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

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 International Banking Act (12 U.S.C. §§ 3106(a)
and 3108(a)); sections 11(a)(1), 25, and 25A of the Federal
Reserve Act (12 U.S.C. §§ 248(a)(1), 602, and 611a); and sec-
tions 113, 165, 312, 618, and 809 of the Dodd-Frank Act (12 U.S.C.
§§ 5361, 5365, 5412, 1850a(c)(1), and 5468(b)(1)). Return to the
appropriate Federal Reserve Bank the original and the number of
copies specified.

This report form is to be filed by all top-tier bank holding compa-
nies, top-tier savings and loan holding companies, and U.S. inter-
mediate holding companies organized under U.S. law, and by
any foreign banking organization that does not meet the require-
ments of and is not treated as a qualifying foreign banking orga-
nization under Section 211.23 of Regulation K (12 C.FR. §
211.23). (See page one of the general instructions for more detail
of who must file.) The Federal Reserve may not conduct or spon-
sor, and an organization (or a person) is not required to respond
to, an information collection unless it displays a currently valid
OMB control number.

NOTE: The Annual Report of Holding Companies must be signed by
one director of the top-tier holding company. This individual should
also be a senior official of the top-tier holding company. In the event
that the top-tier holding company does not have an individual who is
a senior official and is also a director, the chairman of the board must
sign the report. If the holding company is an ESOP/ESOT formed as
a corporation or is an LLC, see the General Instructions for the
authorized individual who must sign the report.

I, David Salinas

Name of the Holding Company Director and Official

President
Title of the Holding Company Director and Official

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

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

Signatury ri; Company Director and Official

03/20/2018

Date of Signature

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

December 31, 2017

Month / Day / Year

"LEI: None"
Reporter's Legal Entity Identifier (LEI) (20-Character LEI Code)

Reporter's Name, Street, and Mailing Address

Greater State Bancshares Corp
Legal Title of Holding Company

3300 N 10th Street

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

McAllen TX
City State

78501
Zip Code

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:
David Salinas President
Name Title
(956) 687-4782
Area Code / Phone Number / Extension
(956) 631-6777
Area Code / FAX Number
ds@gstbank.com
E-mail Address
None
Address (URL) for the Holding Company's web page

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

is included with the FR Y-6 report

[ will be sent under separate cover

[ is not prepared

For Federal Reserve Bank Use Only

RSSD 1D 504 1246

Is confidential treatment requested for any portion |%=N°
of this report submission?..........ccceevviniiininnnnns 1=Yes| O I

In accordance with the General Instructions for this report
(check only one),

1. a letter justifying this request is being provided along

WIth the TEPOTE «.vuuvirersvsisssssumenrsssnara sy ssamsaueinnnss D
2. a letter justifying this request has been provided
separately......ovovissossessinsvsnrissessassnisssinssssarenvasvensess D

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

Public reporting burden for this information collection is estimated to vary from 1.3 to 101 hours per response, with an average of 5.50 hours per response, including time to gather and
maintain data in the required form and to review instructions and complete the information collection. Send comments regarding this burden estimate or any other aspect of this collection of
information, including suggestions for reducing this burden to: Secretary, Board of Governors of the Federal Reserve System, 20th and C Streets, NW, Washington, DC 20551, and to the

Office of Management and Budget, Paperwork Reduction Project (7100-0297), Washington, DC 20503.

12/2016
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Top-tiered holding companies must list the names, mailing address, and physical locations of each of their subsidiary holding companies

below.

-None-

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

Legal Title of Subsidiary Holding Company

Legal Title of Subsidiary Holding Company

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

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

City State Zip Code

City State Zip Code

Physical Location (if different from mailing address)

Physical Location (if different from mailing address)

12/2012



Form FR Y-6

Greater State Bancshares Corp
McAllen, Texas
Fiscal Year Ending December 31, 2017

Report Item

1. The bank holding company prepares an annual report for its securities holders and is not
registered with the SEC. The annual report is included with the FR Y-6 report.

2a: Organizational Chart

2b: Domestic branch listing submitted via email on March 19, 2018.



Results: A list of branches for your depository institution: GREATER STATE BANK (ID_RSSD: 518877).

This depository institution is held by GREATER STATE BANCSHARES CORP. (5041286) of MCALLEN, TX.

The data are as of 12/31/2017. Data reflects information that was received and processed through 01/04/2018.

Reconciliation and Verification Steps
1. In the Data Action column of each branch row, enter one or more of the actions specified below
2. If required, enter the date in the Effective Date column

Actions

OK: If the branch information is correct, enter 'OK' in the Data Action column.
Change: If the branch information is incorrect or incomplete, revise the data, enter 'Change' in the Data Action column and the date when this information first became valid in the Effective Date column.
Close: If a branch listed was sold or closed, enter 'Close' in the Data Action column and the sale or closure date in the Effective Date column.
Delete: If a branch listed was never owned by this depository institution, enter 'Delete' in the Data Action column.
Add: If a reportable branch is missing, insert a row, add the branch data, and enter 'Add' in the Data Action column and the opening or acquisition date in the Effective Date column.

If printing this list, you may need to adjust your page setup in MS Excel. Try using landscape orientation, page scaling, and/or legal sized paper.

Submission Procedure
When you are finished, send a saved copy to your FRB contact. See the detailed instructions on this site for more information.
If you are e-mailing this to your FRB contact, put your institution name, city and state in the subject line of the e-mail.

Note:

To satisfy the FR Y-10 reporting requirements, you must also submit FR Y-10 Domestic Branch Schedules for each branch with a Data Action of Change, Close, Delete, or Add.
The FR Y-10 report may be submitted in a hardcopy format or via the FR Y-10 Online application - https://y10online.federalreserve.gov.

* FDIC UNINUM, Office Number, and ID_RSSD columns are for reference only. Verification of these values is not required.

Data Action |Effective Date |Branch Service Type Branch ID_RSSD* |Popular Name Street Address City State Zip Code |County Country FDIC UNINUM* |Office Number* |Head Office Head Office ID_RSSD* |Comments
OK Full Service (Head Office) 518877 |GREATER STATE BANK 3300 NORTH 10TH STREET MCALLEN TX 78501 HIDALGO [UNITED STATES [Not Required Not Required GREATER STATE BANK 518877
OK Full Service 4234205 |FALFURRIAS BRANCH 131 EAST RICE STREET FALFURRIAS X 78355 BROOKS |UNITED STATES |Not Required Not Required GREATER STATE BANK 518877
OK Full Service 3637434|HEBBRONVILLE BRANCH |412 NORTH SMITH AVENUE |HEBBRONVILLE |TX 78361 JIM HOGG |UNITED STATES |Not Required Not Required GREATER STATE BANK 518877
OK Full Service 4587956 WESLACO BRANCH 255 N TEXAS BLVD WESLACO X 78596 HIDALGO |UNITED STATES |Not Required Not Required GREATER STATE BANK 518877




Report Item 3: Securities holders

(D(a)(b)(c) and (2)(a)(b)(c)

Form FR Y-6

Greater State Bancshares Corp

McAllen, Texas

Fiscal Year Ending December 31, 2017

Current securities holders with ownership, control or holding of 5% or more
with power to vote as of fiscal year ending 12-31-2017

Securities holders not listed in 3(1)(a) through 3(1)(c) that had ownership,
control or holdings of 5% or more with power to vote during the fiscal year
ending 12-31-2016

Weslaco, TX USA

Common Stock
298 - .32% Option on
Common Stock

M) (1)(b) 1)(c) (2)(@) (2)(b) 2)(c)

Name, Country of Number and Percentage | Name, Country of Number and Percentage

City, State, Country Citizenship or of Each Class of Voting City, State, Country Citizenship or of Each Class of Voting
Incorporation Securities Incorporation Securities

Charles T. Hornsby USA 28,560 - 31.07%

Premont, TX, USA Common Stock -NONE-

S. Foss Jones USA 14,459 - 15.73%

McAllen, TX USA Common Stock

Jones Family Trust USA 1,782 - 1.94%

S. Foss Jones — Trustee Common Stock

McAllen, TX USA

Robert L. Lozano USA 14,478 - 15.75%!

Edinburg, TX USA Common Stock

Edwin M. Payne USA 16,792 - 18.27%

1. Includes 11,779 shares held in the name R & L Lozano, and 2,699 shares held in the name R & R Veloz, LTD.




Report Item 4: Insiders

(1),(2),(3)(a)(b)(c), and (4)(a)(b)(c)

Form FR Y-6

Greater State Bancshares Corp
McAllen, Texas
Fiscal Year Ending December 31, 2017

1 2 3)(a) (3)(b) (3)(©) @@ @ (b) 4)(©)
Name, Principal Title & Title & Position | Title & Position | Percentage of Percentage of List names of other
City, State, Occupation of | Position with | with with Other Voting Shares | Voting Shares | companies (include
Country other than Holding Subsidiaries Business in Holding in Subsidiaries | partnerships) If 25% or
with Holding | Company (include names | (include names | Company (include names | more of voting securities
Company of Subsidiaries) | of other of subsidiaries) | are held (List names of
businesses) companies and percentage
of voting securities held)
Charles T. Hornsby Oil & Gas, Director / Director / Partner - 31.07% None 50% - Dos Primos
Premont, TX Ranching, Vice Chairman | Vice Chairman | Dos Primos Partnership
USA Investments, Partnership
Real Estate
Partner -
GC Hornsby

Partnership, LTD

Partner -
Hornsby 1992
Partnership, LTD

Partner -
Tomasita
Canales Heirs

Partner -
L6C, LLC

50% - Hornsby 1992
Partnership, LTD




Report Item 4: Insiders

(1),(2),(3)(2)(b)(c), and (4)(a)(b)(c)

Form FR Y-6

Greater State Bancshares Corp
McAllen, Texas
Fiscal Year Ending December 31, 2017

1) () 3)(a) (3)(b) (3)() 4)(a) (4)(b) @)(c)
Name, Principal Title & Title & Position | Title & Position Percentage of | Percentage of | List names of other
City, State, Occupation of | Position with | with with Other Voting Shares | Voting Shares | companies (include
Country other than Holding Subsidiaries Business (include | in Holding in Subsidiaries | partnerships) If 25% or
with Holding | Company (include names | names of other Company (include names | more of voting securities
Company of Subsidiaries) | businesses) of subsidiaries) | are held (List names of
companies and percentage
of voting securities held)
S. Foss Jones Rental R/E, Director Director President - 15.73% None 100% - Jones Office Supply
McAllen, TX Investments & Jones Office
USA Agricultural Supply
R/E and Cattle
President - 100% - Jones Office
Jones Office Equipment & Stationery
Equipment &
Stationery
President - 100% - Camaleon
Camaleon Company
Company
Partner - 50% - Frank Schuster

Frank Schuster
Farms, Inc.

Farms, Inc.




Report Item 4: Insiders

(1),(2),(3)(2)(b)(c), and (4)(a)(b)(c)

Form FR Y-6

Greater State Bancshares Corp
McAllen, Texas
Fiscal Year Ending December 31, 2017

1 2 (@) (3)(b) 3)(©) 4)(a) (4)(b) 4)(0)
Name, Principal Title & Title & Position | Title & Position Percentage of | Percentage of List names of other
City, State, Occupation of | Position with | with with Other Voting Shares | Voting Shares | companies (include
Country other than Holding Subsidiaries Business (include | in Holding in Subsidiaries | partnerships) If 25% or
with Holding | Company (include names | names of other Company (include names | more of voting securities
Company of Subsidiaries) | businesses) of subsidiaries) | are held (List names of
companies and percentage
of voting securities held)
S. Foss Jones — Cont. Partner - 33% - 2MJ Management,
McAllen, TX 2M1J LLC
USA Management,
LLC
Partner - 33% - 2MJ Management,
2M1J LTD
Management,
LTD
Partner -
L6C, LLC
Jones Family Trust N/A N/A N/A N/A 1.94 %** None None

McAllen, TX
USA




Report Item 4: Insiders

(1),(2),(3)(2)(b)(c), and (4)(a)(b)(c)

Form FR Y-6

McAllen, Texas
Fiscal Year Ending December 31, 2017

Greater State Bancshares Corp

1) (2 3)(@) (3)(b) 3)(©) 4)(a) 4)(b) 4)(c)
Name, Principal Title & Title & Position | Title & Position Percentage of | Percentage of List names of other
City, State, Occupation of | Position with | with with Other Voting Shares | Voting Shares | companies (include
Country other than Holding Subsidiaries Business (include | in Holding in Subsidiaries | partnerships) If 25% or
with Holding | Company (include names | names of other Company (include names | more of voting securities
Company of Subsidiaries) | businesses) of subsidiaries) | are held (List names of
companies and percentage
of voting securities held)
Robert L. Lozano National Fast Director / Director / President - 15.75% None 100% - Lynn Lee Inc.
Edinburg, TX Food Chairman Chairman Lynn Lee Inc.
USA Franchisee —
Dairy Queens, Partner - 94% - R&L Lozano LTD
Real Estate, R&L Lozano
Investments LTD
Partner -
R&L Lozano

Leasing, LTD

President -
Pharr DQ, LTD

President -
L & L Patio, Inc.

Partner -
R & L Lozano
Operating, LTD

100% - Pharr DQ, LTD

100% - L &L Patio, Inc.




Report Item 4: Insiders

(1),(2),(3)(@)(b)(c), and (4)(a)(b)(c)

Form FR Y-6

Greater State Bancshares Corp
McAllen, Texas
Fiscal Year Ending December 31, 2017

1) 2 (3)(a) (3)(b) 3)(©) (2 4)(b) 4)(c)
Name, Principal Title & Title & Position | Title & Position | Percentage of Percentage of List names of other
City, State, Occupation of | Position with | with with Other Voting Shares | Voting Shares | companies (include
Country other than Holding Subsidiaries Business in Holding in Subsidiaries | partnerships) If 25% or
with Holding | Company (include names | (include names | Company (include names | more of voting securities
Company of Subsidiaries) | of other of subsidiaries) | are held (List names of
businesses) companies and percentage
of voting securities held)
Robert L. Lozano — Partner - 49% - R & R Veloz, LTD
Cont. R & R Veloz,
Edinburg, TX LTD
USA
Partner -
FAL CO, LLC
Partner -
L6C, LLC
Edwin M. Payne Auto Director Director See Exhibit (A) 18.27% None See Exhibit (A)
Weslaco, TX Dealership,
USA Investments,

Real Estate




Report Item 4: Insiders

(1),(2),(3)(a)(b)(c), and (4)(a)(b)(c)

Form FR Y-6

McAllen, Texas
Fiscal Year Ending December 31, 2017

Greater State Bancshares Corp

1) (2 3)(a) (3)(b) (3)(c) @) @) (b) @(©)

Name, Principal Title & Title & Position | Title & Position | Percentage of Percentage of List names of other

City, State, Occupation Position with | with with Other Voting Shares | Voting Shares | companies (include

Country of other than | Holding Subsidiaries Business in Holding in Subsidiaries | partnerships) If 25% or
with Holding | Company (include names | (include names | Company (include names | more of voting securities
Company of Subsidiaries) | of other of subsidiaries) | are held (List names of

businesses) companies and percentage
of voting securities held)

David Salinas Banker Director / Director / Partner - 1.26% None None

McAllen, TX President President / CEO | INB Properties II

USA Paseo, LTD

Bill E. Talley Ranching / Director Director Partner - 4.14% None None

Falfurrias, TX Real Estate L6C, LLC

USA

**Note: Although Jones Family Trust is not a director or officer of the holding company, information must be provided because S. Foss Jones is a trustee of the Family
Trust and he is considered a “principal securities holder”.




EUVVIN VI FATIND

UNAUDITED STATEMEN .
PROPRIETARY INTERESTS

FOR INTERNAL USE ONLY

GehibT(R)

January 1, 2018

COMPANY NAME DESCRIPTION-: % FMvV
LOCATION OWNERSHIP
PAYNE PRE-OWNED - 4 LOCATIONS PRE-OWNED 100% 3,000,000
WESLACO - MCALLEN - MCALLEN DEALERSHIPS
ED PAYNE MOTORS, WESLACO, TX AUTOMOBILE 56% 1,269,822 RENOVATION IN PROGRESS
WESLACO, TX .
WESLACO MTRS - WESLACO, TX GM DLRSHIPS 100% 2,500,000 NEW FACILITY
WESLACO FORD FORD DLRSHIP 100% 2,500,000 RENOVATION COMPLETED
PAYNE MISSION VW MITSUBISHI VW DLRSHIP 100% 2,000,000 RENOVATION IN PROGRESS
MISSION, TX
PAYNE VOLKSWAGEN - SUZUKI VW DLRSHIP 100% 1,407,661  RENOVATION IN PROGRESS
BROWNSVILLE, TX .
PAYNE RIO GRANDE CITY FORD FORD DLRSHIP 100% 750,000
PAYNE RIO CHRYSLER CHRYSLER DLRSHIP 100% 500,000
WESLACO DODGE TRUCK CENTER FINANCE 44% 16,000
WESLACO, TX
PAYNE COLLISION CENTER BODY SHOP 100% 250,000
WESLACO, TX
PAYNE DLR GROUP MANAGEMENT CO MANAGEMENT 100% 150,000
WESLACO, TX
BRASADA ENERGY LLP N ENERGY 100% 1,500,000
WESLACO, TX
PAYNE-McBRIDE CATTLE CO CATTLE 50% 150,000
KENEDY COUNTY, TX OPERATION
La MANANA FARMS FARM 50% 400,000
WESLACO, TX OPERATIONS
ODYSSEY INVESTORS - REAL ESTATE VARIOUS 45% 375,000
PAYNE CARIBBEAN LIFE, LTD RE-INSURER 75% 4,500,000 STATUTORY BASIS
TEJAS BUILDING & DEVELOPMENT REAL ESTATE DEV 67% 2,500,000
PAYNE MANAGEMENT CORP BUDGET RENT A CAR 100% 50,000
STOCKS INVESTMENTS 100% 950,000
L6C, LLC - INVESTMENTS 20%
RANCH HQ, LLC INVESTMENTS 100% 1,000
PAYNE RANCH LP INVESTMENTS 6% 628,885
RGV MIDWAY HOMES LLC INVESTMENTS 50% 1,000
COTULLA VILLAGE LLC INVESTMENTS 100% 150,000 MANCAMP
PAYNE PROPERTIES LLC INVESTMENTS 100% 150,000 HOTEL
PAYNE PROPERTIES GP INVESTMENTS 100% 150,000  SUB-DIVISION - HOUSES
PCG SEVILLA ESTATES LP INVESTMENTS - 50% 150,000
PR S R STt
TOTALS 25,999,368



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
| CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2017 and 2016
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’ 5430 Holly Road, Suite 1°
GF Valdez, P.C. Corpus Christi, Texas 78411

Phone 361-991-1650
Fax 361-991-1655

A Public Accounting Firm

. INDEPENDENT AUDITORS’ REPORT

Board of Directors and Stockholders of
Greater State Bancshares Corporation and Subsidiary
McAllen, Texas

Report on the Financial Statements

We have audited the accompanying financial statements of Greater State Bancshares Corporation
and Subsidiary (Greater State Bank), which comprise the consolidated balance sheets as of
December 31, 2017 and 2016, and the related consolidated statements of income, comprehensive

income, changes in stockholders' equity and cash flows for the years then ended, and the related
notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to

the preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with generally accepted auditing standards in the
United States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the consolidated financial statements are free of material
misstatement.

An auditinvolves 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 internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an

_opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness of accounting principles 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.



N - 5430 Holly Road, Suite 1
GF Valdez, P.C. Corpus Christi, Texas 78411

Phone 361-991-1650
Fax 361-991-1655

A Public Accounting Firm

Opinion

In our opinion, the consolidated financial statements referred to above present falrly, inall matenal
respects, the financial position of Greater State Bancshares Corporation and Subsidiary as of -
December 31, 2017 and December 31, 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 Consolidating Information
Our audit was conducted for the purpose of forming an opinion on the consolidated financial
statements as of and for the years ending December 31, 2017 and December 31, 2016 as a whole.
The consolidating information is presented for the purpose 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 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.

bF Vathey, #.C.

Corpus Christi, Texas
March 9, 2018



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS

December 31,2017 and 2016
2017 2016
ASSETS
Cash and cash equivalents $ 9,182,341 § 5,378,719
Investment securities:
Available-for-sale 6,046,694 6,187,663
~ Loans, net of allowance for possible loan losses 54,999,999 53,675,949
Property and equipment, net 3,667,140 3,801,340
Other real estate owned, net 269,550 426,077
Deferred tax asset, net 192,123 304,890
Accrued interest receivable 186,597 176,384
Federal Home Loan Bank stock 68,400 67,900
Other assets 132,298 251,837
74,745,142 $ 70,270,759
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:
Deposits 67,050,677 $ 63,212,834
Accrued interest payable 50,299 49,285
Accrued expenses and other liabilities 83,614 57,552
Total current liabilities 67,184,590 63,319,671
Notes payable 1,500,000 1,000,000
Total liabilities 68,684,590 64,319,671
Commitments and contingencies - -
Stockholders' equity:
Common stock, $35 par value, 100,000 shares authorized,
91,933 and 89,841 shares issued and outstanding
at December 31, 2017 and 2016, respectively 3,217,655 3,144,435
Surplus 3,318,972 3,246,789
Retained earnings (261,755) (236,526)
Accumulated other comprehensive income (loss), _
net of deferred income tax (214,320) (203,610)
Total stockholders' equity 6,060,552 5,951,088
$ 74,745,142 § 70,270,759

See accompanying notes.



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
For The Years Ended December 31, 2017 and 2016

2017 2016
INTEREST INCOME: -
Interest and fees on loans $ 3,388,349 § 3,320,759
Interest on investment securities ' 182,053 160,199
Total interest income 3,570,402 3,480,958 .
INTEREST EXPENSE:
Interest on deposits 467,232 406,186
Interest on borrowed funds - ' 5,286
Interest on notes payable , 46,031 _ 2,164
Total interest expense 513,263 413,636
Net interest income 3,057,139 3,067,322
Provision for possible loan losses 90,000 __168,000
NET INTEREST INCOME AFTER PROVISION -
FOR POSSIBLE LOAN LOSSES 2,967,139 - 2,899,322
NON-INTEREST INCOME: _ A
Service fees on deposit accounts - 219,637 270,543
Net gain on sales of securities available-for-sale - - _ 44,154
Net gain on sales of other real estate owned . 2,577 , 1,564
Net loss on sales of repossessed assets 4,779) (3,000) .
Other operating income . A . 182,629 155,340
Total non-interest income 400,064 468,601
NON-INTEREST EXPENSE: | | |
~ Salaries and employee benefits 1,678,930 1,620,382
Occupancy expense A 530,163 490,671
Market value write-downs on other real estate owned 100,000 -
Other operating expenses . , 893,072 996,930
Total non-interest expense . 3,202,165 3,107,983
NET INCOME BEFORE PROVISION FOR
INCOME TAXES 165,038 259,940
FEDERAL INCOME TAXES A
Federal income tax : (64,848) -
NET INCOME . $ 100,190 $ 259,940
See accompanying notes. -



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For The Years Ended December 31, 2017 and 2016

2017 2016

NET INCOME (LOSS) : $ 100,190 $ 259,940

Changés in net unrealized loss on securities available-

for-sale, net of income taxes of $0 in 2017 and 2016 ' (10,710) (63,667)

Reclassification adjustment for gains (losses) realized,

on sales of securities available-for-sale, net of

income taxes of $0 in 2017 and 2016 - -

Total unrealized (loss) gain on securities available-for-sale (10,710) (63,667)

TOTAL COMPREHENSIVE INCOME (LOSS) $ 89,480 $ 196,273

See accompanying notes.



GREATER STATE BANCSHARES CORPORATION AND SUBSI'D_IARY
"CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
For The Years Ended December 31,2017 and 2016

Accumulated
" Other Total
Retained Comprehensive  Stockholders'
Stock Surplus Earhings Income (Loss) Equity
Balance at January 1, 2016 $ 2974790 $ 3,098,091 § (496,466) § (139,943) 8 5,436,472
Comprehensive income: :
Net loss - - 259,940 - 259,940
Other comprehensive income (loss):
Net change in unrealized loss on
available-for-sale securities, : :
net of deferred income tax - - - (63,667) (63,667)
Total comprehensive .
income (loss) - - - - 196,273
Issuance of common stock 169,645 148,698 - - 318,343
Balance at December 31, 2016 . 3,144,435 3,246,789 (236,526) (203,610) = 5,951,088
Comprehensive income: - '
Net income: - - 100,190 - 100,190
Other comprehensive income (loss):
- Net change in unrealized loss on
available-for-sale securities, .
net of deferred income tax - - - (10,710) (10,710)
Total comprehensive
income (loss) : . - - » - 89,480
Issuance of stock dividend 63,070 62,349 (125,419) -
Issuance of common stock 10,150 9,834 - .- 19,984
Balance at December 31, 2017 $ 3217655 § 3318972 _§ (261,755) $ (214,320) $ 6,060,552

See accompanying notes.



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
For The Years Ended December 31, 2017 and 2016

2017 2016 _

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income $ 100,190 § 259,940
Adjustments to reconcile net income to net cash

provided by operating activities ‘

Depreciation expense ' 227,770 239,786
Discount accretion and premium amortization on ,
investment securities, net 6,737 19,222

Provision for possible loan losses 90,000 168,000
Provision for writedowns on other real estate owned : 100,000 . -
Gain on sales of securities available-for-sale - (44,154)
Gain on sales of other real estate owned . 2,577 (1,564)
Loss on sales of repossessed assets 4,779 3,000
(Increase) decrease in: '

Accrued interest receivable (10,213) 18,410

Other assets 57,760 (60,380)
Decrease (increase) in:

Accrued interest payable 1,014 13,603

Accrued expenses and other liabilities , 90,911 (30,016)
Net cash provided by operating activities 666,371 585,847 -

CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from principal payments of securities available-for-sale 171,440 392,412
Proceeds from sales of securities available-for-sale - 4,156,089
Purchases of securities available-for-sale . - (5,100,000)
Proceeds from maturities/calls of securities available-for-sale - 2,000,000
Proceeds from sales of other real estate owned 59,104 236,175
Proceeds from sales of repossessed assets 57,000 12,000
Net increase in loans (1,414,050) (2,421,405)
Purchase of Federal Home Loan Bank stock (500) -
Purchases of property and equipment (93,570) (189,910)
Net cash used in investing activities . (1,220,576) (914,639)
(Continued)
See accompanying notes.



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
For The Years Ended December 31, 2017 and 2016

(Continued)
2017 . 2016
CASH FLOWS FROM FINANCING ACTIVITIES:
Increase (decrease) in non-interest-bearing deposits $ 1,882,746 $ (666,364)
Increase (decrease) in interest-bearing deposits 816,252 (1,831,572)
Decrease in savings deposits (273,750) (80,320)
Increase in certificates of deposits 1,412,595 6,487,995
Proceeds from issuance of common stock 19,984 318,343
Proceeds from issuance of notes payable 500,000 1,000,000
Payments on borrowed funds _ - (2,000,000)
Net cash provided by financing activities : 4,357,827 3,228,082
NET CHANGE IN CASH AND CASH EQUIVALENTS 3,803,622 2,899,290
Cash and cash equivalents at beginning of year : 5,378,719 2,479,429
Cash and cash equivalents at end of year ' $ 9,182,341 § 5378,719
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the year for: . :
Interest $ 512,249 $ 400,033
Non-monetary transactions: _
Change in net unrealized loss on securities available-for-sale, _
net of deferred income tax $ (10,710) $  (63,667)
Other real estate owned acquired in satisfaction of loans - 17,835
Repossessed assets acquired in satisfaction of loans - 61,779

See accompanying notes.



GREATER STATE BAN CSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31,2017 and 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting practices of Greater State Bancshares Corporation. (Bancshares) and
its wholly-owned subsidiary, Greater State Bank (the Bank), conform to generally accepted
accounting principles in the United States and to general practice within the banking industry. The
following is a description of the more significant policies.

Principles of Consolidation ,
The consolidated financial statements as of and for the years ending December 31, 2017 and
December 31, 2016 include the accounts of Greater State Bancshares Corporation and its wholly-

owned subsidiary, Greater State Bank. Significant inter-company transactions and balances have
been eliminated in consolidation.

Organization and Nature of Operations

Greater State Bank (formerly Greater South Texas Bank) was incorporated in May 1974 as a State
Savings and Loan Bank. In September 2004, the Bank applied and was granted permission to
become a state-chartered bank. The Bank provides an array of products and services to the
consumer and commercial banking markets primarily in South Texas and the Rio Grande Valley
and operates under a state bank charter. As a state bank, the Bank is subject to regulation by the
Texas Department of Banking and the Federal Deposit Insurance Corporation.

On December 13, 2016, a Certificate of Merger was granted to Greater State Bank’s parent

company, Greater State Bancshares Corporation, to obtain all assets, obligations, and liabilities of

Greater State Bank. At the date of merger, each owner of common stock shares of Greater State
- Bank was to receive an equal number of common shares of Bancshares stock, the parent company.

Use of Estimates ‘

The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the 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 losses on loans and the valuation of real estate and repossessed assets acquired
in connection with foreclosures or in satisfaction of loans. In connection with the determination of
the estimated losses on loans, management obtains independent appraisals for significant
properties and repossessed assets.



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY '
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

While management uses available information to recognize losses on loans, foreclosed real estate
and repossessed assets, future additions to the allowances may be necessary based on changes in
local economic conditions. In-addition, regulatory agencies, as an integral part of their
examination process, periodically review the Bank's allowances for losses on loans and foreclosed
real estate. Such agencies may require the Bank to recognize additions to the allowances based on
their judgments about information available to them at the time of their examination. Because of
these factors, it is reasonably possible that the estimated losses on loans may change materially in
the near term. However, the amount of the change cannot be estimated.

Presentation of Cash Flows

For the purposes: of reporting cash ﬂows, "cash and. cash equivalents" include cash on hand,
amounts due from banks and federal funds sold. Generally, federal funds are sold for one—day
periods.

Investment Securities ' '
Securities classified as available-for-sale are equ1ty securities with readily determinable fair values
and those debt securities that the Bank intends to hold for an indefinite period of time but not
necessarily to maturity. Any decision to sell a security classified as available-for-sale would be
based on various factors, including significant movement in interest rates, changes in the maturity
mix of the Bank’s assets and liabilities, liquidity needs, regulatory capital considerations, and other
similar factors. These securities are carried at estimated fair value based on information provided
by a third-party pricing service with any unrealized gains or losses excluded from net income and
reported in accumulated other comprehensive income, which is reported as a separate component -
of stockholder’s equity, net of the related deferred tax effect.

~ Dividend and interest income, including amortization of premiumi and accretion of discount anéing’
at acquisition, from all categories of investment securities are included in interest income in the '
statements of income.

Gains or losses realized on sales of investment securities, determined using the adjusted cost basis
of the specific securities sold, are included in noninterest income in the statements of income.
Additionally, declines in the estimated fair value of individual investment securities below their

-~ cost that are other-than-temporary are reflected as realized losses in the statements of income.
Factors affecting the determination of whether an other-than-temporary impairment has occurred,
include, among other things, (i) the length of time and the extent to which the fair value has been
less than cost, (ii) the financial condition and near term prospects of the issuer, (iii) that the Bank
does not intend to sell these securities, and (iv) it is more likely than not that the Bank will not be
required to sell before a period of time sufficient to allow for any anticipated recovery in fair value.

10



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

NOTE 1 -SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Restricted Stock

Restricted stock is stock purchased from the Federal Home Loan Bank of Dallas which is restricted

as to its marketability. Because no ready market exists for this investment and it does not have a
_quoted market value, the Bank’s investment in this stock is carried at cost.

Loans

Loans are stated at unpaid principal balances, less allowance for possible loan losses. Loan
origination fees are deferred and recognized over the life of the loan as an adjustment of yield
using the interest method. '

In most cases, the accrual of interest on loans is discontinued at the time the loan is 90 days past
due unless the credit is well-secured and in process of collection. Past due status is based on
contractual terms of the loan. In all cases, loans are placed on nonaccrual status or charged off atan
earlier date if collection of principal or interest is considered doubtful.

All interest accrued but not collected for loans that are placed on nonaccrual status or charged off
is reversed against interest income. The interest on these loans is accounted for on the cash-basis
or cost-recovery method, until qualifying for return to accrual. Loans are returned to accrual status
when all the principal and interest.amounts contractually due are brought current and future
payments are reasonably assured.

Allowance for Loan Losses

The allowance for loan losses is established as losses are estimated to have occurred through a
provision for loan losses charged to earnings. Loan losses are charged against the allowance when
management believes the uncollectability of a loan balance is confirmed. Subsequent recoveries, if
any, are credited to the allowance for loan losses.

The allowance is based on two basic principles of accounting: (i) FASB ASC 450, Contingencies,
which requires that losses be accrued when they are probable of occurring and estimable and (ii)
FASB ASC 310, Receivables, which requires that losses on impaired loans be accrued based on the
differences between the loan balance and either the value of collateral, if such loans are considered
to be collateral dependent and in the process of collection, or the present value of future cash
flows, or the loan’s value as observable in the secondary market.

The allowance for loan losses is evaluated on a regular basis by management and is based upon

management’s periodic review of the collectability of the loans in light of historical experience, the

nature and volume of the loan portfolio, adverse situations that may affect the borrower’s ability to

repay, estimated value of any underlying collateral, and prevailing economic conditions. This

evaluation is inherently subjective as it requires estimates that are susceptible to significant
~ revision as more information becomes available.

11



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Allowance for Loan Losses (continued)

The allowance consists of specific, general, and pooled components. The specific component
relates to loans that are classified as impaired, usually doubtful and substandard loans. For such
loans that are classified as impaired, an allowance is established when the discounted cash flows or
collateral value or observable market price of the impaired loan is lower than the carrying value of
that loan. The general component of the allowance reflects the margin of imprecision inherent in
the underlying assumptions used in the methodologies for estimating specific and general losses in
the portfolio. A general component is maintained to cover uncertainties that could affect
management’s estimate of probable losses. The pooled component covers non-classified loans and
is based on historical loss experience adjusted for qualitative factors.

A loan is considered impaired when, based on current information and events, it is probable that
the Bank will be unable to collect the scheduled payments of principal or interest when due
according to the contractual terms of the loan agreement. Factors considered by management in
determining impairment include payment status, collateral value, and the probability of collecting
scheduled principal and interest payments when due. 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 of the circumstances surrounding the loan and the borrower, including the length
of the delay, the reasons for the delay, the borrower’s prior payment record, and the amount of the -
shortfall in relation to the principal and interest owed. '

Impairment is measured on a loan-by-loan basis for loans by either the present value of expected
future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market price,
or the fair value of the collateral if the loan is collateral dependent.

Loans are placed into a non-accruing status and classified as nonperforming when the principal or
interest has been in default for a period of 90 days or more unless the obligation is well secured
and in the process of collection. A debt “is well secured” if it is secured by (i) pledges of real or
personal property, including securities, that have a realizable value sufficient to discharge the debt,
(including accrued interest), in full, or (ii) the guarantee of a financially responsible party. A debt
is “in the process of collection” if collection on the debt is proceeding in due course either through
legal action, including judgment enforcement procedure, or, in appropriate circumstances, through
collection efforts not involving legal action which are reasonably expected to result in repayment
of the debt or in its restoration to a current status.

12



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31,2017 and 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Other Real Estate Owned and Repossessed Assets

Real estate properties and repossessed assets acquired through or in lieu of a loan foreclosure are
initially recorded at fair value less estimated selling cost at the date of foreclosure. Any write
downs based on the asset’s fair value at the date of acquisition are charged to the allowance for
loan losses. After foreclosure, these assets are carried at the lower of their new cost basis or fair
value less cost to sell. Costs of significant property improvements are capitalized, whereas costs
relating to holding property of the asset are expensed. Valuations are periodically performed by
independent appraisers or management, and any subsequent write-downs are recorded as a charge

to operations, if necessary, to reduce the carrying value of the property or repossessed asset to the
lower of its cost or fair value less cost to sell.

Bank Premises and Equipment
Land is carried at cost. Property and equipment are ¢ stated at cost, less accumulated depreciation.

Depreciation is calculated using the straight-line method over the estimated useful lives of the
assets.

Buildings and improvements 5-50 years
Furniture and equipment 3-10 years
Leasehold improvements 5-15 years

Maintenance and repairs are expensed as mcuned while major additions and improvements are
capitalized. Gains and losses on dispositions are included in current operations.

Income Taxes '
Income taxes are provided for the tax effects of transactions reported in the financial statements
and consist of federal and state taxes currently due plus deferred taxes related primarily to
differences between the basis of the allowance for loan losses, accumulated depreciation on
property and equipment, the estimated fair value of repossessed assets, and net operating loss
carryforwards. The deferred tax assets and liabilities represent the future tax return consequences
of those differences, which will either be taxable or deductible when the assets and liabilities are
" recovered or settled. Income tax returns for the years ending 2014, 2015, and 2016 are subject to
examination by the IRS, generally for three years after they are filed. >
Off-Balance-Sheet Financial Instruments
In the ordinary course of business, the Bank enters into off-balance-sheet financial instruments
consisting of commitments to extend credit, commercial letters of credit and standby letters of
credit. Such financial instruments are recorded in the financial statements when they are funded or
related fees are incurred or received.

13



GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES‘(continued) ‘

Advertising
Advertising costs are expensed as incurred. Advertising expense amounted to $8 430 and $13, 629
for the years ending December 31, 2017 and 2016, respectively.

Reclassification
Certain reclassifications, none affecting net income, have been made to the prior year amounts to
conform to the current year presentation.

Comprehensive Income

Accounting principles generally require that recognized revenues, expenses, gains and losses be
included in net income. Although certain changes in assets and liabilities, such as unrealized gains
and losses on available-for-sale securities, are reported as a separate component of the equity

section of the balance sheet, such items, along with net income, are components of comprehenswe
income.

Significant Group Concentrations of Credit Risk -

Most of the Bank’s activities are with customers-located within the South Texas Reglon Note 3
identifies the types of securities the Bank invests in and Note 4 identifies the types of lending it
engages in. The Bank does not have any significant concentrations to any one industry or customer.

Recent Accounting Pronouncements

Accounting standards that have been issued or proposed by the Financial Accountmg Standards
Board (FASB) and other standard setting entities that do not require adoption until a future date are
not expected to have a material impact on the financial statements upon adoption.

* Adoption of New Financial Accounting Standards

ASU 2016-09, Compensation—Stock Compensation (Topic 718): Improvements to Employee
Share-Based Payment Accounting, which made the following changes: (1) Accounting for Income
Taxes: All excess tax benefits and tax deficiencies (including tax benefits of dividends on share- -
based payment awards) should be recognized as income tax expense or benefit in the income
statement. The tax effects of exercised or vested awards should be treated as discrete items in the
reporting period in which they occur. An entity also should recognize excess tax benefits regardless
of whether the benefit reduces taxes payable in the current period. (2) Classification of Excess Tax
Benefits on the Statement of Cash Flows: Excess tax benefits should be classified along with other
income tax cash flows as an operating activity. (3) Forfeitures: An entity can make an entity wide
accounting policy election to either estimate the number of awards that are expected to vest
(current GAAP) or account for forfeitures when they occur. This ASU will be effective for entities
other than public business entities for annual periods beginning after December 15, 2017, and
interim periods within annual periods beginning after December 15, 2018. This ASU is not
expected to have a significant impact on the Company’s financial statements..
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GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31,2017 and 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

ASU 2016-13, “Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses
on Financial Instruments.” ASU 2016-13 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 and requires enhanced disclosures related to the significant
estimates and judgments used in estimating credit losses, as well as the credit quality and
underwriting standards of an organization’s portfolio. In addition, ASU 2016-13 amends the
accounting for credit losses on available-for-sale debt securities and purchased financial assets with
credit deterioration. ASU 2016-13 will be effective on January 1,2021. The Company is currently
evaluating the potential impact of ASU 2016-13 on their financial statements.

ASU 2016-15, “Statement of Cash Flows (Topic 230) - Classification of Certain Cash Receipts
and Cash Payments.” ASU 2016-15 provides guidance related to certain cash flow issues in order
to reduce the current and potential future diversity in practice. ASU 2016-15 will be effective for
the Bank on January 1, 2018 and is not expected to have a significant impact on the Company’s
financial statements. '

ASU 2016-18, “Statement of Cash Flows (Topic 230) - Restricted Cash.” ASU 2016-18 requires
that a statement of cash flows explain the change during the period in the total of cash, cash
equivalents, and amounts generally described as restricted cash or restricted cash equivalents.
Therefore, amounts generally described as restricted cash and restricted cash equivalents should be
included with cash and cash equivalents when reconciling the beginning-of-period and end-of-
period total amounts shown on the statement of cash flows. ASU 2016-18 will be effective for the
Bank on January 1, 2018 and is not expected to have a significant impact on the Company’s
financial statements.

Subsequent Events _

Management of Greater State Bancshares Corporation and Greater State Bank have evaluated
subsequent events for disclosure through March 9, 2018, the date the consolidated financial
statements were available to be issued and conclude there were no events or transactions occurring
during this period that require recognition or disclosure in the consolidated financial statements.
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. GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

NOTE 2 — CASH AND CASH EQUIVALENTS

Cash and cash equivalents at December 31, are summarized as followé:

. 2017 2016
Cash and due from banks A $ 9,182,341 § 5,378,719
Federal funds sold ' ' -- --
Total cash and cash equivalents $ 9182341 $ 5378719

The Bank is not required to maintain reserve funds in cash or on deposit with the Federal Reserve
Bank., - '

NOTE 3 — INVESTMENT SECURITIES

. Investments in the balance sheets have been classified according to management's intent. The
amortized cost of securities and their approximate fair values were as follows:

Gross Gross Estimated
. Amortized Unrealized - Unrealized Fair
__Cost Gains Losses Value
December 31, 2017
Available-for-sale .
U.S. government agencies $ 5,100,000 §$ . - $ 243,882 $ 4,856,118
Mortgage-backed securities 1,217,985 - 27.409 1,190,576
Total investment securities $ 6317985 $ - $ 271291 § 6.046.694
December 31. 2016
Available-for-sale
U.S. government agencies $ 5,100,000 $ - $ 252,120 $ 4,847,880
Mortgage-backed securities 1.396.162 -- 56.379 1.339.783
Total investment securities  § 6496162 $ - § 308499 $ 6.187.663

Investment securities with carrying values of $0 and $1,255,352 as of December 31, 2017 and
2016, respectively, were pledged as collateral for public deposits and for other purposes as required
by law. Realized gains of $44,154 on sales of investment securities were recorded in 2016. There
were no sales of investment securities in 2017.
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GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

NOTE 3 - INVESTMENT SECURITIES (continued)

The amortized cost and estimated fair value of available-for-sale securities at December 31,2017,
by contractual maturity, are shown below. Expected maturities will differ from contractual

. maturities because borrowers may have the right to call or prepay obligations with or without call
or prepayment penalties.

Available-for-sale
Amortized  Estimated

Cost Fair Value

Due in one year or less $ - $ -
Due after one year through five years - --
Due after five years through ten years . 5,100,000 4,865,118
Due after ten years e -
A 5,100,000 = 4,865,118

Mortgage-backed securities , 1.217,985 1,190,576

§ 6317085 § 6,046,604

Information pertaining to securities with gross unréalized losses at December 31,2017 aggregated

by investment category and length of time that the securities have been in a continuous loss
position follows:

(dollars in thousands) :
Less Than More Than
12 Months 12 Months Total
- QGross Gross Gross
Unrealized Unrealized Unrealized

Fair Value Losses Fair Value Losses _ Fair Value _Losses

e e e Y A ———— e ——— e —

December 31, 2017

‘Available-for-sale

Mortgage-backed securities $ - $ - % 1,19-1 $ ‘27, $ 1,191 § 27

U.S. government agencies -- - 4.856 244 4.856 244
Total $ -8 -8 6047 § 271 $ 6047 $§ 271

Management evaluates securities for impairment at least on a quarterly basis, and more frequently,
when economic or market concerns warrant such evaluation. Consideration is given to several
factors, including, the length of time and the extent to which the fair value has been less than the
cost, the financial condition and near-term prospects of the issuer, and the intent and ability of the
Bank to retain its investment in the issuer for a period of time sufficient to allow for any
anticipated recovery in fair value.
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GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31,2017 and 2016

NOTE 3 —-INVESTMENT SECURITIES (continued)

All of the investments held by the Bank are guaranteed by either the U.S. Government or its
agencies. These unrealized losses relate principally to current interest rates for similar securities.
In analyzing an issuer’s financial condition, management considers whether the securities are
issued by the federal government, its agencies, or municipalities, whether downgrades by bond
rating agencies have occurred, and the results of reviews of the issuer’s financial condition. As
management has the ability to hold debt securities until maturity, or for the foreseeable future if
classified as available-for-sale, no declines are deemed to be other-than-temporary.

NOTE 4 —LOANS AND ALLOWANCE FOR POSSIBLE LOAN LOSSES

Loans at December 31 are classified as follows:

2017 2016
Real Estate ; $ 43,602,901 $ 41,444,803
‘Commercial 10,636,320 11,116,957
" Consumer o 1,385,314 1,663,704
Other : : 7.403 6.648
55,631,938 54,232,112
Less: Allowance for possible loan losses (631.939) (556.163)

_An analysis of the allowance for possible loan losses is as follows:

2017 2016

Balance, beginning of year $ 556,163 $ 517,508
Provision for loan losses . 90,000 168,000
Loans fully or partially charged off ] (20,917) (131,976)
Recoveries on loans previously charged off ' 6,693 2631

Balance, end of year $ 631939 $ 556,163
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GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

NOTE 4 - LOANS AND ALLOWANCE FOR POSSIBLE LOAN LOSSES (continued)

AtDecember 31,2017 and 2016, the total recorded investment in impaired loans, all of which had
allowances determined in accordance with U.S. generally accepted accounting principles,
amounted to $486,790 and $555,528 respectively. There were no specific amount in the total
allowance for loan losses related to these impaired loans at December 31, 2017 and 2016.

Loans on non-accrual status were $507,510 and $432,040 at December 31, 2017 and 2016,
respectively. There was no interest income recognized on nonaccrual loans on a cash basis for the
. years ending December 31, 2017 and 2016. There were no loans past due more than 90 days and
still accruing interest income at December 31,2017 and 2016. The amount of restructured loans at
December 31, 2017 and 2016 were $317,792 and $249,127, respectively. The Bank has no
commitments to loan additional funds to borrowers whose loans were classified as impaired.

Reflected in the portions of the allowance previously described is an amount for imprecision that -
incorporates the range of probable outcomes inherent in estimates used for the allowance, which
may change from period to period. The amount is the result of management’s judgment of risks
inherent in the poitfolios, economic uncertainty, historical loss experience and other subjective
factors, including industry trends, calculated to better reflect the Bank’s view of risk in each loan
portfolio. No single statistic or measurement determines the adequacy of the allowance for loan

loss. Changes in the allowance for loan loss and the related provision expense can materially
affect net income. '

Loans by Segment ' ,

The total allowance reflects management’s estimate of loan losses in the loan portfolio at the
balance sheet date. The Bank considers the allowance for loan losses of $631,939 and $556,163
adequate to cover loan losses inherent in the loan portfolio at December 31, 2017 and 2016,
respectively. The following tables present by portfolio segment, the recorded investment in loans
and the changes in the allowance.

Investment in loans 2017
(dollars in thousands) .
1-4 Commercial
. Consumer Real Estate Commercial Real Estate  Total

Ending balance: -
"individually evaluated

for impairment $ - $ 129 % 232 - $ 126 § 487
Ending balance:

collectively evaluated

for impairment 2.788 10.524 10.404 31.429 55.145

Ending Balance: $ 2788 § 10653 $ 10636 § 31555 $35.632
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- NOTE 4 — LOANS AND ALLOWANCE FOR POSSIBLE LOAN LOSSES (continued)

Investment in loans 2016
(dollars in thousands)
1-4 Commercial
. Consumer Real Estate Commercial Real Estate  Total
Ending balance: '
individually evaluated
for impairment - $ 344 3 161 § 50 $ 555
Ending balance:
collectively evaluated
for impairment 3,152 10,232 10,956 29.337 53,677
Ending Balance: $ 3152 $ 10576 § 11,117 § 29387  $54.232
Allowance for loan losses 2017
(dollars in thousands)
, 1-4 Commercial
. Consumer Real Estate = Commercial Real Estate nallocated Total
Beg. balance: $ 30 $ 60 § 216 $ 179 3 71§ 556
Charge-offs an - © - - | 20)
Recoveries 6 - - 1 - 7
Provision — - s - 90 90
EndingBalance § 25 §__ 60 $ 207 $ 180 § 161 § 633
End. balance:
individually
evaluated for
impairment $ - $ $ - $ e - $ -
End. balance
collectively
evaluated for _
impairment $ 25 $ 60 b 207 5 180 $ 161 $ 633
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NOTE 4 - LOANS AND ALLOWANCE FOR POSSIBLE LOAN LOSSES (continued)

Allowance for loan losses 2016

(dollars in thousands)
1-4 Commercial
: Consumer  Real Estate = Commercial  Real Estate  Unallocated  Total
Beg. balance: $ 10 $ 60 $ 216 $ 178  $ 53 $ 517
Charge-offs (32) - (100) - - (132)
Recoveries 2 - - 1 - 3
Provision 50 - 100 - 18 168

Ending Balance @ $__ 30 $§ 60 §$ 216 § 179 § 71  § 556

End. balance:
individually
evaluated for

impairment 3 - $ - $ - 8. - $ - § =

End. balance

collectively

evaluated for

impairment $ 30 $ 60 $ 216 $ 179 §$ 71 $ 556

Credit Quality Indicators
The following tables represent credit exposures by creditworthiness category for the years ended

December 31, 2017 and 2016. The use of creditworthiness categories to grade loans permits
management’s use of migration analysis to estimate a portion of credit risk. The Bank’s
creditworthiness grading system is based on their experience with similarly graded loans. Category
ratings are reviewed each quarter, at which time the Bank’s management analyzes the grade, as
well as other external statistics and factors, to track the migration of loan performance. Loans that
trend upward toward higher levels generally have a lower risk grade associated; whereas, loans that *
migrate toward lower ratings generally will result in a higher risk factor(s) being applied to those
related balances.

Grade definition
Pass Loans — Loans that meet all criteria identified by the Bank as having sound worth and paying .
capacity (the ability to repay all principal and interest as described in the loan agreement).

Special Mention Loans — Loans that meet most of the criteria identified by the Bank as having

sound paying capacity. The Bank has some knowledge that may hamper the borrower’s ability to
pay the full amount of principal and interest as defined in the loan agreement.
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NOTE 4 - LOANS AND ALLOWANCE FOR POSSIBLE LOAN LOSSES (continued)

Substandard Loans — Loans that are inadequately protected by the current sound worth and paying
capacity of the loan customer or the collateral pledged, if any. Substandard loans have well-
defined weaknesses that jeopardize the repayment of the debt. Substandard loans are characterized
by the possibility that the institution will sustain some loss if the deficiencies are not corrected.

Doubtful Loans — Loans that have all of the weaknesses inherent in a substandard loan with the
added characteristic that the weaknesses make collection or liquidation in full, on the basis of
currently existing facts, conditions, and values, highly questionable and improbable.

Loss Loans — Loans that are cons1dered uncollectible and of such little value that contmuance asa
bankable asset is not warranted. '

Credit Quality Indicators — Loan Balances 2017

(dollars in thousands)
1-4 Commercial
Consumer Real Estate =~ Commercial Real Estate Total
Pass $ 2,788 $ 10524 $ 9,751 $ 30,577  $53,640
Special Mention - - 653 . 852 1,505
Substandard - 129 232 126 487
Doubtful -- - - T - -
Loss - — - - - -
Total $ 2788 § 10653 $§ 10636 $ 31555 $55632
Credit Quality Indicators — Loan Balances 2016 |
(dollars in thousands)
14 - Commercial
Consumer Real Estate Commercial =~ Real Estate ~ Total
Pass . - $ 3,152 $ 10115 " $ 10,898 $ 29,337 $53,502
Special Mention - 117 58 - 175
Substandard - 344 161 50 555
Doubtful - - - - -
Loss -- -- -- — -
Total $ 10576 $ 11117 $ 29387
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NOTE 4 - LOANS AND ALLOWANCE FOR POSSIBLE LOAN LOSSES (continued)

Age Analysis of Past Due Loans by Segment ,

The following are tables which includes an aging analysis of the recorded investment of past due
loans as of December 31,2017 and 2016. Included are loans that are 90 days or more past due as
to interest and principal and still accruing, because they are (a) well-secured and in the process of

collection or (b) real estate loans or loans exempt from being classified as non-accrual under
regulatory rules. '

Past Due Loans by Segment 2017

(dollars in thousands)
1-4 Commercial
Consumer Real Estate Commercial Real Estate - Total
30-59 dayspastdue $§ 50 $ 564 $ 159  $ - $ 773
60-89 days past due - -- -- : - -
> 90 days past due -- 39 232 -- 267
- Total loans past due 50 599 391 - 1,040 -
Current loans 2,738 10,054 10,245 31,555 54,592
- Total Loans $ 2788 $ 10653 $ 10636 $ 31555 $55.632
90 days past due and -- $ -- $ -- -- $ -
still accruing
Past Due Loans by Segment 2016
(dollars in thousands) ' _
1-4 Commercial
Consumer Real Estate Commercial  Real Estate Total

30-59 dayspastdue $§ 180 $ 123 $ -  $ 51 $ 354
60-89 days past due - - - - -
> 90 days past due -- -- -- -- --
Total loans past due 180 123 -- 51 354
Current loans 2,972 10453 11,117 29,336 53.878

Total Loans $ 3.152 $ 10576 § 11117 $ 20387 §$54.232
90dayspastdueand §. -- $ -  § - 8§ - $ -

still accruing :
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NOTE 4 - LOANS AND ALLOWANCE FOR POSSIBLE LOAN LOSSES (continued)

Impaired Loans ~

The Bank considers a loan to be impaired when, based on current information and events, it
determines that it will not collect all amounts due according to the loan contract, including
scheduled interest payments. Determination of impairment is based on the Bank’s specific criteria
set by management and reviewed on a quarterly basis. In most cases, the Bank measures
impairment based on the value of the loan’s collateral. In these cases, the Bank uses the current fair
value of the collateral, less estimated selling costs when foreclosure is probable. Management’s
judgment regarding the discounting of appraised values of the collateral are also considered.

Impaired Loans 2017

(dollars in thousands)
1-4 Commercial
Consumer Real Estate Commercial Real Estate  Total
Unpaid principal balance $ - 8 129 § 232 § 126 $ 487
Related allowance - - - - -
Interest income recognized - * - - - -
- Impaired Loans 2016
(dollars in thousands)
1-4 ' Commercial
Consumer Real Estate Commercial Real Estate  Total
Unpaid principal balance $ - § 344 § 161 $ 50 § 555
Related allowance -- -- o : - =
Interest income recognized - - -~ - -
Non-Accrual Loans

The Bank generally places loans on nohfaccmal status when the full and timely collection of
interest or principal becomes uncertain, part of the principal balance has been charged off and no
restructuring has occurred or the loans reach a certain number of days past due.

Generally, consumer loans are charged off or charged down to the net realizable value of the

collateral when deemed uncollectible, due to bankruptcy or other factors, or when they reach a -
defined number of days past due and other factors.
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NOTE 4 — LOANS AND ALLOWANCE FOR POSSIBLE LOAN LOSSES (continued)

‘When the Bank places a loan on non-accrual status, the Bank reverses the accrued unpaid interest
receivable against interest income and accounts for the loan on the cash or cost recovery method,
until it qualifies for return to accrual status. Generally, the Bank returns a loan to accrual status
when (a) all delinquent interest and principal become current under the terms of the loan agreement

or (b) the loan is both well-secured and in the process of collection and collectability is no longer
doubtful.

The following tables presents the financing receivables on non-accrual status as of December 31,
2017 and 2016. The balances are presented by class of financing receivable.

Non-Accrual Loans 2017
(dollars in thousands) ‘
1-4 » Commercial
Consumer Real Estate Commercial Real Estate  Total
Non-accrual loans $ - 3 276  $ . 232§ - $508
Non-Accrual Loans 2016
(dollars in thousands)
1-4 Commercial »
Consumer Real Estate Commercial Real Estate  Total
Non-accrual loans $ - $ 381§ - 3 51 $432

Trouble-debt Restructures (TDR) :

The following tables present non-performing loans based on payment activity for the year ended
December 31,2017 and 2016. Payment activity is reviewed by management on a quarterly basis to
determine how loans are performing. Generally, loans are considered to be non-performing when
day’s delinquent is greater than 90 days in the previous quarter. '

Non-performing loans also include certain loans that have been modified in TDRs where economic
concessions have been granted to borrowers who have experienced or are expected to experience
financial difficulties. These concessions typically result from the Bank’s loss mitigation activities
and could include reductions in the interest rate, payment extensions, forgiveness of principal,
forbearance or other actions. Certain TDRs are classified as non-performing at the time of
restructure and may only be returned to performing status after considering the borrower's
sustained repayment performance for a reasonable period, generally six months. Management
believes the likelihood of loss for non-performing loans is increased for the current period due to
the continued weak economy and the growth of performing loans transferred to non-performing
status upon modification in a TDR.
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Trouble-debt Restructures 2017

(dollars in thousands)
1-4 Commercial :

Consumer Real Estate Commercial Real Estate  Total
Number of contracts -- 2 1 1 4
Pre-modification
recorded investment $ - 3 254 $ 126 $_ 55 § 435
Post-modification _
recorded investment $ - $ 150 $ 123 § 44 $ 317
Trouble-debt Restructures 2016
(dollars in thousands)
e 1-4 Commercial

Consumer ~ Real Estate Commercial Real Estate  Total
Number of contracts. - 2 .2 1 _ 35
Pre-modification | , ,
recorded investment $ - $ 254 $ 117 $ - $ 426 .
Post-modification _
recorded investment § - 8 180 $ 22 $ -~ $ 248 '

The Bank has no commitments to loan additional funds to borrowers whose loan terms have been -
modified in a trouble-debt restructuring, '
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NOTE 5 - PROPERTY AND EQUIPMENT

Property and equipment at December 31 are summarized as follows:

2017 2016
Building and improvements $ 3,390,601 $ 3,368,561
Equipment, furniture and fixtures 1,563,968 1,492,439
Land 1,123,931 1,123,931
Autos 83.053 83.053
6,161,553 6,067,984
Less accumulated depreciation (2,494.413) (2.266.644)

$§ 3667140 $ 3.801.340

Depreciation expense included in the statements of income amounted to $227,770 and $239,786
for the years ending December 31, 2017 and 2016, respectively.

NOTE 6 — DEPOSITS

Deposits at December 31 are summarized as follows:

2017 2016
Non-interest-bearing $ 11,060,648 $ 9,177,902
Interest-bearing 13,301,512 12,485,260
Savings 4,936,357 5,210,107
Certificates of deposit over $100,000 26,474,433 25,260,365
Other certificates of deposit 11,277,727 11,079,200
Total deposits $ 67.050,677 $ 63212834
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NOTE 6 — DEPOSITS (continued)

Certificates of deposit maturing in years ending December 31 are as follows:

Year

2018 $ 26,414,727
2019 6,727,406
2020 3,627,495
2021 861,410
2022 121,122

$ 37,752,160

Certificates of deposit and other time deposits issued in denominations that meet or exceed the
FDIC limit of $250,000 or more totaled $10,305,088 at December 31, 2017.

NOTE 7 — RESTRICTIONS ON DIVIDENDS

The Bank is not subject to certain restrictions on the amount of dividends that it may pay without
prior regulatory approval.

NOTE 8 - NOTES PAYABLE

In connection with reorganizing the Bank into a holding company structure, subordinated
promissory notes of Greater State Bancshares Corporation were issued on December 13, 2016.
Up to $2,000,000 in aggregate principle amount of subordinated promissory notes, in the form of
Series A notes ($1,000,000) and Series B notes ($1,000,000) were to be offered in December 2016.
If any of the $2,000,000 offering amount remains unsubscribed for after round one, the remainder

were to be offered during a second round, expected to commence in the first or second quarter of
2017.

Series A notes accrue interest at a fixed rate equal to 4.0% per annum. Series B notes accrue
interest at a fixed rate equal to 4.25% per annum. The noted are unsecured and rank senior to
Greater State Bancshares Corporation’s common stock and any other class or classes of capital
stock of Greater State Bancshares Corporation. The notes are subordinated to any senior
indebtedness that Greater State Bancshares Corporation incurs.
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NOTE 8 —NOTES PAYABLE (continued)

Investors are granted a warrant for each $100,000 note purchased. Each warrant entitles the holder
to purchase up to $10,000 of common stock at a per share price equal to the book value per share
of Bancshares common stock as of the last day of the month immediately preceding the month in
which the warrant is exercised. Warrants not exercised on or before the end of the calendar quarter
immediatcly following the maturity date of the corresponding note automatically expire.

Notes payable issued by Greater State Bancshares Corpora’uon at December 31, 2017 and
December 31, 2016 consisted of the following:

2017 2016
Series A 4.00% Subordinated Promissory ' :
Notes due December 13,2018 $ 600,000 $ 600,000
Series B 4.25% Subordinated Promissory
. Notes due December 13, 2019 400,000 400,000
Series A 4.00% Subordinated Promissory
Notes due December 8, 2019 200,000 A -
Series B 4.25% Subordinated Promissory
Notes due August 25, 2020 : 300,000 -
Total notes payable £ 1500000 § 1,000,000

NOTE 9 - RELATED PARTY TRANSACTIONS

In the normal course of business, the Bank extends credit to officers, directors, principal
stockholders, and affiliated entities, (related parties) to meet their business and personal
requirements. These loans are made on terms and conditions comparable to other loans. Loans to
related parties totaled $1,522,963 and $1,617,082 as of December 31,2017 and 2016, respectively.
Advances made to such related parties amounted to $50,000 and $148,000 for the years ended
December 31,2017 and 2016, respectively. Payments amounted to $131,366 and $52,752and for
the years ended December 31, 2017 and 2016, respectively.

Related party deposits at December 31, 2017 and 2016 amounted to $12,937,416 and $10,324,999,
respectively.
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NOTE 10 - FEDERAL FUNDS PURCHASED

The Bank has an unsecured $2,500,000 federal funds line of credit with Frost Bank (Frost) and an
unsecured $1,500,000 federal funds line of credit with TIB — The Independent Bankers Bank. Both
lines of credit carry a variable interest rate. The funds agreement with Frost expires on September
5,2018. The funds agreement with TIB can be terminated with or without notice at any time by
TIB. No amounts were outstanding under these lines of credit at December 31, 2017 and 2016.

NOTE 11 - REPURCHASE AGREEMENT

The Bank entered into a Global Master Repurchase Agreement (repurchase agreement) with Frost
Bank, San Antonio, Texas on February 26, 2010 whereby the Bank could borrow funds on a short-

term basis. The Bank did not have funds borrowed under this agreement at December 31, 2017
and 2016.

NOTE 12 - FEDERAL INCOME TAXES

Federal income tax expense included in the statements of income for the years ended December 31,
2017 and 2016 is as follows:

2017 2016
‘Current income tax expense $ - 3 -
Deferred Federal income tax credit ___64.848 -
Total Federal income tax expense $ 64848 § --

The Federal tax rates for computing deferred taxes were 21% and 34% at December 31, 2017 and

December 31, 2016, respectively. Deferred tax assets and liabilities in the accompanymg balance
sheets mcluded the following components:

2017 2016
Net operating losses $ 27,636 $ 256,047
Devaluation of other real estate owned 48,816 45,035
Depreciation on property and equipment _ (18,686) (7,833)
Unrealized loss on investment securities 56,971 104,890
Contributions 13,643 14,560
Organization cost 27,852 -
Allowance for loan and lease losses 35,891 32,346
Valuation allowance ' -- (140.,155)
Deferred Federal income tax asset, net $ 192,123 $ 304,890
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NOTE 12 - FEDERAL INCOME TAXES (continued)

Federal income tax for the year ended December 31, 2017 was different than the amount computed
by the applying the statutory rate of 34% for reasons noted below:

2017
Tax provision at the statutory rate _ $ 56,113
Provision for loan losses 25,764
Depreciation on property and equipment 24,920
Valuation adjustments on other real estate owned 34,000
Non-deductible dues 1,870
Meals and entertainment 2,996
Contributions 5,100
Net operating loss carryforward (147,522)
Tax rate adjustment on deferred income taxes 64.848
Total tax provision - . : § 64848

The estimated Federal income tax net operating loss carryforward was $131,599 at December 31,
2017. The losses will expire as follows:

Year '
2034 $ 99,335
2035 _ 32264

$§ 131599
NOTE 13 - OTHER OPERATING EXPENSES

Other operating expenses at December 31, 2017 and 2016 are summarized as follows:

A 2017 2016
Data processing - $ 221,022 § 189,397
Legal and consulting 163,442 159,473
Telephone ‘ 76,247 85,043
Debit card expenses 71,378 54,899
Audit and accounting 50,500 47,000
Directors fees ' 38,750 45,450
FDIC assessment 37,608 57,088
Office supplies 25,859 35,210
Expenses associated with other real estate owned 22,851 21,367
Other 185.415 302,003

$ 893072 $ 996,930
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NOTE 14 - COMMITMENTS AND CONTINGENT LIABILITIES

The Bank has entered into various long-term agreements for certain data processing and software
products and services. The data processing contract provides for monthly payments and additional
charges based on volume. Total computer processing expense amounted to approximately
$221,022 and $189,397 for the years ended December 31, 2017 and 2016, respectively.

NOTE 15 — LEASES

The Bank leases certain office equipment under operating leases with different terms. Total
expense under these operating leases was approximately $102,000 and $62,000 for the years ended
December 31, 2017 and 2016, respectively. Approximate minimum annual rentals under these
lease agreements for the years ending December 31 are as follows:

Year

2018 $ 53,000
2019 27,000
2020 23,000
2021 6,000
Thereafter --

$ 109,000

NOTE 16 — CONTINGENCIES

The Bank is subject to claims and lawsuits that arise primarily in the ordinary course of business.
It is the opinion of management that the disposition or ultimate resolution of such claims and
lawsuits will not have a material adverse effect on the financial position of the Bank. -
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NOTE 17 — FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

In the normal course of business, the Bank has outstanding commitments and contingent liabilities,
such as commitment to extend credit and standby letters of credit, which are not included in the
accompanying consolidated financial statements. The Bank’s exposure to credit loss in the event
of non-performance by the other party to the financial instruments for commitments to extend
credit and standby letters of credit is represented by the contractual or notional amount of those
instruments. The Bank uses the same credit policies in making such commitments as it does for
instruments that are included in the balance sheet. Commitments to extend credit and letters of
credit totaled $1,561,701 and $1,647,587 at December 31, 2017 and 2016, respectively.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation
of any condition established in the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. Since many of the commitments are
expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent the future cash requirements. The Bank evaluates each customer’s creditworthiness on a
case-by-case basis. The amount of collateral obtained, if deemed necessary by the Bank upon
extension of credit, is based on management’s credit evaluation. Collateral held varies and may

include accounts receivable, inventory, property and equipment and income-producing commercial
properties.

Standby letters of credit are conditional commitments issued by the Bank to guarantee the
performance of a customer to a third party. Standby letters of credit generally have fixed
expiration dates or other termination clauses and may require payment of a fee. The credit risk
involved in issuing letters of credit is essentially the same as that involved in extending loan
facilities to customers. The Bank’s policy for obtaining collateral, and the nature of such
collateral, is essentially the same as that involved in making commitments to extend credit.

The Bank has not been required to perform on any financial guarantees during the past two years.
The Bank has not incurred any losses on its commitments in either 2017 or 2016.
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NOTE 18 - EMPLOYEE STOCK OWNERSHIP PLAN

On October 20, 2016, Greater State Bancshares Corporation adopted an Employee Stock Ownership
Plan (ESOP). The ESOP, with an effective date of January 1, 2016, was established to provide
eligible employees of Bancshares and its subsidiary bank, Greater State Bank, with an opportunity to
accumulate capital for their future economic security by acquiring stock ownership in Bancshares.

Greater State Bancshares ESOP owned 350 and 285 shares of Greater State Bancshares Corporation
common stock at December 31,2017 and 2016, respectively, which constitutes .33% and .32% of the
outstanding shares of Bancshares for 2017 and 2016 respectively. The Bank’s contribution to the
ESOP will be determined annually by the Board. The Bank made a contribution of $20,000 to the
ESOP in 2017.

The Plan Administrator/trustees, approve the granting of options to eligible persons and the setting of
vesting schedules. The options expire either: three months after termination of employment; twelve
months after death; or no longer than ten years after the date of grant. Stock options are granted with
an exercise price equal to the stock’s market value at the date of grant.

NOTE 19 —-REGULATORY CAPITAL

The Bank is subject to various regulatory capital requirements administered by its primary federal
regulator, the Federal Deposit Insurance Corporation (FDIC). Failure to meet the minimum
regulatory capital requirements can initiate certain mandatory and possible additional discretionary
actions by regulators, if undertaken, could have a direct material effect on the Bank and the
consolidated financial statements. Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, the Bank must meet specific capital guidelines involving
quantitative measures of the Bank’s assets, liabilities, and certain off-balance-sheet items as
calculated under regulatory accounting practices. The Bank’s capital amounts and classification
under the prompt corrective action guidelines are also subject to qualitative judgments by the
regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain minimum amounts and ratios of total and Tier 1 capital (as defined in the regulations) to
risk-weighted assets (as defined), and Tier 1 capital (as defined) to average assets (as defined).
Management believes that the Bank meets all the capital adequacy requirements to which it is
subject as of December 31, 2017 and 2016.
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NOTE 19 - REGULATORY CAPITAL (continued)

As of September 30, 2016, the most recent examination from the Texas Department of Banking,
the Bank was categorized as well-capitalized under the regulatory framework for prompt corrective
action. To remain categorized as well-capitalized the Bank will have to maintain minimum total
risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as disclosed in the table below. There are
no conditions or events since the most recent notification that management believes have changed
the Bank’s prompt corrective action category.

The Bank’s actual and required capital amounts and ratios are as follows (dollars in thousands):

Actual

To Be Well-Capitalized
Under the Prompt
For Capital Corrective Action
Adequacy Purposes Provisions

Amount Ratio

As of December 31, 2017
Total risk-based capital

(to risk-weighted assets) $ 7,679
Tier 1 capital

(to risk-weighted assets) 7,072
Tier 1 capital

(to average total assets) 7,072

As of December 31, 2016
Total risk-based capital »
(to risk-weighted assets) $ 7,406
Tier 1 capital
(to risk-weighted assets) 6,849
“Tier 1 capital
(to average total assets) 6,849

15.8%
14.6%

9.7%

15.2%
14.0%

10.0%
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Amount Ratio Amount Ratio

$ 3,882 =28.0% $ 4853 =10.0%
1,941 24.0% 2912 26.0%

2921 24.0% 3,651 25.0%

- $ 3912  =28.0% $ 4,890 =10.0%
1,956 24.0% 2,934  26.0%

2,733 24.0% - 3416 25.0%
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NOTE 20 - FAIR VALUE MEASUREMENTS

The Bank follows the guidance of FASB ASC 825, Financial Instruments, and FASB ASC 820,
Fair Value Measurement. The 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 eamings 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 recognized a financial
asset or financial liability or upon entering into a Company commitment. Subsequent changes
must be recorded in earnings.

FASB ASU 820, Fair Value Measurement, 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 1 measurements)
and the lowest priority to unobservable inputs (Level 3 measurements). The three levels of fair
value hierarchy are described below.

e Level 1 Inputs — Valuations for assets and liabilities traded in active exchange
markets. Valuations are obtained from readily available pricing sources for market
transactions involving identical assets or liabilities.

e Level 2 Inputs — Valuations for assets and liabilities traded in less active dealer or
broker markets. Valuations are obtained from third party pricing services for identical
or comparable assets or liabilities which use observable inputs other than Level 1
prices, such as quoted prices for similar assets or liabilities; quoted prices in active
markets that are not active, or other inputs that are observable or can be corroborated
by observable market data for substantially the full term of the asset or liabilities.

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

Fair value is based upon quoted market prices, where available. If such quoted market prices are
not available, fair value is based upon internally developed models that primarily use, as inputs,
observable market-based parameters. Valuation adjustments may be made to ensure that financial
instruments are recorded at fair value. While management believes the Bank’s valuation
methodologies are appropriate and consistent with other market participants, the use of different
methodologies or assumptions to determine the fair value of certain financial instruments could
result in a different estimate of fair value at the reporting date.
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NOTE 20 — FAIR VALUE MEASUREMENTS (continued)

A description of the valuation methodologies used for assets and liabilities measured at fair value,

as well as the general classification of such instruments pursuant to the valuation hierarchy, is set
below.

Investment Securities Available-for-Sale — Securities classified as available-for-sale are reported at
fair value utilizing Level 2 inputs. For these securities, the Bank obtains fair value measurements
. from an independent pricing service. The fair value measurements consider observable data that
may include dealer quotes, market spreads, cash flows, the US Treasury yield curve, live trading

levels, trade execution data, market consensus prepayments speeds, credit information and the
bond’s terms and conditions, among other items.

Impaired loans — A loan is considered impaired when it is determined that it is probable that
payment of interest and principal will not be made in accordance with the contractual terms of the
agreement. Once a loan is identified as individually impaired, management measures for
impairment using the practical expedients permitted by applicable authoritative accounting
guidance, at the fair value of the loan’s collateral, if the loan is collateral dependent. Ifaloanis -
determined to be collateral dependent, the fair value of the collateral is determined by independent
appraisals or valuations, either externally or internally generated, adjusted for costs related to the
liquidation of the collateral and are classified as Level 3.

Other Real Estate Owned — Real estate properties acquired through or in lieu of a loan foreclosure
are initially recorded at the fair value less estimated selling cost at the date of foreclosure. Any
write downs based on the asset’s fair value at the date of acquisition are charged to the allowance
for loan losses. After foreclosure, these assets are carried at the lower of their new cost basis or
fair value less cost to sell. Costs of significant property improvements are capitalized, whereas
costs relating to holding the property are expensed. Valuations are periodically performed by
management or independent appraisers, and any subsequent write-downs are recorded as a charge
"to operations, if necessary, to reduce the carrying value of a property to the lower of its cost or fair
value less cost to-sell. The fair values of the properties are classified as Level 3.
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GREATER STATE BANCSHARES CORPORATION AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

NOTE 20 — FAIR VALUE MEASUREMENTS (continued)

Fair values of aséets and liabilities measﬁred on a recurring and non-recurring basis, segregated by
the level of the valuation within the fair value hierarchy utilized to measure fair value at December

31,2017 and 2016 are as follows:

Fair Value Measurements at 'Reporting Date Using

Fair -
- Value

December 31. 2017 _
Available-for-sale securities $ 6,046,695
Impaired loans 486,790
Other real estate owned 269,550

December 31, 2016 '
Available-for-sale securities $ 6,187,663
Impaired loans 555,528

" Other real estate owned 426,077

Quoted Prices
In Active
Markets for  Significant
Identical Other Significant °
Assets/ Observable  Unobservable
Liabilities Inputs, Inputs

(Level 1) (Level 2) gLevel_ 3)

$ - $ 6,046,695 $ -
- - 486,790
-~ - 269,550
$ . - $ 6,187,663 § il
-- ‘ - 555,528
-- -~ - 426,077

During the years ended December 31, 2017 and 2016, the Bank had certain impaired loans which |
were remeasured and reported at fair value through a specific valuation allowance allocation of the
allowance for loan losses upon the fair value of the underlying collateral.

The Bank has no non-financial assets and non-financial liabilities measured at fair value on.a

recurring or non-recurring basis.
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