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Board ofGovernors ofthe Federal Reserve System

: Annual Report of Holding Gompanies-FR Y- MAR 23 2018

NIC UNIT

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

This Report is required by law: Section S(cX1XA) of the Bank
Holding Company Act (12 U.S.C. S 18aa(cX1XA)); sections 8(a)
and 1 3(a) of the lnternational Banking Act (12 U.S.C. SS 31 06(a)
and 3108(a)); sections 11(a)(1), 25, and 25A of the Federal
Reserve Act (12 U.S.C. SS 248(a)(1), 602, and 611a); and sec-
tions 113, 165,312,618, and 809 of the Dodd-FrankAct (12 U.S.C.
SS 5361,5365,5412, 1850a(c)(1), and 5468(b)(1)). Return to the
appropriate Federal Reserve Bank the original and the number of
copies specified.

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

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

Wth respect to information regarding individuals contained in this
repoft, the Repofter ceftifies that it has the authoity to provide this
information to the Federal Reserve. The Reporter also ceftifies
that it has the authoity, on behalf of each individual, to consent or
object to public release of information regarding that individual.
The Fedenl Reserve may assume, in the absence of a requestfor
confidential trcatment submifted in accordance with the Boad's
"Ru/es
that

individual.

Company Director and Official

0
Oate of

Availability of lnformation,' 12 C.F.R. Part 261, (956) 631 -6777
and consent to public release of all

Date of Report (top{ier holding companyrs fiscal year-end):

December 3'1,2017
Month/Day/Year

"LEl: None"
Reporte/s Legal Entity ldentifier (LEl) (20-Characler LEI Cod€)

Reporter's Name, Street, and Mailing Address

Greater State Bancshares Corp
Legal Title of Holding Company

3300 N 1Oth Street
(Mailing Address of the Holding Company) Street / P.O. Box

McAllen TX 78501
City State Zip Code

Physical Location (if difierent from mailing address)

Person to whom questions about this report should be directed
David Salinas President

Name Title

(956)6874782
Area Code / Phone Number / Extension

Area Code / FAx Number

ds@gstbank.com
E-mailAddress

None
Address (URL) for the Holding Company's web page8

For Federal Reserve Bank Use Only

RSSDTD 5N l)86
c.t

Offce of Management and Budget, Paperuork Reduction Projecl (7100{297), Washington, DC 20503. 1;112}16

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

EI is included with the FR Y-6 report

E will be sent under separate cover
n is not prepared

0=No

1=Yes 0
ls confidential treatment requested for any portion
of this report submission?...
ln accordance with the General lnstructions for this report
(check only one),

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

2. a letterjustifying this request has been provided
separately.....

NOTE: lnformation for which confidential treatment is being
requested must be provided separately and labeled
as "confidential.'
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For Use By Tiered Holding Companies
Top-tiered holding companies musf /ist 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 State ZipCodeCity

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 State Zip Cod6City

Physical Location (if difierent from mailing address) Physical Location (if different from mailing address)

LegalTitle of Subsidiary Holding Company Legal Title of Subsidiary Holding Company

(Mailing Address of the Subsidiary Holding Company) Street / PO. 8ox (Mailing Address of the Subsidiary Holding Company) Street / P.O. Box

City State City StateZip Code Zip Code

Physical Location (if different ftom 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 / PO. Box (Mailing Address of the Subsidiary Holding Company) Street / P.O. Box

City State Zip Code State Zip CodeCity

Physical Location (if difi€rent from mailing address) Physical Location (if different ftom mailing address)

1212012



tr'orm FR Y-6

Greater State Bancshares Corp
McAllen, Texas

Fiscal Year Ending December 31, 2017

Report Item

l. 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: Or ganizational 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               TX 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                  TX 78596     HIDALGO                                 UNITED STATES                           Not Required Not Required GREATER STATE BANK                                                                                                      518877
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COflIPANY NAME

LOGATION

truvvll\ ul rrtl trE
PROPRIETARY INTERESTS

January 1,2018

DESGRIPTION.'
OWNERSHIP

el, 1,1(A)

% FMV

PAYNE PREOIM.IED . 4 LOCATrc)NS

WESTACO - MCALLEN - MGALLEN

ED PAYNE MOTORS, WESIACO, D(
wEsr-Aco, D(
wEslAco MTRS -wEsr.A@. Tr(

WESI.ACOFORD

PAYNE MISSION VW M]TSUBISHI

MlssroN,D(

PAYNE VOI.KSWAGEN - SUZUKI

BROWNSVILLE. D(

PAYNE RIO GRANDE CITY FORD

PAYNE RIO CHRYSLER

WESLACO DODGE TRUCK CENTER

wEsr3co,Tx

PAYNE COLLISION CENTER

WESI..ACO,TX

PAYNE DLR GROUP MAMGEMENT CO

WESIACO.TX

BRASADA ENERGY LLP

wEst co,D(

PAYNE.i/ICBRIDE C,ATTLE CO

KENEDYCOUNTY'T)(

LaMAITIAMFARMS

wEstAco,D(

STOCKS

L6C. LLC '
RANCHHQ, LLC

PAYNERANCHT"P

RGiV MIIM'AY HOMES LLC

COTULI.AVILI.AGE LLC

PAYNE PROPERNES UC
PAYNE PROPERTIES GP

PCG SEVILI.A ESTATES tP
TOTALS

PREOWNED

DEALERSHIPS

AUTOMOBILE

Gil,l DLRSHIPS

FORD DLRSHIP

wl/DLRSHIP

\AA' DLRSHIP

FORD DLRSHIP

CHRYSLERDLRSHIP

FII{ANCE

BODYSHOP

MAI{AGEMENT

ENERGY

CATTLE

OPERATION

FARIII

OPEMTIONS

INVESTUENTS

INI/ESTMENTS

I}.IVESTMENTS

INVESIUENTS

I}.IVESTMENTIi

Ia.wESTTTENTS

INVESTMENIS

!NVESTMENTS

INVESTMENTS

1O0o/o

56%

100%

lOOo/o

2.5@,(xro

2.500,000

1,000

628.885
'l,q)0

150,000

150,000

150,fi)O

1q0,000

3.000.000

1,269,8A, RENOVATION IN PROGRESS

ODYSSEY !i|\TESTORS - REAL ESTATE VARIOT,IS

PAYNE CARIBBEAN LIFE, LTD RE.INSURER

TEJAS BUILDING & DA/ELOPMENT REAL ESTATE DE]V

PAYIIE MAT IAGEMENT CORP BUDGETREI.ITAGAR

100%

to0%

100o/o

100%

44%

lOWc

l@/6

100%

50%

50% 400,m0

2,(X)O,OOO RENOVATION IN PROGRESS

1,407,661 RENOVATION IN PROGRESS

7qr,000
s(x),000

16,0@

250,000

150,000

1,500,000

150,000

NEWFACLTY
RENOVATION COMPLETED

iIANCA[,lP
}IOTEL

su&DtvtsloN - HousEs

45% 375,000

4,sOO,MO STATUTORYBASIS

2,500,(n0

50,mo

950,@0

75%

67%,

100%

100%

20%
1O0P/o

6%
50%

100o/o

1fxJ9o

to0%
sWo
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Gf,'Valdenr?.C. 5430 Holly Road, Suite 1

Corprs Chri3ti, Texas 78411
Phone 361-991-1650
Fax 361-91-1655A hrblic Accounting Firm

rr{pEPqrrpEr{r Arrpl[oRs' REPoRT

Board of Directors and StocLtolders of
Crrpatff State Bancshares Corporation and Subsidiary
MoAllen, Texas

Report on the f,Inancial Statemenb
We have auditd fre accompanying financial statements of Greater Stat€ Bancshares Corporation
and Subsidiary (Greater State Bank), which oomprise the consolidated balance sheets as of
Decernber 3L,2017 and 2016, and the related oonsolidated statements of income, complehensive
income, ohanges in stookfiolders' equity and oash flows for the years theu ende( and the related
notes to the consolidated finaocial statements.

Management's Responsibility for the Financial Statemenb
Management is responsible forthefieparation and fairpresentation ofthese consolidated financial
stntements in accordance with accounting principles generally accepted in the United States of
Amedca; this includes the design, imple,mentation, and maintenance of intenral control relevantto
the preparatioa and fair presentation of financial statsments that are free firom mmerial misstAm,ent
uihether due to fraud or emor.

Auditor's Recponsibility
Our responsibility is to express an opinion on these consolidated financial statcments based on our
adie. We conducted our audits in accordance with generally accepted auditing standards in the
United Stahs of America. Those standards require that we plan and perform the audi6 to obtain
reasonable assurarlce abor$ whether the consolidded financial statements are free of mgterial
misstatement

An iurditinvolves performing procedures to obtain audit evidence aboutthe amounts md disclo$rcs
in the consolidated financial statements. The procedures seleoted depend on the auditor'sjudgrnent
includingthe assessment ofthe risks of material misstar€ment ofthe financial statemeuts, whether
due to fraud or error. In making those risk assessments, the auditor considers iaternal contol
relevanttothe entity's preparationand fairprese,ntation ofthefinancial statements inorderto design
audit plocedrnes that are appropriate in the cfusrrmstances, but not for the pupose of expressing an
opinion on the effectiveness of the entity's intffnat control. Accordingly, we elrpress no such
opinion. An audit also inoludes evaluating the appropriateness of accormting pritrciples used an(l the
reasonableness of significant accounting estimates made by rnanagement as well as evaluating the
overall presentation of the consolidatd financial stat€meots.

We believethatthe audit evidence we have obtained is srfficient and appropriate to provide abasis
for our audit opinion



GF ValdgzrP.C. 5430 Holly Road, Suite 1

Corpus Chdsti, Texas 78411
Phone 361-991-1650
Fax 361-99.1-1655A Publio Accounting Firm

fl'#H*"",the consolidatedfinmcial statementsrefenpdto abovepresentfairly, in allmaterial
rcqpects, the financial position of Greater State Baucshares Corporation and Subsidiary as of
December 31,20L7 and Decerhbq 3l,20l6,andtho results oftheir operations andtheir oashflows
forthe years then euded in accordance with accotrnting principles generally accepted inthe United
Statcs of America

Report on Consolidating Infomation
Our audit was conduoted for the purpose of forrring an opiniou on the consolidated finanoial
stabments as of and'for the ycars ending Decembcr 31,2017 and Deoembor 31, 2016 as a vlholo.
The consolidati4g information is prese,nted for the purpose of additional analysis and is not a
required part of the consolidated finanoial stflt€,ments. Such informatioais the responsibility of
management and was derived tom and relate,s direcfly to the rmderlying accountitg and other
records used to preparc the consolidated financial statemeuts, The information has been subjectcd to
the auditing procedunes applied in the audit of the consolidated financial statements including
comparingandreconciliug zuchinformationdirecttyto thermderlyingaccormtingandotherrrcord$
used to pr€pare the consolidated financial statements or to the consolidated financial statements
tbemselves, and other additiqnal procedrnes in accordance with auditing stmdmds generally acpepted
in the Unitd Stat€s of America- In our opinion, the information is fairly stated in all material
respects inreldion to the consolidated financial statements.as a whole.

ftn4,nc,
Corpus Chrisd, Tqras
March 9, 2018



GREATER STATE BA}.ICSHARES CORPORATION AhID SUBSIDTARY
CONSOLIDATBD BAI.A}.ICE SHEETS

Deccmber 3 L,2017 and 2016

2017

ASSETS

20t6

Coeh and oash equivalents

Invefugnt securities:

Available-for*ale

L&os, net ofallowance for possible lom losses

Property and equipment net
Othsrrcal estrto owno4 net
Defon€d tax asse( net
Accned intqest receivable
Federal Home Ioan Bank stock
O6er assets

LIABILMES AI{D STOCI(HOLDERS' BOUITY
Liabilities:

Deposim
Accrued interest payable

Accnrod oxpenses and other liabilities
Total current liabilities

Notes payable

Total liabilities

Commitnents and oontingoncies

Stockhlders'equity:
Common stook, $35 par value, 100,000 shares authorizod,

91833 and 89,E41 sbares issuod and oubtanding
at December 31,2017 and 2016, rospoctively

Surplu
Rctained eamings

Accumulated other somprehensive income (oss),
net of dderred income tax

Total stocklrolders' equity

$ 74,745,142 $ 7A270,759

$ 9,182,341 $

6,046,694

5,379,719

6,197,663

54999,999
3,667,140

269,550
192,L23

186,597

68,400
t32.298

53,675949
3,801,340

426,077

304,890

176,3U
67,900

251,837

$ 67,050,677 $
50,299
83,614

63,212,834
49285
57,552

67,184,590 63,319,671

1,000,000

68,684,590 64,319,671

3,211,655
3318972

(2J61,755)

3,14y',435
3246,789
(236,52q

(,,14320) (203,610)

5,951,088

3

See accompanying nobs.

$ 74J45,142 $ 70270Js9



CREATER STATE BA}.ICSHARES CORPORANON A}.ID SIIBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME

For The Years Ended December 3l,2Ll7 and 2016

2017 2016
INTEREST INCOME:

Interest and fees on loans
Iuterest on iuvogtmeirt secuities

Total intercst income

INTEREST HGBNSE:
Interest on deposits
lnterest on borrowed fimds
kfierest on notes payable

Total interest eq)ense

Netintcrest income

Provision forpossiblo loan losses

NET.INTEREST INCOME AFTER PROVISION
FOR POSSIBLE LOA}I LOSSES

NON-INTEREST INCOME:
Servioe fees on deposit acoounts
Net gain on sales of securities available-for-sale
Not gain on sales of other real estate owned
Net loss on sales ofrepossessed assets

Otheroperating inoome
Total non-interest income

NON.INIEREST E)(PENSE:
Salaries and eraployee benbfits
Oooupancy expense

Ivlarketvalue writedovms on otherresl estate owned
Other operating exlrenses

Total non-interest expense

NET INCOME BEFORE PROVISION FOR
INCOMETAXES

FEDERAL INCOME TA)(ES
Federal ihcome tar<

NETINCOME

165,038 259,940

$ 3,388,349
192,053

$ 3,320,,759

l60,lgg
3,570,402 3,4E0,959

467232 406,186

5286
2,1il46,031

513,263

3,057,139

90,000

413,636

3,067322'

168,000

2,967.139 2,899,322

219,6-37

2,577
(4,779)

182,629.

270,543
M,154

1,5&
(3,000)

155,340
400,0et ,[68,60I

1,678,930
530,163
100,000

893.072

r,620,382
490,671

996,930_
3,1p7,983.3,2021165

4
See accompmyipg notes.

$ 100,190 $ 259,940



GREATER STATE BA}ICSHARES CORPORATION AND SUBSIDIARY
CONSOLIDATBD STATEMENTS OF COMPRBHENSIVE INCOME
. ForTheYearsBndedDeoomber3l,20l7 md2016

2017

NETINCOME (rOSS)

Changes in nst umealized loss on securities availabl+
for*blq not of inoome taxcs of $0 in20l7 ard 2016

Reolassification adjusment for gains (osses) realize{
on sales of securtties availablofor*ale, net of
income tores of $0 in 2017 alord, 20L6

Tohl uuealized floss) gain on soouritics availabls-for-sale

TOTAL COMPRBIIENSwE TNCOME ([OSS)

20t6

$ lo0,l90 $ 2s9940

(10,710) (63,ffi7)

(toJro) (63,667\

$ t9,480 $ 196273

5

See acoorpmyingnoEs.



GREA13R. STAIB MNCSIIAREJ CORPORAIION A}{D SI,JBSIDI,ARI
.@NSOLIDATED STAIEIUENfiI OF CTIANGES IN SIIOCKHOLDBR.S EQUIY

For Thc Ycas Endcd Dcccmbcr 31, 2017 fid 2016

Rctaincd
Ertlngs

AccumulEtod' CIher
Conprehensivc
Income (Loss)

Total
Stockholdcrs'

Equilv

BalanmcJanury 1,2016

Compnncn*vc hcomc:
. Ndloss

Stock Surplus

| \n4,7W $ 3,09&091 s (496460 $ '(13%943) $ s$36,n2

259,940 259940

(63,667) (63.66n

Oftcr omprdrcnsivc inmmc (loss):

Nc chango inunrcalizcd loss on

ortilablaftr-calc aoanities,
nct of defercd incomc ta:t

Total oomprchcnsivc
lncomc (loss)

Issuanc ofconmon stock

Balaooe at Decembcr 31, 2016

Coryr*ooslvc income:
N€tirsime.

Ofticr comqr*costve inoome (loss):
Not change in umralizpd lobe on

availablo-for+alc seeuitlos,
n€tof &&med incorne bx

Toal comprchcndvo
tncons (oss)

hsnnao of stock dividcnd

Ismanooof mmmonsnock

Balancc at Dcotmbel- 31,2017

169,645 14E.698

t96U3

31E.343

3,144.435 3246789 (?36,526) (203,610) 5,951,088

100,190 100.190

(10,710) 00J10)

89.4E0

(t25Atg)

$ 3,217,655 $ 331E.972E $ (261,755) $ (2t4320)

63,070

10,150

:?-34e

9,E34 19,984

3 6.060.552

6
Soo rcomfoyilgtrotss,



GRBATER STATE BA}.ICSHARES CORrcRATION AI{D SUBSIDI,ARY
CONSOLIDATED STATEMENTS OF CASH FLOWS

ForThe Years Ended Dooembor 31,2017 and 2016

2017

CASH FI,OWS FROM OPERATING ACTTVITIES:
Netincome
Adjustne,n8 to reconcile net income to net cash

pnovidod by operating activities
Depreciation e)rp€mse

Discount apcretion and premium amortization on
investment securities, net

hovision for possible loan losses

Provision for writedonms on other real estde owned
Gain on sales of securities available-for-sale
Gain on sales of other real estate owned
Loss on sales ofrepossossed asse8
(Increase) decrease in:

Accrued interest receivable
Other aseetg

Deqease (increase) in:
Aocrued inte,rest payable

Acorued cxpensos and other liabllities
Net cash provided by operating astivities

CASH FI,OWS FROM INVBSTING ACTTVTTIES:
Procesds from principal payments of sesurities availabl+for-sale
Prlocesds from sals of securities availablo-for-sale
Purchases ofsecuritios available-for-sale .

hoceeds from matrities/calls of seourities availablofor-sale
hoceeds from sale.s of other real qstato onmed
Proceeds fiom sales ofropossessed assets

Net increase in loans

Ptrchase ofFedoral Home loan Bar* stock
Purchasos of proporty and equipment

Net cash rsed in investing activities

(ContinueQ

$ 100,190 g 259,9q

227J70 2t9J86
-

2016

19,2?2

168,000

(44,154)
(I,564)
3,000

I8,4i0
(60,380)

13,q03
(30,016)
5t5,E47 '

6,737
90,000

100,000

Q,577)
4J79

(l0pl3)
57,760.

1,014

90,911
66,371

l7l,u0 392,412
4,156,089

(5,100,000)
2,000,000

236,175
ra000

Q,421,405)

(189,910)
(1,220,576) (9t4,639)

59,104
57,@0

(l/414,050)
(soo)

(93,570)

7
Soe acoornpanying notes.



GRBATER STATE BAI{CSHARES CORPORATTON AND qUBSIDIARY

CONSOLIDATED STATEMBNTS OF CASH FLOIVS
For The Years Endod Dec€sob€r 31,2017'std20l6

(Continued)

20t7 20t6

CASII BI,OWS FROM FINAI{CING ACTTVTIIES:
Inarcase (deorease) in norrinte,rost-bearing deposrf
Inqeass (decrease) in intenesttearing deposi8
Dccrcaso in savings dcposis
Increase in c€r|ifioales of deposits

Proceeds from issuarce ofcommon stock
Proceeds from issuance ofnoEs payable

Payments on borrcqred funds
Net cash provided by financing activities

NBT CHANGE IN CASH AND CASH EQT,JTVALENTSI

Castr and cash equivdents at beginning ofyear

Cashand oastr equivalents at end ofyoar

SUPPLEMENTAL DISCLOSIJRE OF CASH FIOW INFORIvIATION:
Cash paid duing tho yec for

Inter€st $

Non-monetary transaotions:
Change in net uilEalized loss on seourities arailable-for-sale,

net of deferred income tarr

Other real estue owned acquired,in satis&ction of loans

R€poss€ssed assots acquircd in sdis&ction of loans '

$ 1,882,7t$6 $
8162s2

Q73J50)
1,412,595

1e984
500,000

(666,364)

(1,831,572)

(80,320)

6AE7,99s

318343
.1,000,000

(2,000,000)

4357,827 3228,082

3,903,622

5378,7_19

$ 9,182,341

2,8992W

2,479,429

$ 5;378,719

512,249 $ 400,033

$ (ro,zro) r y;i#,

I
Sco acoonpruyl4g notx.



GREATER STATE BA}.ICSHARES CORPORATION A}.iD SUBSIDIARY
NOTES TO TTIE CONSOLIDATED FINA}iICIAL STATEMENTS

December 31,2017 and 2016

NOTE I - SIJMIvIARY OF SIGNIFICANIT ACCOUNfiNG POLICIES

The accounting andreportingpractices of Greater StateBanpshares Corporation. @ancshares) md
its wholly-ourned subsidiary, Grcatff State Bank (tfre Bank), confotm to generally accepted

aooountingprinciplesintheUnitedStatesandtogeneralpraoticewitbinthebanHngin&rtry. The
foUowing is a description of the more significant policies.

Prinoiples of Copgolidation
Thc consolidatcd financial state,ments as of and for the years ending December 31,2017 ard
Deoe,mber 3 t,20t6 inchde the acoormts of Greatq State Bancstrares Coryoration and its ufuolly-
oumed subsidiary, Greater State Bank Significant inter-company tansactions md balanoes have
been elinrinded in consoliduion.

Organizatioq and Nafir,e of Operations
Crleafff State Bank (formerly Greater South Texas Bank) was incorporated in May 1974 as a State
Savings and Lmn Bank. In Septembq 2@4, the Bank app[ed and was granted permission to
become a state-chartered baok. The Bank provides an aray of produca and senrices to the
conslrmer and commercial banking markets primdly in South Tcros aud the Rio Grande Valley
and op.erates under a stale bank charter. As a state bank, the Bank is zubjeot to regulation by the
Terus Departnent sfBenkiqg and the Fd€ral D€posit Insurance Corpotation.

On Deccmber 13, 20L6, a Certificate of Meqger was grauted to (heater Statc Banlc's parent
company, Greater State Bancshares Coqporation, to obtain all assets, obligations, md liabilities of
Cfl€ater State Bank At the date of merger, each owner of oommon stock shares of Crreafier Stat€
Bankriasto rpceive anegual nrnnberofcommon shares ofBanoshares stock,theparentcompey.

Use of Estimates
Tte preparation of finanoial statcments in conformity with generally acceptcd acoounting
principles in the United Stat€s of America requircs managgmexrt to make estirnates and
assurnptions that affest &e reported aurormts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the finaocial state,mants and the reported amounts of revinres
and expenses drning the reporting pgriod. Actuat results oould differ from those estimates.

Mderial estim*es that are partioilarly susceptible to significaut change relde to the determinmion
ofthe allowance for losses on loans and the valuation of real estate and repossessed assets acquired
in connection with foreclosures or in satisfastion ofloans. In connection with the determination of
the estimatpd losses on loans, managemeot obtaias independent appraisals for significant
properties and repossessed assets

9



GREATER STATE BAI{CSHARES CORPORANON A}.ID SUBSIDIARY
NOTES TO TIIE CONSOLIDATED FnIAI,ICIAL STATEMENTS

Decernber lt,Z0fi and 2016

NOTE 1 - SLJMIvIARY OF SIGNIFICAI{T ACCOITNTING POUCIES (continued)

ffiils manageinent uses available information to recognize losses on loans, foreclosed real estate

mdrcpossessed assets, fiSure additions to the allowanoes maybe necessary based on changss in
local ecouomic conditions. In addition, regulatory 4gencies, as au integral part of their
qramination process, periodically review the Bank's allowances for losses on loans and forec,losed

r€al estat€. Such agencies may require the Bank to recogpize additions to the allowances based on
theirjudgments about information available to therr at &e time oftheir examination Became of
these factors, it is reasonably possible that the estimated losses on loans may change materially in
the near term. However, the anrount of the chango cannot be estimated.

Presentation of Cash Flows
For .the purposes.of reporting cash flows, "cash and. cash bquivalents" include cgsh on haD{
amounts due from banks and federal firnds sold. Generally, federal firnds are sold for oneday
pedods.

Inves;tmeirt Securities
Securities olassified as availablo-for-mle are equity secruities rlith readily determinable fair values
and those debt securities thd the Bank intends to hold for an indefinite period of time but not
necessarily to matruity. Any decision to sell a seouriry olassified as available-for-salo would be
basedonvarious factors, includingsignificantmovementininterestrates, changes i4the maturity
mix oftbe Bank's assets and liabilities, Uquidity needs, regulatory cryitaf considerations, and otbr
similar factors. These seourities are oarried at estimated fair value based on information provid€d
byathird-partypncing senrice withanynnrealizedgains orlosses excluded fromnetincomeand
reported in accumulated other comprehensive income, which is repor.ted as a separate component
of stockholder's equity, net of the related defered tax effect

Dividend and interest furcome, including anrortizatign ofpremiuui and apcrefion ofdiscormt arising
at aoquisition, from all categories of inveshent securities are inoluded in interest income in the
stat€ments of income.

Gains orlossqsrealized on sales ofinveshent securities, determinedusingtheadjustedcostbasis
of the speoific seourities sold; are included in noninterest income in the state,nents of income.
Additionally, declines in the estimated fuir value of individual investrne,nt securities below their
cost tbat are other-than-te,mporary are reflected as realized losses in the stetements of income.
Factors affecting the detennination of uihether ao other-than-temporary impairment has occurred
include, among other things, (r) the length of time and the qrte,nt to which the fair v.aluc has been
less than cost (ii) the financial condition and near term proqpects of the issuor, (iii) that fre Bank
does not idend to sell these securitieq and (rv) it is more likely than not that the BErk will not be
requiredto sell before aperiod oftime suffioientto allowfon any antioipatedreooveryinfrirrralue.
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GREATER STATE BA}'.{CSHARES CORPORATION AI{D SI.JBSIDI.ARY
NOTES TO THE CONSOLIDATED FINA}.ICIAL STATEMENTS

December 31, 2017 and 201 6

NOTE 1 -SUM!v!ARY OF SIGNIFICAT.IT ACCOUNTING POLICIES (continued)

Restristed Stock
Restiqted stockis stockpurchasedfromthe FederalHome[.oanBankofDatlasufuichisresEicfied
as to its marketability. Because no ready market exists for this investuent and it does not have a
qnoted market value, the Bank's investnent in this stock is orried at oost.

Ioanp
loans are stated at unpaid principat balances, less allowauce for possible loan losses. Ioan
origination fees are deferred and recognized over the life of the loan as an adjustnent of yield
using the interest method.

In most oases, the ac,crual of interest on lmns is disoontinued at the time the loan is 90 days past

due unless the oredit is well-sesured and in proccss of collection. Past due statrs is based on
coutacttul tsrms of&e loan. tr all cases, loars are placed on nonaccnral status or clrarged offat an
earlier date if oollection of principal or intercst is considered doubtful.

All interest acqued but not collecd for loansthatae placd onnonaccrual status or charged off
is reversed against interest inoome. The intercst onthese loans is accouuted for on the casbbasis
or cost-rcoovery method" until quali$ing for refirln to acorual. LoEns are retumed to acorual status
wlren all the priucipal and iderest.alrrounts contracttrally due are brought curtent and future
payments are reasonably assured.

Allowance for loagloses
The allou,ance for loan losses is established as losses are estimated to have occrrred througfu a
provisim for loan losses &arged to earnings. Loau losses are charged against the allowance q&en

management beliwes the uncollectability ofa loan balance is confirmed. Subsequent rccoveries, if
any, ar€ o€ditedto the allowauce for loan losses

The allowance is based on two basic Finciples of acoounting: (i) FASB ASC 450, Conttngetules,
ufiic,h requires that losses be accmred uiheu they are probable of occuning and estimable aod (ii)
FASB ASC 310, Receivables,which rcquires that losses on impaired loans be accruedbased onthe
differencesbetwee,lrtheloanbalance andeitherthe value ofcollateral, if strchloansare considered

to be collde,ral dependent and in the process of colleotion, or the present value of fifure cash

flows, orthe loan's value as observable inthe secondary market

The allowanoe for loan losses is evaluated on a regular basis by management and is based upon
management's periodic review ofthe collectability ofthe loans in light ofhisorical experience, tbe
oafire aud volume ofthe loan portfolio, adverse situations tbat may affect the borrower's ability to
repay, estimated value of any undertying collateral, and prevailing economic conditions. This
evaluation is inlrere,lrtly subjective as it requires estimdes lhat are susceptible to sigdficant
revision as more information becomes available.
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GREATER STATE BA}.ICSHARES CORPORATION A}{D SIJBSIDIARY
NOTES TO TTIE CONSOLIDATED FINAT.ICIAL STATEMENTS

December 31,2017 and 2016

NOTE 1 - SLIMI\{ARY OF SIGNIFICAI{T ACCOLINTtrIG POLICES (continued)

Allowance for Loan Losses (coutinued)

The allowance consists of 
'speoific, 

general, and pooled components. The specific component
relatestoloansthatarcctassifiedasimpaire4usiraltydoubtfrrlandsubstandardloans. Forsuch
loans that ub classified as impaired, an allowance is esablished rryhe,n the discounted cash flows or
collateral value or observable market price ofthe impaired loan is lower than the oarrying value of
that loau. The general compone,nt ofthe allowance reflects the margiq ofimprecision inhEretrt in
the unilerlying assumptions used in the methodologies for estimatiag specific and general losses in
the pordolio. A general component is maintained to cover uncertainties that could affeot
mmagement's egtimate of probable losses. The pooled component covers non-classified loms and
is based on historical loss experience adjusted for qralitative factors.

A loan is consid€red 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 inte,rest ufren due
according to the contachral t€rms of the loan agreement. Fastors considercd by management in
detormining impairment include palrrnent stahrs, collateral value, and the probability of colecting
scheduled prinoipal and interest palments when due. Loans that expedence insignificant palm€nt
dolays and palment shorthlls generally ae not olassified as impaired" l4anageme,nt determines the
significanco of payment delays and palanent shortralls on a case-by-oase basis, taking into
consid€ration all ofthe oircumstances the loan and the borrower, including the length
ofthe delay, the reasons for the delay, the borrower's prior payrnent reoor{ and the amor.rnt of the
shorfall in relation to the prinoipal and interest owed.

Impaimrent is measured on a loan-by-lom basis for loans by either the present ralue of orpeoted
futurc cash flows discorurted at the loan's effective intere.st rate, the loan's obtainable market price,
or thb fair value of the collateral if the loan is collare,ral dependent

Loans are placed into a non-aocnring stahrs and classified as nonpetforming when the prinoipal or
iilErest has been in default for aperiod of 90 days or mor€ unless the obligation is well sectred
and in the process of collection. A debt "is well secur€d" if it is secured by (i) pledges of real or
personal property, including secruities, that have a realizable value sufficient to discharge the debt,
(including accrued interest), in zu or (ii) the guarantce ofa financially responsible party. A debt
is "intheprocess ofcollection" ifcollectiononthe debtisproceedinginduecourseeitherthongfu
legal action, includiug judgment enforcementprocedure, or, in 4propriae circumstances, through
collection effgrts not involving legal action which are reasonably expected to result in repayment
ofthe debt or in its re.storation to a current status.
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GREATER STATE BA}ICSHARES CORPORATION AI{D SUBSIDI,ARY
NOTES TO THE CONSOLIDA]ED FINA}iICIAL STATEMENTS

Deoember 31, 7017 and 201 6

NOTE I - SUMI{ARY OF SIGNIFICANIT ACCOUNTING POLICIBS (continued)

OtherRqgl Esta& Owngd and Rppossessed Assets
Real estate properties and repossessed assets acquired throWh or in lieu of a loan foreclosure arc
initially recorded at fair value less estimated selling cost at the date of foreclosure. Any write
doums bas€d on tbe assef s fair value at the date of acquisition are charged to the allowance for
loan losses. After forcclosure, these assets are carried at the lower of their new cost basis or fair
rrahre less cost to sell. Costs of significant property improvements are capitalized, whereas costs
relating to holding property of the asset axe expensed. Valuations are periodically pcrformed by
indepeirdent appraisers or managemen! and any subsequent write-doums are recorded as a charge

to operations, if necessary, to reduce the carrying value ofthe prope(y or rslrossessed asset to the
lower of its oost or fair value less cost to sell.

Bank hemises and Equipment
Irnd is caried at cost Propefty and equipment ate stated at cost less accumulated depreciation
Depreciation is calculated usrng the straiglrt-line method over the estimated useful lives of the
assets.

Buildings aud improvements
Frrniture and equipment
Leasehold improvements

5-50 years
3-10 years
5-15 years

Ivlaintenance and repairs are expensed as incurred uihile major additions and improvemeqts are
capitalized. Gains and losses on dispositions are included in surent operations.

Income Tores
Income to(es are provided for the tax effects of tansactions reported in the financial stste,ments
aod consist of federal and state taxes currently due phs defened taxes relued prfunarily to
differences between the basis of tfte allowaoce for loan losses, accumulated deprecidion on
property and equipment, the estimated fair value of repossessed assets, and net operating loss
carryforwards. The deferred talr asiets and liabilities represent the future ta:r return consequenoes

of those differpnces, which will either be h:rable or deductible whenthe assets and liabilities are
recovcredorsettled. Incometanrefurnsfortheyearsending20l4,z}ll,eurd2016arezubjectto
qamination by the IRS, generally for ihree years after they are filed. /
Off-Belaace-Sheet FinanciaUnstnunmts
In the ordinary course of business, the Bank enters into off-balance-sheet financial instnru.ents
consisting of comurifuents to e:rtend credit, commercial letters of credit and standby lerers of
orcdit. Suohfiiancialinstrumentsarerecordedinthefinancialstatcnnentsufientheyarefundedor
related fees are incurred or received
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GREATER STATE BA}.ICSHARES CORPORATION AND SIJBSIDIARY
NOTES TO THE CONSOLIDATED FINAI.ICTAL STATEMENTS

Deoember 31,2017 and 2016

NOTE I - SIJMN{ARY OF SIGNIFICAI.{T ACCOIJNTING POUCIES (continued)

Advertising
Advertisirg costs'are expensed as incurred. Advertising expense amountedto $8430 md $13,629
for the years e,nding December 31,207? and 2016, respeotively.

Reclassifigtion
Certain reclassifications, none affectiqg net income, have bee,n made to the prior yqar amourts to
conform to the current yea plesentation

Comprehensive Income
Aocoutingprinciples generallyrequire tbatrecognizedrevenues, experses, gains and lossesbe
inoludedinnetincome. Atthor4foertainchangesinassetsandliabilities,suchasuuealizedgains
and losses on available-for-sale secwities, are reported as a separate componeirt of the equity
section ofthe balance she€t, zuch item$, along with net inoome, ue oomponents ofcompretrensive
income.

Significant Grorry Concentations of Credit Risk
Most ofthe Bank's activities are with customers locatedwithitrttre South TarasRegion. Note 3
identifies the types of securities the Bank invesrc in andNote 4 idertifies the tpas of lending it
€,ngages in, The Bank does not have any significant conce,nhations to any one indusfiy or sustome,f.

Recent Accouhtin8r Pronouncements
Accormting standards that have been issued orproposed by the Financial Aooounting Sandards
Boad (FASB) andother standard settingentitiesthat do notrequire adoptionuntilafuture daeare
not orpected to have a maerial impast on the financial statements upon adoption

Adoption of New Finmcial Accormtine Standards
ASU 201 6-09, Compensdlon-,Stock Compensation (Ioptc 7 18) : Improvements to Employee
Slwre-BasedPoymettAccot*tting,whichmadethefollowingchanges:(l)Accountingforlncome
Ta:res: All excess tax benefits and tax deficiencies (including tax benefits of dividcnds on sbre-
based palment awards) shoutd be recognized. as income tax experce or beuefit in the income
statement The tax effects of exercised or vested awards should be teated as discrete ite, s in the
repomingperiodinwhic,htheyoccur. An entityalso shouldrecognize orcessturbenefitsregardless
of whether the benefit reduces tores payable inthe curreut pedd. (2) Classificdion ofExcess Tax
Benefits on the Statement of Cash Flows: Excess ta:< benefits should be classified along with other
income tax cash flows as qn operating astivity. (3) Forfeitures: An entity oan make an entity wide
accomting policy election to either estimate the number of awards tbat are expected to vest
(currcntGAAP) oraccountforforfeifiues whntheyoccur. This ASUwillbeeffeotivc forentities
other than public business entities for annual periods beginning after December 15, 2017, and
interim periods within annual periods beginuing after Deoember 15, 2018. This ASU is not
orpected to have a sigiaificao! impact onthe Company'b financial statements..
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GREATER STATE BA}.ICSHARES CORPORAilON AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINA}.ICIAL STATEMENTS

December 31,2017 and 2016

NOTE I - SUMMARY OF SIGNIEICAI.IT ACCOUNTING POLICIES (continued)

ASU?1IGI7, "Finonctol lwtruments - CreditLosses (Topic 326): MeaswementofCredttlnsses
on Firwtcial Instruments." ASU 2016-13 requires the measure,ment of all e:rpected credtt losses

for financial assets held at the reporting date bas€d on historical orperieirce, current conditions, and
reasonable ad supportable forecasts and requires enhanced disclosures relared to the significant
estimares and judgments used in estimating credit losses, as well as the credit quality and
underutriting standards of an organization's portflolio. In'addition, ASU 2016-13 amends tlre
accounting forcreditlosses onavailable-for-sale debt sectrities andpurchased financialassets $,ith
cr€ditdetedoration ASU2016-13 willbeeffective onJauury 1,2021. TheCompmyiscurnently
eraluating the poteutial impact of ASU 2016-t3 on their financial stdements.

ASU 2016-15, "Statement of Cash Flot+'s (Iopic 230) - Classtfication of Certain Cash Receipts
and Cash Prynenfs. " ASU 2016-15 provides guidance related to cettain cash flow issdes in order
to reduoe the surrcnt and potential futur€ diversity in practice. ASU 2016-15 will be offestive for
the Bank on Jauuary 1, 2018 and iS not expected to have a signifioant impact on the Company's
financial statements.

ASU 2016-18, "Stdement of Cash Flows Qopic 230) - Restricted Cacll 'ASU 2016-18 requires
tbat a statement of cash flows orplain the change during the period in the total of caslL cash
equivalents, and amouffs generally described as restricted cash or reshicted cash equiralents.
Thdrefore, amormts generallydesqibed as restriot€dcashandrestictedoashequivalents shouldbe
inoluded with cash and cash equivalents when reconciling the beginnfuEof-period and end-of-
period total amounts shown on the statement of cash flows. ASU 201 6- 1 8 will be effwtive for the
Bank on Janrary 1, 2018 and is not expected to have a significant impast oar the Company's
financial sfirte,ments.

Subseouent Events
Management of Greater State Bgocshares Corporation and Crreater Stat€ Bank have evaluated
subseqri'ent events for disclosure tbrough lvlarch 9, 2018, the date the consolidated finaocial
statements wsre available to be issued and conclude there were no events ortransactions occuning
during this period that require recognition or disclosure in the consolidated financial state,ments.
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GREATER STATE BA}.ICSHARES CORPORATION A}.ID SIIBSIDIARY
NOTES TO THE CONSOLIDATED FINAI{CIAL STATEMENTS

December 31, 2017 and 2016

NOTE 2 - CASH Ar{D CASH EQLJnTALENTS

Cash and cash equivalents at Dpcember 31, are summarized as follows:

2017 2016

Cash and due from bankls
Fede,ral fimds sold

Total cash and cash equivalents

$ 9,182341 $ 5,378,779

L_-9.1SX4r $-5,.3U&219

The Bank is not required to maintain reserve firnds in cash or on deposit with the Federal Reserve
Bank.

NO]E 3 _INVESTMENT SECI.ruTIES

Investments in the balance sh€ets have bwn olassified according to managemenfs intent The
anrortized co'$ of secrnities and their approximate fair values wErE rur follows:

Cnoss Gross Estimated
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
Deoember 3-1.2017

Availahl
U.S. government agenoies
Mortgags$acfea secruities

U. S. gover"me,lrt agencies
Mortgage-backed securities

$ 5,100,000 $
7217985

$ 243,882
27A09

$ 4856,118
l-190-576

Total investnent s.ecurities $ 6-317.085

December 31.2016

L_27129L $_6.016.621s

$ 5,100,000
t.396.t62

$ 252,L20
s6.379

$ 4,W7,880
1.339.783

$

Totalinvestuent.securities S 6A96.162 s $-10&499 $_6.1S7-663

Investnent securities with sarrying values of $0 and $1,255,352 as of December 31, 20t7 ud
20 I 6, respectively, were pledged as collateral for publio deposits and for othsr puposes as rcquired
by law. Rsalized gains offfi,154 on sales ofinveshent secrnities we,re recorded in 2016. There
w€r€ no sales of invesfuent securities n2017.
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GREATER STATE BA}ICSHARES CORPORATION AI{D SI.JBSIDI,ARY
NOTES TO TI{E CONSOLIDATED FINAI{CIAL STATEMENTS

December 31,20L7 and 2016 :

NOTE 3 - INVESTI\{ENT SECURITIES (continued)

The amortized cost and estimafed fair value of available-for-sale securities at Deoember 31,2017 ,
by contracttul mfirity, are shown below. Expeoted maturities will differ from contactual
maturities becarse bonowers mayhave the righto call or prepay obligations with orwithout oall
or prepayme,nt penatties.

- Available-for-sale
Amortized Estimated

Cost Fair Value.

$Due inone yearor less
Dtrc after one yearthrough five years

Drrc afrer five yearsthrougltenyears
Due aftfftenyears

$

5,100,000 4,865,118

5,100,000 4,865,118

Mortgage-backed securities 1217.98s 1-190-576

$j,317.985 $ 6-M5-594

Information pertaining to securities with gross unrealized losses at December 3l,20t7 agsEgatod
by inveshent category and length of time that the secuities have been in a continuous loss
position follows:
(dollars inthousands)

Less Than More Than
12 Months 12 Months Total

Crtoss Crross Gross
Unrealized Unrealized Unrealized

FairValue Losses FairValue losses FairValue Losses

December 31. 2017
Available-for-sale

Mortgnge-backedsecurities$ $ $ 1,191 $ 27 $ 1,191 $ 27

Total

Managehent evaluates securities for impairment at least on a quarterly basis, and more froquently,
ufien economio or market concerrur warrant such wahration. Consideration is givento several
factors, including, the lemgth of time and tho o$ent to which the fair value has been less than the
cost, the finanoial condition and near-term prospeots of the issuer, and the iute,nt and ability ofthe
Bank to rctain its inveshent in the issuer for a period of time sufficient to allow for aoy
anticipated rccovery in frir value.
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GREATER STATE BA}ICSI{ARES CORPORATION AI{D SUBSIDI,ARY
NOTES TO TI{E CONSOLIDATED FINA}ICIAL STATEMENTS

Decenber 31, 2Ol7 and 201 6

NOTE 3 -II$VFSTMENT SECUNTIES (continued)

All of the inveshents held by the Bank are guranteed by either the U.S. Government or its
agenoies. These rmrealized losses relate principally to current interestrate.s for similr securities.

In analping an issuer's finaucial condition, management conside,rc whether the secrrities are

issued by the federal govemmed, its agencies, or municipalities, v&ether downgrades by bond
rating agencies have occurrd andthe results of reviews of the issuer's financial condition As
rnanagement has the ability to hold dobt seourities until mafiEity, or for the foreseoable fifirre if
olassified as availablefor-salg no declines are deemed to be other-than-temporary.

NOTE 4 - LOAI.IS A}.ID ALLOWAI.ICE FOR POSSIBLE LOAN I,OSSES

Ioans atDecember 31 are classified as follows:
2017 2016

Real Estate
Commercial
Consumer
Other

kss: Allowance for possible loan losses

Balance, beginning of year
Provision for loan losses
Loans fully orpartially charged off
Recoveries on loans previously cbarged off

Balance, end ofyear L_63L939 $_-556.16it

$ 43,6V2,901
10,636,320
1J85,314

7.4!3

$ 41,444,803
11,116,957
1,663,7M

6.648
54232,t12

(s55-163)

55,631,938

(631.939)

L1tL999.999 $-13-C25949

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

2077 2016

$ 556,163
90,000

(2J0,917)

6.693

517,508
169,000

(13t,976)
2.63t

$
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GREATER STATE BAI.ICSIIARES CORPORATION AI.ID SUBSIDI,ARY
NOTES TO T}IE CONSOLIDATED FINAI{CIAL STATEMENTS

Dece,mber 31,2017 and 2016

NOTE 4 - LOAI{S A}ilD ALLOWA}ICE FOR POSSIBLE LOA}.I LOSSES (continued)

AtDecem.ber 31,2017 and 2016, the total recorded investnent in impaired loans, all ofwhichhad
allowances determined in accordance with U.S. generally accepted accormting principles,
amounted to $486,790 and $555,528 respectively. There were no specific amornrt in the total
allowance for loan losses related to these impaired loans at Desember 31,2017 and 2016.

Ioans on non-accrual status were $507,510 and $432,040 at December 31, 2017 aad 20t6,
respectively. There was no interest income recognized on nonacorual loans on a oash basis for the
years e,uding Deceinber 31,2077 and 2016. There were no loans pas due more than 90 days and
still acctning interest income at December 31,2017 and 2016. The amount ofrestucfired loans at
December 3t,2Ol7 and 2016 were $317,792 orrd $249,127, respectively; The Bank has no
commitnents to loan additional funds to borrowers whose loans were classified as impaired.

Reflected in the portions ofthe allowance previously described is an amount for imprecision that
incorporates the range of probable outcomes inheffirt in estirnates used for the allowanoe, whiclq
may cbange from period to period. The amount is the'result of mrinagement's judgment ofrisks
inhere,rt in the poitfolios, economic , historical loss experience and other zubjective
factors, inoluding industy tends, calculated to bemer reflect the Bank's view of risk in eac,h loan
portfolio. No single statistic.or measrrtem€, t rletemnines the adequaoy ofthe allowance for loan
loss. Changes in the allowance for loan loss and the related provision expeffle can materietly
affect net inoome.

Loqts bv Segment
The total allowance reflects masagement's estimate of loan losses in the loan porfolio at the
balance sheet date. Tf,e Bank considers the allowance for loan losses of $631,939 and $556,163
adeqnate to cove,r loan losses inherent in the loan portfolio at December 31,2017 and 2016,
respectively. The following tables present by portfolio segment, the recorded inveshent in loms
audthe changes inthe allowance.

Investruent inloaw 2017
(dollars inthousands)

t4
Consrmrer RealEstate

Commercial
Coqme,rcial Real Estate Toal

Endingbalance:
individually evaluated
for impairment

Ending balance:
collectively waluated
forinpainnent 10.524 10.404

Ll0s51 $_10-636

19

$

2"799

s 2.788

$ r29 $ 232 $ 126 $ 487

31.42

$1rl55

ss.145

$55-632Bnding Balance:



GREAIER STATE BA}.ICSHARES CORPORATION AND STJBSIDI,ARY
NOTES TO TI{E CONSOLIDATED FINAI{CIAL STATEMENTS

December 31, 2017 aod 20 I 6

NOTE 4 - LOAI{S AI{D ALIO\MA}.ICE FOR POSSIBLE LOAI{ IPSSES (continued)

hwestncntinlowu 2016
(dollars inthousads)

l4
Consumer RealEstaE Commercial

Commersial
Real Estate Total

Endingbalance:
collectively e\raluated
for impairmsnt 3.152

Allotrtcnce for loan losses 2017
(dofrs inthousmds)

l4. Consumer Real Estate
Beg belance: $ 30 $ 60

Chare+offi
Recoveries
hovision

Endingbalance:
individually erraluated
for impairment

Bnding Balanoe

End" balancd:
individually
waluafpd for
impainment

End" balance
colloctivety
wahuted for
fui,oirment

$ $ 3M $ 161 $ s0 $5s5

t0232 10-9s6

Ending Balance: L3152 $J0J& $ 11.117

29.337

$._29.382

53.677

fi5L232

Tobl
$ s56

$ ,2s $_____60 $_l0z $ 180

?;
$____-L6L

(20)
7

90

s 633

$;$-$-$-$-

$ 25 $. 60 S 207. $ 180 $ 16r $ 633

Comr.rercial
$ 216

Cornmercial
R€al Estefie

$ 179
Unallocded
$71

(1 1)

:
I I
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GREATER STATE BANCSHARES CORPORAflON AI.ID SUBSIDIARY
NOTES TO IIIE CONSOLIDATED FINAI.ICIAL STATEMENTS

Deoember 31, 2017 and 201 6

NOTE 4 - IOANS AI{D ALLOWANCE FOR POSSIBLE LOAN LOSSES (oontinued)

Allowoue {or loon losses 20 I 6
(dollars inthousands)

l-4
ConsumJr Real Estate

Beg balanoe: $ l0 $ 60
-Commercial$ 216

(100)

100

$_216

Commeroial
Real Estate

$ 178

1

-:
$_-l]9

Upaltocated Totpl
$ s3 $sr7

Charg+offs
Recovories
Provision

(32)
2

50

$_-60
_"

$__rr

(132)
3

l6E

$_556EndingBalanoo $ l0
End. balance:
individtulp
evaluated for
irnpairm€nt s ss-
Fnd. balance
collectively
waluafied for
impairmemt $ _30 $ 60 s 216 $ 179 S 71 $s56

Credil AuWv lttdicators
ilhe following tables reprose,lrt credit exposures by creditworthiness category for the years ended
Deoem,ber 31,2017 and 2016. The use of c,reditworthiness categories to grade loans permits
manageme,lrt's uso of migrmion analysis to estimate a portion of o:redit risk. The Bank's
creditworthiness grading systpm is based on their e:cperience with similarly graded loans. Cdegory
ratings are rwicwed each quarter, at which time the Bank's managonent analpes the grade, as

well as othe,r e:demal statistics and factors, to tack the migration ofloan performance. Ioans that
tend rpward towod higbe,r levels gene,rally hsve a lower risk gnde associated; whereas, loans thd
migrate toward lower ratings generally will rcstrlt in a higher risk frcto(s) being applied to those
related balances.

Crrade definition
Passloans-Loansthatmeet all qitedaidentifiedbytheBaok ashaving soundworthand payrug

capacity (thc ability to repay all principal and interest as described in the loan agoe,ment).

Speciat Mention f,oms - Ioans that meet most of the criteria ideatified by the Bank as haviry
sound paying capacity. The Bank has soms knowledge that may hamper the borower's ability to
pay the firll amount of principal and inte,rest as defined in th€ loan agreement.
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GREATER STATE BA}I{CSHARES CORPORATION A}iID SIJBSIDIARY
NOTES TQ TI{E CONSOLIDATED FINA}.ICIAL STATEMENTS

December 31,2017 and 2016

NOTE 4 - LOA}.[S AI{D ALLOWA}ICE FOR POSSIBLE LOAI{ LOSSES (CONtiNUEd)

SubstandardLoans-Ioansthat are inadequatelyprotectedbythe qnrent soundwotth andpaying
capaoity of the loan customer or the collareral pledged, if any. Substandard loans hav.e well-
defined weaknesses thatjopardize the repalment oftbe debt Substandard loans ae charaoterized

by th.e possibility that the institution will sustain some loss if the deficiencies are not oorreqted.

Doubftl Ioaus - Ioans that have all of the weaknesses inherent in a zubstandard loan with the
added charaoteristic that the weaknesses make oollection or liquidation in full, on the basis of
crrnently existing fac'ts, conditions, and values, highly qugstionable md improbable.

Iossloans-Loansthat are consideredrmcollectible and ofsuch little valuethatcontinumceas a
bankable asset is notrrmrranted,

Credt AuHry hdicoort - Inan Bol@tces 2017
(dollars in thousands)

14
Consum.er Real Eshfe

Pass$2,788$10,524
Speoial Mention
Substandard 129

Doubtfirl

Commercial

$ 9,751
6s3
232

Commeroial
Real Estate

$ 30,577

852
t26

ry
$53,640

1,505

or:_

Total

$53,502

tu
555

Loss

Total $---L78S $-f0$ijt $-f0.6:16 S----lll5.i $55-632

Credit Otnlitv hdicaors - Loan Bolarces 2016
(dollan inthousiurds)

consr:mer R*lt*;
Pass $ 3,L52 $ 10,115

Speoial Mention tl7
Substandard 3M
Doubffirl

Ioss

Commercial

$ 10,898

58

161

Commercial
Re+l Estate

$ 29,33:

50

Total S-:tJ52 $-10fl6 $ 11.117 $ 2q387 $s4-232
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GREATER STATE BANCSIIARES CORPORATION AT.ID SUBSIDIARY
NOTES TO THE CONSOLIDATBD FINA}I{CIAL STATEMENTS

Dece,m.ber 31,20fi and 2016

NOTE 4 - LOA}IS AI{D ALLOWA}.ICE EOR POSSIBLE LOA}.I LOSSES (continued)

A* kplvsis of Past Due Loarc blt Segment
The following arc tables u&ich iricludes 6s ngfurg analysis of the recorded invesfuent of past due

loans as ofDecember 31,2017 and 2016. Inoluded re loans that are 90 days or more past due as

to iuterestandprincipal and s;till accnring becausetheyare (a) well-secrned andintheprocess of
ccillection or O) r€al estate loans or loanb exempt from being classified as non-acc,nral under
regulatory rules.

Past Due Loans by Sesment 2017
(dollars in thousands)

90dayspastdueand $
stitl accruing

Past Due Loart bv Sesment 2016
(dollars inthousands)

30-59 days past due
60-89 days past due
> 90 dayspast due
Total loans past due
Current loans

Total toans

30-59 days past due
60-89 days past &e
> 90 days past due
Total loans past due
C\rreirt loans

Total Ioans

90dayspastdueand $
still accruing

Comme,rcial
Real Estate

$:
.35 )\','

391
10.245 31.sss

$ $

Comurercial
Commercial Real Estate

$$sl

s0$

Consumer

50
2.738

$ 2.788

Consumer
$ 180

180
2.972

14
Real Estate

$s&

599
10^054

$

l4
Real Eshfe
$ 123

t23
10.4s3

Comr.nprcial

$ 159
Total

$ 773

257
1,040

54.592

$

Total
$ 3s4

$-10.611 $_-10,636 $-1L555 $5L92

l1.l17
51

29.336
354

53.878

$3152 $_ru,fl6 $._lrJ17 fiJ,2;ez $s4232

$
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GREATER STATE BAI{CSHARES CORPORATION A}.ID SUBSIDI,ARY

. NOTES TO THE CONSOLIDATED FINA}.ICIAL STATEMENTS
December 31, 20L7 aod 2016

NOTE 4 - LOAI{S A}.lD ALLOWA}ICE FOR POSSIBLE LOAN LOSSES (oontinued)

Inoaired Loans
ffiffi*^ra"- a loau to be impaired wlren, based on curr€trt information and weots, it
dpt€rmines that it will not collegt all amounts due according to the loan contract, including
scheduld intenest payments. Determination of impairment is based on the Baok's qpecific oriteria
set by managernent and reviewed on a quarterly basis. In most cases, the Bank measuxtls
impairment based on the value ofthe loan's collateral. In these caseg the Bank uses the cunmt frir
value ofthe oollateral" less estimdcd selling costs when forcclosure is probable. Mmagement's
judgment regarding the discounting of appraised values of the collatsral are also oonsidered.

Impaired Loans 2017
(dollars iir thousands)

t-4
Consuurer Real-EState Commercial

Comme,rcial
Real Estate

$ t26
Total

$ 487Unpaid principal balance

Relaned allowance

Inttrest income recoguized

Inpoiredl^oqis 2016
(dollars inthousands)

L4
Consumer Real Estate

$$3M
Commercial

$ 161

Commercial
Rsal Bstate

$50
Total

$ sssUnpaid principal balance

RelatEd allowanco

Int€rest income recogDized

Non-Acqtnl Inarc
Th" Brrk g*.*tty places loan* on non-.accnral status whe,n the full and timely collegtion of
interest orprincipal becomesrurcertain, partofthepinbipal balancebasbeen chargedoffandno
restrucilring has ooqrrred or ttre loans reaoh a certain number of dap past due.

Generally, consumer loens arp charged offor obarged down to tlre net rcalizable value of the
collateral ufren deemed uncollectible, due to bankruptcy or other faotors, or wha they reach a
defined number ofdays past due and other fdctors.
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GREATER STATE BAT{CSHARES CORPORATION A}.ID SUBSIDI.ARY
NOTES TO TIIB CONSOLIDATED FINA}.ICI.AL STATEMENTS

Dec€mber 37,2017 and 2016

NOTE 4 - LOAI.{S AI.{D ALLOWANCE FOR POSSIBLE LOA}.I LOSSES (CONtiNUCd)

Whe,nthe Bankplaces aloan onnon-accrual sttthrs,theBankreversesthe accrued unpaidintoest
receivable against interest income and acoounb for the loan on the cash or cost recovery method,
until it qualifies for return to accrual status. Generatly, the BaDk r€tums a lomto acorual status
when (a) all delinquent interest andprincipal becomecurrentundertheterms ofthelomagreement
or (b) the loan is both well-sectred and in the process of oollection and colleotability is no longer
doubtfrrl.

The followfurg tables presents the financing receivables on non-accnral status as ofDece,nrber 31,
2017 arrd,20l6. The balances are presonted by class of financing receivable.

Non-Accruol Loans 2017
(doltars inthousands)

t4
Consrrrer Real Estate
$$276

Commerpial
$ 232

Corirmercial
Real Estate
$;

Total
$ 508Non-accrrual loans

Non-Accrual laans 2O16
(dollars inthousands)

l-4
Consumer Real Estate Commercial
$$381$

Comme,rcial
Real Estate
$sl

Total
$432Non-accnral loans

Ti oubl e4eb t Re s tr ucnr e s $DR\
The following tables prcsent non-performing toans based on payment activity for the year e,rded
December3l,20l7 and2016. PaynentactivityisrwievredbymanagementonaErrterlybasisto
determiue how loans areperforming. Generally,loans ane consideredto be non-perfomringwhen
day's delinquent is greater than 90 days in the previous quafter.

Non-performingloans also include oertainloansthathavebeenmodifiedinTDRswhe,reecotromic
oonoessionshavebeen grantedtobonowerswtrohave experiencedor are expectedto orperience
financial difficulties. These coneessions tlpioally result from the Bank's loss mitigation astivitics
and could inctrde redustiors in the interest rate, paynent ortensions, forgiveiless of principal,
forbearanse orother actions. Certain TDRs are classified as non-performing at the time of
rcstructure and may only be refurned to.perfonning status after considering the bomourer's

sustained r€palment performance for a reasonable perio( generally six months. Manage,ment
beliwes the likelihood of loss for non-performing loaqs is increased for the current period due to
the oontinued weak ecotromy and the growth of performing loans tansferred to non-performing
qtatus rryon modification in aTDR.

25



GREATER STATE BAI{CSHARES CORPORATION A}.ID SI.'BSIDIARY
NOTES TO TI{E CONSOLIDAIED FINAI\ICIAL STATEMENTS

December 31,2017 and 2016

NOTE 4 - LOAI.IS AI{D ALLOWA}.ICE FOR POSStsLE LOAI.I LOSSES (continued)

Muble4ebt Restru,ctwes 2 0 I 7
(dollm inthousads)

l4
Consmer RcalE$tag)

-

Commercial
Commerci4 RpalEstrto

11Number of confracts

Pre-modification
rcdorded invesfuent

Totat
4

hemodification
remrded inveshent

Post-modification
recorded invesfuent

Trouble-dcbt Restructwes 20 I 6
(alollars in thousands)

Number of contracts

t-4
Consumer Real Estaie

2

Commercial
Commercial Real Estate

21

s 2s4 $ 126 $ 55 $435

s 150 $ 123 $ 44 $ .317

Total
5

s - $ 2s4$ ll7 $ $_!26

Post-modification
reoordcdinves;tnent$180$22 s $,248

TheBukhasnocommitmentsto loanadditional firudsto borrowers whose lomterm^shavebeen
modified in a toubledebt restructuring
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GREATER STATE BAI.ICSHARES CORPORATION Al.lD SUBSIDIARY
NOTES TO TTIE CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2Afi and 2016

NOTE 5 _PROPERTY ANID EQUIPMENT

Property and equipment at December 31 are summarized as follows:

2017 2016

Building and improvements
Equipment, funriture and fixtrues
l^and
Autos

Non-interest-bearing
Interest-bearing
Savings
Certificates of deposit over $100,000
Other certificates of deposit

Total deposits

$ 3,390,601 $
1,563,968
1,123,931

83.053

3,368,561
1,492,439
l,l23,g3l

83.053
6,161,553 6,067,984

kss accumulated depreciation o.494.413\ Q.266.644)

$_3J67J40 s__LE01340

Depreciation expense included in the statements of income amounted to $227,770 and 8239,786
for the years ending December 31,2017 anrd20l6, respectively.

NOTE 6 _ DEPOSITS

Deposits at December 31 are summarized as follows:
2017 20t6

$ 11,060,648 $
13,301,512
4,936,357

26474,433
tt-277.727

9,177,902
12,485,260
5,210,107

25,260,365
11.079.200

$_6t-059 17 SJ32L2J34
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GREATER STATE BAI{CSHARES CORPORATION AND SIJBSIDI,ARY
NOTES TO THE CONSOLIDATED FINAI.ICLAL STATEMENTS

December 31,2017 and 2016

NOTE 6 - DEPOSITS (continued)

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

Year
2018
2019
2020
2021
2022

$ 26,414,727
6,727,406
3,627,495

861,410
l2l.t22

$31f,52.169

Certificaes 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 DWIDENDS

The Bank is not subject to certainreseictions 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 sfucture, subordinated
promissory notes of Crreater State Bancshares Corporation were issued on December 13, 2016.
Up to $2,000,000 in 4ggregate princrple amount of subordinated promissory notes, in the form of
Series A notes ($ I ,000,000) and Series B notes ($ I ,000,000) were to be offered in Decernber 2016.
If any ofthe $2,000,000 offering amount remains unsubscribed for after round one, the remainder
were to be offered during a second rorm{ expected to comrnence in the first or second quarter of
20t7.

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 4.25o/o per arullrm. 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 Bancslrares Corporation. The notes are subordinated to any senior
indebtedness that Greater State Bancstrares Corporation incurs.
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GREATER STATE BA}.ICSI{ARES CORPORATION AT.ID SUBSIDIARY
NOTES TO TTIE CONSOLIDATED FINA}{CIAL STATEMENTS

December 31,2017 and 2016

NOTB 8 -NOTESI PAYABLE (continued)

Investors are granted a warant for each $ 100,000 note purchased. Each warrant entitles the holder
to purchase ry to $ 10,000 of oornmon stock at a per share price equal to the book value per share

ofBancshares courmon stook as ofthe last day ofthc month immedi*elyfoeding the month in
which the wanant is exe,rcisd- Wrrants not exercised on or before the end ofthe calendar $rrter
immediately following the maturity date of the corresponding note automatically oryire.

Notes payable issued by Greater State Bancshares Corporation at December 31, 2017 ard
Dccember 31,2016 consisted of the following:

2017 2016
Series A  .OOYI Subordinated Promissory
Notes due Dwember 13,2018 $ 600,000 $ 600,000

Serics B 4.25o/o Subordinated Promissory
Notes due December 13,2019 400,000 400,000

Series A 4.Wo Subordinded Promissory
Notes due Decemben 8,2019 200,000

Series B 4.25% Subordinated Promissory
Notes dne Augrst 25,2020 300.000

Total notes payable $ 1.s00.000 L._l-000-000

NOTE 9 -RELATED PARTY TRA}ISACTIONS

In the normal course of business, the Bank extends credit to offioers, ditrestols, principal
stoskholders, and affiliated e,lrtities, (related parties) to meet their business and personal

requirements. These loans are made on terms md conditions comparable to other loans. Ioans to
relatod parties totaled $ 1 ,5 22,963 and $ I ,6 I 7,082 as of Decem.ber 3l ,2017 ard20 I 6, rcspectively.
Adrnances made to suoh related parties amounted to $50,000 and $148,000 for the years ended
December3l,20t7 and2016,respestively.Paymelrtsamorurtedto$131,366and$52,752andfor
the years ended December 3L,2017 and 2016, respectively.

Related party deposits d December 3t,2017 and 2016 amounted to$l2;937 ,416 md $10,324,999,
respectively.
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GREATER STATE BANCSHARES CORPORATION AIID ST BSIDIARY
NOTEti TO THE C0NSOLIDATED rntaNqel STATEMENTS

December 31,2017 and 2016

NOTE 10 - FEDERAL FIINDS PI'RCIIASED

The Bank has 6s unsecured $2,500,000 federal firnds line of credit withFrost Bank (Fros0 and an
unsesnred $ 1,500,000 federal funds line ofcredit with TIB - The Independent Bankers Bank. Bofr
liues of cr€dit crry avariable interest rate. The fimds agreement with Frost expires on September
5, 2018. The funds agreement nith TIB can be teminatcd with or without notice at anytime by
TIB. No amounts were outshnding under these lines of credit at December 31,2017 and 2016.

NOTE 11 - REPTJRCIIASB AGREEMENT

The Bank eirtpred into a Global MasterRepurchase Agroenrent (repuchase agreeurent) withFrost
Bank, SanAntonio,Toras onFebruary 26,20l0wherebytheBankcouldbonowfirndsonashort-
tenn basis. The Bank did not have fimds borrowed under this agreement.at Dscember 3L,2017
and 2016.

NOTE 12 _ FEDERAL INCOME TAXES

Fedcral inoome taxexpanse included inthe statements ofinoome fortheyears endedDecember3l,
2017 nd2016 is as follows:

2017

$
64.848

20r6

Curlent inoome ta:r expense
Defgned Fede,ral income tax oredit

$

Total Federal income tax e,xpe,nse $__64-848 s

The Fedeml tffi rafies for comprfing defbrred taxes were 2lolo ald34o/o at December 3 l, 2017 and
Deoenrber 3 l,20l6,respectively. Defened ta,r asset"s and liabilities in the accompanying balance
sheets included the folloadng compone,nts:

2017 2016

Net operating losses
Devaluation of otlrer real estate oumed
Depreciation on property and equipment
Unrealid loss on investnent secruities
Contibutions
Organization cost
Allowance for loan and lease losses
Valuation allowance

32,346
(l40.155)

$ 27,636 $
48,816

(18,686)
56,971
13,643
27,852
35,891

256,047
45,035
(7,833)

1@,890
14,560

Deferred Federal inoome hx asset, net
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GREATER STATE BA}ICSHARES CORPORATION A}.ID SUBSIDIARY
NOTES TO TTIE CONSOLIDATED FINAI{CIAL STATEMENTS

December 3t,2017 and 2016

NOTE 12 -EEDERAL INCOME TA)(BS (continued)

Fcd€ral income ta:r for the year ended December 31, 2017 was differenttbanthe amount ompwed
by the applying the stahrtory rstp of 34o/o for reasons noted below:

2017

Tar provision at the stahrtory rate
Provision f,or loan losses

Depreciation on property and equipment
Valuation adjusfinents on other real estate oumed
Nondoductible dues
Meals and entertainment
Contibutions
Net operating loss carryfonrard
Ta:r rate adjusment on deferred inoome ta:res

Year
2034
2035

$ 56,1 13

25,7il
24,920
34,000

1,870
2,996
5,100

(t47,522)
54.848

Total tor provision $ 64.348

The estimated Fderal incometaxnet operatingloss carryforwrdwas $131,599 atDecember3l,
2017. The losses will expire as follows:

$ 99,335
32zil

$-l3l599
NOTE 13 - OTHER OPERATING E)(PENSES

Other op€mting experrs€s at December 3l,2}l7 and 2016 are summadzed as follows:

20 2AL617

Dataprocessing
I€gal and consulting
Telephone
Debit cmd expe,rses
Audit and accounting
Direotors fees

FDIC assessment
Office supplies
Expenses associated with other real estate owned
Other

$ 221,022 $
163,42
76247
71,378
50,500
38,750
37,608
25,859
22,851

199,397
ts9A73
85,043
54,899
41,000
4sAso
57,088
35210
21,367

302-0038s-415

31

$____=s93,O72 $-996.930



GREATER STATE BAI',ICSHARES CORPORATTON Al{D SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

December 31,2017 and 2016

NOTE 14 - COMMITMENTS AI{D CONTINGENT LIABIUTIES

TheBmkhas enteredinto various long-termagreements for certain dataprocassingandsofturare
products aod serrrices. The ddaprocessing contact provides for monthly paymeds and additional
oharges based on volume. Total computer prcoossing sr(petrse amounted to approxinately
$221,022and $189i397 for the years ended Decernber 31,2017 and 2016, respectively.

NOTE 15 -LEASES

The Bank leases certain office equipment under operating leases with differcnt terms. Total
expenseuuderthese operating leases was approximately$102,000 and$62,000 fortheyeos€oded
December 31,2017 and 2016, respectively. Approximatc tninimum annual rcntals rmder 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

$_109,0@

NOTE I6-CONTINGENCIES

The Bank is subjeot to claims and lawsnrits that arise primarily in the ordinary course ofbusiness.
It is th9 opinion of nanagement that the disposition or ultimate resolution of such claims aud
lawsuits will not have a matedal adverse effept on the finmoial position ofthe Bank.
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GREATER STATE BAI{CSI{ARES CORPORATION A}ID STJBSIDTARY
NOTES TO THE CONSOLIDATED FINA}ICIAL STATEMENTS

December 31,2017 and 2016

NOTE 17 - FINA}{CIAL INSTRUMENTS WTIII OFF-BALAI{CE STIEET RISK

In the normal couse of business, the Bank has outstanding commitnrents and coutingent liabilitieq
suoh as commitment to oftmd credit and standby lefters of crredit, which arc not itrcluded in the
accompanying consolidated financial statements. The Bank's orposrre to credit loss in the eveut
of non-performance by the other party to the financial instnrments for commituents to ortend
credit nnd standby lettErs of sredit is represented by the contactual or notional amount of those
inssrxnents. The Baok rues the same credit policies in making zuch commime,nts as it dods for
iustrumena thd are inoluded in the balance sheet. Cornmituents to extend oredit and letters of
credit totaled $1J6l,70l and S1,647 ,587 *December 3l,2}l7 and 2016, respectively.

ComrdfueNils to extend crerlit are agreements to lend to a customer as long as there iS no violdion
ofanyoouditioaestablishedinthecontract Commimelrtsgene,rallyhaveftredorpirationdateson
other termination clauses and may require pa5nnent of a fee. Since many of the commitments are
orpec'ted to eacpire without being draum upo& the total commitnent amounts do not necessarily
represent the firture cash requirements, The Bank er/aludes each crrsbmer's croditwor{hiness or a
case-by-case basis. Thc amount of collateral obtained, if deemed Decessary by the Baok upon
c>rtension of crcdit, is based on management's oredit waluation. Collatsal held varies and may
include accounts receinable, inventory, property and equipment and income-producing commercial
prcperties.

Standby lettars of credit are conditional oommiffients issued by the Bank to gumantee the
porformance of a custonen to a third puty. Standby letters of credit ge,nerally bave fixed
opiration dates or other termioation clauses and may require palment of a fee. The medit risk
involved in issuing letbrs of sredit is essentially the same as that involved in extending loqn
frcilitios to customers. The Bank's policy for obtaining collateral, aod the nafirc of such
collaterat, is essentially the sarne as that involved in making commitments to extend eredit

The Bank has not been required to perforrr on any financial guarantees during the past two yers.
The Bank has not incurred any losses on its commitme,ng in eitlrer 2017 oi 2016.
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GREATER STATE BA}ICSHARES COR}ORATION A}.ID SUBSIDIARY
NOTES TO TIIE CONSOLIDATED FINA}.ICIAL STATEMENTS

December 31, 2Ol7 and 2016

NOTE 18 _ EMPLOYEE STOCK OWNERSHIP PLAN

On October 20,20l6,Greater State Bancshares CorporationadoptedanEmployee StockOumership
Plan @SOP). The ESOP, with an effective date of January 1,2016, was established to provide
eligible employees of Bancshares and its subsidiary banlg Greater State Banh 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 Crreater State Bancshares Corporation
common stock at December 3l ,2017 and 201 6, respectively, which constitute s .33o/o and .32Yo of be
outstanding shares of Bancshares for 2017 and 2016 respectively. The Bank's contibution to the
ESOP will be determined annually by the Board. The Bank made a contribution of $20,000 to the
ESOP rn2017.

The Plan Administrator/tustees, approve the granting of options to eligible persons and the setting of
vesting schedules. The options expire either: th,reemonths afterterminationofemplolment; 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 subjectto various regulatory capital requirements administered by its primary federal
regulator, the Federal Deposit Insurance Corporation (FDIC). Faihue to meet the minimum
regulato. ry capital requirements can initiate certainmandatory 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
frameworkforprompt correctiveaction" theBankmustmeet specific capital guidelines involving
quantitative measures of the Bank's assets, liabilities, and certain oflbalance-sheet items as

calculated under regulatory accounting practices. The Bank's capital amounts and classification
under the prompt corrective action guidelines are also zubject to qualitative judgments by the
regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy nequire 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 I 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 afi2016.
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GREA1ER STATE BA}ICSHARES CORPORANON A}.ID SIJBSIDI,ARY
NOTES TO TIIE CONSOLIDATED FINAT{CIAL STATEMENTS

Dece,mber 31,2017 and 2016

NOTE 19 - REGULATORY CAPITAL (continued)

As of Septe,mber 30,20L6,the most rece,nt examination fiom the Texas Department ofBanking
theBankwascdegorizedaswell-capitalizedudertheregulatoryframeworkforpomptcorrective
action" To remain catogorized a$ woll-capitalized the Bank will have to maintain minimum total
dsk-baseE Tier 1 dsk-baseq and Tier I leverage ratios as disclosed in the table below. There ane

no conditions orevents since themostrecentnotificationthatmanagementbelieves have ohanged
the Bank's Fompt corective action category.

The Bqnk's aotual and required capital amouuts and ratios are as follows (dollars in thousmds):

To Be Well-Capitalized
Underthe Prompt

For Capital CorrectiveAstion
Actual Adeouacv Pumoses Provisiors

Araormt Ratio . Amor:nt Ratio Amount Ratio

As of Decembor 31. 20U
Total risk-based capital

(to risk-weighted assots) $ 7,679
Tier I capital

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

(to arrerage total assets) 7,072

15.8% $ 3,882 Z8.Ao/o $ 4,853 210.U/o

14.6% 1,941 >4.0% 2,912 >6.0%

9.7% 2921 24.V/o 3,651 >3.U/o

As of December 3l. 2016
Total risk-based capital

(to risk-weighted assets) $
Tier I capital

(to risk-weighted assets)
Tier 1 capital

(to average total assets)

7A06 15.2% $ 3,912 >8.O% $ 4,890 >10.0%

6,849 14.0% 1,956 24.0o/o 2,934 *.0o/o

6,U9 L0.0% 2,733 24.ff/o 3,416 8.0%
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GREATER STATE BA}ICSHARES CORPORATION A}ID SUBSIDIARY
NOTES TO TTIE CONSOLIDA]ED FINATICIAL STATBMENTS

December 31,2017 and 2016

NOTE 20. FAIRVALUB MEASI'REMENTS

The Bank follows the guidance of FASB ASC 825, Financial lrutwtents,ardFAsB ASC 820,
Fair ltalw Meastrement The guidance pedqits entitios to measure many financial instrum.euts

and certain other items at fair value. The objective is to improve financial reporting by providing
entities with the opportturity to mitigate volatility in reported eamings cased by measuring relaled
assets and liabilities tlifferently without having to apply complex hedge accounting plovisions.
T-he eleotion to use the frir value option is available when an entifl first rccognized a financial
asset or financial liability or upon entering into a Company corudtnent. Subsequent ohmgos
must be recorded in earnings.

FASB ASU 820, Foir Talue Measurement ,clarifies that fair value is an exit price, repiesetring the
amoudtbatwouldbereceivedto sell anasset orpaidtotranderaliabilityin anorderlytmsaction
behveen madrct participants. Under this guidance, fair value measurements are not adjusted for
tansaction costs. This guidance establishes a fair value hierarchy that prioritizes the inputs to
valuation techniques used to measure fair value. The hieranchy gives the higbest priority to
'unadjustedquotedprictxinactivemarketsforideutioalassetsorliabilities (LElot I measnrements)
and the lowest priority to unobserrrable inputs (trvel 3 measurements). The tbree levels of &ir
value hierarchy are described below.

Level 1 Inputs - Valuations for assets and liabilities traded in active exchange
martetsr Vahrdions are obtained from readily available pricing souroes for martet
transactions involving identioal assets or liabilities.

Level 2 Inputs - Valuations for assets and liabilities tad€d in less active dealer or
broker markets. Valuations are obtained from thfud prty pricing serrrices for idsndcal
or comparable assets or liabilities which usc obsenable inputs other thm l,evel I
prioes, such as quotpd prices for similar assets or liabilities; quoted prices in astive
markets that are not active, or other inputs that are observable or can be conoborated
by observable market data for substantialty the full rcrm of the asset or liabilities.

Level3 Inputs-Unobservable inputsthat are srryportedbylittle orno maketactivity
and that are significant to the fair value of the assets or liabilities.

Fair value is based tryon quoted market prices, where anailable. If such quoted market prices arre

not arnailable, frir value is based upon internally developed models that primadly use, as inputs,
observablemarket-basedparameters. Valuationadjushentsmaybemadeto ensure thatfinancial
inshu.ents are recorded at fair nalue. While manage,ment believes the Baok's valuation
methodologies are appropriate and consistent with other market participants, the use of different
methodologies or assumptioas to detennine the fair value of certain financial instrum,ents could
result in a different estimate of fair ralue at the reporting date.

a
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GREATER STATE BA}ICSHARES CORPORATION A}ID SUBSIDI.ARY
NOTBS TO THE CONSOTIDATED FINAI.{CIAL STATEMENTS

Dec,errber 31, 2017 nd 2016

NOTE 20 - FAIR VALUE MEASIJREMENTS (continued)

A description ofthe vahution methodologies used for assets and liabilities measured at fair value,
as well as the general classification of such instuments pursuant to the valuation hierarchy, is set
below.

hvesfinent Seanrities Availeble=fpr-Sole- Seouities classified as available-fot-sale are rc,ported d
fair value utilizing kvel 2 inputs. For these securities, the Bank obtains fair value measure,rne,nts

from an independent pricing se,rrrice. The fair value measureme,nts consider observable datathat
mry inolude dealer quotcs, market spreadq cashflows, theUS Treasuryyieldcurve,livetading
levels, tade execution dat& ma*st cons€rurus prepal'rnents speeds, credit information and the
bond's terms and conditions, atnong other items.

Impatred loaw - A loan is considered impaired when it is detemlined that it is probable that
palment of interest and princlpal will not be made in accordance with the contactual t€nns ofthe
agreemed. Once a loan is identified as indivi{ually impaired, management measrues for
impairment using the practioal expedients p€rmittd by applicable authoritative accounting
guidance, at the fair value of the lom's oollateral, if the loan is collateral dependent If a loan is
determinedto becollateral dependent,the fairvalueofthe collateral is determinedbyindependent
appraisals or valudions, either externally or internally generated, adjusted for costs related to the
liquiddion of the collateral and are clasSified as Level 3.

Other. Real Estate Owned- Real estate properties acquired through or in lieu of a loan foreclosune
are initially recorded at the fair value less estimated gelling cost at the date of foreclosue. Any
write downs basd on the asset's frir vatue at the date of acquisition are cbarged to the allowance
for loan losses. After foreolosrre, these assets are carried at the lowe,t of theit new cost basis or
frir value less oost to sell. Costs of significaut property improvements are capitalized, wheteas
costs relatiag to holding the property are arpensed- Valuations are periodically performed by
manage,ment or independent appraisers, and any zubsequeat write-dowus are recorded as a chargo
to operations, ifnecessary, to reduce the carrying value of a property to the lower of its cost or frir
vahre less costto.sell. The fairvalues ofthe properties arc classifibd as Level 3.
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GREATER STATE BAI.ICSHARES CORPORATION AI,[D SI]BSIDIARY
NOTES TO TI{B CONSOLIDAIED FINANCIAL STATEMENTS

December 31,2017 and 2016

NOTB 20 - FAIR VALLIE IvGASUREMENTS (contiuued)

Fairvaluos ofassets and liabilities mealnrd on arecurri[g and non-recrrring basis, segregdedby
the level ofthe valuation within the frir value hierarchy utilized to measune fair value d Decernber
3t,2017 and2016 ans as follows:

Fair Value Measurements at.Reportine Date Using

QuotedPrices
In Active

Markets for Signfficant
Identical Other Significant
Assets/ Observable Umbsenmble

Fair Liabilities Inputs Iuputs
Value (Level 1) (Level2) fi 3)

December 31. 2017
evailaUle-for-sale securities $
Impaired loans
Oth€rreat estate owned

December 31.2016
Available-for-sale securities
Impaired loans
Other real estate owned

6,046,695 $
486,790
269,550

$ 6,187,63 $
555,528
426,077

$ 6,046,695 $

$ 6,L87,663 $

486J90
269,550

555,528
426,077

Duringtheyeers endedDece,mber 31,2017 and2016, the Bankhadcertainimpairedloans which
wereremeasured andreportodatfairvaluetbroughaspecific valuationallowanceallocationofthe
allowance for loan losses r.pon the fair vahre ofthe unrlerlying collateral.

The Bank has no non-financial assets and non-financial liabilities measured at frir value on.a
reouring or ron-rcsuring basis.
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