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This Report is required by law: Section 5(c)(1)(A) of the Bank
Holding Company Act (12 U.S.C. $ 1844(c)(1)(A)); sections 8(a)
and 13(a) of the lntemational Banking Act (12 U.S.C. $$ 3106(a)
and 3108(a)); sections 11(a)(1), 25, and 25A ot the Federal
Reserve Act (12 U.S.C. $$ 248(a)(1), 602, and 611a); and sec-
tions 113, '165,3'12,618, and 809 of the Dodd-FrankAct (12 U.S.C.
SS 5361, 5365, 5412, 1850a(c)(1), and 5468(b)(1)). Retum to the
appropriate Federal Reserve Bank the original and the number of
copies specified.

This report form is to be filed by all toptier bank holding compa-
nies, toptier savings and loan holding companies, and U.S. inter-
mediate holding companies organized under U.S. laq 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 cunently 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 ofiicial 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 individualwho must sign the report.
l, James M. Law

Tifle of the Holding Company Direc-tor and Official

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

Wth respect to information regarding individuals contained in this
report, the Reporter ceftifies that it has the authority to provide this
information to the Federal Reserve. The Reporter also certlies
that it has the authoity, on behalf of each indMdual, to consent or
object to public release of information regarding that individual.
The Federal Reserve may assume, in the absence of a request for
confidential treatment submitted in accordance with the Board's
'Rules Regarding Availability of lnformation,' 12 C.F.R. Paft 261,
that the Reporter and individual consent to public release of all
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DirectorA/ice President/Treasurer LegalTitle of HoHing Company

P O Box 500
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City State Zip Code

100 W. Jefferson St., Sulphur Springs, TX75482
Physical Location (if diferent trom mailing address)

Person to whom questions about this report should be directed:
Hayley Radney Accounting Assistant
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903439-6869
Area Code / Phone Number / Extension

903439-6814

details in
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Date of
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E is not prepared

0=No
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ls confidential treatmenl requested for any portion of
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For Use By Tiered Holding Companies
Top-tiered holding companies must /ist the names, mailing address, and physical locations of each of their subsidiary holding companies
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Alliance Bancshares, lnc.
Sulphur Springs, Texas

Fiscal year Ending December 31 ,2017

Report ltem 1

The BHC does prepare an annual report for its shareholders. The annual report will be
forwarded at a later date.
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Alliance Bancshares, Inc.
Sulphur Springs, Texas

Fiscal year Ending December 31 ,2017

Report ltem 2b

Submitted via E-Mail on March 13,2018
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3(1)

3(2) N/A

Report item 3:

Alliance Bancshares, lnc.

SHAREHOLDER

Mary Lucy McCorkle & Joseph H. McC
Sulphur Springs, TX
U S Citizen

Michael K McKenzie
Sulphur Springs
U S Citizen

SECURITIES HOLDERS

NO. SHARES

39,171

25,896

PERCENTAGE

8.83o/o

5.84o/o
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Dear Fellow Shareholders,

Alliance Bancshares, Inc. had the best earnings year ever in

2017 . Our ninetieth year of operation resulted in net earnings

of $8 million.2OlT was also ayear of continued progress for
the Bank with total deposits growing by $17.5 million and

assets increasing by $36 million bringing out total asset size

to $750 million. Loan volume had a solid increase and has

continued its upward progress that began in 2015 with20ll
growth in net loans of $37.3 million.

The Bank's strong asset quality and capital position is key

for our ability to take advantage of future opportunities for
growth and earnings expansion. Our CEO Tom Sellers and

his management team continue to seek opportunities in our

existing and new markets to improve earnings and value.

In addition to the Bank's financial success, I am also proud of our Community Bank status. Our employees

are encouraged to participate in service to the communities where they live and work. Employees are active

in every area of their communities from Chambers of Commerce, School Boards and Civic Organizations to

charities such as United Way, The American Cancer Society and the Hopkins County Healthcare Foundation.

Alliance Bank and Galyean Insurance Agency employees' and Board Member's service activities are truly

too numerous to list but we pursue these activities with the conviction that what strengthens our communities

strengthens the Bank. I look forward to the Bank and its subsidiaries having another successful year in 2018

and wish all the best to you and your families.

Sincerely,

L.F. Bridges,III
Chairman

l
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L.F. Bridges,III
Wayne Cooper

Ruth Ann Crowson

Mickey F. Eddins

ance
BancShares, lnc.

DIRECTORS
Roger E. Elliott
Judy Gillis
Charles Helm
James M. Law

OFFICERS

Michael K. McKenzie
Ralph Preuss

Thomas C. Sellers

James D. Worsham

Thomas C. Sellers

Ruth Ann Crowson

James M. Law

Kevin Monk

James D. Worsham

Paul Painter

Corky Randolph

Kathy Brooks

Jake Caddell

M. R. Crain

Julie Degelia

Linda Galligher

Michael Jumper

Gary Rusch

Keith Shurtleff

Jack Bridges

Randy Bench

Ashley Farley

Matt Fisk

Emily Glass

Laurie Honea

Joyce Kirby, CPA

Jessica Kultgen, CPA

Brenda Monroe

Jason Thompson

Thomas C. Sellers

James M. Law
Linda Mattingly

President/CEO

Executive Vice President/CRO

Executive Vice President/CFO

Executive Vice President/COO

Executive Vice President/ClO

Market President

Market President

Senior Vice President

Senior Vice President

Senior Vice President

Senior Vice President

Senior Vice President

Senior Vice President

Senior Vice President

Senior Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

Vice President

President

Wce Presidenl / Treasurer

Secretary

Sue Coburn

John Campbell

Brandon Harry

Jay Julian

Josue Lopez

Linda Mattingly
Becky Potts

Felicia Heincy

Tammy Miller
Suzi Barefoot

Lupita Calvillo

Jessica Nelson

Elisa Rios

Vickie Stapp

Sheilah Bussell

Jeff Byrnes

Ross Matthews

Olga Noe

Kristen Thompson

Cynthia Cornejo

Billye Pannell

Deanne Ragan

Matthew Miller
Charlotte Janway

Jeff Kirby

Auditor

Assistant Vice President

Assistant Vice President

Assistant Vice President

Assistant Vice President

Assistant Vice President

Assistant Vice hesident

AVP/BSA Officer
AVP/Retail Relationship Offi cer

Retail Relationship Officer

Retail Relationship Offi cer

Retail Relationship Offi cer

Retail Relationship Offi cer

Retail Relationship Offi cer

Mortgage Loan Officer

Mortgage Loan Officer
Mortgage Loan Officer
Mortgage Loan Officer

Mortgage Loan Officer

Branch Lender/Bus. Dev. Officer

Information Systems Offi cer

Banking Offi cerlExecutive Assistant

Operations Support Officer

CRA Officer

Risk Offi cerllS/Business Continuity

Nliance tsank

AIIIANCE BANK OFFICERS

*This Annual Report is reflective of the year 2017. All employees and job functions are as of January 2018.
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F f)I HENRY & PETERS
CERTIFIED PUtsLIC AOCOUNiANIS ESJ 1929

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors of Alliance Bancshares, Inc. and Subsidiaries

Report on the Finunciol Slutements

We have audited the accompanying consolidated financial statements of Alliance Bancshares, Inc. and Subsidiaries,
which comprise the consolidated balance sheets as of December 31,2017 and2016,and the related consolidated
statements of eamings, comprehensive income, changes in stockholders' equity and cash flows for the years then
ended, and the related notes to the financial statements.

Management's Responsibility for the Finoncial Stotements

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 eror.

A uditor's Respo nsi bility

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
financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers intemal control relevant to the entity's preparation and fair
presentation ofthe consolidated financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's intemal 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 consolidated financial statements.

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

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Alliance Bancshares, Inc. and Subsidiaries as of December 31, 2017 and 2016, and the results
of their operations and their cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Report on Consoliduling Information in Schedules I and II
Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements as a whole.
The consolidating information in Schedules I and II is presented for purposes of additional analysis and is not a

required part of the consolidated financial statements. Such information is the responsibility of management and
was derived from and relates directly to the underlying accounting and other records used to prepare the
consolidated financial statements. The information has been subjected to the auditing procedures applied in the
audit of the consolidated financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
consolidated financial statements or to the consolidated financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the information is fairly stated in all material respects in relation to the consolidated financial statements as

a whole.

Tyler, Texas
March 7,2018

/% e /^. /e

F f,I



2015

$676,225

$714,260

2016 2017

$750,296



ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

DECEMBER 3I,2OI7 AND 2016
(Dollars in Thousands, Except Par Value)

ASSETS

Cash and due from banks

Interest-bearing deposits due from banks

Total cash and cash equivalents

$

Federal funds sold

Available for sale securities

Held to maturity securities

Loans held for sale

Loans, net of allowance for loan losses of $5,288 and $5,034

Premises and equipment, net

Federal Home Loan Bank stock

Other real estate owned

Interest receivable

Goodwill

Core deposits and other intangibles, net

Bank owned life insurance

Other assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits:

Non-interest-bearing

Interest-bearing

Total deposits

Securities sold under agreements to repurchase

Federal Home Loan Bank advances

Interest payable and other liabilities

Other notes payable

Junior subordinated debentures/trust preferred securities

Total liabilities

Stockholders' equity:

Common stock, $ 1 par value; 1 ,000,000 shares authorized;

5 00,000 shares i ssued ; 4 43,59 6 and, 4 43,59 6 shares outstanding

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Treasury stock, 56,404 and 56,404 shares, at cost

Total stockholders' equity

See accompanying notes to consolidated financial statements.
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2017 2016

16,5 1 5

3,566

19,923

2,321

$

20,081 22,244

400

291,396

1,170

423

397,533

10,956

1,952

643

2,399

2,942

2,600

288,841

1,225

1,120

360,137

11,047

1,503

525

) 7)9

2,942

45

16,909

2,793

17,461

2,950

$ 750,296 $ 714,260

$ 151,722

487,608

$ 136,705

485,070

639,330 621,775

12,237

25,000

5,678

2,250

7,217

3,463

20,000

5,149

3,250

7,217

691,712 660,854

s00

4,935

62,237

(4,556)

(4,s32)

500

4,935

57,286

(4,783)

(4,532)

58,584 53,406

$ 750,296 $ 714,260



ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS

FOR THE YEARS ENDED DECEMBER 31,2017 AND 2016
(Dollars in Thousands)

2017 2016

Interest income

Loans

Securities:

Taxable

Nontaxable

Federal funds sold and interest-bearing deposits

Total interest income

Interest expense

Deposits

Notes payable and other borrowings

Junior subordinated debentures

Total interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Non-interest income

Service charges

Insurance agency revenue

Net realized gain on sale of securities

Net gain on sale of equipment and other real estate owned

Net gain on sale of loans

Other operating income

Total non-interest income

Non-interest expense

Employee compensation and benefits

Occupancy expenses

Equipment and supplies

Data processing fees

Marketing expenses

Amortization of intangible assets

Other operating expenses

Total non-interest expense

$ 18,358 $ 15,721

4,176

s19

206

4,287

s47

107

23,859 20,662

2,094

397

194

1,945

245

159

2,685 2,349

21,174

460

18,313

20,714 18,313

5,154

2,507

I

60

625

1,779

4,838

2,634

33s

88

569

1,843

10,126 10,307

12,280

4,1 85

233

553

722

45

4,766

12,062

3,952

289

531

737

108

4,877

22,784 22,556

$ 8,056 $ 6,064

See accompanying notes to consolidated financial statements.
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

FORTHE YEARS ENDED DECEMBER 3I,2OI7 AND 2016
(Dollars in Thousands)

2017 2016

Net eamings

Other comprehensive income (loss):

Change in unrealized loss on available for sale securities

Reclassification adjustment for amount realized on sales of
securities included in net earnings

Total other comprehensive income (loss):

Total comprehensive income

$ 8,056 $ 6,064

228 (2,7 t2)

(l) J

22',7 (3,047)

$ 8,283 $ 3,017

See accompanying notes to consolidated financial statements.
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE YEARS ENDED DECEMBER 3I,2OI7 AND 2016
(Dollars in Thousands)

Common

Stock

Additional
Paid-In

Capital

Retained

Earnings

Accumulated

Other

Comprehensive

Income (Loss)

Treasury

Stock Total

Balance December 31, 2015

Net earnings

Other comprehensive loss

Dividends

Purchase of treasury stock

Balance December 31, 2016

Net earnings

Other comprehensive income

Dividends

Balance December 31, 2017

$ 500 $ 4,935 $ 52,886 $

6,064

(1,664)

(1,736) $ (4,512)

(3,047)

(20)

$ 52,073

6,064

(3,047)

(1,664)

(20)

500 4,935 57,286

8,056

See accompanying notes to consolidated financial statements.
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(4,783) (4,532)

227

53,406

8,056

))1

(3, I 05)(3, I 05)

$ 500 $ 4,935 S 62,237 $ (4,556) $ (4,532) S 58,584



ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 3I,2OI7 AND 2016
(Dollars in Thousands)

20t7 2016

Cash flows from operating activities
Net eamings

Adjustments to reconcile net eamings to net cash from operating activities

Depreciation and amortization of software and intangibles

Amortization of securities

Net realized gain on securities transactions

Provision for loan losses

Net gain on sale of loans

Net gain on sale of premises, equipment and other real estate

Net change in loans held for sale

Net change in accrued interest receivable and other assets

Eamings on bank owned life insurance, net of costs

Net change in accrued interest payable and other liabilities

Net cash provided by operating activities

Cash flows from investing activities

Decrease (increase) in federal funds sold

Securities available for sale:

Purchases

Proceeds from sales, maturities and principal repayments

Securities held to maturity:

Proceeds from maturities and principal repayments

Purchase of Federal Home Loan Bank stock

Purchases of premises, equipment and other assets

Proceeds from sale of premises, equipment and other real estate

Net increase in loans

Net cash used in investing activities

Cash flows from financing activities
Net change in deposits

Decrease in federal funds purchased

Increase (decrease) in repurchase agreements

Advances under the FHLB line of credit

Repayments of advances under the FHLB line of credit

Payments on other notes payable

Purchase of treasury stock

Cash dividends paid

Net cash provided by financing activities

Net change in cash and cash equivalents

Cash and cash equivalents at beginning ofyear
Cash and cash equivalents at end ofyear

$ 8,0s6 $ 6,064

t,343

4,472

(335)

1,486

3,813

(1)

460

(62s)

(60)

1,322

(127)

(ss2)

529

(s6e)

(88)

147

(312)

(s73)

401

14,301 10,550

2,200

( 188,464)

182,324

55

(44e)

( I ,395)

8',1

(38,046)

(2,600)

( 190,361)

209,375

55

( 10)

(1,579)

471

(55,016)

(43,688) (39,665)

17,555

8,774

191,500

(l 86,500)

(1,000)

(3, I 05)

33,098

(600)

(te7)
155,000

( I 50,000)

( 1,000)

(20)

(1,664)

27 224

(2,163)

22,244

34,611

5,502

16,742

$ 20,081 $ 22,244

See accompanying notes to consolidated financial statements.
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AND 2016
(Dollars in thousands)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The following is a summary of the significant accounting policies followed in the preparation of the consolidated
financial statements. The policies conform to U.S. generally accepted accounting principles and to general practices
within the banking industry.

NATURE OF OPERATIONS AND PRINCIPLES OF CONSOLIDATION
Alliance Bancshares, Inc. (Company) is a holding company whose principal activity is the ownership and
management of its wholly owned subsidiary, Alliance Bank (Bank), which wholly owns Galyean Insurance Agency
(Galyean), which wholly owns ALL Premium Financing, Inc. (ALL). Additionally, the Bank wholly owns AB
Royalties, LLC (AB Royalties). All operating income of AB Royalties is distributed to the Bank and asset and
liability balances are less than $1. All material intercompany accounts and transactions have been eliminated in
consolidation.

The Bank is primarily engaged in providing a full range ofbanking and financial services to individual and corporate
customers in Hopkins, Hunt, Collin and Rockwall Counties in Texas. Galyean operates as an insurance agency
primarily in the same counties in Texas as the Bank. The Bank and Galyean are subject to the regulation of certain
federal and state agencies and undergo periodic examinations by those regulatory authorities. AB Royalties,
LLC operates in Upton County, Texas.

USE OF ESTIMATES
The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure ofcontingent assets and liabilities at the date ofthe financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Material estimates that are particularly susceptible to significant change relate to the determination of the allowance
for loan losses and the valuation ofreal estate acquired in connection with foreclosures or in satisfaction ofloans.
In connection with the determination of the allowance for loan losses and the valuation of foreclosed assets held for
sale, management obtains independent appraisals for significant properties.

COMPREHENSIVE INCOME
Accounting principles generally require that recognized revenue, expenses, gains, and losses be included in net
income. Certain changes in assets and liabilities, such as unrealized gains and losses on available for sale securities,
are reported as a separate component ofthe stockholders' equity section ofthe consolidated balance sheets. Such
items, along with net income, are components of comprehensive income.

CASH EQUIVALENTS AND SUPPLEMENTAL CASH FLOW INFORMATION
Cash and cash equivalents include cash and deposits with other financial institutions that have an original maturity
of three months or less. Federal funds sold are not included in cash equivalents.

ln2017 and2016, cash paid for interest totaled $2,676 and $2,338, respectively

During the years ended December 31, 2017 and 2016, the Company obtained real estate and other assets through
foreclosure totaling$427 and $36, respectively. The Company issued loans to facilitate the sale of foreclosed assets

of$306 and $-0- during the years ended December 31,2017 and20l6,respectively.

SECURITIES
Available for sale securities, which include any security for which the Company has no immediate plan to sell but
which may be sold in the future, are carried at fair value. Unrealized gains and losses are recorded in other
comprehensive income (loss). Held to maturity securities, which include any security for which the Company has
the positive intent and ability to hold until maturity, are carried at historical cost adjusted for amortization of
premiums and accretion of discounts. Amortization of premiums and accretion of discounts are recorded in interest
income from securities.

-10-



ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
SECURITIES. CONTINUED
Purchases and sales of securities are recorded on a trade-date basis. Realized gains and losses are recorded as net
security gains (losses). Gains and losses on sales of securities are determined on the specific-identification method.

DERIVATIVE FINANCIAL INSTRUMENTS
For derivative financial instruments accounted for as hedging instruments, the Company formally designates and
documents, at inception, the financial instrument as a hedge of a specific underlying exposure, the risk management
objective and the manner in which effectiveness of the hedge will be assessed. The Company formally assesses

both at inception and at each reporting period thereafter, whether the derivative financial instrument used in the
hedging transaction is effective in offsetting changes in fair value of the related underlying exposure. Any
ineffective portion of the change in fair value of the instruments is recognized immediately in earnings.

In March 201 1 , the Company purchased a derivative financial instrument to hedge interest rate risk associated with
a specific fixed rate commercial loan. The derivative is not held for speculative purposes. The Company has elected
to use the dollar-offset method under the cumulative approach to assess the effectiveness of the hedge. This method
compares the fair value of the hedging derivative with the fair value of the hedged exposure. The cumulative
approach compares the cumulative change in the hedged exposure's fair value. As of December 31, 2017 and2016,
effectiveness testing resulted in the conclusion that the hedge was perfectly effective.

The interest rate hedge is recognized in the balance sheet at its fair value. Changes in the fair value ofthe interest
rate hedge are reported currently in earnings along with changes in the fair value of the hedged item. Amounts
reported in eamings are classified consistent with the items being hedged. During 2017 and 2016, the Company did
not incur a gain or loss as a result ofhedge ineffectiveness.

The interest rate hedge had a fair value of $4 and $17 at December 31,2017 and2016, respectively, and is included
in other assets in the accompanying financial statements.

LOANS
Loans that management has the intent and ability to hold for the foreseeable future, or until maturity or payoff, are
reported at their outstanding principal balances adjusted for any charge-offs, the allowance for loan losses and any
deferred fees or costs on originated loans. Interest income is reported on the level-yield interest method and includes
amortization of net deferred loan fees and costs over the loan term.

Nonaccrual Loans
Generally, loans are placed on non-accrual status at ninety days past due and interest is considered a loss, unless the
loan is well-secured and in the process of collection. The accrual of interest on loans is discontinued when, in
management's opinion, the borrower may be unable to meet payments as they become due. When interest accrual
is discontinued, all unpaid accrued interest is reversed. Interest income is subsequently recognized only to the extent
cash payments are received in excess ofprincipal due. Loans are returned to accrual status when all principal and
interest amounts contractually due are brought current and future payments are reasonably assured.

Impaired Loans
A loan is considered impaired when, based on current information and events, it is probable the Company will be
unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the
loan agreement. Management considers the past due status of the loans, excessive overdraft positions of the
borrower in demand deposit accounts, negative changes in the borrower's cash flows and other financial information
in determining which loans should be analyzed for impairment.
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AND 2016
(Dollars in thousands)

CONTINUED

NOTE I . SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
LOANS - CONTINUED
Impaired Loans - Continued
The method of accounting for impaired loans is consistent across the portfolio segments. Impairment is measured
on a loan-by-loan basis by: the present value of expected future cash flows discounted at the loan's effective interest
rate, the loan's observable market price or the fair value of the collateral if the loan is collateral dependent. When
the Company determines that foreclosure is probable, the Company measures the loan at the fair value of the
collateral and recognizes any loss immediately. Groups of loans with similar risk characteristics, including
individually evaluated loans not determined to be impaired are collectively evaluated for impairment. When a loan
is determined to be impaired, the Company recognizes the impairment by creating a valuation allowance with a

corresponding charge to loan allowance provision expense.

Loans that experience insignificant payment delays and payment shortfalls generally are not classified as impaired.
Management determines the significance of payment delays and payment shortfalls on a case-by-case basis, taking
into consideration all pertinent circumstances surrounding the loan and the borrower.

A troubled debt restructuring (TDR) is a restructuring in which the Company, for economic or legal reasons related
to a borrower's financial difficulties, grants a concession to the borrower that it would not otherwise consider. Loans
classified as troubled debt restructurings are analyzed on an individual basis for impairment subsequent to the
restructuring. An additional impairment is accounted for in the same manner as general impaired loans.

Loans in all portfolio segments are charged-off when they are deemed to be uncollectible. At that time, the related
credit loss is deducted from the allowance. Recoveries of previously charged-off amounts are recorded when
received.

ALLOWANCE FOR LOAN LOSSES
The allowance for loan losses is management's estimate of credit losses inherent in the loan portfolio, including
unfunded credit commitments, at the balance sheet date. The allowance for loan losses is established through a
provision for loan losses charged to expense.

Methodolosy
The allowance for loan losses is evaluated on a regular basis by management and is based upon management's
analysis of the collectability of the loans. To perform this analysis, management divides the loan portfolio into
po(folio segments, which are further divided into classes. A portfolio segment is the level at which management
develops and documents a systematic methodology to determine the allowance for loan losses, and a segment class
is the subdivision of a portfolio segment based on the initial measurement attribute, risk characteristics and methods
for assessing risk ofthe loans contained therein.

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

DECEMBER 31,2017 AND 2016
(Dollars in thousands)

CONTINUED

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
ALLOWANCE FOR LOAN LOSSES - CONTINUED
Methodology - Continued
Below is a description of the segments of the Company's loan portfolio:

Commercial

Commercial - real estate

Tax exempt

Consumer

I -4 Family residential

Agricultural

CD secured

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

The commercial - real estate portfolio segment includes all commercial loans that are
secured by real estate, other than those included in the 1-4 family residential segment.
The segment includes construction ofboth business and residential structures and real
estate development loans. Risks inherent to this portfolio segment include
fluctuations in property values and changes in the local and national economy
impacting the sale of the finished structures.

Tax exempt loans consist of loans to taxing authorities, including counties, cities,
school districts, hospitals, etc. Risks inherent to this portfolio segment include those
risks which would impact the taxing authority's ability to assess and collect sufficient
tax revenue. These risks may include declines in property values and fluctuations in
the economy local to the taxing authority.

This portfolio segment consists of non-real estate loans to consumers. This includes
unsecured lines, as well as secured loans, such as auto and personal loans. The risks
inherent to this portfolio segment include those factors that would impact the
consumer's ability to meet their obligations under the loan. These include increases
in the local unemployment rate and fluctuations in consumer and business sales.

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

The agricultural portfolio segment includes loans to companies in the dairy, cattle
industry and farmers. Loans in this segment are secured by collateral such as cattle,
equipment and real estate. Risks inherent in this portfolio segment include adverse
changes in the climate and property values, as well as fluctuations in feed, milk and
cattle prices.

The CD secured portfolio segment encompasses loans secured by time deposits held
at the Bank. Risks inherent in this portfolio segment include the risk that the value
of the collateral held is insufficient to fully cover any loss incurred on the related
loan.

The unallocated category consists ofthose loans which are not included in the above
segments. This may include loans to non-depository institutions, overdraft balances
on demand deposit accounts, loan clearing accounts and unfunded loan obligations.

Unallocated
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31,2017 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 1 . SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
ALLOWANCE FOR LOAN LOSSES - CONTINUED
Credit Ouality Indicators
The Company monitors the credit quality of the loans in the various segments by identifuing and evaluating credit
quality indicators specific to each segment class. This information is incorporated into management's analysis of
the adequacy of the allowance for loan losses. Information for the credit quality indicators is updated monthly for
classified assets and quarterly for the remainder of the portfolio. The following is a discussion of the primary credit
quality indicators most closely monitored for the respective portfolio segment classes:

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

Commercial - real estate:

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

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

Tax exempt Primary credit quality indicators utilized by management for tax exempt loans
include historical and projected trends in tax revenues and management's assessment
of the strength of the entity's management and oversight boards.

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

l-4 Family Residential Management considers changes in the local economy, changes in properfy values and

changes in local unemployment rates to be key credit quality indicators of the loans
in the 1-4 family residential loan segment. Additionally, management considers the
borrower's debt to income ratio, the borrower's past due history and past experience
in working with the borrower.

Agricultural In assessing risk associated with agricultural loans, management considers the
borrower's cash flows, the value of the underlying collateral and sources for
secondary repayment to be primary credit quality indicators.

CD secured loans are collateralized by time deposits held by the borrower at the Bank.
In assessing the credit quality of these loans, management considers the sufficiency
of the funds held in deposit to satisf,i the loan and interest obligations.

CD secured
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AND 2016
(Dollars in thousands)

CONTINUED

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
ALLOWANCE FOR LOAN LOSSES - CONTINUED
Credit Ouality Indicators - Continued
Management assigns loans to a credit quality category based on the results of its analysis. Assets are graded "pass"
when the relationship exhibits virtually no, or an acceptable level of, credit risk and indicates repayment ability,
tolerable collateral coverage and reasonable performance history. Lending relationships exhibiting potentially
significant credit risk and marginal repayment ability and/or asset protection are graded "watch" or "special
mention." Assets classified as "substandard" are inadequately protected by the current net worth and paying
capacity of the obligor or of the collateral pledged, if any. Loans so classified must have a well-defined weakness
thatjeopardizes the liquidation ofthe debt. Substandard graded loans are characterized by the distinct possibility
that the Company will sustain some loss if the deficiencies are not corrected. Assets are graded "doubtful" and are
considered impaired when it is probable that all amounts due from a loan will not be collected according to the terms
of the loan.

PREMISES AND EQUIPMENT
Depreciable assets are stated at cost less accumulated depreciation. Depreciation is charged to expense using the
straight-line method over the estimated useful lives of the assets, which range from 3 to l0 years for furniture and
equipment and 40 years for buildings.

Leasehold improvements are amortized over the lesser of the terms of the leases or their estimated useful lives.
Expenditures for improvements, which extend the life of an asset, are capitalized and depreciated over the asset's
remaining useful life. Gains or losses realized on the disposition of properties and equipment are reflected in the
consolidated statements ofearnings. Expenditures for repairs and maintenance are charged to operating expenses as

incurred.

FEDERAL HOME LOANBANK STOCK
Federal Home Loan Bank (FHLB) stock is a required investment for institutions that are members of the FHLB
system. The required investment in the common stock is based on a predetermined formula, carried at cost and
evaluated for impairment.

OTHER REAL ESTATE OWNED
Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at fair value at the
date of foreclosure, establishing a new cost basis. Subsequent to foreclosure, valuations are periodically performed
by management and the assets are carried at the lower of the carrying amount or fair value less costs to sell. Revenue
and expenses from operations and changes in the valuation allowance are included in other non-interest expense.

At December 31,2017 and 2016, the Company's balances of assets acquired through, or in lieu of, loan foreclosure
was not comprised of any residential real estate properties. There were no consumer mortgage loans, secured by
residential real estate properties, for which formal foreclosure procedures were in process at December 37,2077
and 2016.

LOANS HELD FOR SALE AND MORTGAGE SERVICING
The Bank originates and sells certain single family residential mortgage loans to the secondary mortgage market
and retains the servicing rights on certain loans sold. These loans are carried at the lower of cost or estimated fair
value in the aggregate. Gain or loss is recognized at the date ofsale for any difference between the selling price and
the carrying value of the related mortgages and is recorded in non-interest income. For loans sold, whereby the
servicing rights were retained, the Company records a servicing asset for the estimated fair value of the servicing
fees in excess of the cost to service the loans.
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3t,2017 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
GOODWILL
Goodwill is tested annually for impairment. If the implied fair value of goodwill is lower than its carrying amount.
impairment is indicated and goodwill is written down to its implied fair value. Subsequent increases in goodwill
value are not recognized in the consolidated financial statements.

INTANGIBLE ASSETS
Intangible assets, which primarily include core deposit intangibles and insurance agency customer lists, are being
amortized over periods ranging from seven to fifteen years. Such assets are periodically evaluated as to the
recoverability of their carrying value.

TREASURY STOCK
The Company uses the cost method of accounting for treasury stock. Acquisitions of treasury stock are recorded at
cost. Upon sale or other disposition, the treasury stock account is credited by an amount equal to the number of
shares sold multiplied by the average cost per share and the difference between this amount and the cash received
is recorded as paid-in capital.

INCOME TAXES
The Company's stockholders have elected to have the Company's income taxed as an S Corporation under provisions
of the Intemal Revenue Code. Therefore, taxable income or loss is reported to the individual stockholders for
inclusion in their respective tax returns and no provision for federal income taxes is included in these consolidated
financial statements.

Management of the Company considers the likelihood of changes by taxing authorities in its filed income tax returns
and discloses potential significant changes that management believes are more likely than not to occur upon
examination by tax authorities. Management has not identified any uncertain tax positions in filed income tax
returns that require disclosure in the accompanying financial statements. The Company's income tax returns for
the past three years are subject to examination by tax authorities and may change upon examination.

TRANSFER OF FINANCIAL ASSETS
The Company accounts for transfers and servicing of financial assets in accordance with the Financial Accounting
Standards Board's (FASB) Accounting Standards Codification (ASC) 860,Transfers and Sertticing.Transfers of
financial assets are accounted for as sales when control over the assets has been surrendered. Control over the assets

is deemed to be surrendered when (l) the assets have been isolated from the Company, (2) the transferee obtains
the right (free ofconditions that constrain it from taking advantage ofthat right) to pledge to exchange the transferred
assets, and (3) the Company does not maintain effective control over the transferred assets through an agreement to
repurchase them before their maturity.

FAIR VALUE MEASUREMENTS
The Company follows the guidance of FASB ASC 825, Financial Instruments and FASB ASC 820, Fair Value
Measuremenl. This guidance permits entities to measure many financial instruments and certain other items at fair
value. The objective is to improve financial reporting by providing entities with the opportunity to mitigate volatility
in reported earnings caused by measuring related assets and liabilities differently without having to apply complex
hedge accounting provisions. This guidance clarifies that fair value is an exit price, representing the amount that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants.
Under this guidance, fair value measurements are not adjusted for transaction costs. This guidance establishes a fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives
the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level I
measurements) and the lowest priority to unobservable inputs (Level 3 measurements).
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31,2017 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
ADVERTISING
Advertising costs are expensed as incurred. Advertising expense totaled $722 and $737 for the years ended
December 31, 2017 and 201 6, respectively.

RECENT ACCOLINTING PRONOLINCEMENTS
ASU No. 2014-09, Revenuefrom Contracts with Customers In May 2014,the FASB issued guidance to change the
recognition of revenue from contracts with customers. The new guidance provides that revenue should be
recognized for the transfer of goods and services to customers in an amount equal to the consideration it receives or
expects to receive. The guidance also includes expanded disclosure requirements that provide comprehensive
information about the nature. amount. timing, and uncertainty of revenue and cash flows arising from contracts with
customers. This guidance is effective for fiscal years beginning after December 15, 2018. The Company is assessing
the new guidance and expects that it will not have a material impact on its consolidated financial statements, as a
significant amount of the Company's revenues is derived from net interest income and financial assets which are
excluded from the scope ofthe guidance.

ASU No. 2016-01, Recognition and Measurement of Financial Assets and Financial Liabililies In January 2016,
the FASB issued amended guidance that requires equity investments to be measured at fair value with changes in
fair value recognized in net income. The guidance also eliminates the requirement to disclose the method(s) and
significant assumptions used to estimate the fair value that is required to be disclosed for financial instruments
measured at amortized cost on the balance sheet. The new guidance is effective for fiscal years beginning after
December 15, 2018. The adoption of this guidance is not expected to have a material impact on the consolidated
financial statements.

ASU No. 2016-02, Leases In February 2016, the FASB issued guidance that changes the accounting treatment of
leases, in that lessees will recognize most leases on-balance sheet. This will increase reported assets and liabilities,
as lessees will be required to recognize a right-of-use asset along with a lease liability, measured on a discounted
basis. Lessees are allowed to account for short-term leases (those with a term of twelve months or less) off-balance
sheet. The amendments in this update are effective for fiscal years beginning after December 15,2019. The
Company occupies certain banking offices and uses certain equipment under noncancelable operating lease
agreements which currently are not reflected in its consolidated balance sheet. Upon adoption ofthe guidance, the
Company expects to report increased assets and increased liabilities as a result ofrecognizing right-of-use assets

and lease liabilities on its consolidated balance sheets.

ASU No. 2016-13, Measurement of Credit Losses on Financial Instruments In June 2016,the FASB issued this
update that replaces the current incurred loss methodology for recognizing credit losses with a current expected
credit loss model, which requires the measurement of all expected credit losses for financial assets held at the
reporting date based on historical experience, current conditions, and reasonable and supportable forecasts. This
amendment broadens the information that an entity must consider in developing its expected credit loss
estimates. Additionally, the update amends the accounting for credit losses for available-for-sale debt securities
and purchased financial assets with a more-than-insignificant amount of credit deterioration since origination. This
update requires enhanced disclosures to help investors and other financial statement users better understand
significant estimates and judgments used in estimating credit losses, as well as the credit quality and underwriting
standards of a company's loan portfolio. The amendments in this update are effective for fiscal years beginning
after December 15,2020. The Company is currently assessing the requirements and necessary changes to the
existing credit loss estimation methods and identiSring a complete set of data requirements and sources. The
Company is currently evaluating the impact ASU No. 2016-13 will have on its consolidated financial statements.
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 2 - RESTRICTIONS ON CASH
The Company is required to maintain reserve funds in cash or on deposit with the Federal Reserve Bank. The
reserves required at December 31,2017 and2016 totaled $7,333 and $5,937, respectively.

NOTE 3 - SECURITIES
The amortized cost and approximate fair values of investment securities were as follows at December 31,2017 ard
2016:

Cross Goss Estimated

Amortized Unrealized Unrealized Fair
Cost Cnins losses Value

December 31,2017:

Available for Sale:

U.S. govemment agency securities

M ortgage-backed s ecu rit ies

State and political subdivisions

Equity securities

Mutual funds

Total available for sale

t2

$ 29s,952 $ 325 $ 4,881 S 291,396

Held to Maturity:

State and political subdivisions $ 1,170 $ $ 1,299

$$$$ 5,949

259,670

28,615

631

1,087

42

4,694

133

5,907

255,185

28,s98

631

1,075

209

ll6

$t29

December 31,2016:

Available for Sale:

U.S. govemment agency securities

M ortgage-backed securities

State and political subdivisions

Equity securities

Mutual funds

Total available for sale $ 293,624 $ 260 $ 5,043 $ 288,841

$ 2,250

2s8,399

31,283

631

1,061

51

4,373

596

2,202

254,201

30,769

631

1,039

$ $ $J

175

82

23

Held to Maturity:

State and political subdivisions $ 1,225 $ 7$ I $ t,231
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 3. SECURITIES - CONTINUED
The amortized cost and fair value of debt securities at December 31,2017,by contractual maturity, are shown below.
Expected maturities will differ from contractual maturities because issuers may have the right to call or prepay
obligations with or without call or prepayment penalties.

Available for Sale Held to Maturity

Amortized

Cost

Fair

Value

Amortized

Cost

Fair

Value

Due within one year

Due after one year through f,we years

Due after five years through ten years

Due after ten years

Other securities

$ I1,329

29,869

77,782

175,254

$ I 1,308

29,565

76,423

172,394

$ 60

275

425

410

60

286

471

482

$

718 706

s 295,952 S 291,396 $ r,r70 $ 1,299

The following tables show the Company's investment gross unrealized losses and fair value, aggregated by
investment category and length of time individual securities have been in a continuous unrealized loss position at
December 31, 2017 and, 2016.

Less Than

Twelve Months Over Twelve Months Total
CTTOSS

Unrealized

Losses

Estimated

Value

CrrOsS

Unrealized

Losses

Estimated

Fair

Value

CTTOSS

Unrealized

Losses

Estimated

Fair

Value

Fair

December 31,201'7:.

U.S. government agency securities $

Mort gage-backed securit ies

Sate and political suMivisions

Mutual funds

t2
671

,l

3,93't $

52,216

2t7

30 $ 1,970 $

4,023 187,700

132 13,858

t2 821

42

4,694

133

t2
$ 684 $ 56,370 $ 4,197 $ 204,349 $ 4,881

$ s,907

239,916

14,07 5

82t
$ 260,7 l9

s 1,949 $ - $ $ sl $ 1,949

93,184 2,322 138,832 4,373 232,016

19,857 83 3,663 597 23,s20

038 23 1,038

$ 2,639 $ 116,028 $ 2,40s $ 142,49s $ s,044 $ 2s8,s23

$

December 31, 2016:

U.S. government agency secwities

Mort gage-backed securit ies

Sate and political suMivisions

Mutual funds

s 5l
2,051

514

23

-19-



ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31,2017 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 3 - SECURITIES - CONTINUED
The company held 1 18 and 64 securities that had been in a continuous unrealized loss position for longer than twelve
months at December 31,2017 and2016, respectively. As of December 31, 2017, of the securities in a loss position
over twelve months, 118 were classified as available for sale and -0- as held to maturity. The securities in a loss
position were composed of federal agency bonds, tax exempt municipal bonds, collateralized mortgage obligations
and mortgage backed securities. Management believes that the unrealized loss on these securities is a function of
increases in 3-year, 5-year and l0-year U.S. Treasury interest rates and decreases in market prices since the time of
purchase. Based on evaluation of available evidence, including recent changes in interest rates, credit rating
information and information obtained from regulatory filings, management believes the declines in fair value for
these securities are temporary. Should the impairment of any of these securities become other-than-temporary, the
cost basis of the investment would be reduced and the resulting loss recognized in net income in the period the other-
than-temporary impairment is identifi ed.

Gross gains of$2 and $335 and gross losses of$l and $-0-, resulting from sales ofavailable for sale securities were
realized during 2017 and2016,respectively. Additionally, no other-than-temporary impairments related to available
for sale securities were recorded in2017 or 2016,

The carrying value of securities pledged as collateral to secure public deposits and for other purposes was $94,930
and $83,327 at December 31,2017 and2016, respectively.

NOTE 4 - LOANS AND ALLOWANCE FOR LOAN LOSSES
LOAN PORTFOLIO COMPOSITION
Loans were as follows at December 31:

2017 2016

Connnercial

Connnercial - real estate

Taxe>ampt

Consumer

1-4 Family residential

Agricultural

CD Secured

Unallocated

l,oans held for sale

kss:
Net defened loan fees, premiums and discounts

Allowance for loan losses

Net loans

$ 51,987

194,315

37,748

6,807

66,892

10,518

5,618

29,121

423

$ 40,9M

lM,5l0
23,981

6,967

67,259

9,81I

5,734

26,159

120

403,429 366,M5

(r85)

(s,288)

(r54)

(5,034)

$ 397,956 $ 361,257

The Company has entered into transactions with certain directors, executive officers, significant shareholders and
their affiliates. Such transactions were made in the ordinary course of business on substantially the same terms and
conditions, including interest rates and collateral, as those prevailing at the same time for comparable transactions
with other customers, and did not, in the opinion of management, involve more than normal credit risk or present
other unfavorable features. Loans to such related parties at December 31, 2017 and 2016, totaled $19,172 and
$20,926, respectively.
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 4 - LOANS AND ALLOWANCE FOR LOAN LOSSES - CONTINUED
LOAN PORTFOLIO COMPOSITION - CONTINUED
Loans totaling $158,381 and $135,857 at December 31,2017 and2016, respectively, were pledged as collateral to
the FHLB.

The Bank has originated and sold mortgage loans to Fannie Mae, retaining the servicing rights on loans
totaling $47,806 and $48,656 at December 31,2017 and2016, respectively.

CREDIT QUALITY
The following table summarizes the credit exposure of the loan portfolio by portfolio segment class as of December
31,2017 and2016:

Credit exposure to commercial entities:

Commercial

Conunercial - real estate

Construction

Commercial - real estate

Other

Pass

Special mention

Substandard

Doubtful

Total

2017 2016 2017 2016 2017 2016

$ 51,555 $ 40,123 $ 50,512 $ 33,157 $ 142,636 $ 150,313

431 518

263

1,167 1,040

$ 51,987 $ 40,904 $ 50,512 _$_i!,rs7_ $ 143,803 $ r5r,3s3

Credit exposure to governmental entities

Taxercnpt

201'7 2016

Pass $

Special mention

37,748 $ 23,981

Substandard

Doubtful

Total s 37,748 $ 23,981

Credit exposure to consumer, residential and agricultural

Consumer l4 Family residential Agricultural

2017 2016 2017 20t6 2017 2016

Performing

Nonperforming

Total

6,730 $

77

6,861 $

106

66,075 $
1,240

67,614 $

765

10,494 $

24

$ 9,802

9

$ 6,807 S 6,967 $ 67,315 $ 68,379 $ 10,518 $ 9,811
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NOTE 4 - LOANS AND ALLOWANCE FOR LOAN LOSSES - CONTINUED
CREDIT QUALITY - CONTINUED

CD Secured

2017 2016

Performing

Nonperforming

Total

$ 5,618 $ 5,734

ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31,2017 AND 2016
(Dollars in thousands)

CONTINUED

$ 5,618 $ s,734

Credit exposure to other:

Unallocated

2017 2016

Pass

Special mention

Substandard

Doubtful

Total

$ 29,121 $ 26,159

$ 29,121 $ 26,159

The following tables summarize the payment status of loans in the Company's total loan portfolio, including an

aging of delinquent loans, loans 90 days or more past due continuing to accrue interest and loans classified as

nonperforming as of December 3 I , 2017 and 2016:

Age Analysis of Past Due Loans

December 3l- 2017

30-s9
Days

Past Due

60-89
Days

Past Due

Crreater

than

90 Days

$-

Total
Past Due

Total
Loans

Recorded

Investment

> 90 Days

and Accruing

$-
Current

$ 274 $ 51,713 $ 51,987Commercial

Commercial - real estate:

Constrrction

Other

Tax exempt

Consumer

l-4 Family residential

Agricultural

CD Secured

Unallocated

Total

$239$35

79

33

79

33

s 1,769 $ 43 $ 7 $ 1,819

107

I,177

134

107

1,184

142

7

$ 50,433 s0,512

$r43,770 143,803

$ 37,748 37,748

$ 6,700 6,807

$ 66,13 1 67 ,3ts 7

$ r0,376 10,518

$ s,6r8 s,6l8 -

_$40 1,61!_ _$403 A2e_ _$_Z_

8

'r'l



ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31,2017 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 4 - LOANS AND ALLOWANCE FOR LOAN LOSSES - CONTINUED
CREDIT QUALITY - CONTINUED

Age Analysis ofPast Due Loans

December 3l 2016

30-s9
Days

Past Due

60-89
Days

Past Due

Crreater

than

90 Days

$-

Total

Past Due

Total

Loans

Recorded

Investment

> 90 Days

and Accruin€

$-
Current

$ 337 $ 40,567 $ 40,904Commercial

Commercial - real estate:

Construction

Other

Tax exempt

Consumer

l-4 Family residential

Agricultural

CD Secured

Unallocated

Total

s328$9

33,157 33,15',7

r51,353 151,353

2 3,98 1 23,981

93 20 - I 13 6,854 6,96'7

4s7 20 - 477 67,902 68,379

5 - - 5 9,806 9,811

5,734 5,734

33 t7 - 50 26,t09 26,ts9
$ ,16 $ 66 s - $ 

'8' 
$365/63 $366/4s S -

At December 31,2017 and2016, the Company maintained no non-accrual loans within its loan portfolio.

TROUBLED DEBT RESTRUCTURINGS AND IMPAIRED LOANS
The tables below detail TDR's recognized during the year ended:

December 3l 2017

Number of Contracts

Pre-Modifications

Outstanding Recorded

Investments

Post-Modifications

Outstanding Recorded

Investments

Troubled Debt Res tructurings

Corrrnercial - real estate:

Other

14Family residential

2

I

g 2,60 s 2,460

7474

December 3l 2016

Number of Contracts

Pre-Modifications

Outstanding Recorded

lnvestnrcnts

Post-Modifications

Outstanding Recorded

Investments

Troubled Debt Restructurings

Connnercial - real estate:

C)ther $ 2,s29 $ 2,s29

TDRs accounted for $2,534 and$2,529 of impaired loans as of December 31,2011 and20l6,respectively. There
were no TDRs classified as Non-performing. TDRs in 2017 and 2016 consisted of agreements to lower interest
rates below market rates and extend payment terms. There were no loans as of December 31,2017 that had been
modified as troubled debt restructurings during 2017 and then subsequently re-defaulted in 2017.

2
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 4 - LOANS AND ALLOWANCE FOR LOAN LOSSES - CONTINUED
TROUBLED DEBT RESTRUCTURINGS AND IMPAIRED LOANS. CONTINUED
The following tables present the information about the Company's impaired loans at December 31,2017 and2016:.

December 3l 20t7

Recorded

Investment

Unpaid

Principal

Balance

Related

Allowance

Average Interest
Recorded Income

[nvestment Recognized

With no related allowance recorded

Commercial

Conrnercial - real estate:

Construction
Other

Taxe>ampt

Consumer

l4 Family residential
Agricultural
CD Secured

Unallocated

With allowance recorded:

Commercial

Connnercial - real estate:

Construction
Other

Taxe><enpt

Consumer

1-4 Family residential
Agricultural
CD Secured

Unallocated

Total by portfolio segment class

Connnercial

Commercial - real estate:

Construction
Other

Taxercnpt
Consumer

l4 Family residential
Agricultural
CD Secured

Unallocated

432

1,16',7 1,167

1,240 t,240

432 r06 544

t2 1,214

$$ $ $ $

77

24

77

24

25

108

I

116

914

215

30

74

;
36

2

2,940 2,940

432 432

1,167 1,167

77

1,240

24

252

106

12

2;
108

I

77

24

3,003

544

1,214

149

30

116

914

21s

74

7

36

2

1,240

$ 2,940 $ 2,940 $ 252 $ 3,003 $ 149
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31,20t7 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 4. LOANS AND ALLOWANCE FOR LOAN LOSSES - CONTINUED
TROUBLED DEBT RESTRUCTURINGS AND IMPAIRED LOANS - CONTINUED

December 31 2016
Unpaid
Principal
Balance

With no related allowance recorded:
Commercial
Commercial - real estate:

Construction
Other

Taxexempt
Consumer
l-4 Family residential
Agricultural
CD Secured
Unallocated

s $ s $

With allowance recorded
Commercial
Commercial - real estate

Construction
Other

Taxe><empt

Consumer
l-4 Family residential
Agricultural
CD Secured
Unallocated

781 781

1,o40

106

765

9

2,701 2,7O1

Average Interest
Recorded IncomeRecorded

Investment
Related

Allowance Investment Recognized

s

256

10

3;
93

1

815

1,065

6l

7l

l0
53

I

1,040

106

765

9

l16
787

l0

Total by portfolio segment class
Commercial
Cornrnercial - real estate:

Construction
Other

Taxe><empt

Consumer
1-4 Family residential
Agricultural
CD Secured
Unallocated

781 781

1,040 1,040

2,793

8r5

l0 1,065

106

765

9

106

765
9

30
93

I

lt6
787

t0

196

61

71

l0
53

I

390

256

$ 2,701 $ 2,701 s 390 $ 2,793 $ 196

There were no commitments to lend additional funds to borrowers whose loans were classified as impaired or whose
loan terms had been modified in a troubled debt restructuring at December 31,2017 and2016.
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31,2017 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 4 - LOANS AND ALLOWANCE FOR LOAN LOSSES - CONTINUED
ALLOWANCE FOR LOAN LOSSES
The tables below summarize changes in the allowance for loan losses, by portfolio segment, during the years ended

December 31, 2017 and 2016:

December 31,2017
Commercial

Commercial Real Estate Tax Exempt Consumer

l-4 Family

Residential

Allowance for Loan Losses:

Beginning Balance

Charge-offs

Recoveries

Provisions

Ending Balance

Evaluated for impairment

Individually

Collectively

Loan Portfolio:
Evaluated for impairment

Individually

Collectively
Ending balance

Allowance for Loan Losses:

Beginning Balance

Charge-offs

Recoveries

Provisions

Ending Balance

Evalu,ated for impairment

Individually

Collectively

Loan Portfolio:
Evaluated for impairment

Individually

Collectively
Ending balance

1,502 $

(2t 1)

2tt

(2e2) $

(262)

124

230

$ 1,583 $

(7 4)
,l

$ 2,632

$ 1,510 $ 1,502 $ $ (200) $ 2,632

$ 106 $

1,404

t2$
1,490

$25$
(22s)

108

2,s24

$ 1,510 $ 1,502 $ $ (2oo) $ 2,632

$ 432 $ 1,167 $

I 93,1 48

77$
6,'t30

$ 1,240

66,07 5

Table continued from above:

51,555 5t 748

$ 51,987 $ 194,3 l5 $ 37,748 $ 6,807 $ 67,315

Agricultural CD Secured Unallocated Total

$ (1,443) $

(8)

l3
230

$ 1,052 $ 5,034

- (s55)

- 349
_ 460

$ (r,208) $ $ 1,052 $ 5,288

$1
(t,209)

$ ( l ,208)

$

$ 1,0s2 $ s,288

$ $ $

1,052

252

5,036

$

$

5,61 8 29,121

$ 10,s18 $ s,618 $ 29,121

24$
10,494

$ 2,940

400,489

sao3A2e
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AND 2016
(Dollars in thousands)

CONTINUED

NOTE 4 - LOANS AND ALLOWANCE FOR LOAN LOSSES. CONTINUED
ALLOWANCE FOR LOAN LOSSES - CONTINUED

December 3l 2016
Commercial

Commercial Real Estate Tax Exempt Consumer

Allowance for Loan Losses:

Beginning Balance

Charge-offs

Recoveries

Provisions

Ending Balance

$

l-4 Family

Residential

I,653 $

(78)

8

1,502 $ ( 13 0) $ 2,632
(247)

85

$

$ l,583 $ 1,502 $ $ (2e2) $ 2,632

93$ $

Evaluated for impairment

lndividually

Collectively

Loan Portfolio:
Evaluated for impairment

Individually

Collectively
Ending balance

Allowance for Loan Losses:

Beginning Balance

Charge-offs

Recoveries

Provisions

Ending Balance

Evaluated for impairment :

Individually

Collectively

Loan Portfolio:
Evaluated for impairment:

Individually

Collectively
Ending balance

l0 $

1,492

30$
(322)

2s6 s

1,327 2,539
$ r,s83 $ 1,s02 $ - $ (292) $ 2,632

$ 781

40,t23
$ 1,040 $

183,470

s 106

861

$ 765

Table continued from above

23,98r 67 614

$ 40,904 $ 184,510 $ 23,981 $ 6,967 S 68,379

Agricultural CD Secured Unallocated Total

$ (1,441) $

(4)

2

$ 1,0s2 $ 5,268

(32e)

95

$ (1,443) $ $ 1,0s2 $ s,034

l$ $ $ 390

I,444\ I,052 4,644
$ (1,443) $ - $ 1"052 $ s,034

$ $ $ 2,701
'7 44

$ 9,811 $ s,734 $ 26,1s9 $ 366,44s

There have been no changes to the Company's accounting policies or methodology from the prior period that
affected the current provision for credit losses,

9$
9,802 5,'734 26,159 363

.,1



ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3I,2OI7 AIID 20T6
(Dollars in thousands)

CONTINUED

NOTE 5 - CONCENTRATIONS OF CREDIT RISK
Most of the Company's business activity is with customers located within the State of Texas. Investments in state

and municipal securities involve governmental entities within the Company's market area. The Company also
maintains deposits with other f,rnancial institutions in amounts that exceed Federal Deposit Insurance Corporation
(FDIC) insurance coverage. The Company has not experienced any losses in such accounts and believes it is not
exposed to any significant credit risk on cash and cash equivalents.

NOTE 6 - PREMISES, EQUIPMENT AND CAPITALIZED SOFTWARE
Major classifications of premises and equipment, stated at cost, were as follows at December 3l:

2017 2016

I-and

Bu ildings and improvements

Fumiture and equipment

Construction in progress

Capitalized software

Les s accumulated amortization

Net capitalized software

Insurance Agency

$ $3,068

r 1,300

8,150

2A

3,068

10,654

6,900

886

22,780

(t,824)
21,508

(10,461)ks s accumulated depreciation

Net premises and equipment $ r0,9s6 $ 11,M7

Capitalized software is stated at cost less accumulated amortization and is included as other assets in the consolidated
balance sheets. The costs and accumulated amortization associated with capitalized software were as follows at
December 31:

2017 2016

$ t,6M
(1,s07)

$ 1,525

(1,473)

$5297

Depreciation expense and software amortization expense for the years ended December 31,2017 and2016 totaled
$1,441 and $1,235, respectively.

NOTE 7 - INTANGIBLE ASSETS
The carrying basis and accumulated amortization of recognized intangible assets were as follows at December 3l

2017 2016

$

Goss Carrying

Amount

Accumulated

Amortization

Cross Carrying

Amount

Accumulated

Amortization

3,021 3,021 3,021 2,976

s 3,021 $ 3,021 $ 3,021 $ 2,976

Amortization expense related to these assets totaled $45 and $ 108 during the years ended December 3 I , 2017 and
2016, respectively. The unamortized balance of intangible assets totaled $0 as of December 31,2017.
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NOTE 8 - DEPOSITS
Certificates of deposit and other time deposit accounts in denominations that meet or exceed the FDIC insurance
coverage limit of $250 totaled $9,889 and $10,266 at December 31,2071 and2016, respectively, and are included
in interest-bearing deposits in the consolidated balance sheet. At December 31,2017, scheduled maturities for each

of the following hve years for total certificates of deposit and other time deposit are as follows:

Years ending
December 31,

2018

2019

2020

2021

2022

81,120

15,363

5,560

3,289

3,047

$ 26,000

1,000

250

$ 27,2s0

The Company maintained additional lines of credit with unaffiliated financial institutions. As of December 31,
2017 and 2016, the Company had not utilized the lines of credit.
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$

$ 114,373

Overdrawn demand deposit accounts with balances totaling $ 1 69 and $ I 65 were classified as loans as of December
3 l, 20 17 and 20 I 6, respectively.

Deposits from certain directors, executive officers, significant shareholders and their afhliates totaled $10,322 and
$21,997 at December 31,2071 and2016, respectively.

NOTE 9 - FEDERAL HOME LOAN BANK ADVANCES, NOTES PAYABLE AND LINES OF CREDIT
The Company maintains a line of credit with the FHLB. The amount available under the FHLB line is determined
by a borrowing base calculation which considers securities and loans held by the Company. Advances under the
line bear interest at a variable interest rate. Advances are secured by all deposit accounts held by the Company at
the FHLB, certain mortgage loans, certain investment securities, all FHLB stock held by the Company and other
collateral. At December 31,2017 and20l6, the Company maintained outstanding FHLB advances of $25,000 and

$20,000, respectively. At December 31,2017, interest rates on the open advances ranged from 1.30% to 1.44o/o,

and maturities ranged from one month to five months. At December 31,2016, the open advances maintained interest
rates ranging from .40o/o to .600/o and maturities ranging from one month to two years.

As of December 31, 2017 and 2016, the Company maintained a note payable with an unaffiliated financial
institution. Terms are such that the loan bears interest at prime, plus 0.75 percent, and requires quarterly principal
payments of $250, plus accrued interest. The loan is collateralized by 250,000 shares of the Bank's common stock.
The loan agreement contains restrictive covenants including, among other things, the maintenance of certain
financial ratios. The loan matures in April 2018, at which time any unpaid principal is due in full, and is expected
to renew. The loan had an outstanding balance of $2,250 and $3,250 at December 31,2017 and2016, respectively.

Future maturities of FHLB advances and notes payable are as follows as of Decemb er 3l , 2077 :

Years ending

December 3 l.

2018

2019

2020
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NOTE 10 - SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE
The Company has agreed to sell certain investment securities under agreements to repurchase the securities on
specified dates on a short-term basis. The agreements bear interest at stated rates, which are determined on the
original date of repurchase or subsequent renewal dates. At December 31,2017, the agreements maintained rates

ranging from 0.15% to 0.65oh and maturities within one month. At December 31,2076, the agreement maintained
an interest rate of 0.50% and maturity of one month. Such securities sold totaled 512,237 and $3,463 at December
31,2017 and 2016, respectively.

NOTE II - JUNIOR SUBORDINATED DEBENTURES/TRUST PREFERRED SECURITIES
In December 2005, the Company, in a private placement, issued $7,000 (7,000 shares with a liquidation amount of
$ 1 per security) of floating rate (three-month LIBOR plus 1.45 percent) Trust Preferred Securities (TruPS) through
a newly formed, wholly owned subsidiary, Alliance Capital Trust III (Trust IIf. Concurrent with the issuance of
the TruPS, Trust III issued common securities to the Company in the aggregate liquidation value of $217. Trust III
invested the total proceeds from the sale of the TruPS and the common securities in$1,211 of Floating Rate (three-
month LIBOR plus 1.45 percent) Junior Subordinated Defened Interest Debentures (the Debentures) issued by the
Company. The net proceeds from the sale ofthe Debentures were used to repurchase shares ofstock necessary to
quali$, for S Corporation federal income tax status. In accordance with FASB ASC 810, Consolidatior, Trust III
is not consolidated with the Company in the consolidated financial statements.

With certain exceptions, the amount of the principal, and any accrued and unpaid interest on the Debentures, is
subordinated in right of payment to the prior payment in full of all senior indebtedness of the Company. The terms
of the TruPS are such that they qualifu as Tier I capital under the Federal Reserve Board's regulatory capital
guidelines applicable to bank holding companies. Interest on the Debentures is payable quarterly on January 7,
April 7, July 7 and October 7 of each year. The interest is deferrable on a cumulative basis for up to five consecutive
years following a suspension of dividend payments on all other capital stock. No principal payments are due until
maturity on January 7,2036.

The TruPS are guaranteed by the Company and are subject to redemption by the Company. Upon the occulrence
of certain special events, the Company will have the right to call the securities at a redemption price equal to 103

percent of the principal amount to be redeemed plus accrued interest on the date of redemption. On any interest
payment date prior to maturity, the Debentures are redeemable for cash at the option of the Company, on at least 30
but not more than 60 days'notice, in whole or in part, at a redemption price equal to 100 percent of the principal
amount to be redeemed, plus accrued interest to the date of redemption. Any redemption is subject to the Company
obtaining the prior approval of the Federal Reserve Bank. In the event the Debentures are redeemed, a like amount
of the TruPS will be redeemed.

NOTE 12 - REGULATORY MATTERS
Banks and bank holding companies are subject to regulatory capital requirements administered by federal banking
agencies. Capital adequacy guidelines and, additionally for banks, prompt corrective action regulations, involve
quantitative measures of assets, liabilities, and certain off-balance-sheet items calculated under regulatory
accounting practices. Capital amounts and classifications are also subject to qualitative judgments by regulators.
Failure to meet capital requirements can initiate regulatory action. The final rules implementing Basel Committee
on Banking Supervision's capital guidelines for U.S. banks (Basel III rules) became effective for the Company on
January I , 2075 with full compliance with all of the requirements being phased in over a multi-year schedule, and

fully phased in by January 1,2019. Under the Basel III rules, the Company must hold a capital conservation buffer
above the adequately capitalized risk-based capital ratios. The capital conservation buffer is being phased in at the
rate of 0.625%o per year from 0.0% in 2015 to 2.50Yo on January 1,2019. The capital conservation buffer for 2017
is 1.25% and for 2016 is 0.625%. The net unrealized gain or loss on available for sale securities is not included in
computing regulatory capital. Management believes, as of December 31,2017 and2016, the Company and Bank
meet all capital adequacy requirements to which they are subject.

Prompt corrective action regulations provide five classifications: well capitalized, adequately capitalized,
undercapitalized, significantly undercapitahzed, and critically undercapitalized, although these terms are not used

to represent overall financial condition. Ifadequately capitalized, regulatory approval is required to accept brokered
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NOTE 12 - REGULATORY MATTERS_CONTINUED
deposits. If undercapitalized, capital distributions are limited, as is asset groMh and expansion, and capital
restoration plans are required. At December 31,2017 and2016, the most recent regulatory notifications categorized
the Bank as well capitalized under the regulatory framework for prompt corrective action. There are no conditions
or events since that notification that management believes have changed the institution's category.

The following tables outline the regulatory components of the Bank's capital and capital ratios under the rules
applicable at December 31,2017 and2016:

MinimumRequired To Be Well
For Capital Capitalized Under

Adequacy Pronpt Corrective

Actual Purposes Action Provisions

Amount Ratio Amount Ratio Amount Ratio

December 31,2017:

Total capital
(to risk-weighted assets) S 74,467 15.05% $ 45,758 9.25% $ 49,,168 10.00%

Tier I capital
(to risk-weighted assets)

69,179 13.98% 35,8& 7.25% 39,574 8.00%

Common equity tier I capital 69,179 t3.98% 28,444 s.7s% 32,154 6.s0%

kverage capital
(to adjusted average total assets)

69,179 9.34% 29,630 4.Wo 37,038 5.00%

December 31,2016:

Total capital

(to risk-weighted assets) $ 70,230 1591% $ 38,062 8.630/o $ 44,130 10.00%

Tier I capital
(to risk-weighted assets) 65,196 14.77% 29,236 6.63% 35,304 8.00%

Common equity tier I capital 65,196 14.77% 22,616 5.13% 28,684 6.50%

Leverage capital
(to adjusted average total assets) 65,196 9.34% 27,9W 4.0U/o 34,886 5.00%

Dividends paid by the Company are mainly provided by dividends from its subsidiaries. However, certain
restrictions exist regarding the ability of the Bank to transfer funds to the Company in the form of cash dividends,
loans or advances. These guidelines do not currently restrict the Bank from paying normal dividends to the
Company.
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NOTE 13 - EMPLOYEE BENEFITS
EMPLOYEE BENEFIT PLAN
The Company has a defined contribution plan covering substantially all employees. The plan provides for employee
deferrals, subject to certain limitations imposed by the Internal Revenue Code, with Company matching
contributions at the rate of 100 percent up to 4 percent of each participant's base salary. The Company may also
make discretionary contributions to the plan upon the approval of the Board of Directors. The plan includes an

employee stock ownership plan (ESOP) feature, which enables participants to invest in stock of the Company. The
Company's total contributions to the plan were $303 in2017 and $298 in2016.

HEALTH PLAN
The Company has a partially self-insured health benefit plan which covers substantially all employees and provides
hospital, surgical and major medical coverage. Eligible claims under the plan are covered by an insurance company
to the extent they exceed $45 per employee or to the extent that claims exceed $ I ,000 per year for the consolidated
group. Expenses related to the plan totaled $1,136 in2017 and $1,236 in2016.

SUPPLEMENTAL EXECUTIVE RETIREMENT PLANS
The Company maintains a nonqualified deferred compensation and retention plan for certain officers of the
Company. The Company has purchased life insurance policies to fund the plan. These policies had aggregate cash
surrender values of $ll,l49 and $10,799 at December 31,2017 and2016, respectively. The Company also has a
supplemental employee retirement plan (SERP) for certain officers of the Company for which the Company has
purchased life insurance policies to fund future plan obligations. The policies had an aggregate cash surrender value
of $2,380 and52,291at December 31,2017 and2016, respectively. Additionally, the Company has a SERP for
certain officers of the Company which is not funded by purchased life insurance policies.

Expenses related to these SERPs, totaling $354 in 2017 and $358 in 2016, were recognized to accrue the estimated
present value of the liability related to services provided. The recorded liability was $3,765 and $3,562 at December
31,2017 and 2016, respectively.

OTHER
The Company has additional life insurance policies on a certain officer of the Company. The policies had an
aggregate cash surrender value of$3,932 and $3,819 at December 31,2017 and2076, respectively.

NOTE 14. FAIRVALUE INFORMATION
FINANCIAL INSTRUMENTS
FASB ASC 825, Financial Instruments, permits entities to measure many financial instruments and certain other
items at fair value. The objective is to improve financial reporting by providing entities with the opportunity to
mitigate volatility in reported earnings caused by measuring related assets and liabilities differently without having
to apply complex hedge accounting provisions. The election to use the fair value option is available when an entity
first recognizes a financial asset or financial liability or upon entering into a Company commitment. Subsequent
changes must be recorded in earnings.

The fair value of financial instruments is defined as the amount at which the instrument could be exchanged in a
current transaction between willing parties, other than in a forced or liquidation sale. The estimated fair value
approximates carrying value for all financial instruments except the following:

Securities: Fair values for securities are based on quoted market prices or dealer quotes. Ifa quoted market
price is not available, fair value is estimated using quoted market prices for similar instruments.

Loans: The fair value of fixed-rate loans and variable-rate loans which reprice on an infrequent basis is
estimated by discounting future cash flows using the current interest rates at which similar loans with similar
terms would be made to borrowers of similar credit quality.

Deposits: The fair value of deposit liabilities with defined maturities is estimated by discounting future cash

flows using the interest rates currently offered for deposits.
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NOTE 14 - FAIR VALUE INFORMATION - CONTINUED
FINANCIAL INSTRUMENTS - CONTINUED

Federal funds purchased and Federal Home Loan Bank advances: Fair values offederal funds purchased and
Federal Home Loan Bank advances are the amounts payable on demand at the reporting date.

Off-Balance Sheet Instruments: The fair value of off-balance sheet instruments is stated at the face value of
the instruments, which approximates fair value.

The estimated year-end fair values of hnancial instruments are detailed in the following table:

2017 2016

Financial assets:

Cash and cash equivalents

Federal funds sold

Available for sale securities

Held to maturity securities

l.oans held for sale

Loans, net

FHLB stock

Interest receivable

Financial liabilities :

Deposits

Securities sold under agreements

to repurchase

Federal Home [,oan Bank advances

Notes payable

Junior s ubordinated debentures

Interest payable

Unrecognized financial instruments

Connnitments to etend credit

lrtters ofcredit

639,330 639,280 621,775 620,741

Carrying

Amount

$ 20,081

400

291,396

I,170

423

397,533

1,952

2,389

12,237

25,000

2,2s0

7,217

174

112,077

253

Estimated

Fair Value

Carrying

Amount

Btimated

Fair Value

$ 20,081

400

291,396

1,299

423

384,139

1,952

2,389

$ 22,244 $

2,600

288,841

1,225

1,120

360,137

1,503

2,329

22,244

2,600

288,841

1,231

1,120

35 1,033

1,503

2,329

12,237

25,000

2,250

7,217

174

112,077

253

3,463

20,000

3,250

7,2t7

166

123,@8

166

3,463

20,000

3,250

7,217

166

123,&8

166

FAIR VALUE MEASUREMENTS
FASB ASC 820, Fair Value Measurements, defines fair value, establishes a framework for measuring fair value
and expands disclosures about fair value measurements. FASB ASC 820 defines fair value as the price that would
be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the

measurement date. Under this guidance, fair value measurements are not adjusted for transaction costs.

FASB ASC 820 also establishes a fair value hierarchy which prioritizes the inputs to valuation techniques used to
measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for
identical assets or liabilities (Level I measurements) and the lowest priority to unobservable inputs (Level 3

measurements).
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NOTE 14 . FAIR VALUE INFORMATION - CONTINUED
FAIR VALUE MEASUREMENTS - CONTINUED
The three levels ofthe fair value hierarchy under this guidance are described below

Level I Quoted prices in active markets for identical assets or liabilities

Level2 Observable inputs, other than Level I prices, such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data for substantially the fulI term of the assets or liabilities

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities

The asset's or liability's fair value measurement level within the fair value hierarchy is based on the lowest level of
any input that is significant to the fair value measurement. Valuation techniques need to maximize the use of
observable inputs and minimize the use of unobservable inputs.

Following is a description of the valuation methodologies used for assets measured at fair value. The methodology
used to value investment securities is described above. There have been no changes in the methodologies used at
December 31,2017 and 2016. The Company had no liabilities recognized at fair value.

Loans held for sale: Valued at cost, which approximates fair value

Other real estate owned and repossessed collateral: Valued at the date ofrepossession based on appraisals ofthe
underlying property performed by third-party appraisers. Subsequently, assets are carried at the lower of this
carrying amount or fair value less cost to sell.

Certain assets are measured at fair value on a noffecurring basis, but are subject to fair value adjustments in certain
circumstances. These assets are included in the tables below as of the periods indicated for which a nonrecurring
change in fair value has been recorded during the reporting period.

Assets at fair value as of December 3l 2017

Total Level I trvel 2 t evel 3

U.S. govemment agency securities

Morlgage-b acked s ecurities

State and political subdivisions

Equity securities

Mutual funds

l,oans held for sale

Total on a recurring basis

s $ s 5,907

255,185

28,598

631

$

Other real estate owned and

repos sessed collateral

Total on a nonrecurring bas is

Total as s ets at fair value

5,907

255,185

28,598

631

1,075

423

291,819 1,075 290,321 423

479 479

479 479

$ 292,298 $ 1,075 $ 290,321 $ 902

1,075

n3
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NOTE 14 - FAIR VALUE INFORMATION - CONTINUED
FAIR VALUE MEASUREMENTS - CONTINUED

Assets at fairvalue as of December3l 2016

Total lrvel I lnvel2 kvel 3

U.S. govemment agency securities

M ortgage-backed secu rities

State and political subdivisions

Equity securities

Mutual funds

l,oans held for sale

Total on a recurring basis

Beginning balance

Net gains included in eamings

[.oans sold, net of originations

Ending balance

$ 2,2U

254,201

30,769

631

1,038

1,t20

$ $ $2,202

254,201

30,769

631

1,038

120

289,961 1,038 287,803 120

Otherreal estate owned and

reposses sed collateral

Total on a nonrecurring basis

Total assets at fair value

6

6

$ 289,967 $ 1,038 $ 287,803 $ 1,126

The following table presents the fair value measurements of assets recognized in the accompanying consolidated
balance sheets measured at fair value at December 31,2017 and 2016.

The following table sets forth the activity related to loans held for sale during the years ended December 31, 2077
and2016:

2017 2016

6

6

$ $1,120

625

(1,322)

698

569

(147)

$ 423 $ 1,120

NOTE 15 - COMMITMENTS AND CONTINGENCIES
In the normal course of business, the Company enters into various transactions, which, in accordance with U.S.
generally accepted accounting principles, are not included in the consolidated balance sheets. These transactions
are referred to as "off-balance sheet commitments." The Company enters into these transactions to meet the
financing needs of its customers. These transactions include commitments to extend credit and letters of credit,
which involve elements of credit risk in excess of the amounts recognized in the consolidated balance sheets. The
Company minimizes its exposure to loss under these commitments by subjecting them to credit approval and
monitoring procedures.

The Company enters into contractual commitments to extend credit, normally with f,rxed expiration dates or
termination clauses, at specified rates and for specific purposes. Customers use credit commitments to ensure that
funds will be available for working capital purposes, for capital expenditures and to ensure access to funds at
specified terms and conditions. Substantially all of the Company's commitments to extend credit are contingent
upon customers maintaining specific credit standards at the time of loan funding. Management assesses the credit
risk associated with certain commitments to extend credit in determining the level ofthe allowance for credit losses.
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NOTE 15 - COMMITMENTS AND CONTINGENCIES - CONTINUED
Letters of credit are written conditional commitments issued by the Company to guarantee the performance of a
customer to a third party. The Company's policies generally require that letters of credit arrangements contain
security and debt covenants similar to those contained in loan agreements. In the event the customer does not
perform in accordance with the terms of the agreement with the third party, the Company would be required to fund
the commitment. The maximum potential amount of future payments the Company could be required to make is
represented by the contractual amount shown in the table below. If the commitment were funded, the Company
would be entitled to seek recovery from the customer. As of December 3 I , 2017 and 2016, no amounts have been
recorded as liabilities for the Bank's potential obligations under these guarantees.

Commitments and letters of credit outstanding at year-end were as follows
Contract or

Notional Amount

2017 2016

Connnitments to e*end credit

l-etters ofcredit

$ 1t2,077

253

$ 123,648

t66

The Company is involved in certain claims and lawsuits occurring in the normal course of business. Management,
after consultation with legal counsel, does not believe that the outcome of these actions, if determined adversely,
would have a material impact on the consolidated financial statements of the Company.

A significant portion of the Company's loan portfolio is collateralized by residential or commercial real estate
located in Hopkins, Hunt, Collin and Rockwall Counties in Texas. Significant fluctuations in real estate markets
could have a material impact on the value of the collateral underlying these loans.

The current economic environment presents financial institutions with circumstances and challenges which in some

cases have resulted in large declines in the fair values ofinvestments and other assets, constraints on liquidity and
significant credit quality problems, including severe volatility in the valuation of real estate and other collateral
supporting loans. The consolidated financial statements have been prepared using values and information currently
available to the Company. Given the volatility of current economic conditions, the values of assets and liabilities
recorded in the consolidated financial statements could change rapidly, resulting in material future adjustments in
asset values, the allowance for loan losses and capital that could negatively impact the Company's ability to meet
regulatory capital requirements and maintain sufficient liquidity.

NOTE 16 - OPERATING LEASES
The Company leases office machinery and property for certain branch locations with terms ranging from 36 to 63
months. Monthly lease payments range from approximately $l to $5 and terminate on varying dates, ranging from
September30,2018toDecember3l,2020. AtDecember3l,20TT,futureminimumleasepaymentsareasfollows:

Years ending
December 3l

201 8

2019

2020

$ 90

18

14

$ 122

Lease expenses related to lease agreements with terms less than and greater than 12 months totaled $ 126 and $ 123

for the years ended December 37,2017 and2016, respectively.
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NOTE 17 - OTHER INCOME
Other income consisted of the following for the years ended December 31,2017 and 2016:

2017

Eamings on bank owned life insurance

Other investment income

Financial service income

Other

2016

$ 614

15

473

677

$ a9
341

486

38',7

$ 1,779 $ 1,843

NOTE 18 - OTHER EXPENSE
Other expense consisted of the following for the years ended December 3 l, 2017 and.20l6

2017 2016

Directors'fees

Professional fees

FICO and FDIC assessments

Check card eryense

Public relations

Online eryense

Other losses

Other

303

320

283

878

272

597

2s3

971

$$ 313

331

233

r,049

228

&3
107

1,862

$ 4,766 $ 4,877

NOTE 19 - SUBSEQUENT EVENTS
The Company has evaluated subsequent events through March 7,2018, the date on which the financial statements
were available to be issued.
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATING BALANCE SHEETS

DECEMBER 31,2017
(Dollars in Thousands)

Alliance
Bancshares,

Inc.
Alliance

Bank

Galyean
Insurance

Agency

AB
Royalties

LLC
Eliminating

Entries

Schedule I

Consolidated
Assets

Cash and cash equivalents

Federal funds sold

Available for sale securities

Held to maturity securities

Investment in subsidiaries

Loans held for sale

Loans, net

Premises and equipment, net

Federal Home Loan Bank stock

Other real estate owned

Interest receivable

Goodwill

Bank owned life insurance

Other assets

$ 10

67,573

468

20,076 S

400

291,396

1,170

5,969 $

r9

142

420

$ (5,974) $

(67,573)

20,081

400

291,396

1,170

423

397,533

10,937

1,952

643

2,399

2,800

17,461

2,062

423

397,533

10,956

1,952

643

2,389

2,942

17,461

2,950

Liabilities

Deposits:

Non-interest-bearing

Interest-bearing

Total deposits

s 68,051 $ 749,242 $ 6,550 $

$ s 151,732 $

493,572

$

$ (73,547) $ 750,296

$ (10) $

(s,964)

151,722

487,608

Securities sold under agreements

to repurchase

Federal Home Loan Bank advances

Interest payable and other liabilities

Other notes payable

Junior subordinated debentures/

trust preferred securities

Total liabilities

645,304

t2,237

25,000

5,296 382

(5,974) 639,330

12,237

25,000

5,678

2,250

7,217

2,250

7,217

9,467 687,837 382 (5,974) 691,712

Stockholders' Equity

Common stock

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Treasury stock, at cost

Total stockholders' equity

s00

4,935

62,237

(4,556)

(4,532)

2,500

28,111

35,350

(4,556)

(2,501 )
(31,126)

(38,s02)

4,556

500

4,935

62,237

(4,556)

(4,s32)

I

3,01 5

3,152

58,584 61,405 6,1 68

$ 749,242

(67,573) 58,584

$ 68,051

-38
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ALLIANCE BANCSHARES, INC. AND SUBSIDIARIES
CONSOLIDATING STATEMENTS OF EARNINGS

FOR THE YEAR ENDED DECEMBER 3I,2OI7
(Dollars in Thousands)

Alliance
Bancshares,

Inc.

$

Alliance
Bank

Galyean
Insurance

Agency

AB
Royalties

LLC
Eliminating

Entries

Schedule II

Consolidated
Interest income

Loans

Securities:

Taxable

Nontaxable

Federal funds sold and other deposits

Total interest income

$ 18,358 $ $ $ $ 18,358

4,776

519

2066

4,776

519

200

6 23,853 23,859

Interest expense

Deposits

Notes payable and other borrowings

Junior subordinated debentures

Total interest expense

Net interest income

2,1 08

270

4)1 2,094

397

194

127

194

321 2,378 (14) 2,685

(315) 21,475 14 21,174

460 460

(3 15) 2t ,015 14 20,714

Provision for loan losses

Net interest income after provision

Non-interest income

Dividends fiom subsidiary

Equity in undistributed earnings

Service charges

Insurance agency revenue

Net realized gain on sale of securities

Net loss on sale of other real estate

Net gain on sale of loans

Other operating income

Total non-interest income

4,426

3,948

5,154

60

62s

1,723

2,521

(4,426)

(3,948)

(14)

(ls)

5,154

2,507

1

60

62s

1,779

I

7t
8,374 7,563 2,521 7t (8,403) 10,126

Non-interest expense

Employee compensation and benefits

Occupancy expenses

Equipment and supplies

Data processing fees

Marketing expenses

Amortization of intangible assets

Other operating expenses

Total non-interest expense

Net earnings

10,786

3,983

225

458

682

1,494

202

8

95

40

45

122

12,280

4,1 85

233

s53

722

45

4,766(J 4,656 1s)

3 20,790 2,006

$ 7,788 $ 515 $ 7l

(15) 22,784

$ 8,056

-39-

$ (8,374) $ 8,056
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Member FDIC

BOARD OF DIRECTORS

1$
\r

)

) \

L.F. "Alec" Bridges, III Wayne Cooper
Elected in 2009

Building Contractor/
Developer

Ruth Ann Crowson
Elected in 2009

Chief Risk Officer
46 years w/Alliance Bank

Mickey F. Eddins
Elected in 1990

President/Owner of
M&F Western Products

Roger E. Elliott
Elected in 1990

PresidentiOwner of
CPI, lnc.

Judy Gillis
Elected in 2009

Health Infornration
Adrninistration Consultant

Chairman
Elected in 1967

years w/Alliance Bank

a 2 I

Charles Helrn Michael "Mickey" McKenzie
Elected in 1988

Chairman of the

Ralplr Preuss

Elected in2012
CPA/Partner

Thornas C. "Torn" Sellers
Elected in 1999

President/CEO

Jarnes D. ".lirn" Worsharm

Elected in 1999

Chief Lending Officer
in 1997

James M. Law
Elected in 1999

Chief Financial Officer
nca I-^ 0- /A ili- 10 ll


