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Report at the close of buslness as of the end of flscal year

This Report is requlred by laru; Secllon s(cXlXA) of the Bank
Holdirg Company Act (12 U.S.C. S 18aa(c[1[A); sec{bns 8(a)
and 13(a) of the lnternatlonal Banking Ad (12 U.S.C- SS 3106(a)
and 3108(a)): sectbns 11(a[1), 25, and 25A of the Federal
Reserve Act (12 U.S.C. SS 248(aX1), 602, and 611a); and sec.
tions 113, 105, 312, 618, End 809 of the Dodd-FrankAd (12 U.S.C.
SS 5361. s365, s41e 1850a(cx1), and 5'168(b[1)). Return to the
appropriate Federal Reserve Bank the orlginal and lhe number of
copies specilied.

This report form is to bB filed by atl topUer bank holding compa-
nies. top-tier savings and loan holding companles. and U.S. inter-
medate holdng companles organized under U.S. lalt, and by
any foreign bankirq organizdion that does not m€et the requir+
ments ol and ls not treated as a qualifiing foreign banklng orga-
nization under Section 21123 ol Regulatbn K (12 C-F.R. S
211.231. (See page one of the general instructions Ior nrore detall
of who nnrst file.) The Federd Reserve may not cooduct or sptxF
sor, and an organizatiofl (or a person) is not requlred to respond
to, an lnformdbn collection unless it disdays a cunently valid
OMB conlrol rumbor.

NOTE: The Annual Reprt of Holding @mganies must be signed by
one diredor of the toptEr holding company. This indivldual should
also be a senior offrcial of the top-tier hoHing company. ln the evenl
that the top-tler holding company does not have an indivlJual who is
a senbr offclal and is also a diredor, lhe dniman of the board must
s[n lhe cpo]t. lf lhe holding coropany is an ESOP/ESOTformed as
a corporatlon or is an LLC, see $e Gooeral lnstrudions for he
auhorized Individual who must srrgn lhe repo&
l,Gilb€rt Narvaez, Jr.

Nams ot lhc HoUlnO Comparry Di(gdor erd Omchl

Vice PresidenUDirecior
T[b ottha Hol(rsE Compdny Olrsdorand Offclst

att€st that lhe Annual Rqfp/rt ot Holding hmpanles (indudlng
the supporting atiachrnents) for this report date has been pre-
pared ln conforrnance wlth the instructiors issued by the Foderal
Res€rve System and are true and conecl to the best of my
knoi,ledgp and belief.

Wth resped lo informalion rcgading indtviduels anlalned ln this
report, the Repor1'cir cr,fifies lhal fi has lhe authorig to provi& this
intormalion lo the Fedaral Reserve. The Repoiler also erlilbs
thal it rras he autlnily, on behalf of eadt individual, to consent or
oblect to public relaase of inbrmalion regarding lhal individual.
Ttp Federal Resave may assume, in lhe ahsr,nco of a reguestfor
crglnfldenllc,l beatment submitled in accardancc with the Board's

individual.

Date of R€port (totrlier holdlng company's liscal year€nd):

December 31 2016
MoolhtDaylYear

N/A
Ropo.tofs LegEl Entty ld€nlifi.r (LEl) (2o-Character LEI Cods)

Reporte/s Name, Slreet, antt Mailing Address

Falcon Eancshares- lnc
Lsgal Tflle ol Ho'kflng Company

5219 McPherson Rd.
(Maflng ilSgps" o1 lhe Hot flng Comoany) Str€et , P.O. Bor

Laredo TX 78041
Cw Sttls
7718 McPherson Rd., Laredo, TX 78045
PtIEhBl Localbfl (lf dubrtnl ftom malllng Eddr€ss)

Person to whom questions &out this report should be dhected:
Rita Ancira Senior Mce President

ZlpCodo

Ilama

956-723-2265 Ext. 1149

THo

ArBa Codo, Phono Numb6r/ Ertgldon

95S794-9748of lnformation,' 72 C.F.R. Patl 261,
@nsgnl to public rebaw of all ArEa Code/ FA)( Nunb€r

rila@falconbank.com
E{aailAddrBcs

AdrkBss (URL) for tlre Holdh0 Comparry/s web Fge
DBle oI

For Federat Resewe Bank Use Only

RsSDID LE$,L*\
c,t.

Olfer d MDnBgananl ud 8udg6l. P6pe,ror* Ralucilor Plqed (7t00{Zr7). Wa*ingbl\ DC 20503. 1trla}16

7

For holdW ampanies Mregldered wilh the SEC-
Irdlcate ElshrE of Annual Report to Shar€holdors:

E ts inctuCea wilh he FR Y5 report

E wil be sent under separato cover
f] ls not prepared

1=Yat

0oNo

0
ls confidentlal beatment reguested for any poilion
of thls report subrnlselon?....
ln accordancc urlth thB Goneral lnstructions tor thlE raport
(check only one),

1. a tetter Jusdfylng thls raqucat ls belng provided along

2. a htterfusufying thE roqu€st hrs been provlded

l.lOTE: lnfonrntlon for whlch confldentlaltrcatrErt ls behg
requested must be provHed separately and labeled
as 'conlldcntlal-

tr
tr

wlth the Eport .,....... -.

separately.-.- -.
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Page 2 ol 2

For Use By Tiered Holding Companies
Top-tiered holding companies must /ist the names, mailing address, and physical localions of each of their subsidiary holding companies
below.

Legal Trtle of Subsidiary Holding Company LegalTitle of Subsidiary Holding Company

(Mailing Address of the Subsidiary Holding company) Street / PO Box (Mailing Address of the Subsidiary Holding Company) Street / PO Box

City State Zip Code State Zip CodeCity

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

Legal Title of Subsidiary Holding Company LegalTitle of Subsidiary Holding Company

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

City Stale Zip Code City State Zip Code

Physical Location (ifdifferent from maillng address) Physical Location (if different from malling address)

Legal Title of Subsidiary Holding Company Legal Title of Subsidiary Holdhg Company

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

City State Zip Code State zip CodeCity

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

Legal Title of Subsidiery Holding Company Legal Title of Subsldiary Holding Company

(Mailing Address of the Subsidiary Holding Company) Street / PO Box (Mailing Address of the Subsidiary Holding Company) Street / PO, Box

City State Zip Code City State Zip Code

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

1?J2012
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The Branch Verifica



FR Y-6 REPORT rTEM 3(1);
FALCON BANCSHARES, INC.
SHAREHOLDERS

GUTIERREZ FAMILY
LAREDO/SAN ANTONIO. TEXAS
UNITED STATES OF AMERICA

ADOLFO E. GUTIERREZ
LAREDO, TEXAS
UNITED STATES OF AMERICA

MARY K. GUTIERREZ
LAREDO. TEXAS
UNITED STATES OF AMERICA

ADOLFO E. GUTIERREZ, JR.
LAREDO, TEXAS
UNITED STATES OF AMERICA

AMANDA L. GUTIERREZ
LAREDO. TEXAS
UNITED STATES OF AMERICA

MARY KATHRYN GUTIERREZ. TRUSTEE OF
THE MARY KATHRYN GUTIERREZ TRUST
UNDER TRUST AGREEMENT OATEO DEC 24,
2012

LAREDO, TEXAS
UNITED STATES OF AMERICA

ADOLFO EDUARDO GUTIERREZ, JR.
TRUSTEE OF THE ADOLFO EDUARDO
GUTIERREZ. JR- TRUST UNOER TRUST
AGREEMENT DATEO OEC. 24, 2012

LAREDO, TEXAS
UNITED STATES OF AMERICA

AMANDA LEIGH GUTIERREZ, IRUSTEE OF
THE AMANDA LEIGH GUTIERREZ TRUST
UNDER TRUST AGREEMENT DATED DEC 24.
2012

LAREDO, TEXAS
UNITED STATES OF AMERICA

HUGO A. GUTIERREZ, JR,
SAN ANTONIO. TEXAS
UNITED STATES OF AMERICA

ELVIRA LETICIA LOZANO GUTIERREZ
FAMILY TRUST
SAN ANTONIO, TEXAS
UNITED STATES OF AMERICA

HUGO A. GUTIERREZ. III TRUST
SAN ANTONIO, TEXAS
UNITED STATES OF AMERICA

SELINA MICHELLE GUTIERREZ
SAN ANTONIO, TEXAS
UNITED STATES OF AMERICA

HUGO A. GUTIERREZ, JR., TRUSTEE
FOR CARLO GUTIERREZ
SAN ANTONIO, TEXAS
UNITED STATES OF AMERICA

HUGO A. GUTIERREZ, III

SAN ANTONIO, TEXAS
UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

LJNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

2.277.682

1,329,769

2,249

9,551

5.282

1 38,1 94

144.444

144.444

16,597

239.741

81,857

82,919

2.000

82.6't%

48.230/"

0.08%

o 350/"

0.19o/o

5.O1Yo

5.24Vo

5.240A

0.60o/o

8.7Oo/o

2.97o/"

3.01%

O.07Yo

NO. SHARES
COMMON STOCK

OWNERSHIP
PERCENTNAME & ADDRESS

COUNTRY OF GITIZENSHIP
OR INCORPORATION

UNITED STATES OF AMERICA 26,561 0.96%



FRY-6 REPORT |TEM 3(1):
FALCON BANCSHARES, INC.
SHAREHOLDERS

FR Y-6 REPORT |TEM 3(2):
FALCON BANCSHARES, INC.
SHAREHOLDERS

NAME & ADDRESS
COUNTRY OF CITIZENSHIP

OR INCORPORATION
NO. SHARES

COMMON STOCK
OWNERSHIP

PERCENT

SELINA M. GUTIERREZ
SAN ANTONIO, TEXAS
UNITED STATES OF AMERICA

SHELBY GUTIERREZ
SAN ANTONIO, TEXAS
UNITED STATES OF AMERICA

RICARDO X. GUTIERREZ
LAREDO, TEXAS
UNITED STATES OF AMERICA

RICARDO X GUTIERREZ, TRUSTEE
FOR RICARDO X. GUTIERREZ, JR.
LAREDO, TEXAS
UNITED STATES OF AMERICA

RICARDO X. GUTIERREZ. TRUSTEE
FOR ANGELIOUE R. GUTIERREZ
LAREDO, TEXAS
UNITED STATES OF AMERICA

ROBERTO G. GUTIERREZ
LAREDO, TEXAS
UNITED STATES OF AMERICA

ROBERTO G. GUTIERREZ, TRUSTEE
FOR ANALEE GUTIERREZ
LAREDO. TEXAS
UNITED STATES OF AMERICA

ROBERTO G. GUTIERREZ, TRUSTEE
FOR ALEJANDRA GUTIERREZ
LAREDO. TEXAS
UNITED STATES OF AMERICA

ROBERTO G. GUTIERREZ, TRUSTEE
FOR ANDREA GUTIERREZ
LAREDO, TEXAS
UNITED STATES OF AMERICA

VILLANUEVA FAMILY
SAN ANTONIO. TEXAS
UNITED STATES OF AMERICA

PABLO VILLANUEVA
SAN ANTONIO, TEXAS
UNITED STATES OF AMERICA

SANTIAGO VILLANUEVA
SAN ANTONIO, TEXAS
UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

UNITED STATES OF AMERICA

MEXICO

MEXICO

2.000

2,000

22,500

2,000

2,000

17 .57 4

2.000

2,000

2,000

298,233

149.117

149.1 16

0.07o/o

o.o7v"

o 82%

0.O7o/o

O O7o/o

O.640/o

0.o7%

o07%

o.07yo

10.8204

5.410/

5.41o/o

NAME & ADDRESS
COUNTRY OF CITIZENSHIP

OR INCORPORATION
NO. SHARES

COMMON STOCK
OWNERSHIP

PERCENT

N/A
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INTERNATIONAL
AN MEMBERFDIc

Aprrl20,2017

Federal Reserve Bank of Dallas
NIC Unit, Statistics Departrnent
2200 North Pearl Street
Dallas, Texas 75201-2216

RE: Falcon Bancshares, Inc. Audited Financials for FR Y-6 Report

Dear Sir or Madam:

Please find enclosed the Falcon Bancshares, Inc. Annual Report to be included with oru
FR Y-6 report which was sent to your office on March 29,2017. We had indicated on
the FR Y-6 cover page that it would be sent rurder a separate cover. If you have any
questions, please do not hesitate to call me at (956) 723-2265 ext. 1149.

lrl.A4h
Rita Ancira
Falcon lnternational Bank
Senior Vice President/CFO

7718 Ylc?herson Rd. . tsldg. F . Laredo, Texas 78045 . (956) 725-2265
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RSM US LLP

!ndependent Auditor's Report

To the Board of Directors and Stockholders
Falcon Bancshares, lnc. and Subsidiary

Report on the Financial Statements
We have audited the accompanying consolidated financial statements of Falcon Bancshares, lnc. and
Subsidiary, which comprise the consolidated balance sheet as of December 31, 2016; the related
consolidated statements of income, comprehensive income, changes in stockholders' equity, and cash
flows for the year 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 intemal control relevant to the preparation
and fair presentation of the consolidated 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 audit.
We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

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

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

THE POWER OF BEING UNDERSTOOD
AUDII iI\X CCN5ULJ;NG

1



Opinion
ln our opinion, the consolidated financial statements refened to above present fairly, in all material
respects, the financial position of Falcon Bancshares, lnc. and Subsidiary as of December 31, 2016, and
the results of their operations and their cash flows for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Other illatter
The consolidated financial statements of Falcon Bancshares, lnc. and Subsidiary as of and for the year
ended December 31,2015, were audited by other auditors, whose report dated April 19, 2016, erpressed
an unmodified opinion on those statements.

Psn us l,LP
Austin, Texas
Apri!14,2017

2



Fa con Bancshares, nc. and Subs d ary
Consolidated Balance Sheets
December 3t,201,6 and 2015
(Dollars in Thousands, Except Share Data)

Cash and due from banks

Federal funds sold

Cash and cash equivalents

I nterest-bea ri ng ti me depos its i n ba nks

Securities avai I able for sale
Restri cted i nvestment s ecu rity
Loans -netof allowancefor loan losses

of 59,683 (59,753 in 2015)
Bank premises and equipment-net
Accrued i nterest receiva bl e

Foreclosed assets -net
Cash surrender val ue of life insurance
Prepaid expenses and other assets

Deferred tax asset

Total assets

Liabilities
Depos its:

Noni nterest-bea ri ng

I nterest-bea ri ng

Total deposits

Federal Home Loan Bank borrowings
Juni or s ubordi nated debentures

Accrued interest payable and other liabilities

Total liabilities

Commitments and contingencies (notes 6,8,LL, and 14)

Stockholders' Equity
Common stock-50.05 par value; 4,000,000 shares authorized;

2,7 67,877 s ha res i s s ued ; 2,7 57,756 s ha res outsta ndi ng

(2,760,885 shares outstanding in 2015)
Surpl us

Retained earnings
Accu mul ated other comprehens i ve i ncome ( I os s )

Treasury stock -at cost(4,721shares in 2076;992 in 2015)

s

20L6

198,816
18,148

2L6,964

t5,735
94,864

67t

70L,375
52,728
2,1L6
6,41L

16,085
2,20L
2,062

S t,ttt,4t2

s 14s,1s7
437 738

982,895

3,981
15,465
4,292

1,006,533

138

2015

5 139,357
43,300

182,667

6,471
64,872

667

640,517
46,783
1,947

tl,735
15,556

2,336
1,753

8,340
97,25O

17ezl
(1s7)

s 97s,3s3

S 778,637
738,9r5

857,552

4,734
15,465

L,218

879,009

138

8,269
87,879

88

95 344

s 97s,3s3

Tota I stockhol ders' equity 1o4,779

Total liabilities and stockholders' equity S L,LLL,4L2

Notes to the consolidoted finonciol statements form on integrdl port of these statements.
Poge 3



Fa con Bancshares, lnc. and Subs diary
Consolidated Statements of Income
Years Ended December 31, 20L6 and 2015
(Dollars in Thousands)

I nterest i ncome:
Loa ns - i ncl udi ng fees

Securities avai la ble for sale
Federal funds sold
lnterest-bearing time deposits in banks
Other

Total interestincome

I nterest expense:
Depos i ts
Federal Home Loan Bank borrowings
Juni or s ubordi nated debentures

Total interest expense

Netinterestincome

Credit for loan losses

Net interest income after credit for loan losses

Noninterest income:
Service charges, fees, and rental income
Gain on early paymentofjunior subordinated debentures
Net realized gains on sales

offoreclosed assets and other assets

Tota I noni nterest i ncome

Noni nterest expense:
Salaries and employee benefits
Occupa ncy a nd equi pment expenses
Other operati ng expenses

Tota I noni nterest expense

lncome before i ncome taxes

I ncome tax expense

Net income

S 35,62s
1,301

153
1,L57

t7

s 33,820
1,138

143
570

18

20t6

38,263

3,868

549

4,494

33,769

33,769

10,119

2,973

13,092

15,832
5,273
8,653

29,758

77,LO3

5,642

$ 11,461

2015

35,689

77
3,718

105
559

4,383

31,306

(7so)

32,0s5

10,313
1,980

391

12,684

15,015
5,449
7 7s9

24,223

t6,,tt

5,400

s 11,117

Notes to the consolidated finonciol statements form on integrol port of these stotements.
Poge 4



Fa con Bancshares, lnc. and Subsidiary
Consolid ated Statements of Com prehensive I ncome
Years Ended December3L,2OL6 and 20L5
(Dollars in Thousands)

2015 2015

Net income S 11,/61 5 LL,tl7

Other items of comprehensive income
Unrealized holding gain (loss) on

securities available for sale (L3s2)

(L3s2)

10,1(B

Total other items of comprehensive income

Comprehensive income before income tax expense (benefit)

lncome tax expense (benefit) related to other items of
comprehensive income l47Ll

S 10,580Comprehensive income after income tax expense (benefit)

Notes to the consolidated finoncial statements form on integrol port of these statements.
Poge 5



Fa con Bancshares, nc. and Subs d ary
Consolidated Statements of Changes in Stockholders' Equity
Years Ended December 37,201.6 and 2015
(Dollars in Thousands)

Common

Stoc k

138

Reta i ned

Ea rni nBs

77,445

Accumulated
Other

Comprehensi ve
lncome

2r6

(128)

Treas ury
Stock

(66e)

1,388

Tota I

(74e1 8s,110Balance at December 31,2074

Netincome-year ended
Derember 3L,2OL5

Purchase of treasury stock

Treasury stock sold

Cash dividends decl a red

Change in other comprehensive
i ncome - net of tax

Balance at December 31, 2015

Net income-year ended
December 3t,ZOLG

Purchase of treasury stock

Treasury stock sold

Cas h dividends decl a red

Change in other comprehensive
i ncome - net of tax

Balance at December 3L,2076

270

lL,177

(684)

88 (30)

lt,7L7

(66s)

1,599

(684)

(128)

96,344138 8,269 87,879

tL,46L

77

(2,090)

(523)

496

LL,467

(623t.

567

(2,090)

(880)

$ rge s 8"340 $ gtzso s (7e2) s

Notes to the consolidated finonciol stotements form on integrol pan of these statements.
Poge 6



Falcon Bancshares, nc. and Subsidiary
Consolidated Statements of Cash Flows
Years Ended December 31,201.6 and 2015
(Dollars in Thousands)
lncrease (Decrease) in Cash and Cash Equivalents

Cash Flonus From Operating Activities
Net income
Adjustments to reconcile net income to net

cash provided by operating activities:
Depreciation
Gain on sale ofbank premises and equipment
Ga i n on ea rly payment ofj unior subordi nated debentures
Net a mortization of securities
Credit for loa n I osses
Net realized (gains)losses on sales and writeiowns of

foreclosed assets and other assets
Deferred income tax expense (benefit)
lncrease in cash surrendervalue oflife insurance
Net change in:

Accrued interest receiva ble
Prepaid expenses a nd other assets
Accrued interest payable and other liabilities

Net ca s h provi d ed by o pe rati ng a ctiviti es

Cash Flows From lnvesti ng Activities
Net cha nge i n:

Loa ns
Interest-bea ring time deposits in ba nks

Recoveries of loans previously charged off
Proceeds from payments and maturities ofinvestment securities
Purchases of investment securities
Capital expenditures
Proceeds from sales ofbank premises and equipment and

othe r ass ets
Net settlement related to branch acquisltion
Purchase ofbank owned life insurance
Proceeds ftom sales offoreclosed assets

Net cash used in investing activities

Cash Flows From FinancinB Activities
Net change in deposits
Purchase of treasury stock
Sale of treasurystock
Repayment on Federal Home Loan Bank borrowings
Proceeds from Federal Home Loan Bank borrowings
Payment on junior subordinated debentures
Cash dividends paid

Net cash provided by financing activities

Net increase (decrease) in cash a nd cash equivalents

Cash and cash equivalents at beginningofyear

Cash and cash equivalents at end ofyear

Schedules ofOther Cash Flow lnformation

lnterest pa id

Schedules of Noncash Activities

Foreclosed assets financed bythe Bank

Other real estate acquired byforeclosure on loans

2016

$ 11,461

2015

S 11,117

2,706
1276],

(1,e80)
404

(7so)

(11s)
118

(s61)

177,7s21
2,523

467
223,O35

(2O3,4771,

17,262],

1,t32
32,285
(s,0oo)
4,963

(23,132)

72,O24
(65s)

1,598
(3,563)
5,000
(4,2061

(684)

9,400

(4,330)

185,997

5 L82,667

s 4,381

5 L,329

s 1,ss7

1,885
(6es)

486

(340)
L,L37
3,008

14,308

(48,S62)
(9,254)

247
Lta,ooT

(209,841)
(s,4s6)

2,714
41,634

5,261

(4s,260)

{.2,2731
t62

(s1e)

68,148
(523)
567

[7s3)

(2,090)

55,249

34,297

t82,667

$ 2L6,964

S 4,339

$ 3,2ss

$ 1,e4e

Notes to the consolidoted finoncial stotements form on integrol pott of these stotements.
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Fa con Bancshares, nc. and Subsid ary
Notes to the Consolidated Financial Statements

1. Summary of Significant Accounting Policies

Consolidation
The consolidated financial statements include the accounts of Falcon Bancshares, lnc., its wholly owned
subsidiary, Falcon lnternational Bank (the "Bank"), and the Bank's wholly owned subsidiaries, Falconsure,
lnc. and Falcon Outdoor Advertising, lnc. (collectively, the "Company"). All significant intercompany
balances and transactions have been eliminated in consolidation.

Nature of Operations
The Company provides a variety of financial services to individuals and small businesses through its main

bank and branches in the Texas cities of Laredo, San Antonio, McAllen, Del Rio, Buda, Eagle Pass, and
Brownsville. lts primary deposit products are savings and term certificate accounts, and its primary

lending products are real estate loans.

Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities atthe 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 in the near term relate to the determination of the allowance for loan losses and the
valuation of foreclosed assets.

New ond Recently lssued Accounting Stondords
Accounting Stondards Updote ("ASU') No. 2074-09, Revenue From Contracts With Customers - ASU

No. 20L4-09 implements a common revenue standard that clarifies the principles for recognizing revenue.

The core principle of ASU No. 2014-09 is that an entity should recognize revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange forthose goods or services. To achieve that core principle, an entity
should apply the following steps: (i) identify the contract(s) with a customer, (ii) identify the performance
obligations in the contract, (iii) determine the transaction price, (iv) allocate the transaction price to the
performance obligations in the contract, and (v) recognize revenue when (or as) the entity satisfies a

performance obligation. ASU No. 2014-09 will be effective for public business entities in 2018 and
nonpublic business entities in 2019. The Company is still evaluating the potential impact of this new ASU

on its consolidated financial statements.

ASU No. 207647, Finonciol lnstruments- Recognition and Meosurement of Financial Assets and
Liabilities- ASU No. 2015-01 is designed to improve the recognition and measurement of financial
instruments through targeted changes to existing accounting standards. The new standard will require
equity investments (except those that are accounted for under the equity method of accounting or result
in consolidation of the investee) to be measured at fair value with changes in fair value recognized in net
income. lt also will require separate presentation of financial assets and financial liabilities by
measurement category and form of financial asset on the consolidated balance sheet or the
accompanying notes to the financial statements. lt also eliminates the requirement to disclose the fair
value of financial instruments measured at amortized cost for organizations that are not public business
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Falcon Bancshares, nc. and Subs d ary
Notes to the Consolidated Financial Statements

entities. The provisions of ASU No. 2015-01 will be effective for public entities in 2018 and nonpublic
entities in 2019. The Company does not anticipate the adoption of the provisions of this standard will
have a material impact on its consolidated financial statements in future years.

ASU 2015-02, Leoses - The guidance in this ASU supersedes the leasing guidance in Topic 84O, Leases.

Under the new guidance, lessees are required to recognize lease assets and lease liabilities on the
balance sheet for all leases with terms longer than 12 months. Leases will be classified as either finance
or operating, with classification affecting the pattern of expense recognition in the income statement.
The new standard is effective for public business entities in fiscalyears beginning after December 15,

2018, and for non-public business entities in fiscal years beginning after December 15, 2019. The

Company is currently evaluating the impact of our pending adoption of the new standard on our
consolidated financial statements.

ASU 2016-13, Financiol lnstruments-Credit Losses: Meosurement of Credit losses on Financidl
lnstruments. This ASU creates a new credit impairment standard for financial assets measured at
amortized cost and available-for-sale debt securities. The ASU requires financial assets measured at
amortized cost (including loans and held-to-maturity debt securities)to be presented atthe net amount
expected to be collected, through an allowance for credit losses that are expected to occur over the
remaining life of the asset, ratherthan incurred losses. The ASU requires that credit losses on available-
for-sale debt securities be presented as an allowance rather than as a direct write-down. The

measurement of credit losses for newly recognized financial assets (other than certain purchased assets)

and subsequent changes in the allowance for credit losses are recorded in the statement of income as the
amounts expected to be collected change. The ASU is effective for fiscal years beginning after December
75,2020 for public companies that are not SEC filers and non-public business entities. The Company is

currently evaluating the impact of adopting this new guidance on its consolidated financial statements.

Significont Group Concentrotions of Credit Risk
Most of the Company's activities are with customers located within Webb, Bexar, Hidalgo, Val Verde,
Hays, Maverick, and Cameron Counties and their surrounding areas, including the border region of
Mexico. Note 4 discusses the types of secu rities in which the Company invests. Note 5 discusses the types
of lending in which the Company engages. The Company does not have any significant concentrations in

any one industry or customer. Commercial real estate; including land development, vacant land, and

other construction loans; represented 55% and 57% of the total loan portfolio as December 31, 2015 and
2015, respectively.

Securities
Debt securities that management has the positive intent and ability to hold to maturity are classified as

"heldtomaturity"andrecordedatamortizedcost. Securitiesnotclassifiedasheldtomaturityortrading,
including equity securities with readily determinable fair values, are classified as "available for sale" and
recorded at fair value, with unrealized gains and losses excluded from earnings and reported in other
comprehensive income. During the years ended December 3L, 2OLG and 2015, the Company had no
securities classified as trading securities or held to maturity.

Purchase premiums and discounts are recognized in interest income usingthe interest method overthe
terms of the securities. Gains and losses on the sale of securities are recorded on the trade date and are
determined using the specific identification method.
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Fa con Bancshares, nc. and Subs d ary
Notes to the Consolidated Financia! Statements

Declines in the fair value of held-to-maturity and available-for-sale securities are evaluated to determine
whether declines in fair value below their amortized cost are other than temporary. ln estimating other-
than-temporary impairment losses on debt securities, management considers a number of factors
including, but not limited to, (1) the length of time and the extent to which the fair value has been less

than the amortized cost; (2)the financial condition and near-term prospects of the issuer; (3)the current
market conditions; and (a) the intent and ability of the Company to not sell the security or whether it is

more likely than not the Company will be required to sellthe security before its anticipated recovery.

Restri cted I nve stm e nt Se cu rity
Restricted investment securities include Federal Home Loan Bank stock, which is carried at cost on the
consolidated balance sheets. These equity securities are "restricted" in that they can only be sold back to
the respective institution or another member institution at par. Therefore, they are less liquid than other
marketable equity securities. The Company views its investment in restricted stock as a long-term
investment. Accordingly, when evaluating for impairment, the value is determined based on the ultimate
recovery of the par value, rather than recognizing temporary declines in value. No other-than-temporary
write-downs have been recorded on these securities.

Loons
The Company grants real estate, commercial, and consumer loans to customers. A substantial portion of
the loan portfolio is represented by real estate loans within Webb, Bexar, Hidalgo, Val Verde, Hays,

Maverick, and Cameron Counties. The ability of the Company's debtors to honor their contracts is

dependent upon the real estate and generaleconomic conditions in these areas.

The Company has lending policies and procedures in place to grant loans to borrowers only after a full
evaluation of the credit history and repayment abilities of the borrower. Commercial and residential real
estate loans are subject to underwriting standards that evaluate cash flow and fair value of the collateral.
The collectability of real estate loans may be adversely affected by conditions in the real estate markets
or the general economy. Management monitors and evaluates real estate loans based on collateral,
geography, and risk criteria.

Commercial loans are underwritten after evaluating and understanding the borrower's ability to operate
profitably. Such evaluations involve reviews of historical and cash flow projections and valuations of
collateral provided by the borrower. Most commercial loans are secured by the assets being financed or
other available business assets and frequently include a personal guarantee by the principal owners;
however, some commercial loans may be made on an unsecured basis. The repayment of commercial
loans is substantially dependent on the ability of borrowers to operate their businesses profitably and
collect amounts due from their customers.

Consumer loans are originated after evaluation of the credit history and repayment ability of the borrower
based on current personal income. The repayment of consumer loans can be adversely affected by

economic conditions and other factors that impact the borrower's income.
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Fa con Bancshares, lnc. and Subsidiary
Notes to the Consolidated Financial Statements

Loans that management has the intent and ability to hold for the foreseeable future, or until maturity or
payoff, are reported at their outstanding principal adjusted for any charge-offs and the allowance for loan
losses. lnterest income is accrued on the unpaid principal balance.

Loan origination fees are recognized as income and loan origination costs are expensed as incurred, as

management has determined that capitalization of these items would be immaterial to the consolidated
financial statements.

A loan is considered delinquent when principal andlor interest amounts are not current, in accordance
with the contractual loan agreement.

The accrual of interest on real estate and commercial loans is discontinued at the time the loan is 90 days

delinquent unless the credit is well secured and in process of collection. Consumer loans are typically
chargedoff nolaterthanl20dayspastdue. lnall cases, loansareplacedonnonaccrualstatusorcharged
off at an 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 status. Loans are returned to accrual status when
all principal and interest amounts contractually due are brought current and future payments are
reasonably assured.

A loan is considered impaired when, based on current information and events, it is probable that the
Company will be unable to collect the scheduled payments of principal or interest when due, according to
the contrastual 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 circumstances
surrounding the loan and the borrower, including the length of the delay, the reasons for the delay, the
borrowe/s prior payment record, and the amount of shortfall in relation to the principal and interest owed.
lmpairment is measured on a loan-by-loan basis 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 fully or partially charged down to the fair value of the collateral securing the loan when
management determines the asset to be uncollectible, repayment is deemed to be delayed or doubtful
beyond reasonable time frames, the borrower has declared bankruptcy, or the loan is past due for an

unreasonable time period. Such charge-offs are charged against the allowance for loan losses. Recoveries
of previous loan charge-offs are credited to the allowance for loan losses only when the Company receives
cash or other collateral in repayment of the loan.

ln situations related to a borrower's financial difficulties, the Company may grant a concession to the
borrowerforotherthananinsignificantperiodoftimethatwouldnotothenrrisebeconsidered. lnsuch
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Falcon Bancshares, nc. and Subs diary
Notes to the Consolidated Financial Statements

instances, the loan will be classified as a troubled debt restructuring. These concessions may include
interest rate reductions, payment forbearance, or other actions intended to minimize the economic loss

and avoid foreclosure of the collateral. ln cases where borrowers are granted new terms that provide for
a reduction of either interest or principal, the Company measures an impairment loss on the restructuring,
as noted above for impaired loans.

Allowonce for Loan losses
The Company maintains an allowance for loan losses as a reserve established through a provision for
possible loan losses charged to expense, which represents management's best estimate of probable losses

that have been incurred within the existing portfolio of loans. The allowance, in the opinion of
management, is necessary to reserve for estimated loan losses and risks inherent in the loan portfolio.
The Company's methodology for the allowance for loan losses includes allowance allocations calculated
in accordance with Accounting Standards Codification ("ASC"), Receivobles, and ASC, Contingencies.
Accordingly, the methodology is based on historical loss experience by type of credit and internal risk
grade, specific homogeneous risk pools, and specific loss allocations, with adjustments for current events
and conditions.

The Company's process for determining the appropriate level of the allowance for loan losses is designed
to account for credit deterioration as it occurs. Factors that influence the determination include
quantifiable aspects, such as loan volume, loan concentrations, and loan quality trends, including trends
in nonaccrual, past-due, and classified loans; current period loan charge-offs; and recoveries. The

determination also includes qualitative aspects, such as changes in local, regional, or national economies

or markets, and other factors. Such qualitative factors are highly judgmental and require constant
refinement. The Company has an internal loan review function, the objective of which is to identify
potential problem loans, properly classify loans by risk grade, and assist senior management in

maintaining an adequate allowance for loan losses account by reviewing and refining the methodology,
as needed, based on changing circumstances.

The Company's allowance for loan losses consists primarily of two elements: (1) a specific valuation
allowance determined in accordance with the ASC based on probable losses on specific, individual loans
and (2) a generalvaluation allowance determined in accordance with the ASC based on historical loan loss

experience for pools of similar loans, which is then adjusted to reflect the impact of current trends and
conditions.

Premises ond Equipment
Land is carried at cost. Premises and equipment are carried at cost, net of accumulated depreciation
Depreciation is recognized on the straight-line method overthe estimated useful lives of the assets.

Foreclosed Assets
Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at fair
value less cost to sell at the date of foreclosure, establishing a new cost basis. Subsequent to foreclosure,
valuations are periodically performed by management and the assets are carried at the lower of carrying
amount or fair value less cost to sell. Expenses from operations and changes in the valuation allowance
are included in other operating expenses.
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Notes to the Consolidated Financial Statements

lncome Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered

orsettled. Theeffectondeferredtaxassetsandliabilitiesof achangeintaxratesisrecognizedinincome
in the period that includes the enactment date. Deferred income tax expense represents the change

during the period in the deferred tax assets and deferred tax liabilities. Deferred tax assets are reduced

by a valuation allowance when, in the opinion of management, it is more likely than not that some portion

or allthe deferred tax assets will not be realized.

The Company is subject to the Texas gross margin tax

Off-Ba lo n ce Sh eet Cred it-Re I oted F i no n cio I I n stru m e nts
ln the ordinary course of business, the Company has entered into off-balance sheet financial instruments
consisting of commitments to extend credit, unfunded commitments under lines of credit, and

commercial and standby letters of credit. Such financial instruments are recorded in the consolidated
financialstatements when they are funded or related fees are incurred or received.

Cosh and Cosh Equivalents
For purposes of the consolidated statements of cash flows, cash and cash equivalents include cash on

hand, amounts due from banks (including cash items in process of clearing), and federal funds sold.

lnterest-Bearing Time Deposits in Banks
lnterest-bearing time deposits in banks are carried at cost and mature in 2Ol7

Comprehensive lncome
Accounting principles generally require that recognized revenue, 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 comprehensive income.

Subsequent Events
The Company has evaluated subsequent events through April 14, 2017,lhe date the consolidated financial
statements were available to be issued.

Reclassificotions
Certain amounts have been reclassified from prior presentation at December 3L, 2OL5 to conform to
classifications at December 31, 2015. There is no effect on previously reported net income or retained
earnings.
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Notes to the Consolidated Financial Statements

2. Fair Value Measurements

The Company follows the provisions of the ASC, Foir Volue Meosurements ond Disclosures. The

disclosures required about fair value measurements include, among other things, (1) the amounts and

reasons for certain significant transfers among the three hierarchy levels of inputs; (2)the gross, rather
than net, basis for certain Level 3 rollfonruard information; (3) use of a "class" basis rather than a major
category basis for assets and liabilities; and (a)valuation techniques and inputs used to estimate Level 2

and Level 3 fair value measurements. The ASC defines fair value as the exchange price that would be

received for an asset or paid to transfer a liability in the principalor most advantageous market forthe
asset or liability in an orderly transaction between market participants on the measurement date.

The ASC guidance establishes a fair value hierarchy for valuation inputs that prioritizes the inputs used in

valuation methodologies into the following three levels:

Level 1- Quoted prices in active markets for identical assets or liabilities that the reporting entity has

the ability to access as of the measurement date.

Level 2 - Observable inputs other than Level 1, including quoted prices for similar assets or liabilities,
quoted prices in less active markets, or other observable inputs that can be corroborated by

obseruable market data.

Level 3 - Unobservable inputs supported by little or no market activity for financial instruments whose
value is determined using pricing models, discounted cash flow methodologies, or similar techniques,
as well as instruments for which the determination of fair value requires significant management
judgment or estimation.

The Company uses fair value to measure certain assets and liabilities on a recurring basis when fair value
is the primary measure of accounting. This is done primarily for available-for-sale securities.

Fair value is used on a nonrecurring basis to measure certain assets when applying lower of cost or market
accounting or when adjusting carrying values, such as impaired loans and other real estate owned, Fair

value is also used when evaluating impairment on certain assets, including held-to-maturity and available-
for-sale securities, goodwill, core deposits and other intangibles, long-lived assets, and for disclosures of
certain financial instru ments.

There were no transfers among the three hierarchy levels of inputs

A description of the valuation methodologies used for instruments measured at fair value on a recurring
basis, as well as the general classification of such instruments pursuant to the valuation hierarchy, is set
forth below.

Securities Avoilable for Sale - Where quoted prices are available in an active market, securities are

classified within Level 1 of the valuation hierarchy. Level 1 securities would include actively-traded
government bonds, such as certain United States Treasury and other United States government and

agency securities and exchange-traded equities. lf quoted market prices are not available, then fair values

a

Poge 14



Falcon Bancshares, nc. and Subsid ary
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are estimated by using pricing models, quoted prices of securities with similar characteristics, or
discounted cash flows. Level 2 securities generally include certain United States government and agenry
securities, corporate debt securities, and certain derivatives. ln certain cases where there is limited
activity or less transparenry around inputs to the valuation, securities are classified within Level 3 of the
valuation hierarchy.

The following table summarizes assets measured at fair value on a recurring basis as reported on the
consolidated balance sheets as of December 31, 2015 and 2015, segregated by level within the fair value

measurement hierarchy (dollars in thousands):

Total Fair Value
Measurement at

December 31,

201,6 Level 1 Level2 Level 3

Assets:
United States gove rn me nt

agency securities
Mortgage-backed secu rities
Othe r equity i nvestments

Assets:
United States gove rnme nt

agency securities
Mortgage-backed securities
Other equity investments

$

s 9/l,W

10,lm
73,5L5
tL,249

Total Fair Value
Measurement at

December 31,

201,5

17,085

37,755
10,032

$ S 10,1m
73,5L5

s

LL,249

S 11,249 S 8E,eu S

Level 1 Level 2 Level 3

s s085
755

L7

37
5s

10,032

S il,872 5 10,032 5 S+,8aO S

A description of the valuation methodologies used for instruments measured at fair value on a

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

Foreclosed Assets
Foreclosed assets consist mainly of other real estate owned, but may include other types of assets

repossessed by the Company. Foreclosed assets are adjusted to the lower of carrying value or fair value
lessthecostofdisposal upontransferoftheloanstoforeclosedassets. Fairvalueisgenerallybasedupon
independent market prices or appraised values of the collateral.
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The following table summarizes assets with fair value changes during the years ended December 31,2016
and 2015 that are measured at fair value by class on a nonrecurring basis, as follows (dollars in thousands):

Total FairValue
Measurement at

December 31,

2016 Level 1 Level 2 Level 3

Assets -foreclosed assets S 1,208 s s S 1,2m

Total Fair Value
Measurement at

December 31,

20L5 Level 1 Level 2 Level 3

Assets -foreclosed assets S 4,m s $ S +qm

Write-downs during the year ended December 3t,2OL6 related to the above foreclosed assets totaled
$t++ and are included in other operating expenses in the consolidated statements of income
(5419 thousand in 2015).

3. Restrictions on Cash and Amounts Due From Banks

The Company is required to maintain average balances on hand or with the Federal Reserue Bank. At
December 3t, 2OL5 and 2015, these reserve balances totaled S:3.9 and 528.4 million, respectively.

4. lnvestment Securities

The amortized cost and fair value of securities, with gross unrealized gains and losses, were as follows
(dollars in thousands):

Securities Available for Sale at
December 31, 2015

United States government
agency securities

Mortga ge-ba cked s ecu riti es

Total debt securities

Amortize d

Cos t

s 10,000
74,583

84,583

Gross
Unrealized

Gains

Gross
Unrealized

Los s es

t,o76

L,O76

269

Approximate
Fa ir

Value

10,100
73,5t5

83,515

LL,249

s100
8

s

108

18

s

s s 94,8il

Othe r equity i nvestme nts
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Securities Available for Sale at
December 31, 2015

United States gove rnment
agency securities

Mortga ge-ba cked s ecu ri ti es

Amortize d

Cost

S 17,ooo
37,739

54,739

10,000

Gross
Unrealized

Gains

Gros s

Unrealized
Loss es

Approxima te
Fair

Value

$ 17,o8s
37,7ss

54,840

10,032

Fai r
Value

10,100

10,100
73,515

s s 5

TM
90

160

149

Its

250

80

Total debt securities

Other equity i nvestments

5 il,739 S S 1e7 s 64,872

lnvestment securities carried at 573.5 and S5+.S million at December 3L,201,6 and 2015, respectively,
were pledged to secure public funds and for other purposes required or permitted by law.

The fair value of debt securities by contractual maturity at December 31, 2015 were as follows (dollars in
thousands):

330

Securities available for sale:
Within one year
After one yearthrough five years
After five years through ten years

$s

Amortized
Cost

10,000

10,000
74,583Mortgage-backed securities

S e ,sss S 83,615

For the years ended December 3L, 2015 and 2015, there were no sales of securities and, therefore, no
gross realized gains or losses.
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lnformation pertaining to securities with gross unrealized losses at December 31, zOtG and 2015,

aggregated by investment category and length of time that individual securities have been in a continuous
loss position, are as follows (dollars in thousands):

Less Than 12 Months 12 Months or More Tota I

Fair
Value

Gross
Unrea I ized

Los s es

Fair
Value

Gross
Unrea I ized

Los s es

Fair
Value

Unrea I ized
Los s es

Securities Available for Sale

at December 3L,2OLG

United States government
agency securities

Mortga ge-backed securites
Other equity i nvestments

Securities Available for Sale

at December 31,2015

Un ited Sta tes government

agency securities

Mortga ge-backed securites
Other equity i nvestments

s s
50,416

5,850

s s
2L,534

498

s
t6,052
3,37t

s 3,995 s

2,953

s s
66,468
9,231

S 3,995 S

2L,534
3,45L

s
892
140

184
L29

t,076
269

S s6,276 S 1,032 S 19,423 S rrr 5 75,699 $ 1,345

5 5

144
4846

L44
2

5 zz,ozz S 146 S o,saa S sr S 28,e80 5 1e7

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and
more frequently when economic or market concerns warrant such evaluation. Consideration is given to
(1) the length of time and the extent to which the fair value has been less than cost, (2) the financial
condition and near-term prospects of the issuer, and (3)the intent and ability of the Company to retain
its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair
value. As of December3L,2OL6 and 2015, the Company did not have any securities with other-than-
temporary impairment.
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5. Loans and Allowance for Loan Losses

The components of loans in the consolidated balance sheets were as follows (dollars in thousands):

December 31,

2016 2015

Real estate:
Commercial
Reside ntial
Land development, vacant land,

and other construction
Commercial
Consumer
Other

s 999,225
115,457

127,376
1o2,377

17,697
8,926

s 307,346
107,901

730,347
82,L@
15,083

7,503

71,.,058
9,693

650,280
Allowance for loan losses

S 701,37s $ 640,517

During the years ended December 31, 2015 and 2015, the Company did not purchase or sell any significant
amount of loans to other nonrelated banks.

As part of its on-going monitoring of the credit quality of the Company's loan portfolio, management
assigns risk grades to loans as follows:

Pass - loans to borrowers with acceptable credit quality and risk.

PasslWotch - loans to borrowers having potential weaknesses that deserve management's close
attention, which, if left uncorrected, will likely result in the asset becoming inadequately protected.
A loan can be rated as "Pass/Watch" even though the performance is adequate.

Substandord - loans to borrowers with well-defined credit quality weaknesses, which make payment
default or principal exposure possible, but not yet certain. Such loans are individually evaluated for a

specific valuation allowance.

Doubtful- loans to borrowers in which payment default or principal exposure is probable. Such loans
are individually evaluated for a specific valuation allowance.

9,763

a

a

a
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At December3t,2OtG and 2015, the Company's loan portfolio risk grades by loan segment were as follows
(dollars in thousands):

Pass

Pass/
Watch Substandard Doubtful

Total
Loans

December 3L,2016

Real estate:
Commercial
Residential
Land development, vacant land,

and other construction
Commercial
Consumer
Other

December 31, 2015

Real estate:
Commercial
Residential
Land development, vacant land,

and other construction
Commercial
Consumer
Other

S 321"G31 $ 5,790 S

ttt,759 7L4

125,951
toz,316

17,679
8,926

1,43

$ llg,zN
1L5,457

t27,376
LOz,377

17,697
8,926

s s 711,058

11,804 s
2,9U

82
4L

:'

s_68s,283_ s_!_W_ 5 L4,929

s 287,7LL
7@.,706

L26,y2
8L,573
L5,029
7,503

s &201 5
7L2

L,462
M6

LL,4Y S

2,493

2,y3
81
54

L30,y7
82,L@
L5,083

s s 6so,28o

5 zol,zas
to7,nL

7,503

S_q4,oil_ 5_10,821_ S 15,395
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An aged analysis of past-due loans, segregated by class of loans, as of December 3L,2076 and 2015 is as

follows (dollars in thousands):

Loa ns
3G89 Days
Past Due

Loa ns 90 or
More Days
Past Due

Tota I

Past-Due
Loa ns

Current
Loa ns

Accru i ng
Loans 90 Days

or More
Past Due

Tota I

Loa ns

December 31, 2016

Real estate:
Commercial
Resi de nti a I

Land development,
vacant land, and
other construction

Commercia I

Cons umer
Other

December 31,2015

Real estate:
Comme rcia I

Residential
La nd development,

vacantland,and
other construction

Commercia I

Cons umer
Othe r

$ 519 $ 2,001 $ 2,EBo
1,035 7O2 1,737

$ 336,545
1L3,720

5 339,225 $
1t5,457

4-4
24-24
90-90
L4-t4

L27,372
102,353
L7,@7
8,9L2

373 s 306,973 s
845 107,0ss

127,376
L02,377

L7,697
8,926

S 1"78G $ 2,763 S 4,549 $ 706,50!, S 711,058 S

s s307,346
707,901,

L22
230

251
615

s s

1

7,473 7,503

11314
11 20 31

100 1 101
30-30

130,333
82,059
74,982

130,347
82,100
15,083

s 1,00s s Ese s 1,3es 5 64&88s $ 5s0,280 5 1
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Loans are considered impaired and placed on nonaccrualstatus when, based on current information and
events, it is probable the Company will be unable to collect all amounts due in accordance with the original
contractual terms of the loan agreement. Loans may be placed on impaired and nonaccrual status
regardlessofwhetherornotsuchloansareconsideredpastdue. Ananalysisof impairedandnonaccrual
loans, segregated by class of loans, as of December 37,2016 and 2015 is as follows (dollars in thousands):

December 3L,?OLG

Real estate:
Commercial
Residential
Land development,

vacant land, and
other construction

Commercia I

Cons u mer
Other

December 31,2015

Real estate:
Commercial
Residential
Land development,

vacant land, and

other constructi on
Commercial
Cons umer
Other

4,793
43

51
29
54

Recorded
I nvestment

With No

Al I owa nce

$ 10,565
2,650

63
15

5 13,293 S

Recorded
I nvestment

with
Allowa nce

s s

S:ozS

Total
Recorded

I nvestment
and Unpaid

Balance

10,565
2,550

9,789
2,483

Rel ated
Al I owa nce

Average
Recorded

lnvestment

s

s ar s

5 to,L77
2,567

10,550
L,862

6,297
250

78

63
4L

0

2,453

25s13,319srS s 15,281

57
27

1626

27
16
29

s 9,427
2,483

4,844
72
54

5 75,746 S 4% S 77,242 S 103 5 ___19,On_

During the years ended December 31, 2016 and 20L5, the Company recognized no interest income on
impaired and nonaccrual loans.

The Company's loan portfolio includes loans totaling SfO.S million and S9.3 million at Decembe r 3L,2OLG
and 2015, respectively, that have been modified in a troubled debt restructuring ("TDR"), of which
Sg.t million are considered performing TDRs and 52.7 million are past due and on nonaccrual at
December 31, 2015 ($7.5 million are considered performing and $1.8 million are considered past due and
on nonaccrual in 2015) and mainly consist of other construction, land development, and other land loans.
There are nospecific reserves related tothese loans at December 31-,2OLG and 2015. These loans are
generally modified by allowing the borrower concessions that delay the payment of principal or interest
beyond contractual requirements, but not the forgiveness of either principal or interest.
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The Bank has evaluated any possible impairment loss on such loans consistent with its accounting for
impaired loans and recognized such loss through a charge-off to the allowance for loan loss account.

Changes in the allowance for loan losses, by portfolio segment, for the years ended December 3L,2Ot6
and 2015 were as follows (dollars in thousands):

La nd

Deve lopment,
Vacant Land,

Commercial Residential and Other
Real Estate Real Estate Construction Commercial Consumer Other Total

Year Ended December 31, 2015

BalanceatbeginningofyearS4,566$1,586S1,996S1,065$439S11$9,761

Provision (credit) for loa n

I osses (6)(223)

(2)
L2

(7s) (101)

(31)

6

237

(e3l
131

L7t

(2oo)
8810

(327)

247
Cha rgeoffs
Recoveries

Net (cha rgeoffs ) recoveries

Balance at end ofyear

Allocation:
lndividua I ly eva I uated

for impairment
Collectively evaluated

for impairment

Year Ended December 31, 2015

Balance at beginningofyear S

Provision (credit) for loa n
I os ses

Cha rge-offs
Recove ries

Net (cha rge-offs) recoveries

Balance at end ofyear

Allocation:
I ndividua I ly eva I uated

for impairment
Collectively eva luated

for impairment

S 4,3s3 $ 1,517 S

10 10 (2s) 38 (112) (80)

s___13s3 s_1,617_s 1,870 s 1,340 s 4sE s s $ s,583

ss $ s

1,870 $

Developme nt,
Va ca nt La nd,

and Other
Constructi on

16s

1,324 s

-SS15

4e8$ s$ 9,667

Commercia I

Rea I Estate
Residentia I

Real Estate Commercial Consumer Other Total

4,801 S 1,461 S 2,966 5 1,008 5 378 S t3 Sto,627

(3e3)

(31)
189

77L (e73)

(s8)
61

29L 1s5 (21 (7s0)

(s7s)
46L

(318) (168)
a4 73

r.s8 s4 3 234) (9s) - (114)

S +,s6e S 1,686 S 1,996 S 1,06s S +ag S 11 5 e,763

s rr5 s 27 s 16s 2es - s 103

s 4,s3s s 1,686 s 1,969 s 1,049 5 410 s 11 s e,660

54

During the year ended December 37,2076, the Company did not implement any significant changes to
its allowance for loan loss methodology.
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The Company's recorded investment in loans as of December 31, 2015 and 2015 related to each balance

in the allowance for loan losses by portfolio segment and disaggregated on the basis of the Company's

impairment methodology was as follows:

Commercial
Rea I Estate

Land

Development.
Vacant Land,

Residential and Other
Real Estate Construction Commercial Consumer Other Total

g 1o,s6sg 2,6s0$ sa$ 41S $ S13,3re

328,660 tt2,807 127,3L3 tO2,375 L7,697 8,926 697,739

s 339,225 s 11s,4s7 3 127,376 $ tO2,377 $ t7,697 $ 8,926 $ Zrr,OSe

Years Ended December 31, 2015

Loa ns individua lly eva luated
for impairment

Loa ns collectively eva I uated
for impairment

Endi ng ba la nce

Years Ended December 31, 2015

Loans individually eva luated
for impairment

Loa ns col lectively era luated
for impairment

Ending balance

Commercial
RealBtate

La nd

Development.
Vacant Land,

Residential and Other
Real Estate Construction Commercial Consumer Other Total

s 9,789 s 2,483 s C,Aqq 5 72 5 Sa s - s t7,242

297,557 105,418 125,503 82,028 t5,O29 7,503 633,038

s _3o7 345_ s lg7,sgl_ 5 _1!-9,3ry_ s _92,199_ s _1s,9!l_ s _7,s03_ 5 _6s02!g_
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6. Premises and Equipment

Components of premises and equipment included in the consolidated balance sheets were as follows
(dollars in thousands):

De ce m be r 3l-,

2016 20L5

Land
Equipment and furniture
Building
Building improvements
Lease hold i mprove me nts
Computer software
Construction i n progress

Year ending December 3L,

20L7
2078
20L9
2020

$ 2t,426
t3,L27
y,2lL
2,728
1,o22
2,236

979

S t8,zo+
L2,644
31,390
2,569
1,o22
L,887

82

75,729
23,ml

58,397
27,674Less accumulated depreciation

5 52,728 5 46,783

Depreciation expense for the years ended December 31, 2016 and 2015 totaled 51.9 and

SZ.t million respectively.

The Company has several noncancellable lease agreements in effect at December 3L, 2076 and 2015
pertainingto Company premises. The operating leases varyfrom a one-yearterm to a five-yearterm with
an option for additional years.

ln2Ot2, the Bank also entered into additional lease agreements that included its wholly owned subsidiary,
Falcon Outdoor Advertising, lnc. These lease agreements were obtained for the sole purpose of erecting,
placing, and maintaining outdoor advertising sign structures on specified premises. The initial terms of
the leases are five years, and each automatically renews for successive like terms unless terminated.

The future minimum rental commitments under these leases are as follows (dollars in thousands):

s 2s6
247

25
26

$ seg

Rental expense for the years ended December 31, 2OLG and 201,5 totaled S:gZ and

$405 thousand, respectively.
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7. Deposits

The aggregate amount of certificates of deposit ("CDs") in denominations of 5250 thousand or more was

approximately S171 million at Decembe r 37,2016.

At December 37,2076, the scheduled maturities of CDs are as follows (dollars in thousands)

Year ending December 31,

2077
20t8
20t9
2020
202L

Year ending December 31,
20L7
2018
20L9
2020
202L
The re afte r

s 343,020
15,841
3,567

20L
669

$ 3G3,298

lncluded in total deposits on the consolidated balance sheets are 5285.5 million and 52+5.9 million of
foreign deposits at December 3t,2Ot6 and 2015, respectively.

At Decembe r 31,2016, the Bank held deposits for one customer totaling 51,64.7 million, or approximately
L6.8o/oof totaldeposits (5140.7 million, or16.40/o of totaldeposits in 2015).

8. Federal Home Loan Bank Borrowings

The Bank executed fixed rate long-term borrowings with the Federal Home Loan Bank ("FHLB") of Dallas.

Advances are received pursuant to a collateral pledge and security agreements giving FHLB a lien in
certain of the Bank's loans, including 1-4 family mortBage loans; multifamily mortgage loans; home equity
loans; and other commercial real estate loans with a carrying value of approximately S41.5 million at
December 3l,2Ot5 (SS1.S million in 2015). Repayments in 2015 and 2015 totaled $752thousand and

53.7 million, respectively.

FHLB borrowings totaled S+.0 million at Decembe r 3t,2016 (S4.7 million in 2015). Advances on the debt
were made with varying terms at rates ranging from 1.32% to 3.85%.

The contractual maturities of FHLB borrowings are as follows (dollars in thousands)

s 702
698
667
288
762

t,4il
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At December37,2Ot6,the Bank had been issued $tSO million in standby letters of creditfrom FHLB (S147

million in 2015). These letters of credit expire in varying amounts during 2015, There were no funds
advanced on these letters of credit during 201,5 and 2015. The letters of credit are secured by the same

collateral as the long-term borrowings indicated above.

9. Junior Subordinated Debentures

On March 28, 2OO3, the Company established the Falcon Capital Trust I ("Trust l") with capital of

5310thousand. Trust I issued StO.O million in Floating Capitalsecurities ("Trust Preferred Securities")to
private market investors. The Trust Preferred Securities bear interest at a floating rate equalto the three-
month LIBOR plus 3.25% at December3L,2016. TheTrust Preferred Securities mature and are payable

on April24,2033.

On May 23, 2OO5, the Company established the Falcon Capital Trust ll ("Trust ll") with capital of
S155 thousand. Trust ll issued SS.O million in Trust Preferred Securities to private market investors. The
Trust Preferred Securities bear interest at a floating rate equal to the three-month LIBOR plus L30% at
December 31., 20L5. The Trust Preferred Securities mature and are payable on August 23,2035.

On April 25,2OO7, the Company established the Falcon CapitalTrust lll ("Trust lll")with capital of 5186

thousand. Trust lll issued S5.O million in Trust Preferred Securities to private investors. The Trust

Preferred Securities bear interest at a floating rate equalto the three-month LIBOR plus L.75%. The Trust

Preferred Securities were schedule to mature on July t,2037, but were redeemed on August 14,20L5,
see below.

The Company issued the Trust Preferred Securities as a method of increasing regulatory capital. Trust

Preferred Securities are includable in regulatory capital, with certain limitations.

The Company entered into guarantee agreements to pay in full investors of the Trust Preferred Securities.

ln connection with the transactions, the Company issued Floating Rate Junior Subordinated Deferrable

lnterest Debentures ("Debentures") to Trust I for 510.3 million, to Trust ll for S5.1 million, and to Trust lll
for Se.Z million with interest and maturity terms identical to the Trust Preferred Securities.

The Company incurred issuance costs of 5300 thousand for Trust I and 5155 thousand for Trust ll, which

have been capitalized and are being amortized over the term of the Trust Preferred Securities. There

were no issuance costs related to Trust lll.

On August 14,2OL5, the Company bought back all the capital and common securities of Trust lll from the
holder of the securities for S+ million which reflected an approximate 35% discount from the redemption
price of the securities. This transaction resulted in a gain of $Z.O million which is reflected in the
consolidated statements of income. The Company also retired the related Debentures totaling $5.2
million.

ln accordance with the ASC, the Trusts are not consolidated in the accompanying consolidated financial

statements. lnstead, the investments in the Trust are included in "prepaid expenses and other assets"
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and the Debentures are shown as "iunior subordinated debentures" on the consolidated balances sheets.

lnterest expense on the Debentures is reported in the consolidated statements of income.

10. Federal lncome Taxes

The provision (benefit) for federal income taxes consists of and represents the tax effect of the following
(dollars in thousands):

Years Ended
December 31,

2016 2015

Currently paid or payable
Deferred income tax expense

Computed at the expected statutory rate of 4o/o

Effect of tax-exempt income
lnterest and other nondeductible expenses
Other

S 5,480
162

$ s,282
118

S 5,642 S 5,400

The provision (benefit) for federal income tax differs from the amount which would be provided by

applying the statutory federal income tax rates as indicated in the following analysis (dollars in thousands):

Years Ended
December 31,

2016 2015

S 5,815
(2221

76

l27l

S 5,616
(2321

80
(n)

5 5,U2 S 5,400

Cash paid for federal income taxes was SS.e million for the year ended December 31.,2OtG ($4.9 million
for 2015).
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Management believes it is more likely than not the full tax benefit of deferred tax assets will be realized;

therefore no valuation allowance was and considered necessary at December 3L,20L6 and 2015. The tax
effects of temporary differences that give rise to the significant portions of deferred tax assets and

deferred tax liabilities are presented below (dollars in thousands):

December 31,

2015 2015

Deferred tax assets related to:
Allowance for loan losses
Nonaccrual loan interest
Foreclosed assets
Net unreal ized depreciation

on securities available for sale

Total deferred tax assets

Deferred tax liabilities related to:
Depreciation
FHLB stock
Net unrealized appreciation on securities

available for sale
Prepaid expenses
Deferred gain on sale of other real estate
Other

s 12ss
t78
217

427

4,117

(1,235)
(16)

3,918

(L,29t)
(1s)

3,320
235
352

s

(211)
(s68)

(2s)

(4s)
(205)
(s58)

(40)

Total deferred tax liabilities (2,055) (2,L55

Net deferred tax asset s 2,62 s 1,753

11. Off-Balance Sheet Activities

Credit-Reloted Finonciol lnstu ments
The Company is a party to credit-related financial instruments with off-balance sheet risk in the normal
course of business to meet the financing needs of its customers. These financial instruments include
commitments to extend credit, unfunded commitments under lines of credit, standby letters of credit,
and commercial letters of credit. Such commitments involve, to varying degrees, elements of credit and

interest rate risk in excess of the amount recognized in the consolidated balance sheets.

The Company's exposure to credit loss is represented by the contractual amount of these commitments.
The Company follows the same credit policies in making commitments as it does for on-balance sheet
instru ments.
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The following financial instruments, whose contract amounts represent credit risk, were outstanding (dollars

in thousands):

Contract Amount

December 31,

2016 2015

Unfunded commitments under lines of credit
Unfunded commitments under credit card arrangements
Commitments to extend credit
Commercial and standby letters of credit

5 79,263
2,356

12,035
l,E4

S 45,311
2,355

23,188
L,233

Commitments to extend credit include commitments to lend under corporate lines of credit and 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 may expire without being drawn upon, the
total commitment amounts do not necessarily represent future cash requirements.

Unfunded commitments under lines of credit include revolving credit lines, straight credit lines, interim
construction loans, and overdraft protection agreements, which are commitments for possible future
extensions of credit to existing customers. These lines of credit may not be drawn upon to the total extent
to which the Company is committed.

To reduce credit risk related to the use of credit-related financial instruments, the Company might deem

it necessary to obtain collateral. The amount and nature of the collateral obtained are based on the
Company's credit evaluation of the customer. Collateral held varies but may include cash; securities;
accounts receivable; inventory; property, plant, and equipment; and real estate.

Commercial and standby letters of credit are conditional commitments issued by the Company to
guarantee the performance of a customer to a third party. Those letters of credit are primarily issued to
support public and private borrowing arrangements. Essentially all letters of credit issued have expiration
dates within one year. The credit risk involved in issuing letters of credit is essentially the same as that
involved in extending loan facilities to customers. The Company generally holds collateral supporting
those commitments if deemed necessary.
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L2. Related Party Transactions

ln the ordinary course of business, the Company has granted loans to principal officers and directors and

theiraffiliates. Annualactivityasof andfortheyearsendedDecember3T,20L6and2015consistedof
the following (dollars in thousands):

2016 2015

Beginning balance
New loans
Re payme nts

S 13,181
L,3Ll

(3,952)

S 13,363
2,382
(2,sil\

Ending balance S ro,sao $ 13,181

Deposits from related parties held by the Company totaled S7.2 and SZ.g million at December 31,,2OL6

and 2015, respectively.

13. Employee Benefits

The Company has a 401(k) plan (the "Plan") designed to benefit substantially all its employees. Annual
matching and profit sharing contributions are at the Company's discretion and are determined by the
BoardofDirectorseachyear. FortheyearendedDecember3T,z0tS,theCompany'sexpenseunderthe
plan was S94 thousand (Ses thousand in 20L5).

During 2004, the Company adopted a partially self-funded medical insurance plan for its full-time
employees that is administered by a third party. lncluded in accrued interest payable and other liabilities
isanaccrualof$8and$3SthousandatDecember3L,2Ot6and2015,respectively. During201-5,there
were premiums collected of S1.6 million (S1.7 million in 2015) and payments of 51.6 million (S1.7 million
in 2015). The Bank also has stop-loss insurance for additional coverage,

During 2014 and 2015, the Company purchased life insurance policies for certain officers in an effort to
offset benefit costs and obligations, including health insurance. These policies had an aggregate cash

surrender value of $tS.t million at December 3L,2OL6 (S15.6 million at 2015).

14. LegalContingencies

The Company is party to litigation arising in the normal course of business. Management, after
consultation with legal counsel, believes the liabilities, if any, arising from such litigation and claims will
not be materialto the Company's financial position.
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15. Capitaland Regulatory Matters

The Bank is subject to various regulatory capital requirements administered by the federal banking
agencies. Capital adequacy and prompt corrective action regulations involve quantitative measures of
assets, liabilities, and certain off-balance sheet items calculated under regulatory accounting practices.

Capital amounts and classifications are also subject to qualitative judgments by regulators about
component classification, risk weighting, and other factors.

The Basel lll capital rules became effective for the Bank on January 7,20L5, subject to a four-year phase-

in period. Quantitative measures established by the Basel lll capital rules to ensure capital adequacy
require the maintenance of minimum amounts and ratios (set forth in the table below) of Common Equity
Tier l Capital, Tier l Capital, and TotalCapitalto Risk-Weighted Assets, and of Tier l Capitalto Average

Assets. lnconnectionwiththeadoptionoftheBasellll capital rules,theBankelectedtoopt-outofthe
requirement to include most components of accumulated other comprehensive income in Common
Equity Tier l Capital.

Management believes, as of December 31, 2015 and 2015, that the Bank met all capital adequacy
requirements to which it is subject. As of December 31, 2015, the most recent notification from the
primary regulatory agency of the Bank categorized the Bank as well capitalized under the regulatory
framework for prompt corrective action.

The following table presents actual and required capital ratios as of December 31, 2016 for the Bank under
the Basel lll capital rules. The minimum required capital amounts present the minimum required levels
as of December 31, 2016 based on the phase-in of the Basel lll capital rules and the minimum required as

of January L,2Ot9 when the phase-in is complete. Capital levels to be considered wellcapitalized under
prompt corrective action regulations are also presented.

Minimum

Minimum Minimum Required

Required Required to be Well

Basel lll Basel lll Capitalized Under

Current Full Prompt Corrective

Actual Phase-ln Phase-ln Action Provisions

(Dollars inThousands)

December 31,2016

Common EquityTier 1 Capita I

to Risk-Weighted Assets

Tier 1 Capital to Risk-

Weighted Assets

Total Capital to Risk-

Weighted Assets

Tier 1 Capital to Average

Assets

Amount Ratio Amount Ratio Amount Ratio Amount Ratio

$120,1s8 L6.3% 537 ,ttr s.L% Ss1,s08 t .o% 547,829 6.s%

s120,1s8 16.3% $4A,74s 6.6% s62,s4s E.s% $s8,866 8.O%

Sr29,3Ez t7.6% $63,46s 8.6% Stl ,262 Lo.s% S73,s83 to.o%

s120,1s8 Lt3% s42,s43 4.O% $42,s43 4.O% $s3,17s s.o%
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The following table presents actual and required capital ratios as of December3L,2OL5 for the Bank under
regulatory capital rules then in effect:

Actua I

Minlmum

Required

Basel lll

Current

Phase-ln

Minimum

Required

Basel lll

Full

Phaseln

Minimum

Required

to be Well

Capitalized Under

Prompt Corrective

Actlon Provisions

Amount Ratio Amount Ratio Amount Ratio Amount Ratio

(Dollars in Thousands)

December31,2015

Common EquityTier 1 Capital

to Risk-Weighted Assets S111,095

Tier 1 Ca pita I to Risk-

Weighted Assets

Total Capital to Risk-

Weighted Assets

Tier 1 Ca pita I to AveraBe

Assets

15.4% s30,524 4.s% s47,482 7.O% s44,091 6.5/o

s111,09s 75.4% s40,699 6.OYo ss7,6s7 8,5/o 5s4,266 8.O%

5119,504 t7.6% 554,265 8.o/o 57!,224 Lo.Slo 567,832 10.0%

5111,095 !t.3yo 539,399 4.oyo 539,399 4.o/" 549,249 5.0%
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16. Fair Value of Financial lnstruments

The fair value of a financial instrument is the estimated amount at which assets or liabilities could be

exchanged in a currenttransaction between willing parties, otherthan in a forced liquidation. Fairvalue
is best determined based upon quoted market prices. However, in many instances, there are no quoted

market prices forthe Company's various financial instruments. ln cases where quoted market prices are

not available, fair value are based on estimates using present value or other valuation techniques. Those

techniques are significantly affected by the assumptions used, including the discount rate and estimates
of future cash flows. Accordingly, the fair value estimates may not be realized in an immediate settlement
of the instrument, The Financiol lnstruments topic of the ASC excludes certain financial instruments and

all nonfinancial instruments from its disclosure requirements. Accordingly, the aggregate fair value

amounts presented may not necessarily represent the underlying fair value of the Company.

The following methods and assumptions were used by the Company in estimating fair value disclosures

for financial instruments:

Carryinp amounts approximate fair values for the following instruments

Cash and due from banks
Federalfunds sold
lnterest-bearing time deposits in banks

Securities available for sale

Restricted investment secu rity
Accrued interest receivable
Accrued lnterest payable

Non interest-bea ri ng deposits
lnterest-bearing transactional and savings accounts
Federal Home Loan Bank borrowings
Junior su bordinated debentu res

Discounted cash flows using interest rates currently being offered on instruments with similar terms and
with similar credit quality:

Loans

Time deposits
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The estimated fair value of the Company's financial instruments is as follows (dollars in thousands):

December 31, 2015 December 31,2075

Carrying
Amount

Fair
Value

Carrying
Amount

Fair
Value

Financial Assets
Cash and due from banks
Federal funds sold
lnterest-beari ng time deposits i n banks
Securities available for sale
Restri cted i nvestme nt secu rity
Loans - net
Accrued i nte rest receivable

Financial Liabilities
Deposits:

Noni nterest-beari ng and
i nte rest-beari ng transactional
and savings accounts

Time deposits
Federal Home Loan Bank borrowings
Junior subordi nated de bentures
Accrued i nte rest payable

s 198,815
18,148
L5,735
94,854

671
7Ot,t75

2,116

S 198,816
18,148
15,735
%1,8il

671
70E.,34O

2,316

5 139,367
43,300

6,47L
il,872

557
w,517

1,,947

5 L39,367
43,300
6,47L

il,872
567

il4,ffi7
1,947

6L9,597
363,298

3,981
15,465

7LO

619,597
3il,lN

3,981
t5,65

7LO

522,266
335,286

4,734
15,465

665

522,266
335,07L

4,734
15,465

555

The fair value of off-balance sheet financial instruments is not considered significant at December 31,

2015 and 2015.

L7. Branch Acquisition

ln December 2015, the Company acquired certain assets and liabilities of two branches of another
financial institution. As a result of the acquisition, the Company received assets totaling approximately
SSZ.g million comprised primarily of 511.2 million in loans, S+.+ million of real and personal property at
fair value, and 541.6 million in cash. The Company assumed 5SZ.: million of liabilities primarily comprised
of S5T.2millionindeposits. TheCompanydidnotacquireanysignificantintangibleassetsasaresultof
this acquisition.
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