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Independent Auditor’s Report 
 
 
To the Board of Directors 
Falcon Bancshares, Inc. and Subsidiary 
 
 
Report on the Financial Statements 
We have audited the accompanying consolidated financial statements of Falcon Bancshares Inc. and 
Subsidiary, which comprise the consolidated balance sheets as of December 31, 2017 and 2016; the 
related consolidated statements of income, comprehensive income, changes in stockholders’ equity, and 
cash flows for the years then ended; and the related notes to the consolidated financial statements. 
 
Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated financial 
statements in accordance with accounting principles generally accepted in the United States of America; 
this includes the design, implementation and maintenance of internal control relevant to the preparation 
and fair presentation of 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 
audits. We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the consolidated financial statements are free 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 auditor’s judgment, 
including the assessment of the risks of material misstatement of the consolidated financial statements, 
whether due to fraud or error. In making those risk assessments, the auditor considers internal control 
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order 
to design audit procedures that are appropriate in the circumstances. An audit also includes evaluating 
the appropriateness of accounting policies used and the reasonableness of significant accounting 
estimates made by management, as well as evaluating the overall presentation of the consolidated 
financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 
 
Opinion 
In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Falcon Bancshares, Inc. and Subsidiary as of December 31, 2017 and 
2016, and the results of their operations and their cash flows for the years then ended in accordance with 
accounting principles generally accepted in the United States of America. 
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Other Matter 
We have also audited, in accordance with auditing standards generally accepted in the United States of 
America, Falcon Bancshares, Inc. and Subsidiary’s internal control over financial reporting, as of 
December 31, 2017, based on criteria established in Internal Control—Integrated Framework issued by 
the Committee of Sponsoring Organizations of the Treadway Commission in 2013, and our report dated 
April 23, 2018, expressed an unqualified opinion on the effectiveness of Falcon Bancshares, Inc. and 
Subsidiary’s internal control over financial reporting.  

 
San Antonio, Texas 
April 23, 2018 
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2017 2016
Assets
Cash and due from banks $ 120,553 $ 198,816
Federal funds sold 9,545 18,148

Cash and cash equivalents 130,098 216,964

Interest-bearing time deposits in banks 11,495            15,735       
Securities available for sale 102,359         94,864       
Restricted investment security 679                 671             
Loans – net of allowance for loan losses

of $10,019 ($9,683 in 2016) 791,619 701,375
Bank premises and equipment – net 52,247 52,728
Accrued interest receivable 2,659              2,316         
Foreclosed assets – net 8,659 6,411
Cash surrender value of l ife insurance 16,575            16,085       
Prepaid expenses and other assets 2,432              2,201
Deferred tax asset 1,227 2,062

Total assets $ 1,120,049 $ 1,111,412

Liabilities
Deposits:

Noninterest-bearing $ 226,661 $ 145,157
Interest-bearing 757,390 837,738

Total deposits 984,051 982,895

Federal Home Loan Bank borrowings 3,215 3,981
Junior subordinated debentures 15,465            15,465       
Accrued interest payable and other l iabilities 2,757 4,292

Total l iabil ities 1,005,489 1,006,633

Commitments and contingencies 

Stockholders’ Equity
Common stock – $0.05 par value; 4,000,000 shares authorized;

2,761,877 shares issued; 2,755,349 shares outstanding 138 138
(2,757,156 shares outstanding in 2016)

Surplus 8,368 8,340
Retained earnings 107,478 97,250
Accumulated other comprehensive loss (1,191) (792)
Treasury stock – at cost (6,528 shares in 2017; 4,721 in 2016) (233) (157)           

Total stockholders’ equity 114,560 104,779

Total liabilities and stockholders’ equity $ 1,120,049 $ 1,111,412
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2017 2016

Interest income:
Loans – including fees $ 40,704 $ 35,625
Securities available for sale 2,093 1,301
Federal funds sold 177 163
Interest-bearing time deposits in banks 2,010 1,157
Other 19 17

Total interest income 45,003 38,263

Interest expense:
Deposits 4,195 3,867
Federal Home Loan Bank borrowings 63 77
Junior subordinated debentures 625 549

Total interest expense 4,883 4,493

Net interest income 40,120 33,769

Provision for loan losses -            -             

Net interest income after provision for loan losses 40,120 33,769

Noninterest income:
Service charges, fees, and rental income 11,490 10,119
Net realized (losses) gains on sales of securities available for sale,

foreclosed assets, and other assets (17) 2,973

Total noninterest income 11,473 13,092

Noninterest expense:
Salaries and employee benefits 17,643 15,832
Occupancy and equipment expenses 5,786 5,273
Other operating expenses 9,263 8,653

Total noninterest expense 32,692 29,758

Income before income taxes 18,901 17,104

Income tax expense 6,797 5,642

Net income $ 12,104 $ 11,461
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2017 2016

Net income $ 12,104 $ 11,461

Other items of comprehensive income:
Unrealized holding Loss on

securities available for sale (289)     (1,352)

Total other items of comprehensive income (289) (1,352)

Comprehensive income before income tax expense (benefit) 11,815 10,109

Income tax benefit related to other items of
comprehensive income (86) (471)

Comprehensive income after income tax benefit $ 11,901 $ 10,580
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Accumulated
Other 

Common Retained Comprehensive Treasury
Stock Surplus Earnings Income Stock Total

Balance at December 31, 2015 138 8,269 87,879 88 (30)        96,344

Net income – year ended
December 31, 2016 -         -        11,461 -                    -           11,461

Purchase of treasury stock -         -        -           -                    (623) (623)

Treasury stock sold -         71       -           -                    496 567

Cash dividends declared -         -        (2,090)   -                    -             (2,090)

Change in other comprehensive
income – net of tax -         -        -           (880) -           (880)

Balance at December 31, 2016 138 8,340 97,250 (792) (157) 104,779

Net income – year ended
December 31, 2017 -         -        12,104 -                    -           12,104

Purchase of treasury stock -         -        -           -                    (285)      (285)       

Treasury stock sold -         28       -           -                    209       237        

Cash dividends declared -         -        (2,072) -                    -           (2,072)   

Reclassificaition due to tax
rate change 196 (196)                -           

Change in other comprehensive
income – net of tax -         -        (203) -           (203)

Balance at December 31, 2017 $ 138 $ 8,368 $ 107,478 $ (1,191) $ (233) $ 114,560
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2017 2016

Cash Flows From Operating Activities
Net income $ 12,104 $ 11,461
Adjustments to reconcile net income to net

cash provided by operating activities:
Depreciation 2,078 1,885
Loss (Gain) on sale of bank premises and equipment 39 (699)
Net amortization of securities 483               486            
Net realized gains on sales of securities available for sale, 

other assets, and foreclosed assets (22) (2,273)
Deferred income tax expense 793               162            
Increase in cash surrender value of life insurance (490)              (519)           
Net change in:

Accrued interest receivable (343) (340)
Prepaid  expenses and other assets (35) 1,137
Accrued interest payable and other liabilities (1,603) 3,008

Net cash provided by operating activities 13,004 14,308

Cash Flows From Investing Activities
Net change in:

Loans (93,425) (48,562)
Interest-bearing time deposits in banks 4,240 (9,264)

Proceeds from sales of securities available for sale 6,395 0
Recoveries of loans previously charged off 553 247
Proceeds from payments and maturities of investment securities 194,783 178,007
Purchases of investment securities (209,425) (209,841)
Capital expenditures (1,899) (5,456)
Proceeds from sales of bank premises and equipment and 

other assets 263 2,714
Net settlement related to branch acquisition 0 41,634
Proceeds from sales of foreclosed assets 374 5,261

Net cash used in investing activities (98,141) (45,260)

Cash Flows From Financing Activities
Net change in deposits 1,157 68,148
Purchase of treasury stock (285) (623)
Sale of treasury stock 237 567
Repayment on Federal Home Loan Bank borrowings (766) (753)
Cash dividends paid (2,072) (2,090)

Net cash (used in) provided by financing activities (1,729) 65,249

Net (decrease) increase in cash and cash equivalents (86,866) 34,297

Cash and cash equivalents at beginning of year 216,964 182,667

Cash and cash equivalents at end of year $ 130,098 $ 216,964

Interest paid $ 4,838 $ 4,339

Foreclosed assets financed by the Bank $ 705 $ 3,295

Other real estate acquired by foreclosure on loans $ 3,311 $ 1,949

Schedules of Other Cash Flow Information

Schedules of Noncash Activities

 

 

Addendum A to 
Webb County Banking Services Primary Depository Contract with Falcon International Bank



1. Summary of Significant Accounting Policies 
 
Consolidation 
The consolidated financial statements include the accounts of Falcon Bancshares, Inc., its wholly owned 
subsidiary, Falcon International Bank (the “Bank”), and the Bank’s wholly owned subsidiaries, Falconsure, 
Inc. and Falcon Outdoor Advertising, Inc. (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.  Its 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 at the date of 
the financial statements and the reported amounts of revenues and expenses during the reporting period.  
Actual results could differ from those estimates.  Material estimates that are particularly susceptible to 
significant change in the near term relate to the determination of the allowance for loan losses and the 
valuation of foreclosed assets.   
 
New and Recently Issued Accounting Standards 
Accounting Standards Update (“ASU”) No. 2014‐09, Revenue From Contracts With Customers – ASU 
No. 2014‐09 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 for those 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. 2016-01, Financial Instruments- Recognition and Measurement of Financial Assets and 
Liabilities- ASU No. 2016-01 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. It 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. It 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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entities. The provisions of ASU No. 2016-01 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 2016-02, Leases - The guidance in this ASU supersedes the leasing guidance in Topic 840, 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 fiscal years 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, Financial Instruments—Credit Losses: Measurement of Credit Losses on Financial 
Instruments.  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 at the net amount 
expected to be collected, through an allowance for credit losses that are expected to occur over the 
remaining life of the asset, rather than 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 
15, 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. 
 
Significant Group Concentrations 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 securities 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 69%  and 66% of the total loan portfolio as December 31, 2017 and 
2016, respectively. 
 
Securities 
Debt securities that management has the positive intent and ability to hold to maturity are classified as 
“held to maturity” and recorded at amortized cost.  Securities not classified as held to maturity or trading, 
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 31, 2017 and 2016, the Company had no 
securities classified as trading securities or held to maturity. 
 
Purchase premiums and discounts are recognized in interest income using the interest method over the 
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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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.  In 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 (4) 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 sell the security before its anticipated recovery. 
 
Restricted Investment Security 
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. 
 
 
Loans 
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 general economic 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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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.  Interest 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 and/or 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 
charged off no later than 120 days past due.  In all cases, loans are placed on nonaccrual status or charged 
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 contractual terms of the loan agreement.  Factors considered by management in determining 
impairment include payment status, collateral value, and the probability of collecting scheduled principal 
and interest payments when due.  Loans that experience insignificant payment delays and payment 
shortfalls generally are not classified as impaired.  Management determines the significance of payment 
delays and payment shortfalls on a case-by-case basis, taking into consideration all circumstances 
surrounding the loan and the borrower, including the length of the delay, the reasons for the delay, the 
borrower’s prior payment record, and the amount of shortfall in relation to the principal and interest owed.  
Impairment 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. 
 
In situations related to a borrower’s financial difficulties, the Company may grant a concession to the 
borrower for other than an insignificant period of time that would not otherwise be considered.  In such 
instances, the loan will be classified as a troubled debt restructuring.  These concessions may include 
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interest rate reductions, payment forbearance, or other actions intended to minimize the economic loss 
and avoid foreclosure of the collateral.  In 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. 
 
Allowance 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”), Receivables, 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 general valuation 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 and 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 over the 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. 
 
 

 

Addendum A to 
Webb County Banking Services Primary Depository Contract with Falcon International Bank



Income 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 
or settled.  The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income 
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 all the deferred tax assets will not be realized. 
 
The Company is subject to the Texas gross margin tax. 
 
Off-Balance Sheet Credit-Related Financial Instruments 
In 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 
financial statements when they are funded or related fees are incurred or received. 
 
 
Cash and Cash 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. 
 
Interest-Bearing Time Deposits in Banks 
Interest-bearing time deposits in banks are carried at cost and mature in 2018. 
 
Comprehensive Income  
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 20, 2018, the date the consolidated financial 
statements were available to be issued. 
 
Reclassifications 
Certain amounts have been reclassified from prior presentation at December 31, 2016 to conform to 
classifications at December 31, 2017.  There is no effect on previously reported net income or retained 
earnings. 
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2. Fair Value Measurements 
 
The Company follows the provisions of the ASC, Fair Value Measurements and 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 rollforward information; (3) use of a “class” basis rather than a major 
category basis for assets and liabilities; and (4) 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 principal or most advantageous market for the 
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 
observable 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 instruments. 
 
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 Available 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.  If quoted market prices are not available, then fair values 
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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 agency 
securities, corporate debt securities, and certain derivatives.  In certain cases where there is limited 
activity or less transparency 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, 2017 and 2016, segregated by level within the fair value 
measurement hierarchy (dollars in thousands): 
 

Total Fair Value
Measurement at

December 31,
2017 Level 1 Level 2 Level 3

Assets:
United States government 

agency securities $ 10,081 $ -         $ 10,081 $ -       
Mortgage-backed securities 80,986 -         80,986 -       
Other equity investments 11,292 11,292 -         -       

$ 102,359 $ 11,292 $ 91,067 $ -       

Total Fair Value
Measurement at

December 31,
2016 Level 1 Level 2 Level 3

Assets:
United States government 

agency securities $ 10,100 $ -         $ 10,100 $ -       
Mortgage-backed securities 73,515 -         73,515 -       
Other equity investments 11,249 11,249 -         -       

$ 94,864 $ 11,249 $ 83,615 $ -       

 
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 
less the cost of disposal upon transfer of the loans to foreclosed assets.  Fair value is generally based upon 
independent market prices or appraised values of the collateral.  
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Impaired Loans  
The specific reserves for collateral-dependent impaired loans are determined based on the fair value of 
collateral method in accordance with ASC Topic 310. Under the fair value of collateral method, the specific 
reserve is equal to the difference between the carrying value of the loan and the fair value of the collateral, 
less estimated selling costs. When a specific reserve is required for an impaired loan, the impaired loan is 
essentially measured at fair value. The fair value of collateral was determined based on appraisals, with 
further adjustments made to the appraised values due to various factors, including the age of the 
appraisal, age of comparables included in the appraisal, and known changes in the market and in the 
collateral. The resulting fair value measurement is disclosed in the nonrecurring hierarchy table. Where 
adjustments made to appraisals are based on assumptions not observable in the marketplace and where 
estimates of fair values used for other collateral supporting commercial loans are based on assumptions 
not observable in the marketplace, such valuations have been classified as Level 3. 
 
The following table summarizes assets with fair value changes during the years ended December 31, 2017 
and 2016 that are measured at fair value by class on a nonrecurring basis, as follows (dollars in thousands): 
 

Total Fair Value
Measurement at

December 31,
2017 Level 1 Level 2 Level 3

Assets:
Foreclosed assets 2,052 2,052     

Impaired loans $ 6                            $ -       $ -       $ 6             

Total Fair Value
Measurement at

December 31,
2016 Level 1 Level 2 Level 3

Assets:
Foreclosed assets 1,208 1,208     

Impaired loans $ 10                          $ -       $ -       $ 10           

 
 
Write-downs during the year ended December 31, 2017 related to the above foreclosed assets totaled   
$81 and are included in other operating expenses in the consolidated statements of income 
($144 thousand in 2016). 
 
3. Restrictions on Cash and Amounts Due From Banks 
 
The Company is required to maintain average balances on hand or with the Federal Reserve Bank.  At 
December 31, 2017 and 2016, these reserve balances totaled $34 and $33.9 million, respectively. 
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4. Investment Securities 
 
The amortized cost and fair value of securities, with gross unrealized gains and losses, were as follows 
(dollars in thousands): 
 

Gross Gross Approximate
Amortized Unreal ized Unreal ized Fair

Cost Gains Losses Value

Securities Available for Sale at
December 31, 2017

United States  government
agency securi ties $ 10,000 $ 81 $ -                $ 10,081

Mortgage-backed securi ties 82,367 3 1,384        80,986

Total  debt securi ties 92,367 84 1,384 91,067

Other equity investments 11,500 26 234 11,292

$ 103,867 $ 110 $ 1,618 $ 102,359
 

 
 

Gross Gross Approximate
Amortized Unreal ized Unreal ized Fair

Cost Gains Losses Value

Securities Available for Sale at
December 31, 2016

United States  government
agency securi ties $ 10,000 $ 100 $ -                $ 10,100

Mortgage-backed securi ties 74,583 8 1,076        73,515

Total  debt securi ties 84,583 108 1,076 83,615

Other equity investments 11,500 18 269 11,249

$ 96,083 $ 126 $ 1,345 $ 94,864
 

 
Investment securities carried at $72.3 and $73.5 million at December 31, 2017 and 2016, respectively, 
were pledged to secure public funds and for other purposes required or permitted by law. 
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The fair value of debt securities by contractual maturity at December 31, 2017 were as follows (dollars in 
thousands): 

Amortized Fair
Cost Value

Securities available for sale:
Within one year $ -                $ -             
After one year through five years 10,000 10,081
After five years through ten years -                -             

10,000 10,081
Mortgage-backed securities 82,367 80,986

$ 92,367 $ 91,067

 
For the year ended December 31, 2017 there were sales of securities of $6.4 million ($0 in 2016).  Gross 
realized gains amounted to $28 thousand for December 31, 2017 ($0 in 2016).   
 
Information pertaining to securities with gross unrealized losses at December 31, 2017 and 2016, 
aggregated by investment category and length of time that individual securities have been in a continuous 
loss position, are as follows (dollars in thousands): 
 

Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses

Securities Available for Sale
at December 31, 2017

United States government 
agency securities $ -         $ -              $ -                $ -                $ -           $ -                

Mortgage-backed securites 30,774 545 46,774 839 77,548 1,384
Other equity investments -         -              8,766 234          8,766 234

$ 30,774 $ 545 $ 55,540 $ 1,073 $ 86,314 $ 1,618

Securities Available for Sale
at December 31, 2016

United States government 

agency securities $ -         $ -              $ -                $ -                $ -           $ -                

Mortgage-backed securites 50,416 892 16,052 184 66,468 1,076
Other equity investments 5,860  140          3,371 129 9,231 269

$ 56,276 $ 1,032 $ 19,423 $ 313          $ 75,699 $ 1,345

Less Than 12 Months 12 Months or More Total
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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 December 31, 2017 and 2016, the Company did not have any securities with other-than-
temporary impairment.   
 
5. Loans and Allowance for Loan Losses 
 
The components of loans in the consolidated balance sheets were as follows (dollars in thousands): 
 

2017 2016

Real estate:
Commercial $ 397,661 $ 339,225
Residential 111,338 115,457
Land development, vacant land,

and other construction 155,802 127,376
Commercial 107,792 102,377
Consumer 20,381 17,697
Other 8,664 8,926

801,638 711,058
Allowance for loan losses 10,019 9,683

$ 791,619 $ 701,375

December 31,

 
During the years ended December 31, 2017 and 2016, the Company purchased loans from other 
nonrelated banks totaling $40.6 million and $15.9 million, respectively.  During the years ended December 
31, 2017 and 2016, the Company did not 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.   
 

 Pass/Watch – 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. 
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 Substandard – 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.  

 
 
At December 31, 2017 and 2016, the Company’s loan portfolio risk grades by loan segment were as follows 
(dollars in thousands): 
 

Pass/ Total
Pass Watch Substandard Doubtful Loans

December 31, 2017

Real estate:
Commercial $ 383,905 $ 8,200 $ 5,556 $ -          $ 397,661
Residential 108,091 1,435 1,811 -          111,338
Land development, vacant land,

and other construction 154,877 816 109 -          155,802
Commercial 107,705 -         87 -          107,792
Consumer 20,369 -         13 -          20,381
Other 8,664 -         -                -          8,664

$ 783,611 $ 10,451 $ 7,576 $ -          $ 801,638

December 31, 2016

Real estate:
Commercial $ 321,631 $ 5,790 $ 11,804 $ -          $ 339,225
Residential 111,759 714 2,984 -          115,457
Land development, vacant land,

and other construction 125,951 1,343 82 -          127,376
Commercial 102,336 -           41 -          102,377
Consumer 17,679 -         18 -          17,697
Other 8,926 -         -                -          8,926

$ 688,282 $ 7,847 $ 14,929 $ -          $ 711,058
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An aged analysis of past-due loans, segregated by class of loans, as of December 31, 2017 and 2016 is as 
follows (dollars in thousands): 
 

Accruing
Loans Loans  90 or Total Loans  90 Days

30-89 Days More Days Past-Due Current Total or More
Past Due Past Due Loans Loans Loans Past Due

December 31, 2017

Real  estate:
Commercia l $ 910 $ 146 $ 1,056 $ 396,605 $ 397,661 $ -                   
Res identia l 811 263 1,074 110,264 111,338 -                   
Land development,

vacant land, and
other construction 154 -             154 155,648 155,802 -                   

Commercia l 70 -             70 107,722 107,792 -                   
Consumer 102 1               103 20,278 20,381 1                    
Other 21 1               22 8,642 8,664 1                    

$ 2,068 $ 411 $ 2,479 $ 799,159 $ 801,638 $ 2                    

December 31, 2016

Real  estate:
Commercia l $ 619 $ 2,061 $ 2,680 $ 336,545 $ 339,225 $ -                   
Res identia l 1,035 702 1,737 113,720 115,457 -                   
Land development,

vacant land, and
other construction 4 0 4 127,372 127,376 -                   

Commercia l 24 -               24 102,353 102,377 -                   
Consumer 90 0 90 17,607 17,697 -                   
Other 14 -               14 8,912 8,926 -                   

$ 1,786 $ 2,763 $ 4,549 $ 706,509 $ 711,058 $ -                 
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Loans are considered impaired and placed on nonaccrual status 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 
regardless of whether or not such loans are considered past due.  An analysis of impaired and nonaccrual 
loans, segregated by class of loans, as of December 31, 2017 and 2016 is as follows (dollars in thousands): 
 

Total
Recorded Recorded Recorded

Investment Investment Investment Average
With No With and Unpaid Related Recorded

Allowance Allowance Balance Allowance Investment

December 31, 2017

Real estate:
Commercial $ 7,168 $ -              $ 7,168 $ -            $ 8,867
Residential 2,196 -              2,196 -            2,423
Land development,

vacant land, and
other construction 25 -              25 -            44

Commercial -              21 21 15 31
Consumer -              -              0 -            -             
Other -              -              -               -            -             

$ 9,389 $ 21 $ 9,410 $ 15 $ 11,365

December 31, 2016

Real estate:
Commercial $ 10,565 $ 0 $ 10,565 $ 0 $ 10,177
Residential 2,650 -              2,650 -            2,567
Land development,

vacant land, and
other construction 63 0 63 0 2,453

Commercial 15 26 41 16 57
Consumer -              0 0 0 27
Other -              -              -               -            -             

$ 13,293 $ 26 $ 13,319 $ 16 $ 15,281
 

 
During the years ended December 31, 2017 and 2016, the Company recognized no interest income on 
impaired and nonaccrual loans. 
 
Included in the impaired loan table above are loans totaling $6.7 million and $10.8 million at December 
31, 2017 and 2016, respectively, that have been modified in a troubled debt restructuring (“TDR”), of 
which $5.8 million are considered performing TDRs and $851 thousand are past due and on nonaccrual at  
December 31, 2017 ($8.1 million are considered performing and $2.7 million are considered past due and 
on nonaccrual in 2016) and mainly consist of other construction, land development, and other land loans.  
There are no specific reserves related to these loans at December 31, 2017 and 2016.  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 31, 2017 
and 2016 were as follows (dollars in thousands): 

Land 
Development,
Vacant Land,

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

Year Ended December 31, 2017

Balance at beginning of year $ 4,353 $ 1,617 $ 1,870 $ 1,340 $ 498 $ 5 $ 9,683

Provision (credit) for loan
losses 977 (150) 494 (1,100) (218) (3) -              

Charge-offs -                       -                   -                           (4) (213) -     (217)
Recoveries 8 6 26 422 91 -     553

Net (charge-offs) recoveries 8 6 26 418 (122) -     336

Balance at end of year $ 5,338 $ 1,473 $ 2,390 $ 658 $ 158 $ 2 $ 10,019

Allocation:
Individually evaluated

for impairment $ -                    $ -                   $ -                        $ 15 $ -               $ -     $ 15
Collectively evaluated

for impairment $ 5,338 $ 1,473 $ 2,390 $ 643 $ 158 $ 2       $ 10,004  
Land 

Development,
Vacant Land,

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

Year Ended December 31, 2016

Balance at beginning of year $ 4,566 $ 1,686 $ 1,996 $ 1,065 $ 439 $ 11 $ 9,763

Provision (credit) for loan
losses (223) (79) (101) 237 171 (6) 0

Charge-offs (2)                    -                      (31)                     (93) (200) -     (327)
Recoveries 12 10 6 131 88 -     247

Net (charge-offs) recoveries 10 10 (25) 38 (112) -     (80)

Balance at end of year $ 4,353 $ 1,617 $ 1,870 $ 1,340 $ 498 $ 5 $ 9,683

Allocation:
Individually evaluated

for impairment $ 0 $ -                   $ 0 $ 16 $ 0 $ -     $ 16
Collectively evaluated

for impairment $ 4,353 $ 1,617 $ 1,870 $ 1,324 $ 498 $ 5 $ 9,667  
 
During the year ended December 31, 2017, 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, 2017 and 2016 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: 
 

Land

Development,

Vacant Land, 

Commercial Residential and Other

Real Estate Real Estate Construction Commercial Consumer Other Total

Years Ended December 31, 2017

Loans individually evaluated

for impairment $ 7,169 $ 2,196         $ 24                 $ 21 $ -              $ -         $ 9,410

Loans collectively evaluated

for impairment 390,492    109,141   155,778    107,771     20,382  8,664 792,228

       Ending balance $ 397,661 $ 111,337 $ 155,802 $ 107,792 $ 20,382 $ 8,664 $ 801,638

Land

Development,

Vacant Land, 

Commercial Residential and Other

Real Estate Real Estate Construction Commercial Consumer Other Total

Years Ended December 31, 2016

Loans individually evaluated

for impairment $ 10,565 $ 2,650         $ 63                 $ 41 $ -              $ -         $ 13,319

Loans collectively evaluated

for impairment 328,660    112,807   127,313    102,336     17,697  8,926 697,739

       Ending balance $ 339,225 $ 115,457 $ 127,376 $ 102,377 $ 17,697 $ 8,926 $ 711,058
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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): 
 

2017 2016

Land $ 21,426 $ 21,426
Equipment and furniture 13,826 13,127
Building 35,267 34,211
Building improvements 2,948 2,728
Leasehold improvements 1,022 1,022
Computer software 2,445 2,236
Construction in progress 176 979

77,110 75,729
Less accumulated depreciation 24,863 23,001

$ 52,247 $ 52,728

December 31,

 
Depreciation expense for the years ended December 31, 2017 and 2016 totaled $2.1 and  
$1.9 million respectively. 
 
The Company has several noncancellable lease agreements in effect at December 31, 2017 and 2016 
pertaining to Company premises.  The operating leases vary from a one-year term to a five-year term with 
an option for additional years.  
 
In 2012, the Bank also entered into additional lease agreements that included its wholly owned subsidiary, 
Falcon Outdoor Advertising, Inc.  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): 
 
Year ending December 31,

2018 $ 269
2019 38
2020 33
2021 32
2022 6

$ 378

 
Rental expense for the years ended December 31, 2017 and 2016 totaled $309 and 
$392 thousand, respectively.  
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7. Deposits 
 
The aggregate amount of certificates of deposit (“CDs”) in denominations of $250 thousand or more was 
approximately $174 million at December 31, 2017. 
 
At December 31, 2017, the scheduled maturities of CDs are as follows (dollars in thousands): 
 
Year ending December 31,

2018 $ 316,971
2019 18,066
2020 22,403
2021 768
2022 213

$ 358,421

 
Included in total deposits on the consolidated balance sheets are $297.5 million and $285.6 million of 
foreign deposits at December 31, 2017 and 2016, respectively. 
 
At December 31, 2017, the Bank held deposits for one customer totaling $139.2 million, or approximately 
14.1% of total deposits ($164.7 million, or 16.8% of total deposits in 2016). 
 
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 mortgage loans; multifamily mortgage loans; home equity 
loans; and other commercial real estate loans with a carrying value of approximately $31.9 million at 
December 31, 2017 ($41.5 million in 2016).  Repayments in 2017 and 2016 totaled $766 thousand and 
$752 thousand, respectively. 
 
FHLB borrowings totaled $3.2 million at December 31, 2017 ($4.0 million in 2016).  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): 
 
Year ending December 31,

2018 $ 633
2019 668
2020 288
2021 162
2022 1,464

$ 3,215
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At December 31, 2017, the Bank had been issued $137 million in standby letters of credit from FHLB ($160 
million in 2016).  These letters of credit expire in varying amounts during 2017.  There were no funds 
advanced on these letters of credit during 2017 and 2016.  The letters of credit are secured by the same 
collateral as the long-term borrowings indicated above. 
 
9. Junior Subordinated Debentures 
 
On March 28, 2003, the Company established the Falcon Capital Trust I (“Trust I”) with capital of  
$310 thousand.  Trust I issued $10.0 million in Floating Capital Securities (“Trust Preferred Securities”) to 
private market investors.  The Trust Preferred Securities bear interest at a floating rate equal to the three-
month LIBOR plus 3.25% at December 31, 2016.  The Trust Preferred Securities mature and are payable 
on April 24, 2033. 
 
On May 23, 2005, the Company established the Falcon Capital Trust II (“Trust II”) with capital of  
$155 thousand.  Trust II issued $5.0 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 1.90% at 
December 31, 2016.  The Trust Preferred Securities mature and are payable on August 23, 2035. 
 
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. 

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

Interest Debentures (“Debentures”) to Trust I for $10.3 million, to Trust II for $5.1 million, and to Trust III 

for $6.2 million with interest and maturity terms identical to the Trust Preferred Securities. 

The Company incurred issuance costs of $300 thousand for Trust I and $155 thousand for Trust II, which 

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

were no issuance costs related to Trust III. 

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

statements.  Instead, the investments in the Trust are included in “prepaid expenses and other assets” 

and the Debentures are shown as “junior subordinated debentures” on the consolidated balances sheets.  

Interest expense on the Debentures is reported in the consolidated statements of income. 
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10. Federal Income Taxes  
 
The provision (benefit) for federal income taxes consists of and represents the tax effect of the following 
(dollars in thousands): 
 

2017 2016

Currently paid or payable $ 6,004 $ 5,480
Deferred income tax expense 793 162

$ 6,797 $ 5,642

Years Ended
December 31,

 
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): 
 

2017 2016

Computed at the expected statutory rate of 34% $ 6,426 $ 5,815
Effect of tax-exempt income (214) (222)
Interest and other nondeductible expenses 89     76     
Effect of rate change 760   -      
Other (264) (27)

$ 6,797 $ 5,642

Years Ended
December 31,

 
 
Cash paid for federal income taxes was $6.3 million for the year ended December 31, 2017 ($5.6 million 
for 2016). 
 
As a result of the enactment of the Tax Cut and Jobs Act (TCJA) in December 2017, the Company revalued 
its deferred tax assets and liabilities arising from temporary differences and unrealized gains and losses 
on available for sale securities using the new corporate tax rate of 21% that takes effect on January 1, 
2018.  The effect of this revaluation was a one-time charge to income tax expense of $760 thousand for 
the year ended December 31, 2017. 
 
On February 14, 2018, ASU No. 2018-02 was issued, allowing for a one-time reclassification of certain 
deferred tax items that had been stranded in accumulated other comprehensive income or loss as a result 
of tax adjustments made in connection with the enactment of the TCJA.  The ASU allowed early adoption 
of its provisions for those companies which had not yet issued their 2017 financial statements.  
Accordingly, the Company early adopted its provisions and recorded a reclassification of $196 thousand 
which increased retained earnings and decreased accumulated other comprehensive loss as of December 
31, 2017.  
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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 31, 2017 and 2016. 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): 
 

2017 2016

Deferred tax assets related to:  
Allowance for loan losses $ 2,104 $ 3,295
Nonaccrual loan interest 126 178
Foreclosed assets 93 217
Net unrealized depreciation
     on securities available for sale 316     427      

Total deferred tax assets 2,639 4,117

Deferred tax liabilities related to:
Depreciation (857) (1,235)
FHLB stock 0 (16)
Net unrealized appreciation on securities

available for sale -          -           
Prepaid expenses (201) (211)
Deferred gain on sale of other real estate (350) (568)
Other (4)        (25)      

Total deferred tax liabilities (1,412) (2,055)

Net deferred tax asset $ 1,227 $ 2,062

December 31,

 
11. Off-Balance Sheet Activities 
 
Credit-Related Financial Instruments 
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 
instruments. 
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The following financial instruments, whose contract amounts represent credit risk, were outstanding (dollars 
in thousands): 
 

2017 2016

Unfunded commitments under lines of credit $ 75,184 $ 79,263
Unfunded commitments under credit card arrangements 2,033 2,356
Commitments to extend credit 14,317 12,035
Commercial and standby letters of credit 2,694  1,254  

December 31,

Contract Amount

 
 
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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12. Related Party Transactions 
 
In the ordinary course of business, the Company has granted loans to principal officers and directors and 
their affiliates.  Annual activity as of and for the years ended December 31, 2017 and 2016 consisted of 
the following (dollars in thousands): 
 

2017 2016

Beginning balance $ 10,540 $ 13,181
New loans 2,932 1,311
Repayments (2,724) (3,952)

Ending balance $ 10,748 $ 10,540

 
Deposits from related parties held by the Company totaled $11.3 and $7.2 million at December 31, 2017 
and 2016, 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 
Board of Directors each year.  For the year ended December 31, 2017, the Company’s expense under the 
plan was $113 thousand ($94 thousand in 2016). 
 
During 2004, the Company adopted a partially self-funded medical insurance plan for its full-time 
employees that is administered by a third party.  Included in accrued interest payable and other liabilities 
is an accrual of $4 and $8 thousand at December 31, 2017 and 2016, respectively.  During 2017, there 
were premiums collected of $1.8 million ($1.6 million in 2016) and payments of $1.8 million ($1.6 million 
in 2016).  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 $16.6 million at December 31, 2017 ($16.1 million at 2016). 
 
14. Legal Contingencies 
 
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 material to the Company’s financial position.  
 
15. Capital and Regulatory Matters 
 
The Company (on a consolidated basis) and FIB (individually) 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 
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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 III capital rules became effective for the Company and FIB on January 1, 2015, subject to a four-
year phase-in period.  Quantitative measures established by the Basel III capital rules to ensure capital 
adequacy require the maintenance of minimum amounts and ratios (set forth in the table below) of 
Common Equity Tier 1 Capital, Tier 1 Capital, and Total Capital to Risk-Weighted Assets, and of Tier 1 
Capital to Average Assets.  In connection with the adoption of the Basel III capital rules, the Company and  
FIB elected to opt-out of the requirement to include most components of accumulated other 
comprehensive income in Common Equity Tier 1 Capital. 
 
Management believes, as of December 31, 2017 and 2016, that the Company and FIB met all capital 
adequacy requirements to which it is subject.  As of December 31, 2017, 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, 2017 for the Company 
and FIB under the Basel III capital rules.  The minimum required capital amounts present the minimum 
required levels as of December 31, 2017 based on the phase-in of the Basel III capital rules and the 
minimum required as of January 1, 2019 when the phase-in is complete.  Capital levels to be considered 
well capitalized under prompt corrective action regulations are also presented. 

(Dollars in Thousands) Amount Ratio Amount Ratio Amount Ratio Amount Ratio

December 31, 2017
Common Equity Tier 1 Capital

to Risk-Weighted Assets
           Company $114,584 13.9% $47,805 5.8% $57,696 7.0% N/A N/A

     FIB $130,302 15.8% $47,383 5.8% $57,684 7.0% $53,564 6.5%

Tier 1 Capital to Risk-
Weighted Assets

           Company $129,584 15.7% $60,168 7.3% $70,059 8.5% N/A N/A
     FIB $130,302 15.8% $59,744 7.3% $70,045 8.5% $65,925 8.0%

Total Capital to Risk-
Weighted Assets

           Company $139,603 16.9% $76,653 9.3% $86,544 10.5% N/A N/A
     Bank $140,321 17.0% $76,225 9.3% $86,526 10.5% $82,406 10.0%

Tier 1 Capital to Average
Assets

           Company $129,584 11.6% $44,869 4.0% $44,869 4.0% N/A N/A
     FIB $130,302 11.6% $44,869 4.0% $44,869 4.0% $56,086 5.0%

Prompt Corrective

Actual Phase-In Phase-In Action Provisions

Current Full

Minimum

Minimum Required

to be Well

Capitalized UnderBasel III

Required

Basel III

Required

Minimum
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The following table presents actual and required capital ratios as of December 31, 2016 for the Bank under 
regulatory capital rules then in effect: 
 

(Dollars in Thousands) Amount Ratio Amount Ratio Amount Ratio Amount Ratio

December 31, 2016
Common Equity Tier 1 Capital

to Risk-Weighted Assets
           Company $105,320 14.3% $33,119 4.5% $51,518 7.0% N/A N/A

     FIB $120,158 16.3% $37,711 5.1% $51,508 7.0% $47,829 6.5%

Tier 1 Capital to Risk-
Weighted Assets

           Company $120,320 16.3% $44,158 6.0% $62,557 8.5% N/A N/A
     FIB $120,158 16.3% $48,749 6.6% $62,545 8.5% $58,866 8.0%

Total Capital to Risk-
Weighted Assets

           Company $129,526 17.6% $58,878 8.0% $77,277 10.5% N/A N/A
     FIB $129,362 17.6% $63,465 8.6% $77,262 10.5% $73,583 10.0%

Tier 1 Capital to Average
Assets

           Company $120,320 11.3% $42,575 4.0% $42,575 4.0% N/A N/A
     FIB $120,158 11.3% $42,543 4.0% $42,543 4.0% $53,179 5.0%

Capitalized Under

Prompt Corrective

Action Provisions

Basel III

Full

Phase-In Phase-In

Basel III

Current

Actual
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EXHIBIT “A” – ACCOUNT ANALYSIS SUMMARY REPORT – JANUARY OF 2019 
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EXHIBIT "B"
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Account 
Ending In: 

Interest 
Earned 

ACH 
Deposit 
Count

ACH Deposit 
Amount 

ACH 
PYMT 
Count 

ACH PYMT 
Amount

Analysis 
Charge 

Cashed 
Checks 
Count 

Cashed Checks 
Amount 

Check 
Reversal 

Count 

Check 
Reversal 
Amount 

Deposit 
Count Deposit Amount 

Interest 
from Other 

Accts.

Transfer 
Deposit 
Count 

Transfer Deposit 
Amount 

Transfer 
Withdrawal 

Count

Transfer 
Withdrawal 

Amount 
Wire 

Count Wire Amount 
4173 565.06$        11            1,237,761.96$      21            1,698,818.95$      
4238 98.05$           1               5,291.88$              1 2,042.62$              
4262 793.62$        6               43,638.43$         2 15,948.01$            
4300
4343 24.29$           
8433 1,619.45$     
0019 44            63,929.50$         2 108,323.75$         
1110 22,878.23$   78            39,273,883.92$    118                 42,934,518.21$    
2857 258.99$        1 9,948.93$              
3244 80.09$           33            354,257.73$       32                268,698.23$       
3260 242.52$        23            317,210.05$       2               2,977.58$              17                307,155.95$       
3279 43.37$           1               1.83$  11            20,381.66$            
3287 33.67$           1 2,857.50$            4               4,915.00$              
3295 124.79$        5 147.54$               11            172,904.67$         
3309 6.97$             1 15,239.33$         1               151.27$                 10            25,703.18$            
3317 2.44$             4 46,195.69$         1               336.08$                 10            63,798.92$            
3325 972.45$        9               138,811.30$         
3333 628.23$        4               1,657,682.40$      2               10,913.34$            10            2,254,521.99$      
3341 2,766.04$     95                15,209.13$         3               2,341.92$              13            17,833,790.77$    1               16,452,310.71$    
3368 836.92$        52            278,788.73$       19            1,533,417.46$      37                232,873.46$       11            1,529,805.98$      
4404 18,946.44$   283          3,757,335.96$    34            8,765,355.15$      6,517.33$   1,062           3,883,645.34$    3               139.96$  635          1,103,416.02$      2,442.24$   40            19,680,085.84$    13 3,981,024.11$      7               1,172,973.26$      
4412 3               1,035.24$            2               3,821,143.53$      11                4,616.10$            6               3,826,385.87$      3 1,162.43$              
4420 3,771.60$     3               281.77$                 14            1,910,062.51$      1 6,416.21$              3               3,547,269.00$      
4471 633.03$        15            1,198,508.53$      22 1,785,477.01$      
4498 5,741.37$     2               95,044.94$            3 30,114.72$            
4519 1,179.37$     38            24,519.36$         72                29,590.39$         25            100,627.98$         2 194,785.28$         
4584 1.90$             12            493.51$               9               23,456.86$            2               23,637.89$            2 675.66$                 
4594 1.31$             25            1,325.00$              1               100.00$                 2 2,418.86$              
4607 198              3,667.00$            
4615 0.19$             
4623
4631 0.32$             
4658 276.78$        1               71.00$                 
4666 27.26$           1 7.50$  
4674
4690 0.01$             
4703
4711 40            88,060.99$         194              247,316.70$       42            153,893.32$         
4738 60                263,202.36$       7               142,265.45$         
4943 1.05$             
4949 3,571.47$     54                2,084,949.74$    5               72,157.75$            
4951
4957 2.51$             1               458.69$                 2 1,748.17$            1               7,500.00$              
4965 7 3,520.69$            2               1,722.35$              
4981 606.99$        14                5,107.33$            4               3,007.84$              1               2,755.25$              
5001 7 72,207.43$         3               1,637.00$              
5028 302              70,123.50$         23            81,416.56$            
5044 2 2,370.73$            9               4,607.92$              
7555 105.80$        1               30.00$  
7590 1 2,155.76$            14            13,173.10$            
7741 846.06$        1               4,232.31$            2 3,192.84$              
7927 100.18$        
7935 461.00$        2 138,533.29$         
2671 57.49$        66                20,188.74$         2               15,854.69$            
8417 2 544.42$                 
4200
4788
4796
4853
7350

TOTALS: 68,249.82$   536          4,933,572.81$    83            17,042,283.63$    6,574.82$   2,245           7,582,794.31$    3               139.96$  900          42,260,713.89$    2,442.24$   178          49,215,126.35$    178                 49,215,126.35$    11            21,172,552.97$    

Total Analysis of Bank Accounts (January 2019) 
EXHIBIT "C" 
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7718 McPherson Rd
Laredo, TX 78045

ADDRESS SERVICE REQUESTED

SAMPLE STATEMENT
ADDRESS   

CITY/ST/ZIP

Managing Your Accounts

Phone (956) 723-2265

Tele-Banking (888) 944-2611

Lost/Stolen Debit
Card

(800) 472-3272

Online www.falconbank.com

Mailing
7718 McPherson Rd
Laredo, TX 78045

Summary of Accounts

Account Type Account Number Beginning Balance Ending Balance

Business Checking XXXXXXXX999 $7,628.84 $1,182.88

March 2019
Reporting Activity 03/01 - 03/31   Page 1 of 6
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Record of checks not returned

Check # Date Amount

+

Subtotal

-

Total

ERROR RESOLUTION NOTICE FOR CONSUMER ACCOUNTS

Telephone or write us as soon as you can, if you think your statement is wrong or if you need more information about a transfer on the statement

We must hear from you no later than 60 days after we sent you the first statement on which the error or problem appeared.

1. Tell us your name and account number.

2. Describe the error or the transfer you are unsure about, and explain as clearly as you can why you believe there is an error or why you need more information.

3. Tell us the dollar amount of the suspected error.

We will investigate your complaint and will correct any error promptly. If we take more than 10 business days to do this, we will recredit your account

for the amount you think is in error, so that you will have use of the money during the time it takes us to complete our investigation.

If you have arranged to have direct deposits made by Electronic Funds Transfer to your account at least once every 60 days from the same person

or company, you can call us during normal business hours to find out whether or not the deposit is made. Normally this will apply to members on direct

deposit of Social Security or pension checks or allocations between different members accounts, where the payer has not provided positive notice to

you that the transfer was initiated.

Falcon International Bank

5219 McPherson Road

Laredo, Tx 78041

(956) 723-2265

TO REQUEST COPIES OF CHECKS CALL (956) 723-9798

The Easy Way To Balance Your Checkbook:

1. Sort cancelled checks and any automatic
deductions by number or date.

2. Mark off the corresponding entries on your
checkbook record verifying each amount.

3. Add to your checkbook balance the amount
of any deposits or other credits recorded on
this statement which you may not have
added. This would include credits for any
interest you have earned.

4. Subtract from your checkbook balance the
amount of any checks of other charges
(automatic loan payments, automatic with-
drawals, savings transfers, service charges,
etc.) recorded on this statement which you
may not have subtracted.

5. List on the record at the right the number
and/or date and amount of each check or
automatic deduction you have written or
authorized which is not included on this
statement. Total them.

6. Enter the ENDING BALANCE as shown in
the “Ending Balance.”

7. Enter and add any deposits to your account
after the STATEMENT ENDING DATE
shown in the heading “STATEMENT DATE.”

8. Enter and subtract the TOTAL OF CHECKS
Not RETURNED from above.

This total should be the same as the balance
in your checkbook.

Total of checks

not returned

 

Addendum A to 
Webb County Banking Services Primary Depository Contract with Falcon International Bank



Business Checking - XXXXXXXX9999
Account Summary

Date Description Amount

03/01/2019 Beginning Balance $7,628.84

12 Debit(s) This Period $26,298.36

14 Credit(s) This Period $19,852.40

03/31/2019 Ending Balance $1,182.88

With Falcon’s automated 24 hour teller, you can access your account information 24 hours a day, 7
days a week simply by calling: (956) 718-2611 – Laredo or 1-888-944-2611- All Markets

Account Activity

Transaction Date Description Debits Credits Balance

03/01/2019 Beginning Balance $7,628.84

03/01/2019 $136.32 $7,765.16ACH Deposit

ABC COMPANY EFT

03/04/2019 $407.51 $7,357.65ACH Payment

ABC COMPANY
03/05/2019 $1,257.87 $8,615.52ACH Deposit

DFG COMPANY
03/05/2019 Cashed Check 1916 $2,159.88 $6,455.64

03/05/2019 Inclearing Check 1915 $4,750.60 $1,705.04

03/07/2019 $75.70 $1,780.74ACH Deposit

ABC COMPANY
03/07/2019 $168.76 $1,949.50ACH Deposit

ABC COMPANY
03/07/2019 Internet Withdrawal $1,000.00 $949.50

Funds Transfer via Online

03/11/2019 $18.91 $930.59ACH Payment

DFG COMPANY
03/12/2019 $2,397.59 $3,328.18ACH Deposit

ABC COMPANY
03/14/2019 $344.00 $3,672.18ACH Deposit

ABC COMPANY
03/14/2019 $3,372.80 $7,044.98International IWT

QPA SA DE C

03/14/2019 $5,581.34 $12,626.32International IWT

 QPA SA DE C

03/14/2019 $20.00 $12,606.32Wire Fee

QPA SA DE C

March 2019
Reporting Activity 03/01 - 03/31   Page 3 of 6
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Business Checking - XXXXXXXX9999 (continued)

Account Activity (continued)

Transaction Date Description Debits Credits Balance

03/14/2019 $20.00 $12,586.32Wire Fee

QPA SA DE C

03/19/2019 $1,688.34 $14,274.66ACH Deposit

ABC COMPANY
03/19/2019 $214.17 $14,060.49ACH Payment

INSURANCE PREM BRANCH DEBIT ACH

03/20/2019 $2,275.25 $16,335.74ACH Deposit

ABC COMPANY
03/20/2019 Inclearing Check 1917 $8,563.15 $7,772.59

03/22/2019 $77.90 $7,850.49ACH Deposit

ABC COMPANY
03/26/2019 $2,093.62 $9,944.11ACH Deposit

ABC COMPANY
03/26/2019 Cashed Check 1919 $340.00 $9,604.11

03/27/2019 $97.37 $9,701.48ACH Deposit

ABC COMPANY
03/27/2019 Inclearing Check 1920 $30.00 $9,671.48

03/29/2019 $285.54 $9,957.02ACH Deposit

ABC COMPANY
03/29/2019 Inclearing Check 1918 $8,774.14 $1,182.88

03/31/2019 Ending Balance $1,182.88

Checks Cleared
Check Nbr Date Amount

1915 03/05/2019 $4,750.60
1916 03/05/2019 $2,159.88
1917 03/20/2019 $8,563.15

Check Nbr Date Amount
1918 03/29/2019 $8,774.14
1919 03/26/2019 $340.00
1920 03/27/2019 $30.00

* Indicates skipped check number

Overdraft and Returned Item Fees

Total for this period Total year-to-date

Total Overdraft Fees $0.00 $35.61

Total Returned Item Fees $0.00 $0.00

March 2019
Reporting Activity 03/01 - 03/31   Page 4 of 6
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