge-bocked

Sloie ond polilicol subdivilions

Tolol lemporodly
rmpolred secunttes

$ $ $ e83,828 $

49,3 I 4,599

855,319

1.61 6.816

t6,172 $

r,250,639

I 2.045

71,182

983,828

69.2t 0,581

1,390, I 13

t5,666,774

$ r6,r72

1.317,836

12,58 |

t27.292

r9,89s.982

531.791

I 1,019.928

97.197

536

56,1 l0

$ 3r,480,704 $ 153,843 $ s5.770,622

December 31,2016

$ 1.350.038 $ 87,251,326 t 1,s03,881

Lers lhon 12 Monlhs 12 Monlhr or More Iolol

toh Volue

Unreollzcd
[osser fok Volue

Unreqllzed
[osres Folr Volue

tlnleollzed
losses

$ 3r.358,240 $

58,448,025

1,149,007

20.526.t60

132,666 $

2. I I 6.938

r9,555

278,627

$ 3r,358.240

58,418.025

r,637.63t

2l,744,4?2

$ r32,666

2,r 16,938

21.107

300, I 90

$

188,624

1.218,332

r,552

2 r.563

$ ilr.781.432 $ 2.547,786 $ r,106,956 $ 23,ns $ il3,r88,388 $ 2,570,e0r
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December 31, 2017

lers lhon 12 Monlhs l2 Monlhs or More Iolol

Folr Volue

Unreolked
torses Foh Vslue

unreollzed
[osses fok Voluc

Unreo[zed
[osses

Held-lo.Molurlly Secudllcs:

U.s ogencies ond GSB

residenliol morlgogebocked

Slote ond polilicol subdivisions

Held-lo-Molurlly Securllles:

U.S ogencies ond GSES

residenliol mortgoge-bocked

Stole ond polilicol subdivisions

$ 1,229,613 S

19,0t9,116

26.576 $ 4.665.275 $

310.8 r 4 29 .117 ,349

80.440 $

381,372

8,891,9 r I $

78,136.195

| 07,0r 6

692.t84

$ 53,218.789 $ 337,3e0 $ 34,082,621 $ 161,812 $ 87,33r,113 | 799,202

December 31.2016

test lhon 12 Monlhr l2 Monlhs orMore Iolol

folr Volue

UnreolEed
Loitos Foh Volue

Unreollzed
los3et toh Volue

Umeolhed
[orses

$ 8,055.202 $

75.001.750

103.072 $

816.136

$ $ 8,05s.202 $

8t.762.168

103.072

863,6 I I6.757.118 I 7,182

$ 83,0s9,9s2 $ e49,508 i 6,757,418 $ 17,t82 $ 8e,817,370 $ 966,690

U.S. Government-Sponsored Enterprises (GSEs)

The unreolized losses on the Compony's inveslmenls in direct obligotions of U.S. government-sponsored
enterprises were coused by chonges in the morket interest rotes from those of the time the securities
were purchosed. The controcluol lerms of those investments do not permit lhe issuer to settle the
securities of o price less thon the omortized cost boses of the investments. Becouse the Compony does
not intend to sell the investments ond il is not more likely thon not the Compony will be required to sell
the investments before recovery of their omortized cost boses, which moy be moturily, the Compony
does nol consider those investments to be other-thon-tempororily impoired of December 3l ,2O17.

Slole ond Politicol Subdlvisions

The unreolized losses on the Compony's investments in securilies of stote ond politicol subdivisions were
coused by chonges in the morket interest rotes from those of the time the securities were purchosed.
The conlroctuolterms of those investments do not permit the issuer to settle the securities of o price less

thon the omortized cost boses of the investmenls. Becouse the Compony does not intend to sell the
investments ond it is not more likely thon not the Compony will be required to sellthe investments before
recovery of their omortized cost boses, which moy be molurity, the Compony does not consider those
inveslrnents to be olher-thon-tempororily impoired of December 3l ,2017.
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Nole 4. Loons ond Allowonce for Loqn Losses

Colegories of loons of December 31, include:

Reolestole
Residentiol
Commerciol
Construction ond lond development

Commerciol
Consumer ond other

2017 2016

$ I 16,603,000

186,r 69,000
166,525,000

t21,355,000
27,871,603

$ r r 4,878,000

I66,60r,000
r r 5,820,000

?6,237,000
27,087,845

Tololloons s20,623,845

2.959.264Less ollowonce for loon losses

Net loons $ 6r5,2r 9,6r 6 $ s17,6s4,s81

The following tobles present the bolonce in the ollowonce for loon losses ond lhe recorded investrnent
in loons bosed on porlfolio segment ond impoirment method os of December 3l:

Decembel 3l 2017

teol Ertole Commerclol Consumet ond Olher Iolol

618,523,603

3,303,987

Allowqnce lor loon losres

Bolonce, beginning of yeor

Provision chorged lo expense
Losses chorged off
Recoveries

Bolonce, end of yeor

Ending bolonce, indivlduolly
evoluoled for impoirment

Ending bolonce, collectively
evoluoled for impoirment

Bolonce, end of yeor

[ooni
Ending bolonce, individuolly
evoluoled for impoirment

Ending bolonce, colleclively
evoluoted for impoirmenl

215,138 $

r 32,888

( r 68,000)

52,000

$ 1,793,009 $
252,207

(323,802)

8,000

96t,il7
381,430

(32,0001

32,m0

$ 2,9 69.264

7 66,525

(523,802)

92,000

$ 1,729,414 $ 1,342,547 $ 232,026 $ 3,303,987

$ 28,657 $ 637,3e9 $ 29,309 $ 0pS,gZS

| ,700,7 47 705, I 48 202,717 2.608,6r2

$ 1 ,729 ,414 $ t ,342,s47 $ 232.026 $ 3,303,987

$ 8,441,467 $ 899,339 $ r60,305 $ 9,50r,n1

460.855,533 r20,455,661 27,711,298 609,022,492

$ 46e,2?7,000 $ r2r,355,000 $Bolonce, end of yeor
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December 31,2016

Rcol Erlote Commerclol Consumer ond Olher Iotol

Allowoncc lor loon losses

Bolonce, beginning of yeor
Provision chorged io expense
Losses chorged olf
Recoveries

Bolonce, end of yeor

Ending bolonce, individuolly
evoluoled for impokment

Ending bolonce, collectively
evoluqled for impoirmenl

Bolonce, end of yeor

Ioons
Ending bolonce, individuolly
evoluoled for impolrment

Ending bolonce, collectively

evoluoled for impo'rmenl

$ r,s05,700 $
276,309

(r,0001

t2,000

I ,7 t 0.883

it367,7661
(3e8,0001

t6,000

192,641 $
126,452

(r32,0001

28,045

3,109,224
34,995

($r,mol
56,045

$

$ r,793,00e $ e6r,r 17 $ 2ls,l38 $ 2,96?,264

$ 36,34e $ 78,r t2 $ 51,127 $ r6s,s88

2,ffi3,6761,756,660 883.005 164,0t I

$ r,793,009 $ 96r,il7 $ 215,138 $ 2,969,264

$ 14,567,823 $ 787,917 $

fi2,731,t77 95,449,083

182,9r8 $ r5,s38,658

26,9c/,927 505,085,187

Bolonce, end of yeor $ 397,299,000 $ 96,237,000 $ 27,087,845 $ 520,623,845

lnlemol Risk Colegories

Loon grodes ore numbered I through 6. Grodes I ond 2 ore considered sotisfoctory grodes. The grode
ol3, or OAEM/Wotch, represents loons of lower quolity ond is considered criticized. The grodes ol 4, or
Substondord, ond 6, or Doublful, refer to ossets lhot ore clossified. The use ond opplicotion of these
grodes by the Compony ore uniform ond conform to the Compony's policy.

Poss (l) - This grode includes borrowers with strong finonciol strength, obove overoge liquidity, ond
colloterolthot is liquid ond well morgined. These borrowers hove performed on post obligotions, ond the
Compony expecls lheir performonce to conlinue throughout lhe ierm of the loon.

Acceptonce/Poss (2) - This grode includes borrowers with on overoge finonciol condition, odequole
colloterol morgins, odequote cosh flow to service long-term debt ond net worth comprised moinly of
fixed ossets. These entities ore minimolly profitoble now, with projections indicoting continued
profitobilily into the foreseeoble fufure. Closely held corporotions or businesses where o mojority of the
profits ore withdrown by the owners or poid in dividends ore included in this roting cotegory.Ihese loons
generolly require more thon overoge servicing or ottention.
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OAEM/Wotch (3) - This grode includes loons thot hove potentiol weoknesses thot deserve
monogement's close oltention. lf left unconected. these potentiol weoknesses moy resull in
deteriorotion ol the repoyment prospects for the osset or in the institution's credit posilion of some future
dote. Speciol mention ossets ore not odversely clossified ond do nol expose on insfitution to sufficienl
risk to worronl odverse clossificolion. Ordinorily, speciol mention credits hove chorocteristics which
corrective monogement oction would remedy.

Substqndord (4) - This grode includes loons lhot ore inodequotely protected by the current sound worth
ond poying copocity of the obligor or of the collolerol pledged, if ony. Loons so clossified musl hove o
well-defined weokness or weoknesses lhot jeopordize the liquidotion of the debt. They ore
chorocterized by the dislinct possibility thot the Compony will susloin some loss if the deficiencies ore
not corrected.

Doubtlul (5) - Loons clossified os doubtful hove oll the weoknesses inherent in those clossified
Substondord with the odded chorocteristic thol the weoknesses moke collection or liquidotion in full, on
the bosis of cunent known focts, conditions ond volues, highly questionoble ond improboble.

Loss (6) - Loons clossified os loss ore considered uncollectible ond of such litlle volue thot their
continuonce os bonkoble ossets is not wononted. This clossificotion does not meon thol the loon hos
obsolulely no recovery or solvoge volue but rother it is not procticol or desiroble to defer wriling off
even though portiolrecovery moy be offected in the future.

Risk chorocteristics opplicoble to eoch segment of the loon portfolio ore described os follows.

Residenllol Reol Eslote: The residentiol reol estote loons ore generolly secured by owner-occupied l-4
fomily residences. Repoyment of these loons is primorily dependent on the personolincome ond credit
roting of the bonowers. Credit risk in these loons con be impocted by economic condilions within the
Compony's morkel oreos thot might impoct either property volues or o borrower's personol income.
Risk is mitigoted by the foct thot the loons ore of smoller individuol omounls ond spreod over o lorge
number of bonowers.

Commerciol Reo! Estole: Commerciol reol estote loons typicolly involve lorger principolomounts, ond
repoymenl of these loons is generolly dependenl on the successful operotions of the property securing
the loon or lhe business conducted on the property securing lhe loon. These loons ore viewed primorily
os cosh flow loons ond secondorily os loons secured by reol eslote. Credit risk in these loons moy be
impocled by the creditworthiness of o borrower, property volues ond the locol economies in the
Compony's morket oreos.

Conslruction ond Lond Development Reol Estqte: Construclion ond lond development reol estote loons
ore usuolly bosed upon estimotes of cosls ond estimoted volue of lhe completed project ond include
independent opproisolreviews ond o finonciol onolysis of the developers ond property owners. Sources
of repoyment of lhese loons moy include permonent loons, soles of developed property or on interim
loon commitment from the Compony until permonenl finoncing is obtoined. These loons ore
considered to be higher risk thon other reol estote loons due lo lheir ullimote repoyment being sensitive
to interest rote chonges, generol economic conditions ond ihe ovoilobilily of long-term finoncing.
Credit risk in these loons moy be impocted by the creditworthlness of o bonower, property volues ond
the locoleconomies in lhe Compony's morket oreos.
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Commerciol: The commerciol portfolio includes loons to commerciol customers for use in finoncing
working copitol needs, equipment purchoses ond exponsions. The loons in this cotegory ore repoid
primorily from the cosh flow of o borrower's principol business operotion. Credit risk in these loons is

driven by creditworthiness of o bonower ond lhe economic condilions thol impoct lhe cosh flow
slobility from business operotions.

Consumer: The consumer loon portfolio consists of vorious term ond line of credit loons such os
oulomobile loons ond loons for other personol purposes. Repoyment for these types of loons will come
from o bonower's income sources thot ore typicolly independent of the loon purpose. Credit risk is
driven by consumer economic foctors such os unemployment ond generoleconomic conditions in the
Compony's morkel oreo ond the credilworthiness of o borrower.

The following toble presents the credil risk profile of the Compony's loon portfolio bosed on the internol
roting cotegory o.s of December 3l ,2017 ond2O16:

December 31,2017

Poss/Acceplonce OAEM/Wotch Subslondqrd lolol

ReolEstole
Residentiol
Commerciol

Construction ond lond
developmenl

Commerciol
Consumer ond other

Totql

ReolEstole
Residenliol
Commerciol
Construction ond lond

development

Commerciol
Consumer ond other

Totol

I I5,429,301 $
i 85,1 50,364

165,479,893
120,485,167

27,711,919

$ 152,382 $

86,295
1,021,3r7

932,341
$ r r 6,603,000

186,169,000

121,359

7 6,955
35.507

923,748
792,878
124,177

I66,52s,000
r21,355,000

27,871,603

$ 614,256,644 $ 472,498 $ 3,794,461 $ 6r8,52s.603

December 31,2016
Poss/Acceptonce OAEM/Wolch Subslondord Tolol

$ I I 1,21 5,919 $
158,837,463

112,752,684
95,444,201

26,905,433

407,598 $
90,732

99,773
78,377

3,253,48s
7,672,805

3,067,316
693,026
104,035

$ r 14,878,000
1 66,601 ,000

I I5,820.000
96,237,000
27,087,845

$ 505,155,700 $ 676,480 $ 14,790,665 $ 520,623,845
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The Compony evoluotes the loon risk groding system definitions ond ollowonce for loon loss

methodology on on ongoing bosis. No significont chonges were mode to either during the post yeor.
The following tobles presenl the Compony's loon portfolio oging onolysis of lhe recorded inveslment in
loons os of December 3l , 2017 ond 2016:

December 31,2017

30-89 Doys
Posl Due

Greoler lhon
90 Doys

IololPost
Due Curent

IotslLoons
Recelvoble

toqns > 90

Doys &
Accrulng

ReolEslole
Residentiol
Commerciol

Construction ond lond
development

Commerciol
Consumer ond olher

$ r,003,23s $
128,921

981,820

463,928

376,894

$ r,003,233

128,921

$ 11s,599767
r86,040,079

$ r 16.603,000 $
186, I 69,000

I 2l ,359

6,826
I6,361

r .r 03,1 79

470,7 54

393,25s

165,421,821

120,884,246

27,478,348

166,525,000

I 2l .355.000
27 ,871,603

6,826

16,36 r

Totol $2,es4,796 $ r 44,546 $ 3.099,342 $ 615,424,25r $ 618,523,603

December 31, 2016

$ 23,r87

30.89 Doys
Posl Due

Greoler lhon
90 Doys

Tolol Fosl
Due Currenl

TololLoons
Recelvoble

Tolol
Loons > 90

Doys &
Accruing

ReolEstole
Residentiol
Commerciol

Construclion ond lond
developmenl

Commerciol
Consumer ond other

Totol

$ 981.314 $ 2,842,334

|,321,725
$ 1 r r,054,352

165,279,27 5
$ 114,878,000 $ 596,663

r66.601,000
$ 3,823,648

1,321,725

292,250

716,289

288,908

4,731,343

307,187

22,460

5,023,593
1,023,476

3rr,368

110,796,407
95,213,524

26,776,477

il5,820.000
96,237,0A0

27,087,845 r3,81r

$3,600,486 $ 7,903,324 $il,s03,8r0 $ 509,120,03s $ 520,623,84s $ 610,474
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The following lobles present impoired loons for the yeors ended December 3l , 201 7 ond 2016:

December 31,2017

Averoge

lnveslmenl

in lmpohed

Loons

Unpoid

Principol

Bolonce

Recorded

lnvestmenl

Specific

Allowonce

lnleresl

lncome

Recognized

Loons withoul o specific
ollowonce:

Reoleslole
Residentiol

Com.mericol
Conslruclion ond lond

developmenl
Commerciol
Consumer ond other

Loons with o specific ollowonce:

Reoleslote
Residentiol

Commericol
Construclion ond lond

development
Commerciol
Consumer ond olher

Tolol
Reolestote

Residentiol

Commericol
Conslruction ond lond

developmenl
Commerciol
Consumer ond other

$ 1,434,s44 $

5,949,606

968,650

246,160

|9,496

968,650

246,160

n9,4?6

1,434,544 $
5,949,606

$ 2,585,757 $

6,856,572

1,969,807

334,514

129,377

94,670

388,3 r4

64,426

36,628

t2,l63

8,7r8,456 8,718,456 n,876,027 596,201

$$$ $ $

88,667

653,179

40,809

88,667

653,179

40,809

28,667

637,399

29,309

92,s08

509,1 l 4

64,966

3,936

49,616

3,344

782,65s 782,655 695,37s 666,588 56,896

$ r,4s4,s44 $

5,949,606

1,434,544 $

5,949,606

$ 2,s85,757 $

6,856,572

2,462,317

843,628

194,342

1,057,3r 7

899,339

160,305

I ,057,3 t 7

899,339

r 60,30s

28,667

637,39?

29,309

94,670

388,314

68,362

86,244

rs,507

$ 9,50r.ril $ 9,50r,lll $ 69s,s75 $ 12,542,615 $ 653,097
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December 31,2016

Unpold

Principol
Bolonce

Recorded
lnvestmenl

Specilic
Allowonce

Aveloge

!nveslmenl

in lmpoked
Loons

lnleresl

lncome
Recognlzed

Loons without o specific
ollowonce:

Reoleslole
Residenliol

Commericol
Conslruclion ond lond
'developmenl

Commerciol
Consumer ond other

Loons wilh o specific ollowonce:

Reol e$ole
Residentiol

Commericol
Conslruction ond lond

developmenl
Commerciol
Consumer ond other

Iolol
Reolesiote

Residenliol

Commericol
Construction ond lond

developmenl
Commerciol
Consumer ond olher

$ 3,736,e69 $

7,763,537

2,970,967

422,868

139,2s7

2,970,967

422,868

139,257

3,736,969 $

7,763.537

$ 2,285,e36 $

4,099,497

3,907,8s2

462,649

87,709

149,649

464,048

395.708

54,919

8,404

r s,0s3,598 r5,033,598 10,843,643 1,072,728

$ $ $ $$

96,349

365,049

89,122

96,349

365,049

89,122

36,349

78,112

51,127

98,877

609,s21

90,852

5,235

51,507

9,038

65.780550,520 550,520 165,s88 799,250

$ 3,736,e69 $

7,763,538

3,736,969 $

7,763,538

$ 2,28s,e36 $

4,099,497

4,006,729

1.072,170

t78,561

3,067,316

787,917

182,9r8

3,067,3r 6

787,917

r 82,91 8

36.349

78,112

51,127

149,649

464,048

400,943

106,426

17,442

$ rs,ss8,5s8 $ rs.s38,6s8 $ r6s,s88 $ il,642.893 $ r.138,508
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The following tobles present the Compony's nonoccruol loons of December 3l , 2017 and 2O16.

2017 2016

ReolEslote
Residentiol
Commerciol
Construction ond lond developmenl

Commerciol
Consumer ond other

$ 819,198 $
6t,659

2,789,623
1,045,485

83,404

3,185,525
38,859

4,731,775
737,888

40,488

Tolol $ 4,799,369 $ 8,734,535

lnterest income foregone on nonoccruol loons wos immoteriol for the yeors ended December 31, 2Ol7
ohd 201 6.

At December 3l , 2017 ond 2016, lhe Compony hos o recorded investment in troubled debt
restructurings of opproximotely $6 million ond $5.7 million, respectively. The Compony hos ollocoted on
immoteriol omount of specific ollowonce for those loons of December 31, 2017 ond 2016 ond is not
commilted to lend odditionolomounts to these bonowers.

The modificotion of lerms of such loons included one or o combinotion of the following: on extension of
moturity, o reduction of the stoted interest rote or o permonent reduction of the recorded investment in
the loon.
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The following loble presents informotion regording troubled debt restructurings by closs thot occuned
during the yeors ended December 31, 2017 ond 2016.

2017

Number ol
Loons

Pre-Modilicqllon
Oulslonding

Recorded

Eolonce

Posl-Modilicolion

Oulslonding

Recorded

Bolonce

ReolEstote
Residenliol

Commerciol
Conslruction ond lond developmenl

Commerciol
Consumer ond other

Tolol

ReolEslole
Residenliol
Commerciol
Conslruclion ond lond development

Commerciol
Consumer ond olher

Totol

I

$$

299,099 299,099

299,099 $ 299,099

20t 6

Number ol
loons

Pre-Modlficolion
Oulstondlng
Recorded
Bolonce

Posl-Modllicolion
Oulslonding

Recorded
Bolonce

I

I

$ $

36,626

$ 37,264 $ 79,492

The restructurings did not hove on impoct on the determinotion of the Compony's recorded ollowonce
for loon losses during the yeors ended December 31, 2017 ond20l6.

None of the loons modified in o troubled debt restructuring in the post l2 months hove subsequenlly
defoulted ond resulted in chorge offs during the yeor ended December 3l ,2017.

Nole 5. Derivotive lnstruments

The Compony, through SSBT Morlgoge, originotes ond morkels conventionol ond government-
sponsored residenliol mortgoge loons, which ore held for sole. The volume of mortgoge loons
originoted for sole ond secondory morket prices ore the primory drivers of originoting ond morketing
revenue.

638

78,8s4

638

2

29



Security Holding Compony ond Subsidiory
Notes to Consolidoted Finonciol Stotements

Residentiol mortgoge loon commitments ore generolly outstonding for 50 to 90 doys, which represenls
the typicolperiod from commitment to originote o residentiol mortgoge loon to when the closed loon is
sold to on investor. Residenliol mortgoge loons ore subject to both credit ond interest rote risk. Credit
risk is monoged through underwriting policies ond procedures. Exposure lo interest rote fluctuotions ore
monoged through lhe use of best efforls commitments with investors ond rote lock commitments with
borrowers. lnlerest rote lock commitments ore included in loons held for sole in the occomponying
consolidoted bolonce sheets,

The notionol omounts ond foir volue of outstonding interest rote lock commitments of December 31,
2017 ond 2016, is os tollows.

December 31,2017
Nolionol
Amount

Foir

Volue

lnleresl role lock commitmenls $ 8,838, r00 $ 137,298

December 31, 2016
Notionol
Amount

Foir

Volue

lnteresl role lock commitments $ r3,340,000 $ 193,71e

Note 6. Premises ond Equipment

Mojor clossificotions of premises ond equipment, stoted ot cost, ore os follows:

2017 2016

Lond
Bonk premises

Furnllure ond equipment
Leosehold improvemenls
Construction in progress

$ 3,989.938
15,439,909

9,232,212

1,706,708

30,368,767
(13,463,7s?l,

$ 3,935,098
15,224,893

7,962,983
I , r99,089

54,840

28,376,903

l2,34t,Bs7lLess occumuloled depreciotion

Net premises ond equipment $ r6,e05,008 $ 16,035,046

Note 7. lnterest-Beqring Time Deposils

lnterest-beoring time deposits in denominolions of more thon $250,000 were opproximotely $15,103,000
ond $17,396,000 on December 3l . 2017 ond 2016, respectively.
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At December 31, 2017, the scheduled moturities of time deposits ore os follows:

2016
2017

2018

2019

2420

$ 64,s32,e3r

12,881,362

8,157,795
742,501

1,230,237

$ 87,344,826

Nole 8. Securilies Sold Under Agreemenls lo Repurchose

Securilies sold under ogreements to repurchose consist of obligotions of the Compony to other porties.
The obligolions ore secured by U.S'ogency ond GSE securilies ond such colloterolis held by o thhd-porty
sofekeeping ogent. The moximum omount of outstonding ogreements of ony month end during 2017
totoled $51,622,854 ond the monthly overoge of such ogreemenls totoled $47,085,294 ond $45,124,253
for 2017 ond 2016, respectively. The ogreemenls of December3l.20l7, moture over periods ronging
from one doy to one yeor ond poid interest ol rotes trom O.40% lo 0.75% of December 31, 2017 ond
0.15%lo0.60% ot December 31,2015.

Note 9. lines of Credil

FHIB l.ine of Credlt

At December 31,2017 ond 2016, the Compony hod o revolving line of credil with no expirotion ond o
moximum ovoiloble limit of $269,135,730 ond $232,978,273, respeclively. At December 31,2017 ond
2016. lhere were no funds borrowed ogoinst this line. The line is colloterolized by oll FHLB stock ond o
blonket lien on certoin commerciolond residentiol mortgoge loons. Ihe line ol credil beors interest of o
doily vorioble rote which is set by the FHLB.

Frost Bonk Line of Ctedit

At December 31, 2017 ond 2016, the Compony hod on unsecured line of credit ovoiloble for overnight
bonowing of $10,000,000 expiring in 2018. At December 3l ,2017 ond 2016, there were no funds
borrowed ogoinst this line. The line of credit beors interest of o doily vorioble rote, which is set by Frost
Bonk.

The lndependent Bonkers' Bonk (TlB) Llne ol Credit

At December 31, 2017 ond 2016, lhe Compony hod ovoiloble o $2,000,000 revolving line of credit with
on open-ended term, which con be terminoled by either porty ot ony time. At December 31, 2017 ond
2016, there were no funds bonowed ogoinst this line. The line is colloterolized by securities os opplicoble.
The line of credit beors interesl ot o doily vorioble rote, which is set by TlB.
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Nole 10. lncome Toxes

The provision for income toxes includes these components:

Toxes cunenlly poyoble
Defened income toxes

lncome tox expense

2017 2016

$ $ 1269,217)
1,562,688

$ $ r,29s,47 r

The Compony elecled to be toxed os on S-Corporotion effective Jonuory 1,2016. Therefore, lhere ore
no defened tox ossets or liobilities ol December 31, 2017 or 2016.

Nole I l. Regulolory Motlers

The Compony ond Bonk ore subject to vorious regulotory copitol requirements odministered by the
federol bonking ogencies. Foilure to meet minimum copitol requirements con initiote cerloin
mondotory ond possibly odditionoldiscretionory oclions by regulotors thot, if undertoken, could hove o
direct molerioleffecl on the Compony's finonciolstotements. Under copitol odequocy guidelines ond
the regulotory fromework for prompl corrective oction, the Bonk must meet specific copitol guidelines
thot involve quontitotive meosures of ossels, liobilities ond certoin off-bolonce-sheet items os colculoted
under regulotory occounting proctices. The copitol omounts ond clossificolion ore olso subject to
quolitotive judgments by the regulotors obout components, risk weightings ond other foctors.
Furthermore, the Compony's regulotors could require odjustments lo regulotory copilol not reflected in
these finonciol slotements.

Quontitotive meosures estoblished by regulotory reporting stondords to ensure copitol odequocy
require the Bonk to moinloin minimum omounts ond rolios (set forth in lhe toble below) of totolond Tier I

copitol (os defined in the regulotions) lo risk-weighted ossels (os defined), common equity Tier I copitol
(os defined) to totol risk weighted ossets (os defined) ond of Tier I copitol (os defined) to overoge ossets
(os defined). Prior to Jonuory l, 2015, the Compony wos olso subject to these copitol requirements.
However, the Compony is no longer subject to these rotios unlil it reoches $l billion in consolidoted
ossets. Monogement believes, os of December 3l ,2017, thot the Compony ond Bonk meet oll copitol
odequocy requirements to which they ore subject.

As of December 31,2017, the most recent notificotion from the Texos Deportment of Bonking
cotegorized the Bonk os well copitolized under the regulotory fromework for prompt corrective oction.
To be cotegorized os well-copitolized, the Bonk must mointoin copitol rotios os set forth in the toble.
There ore no conditions or events since thol notificotion thot monogement believes hove chonged the
Bonk's cotegory.

U.S. bonking regulotors odopted finol rules reloted to stondords on bonk copitol odequocy ond liquidity
(commonly refened to "Bosel lll") thot were effective for the Bonk beginning on Jonuory l. 2015, subject
to o phose-in period for certoin provisions extending through Jonuory l, 2019. The rules include o new
common equity Tier I copitol rotio, on increose lo the minimum Tier 1 copitol rotio, on increose to risk

weighlings of certoin ossets, implementotion of o new copitol conservotion buffer in excess of the
required minimum (which is being phosed in beginning in 2016), ond chonges to how regulotory copitol
is defined. The Bonk met lhe minimum copilol rotios ond o fully phosed-in copilol conservotion buffer
under the new rules of yeor-end 2017.
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The Bonk's octuolcopitolomounts ond rotios ore olso presented in the following toble.

Acluql
Minimum Copllol

Requlrement

Mlnlmum to Be Well
Copltolized Under
Prompl Correclive
Acllon Provlslons

As of December 31 ,2017
Totolcopitol

(to risk-weighted ossets)

Security Stote Bonk & Trust

Tier I copilol
(to risk-weighled ossets)

Security Stote Bonk & Trust

As of December 31, 2016

Totolcopilol
(to risk-weighted ossels)

Security Slote Bonk & Trusl

Tier I copitol
(lo risk-weighied ossets)

Security Stole Bonk & Trusl

Common equily Tier I copitol
(to risk-weighled ossels)

Security Slole Bonk & Trusl

Ter lcopitol
(to overoge ossels)

Security Stole Bonk & Trusl

28.s% $ 22,370,000 5.125% $ 28,372,000 6.s%

13.57o $ 36,928.000 4.Wo $ 46,t60,000 5.0%

$

$

Amouht Rolio Amount Rolio Amounl Rolio

135,609,000

132,305,000

19.1% $65,8sr,000 9.2s0% $ 7r,190.000 10.0%

18.6% $5r,613,000 7.250% $56,952,000 8.0%

Common equity Tier I copilol
(lo risk-weighted ossels)

Security Slote Bonk & Trusl $ 132,305,000 18.6% $ 40,934,000 5.7 50% $ 46,273,000 6.5%

Tier lcopilol
(lo overoge ossets)

SecuritySloteBonk&Trust $ 132,305,000 13.4% $39,585,000 4.0% $ 49,481,000 5.O%

Acluol
Mlnlmum Copitol

Requirement

Minimum lo Be Well
Copitollzed Under
Prompl Conecllve
Actlon Provisions

Amounl Rotio Amounl Rotio Amounl Rolio

$ 127,349,00A 29.2% $37,647,000 8.625% $ 43,649,000 10.0%

$ r24,37e,000 28.s% $ 28,9 r 7,000 6.62s% $ 34,9 r 9,000 8.0%

$

$

124,379,000

124,379,000
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The Bonk is subject to certoin restriclions on lhe omount of dividends thot it moy declore without prior
regulotory opprovol. Dividends ore generolly limited to the current yeor net income plus net income
from the previous two yeors less ony dividends previously declored during lhot timefrome.

Note 12. Reloted Porty Tronssctions

At December 31,2017 ond 2016, the Compony hod loons outslonding to executive officers, directors,
significont shoreholders ond their offiliotes (reloled porties), in the omount of $7,130,41 6 ond $4,893,781 ,

respectively.

Annuol octivity consisted of the following:

2017 2016

Beginning bolonce
New loons
Repoymenls

$ 4.89s,781

3,634,097
(1,397,4621

$ s,rs6,28r
1,213,500

{r ,475,000)

Ending bolonce $ 7,130,416 $ 4,893,781

ln oddilion lo the outstonding bolonces on lhe loons obove, lhere were unused omounts on lines of
credit ovoiloble lo these reloted porties of $2,955,000 ond $608,000 ol December 31,2017 ond 2016,
respectively.

ln monogement's opinion, such loons ond other exlensions of credit ond deposits were mode in the
ordinory course of business ond were mode on substontiolly the some lerms (including interest rotes ond
colloterol) os those prevoiling of lhe time for comporoble tronsoctions wilh other persons. Further, in
monogement's opinion, lhese loons did not involve more lhon normol risk of colleclibility or present
other unfovoroble feotures.

Deposils from reloted porties held by lhe Compony ot December 3l ,20l.7 ond 2016, totoled $3,481 ,624
ond $7,1 64,428. respectively.

Nole I3. Employee Benefils

The Compony hos o defined contribution retirement plon covering substontiolly oll employees.
Employees moy contribute up to 50 percent of their compensotion up to the moximum omount
estoblished by the lnlernol Revenue Service. The plon is sofe-horbor plon, which requires the Compony
to contribute 3 percent of eligible employees' bose poy to the plon. Additionol motching contributions
under the plon ore mode of the discretion of the Boord of Directors. Employer contributions chorged to
expense for 2017 ond 2016 were $782,915 ond $695,971. respectively.

The Compony hos o deferred cosh incentive plon for lhe benefit of certoin employees. The moximum
omounts to be defened for eoch employee ore determined onnuolly by the Boord of Direclors ond
such omounts cliff vest over o five yeor period of which point they ore poid in cosh to the employee.
Ihe omount of expense reloled to the plon during 2017 ond 20i6 wos $161,82.l ond $103,105,
respectively, ond the omount of liobility reloted to the plon thot is recorded in the consolidoted
bolonce sheet ot December 31 ,2017 ond 2016 is $500,243 ond $346,461, respectively.
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Note 14. Operoling leoses

The Compony hos severol nonconcelloble operoting leoses, primorily for bronch focilities ond lond thot
expire over the next 25 yeors. These leoses generolly conloin renewol options for periods ronging from
five to ten yeors ond require the Compony to poy oll executory costs such os toxes, molntenonce ond
insuronce. Rentol expense for lhese leoses wos $627,725 ond $544,664 for the yeors ended December
3l , 2017 ond 2016, respeclively.

Future minimum leose poyments under operoting leoses ore:

2018

2019

2020
2021

2022ond thereolter

$ 588,872

302,788

227,635
30,476

t69,023

Tolol minimum leose poymenls $ r ,31 8,7e4

Nole 15. Disclosures oboul Foir Volue of Assets ond Liclbilities

Foir volue is the price thol would be received to sell on osset or poid to tronsfer o liobility in on orderly
tronsoction between morket porticiponts of lhe meosurement dole. Foir volue meosurements must
moximize the use of observoble inputs ond minimize the use of unobservoble inputs. There is o hierorchy
of three levels of inputs lhot moy be used to meosure foir volue:

Level 1 Quoted prices in octive morkets for identicol ossets or liobilities

level 2 Observoble inputs other thon Level I prices, such os quoted prices for similor ossets or
liobilities; quoled prices in morkets thot ore nol octive; or other inpuls lhot ore observoble or con
be corroboroled by observoble morket doto for substontiolly the full term of the ossets or liobilities

Level3 Unobservoble inputs supported by little or no morket octivity ond ore significont lo the foir
volue of the ossets or liobilities
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Recurring Meosuremenls

The following toble presents the foir volue meosurements of ossets recognized in the occomponying
bolonce sheets meosured of foir volue on o recuning bosis ond the level within the foir volue hierorchy
in which lhe foir volue meosurements foll of December 31, 2017 ond 2016:

Foh Vqlue Meosuremenls Uslng

loh Volue

Quoled Pdces

ln Acllve
Mo*els lor
ldenllcol

Assels
(Level l)

Slgnlllcont
Olher

Observoble
lnpuls

(Level 2)

Slgnlllcont
Unobreryoble

lnpuls
(level 3)

December 31, 2017

U.S, Treosury securilies
U.S, Government-sponsored

enterprises (GSEs)

U.S ogencies ond GSEs

residenliol mortgoge-
bocked

Stole ond polilicol
subdivisions

Olher

lnlerest rote locks
Mortgoge loons held for sole

December3l,20l6
U.S. Treosury securities
U.S. Governmenl-sponsored

enlerprises (GSEs)

U.S ogencies ond GSEs

residentiol modgoge-
bocked

Stote ond politicol
subdivisions

Other

lnlerest role locks
Mortgoge loons held for sole

$ 983,828

75,292,916

4,887,546

3l,l 59,750
r ,l 25,573

137,298
7,091,317

Fok Volue

$ 983,828 $ $

75,292,916

4,887,546

3l , I 59,750

I , r 25,573

137,298

7,09 I ,31 7

Folr Volue Meosuremenls Uslng

Quoled Pdces

ln Acllve
Mokels lor
ldenllcol

Assels
(Level I )

Slgnlllconl
Other

Observqble
lnpuls

(tcvel 2)

Slgnlllconl
Unobseryoble

lnpuls
(tevel 3)

$ s6,380,077 $ s6,380,077 $

67.552,621

$

67,552,621

6,466,178

35,632,917

r,086,538

193,719

8,?75,6?9

6,466,178

35,632,917

r,086,s38

193,71?

8,975,699

Following is o description of the voluotion melhodologies ond inputs used for ossets meosured of foir
volue on o recurring bosis ond recognized in the occomponying bolonce sheets, os well os the generol
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clossificotion of such ossets pursuont to the voluotion hierorchy. There hove been no significont
chonges in lhe voluolion techniques during the yeor ended December 31,2017.

Avolloble-for-sole Securities

Where quoted morket prices ore ovoiloble in on octive morket, securilies ore clossified within Level I of
the voluolion hierorchy. lf quoted morket prices ore not ovoiloble, lhen foir volues ore estimoted by
using quoted prices of securities with similor chorocteristics or independent osset pricing services ond
pricing models, the inputs of which ore morkel-bosed or independently sourced morket porometers,
including, but nol limiled to, yield curyes, interest rotes, vololilities, prepoyments, defoults, cumulotive
loss projections ond cosh flows. Such securities ore clossified in Level 2 of the voluotion hierorchy. ln
certoin coses where Level I or Level2 inputs ore not ovoiloble, securities ore clossified wilhin Level3 of
the hierorchy.

lnteresl Role Lock Commitmenls

Where model inpuls such os the underlying rote, price or index con be observed in o liquid morket ond
the model does not require significont judgement, such derivotives ore typicolly clossified os Level 2 of
the foir volue hierorchy. When inslruments ore troded in less liquid morkets ond significont inputs ore
unobservoble, such derivotives ore clossified within Level 3. The voluotion of the interest rote lock
commitments wos bosed upon best effort commitments from investors subject to the onticipoled loon
funding probobility, or folloul foctor ond is clossified os Level 2.

Morlgoge loons Held for Sole

SSBT Mortgoge uses best efforts to sell mortgoge loons held for sole to inveslors. Foir volue of morlgoge
loons held for sole is determined by using the investors' best efforts commitmenl price ond is clossified os
Level 2.
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Nonrecuning Meosurements

The following toble presenls the foir volue meosurement of ossets ond liobilities meosured of foir volue
on o nonrecuning bosis ond lhe level within the foir volue hierorchy in which the foir volue
meosurements foll of December 31, 2017 ond 2016:

Folr Volue Meosuremenls Using

Folr Volue

Quoled Prlces
in Aclive

Morkets for
ldenlicol

Assels
(level I)

Significonl
Olher

Observoble
lnpuls

Signiliconl
Unobservoble

lnpuls
3)

87,280
l3t ,470

384,932

556,700

December 31,2017

lmpoired loons
Foreclosed ossets held for sole

December 31,20.l6

lmpoired loons
Foreclosed ossets held for sole

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

$

87,280
I 3l ,470

384,932
556,700

Following is o description of the voluotion methodologies ond inputs used for ossets meosured ot foir
volue on o nonrecurring bosis ond recognized in the occomponying bolonce sheet, os well os the
generol clossificotion of such ossets pursuont lo lhe voluotion hierorchy. For ossets clossified within Level
3 of the foir volue hierorchy, the process used to develop the reported foir volue is described below.

Foreclosed Assets Held for Sole

Foreclosed ossets held for sole or other reolestote owned (OREO) is conied of lhe lower of foir volue ot
ocquisition dote or current estimoled foir volue, less estimoted cosl to sell when the reol estote is

ocquired. Estimoted foir volue of OREO is bosed on opproisols or evoluolions. OREO is clossified within
Level 3 of the foir volue hierorchy. Approisols of OREO ore obtoined when the reol estote is ocquired
ond, subsequently, os deemed necessory by monogement. Approisols ore reviewed for occurocy ond
consistency by monogement. Approisers ore selected from the list of opproved opproisers mointoined
by monogement.

Collolerol-dependenf lmpoired Loons, Net of ALIL

The estimoted foir volue of colloterol-dependent impoired loons is bosed on the opproised foir volue of
the colloterol, less estimoled cost to sell. Colloterol-dependent impoired loons ore clossified within Level
3 of the foir volue hierorchy.
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The Compony considers the opproisol or evoluotlon os the storting point for delermining foir volue ond
lhen considers olher foctors ond events in the environment thot moy offecl the foir volue. Approisols of
the collolerol underlying colloterol-dependent loons ore obtoined when the loon is determined to be
colloterol-dependent ond, subsequently, os deemed necessory by monogement. Approisols ore
reviewed for occurocy ond consistency by monogement. Approisers ore selected from the list of
opproved opproisers moinloined by monogement. The opproised volues ore reduced by discounts to
consider lock of morketobility ond eslimoted cost to sell if repoyment or sotisfoction of the loon is

dependent on the sole of the colloterol. These discounts ond estimotes ore developed by
monogement by comporison to historicol results.

Unobservoble (Level 3) lnpuls

The following toble presents quonlitotive informotion obout unobservoble inputs used in nonrecurring
Level 3 foir volue meosuremenls of December 3l ,2017 ond 2016.

Fqlr Volue ol
Deccmber 31, 2017

Vqluqllon
Technlque Unobseruoble lnpuls Ronge

lmpoired loons

Foreclosed ossets held lor sole $

87 ,280 Morkel comporoble Mo*etobilily discounl l9yc - l5%
properties

$

131,470 Morketcomporoble Comporobility
properties odjustmenls (%)

to%-15%

tslr Volue ol
December 31, 201 6

Vqluqllon
Iechnlque Unobservoble lnpuls Ronge

lmpoired loons

Foreclosed ossets held for sole $

384,932 Morket comporoble Morkelobility discount l0% - l5%
properties

$

556,700 Morketcomporoble Comporobility
properties odjustments (%|

t0%-15%
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Foir Volue of Finonciol lnstruments

The following toble presents estimoted foir volues of the Compony's finonciol instruments of December
31,2017 ond2016.

2017 2016
Corrying
Amounl Foir Volue

Corrying
Amounl Foh Volue

FinonclolAssels
Cosh ond cosh equivolenls
Avoilo blejor-sole securities
HeldJo-moturity securities

Loons held for sole
Loons, nel of ollowonce

for losses

Federol Home Loon Bonk slock
Accrued interesl receivoble

Finonciol Uobllllles
Deposils
Securities sold under

ogreements lo repurchose
Accrued inlerest poyoble

$ 4r,9s2,036

I 13,449,613

152,449,305

7,228,615

615,21?,616

39r,100
4,261,304

49,292,704

112,761

$ 41,952,036

u3,449,613
r 52,s83,88s

7.228,615

616,806,000

39 t,100
4,261,304

$ 4e,234,224

167.1 18,331

162,667,073

9,169,418

5r7,654,58r
r,803,800
4,042,169

49,234,224
'I 
67,I 

',t8,331

162,829,408
9,169,418

5 r9,835,000
1,803,800

4,042,169

48,954,457

78,478

$

$795,103,s00 $ 795,849,000 $ 763,637,n3 $764,707,O@

49,294,000 $
112,761

48,954,457 $
78,478

The following methods were used to estimofe the foir volue of ollother finonciolinslruments recognized
in the occomponying bolonce sheets ol omounts other thon foir volue.

Cosh ond Cosh Equlvolenls

The corrying omounl opproximoles foir volue.

loons Held For Sole

Loons held for sole ore recorded ot foir volue using the foir volue option. See description of foir volue
methods used obove.
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Loons

Foir volue is estimoted by discounting the future cosh flows using the morket rotes of which similor notes
would be mode lo borrowers wilh similor credit rotings ond for the some remoining moturities. The
morket rotes used ore bosed on cunent rotes lhe Bonk would impose for similor loons ond reflect o
morket porticiponl ossumption obout risks ossocioted with nonperformonce, illiquidity, ond the structure
ond lerm of the loons olong wilh locoleconomic ond morket conditions.

Federol Home Loon Bonk Stock

Foir volue is eslimoted of book volue due to restriclions thot limit the sole or tronsfer of such securities

Accrued lnlerest Recelvoble ond Poyoble

The corrying omount opproximotes foir volue. The corrying omount is determined using the interest rote,
bolonce ond lost poyment dote.

Deposits

Foir volue of term deposits is estimoted by discounting lhe future cosh flows using rotes of similor deposits
with similor moturities. The morket rotes used were obtoined from o knowledgeoble independent third
porty ond reviewed by the Compony. The rotes were the overoge of current rotes offered by locol
competitors of the Bonk.

The estimoted foir volue of demond, NOW, sovings ond money morket deposits is the book volue since
rotes ore regulorly odjusted to morket rotes ond omounls ore poyoble on demond of the reporting
dqte.

Securilies Sold Under Agreements to Repurchose

Foir volue of lerm repurchose ogreements ond other term borrowings is estimoted bosed on current
repurchose rotes ond bonowing roles cunently ovoiloble to the Compony for repurchoses ond
bonowings wilh similor terms ond moturities.

Commitments to Originote Loons, Forword Sole Commitments, letlers of Credit ond Hnes ol Credil

The foir volue of commilments to originole loons is estimoted using lhe fees currently chorged to enler
into similor ogreements, toking into occount the remoining terms of lhe ogreements ond lhe present
creditworthiness of the counterporlies. For fixed+ote loon commilments, foir volue olso considers the
difference between cunent levels of interest rotes ond lhe committed rotes.

The foir volue of commitments to sell securilies is estimoted bosed on current morket prices for
securities of similor terms ond credit quolity.

The foir volues of letters of credit ond lines of credit ore bosed on fees cunently chorged for similor
ogreemenls or on the estimoted cost to lerminote or otherwise settle the obligotions with the
counterporties of the reporting dote.

The foir volues of these instruments were insignificont of December 31, 2017 ond 2016.
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Note 16. Significont Estimoles, Concenlrolions ond Conlingencies

Accounting principles generolly occepted in the United Stotes of Americo require disclosure of certoin
significont eslimotes ond currenl vulnerobilities due to certoin concentrotions. Estimotes reloted to the
ollowonce for loon losses ore reflected in the foolnote regording loons. Current vulnerobilities due to
certoin concentrotions of credit risk ore discussed in the footnole on commitments ond credit risk.

Olher significont estimotes ond concentrotions nol discussed in those footnotes include:

Generol Litigotion

The Compony is sub.iect to cloims ond lowsuits thot orise primorily in the ordinory course of business. lt is

the opinion of monogemenl thol the disposition or ultimote resolution of such cloims ond lowsuits will
not hove o moteriol odverse effect on the consolidoted finonciol position, results of operotions ond
cosh flows of the Compony.

Nole I7. Commilmenls qnd Credit Risk

Commltmenls lo Originste loons

Commitments to originote loons ore ogreements to lend lo o customer os long os there is no viololion of
ony condition estoblished in the controct. Commitments generolly hove fixed expirolion dotes or other
terminotion clouses ond moy require poyment of o fee. Since o porlion of the commilments moy expire
without being drown upon, lhe lolol commitmenl omounts do not necessorily represent future cosh
requiremenls. Eoch customer's creditworthiness is evoluoted on o cose-by-cose bosis. The omount of
colloterol obtoined, if deemed necessory, is bosed on monogement's credit evoluolion of the
counterporty. Colloterol held vories, but moy include occounts receivoble, inventory, property, plont
ond equipment, commerciol reol estote ond residentiol reol estote.

At December 31,2017 ond 2015, the Compony hod outstonding commitments to originote loons
oggregoling opproximotely $39,028,000 ond $l16.105.000, respectively. The commitments extend over
vorying periods of time with the mojorily being disbursed within o one-yeor period.

Stondby l.etters of Credlt

Stondby letters of credit ore irrevocoble conditionol commitmenls issued by the Compony to
guorontee the performonce of o customer to o third porty. Finonciol stondby letters of credit ore
primorily issued to support public ond privote bonowing orongements. including commerciol poper,
bond finoncing ond similor tronsoclions. Performonce stondby letters of credit ore issued to guorontee
performonce of certoin cuslomers under non-finonciol controctuol obligotions. The credit risk involved
in issuing stondby letters of credil is essentiolty the some os thot involved in extending loons to
customers. Fees for letlers of credit ore initiolly recorded by the Compony os defened revenue ond ore
included in eornings ol the terminotion of the respeclive ogreements. Should the Compony be
obligoled to perform under the stondby lellers of credit, the Compony moy seek recourse from the
cusiomer for reimbursement of omounls poid. The Compony hod totol outstonding stondby lelters of
credit omounting to $213,300 ond $589,800, ot December3l,20l7 ond 20'16, respectively, with terms
ronging from 30 doys to one yeor.
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Note l8: Porent Compony Only FinonciolSlotemenls

Summorized finonciol informotion for Security Holding Compony* Porent Compony Only follows:

Bolonce Sheels December 31,

2017 2016

Assels
Cosh ond due from bonk
lnveslment in common stock of subsidiories

Goodwill
Receivobles - subsidiory

Totolossets $ 132,661,013 $ 123,690,774

Llobllitles $

Stockholders' Equity

Common stock
Copitolsurplus
Reloined eornings
Treosury slock
Accumuloted other comprehensive loss

$ 14,604

131,292,980

1,344,339

9,090

12,758
122,324,587

1,344,339

9,090

$

$

9,849
r 0, t 18,359

129,977,958

(6,431,4291

(1,013,7241

9,849
10,il8,359

r22,064,085
(6,431,42e1

12,070,0e01

Totol slockholders' equily

Totol liobilities ond slockholders' equity

i32,66I,0r3 123,690,774

$ 132,661,013 $ 123,690,774
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Slolements of lncome

lncome
Dividends from subsidiory

Expenses
Other expenses

Totol expenses

lncome Before lncome Tox ond Equity in

Undislributed Net lncome ol Subsidiories

lncome Tox Expense

lncome Belore Equity ln Undisttibuled Net
lncome ol Subsidiodes

Equity in Undlslributed Nel lncome ol Subsldlories

Nel lncome

Yeor Ended December 31,

2017 2016

$ 8,037,s00 $ 6,270,165

35,6s4 r 15,383

35,654 I 15,383

8,001,846 6,154/82

77,400

8,001,846 6,077,382

7,912,027 7,408,556

$ rs,e r3,873 $ I 3,485,938
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Security Holding Compony ond Subsidiory
Notes to Consolidoted Finonciol Stotements

Slolemenls ol Cosh tlows

Operollng Activllies
Net income
Adjustmenls lo reconcile net income to nel cosh

provided by operoting octivities
Equity in undistributed income of subsidiory

Chonge in other ossels

Yeqr Ended December 31,

2017 2016

$ r5,913,873 $ 13,485,938

{7,912,0271 (7,408,s56)

48,249

Nel cosh provided by operoting octivities 8.00 r,846 6,r 25,63r

lnvesling Aclivllies

Finonclng Aclivities
Dividends poid (8,000,000) (6,130,r 64)

Net cosh used in finoncing oclivities {8,000,000) (6,r 30, r 64)

Nel Chonge ln Cosh ond Cosh Equivolenls 1,846 (4,ss3l

17,291Cosh ond Cosh Equlvolenls ol Beginnlng of Yeor 12,758

Cosh ond Cosh Equivolenls of End of Yeor $ r 4,604 $ r 2,7s8

Note 19. Subsequent Evenls

Subsequenl events hove been evoluoted through Morch 26, 2018, which is the dote the finonciol
stotements were ovoiloble to be issued.
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