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PART I—FINANCIAL INFORMATION

ITEM 1. INTERIM CONSOLIDATED FINANCIAL STATEMENTS
ALLEGIANCE BANCSHARES, INC.

CONSOLIDATED BALANCE SHEETS

(Unaudited)
June 30, ]3)16 cember
2018 2017
(Dollars in thousands,
except share data)
ASSETS
Cash and due from banks $153,537 $133,124
Interest-bearing deposits at other financial institutions 47,108 48,979
Total cash and cash equivalents 200,645 182,103
Available for sale securities, at fair value 300,897 309,615
Loans held for investment 2,358,675 2,270,876
Less: allowance for loan losses (23,831 ) (23,649 )
Loans, net 2,334,844  2,247.227
Accrued interest receivable 12,413 12,194
Premises and equipment, net 19,049 18,477
Other real estate owned 1,710 365
Federal Home Loan Bank stock 16,806 12,862
Bank owned life insurance 22,701 22,422
Goodwill 39,389 39,389
Core deposit intangibles, net 2,883 3,274
Other assets 15,089 12,303
TOTAL ASSETS $2,966,426 $2,860,231
LIABILITIES AND SHAREHOLDERS’ EQUITY
LIABILITIES:
Deposits:
Noninterest-bearing $749,787  $683,110
Interest-bearing
Demand 174,665 215,499
Money market and savings 495,214 554,051
Certificates and other time 894,120 761,314
Total interest-bearing deposits 1,563,999 1,530,864
Total deposits 2,313,786 2,213,974
Accrued interest payable 977 610
Borrowed funds 275,569 282,569
Subordinated debt 48,779 48,659
Other liabilities 7,427 7,554
Total liabilities 2,646,538 2,553,366

COMMITMENTS AND CONTINGENCIES (See Note 11)
SHAREHOLDERS’ EQUITY:
Preferred stock, $1 par value; 1,000,000 shares authorized; no shares issued or outstanding — —
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Common stock, $1 par value; 40,000,000 shares authorized; 13,340,919 shares issued and

outstanding at June 30, 2018 and 13,226,826 shares issued and outstanding at December 31, 13,341 13,227
2017

Capital surplus 220,665 218,408
Retained earnings 90,089 74,894
Accumulated other comprehensive (loss) income (4,207 ) 336

Total shareholders’ equity 319,888 306,865
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $2,966,426 $2,860,231

See condensed notes to interim consolidated financial statements.
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ALLEGIANCE BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)

INTEREST INCOME:

Loans, including fees

Securities:

Taxable

Tax-exempt

Deposits in other financial institutions
Total interest income

INTEREST EXPENSE:

Demand, money market and savings deposits
Certificates and other time deposits
Borrowed funds

Subordinated debt

Total interest expense

NET INTEREST INCOME

Provision for loan losses

Net interest income after provision for loan losses

NONINTEREST INCOME:
Nonsufficient funds fees

Service charges on deposit accounts
Gain on sale of other real estate

Bank owned life insurance income
Rebate from correspondent bank

Other

Total noninterest income
NONINTEREST EXPENSE:

Salaries and employee benefits

Net occupancy and equipment
Depreciation

Data processing and software amortization
Professional fees

Regulatory assessments and FDIC insurance
Core deposit intangibles amortization
Communications

Advertising

Other

Total noninterest expense

INCOME BEFORE INCOME TAXES
Provision for income taxes

NET INCOME

Three Months Six Months
Ended June 30, Ended June 30,
2018 2017 2018 2017
(Dollars in thousands, except per
share data)

$31,846 $26,736 $61,963 $51,996

646 503 1,245 1,001
1,451 1,591 2910 3,215
250 157 466 287
34,193 28,987 66,584 56,499

887 702 1,863 1,356
3,284 2,283 6,069 4,240
1,472 761 2,508 1,414
734 134 1,439 254
6,377 3,880 11,879 7,264
27,816 25,107 54,705 49,235
631 3,007 1,284 4,350
27,185 22,100 53,421 44,885

214 184 390 383
106 205 329 400

1 — 1 —
138 146 279 294
564 336 1,008 569
782 606 1,444 1,172
1,805 1,477 3,451 2,818

12,778 10,415 25,572 20,977
1,367 1,302 2,639 2,729
433 398 840 798
1,356 719 2,409 1,414
1,126 987 1,595 1,882
509 569 1,043 1,158
196 196 391 391
259 233 507 480
342 288 672 551
1,494 1,354 2909 2,630
19,860 16,461 38,577 33,010
9,130 7,116 18,295 14,693
1,574 1,721 3,028 3,251
$7,556 $5,395 $15,267 $11,442
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EARNINGS PER SHARE:
Basic $0.57 $0.41 S$1.15 $0.88
Diluted $0.55 $0.40 $1.12 $0.85

See condensed notes to interim consolidated financial statements.
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ALLEGIANCE BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
Three Months Six Months Ended
Ended June 30, June 30,
2018 2017 2018 2017
(Dollars in thousands)

Net income $7,556 $5,395 $15,267 $11,442

Other comprehensive (loss) income, before tax:

Unrealized (loss) gain on securities:

Change in unrealized holding (loss) gain on available for sale securities during (759 ) 4183 (5841 ) 5.380

the period

Total other comprehensive (loss) income (759 ) 4,183 (5,841 ) 5,380
Deferred tax benefit (expense) related to other comprehensive (loss) income 159 (1,465 ) 1,298 (1,884 )
Other comprehensive (loss) income, net of tax 600 ) 2,718 (4,543 ) 3,496
Comprehensive income $6,956 $8,113 $10,724 $14,938

See condensed notes to interim consolidated financial statements.
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ALLEGIANCE BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

(Unaudited)

BALANCE AT JANUARY 1, 2017
Net income

Other comprehensive income
Common stock issued in connection
with the exercise of stock options and
restricted stock awards

Stock based compensation expense
BALANCE AT JUNE 30, 2017

BALANCE AT JANUARY 1, 2018
Net income

Other comprehensive loss
Reclassification of amounts within
AOCT to retained earnings due to tax
reform (See Note 1)

Common stock issued in connection
with the exercise of stock options and
restricted stock awards

Stock based compensation expense
BALANCE AT JUNE 30, 2018

Common Stock Capital

Shares Amount Surplus

(In thousands, except share data)

12,958,341 $12,958 $212,649 $57,262

11,442

194,712 195 2,712

797

13,153,053 $13,153 $216,158 $68,704

13,226,826 $13,227 $218,408 $74,894

15,267

(72

114,093 114 1,422

835

13,340,919 $13,341 $220,665 $90,089

See condensed notes to interim consolidated financial statements.

6

Retained

Earnings

Accumulated

Other TreasurTOtal ,
. §hareholders
Comprehensive
Income )
(Loss) Stock Equity
$3052 ) $ —$279,817
11,442
3,496 3,496
2,907
797
$ 444 $  —$298459
$ 336 $ —$306,365
15,267
(4,543 ) (4,543 )
(72 )
1,536
835
$(4207 )$ —$319,888
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ALLEGIANCE BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and core deposit intangibles amortization
Provision for loan losses

Excess tax benefit related to the exercise of stock options
Net amortization of premium on investments

Bank owned life insurance

Net accretion of discount on loans

Net amortization of discount on subordinated debentures
Net amortization of discount on certificates of deposit
Net gain on sale of other real estate

Federal Home Loan Bank stock dividends

Stock based compensation expense

Increase in accrued interest receivable and other assets
Increase in accrued interest payable and other liabilities
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from maturities and principal paydowns of available for sale securities
Proceeds from sales of available for sale securities
Purchase of available for sale securities

Net change in total loans

Purchase of bank premises and equipment

Net purchases of Federal Home Loan Bank stock

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Net increase in noninterest-bearing deposits

Net increase in interest-bearing deposits

Proceeds from borrowed funds

Paydowns on borrowed funds

Proceeds from the issuance of common stock, stock option exercises, restricted stock awards

and the ESPP

Net cash provided by financing activities

NET CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD
SUPPLEMENTAL INFORMATION:

Income taxes paid

Interest paid

See condensed notes to interim consolidated financial statements.

Six Months Ended
June 30,
2018 2017

(Dollars in thousands)

$15,267 $11,442
1,231 1,189
1,284 4,350

(325 ) (959 )
1,627 1,678

279 ) (294 )
(207 ) (408 )

55 53

3 ) (3 )
(1 ) —

(149 H (18 )
835 797
(1,745 ) (3,004 )
630 1,973

18,220 16,696

1,813,074 2,004,385
— 9,000

(1,811,824 (2,014,496
(90,038 ) (222,722 )
(1,446 ) (1,057 )
(3,795 ) (3,382 )
(94,029 ) (228,272 )

66,677 68,776
33,138 160,286
— 25,000
(7,000 ) —

1,536 2,907

94,351 256,969
18,542 45,393
182,103 142,098
$200,645 $187,491

$3,300 $3,100
6,010 7,080

10
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ALLEGIANCE BANCSHARES, INC.

CONDENSED NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2018

(Unaudited)

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING AND REPORTING
POLICIES

Nature of Operations-Allegiance Bancshares, Inc. (“Allegiance”) and its wholly-owned subsidiary, Allegiance Bank,
(the “Bank”, and together with Allegiance, collectively referred to as the “Company”’) provide commercial and retail loans
and commercial banking services. The Company derives substantially all of its revenues and income from the
operation of the Bank. The Company is focused on delivering a wide variety of relationship-driven commercial
banking products and community-oriented services tailored to meet the needs of small to medium-sized businesses,
professionals and individuals through its 16 offices and one loan production office in Houston, Texas and the
surrounding region. The Bank provides its customers with a variety of banking services including checking accounts,
savings accounts and certificates of deposit, and its primary lending products are commercial, personal, automobile,
mortgage and home improvement loans. The Bank also offers safe deposit boxes, automated teller machines,
drive-through services and 24-hour depository facilities.

Basis of Presentation-The accompanying unaudited condensed consolidated financial statements of the Company have
been prepared in accordance with U.S. generally accepted accounting principles ("GAAP") for interim financial
information and in accordance with guidance provided by the Securities and Exchange Commission. Accordingly, the
condensed consolidated financial statements do not include all of the information and footnotes required by GAAP for
complete financial statements. The preparation of consolidated financial statements in conformity with GAAP
requires management to make estimates and assumptions that affect the amounts reported in the consolidated financial
statements and accompanying notes. Actual results could differ from those estimates.

In the opinion of management, the accompanying unaudited condensed consolidated financial statements reflect all
adjustments considered necessary for a fair presentation of the financial position, results of operations and cash flows
of the Company on a consolidated basis, and all such adjustments are of a normal recurring nature. Transactions with
Allegiance have been eliminated. The condensed consolidated financial statements should be read in conjunction with
the audited consolidated financial statements and footnotes thereto included in the Company’s Annual Report on Form
10-K for the fiscal year ended December 31, 2017. Operating results for the three and six months ended June 30, 2018
are not necessarily indicative of the results that may be expected for the year ending December 31, 2018.

Significant Accounting and Reporting Policies

The Company’s significant accounting and reporting policies can be found in Note 1 of the Company’s annual financial
statements included in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2017.
New Accounting Standards

Adoption of New Accounting Standards

ASU 2014-09 “Revenue from Contracts with Customers (Topic 606).” ASU 2014-09 supersedes the revenue recognition
requirements in Revenue Recognition (Topic 605), and most industry-specific guidance throughout the Industry
Topics of the Codification. The core principle of ASU 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.

The Company records revenue from contracts with customers in accordance with Accounting Standards Codification
Topic 606, “Revenue from Contracts with Customers” (“Topic 606”). Under Topic 606, the Company must identify the
contract with a customer, identify the performance obligations in the contract, determine the transaction price, allocate
the transaction price to the performance obligations in the contract and recognize revenue when (or as) the Company
satisfies a performance obligation. Significant revenue has not been recognized in the current reporting period that
results from performance obligations satisfied in previous periods. The Company’s primary sources of revenue are
derived from interest and dividends earned on loans, investment securities and other financial instruments that are not
within the scope of ASU 2014-09. The Company has evaluated the nature of its contracts with customers and

12
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determined that further disaggregation of revenue from contracts with customers into more granular categories beyond
what is presented in the Consolidated Statements of Income was not necessary. The Company generally fully satisfies
its performance obligations on its contracts with customers as services are rendered and the transaction prices are
typically fixed, charged either on a periodic basis or based on activity. Because performance obligations are satisfied
as services are rendered and the transaction prices are fixed, there is little judgment

8
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ALLEGIANCE BANCSHARES, INC.

CONDENSED NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2018

(Unaudited)

involved in applying Topic 606 that significantly affects the determination of the amount and timing of revenue from
contracts with customers. The new standard was effective for the Company on January 1, 2018 and did not have a
significant impact on its consolidated financial statements and related disclosures.

ASU No. 2016-01, "Financial Instruments - Overall (Subtopic 825-10): Recognition of Financial Assets and Financial
Liabilities." ASU 2016-01 makes targeted amendments to fair value measurement and disclosure guidance. ASU
2016-01 requires equity investments (other than equity method investments) to be measured at fair value with changes
in fair value recognized in net income. This change is only applied if a readily determinable fair value can be obtained.
The update also requires the use of exit prices to measure fair value for disclosure purposes as well as other enhanced
disclosure requirements. ASU 2016-01 was effective for the Company on January 1, 2018 and did not have a
significant impact on its financial statements and related disclosures. See Note 5 — Fair Value Disclosures for further
information.

ASU 2016-15, “Statement of Cash Flows (Topic 230) - Classification of Certain Cash Receipts and Cash Payments."
ASU 2016-15 provides guidance related to certain cash flow issues in order to reduce the current and potential future
diversity in practice. Among other things, the update clarifies the appropriate classification for proceeds from
settlement of bank owned life insurance (BOLI) policies. The guidance is effective for public companies for annual
periods beginning after December 15, 2017, including interim periods within those fiscal years. Early adoption is
permitted with retrospective application. ASU 2016-15 was effective for the Company on January 1, 2018 and did not
have a significant impact on its financial statements and related disclosures.

ASU 2018-02, “Income Statement - Reporting Comprehensive Income (Topic 220) - Reclassification of Certain Tax
Effects from Accumulated Other Comprehensive Income.” ASU 2018-02 amends ASC 220, Income Statement -
Reporting Comprehensive Income, to allow a reclassification from accumulated other comprehensive income to
retained earnings for stranded tax effects resulting from the Tax Cuts and Jobs Act. On December 22, 2017, the
United States enacted tax reform legislation commonly known as the Tax Cuts and Jobs Act (the “Tax Act”), resulting
in significant modifications to existing law. Authoritative guidance and interpretation by regulatory bodies is ongoing,
and as such, the accounting for the effects of the Tax Act is not final and the full impact of the new regulation is still
being evaluated. ASU 2018-02 is effective on January 1, 2019, with early adoption permitted. The Company early
adopted and recognized a decrease to retained earnings of $72 thousand due to a reclassification on January 1, 2018.
Newly Issued But Not Yet Effective Accounting Standards

ASU 2016-02 “Leases (Topic 842)." ASU 2016-02 will, among other things, require lessees to recognize a lease
liability, which is a lessee’s obligation to make lease payments arising from a lease, measured on a discounted basis;
and a right-of-use asset, which is an asset that represents the lessee’s right to use, or control the use of, a specified asset
for the lease term. ASU 2016-02 does not significantly change lease accounting requirements applicable to lessors;
however, certain changes were made to align, where necessary, lessor accounting with the lessee accounting model
and ASC Topic 606, “Revenue from Contracts with Customers.” ASU 2016-02 will be effective for the Company on
January 1, 2019 and will require transition using a modified retrospective approach for leases existing at, or entered
into after, the beginning of the earliest comparative period presented in the financial statements. Early application of
this ASU is permitted for all entities. Adoption of ASU 2016-02 is not expected to have a material impact on the
Company’s financial statements. The Company leases certain properties and equipment under operating leases that
will result in the recognition of lease assets and lease liabilities on the Company’s balance sheet under the ASU. While
the Company is currently evaluating the impact of adopting ASU 2016-02, it is aware that the adoption will result in
an increase in right-of-use assets and lease liabilities recorded on our balance sheet.

14
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ASU 2016-13, “Financial Instruments — Credit Losses (Topic 326): Measurement of Credit Losses on Financial
Instruments.” Among other things, ASU 2016-13 requires the measurement of all expected credit losses for financial
assets held at the reporting date based on historical experience, current conditions and reasonable and supportable
forecasts. Financial institutions and other organizations will now use forward-looking information to better form their
credit loss estimates. Many of the loss estimation techniques applied today will still be permitted, although the inputs
to those techniques will change to reflect the full amount of expected credit losses. In addition, ASU 2016-13 amends
the accounting for credit losses on available for sale debt securities and purchased financial assets with credit
deterioration. ASU 2016-13 is effective for the Company on January 1, 2020 and must be applied using the modified
retrospective approach with limited exceptions. Early adoption is permitted for fiscal years, and interim periods within
those years, beginning after December 15, 2018. While the Company is

9
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ALLEGIANCE BANCSHARES, INC.

CONDENSED NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2018

(Unaudited)

currently unable to reasonably estimate the impact of adopting ASU 2016-13, the Company expects that the impact of
adoption will be significantly influenced by the composition, characteristics and quality of its loan and securities
portfolios as well as the prevailing economic conditions and forecasts as of the adoption date. The Company has
formed a cross functional team and with the assistance of a third-party provider is assessing the Company's data and
system needs to evaluate the impact that adoption of this standard will have on the financial condition and results of
operations of the Company.

ASU No. 2017-04, “Intangibles - Goodwill and Other (Topic 350): Simplifying the Test for Goodwill Impairment,”
ASU 2017-04 eliminates Step 2 from the goodwill impairment test which required entities to compute the implied fair
value of goodwill. Under ASU 2017-04, an entity should perform its annual, or interim, goodwill impairment test by
comparing the fair value of a reporting unit with its carrying amount. An entity should recognize an impairment
charge for the amount by which the carrying amount exceeds the reporting unit’s fair value; however, the loss
recognized should not exceed the total amount of goodwill allocated to that reporting unit. ASU 2017-04 will be
effective for the Company on January 1, 2020, with earlier adoption permitted and is not expected to have a
significant impact on the Company's financial statements.

ASU 2017-08,“Receivables - Nonrefundable Fees and Other Costs (Subtopic 310-20) - Premium Amortization on
Purchased Callable Debt Securities.” ASU 2017-08 shortens the amortization period for certain callable debt securities
held at a premium to require such premiums to be amortized to the earliest call date unless applicable guidance related
to certain pools of securities is applied to consider estimated prepayments. Under prior guidance, entities were
generally required to amortize premiums on individual, non-pooled callable debt securities as a yield adjustment over
the contractual life of the security. ASU 2017-08 does not change the accounting for callable debt securities held at a
discount. ASU 2017-08 will be effective for the Company on January 1, 2019, with early adoption permitted. The
Company is currently evaluating the potential impact of ASU 2017-08 on its financial statements.

2. GOODWILL AND CORE DEPOSIT INTANGIBLE ASSETS

Changes in the carrying amount of the Company’s goodwill and core deposit intangible assets were as follows:

Core
GoodwillDeposit
Intangibles
(Dollars in
thousands)
Balance as of January 1, 2017 $39,389 $ 4,055
Amortization — (781 )
Balance as of December 31, 2017 39,389 3,274
Amortization — (391 )
Balance as of June 30, 2018 $39,389 $ 2,883

Goodwill is recorded on the acquisition date of an entity. Management performs an evaluation annually, and more
frequently if a triggering event occurs, of whether any impairment of the goodwill and other intangible assets has
occurred. If any such impairment is determined, a write-down is recorded. As of June 30, 2018, there were no
impairments recorded on goodwill and other intangible assets.

The estimated aggregate future amortization expense for core deposit intangible assets remaining as of June 30, 2018
is as follows (dollars in thousands):

Remaining 2018 $390
2019 781
2020 744

16



2021
2022
Thereafter
Total
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484
484

$2,883
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ALLEGIANCE BANCSHARES, INC.

CONDENSED NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2018

(Unaudited)

3. SECURITIES
The amortized cost and fair value of investment securities were as follows:
June 30, 2018

. ,Gross Gross .
Amortized . . Fair
Unrealized Unrealized
Cost . Value
Gains Losses
(Dollars in thousands)
Available for Sale
U.S. Government and agency securities $6,200 $ 101 $ (70 ) $6,321
Municipal securities 220,407 1,022 (4,556 ) 216,873
Agency mortgage-backed pass-through securities 41,078 55 (1,163 ) 39,970
Corporate bonds and other 38,446 — (713 ) 37,733
Total $306,221 $ 1,178 $ (6,502 ) $300,897
December 31, 2017
AmortizedGroSS . Gross . Fair
Unrealized Unrealized
Cost . Value
Gains Losses
(Dollars in thousands)
Available for Sale
U.S. Government and agency securities $8,507 $ 232 $ 24 ) $8,715
Municipal securities 222,330 2,470 (1,842 ) 222,958
Agency mortgage-backed pass-through securities 32,014 159 (361 ) 31,812
Corporate bonds and other 46,247 62 (179 ) 46,130
Total $309,098 $ 2,923 $(2,406 ) $309,615

As of June 30, 2018, the Company’s management does not expect to sell any securities classified as available for sale
with material unrealized losses, and the Company believes it is more likely than not it will not be required to sell any
of these securities before their anticipated recovery, at which time the Company will receive full value for the
securities. The fair value is expected to recover as the securities approach their maturity date or repricing date or if
market yields for such investments decline. Management does not believe any of the securities are impaired due to
reasons of credit quality. Accordingly, as of June 30, 2018, management believes the unrealized losses in the previous
table are temporary and no other than temporary impairment loss has been realized in the Company’s consolidated
statements of income.

The amortized cost and fair value of investment securities at June 30, 2018, by contractual maturity, are shown below.
Expected maturities may differ from contractual maturities if borrowers have the right to call or prepay obligations at
any time with or without call or prepayment penalties.

AmortizedFair
Cost Value
(Dollars in
thousands)
Due in one year or less $7,185 $7,159
Due after one year through five years 68,002 67,086
Due after five years through ten years 90,960 89,533
Due after ten years 98,996 97,149
Subtotal 265,143 260,927
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Agency mortgage-backed pass through securities 41,078 39,970
Total $306,221 $300,897
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Securities with unrealized losses segregated by length of time such securities have been in a continuous loss position
are as follows:
June 30, 2018
More than 12

Less than 12 Months Total
Months
Estimated Unrealized EstimatedJnrealized Estimated Unrealized
Fair ValueLosses Fair Valuk.osses Fair ValueLosses
(Dollars in thousands)
Available for Sale
U.S. Government and agency securities $1,318 $(38 ) $524 $(32 ) $1,842  $(70 )
Municipal securities 98,358 (1,988 ) 59,303 (2,568 ) 157,661 (4,556 )
Agency mortgage-backed pass-through securities 24,333 (609 ) 10,524 (554 ) 34,857 (1,163 )
Corporate bonds and other 36,733 (713 ) — — 36,733 (713 )
Total $160,742 $ (3,348 ) $70,351 $ (3,154 ) $231,093 $ (6,502 )
December 31, 2017
Less than 12 More than 12 Total
Months Months
EstimatedJnrealized EstimatedJnrealized Estimated Unrealized
Fair Valuk.osses Fair Valuk.osses Fair ValueLosses
(Dollars in thousands)
Available for Sale
U.S. Government and agency securities $3,110 $ (9 ) $595  $(15 ) $3,705 $(24 )
Municipal securities 42249 (517 ) 56,483 (1,325 ) 98,732 (1,842 )
Agency mortgage-backed pass-through securities 13,238 (105 ) 8,921 (256 ) 22,159 (361 )
Corporate bonds and other 30,203 (179 ) — — 30,203 (179 )
Total $88,800 $ (810 ) $65,999 $ (1,596 ) $154,799 $ (2,406 )

No securities were sold during the three and six months ended June 30, 2018. During the three and six months ended
June 30, 2017, the Company sold $9.0 million of corporate bonds with a minimal gain recognized. At June 30, 2018
and December 31, 2017, the Company did not own securities of any one issuer, other than the U.S government and its
agencies, in an amount greater than 10% of consolidated shareholders’ equity at such respective dates.

The carrying value of pledged securities was $3.0 million at June 30, 2018 and $5.0 million at December 31, 2017,
respectively. The securities are pledged to further collateralize letters of credit issued by the Bank but confirmed by
another financial institution.

12
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4. LOANS AND ALLOWANCE FOR LOAN LOSSES
The loan portfolio balances, net of unearned income and fees, consist of various types of loans primarily made to
borrowers located within Texas and are classified by major type as follows:

June 30, 13316 cember

2018 2017

(Dollars in thousands)
Commercial and industrial $452.307  $457,129
Mortgage warehouse 51,552 69,456

Real estate:
Commercial real estate (including multi-family residential) 1,134,903 1,080,247

Commercial real estate construction and land development 270,965 243,389

1-4 family residential (including home equity) 330,053 301,219
Residential construction 109,962 109,116
Consumer and other 8,933 10,320
Total loans 2,358,675 2,270,876
Allowance for loan losses (23,831 ) (23,649 )
Loans, net $2,334,844 $2,247,227

Nonaccrual and Past Due Loans

An aging analysis of the recorded investment in past due loans, segregated by class of loans, is as follows:
June 30, 2018
Loans Past Due and Still

Accruing
30-89 90 or Mord'otal Past Nonaccrual Current Total
Days  Days Due Loans Loans Loans Loans
(Dollars in thousands)
Commercial and industrial $1,662 $ —$1,662 $5,983 $444.662 $452,307
Mortgage warehouse — — — — 51,552 51,552
Real estate:
Co.mme.rcial real estate (including multi-family 4022 4022 4917 1.125.764  1.134.903
residential)
Commercial real estate construction and land 1350 — 1,350 o 269.615 270.965
development
1-4 family residential (including home equity) 1,594 — 1,594 1,237 327,222 330,053
Residential construction 1,593 — 1,593 — 108,369 109,962
Consumer and other 30 — 30 — 8,903 8,933
Total loans $10,451 $ —$10,451 $12,137 $2,336,087 $2,358,675
13
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Commercial and industrial

Mortgage warehouse

Real estate:

Commercial real estate (including multi-family
residential)

Commercial real estate construction and land
development

1-4 family residential (including home equity)
Residential construction

Consumer and other

Total loans

14

December 31, 2017
Loans Past Due and Still

Accruing

30-89 90 or Mordotal Past Nonaccrual Current Total
Due Loans Loans
(Dollars in thousands)

Days  Days

$1,069 $

4932 —

5274 —

Sy
674  —
74 —
$12,947 $

—3$ 1,069

4,932

5,274

924
674
74
—$ 12,947

$ 6,437

6,110

781

$ 13,328

Loans Loans

$449,623  $457,129
69,456 69,456

1,069,205 1,080,247

238,115 243,389

299,514 301,219
108,442 109,116
10,246 10,320
$2,244,601 $2,270,876
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Impaired Loans
Impaired loans by class of loans are set forth in the following tables.
June 30, 2018
Recorde UI.1pa.1d Related
ncipal

r
InvestmelgalanCe Allowance

(Dollars in thousands)
With no related allowance recorded:
Commercial and industrial $4,798 $5,310 $ —
Mortgage warehouse — — —
Real estate:
Commercial real estate (including multi-family residential) 15,949 15,949 —
Commercial real estate construction and land development — — —
1-4 family residential (including home equity) 1,189 1,189 —
Residential construction — — —
Consumer and other — — —
Total 21,936 22,448 —

With an allowance recorded:

Commercial and industrial 7,440 7,835 2,741
Mortgage warehouse — — —
Real estate:

Commercial real estate (including multi-family residential) 1,260 1,446 160
Commercial real estate construction and land development — — —
1-4 family residential (including home equity) — — —
Residential construction — — —
Consumer and other — — —

Total 8,700 9,281 2,901
Total:
Commercial and industrial 12,238 13,145 2,741

Mortgage warehouse — — —
Real estate:

Commercial real estate (including multi-family residential) 17,209 17,395 160
Commercial real estate construction and land development — — —

1-4 family residential (including home equity) 1,189 1,189 —
Residential construction — — —
Consumer and other — — —

$30,636 $31,729 $ 2,901
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December 31, 2017
Recorde UI.1pa.1d Related
cipal

rinci
InvestmelgalanCe Allowance

(Dollars in thousands)
With no related allowance recorded:
Commercial and industrial $5,792 $6,666 $ —
Mortgage warehouse — — —
Real estate:
Commercial real estate (including multi-family residential) 12,155 12,155 —
Commercial real estate construction and land development 209 209 —
1-4 family residential (including home equity) 948 948 —
Residential construction — — —
Consumer and other — — —
Total 19,104 19,978 —

With an allowance recorded:

Commercial and industrial 5,600 5,652 1,640
Mortgage warehouse — — —
Real estate:

Commercial real estate (including multi-family residential) 8,009 8,194 716
Commercial real estate construction and land development — — —
1-4 family residential (including home equity) — — —
Residential construction — — —
Consumer and other — — —

Total 13,609 13,846 2,356
Total:
Commercial and industrial 11,392 12,318 1,640

Mortgage warehouse — — —

Real estate:

Commercial real estate (including multi-family residential) 20,164 20,349 716
Commercial real estate construction and land development 209 209 —

1-4 family residential (including home equity) 948 948 —
Residential construction — — —
Consumer and other — — —

$32,713 $33,824 $ 2,356
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The following table presents average impaired loans and interest recognized on impaired loans for the three and six
months ended June 30, 2018 and 2017:
Three Months Ended June 30,

2018 2017
Average Interest Average Interest
RecordedIncome RecordedIncome

InvestmeiRecognized Investmelecognized
(Dollars in thousands)
Commercial and industrial $12426 $ 103 $16,758 $ 95
Mortgage warehouse — — — —
Real estate:

Commercial real estate (including multi-family residential) 17,281 175 16,239 103
Commercial real estate construction and land development — — 210 4
1-4 family residential (including home equity) 1,194 1 571 —
Residential construction — — — —
Consumer and other — — 159 1
Total $30,901 $ 279 $33,937 $ 203
Six Months Ended June 30,
2018 2017
Average Interest Average Interest
RecordedIncome RecordedIncome

InvestmeRecognized Investmelecognized
(Dollars in thousands)
Commercial and industrial $12,585 $ 197 $17,004 $ 234
Mortgage warehouse — — — —
Real estate:

Commercial real estate (including multi-family residential) 17,373 316 16,338 180
Commercial real estate construction and land development — 3 315 4
1-4 family residential (including home equity) 1,209 5 572 1
Residential construction — — — —
Consumer and other — — 160 1

Total $31,167 $ 521 $34,389 $ 420

Credit Quality Indicators

The Company categorizes loans into risk categories based on relevant information about the ability of borrowers to
service their debt, including factors such as: current financial information, historical payment experience, credit
documentation, public information and current economic trends. The Company analyzes loans individually by
classifying the loans by credit risk. As part of the ongoing monitoring of the credit quality of the Company’s loan
portfolio and methodology for calculating the allowance for credit losses, management assigns and tracks risk ratings

to be used as credit quality indicators.

The following is a general description of the risk ratings used:

Pass—Loans classified as pass are loans with low to average risk and not otherwise classified as watch, special mention,
substandard or doubtful. In addition, the guaranteed portion of SBA loans are considered pass risk rated loans.

25
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Watch—Loans classified as watch loans may still be of high quality, but have an element of risk added to the credit such
as declining payment history, deteriorating financial position of the borrower or a decrease in collateral value.

Special Mention—Loans classified as special mention have a potential weakness that deserves management’s close
attention. If left uncorrected, these potential weaknesses may result in deterioration of the repayment prospects for the
loan or of the institution’s credit position at some future date. They are characterized by the distinct possibility that the
institution will sustain some loss if the deficiencies are not corrected.

Substandard—Loans classified as substandard have well-defined weaknesses on a continuing basis and are inadequately
protected by the current net worth and paying capacity of the borrower, impaired or declining collateral values, or a
continuing downturn in their industry which is reducing their profits to below zero and having a significantly negative
impact on their cash flow. These classified loans are characterized by the distinct possibility that the institution will
sustain some loss if the deficiencies are not corrected.

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

Based on the most recent analysis performed, the risk category of loans by class of loan at June 30, 2018 is as follows:

Pass Watch Spea? 1 Substandard DoubtfulTotal
Mention

(Dollars in thousands)
Commercial and industrial $426,434 $7,955 $3,790 $ 14,128 $ —$452,307
Mortgage warehouse 51,552 — — — — 51,552
Real estate:
Co.mme.rc1al real estate (including multi-family 1.071.586 25429 5.145 32743 . 1.134.903
residential)
Commercial real estate construction and land 266.252 1042 1361 2,310 . 270.965
development
1-4 family residential (including home equity) 323,592 2,983 1,135 2,343 — 330,053
Residential construction 108,408 569 — 985 — 109,962
Consumer and other 8,893 40 — — — 8,933
Total loans $2,256,717 $38,018 $11,431 $52,509 $ —$2,358,675

The following table presents the risk category of loans by class of loan at December 31, 2017:

Pass Watch Spem.al Substandard DoubtfulTotal
Mention

(Dollars in thousands)
Commercial and industrial $427336 $10,274 $2,195 $17,324 $ —$457,129
Mortgage warehouse 69,456 — — — — 69,456
Real estate:
Co.mme.rc1al real estate (including multi-family 1.016.831 23.039 4685  35.692 o 1.080.247
residential)
Commercial real estate construction and land 231536 4397 — 7.456 o 243.389
development
1-4 family residential (including home equity) 295,744 2,696 785 1,994 — 301,219
Residential construction 103,611 5,505 — — — 109,116
Consumer and other 10,207 111 — 2 — 10,320
Total loans $2,154,721 $46,022 $7,665 $ 62,468 $ —$2,270,876
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Allowance for Loan Losses
The following table presents the activity in the allowance for loan losses by portfolio type for the three and six months
ended June 30, 2018 and 2017:

Allowance for loan losses:
Three Months Ended

Balance March 31, 2018

Provision for loan losses

Charge-offs
Recoveries
Net charge-offs

Balance June 30, 2018

Allowance for loan losses:
Six Months Ended

Balance December 31,

2017

Provision for loan losses

Charge-offs
Recoveries

Net charge-offs

Balance June 30, 2018

19

Commercial Commercial 1_4.
family

Commer(ﬂfil(l)rtgage r.eal estgte real estate; residential Residential Consumer
and (including  construction . . . Total
. . -warehouse . s (including construction and other
industrial multi-family and land

residential) development .

equity)

(Dollars in thousands)
$9,398 $ —$9,352 $ 2,545 $2,300 $ 946 $ 87 $24,628
1,183 — (148 ) (257 ) (111 ) (32 ) 4 ) 631
(1,521 ) — (1 ) — — — — (1,522 )
94 — — — — — — 94
(1,427 ) — (1 ) — — — — (1,428 )
$9,154 $ —$9,203 $ 2,288 $2,189 $ 914 $ 83 $23,831
$7,694 $ —3$ 10,253 $ 2,525 $2,140 $ 942 $ 95 $23,649
2,623 — (1,111 ) (237 ) 49 (28 ) (12 ) 1,284
(1,888 ) — 41 ) — — — — (1,929 )
725 — 102 — — — — 827
(1,163 ) — 61 — — — — (1,102 )
$9,154 $ —$9,203 $ 2,288 $2,189 $ 914 $ 83 $23,831
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) . 1-
Commercial Commercial

Commercial real estate  real estate family
CN?ortgage . ) . residential Residential Consumer

and (including construction . . . Total

. . -warehouse . . (including construction and other

industrial multi-family and land

residential) development .
equity)

(Dollars in thousands)

Allowance for loan losses:
Three Months Ended
Balance March 31,2017 $5,284 $ —$ 9,158 $ 1,608 $1,846 $ 737 $ 54 $18,687
Provision for loan losses 1,692 — 170 276 142 98 629 3,007
Charge-offs (1,108 ) — — — — — — (1,108 )
Recoveries 414 — — 10 — — — 424
Net charge-offs 694 ) — — 10 — — — (684 )
Balance June 30, 2017 $6,282 % —3$ 9,328 $ 1,894 $1988 $ 835 $ 683 $21,010
Allowance for loan losses:
Six Months Ended

BaunceDecember 3L §5050 § 8950 S 1217 $187%6 $ 748 S 61 $17911
Provision for loan losses 2,498 — 378 667 102 87 618 4,350
Charge-offs (1,735 ) — — — — — — (1,735 )
Recoveries 460 — — 10 10 — 4 484
Net charge-offs (1,275 ) — — 10 10 — 4 (1,251 )
Balance June 30, 2017 $6,282 % —$ 9,328 $ 1,894 $1988 $ 835 $ 683 $21,010

The following table presents the balance of the allowance for loan losses by portfolio type based on the impairment
method as of June 30, 2018 and December 31, 2017:

) .. 14
Commercial Commercial .
. family
Commeli\c/fal real estate real estate . . . . . Consumer
ortgage . . . residential Residential
and (including construction and Total

. . warehouse - . . including construction
industrial multi-familyand land ( & other

residential) developmenthome

equity)

(Dollars in thousands)
Allowance for loan losses related to:
June 30, 2018
.Indlv.ldually evaluated for $2.741 $ 160 $ $_ $ $ —  $2.901
impairment
Collectively evaluated for 6413 — 9043 2288 2189 914 83 20,930
impairment
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Total allowance for loan losses  $9,154 $ —3$ 9,203 $ 2,288 $2,1890 $ 914

December 31, 2017
Individually evaluated for

) . $1,640 $ —$ 716 $ — $— $ —
impairment

Collectively evaluated for 6054 9537 255 2140 942
impairment

Total allowance for loan losses $7,694 $ —$ 10,253  $ 2,525 $2,140 $ 942
20

95
$

83

95

$23,831

$2,356

21,293
$23,649

31



Edgar Filing: Allegiance Bancshares, Inc. - Form 10-Q

Table of Contents

ALLEGIANCE BANCSHARES, INC.

CONDENSED NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2018

(Unaudited)

The following table presents the recorded investment in loans held for investment by portfolio type based on the
impairment method as of June 30, 2018 and December 31, 2017:

Commercial Commercial . .
family
real estate  real estate

Commerci . . . .
i]/Iortgage . . . _residential Residential Consumer

and (including construction Total
warehouse

industrial multi-family and land (including constructionand other

residential) development .
equity)
(Dollars in thousands)

Recorded investment in loans:

June 30, 2018

Individually evaluated

for impairment

Collectively evaluated

for impairment

Total loans evaluated for

impairment

$12,238 $— $17,209 $— $1,189 $— $— $30,636
440,069 51,552 1,117,694 270,965 328,864 109,962 8,933 2,328,039

$452,307 $51,552 $1,134,903 $270,965 $330,053 $109,962 $8,933 $2,358,675

December 31, 2017
Individually evaluated
for impairment
Collectively evaluated
for impairment

Total loans evaluated for
impairment

Troubled Debt Restructurings

As of June 30, 2018 and December 31, 2017, the Company had a recorded investment in troubled debt restructurings
of $26.0 million and $25.6 million, respectively. The Company allocated $1.9 million and $2.2 million of specific
reserves for troubled debt restructurings at June 30, 2018 and December 31, 2017, respectively.

$11,392 $— $20,164 $209 $948 $— $— $32,713
445,737 69,456 1,060,083 243,180 300,271 109,116 10,320 2,238,163

$457,129 $69,456 $1,080,247 $243,389 $301,219 $109,116 $10,320 $2,270,876
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The following tables present information regarding loans modified in a troubled debt restructuring during the three

and six months ended June 30, 2018 and 2017:

Troubled Debt Restructurings
Commercial and industrial
Mortgage warehouse
Real estate:
Commercial real estate (including multi-family
residential)
Commercial real estate construction and land
development
1-4 family residential (including home equity)
Residential construction
Consumer and other
Total

22

Three Months Ended June 30,

of Outstanding
Recorded
Investment

1,604

6,953

210

2018 2017

Pre-modificatio .. .. Pre-modificatio e .
Nuwfiber ﬁOSt—mOdlfl.Catl()I{} whiber ﬁost—modlflcatlon

. of Outstanding .
of Outstanding Recorded of Outstanding
CdRecamtded CdRecamtded
Investment

Investment Investment
(Dollars in thousands)
2 1,260 1,260 2 1,604
 — — 1 6,953
— — 1 210
2 1,260 1,260 4 8,767

8,767
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Six Months Ended June 30,
2018 2017
Pre_mOdlflcatloﬁost—modiﬁcati Pre_mOdlﬁcauoBost—modiﬁcation
Nufiber ) (ﬁmﬁber )
. of Outstanding . of Outstanding
of Outstanding Recorded of Outstanding Recorded
CdRecamtded CRecamtded
Investment Investment
Investment Investment

(Dollars in thousands)
Troubled Debt Restructurings
Commercial and industrial 8 1,597 1,597 3 1,920 1,920
Mortgage warehouse —
Real estate:
Commercial real estate (including multi-family

. . —_— — 2 8,281 8,281
residential)
Commercial real estate construction and land L 1210 210
development
1-4 family residential (including home equity) — — 1 86 86

Residential construction —_— — —_— —
Consumer and other —_— — —_— —

Total 8 1,597 1,597 7 10,497 10,497
Troubled debt restructurings resulted in charge-offs of $17 thousand during the six months ended June 30, 2018.
There were no charge-offs from troubled debt restructurings during the three months ended June 30, 2018. Troubled
debt restructurings resulted in charge-offs of $12 thousand and $407 thousand during the three and six months ended
June 30, 2017, respectively.

As of June 30, 2018, a $41 thousand loan was modified under a troubled debt restructuring during the previous twelve
month period that subsequently defaulted during the six months ended June 30, 2018. As of June 30, 2017, a $12
thousand loan was modified under a troubled debt restructuring during the previous twelve month period that
subsequently defaulted and was charged-off during the six months ended June 30, 2017. Default is determined at 90 or
more days past due. The modifications primarily related to extending the amortization periods of the loans. The
Company did not grant principal reductions on any restructured loans. There were no commitments to lend additional
amounts for the three and six months ended June 30, 2018 and 2017. During the six months ended June 30, 2018, the
Company added $1.6 million in new troubled debt restructurings, of which all were still outstanding on June 30, 2018.
5. FAIR VALUE

The Company uses fair value measurements to record fair value adjustments to certain assets and to determine fair
value disclosures. Fair value represents the exchange price that would be received from selling an asset or paid to
transfer a liability, otherwise known as an “exit price,” in the principal or most advantageous market available to the
entity in an orderly transaction between market participants on the measurement date.
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Fair Value Hierarchy
Fair value is the exchange price that would be received for an asset or paid to transfer a liability (exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants
on the measurement date. The Company groups financial assets and financial liabilities measured at fair value in three
levels, based on the markets in which the assets and liabilities are traded and the reliability of the assumptions used to
determine fair value. These levels are:
Level 1—Quoted prices for identical assets or liabilities in active markets that the entity has the ability to access as of
the measurement date.
Level 2—Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or
tiabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data.
Level 3—Significant unobservable inputs that reflect management’s judgment and assumptions that market participants
would use in pricing an asset or liability that are supported by little or no market activity.
The carrying amounts and estimated fair values of financial instruments that are reported on the balance sheet are as
follows:

As of June 30, 2018

Carrying  Estimated Fair Value

Amount  Level 1l Level2 Level 3  Total

(Dollars in thousands)
Financial assets

Cash and cash equivalents $200,645 $200,645 $— $ —$200,645
Available for sale securities 300,897 — 300,897 — 300,897
Loans held for investment, net of allowance 2,334,844 — — 2,326,839 2,326,839
FHLB stock 16,806 N/A N/A N/A N/A
Accrued interest receivable 12,413 57 3,396 8,960 12,413

Financial liabilities

Deposits $2,313,786 $— $2,304,623 $ —$2,304,623
Accrued interest payable 977 — 977 — 977
Borrowed funds 275,569 — 280,419 — 280,419
Subordinated debt and subordinated debentures 48,779 — 48,779 — 48,779
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As of December 31, 2017
Carrying  Estimated Fair Value
Amount Level 1 Level 2 Level 3  Total
(Dollars in thousands)
Financial assets

Cash and cash equivalents $182,103 $182,103 $— $ —$182,103
Available for sale securities 309,615 — 309,615 — 309,615
Loans held for investment, net of allowance 2247227 — — 2,238,721 2,238,721
FHLB stock 12,862 N/A N/A N/A N/A
Accrued interest receivable 12,194 3 3,296 8,895 12,194

Financial liabilities

Deposits $2,213,974 $— $2,209,111 $ —$2,209,111
Accrued interest payable 610 — 610 — 610
Borrowed funds 282,569 — 288,887 — 288,887
Subordinated debt and subordinated debentures 48,659 — 48,659 — 48,659

The following tables present fair values for assets measured at fair value on a recurring basis:
As of June 30, 2018
Lekel¢l 2 Level 3 Total
(Dollars in thousands)

Available for sale securities:

U.S. Government and agency securities $-$6,321 $ —$6,321
Municipal securities —216,873 — 216,873
Agency mortgage-backed pass-through securities —39,970 — 39,970
Corporate bonds and other —37,733 — 37,733
Total $-$300,897 $ —$300,897

As of December 31, 2017

Lekelél 2 Level 3 Total

(Dollars in thousands)
Available for sale securities:

U.S. Government and agency securities $-$8,715 % —$8,715
Municipal securities —222,958 — 222,958
Agency mortgage-backed pass-through securities —31,812 — 31,812
Corporate bonds and other —46,130 — 46,130
Total $-$309,615 $ —$309,615

There were no liabilities measured at fair value on a recurring basis as of June 30, 2018 or December 31, 2017. There
were no transfers between levels during the six months ended June 30, 2018 or 2017.

Certain assets and liabilities are measured at fair value on a nonrecurring basis; that is, the instruments are not
measured at fair value on an ongoing basis, but are subject to fair value adjustments in certain circumstances such as
evidence of impairment.
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As of June 30,
2018

Lekelél 2 Level 3
(Dollars in

thousands)
Impaired loans:
Commercial and industrial $-$ —$5,094
Commercial real estate (including multi-family residential) —— 1,286
Other real estate owned —_ 1,710
$-$ —$38,090
As of December 31,
2017

Lel@vtl 2 Level 3
(Dollars in

thousands)
Impaired loans:
Commercial and industrial $-$ —$4,012
Commercial real estate (including multi-family residential) —— 7,478
Other real estate owned  — 365
$-$ —$11,855

Impaired Loans with Specific Allocation of Allowance

During the six months ended June 30, 2018 and the year ended December 31, 2017, certain impaired loans were
reevaluated and reported at fair value through a specific allocation of the allowance for loan losses. At June 30, 2018,
the total reported fair value of impaired loans of $6.4 million based on collateral valuations utilizing Level 3 valuation
inputs had a carrying value of $9.3 million that was reduced by specific allowance allocations totaling $2.9 million. At
December 31, 2017, the total reported fair value of impaired loans of $11.5 million based on collateral valuations
utilizing Level 3 valuation inputs had a carrying value of $13.8 million that was reduced by specific allowance
allocations totaling $2.4 million.

6. DEPOSITS

Time deposits that meet or exceed the Federal Deposit Insurance Corporation Insurance limit of $250 thousand at
June 30, 2018 and December 31, 2017 were $282.6 million and $227.4 million, respectively.

Scheduled maturities of time deposits for the next five years are as follows (dollars in thousands):

Within one year $536,535

After one but within two years 132,392

After two but within three years 64,273

After three but within four years 55,079

After four but within five years 105,841

Total $894,120

The Company has $269.3 million and $314.8 million of brokered deposits as of June 30, 2018 and December 31,
2017, respectively. Included in these amounts are reciprocal deposits that the Company has placed through the
Certificates of Deposits Account Registry Service (CDARS) Network which totaled $55.1 million and $68.4 million,
at June 30, 2018 and December 31, 2017, respectively. There are no major concentrations of deposits with any one
depositor at June 30, 2018 and December 31, 2017.

7. BORROWINGS AND BORROWING CAPACITY

37



Edgar Filing: Allegiance Bancshares, Inc. - Form 10-Q

The Company has an available line of credit with the Federal Home Loan Bank (“FHLB”) of Dallas, which allows the
Company to borrow on a collateralized basis. FHLB advances are used to manage liquidity as needed. The advances
are
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secured by a blanket lien on certain loans. Maturing advances are replaced by drawing on available cash, making
additional borrowings or through increased customer deposits. At June 30, 2018, the Company had a total borrowing
capacity of $1.01 billion, of which $655.0 million was available and $356.0 million was outstanding. FHLB advances
of $275.0 million were outstanding at June 30, 2018, at a weighted average interest rate of 2.02%. Letters of credit
were $81.0 million at June 30, 2018, of which $7.0 million will expire in September 2018, $32.1 million will expire in
October 2018, $13.1 million will expire in December 2018, $1.7 million will expire in January 2019, $3.1 million will
expire in February 2019, $7.1 million will expire in July 2019, $15.0 million will expire in August 2019, $300
thousand will expire in December 2019 and $1.6 million will expire in January 2020.

In 2015, the Company borrowed $18.0 million under its credit agreement with another financial institution, which was
in addition to the $10.1 million of indebtedness incurred under the same credit agreement in 2014. The maximum
commitment to advance funds under the credit agreement was originally $30.0 million, which has been and will
continue to be reduced by $4.285 million on each December 22nd, beginning on December 22, 2015. The credit
agreement matures in December 2021. The Company is required to repay any outstanding balance in excess of the
then-current maximum commitment amount. After giving effect to the annual reductions, the unused borrowing
capacity of the revolving credit agreement was $17.1 million at June 30, 2018. The Company used the funds borrowed
in 2015 to repay debt that F&M Bancshares, Inc. owed and used the funds borrowed in 2014 to pay off a previous
borrowing with another financial institution that had been entered into during 2013 in conjunction with the acquisition
of Independence Bank. In October 2015, the Company paid down $27.5 million of the credit agreement with a portion
of the proceeds from the initial public offering of Allegiance common stock. The credit agreement includes certain
restrictive covenants. At June 30, 2018, the Company believes it is in compliance with its debt covenants and had not
been made aware of any noncompliance by the lender. The interest rate on the outstanding debt under the revolving
credit agreement is the Prime rate minus 25 basis points, or 5.00%, at June 30, 2018, and is paid quarterly. Scheduled
principal maturities are as follows (dollars in thousands):

Remaining 2018 $—
2019 —
2020 —
2021 569
Total $569

8. SUBORDINATED DEBT

Junior Subordinated Debentures

On January 1, 2015, the Company acquired F&M Bancshares and assumed Farmers & Merchants Capital Trust II and
Farmers & Merchants Capital Trust III. Each of these trusts is a capital or statutory business trust organized for the
sole purpose of issuing trust securities and investing the proceeds in the Company’s junior subordinated debentures.
The preferred trust securities of each trust represent preferred beneficial interests in the assets of the respective trusts
and are subject to mandatory redemption upon payment of the junior subordinated debentures held by the trust. The
common securities of each trust are wholly owned by the Company. Each trust’s ability to pay amounts due on the trust
preferred securities is solely dependent upon the Company making payment on the related junior subordinated
debentures. The debentures, which are the only assets of each trust, are subordinate and junior in right of payment to
all of the Company’s present and future senior indebtedness. The Company has fully and unconditionally guaranteed
each trust’s obligations under the trust securities issued by such trust to the extent not paid or made by such trust,
provided such trust has funds available for such obligations.

Under the provisions of each issue of the debentures, the Company has the right to defer payment of interest on the
debentures at any time, or from time to time, for periods not exceeding five years. If interest payments on either issue
of the debentures are deferred, the distributions on the applicable trust preferred securities and common securities will
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The Company assumed the junior subordinated debentures with an aggregate original principal amount of $11.3
million and a carrying fair value at June 30, 2018 of $9.3 million. At acquisition, the Company recorded a discount of
$2.5 million on the debentures. The difference between the carrying value and contractual balance will be recognized
as a yield adjustment over the remaining term for the debentures. At June 30, 2018, the Company had $11.3 million
outstanding in junior subordinated debentures issued to the Company’s unconsolidated subsidiary trusts. The junior
subordinated debentures are included in tier 1 capital under current regulatory guidelines and interpretations.

A summary of pertinent information related to the Company’s issues of junior subordinated debentures outstanding at
June 30, 2018 is set forth in the table below:

Trust Junior

Preferred Subordinated
Description Issuance Date ... Interest Rate() Debt Owed Maturity Date(®

Securities

Outstanding to

Trusts

(Dollars in thousands)
Farmers & Merchants Capital ~November 13, 3 month LIBOR + November 8,
Trust 11 2003 $ 7,500 3.00% $7.732 2033
Farmers & Merchants Capital 3 month LIBOR +
Trust TII June 30, 2005 3,500 1.80% 3,609 July 7, 2035

(1)The 3-month LIBOR in effect as of June 30, 2018 was 2.3303%.

(2) All debentures are currently callable.

Subordinated Notes

In December 2017, the Bank completed the issuance, through a private placement, of $40.0 million aggregate
principal amount of Fixed-to-Floating Rate Subordinated Notes (the "Notes") due December 15, 2027. The Notes
were issued at a price equal to 100% of the principal amount, resulting in net proceeds to the Bank of $39.4 million.
The Bank intends to use the net proceeds from the offering to support its growth and for general corporate purposes.
The Notes are intended to qualify as tier 2 capital for bank regulatory purposes.

The Notes bear a fixed interest rate of 5.25% per annum until (but excluding) December 15, 2022, payable
semi-annually in arrears. From December 15, 2022, the Notes will bear a floating rate of interest equal to 3-Month
LIBOR + 3.03% until the Notes mature on December 15, 2027, or such earlier redemption date, payable quarterly in
arrears. The Notes will be redeemable by the Bank, in whole or in part, on or after December 15, 2022 or, in whole but
not in part, upon the occurrence of certain specified tax events, capital events or investment company events. Any
redemption will be at a redemption price equal to 100% of the principal amount of Notes being redeemed, plus
accrued and unpaid interest, and will be subject to, and require, prior regulatory approval. The Notes are not subject to
redemption at the option of the holders.

9. INCOME TAXES

The amount of the Company’s federal and state income tax expense is influenced by the amount of pre-tax income, the
amount of tax-exempt income and the amount of other nondeductible items. For the three and six months ended

June 30, 2018 income tax expense was $1.6 million and $3.0 million, respectively, compared with $1.7 million and
$3.3 million, respectively, for the three and six months ended June 30, 2017. The effective income tax rate for the
three and six months ended June 30, 2018 was 17.2% and 16.6%, respectively, compared to 24.2% and 22.1%,
respectively, for the three and six months ended June 30, 2017. The decrease in income tax expense and the effective
tax rate year over year was primarily attributable to the Tax Act enacted on December 22, 2017, which reduced the
U.S. federal statutory income tax rate from 35% to 21% effective January 1, 2018.
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Interest and penalties related to tax positions are recognized in the period in which they begin accruing or when the
entity claims the position that does not meet the minimum statutory thresholds. The Company does not have any
uncertain tax positions and does not have any interest and penalties recorded in the income statement for the three and
six months ended
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June 30, 2018 and 2017. The Company is no longer subject to examination by the U.S. Federal Tax Jurisdiction for

the years prior to 2014.

10. STOCK BASED COMPENSATION

During 2015, the Company’s Board of Directors and shareholders approved the 2015 Amended and Restated Stock

Awards and Incentive Plan (the “Plan”) covering certain awards of stock-based compensation to key employees and

directors of the Company. The Plan was amended in 2017 as the shareholders authorized a maximum aggregate of

1,900,000 shares of stock to be issued, any or all of which may be issued through incentive stock options. The

Company accounts for stock based employee compensation plans using the fair value-based method of accounting.

The Company recognized total stock based compensation expense of $397 thousand and $835 thousand for the three

and six months ended June 30, 2018, respectively, and $456 thousand and $797 thousand for the three and six months

ended June 30, 2017, respectively.

Stock Options

Options to purchase a total of 1,309,231 shares of Company stock have been granted as of June 30, 2018. Under the

Plan, options are exercisable up to 10 years from the date of the grant and are generally fully vested 4 years after the

date of grant. The fair value of stock options granted is estimated at the date of grant using the Black-Scholes

option-pricing model.

A summary of the activity in the stock option plan during the six months ended June 30, 2018 is set forth below:
Weighted Weighted

Number of  Average Average Aggregate
. . o Intrinsic
Options Exercise Remaining
. Value
Price Contractual Term

(In thousands) (In years) (In thousands)
Options outstanding, January 1, 2018 775 $1994 572 $ 13,718
Options granted 4 40.40
Options exercised (101 ) 15.10
Options forfeited (28 ) 28.69
Options outstanding, June 30, 2018 650 $2047 547 $ 14,879
Options vested and exercisable, June 30, 2018 478 $18.08 4.61 $ 12,085

Restricted Stock Awards

During the six months ended June 30, 2018, the Company issued 12,672 shares of restricted stock. The forfeiture
restrictions on restricted stock shares generally lapse over a period of 4 years, and the shares are considered
outstanding at the date of issuance. The Company accounts for restricted stock grants by recording the fair value of
the grant on the award date as compensation expense over the vesting period.
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A summary of the activity of the nonvested shares of restricted stock during the six months ended June 30, 2018 is as
follows:

Nume\rfeighted

verage Grant

Date Fair
Value

(Shares in thousands)
Nonvested share awards outstanding, January 1, 2018 41  $ 30.46
Share awards granted 13 40.77
Share awards vested (18 ) 30.03
Unvested share awards forfeited — —
Nonvested share awards outstanding, June 30,2018 36 $ 33.19
11. OFF-BALANCE SHEET ARRANGEMENTS, COMMITMENTS AND CONTINGENCIES
In the normal course of business, the Company enters into various transactions, which, in accordance with accounting
principles generally accepted in the United States, are not included in the Company’s consolidated balance sheets. The
Company enters into these transactions to meet the financing needs of its customers. These transactions include
commitments to extend credit and standby letters of credit, which involve to varying degrees elements of credit risk
and interest rate risk in excess of the amounts recognized in the consolidated balance sheets. The Company uses the
same credit policies in making commitments and conditional obligations as it does for on balance sheet instruments.
The contractual amounts of financial instruments with off-balance sheet risk are as follows:

Share

June 30, 2018 December 31, 2017
Fixed Variable Fixed Variable
Rate Rate Rate Rate

(Dollars in thousands)
Commitments to extend credit $416,973 $278,873 $369,573 $250,467
Standby letters of credit 12,393 1,900 15,445 1,725
Total $429,366 $280,773 $385,018 $252,192
Commitments to make loans are generally made for an approval period of 120 days or fewer. As of June 30, 2018, the
funded fixed rate loan commitments had interest rates ranging from 1.95% to 7.75% with a weighted average maturity
and rate of 2.25 years and 4.62%, respectively.
Litigation
From time to time, the Company is subject to claims and litigation arising in the ordinary course of business. In the
opinion of management, the Company is not party to any legal proceedings the resolution of which it believes would
have a material adverse effect on the Company’s business, prospects, financial condition, liquidity, results of operation,
cash flows or capital levels. However, one or more unfavorable outcomes in any claim or litigation against the
Company could have a material adverse effect for the period in which such claim or litigation is resolved. In addition,
regardless of their merits or their ultimate outcomes, such matters are costly, divert management’s attention and may
materially adversely affect the Company’s reputation, even if resolved in its favor. The Company intends to defend
itself vigorously against any future claims or litigation.
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12. REGULATORY CAPITAL MATTERS

The Company and the Bank are subject to various regulatory capital requirements administered by the federal banking
agencies. Capital adequacy guidelines, and for banks, prompt corrective action regulations, involve quantitative
measures of assets, liabilities and certain off balance sheet items calculated under regulatory accounting practices.
Capital amounts and classifications are also subject to qualitative judgments by regulators about components, risk
weightings and other factors. Failure to meet minimum capital requirements can cause regulators to initiate actions
that, if undertaken, could have a direct material effect on the Company’s consolidated financial statements. The final
rules implementing Basel Committee on Banking Supervision's capital guideline for U.S. Banks (Basel III Rules)
became effective for the Company on January 1, 2015 with full compliance with all of the requirements being phased
in over a multi-year schedule, and fully phased in by January 1, 2019. Starting in January 2016, the implementation of
the capital conservation buffer was effective for the Company starting at the 0.625% level and increasing 0.625% each
year thereafter, until it reaches 2.5% on January 1, 2019. Management believes as of June 30, 2018 and December 31,
2017 the Company and the Bank met all capital adequacy requirements to which they were then subject.

Prompt corrective action regulations provide five classifications: well capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized, and critically undercapitalized, although these terms are not used to
represent overall financial condition. If less than well capitalized, regulatory approval is required to accept brokered
deposits. If undercapitalized, capital distributions are limited, as is asset growth and expansion, and capital restoration
plans are required.
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The following is a summary of the Company’s and the Bank’s actual and required capital ratios at June 30, 2018 and
December 31, 2017:

Minimum Minimum To Be Categorized As

Required For Required Plus Well Capitalized
Actual Capital Capital Under

Adequacy Conservation Prompt Corrective

Purposes Buffer Action Provisions

Amount Ratio Amount Ratio Amount Ratio Amount Ratio
(Dollars in thousands)
ALLEGIANCE BANCSHARES,
INC.
(Consolidated)
As of June 30, 2018
Total Capital (to risk weighted assets) $345,933 13.41% $206,421 8.00% $254,801 9.875% N/A N/A
Common Equity Tier 1 Capital (torisk, 3 3531 590, 116,112 4.50% 164492 6375% N/A N/A
weighted assets)
Tier 1 Capital (to risk weighted assets)282,682 10.96% 154,816 6.00% 203,196 7.875% N/A N/A

Zslseert;)cap“al (toaverage tangible 0, for 978 ¢ 115620 4.00% 115.629 4.000% N/A N/A

As of December 31, 2017

Total Capital (to risk weighted assets) $336,829 13.43% $200,687 8.00% $232,044 9.250% N/A N/A
Common Equity Tier 1 Capital (toriskyc) 5011540, 112,886 4.50% 144244 5.750% N/A N/A
weighted assets)

Tier 1 Capital (to risk weighted assets)273,825 10.92% 150,515 6.00% 181,872 7.250% N/A N/A

Zslseert;)cap“al (toaverage tangible 03 o759 ¢ 111274 4.00% 111274 4.00 % N/A N/A

ALLEGIANCE BANK
As of June 30, 2018

Total Capital (to risk weighted assets) $347,659 13.48% $206,322 8.00% $254,679 9.875% $257,902 10.00 %
Common Equity Tier 1 Capital (torisk, g\ 10¢ 11 039 116,056 4.50% 164413 6375% 167.637 650 %
weighted assets)

Tier 1 Capital (to risk weighted assets) 284,408 11.03% 154,741 6.00% 203,098 7.875% 206,322  8.00 %

Zslseert;)cap“al (toaverage tangible g/ oe 984 o 115581 4.00% 115581 4.000% 144477  5.00 %

As of December 31, 2017

Total Capital (to risk weighted assets) $331,872 13.24% $200,596 8.00% $231,939 9.250% $250,745 10.00 %
Common Equity Tier I Capital (torisk, (¢ ¢cc 10700, 112,835 4.50% 144179 5.750% 162.985  6.50 %
weighted assets)

Tier 1 Capital (to risk weighted assets)268,868 10.72% 150,447 6.00% 181,790 7.250% 200,596 8.00 %

Zslseert;)cap“al (toaverage tangible 5 ¢ g0 967 ¢ 111230 4.00% 111,230 4.000% 139.037  5.00 %
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13. EARNINGS PER COMMON SHARE
Diluted earnings per common share is computed using the weighted-average number of common shares determined
for the basic earnings per common share computation plus the potential dilution that could occur if securities or other
contracts to issue common stock were exercised or converted into common stock using the treasury stock method.
Outstanding stock options issued by the Company represent the only dilutive effect reflected in diluted weighted
average shares. Restricted shares are considered outstanding at the date of grant, accounted for as participating
securities and included in basic and diluted weighted average common shares outstanding.

Three Months Ended June 30, Six Months Ended June 30,

2018 2017 2018 2017
Per Per Per Per
AmountShare  AmountShare = Amount Share  Amount Share
Amount Amount Amount Amount
(Amounts in thousands, except per share data)
Net income attributable to common $7.556 $5.395 $15.267 $11.442
shareholders
Basic:

Weighted average common shares outstanding 13,327 $ 0.57 13,125 $0.41 13,294 $1.15 13,073 $0.88
Diluted:

Add incremental shares for:

Dilutive effect of stock option exercises 307 346 294 352

Total 13,634 $0.55 13471 $040 13,588 $1.12 13425 $0.85
There were no antidilutive shares as of June 30, 2018. Stock options for 14 thousand shares were not considered in
computing diluted earnings per common share as of June 30, 2017 because they were antidilutive.

14. ACQUISITION

On April 30, 2018, Allegiance announced the signing of a definitive merger agreement with Post Oak Bancshares, Inc.
(“Post Oak™), the holding company of Post Oak Bank, N.A., whereby Post Oak will be merged with and into Allegiance.
Post Oak operates thirteen (13) banking locations: twelve (12) located throughout the greater Houston MSA and one
in Beaumont, just outside of the Houston MSA. Under the terms of the definitive agreement, Allegiance will issue
0.7017 shares of Allegiance common stock for each outstanding share of, and option to purchase a share of, Post Oak
capital stock, subject to certain conditions and potential adjustments. The transaction is expected to close during the
fourth quarter of 2018 and is subject to certain customary closing conditions, including the approval by Allegiance
and Post Oak shareholders and customary regulatory approvals.

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Except where the context otherwise requires or where otherwise indicated, in this Quarterly Report on Form 10-Q the
terms “we,” “us,” “our,” “Company” and “our business” refer to Allegiance Bancshares, Inc. and our wholly-owned banking
subsidiary, Allegiance Bank, a Texas banking association, and the terms “Allegiance Bank™ or the “Bank” refer to
Allegiance Bank. In this Quarterly Report on Form 10-Q, we refer to the Houston-The Woodlands-Sugar Land
metropolitan statistical area as the “Houston metropolitan area.”

Cautionary Notice Regarding Forward-Looking Statements

Statements and financial discussion and analysis contained in this Quarterly Report on Form 10-Q that are not
historical facts are forward-looking statements and are made pursuant to the safe harbor provisions of the Private
Securities Litigation Reform Act of 1995. We also may make forward-looking statements in our other documents filed
with or furnished to
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the SEC. In addition, our senior management may make forward-looking statements orally to investors, analysts,
representatives of the media and others. Statements preceded by, followed by or that otherwise include the words

“believes,” “expects,” “anticipates,” “intends,” “projects,” “estimates,” “plans” and similar expressions or future or conditional
such as “will,” “should,” “would,” “may” and “could” are generally forward-looking in nature and not historical facts, althoug!
not all forward-looking statements include the foregoing. Forward-looking statements are based on assumptions and

involve a number of risks and uncertainties, many of which are beyond our control. Many possible events or factors

could affect our future financial results and performance and could cause such results or performance to differ

materially from those expressed in our forward-looking statements.

While there is no assurance that any list of risks and uncertainties or risk factors is complete, below are certain factors

which could cause our actual results to differ from those in our forward-looking statements:

risks related to the concentration of our business in the Houston metropolitan area, including risks associated with

volatility or decreases in oil and gas prices or prolonged periods of lower oil and gas prices;

LR INT3 EEINT3 29 ¢ LN

general market conditions and economic trends nationally, regionally and particularly in the Houston metropolitan
area;

our ability to retain executive officers and key employees and their customer and community relationships;

our ability to recruit and retain successful bankers that meet our expectations in terms of customer and community
relationships and profitability;

risks related to our strategic focus on lending to small to medium-sized businesses;

our ability to implement our growth strategy, including through the identification of acquisition candidates that will be
accretive to our financial condition and results of operations, as well as permitting decision-making authority at the
branch level;

risks related to any businesses we acquire in the future, including exposure to potential asset and credit quality risks
and unknown or contingent liabilities, the time and costs associated with integrating systems, technology platforms,
procedures and personnel, the need for additional capital to finance such transactions and possible failures in realizing
the anticipated benefits from such acquisitions;

risks associated with our owner-occupied commercial real estate loan and other commercial real estate loan portfolios,
including the risks inherent in the valuation of the collateral securing such loans;

risks associated with our commercial and industrial loan portfolio, including the risk for deterioration in value of the
general business assets that generally secure such loans;

the accuracy and sufficiency of the assumptions and estimates we make in establishing reserves for potential loan
losses and other estimates;

risk of deteriorating asset quality and higher loan charge-offs, as well as the time and effort necessary to resolve
nonperforming assets;

potential changes in the prices, values and sales volumes of commercial and residential real estate securing our real
estate loans;

changes in market interest rates that affect the pricing of our loans and deposits and our net interest income;
potential fluctuations in the market value and liquidity of the securities we hold for sale;

risk of impairment of investment securities, goodwill, other intangible assets or deferred tax assets;

the effects of competition from a wide variety of local, regional, national and other providers of financial, investment
and insurance services, which may adversely affect our pricing and terms;

risks associated with negative public perception of the Company;

our ability to maintain an effective system of disclosure controls and procedures and internal controls over financial
reporting;
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risks associated with fraudulent and negligent acts by our customers, employees or vendors;

our ability to keep pace with technological change or difficulties when implementing new technologies;

risks associated with system failures or failures to protect against cybersecurity threats, such as breaches of our
network security;

our ability to comply with privacy laws and properly safeguard personal, confidential or proprietary information;
risks associated with data processing system failures and errors;

potential risk of environmental liability related to owning or foreclosing on real property;

the institution and outcome of litigation and other legal proceeding against us or to which we become subject;

our ability to maintain adequate liquidity and to raise necessary capital to fund our acquisition strategy and operations
or to meet increased minimum regulatory capital levels;

our ability to comply with various governmental and regulatory requirements applicable to financial institutions;

the impact of recent and future legislative and regulatory changes, including changes in banking, securities and tax
{aws and regulations and their application by our regulators, such as the further implementation of the Dodd-Frank
Act;

governmental monetary and fiscal policies, including the policies of the Federal Reserve;

our ability to comply with supervisory actions by federal and state banking agencies;

changes in the scope and cost of FDIC insurance and other coverage;

systemic risks associated with the soundness of other financial institutions;

the effects of war or other conflicts, acts of terrorism (including cyberattacks) or other catastrophic events, including
storms, droughts, tornadoes and flooding, that may affect general economic conditions; and

other risks and uncertainties listed from time to time in our reports and documents filed with the SEC.

Further, these forward-looking statements speak only as of the date on which they were made and we undertake no
obligation to update or revise any forward-looking statements to reflect events or circumstances after the date on
which any such statement is made or to reflect the occurrence of unanticipated events, unless required to do so under
the federal securities laws. Other factors not identified above, including those described under the headings “Risk
Factors”, "Quantitative and Qualitative Disclosures about Market Risk" and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in this Quarterly Report on Form 10-Q and in our Annual Report on
Form 10-K for the year ended December 31, 2017 may also cause actual results to differ materially from those
described in our forward-looking statements. Most of these factors are difficult to anticipate and are generally beyond
our control. You should consider these factors in connection with considering any forward-looking statements that
may be made by us.

Overview

We generate most of our revenues from interest income on loans, service charges on customer accounts and interest
income from investments in securities. We incur interest expense on deposits and other borrowed funds and
noninterest expenses such as salaries and employee benefits and occupancy expenses. Net interest income is the
difference between interest income on earning assets such as loans and securities and interest expense on liabilities
such as deposits and borrowings that are used to fund those assets. Net interest income is our largest source of
revenue. To evaluate net interest income, we measure and monitor (1) yields on our loans and other interest-earning
assets, (2) the interest expenses of our deposits and other funding sources, (3) our net interest spread and (4) our net
interest margin. Net interest spread is the difference between rates earned on interest-earning assets and rates paid on
interest-bearing liabilities. Net interest margin is calculated as net interest income divided by average interest-earning
assets. Because noninterest-bearing sources of funds, such as noninterest-bearing deposits and shareholders’ equity,
also fund interest-earning assets, net interest margin includes the benefit of these noninterest-bearing sources.
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Our net interest income is affected by changes in the amount and mix of interest-earning assets and interest-bearing
liabilities, referred to as a “volume change.” Periodic changes in the volume and types of loans in our loan portfolio are
affected by, among other factors, economic and competitive conditions in Texas and specifically in the Houston
metropolitan area, as well as developments affecting the real estate, technology, financial services, insurance,
transportation, manufacturing and energy sectors within our target market and throughout the state of Texas.

Our net interest income is also affected by changes in yields earned on interest-earning assets and rates paid on
interest-bearing deposits and other borrowed funds, referred to as a “rate change.” Fluctuations in market interest rates
are driven by many factors, including governmental monetary policies, inflation, deflation, macroeconomic
developments, changes in unemployment, the money supply, political and international conditions and conditions in
domestic and foreign financial markets.

Our objective is to grow and strengthen our community banking franchise by deploying our super-community banking
strategy and pursuing select strategic acquisitions in the Houston metropolitan area. We have positioned ourselves to
be a leading provider of personalized commercial banking services by emphasizing the strength and capabilities of
local bank office management and by providing superior customer service. We have made the strategic decision to
focus on the Houston metropolitan area because of our deep roots and experience operating through a variety of
economic cycles in this large and vibrant market.

Super-community banking strategy. Our super-community banking strategy emphasizes local delivery of the excellent
customer service associated with community banking combined with the products, efficiencies and scale associated
with larger banks. By empowering our personnel to make certain business decisions at a local level in order to respond
quickly to customers' needs, we are able to establish and foster strong relationships with customers through superior
service. We operate full-service bank offices and employ lenders with strong underwriting credentials who are
authorized to make loan and underwriting decisions up to prescribed limits at the bank office level. We support bank
office operations with a centralized credit approval process for larger credit relationships, loan operations, information
technology, core data processing, accounting, finance, treasury and treasury management support, deposit operations
and executive and board oversight. We emphasize lending to and banking with small to medium-sized businesses,
with which we believe we can establish stronger relationships through excellent service and provide lending that can
be priced on terms that are more attractive to us than would be achieved by lending to larger businesses. We believe
this approach produces a clear competitive advantage by delivering an extraordinary customer experience and
fostering a culture dedicated to achieving both superior external and internal service levels.

We plan to continue to emphasize the super-community banking strategy to organically grow our presence in the
Houston metropolitan area through:

increasing the productivity of existing bankers, as measured by loans, deposits and fee income per banker, while
enhancing profitability by leveraging our existing operating platform;

focusing on local and individualized decision-making, allowing us to provide customers with rapid decisions on loan
requests, which we believe allows us to effectively compete with larger financial institutions;

identifying and hiring additional seasoned bankers in the Houston metropolitan area who will thrive within our
super-community banking model, and opening additional branches where we are able to attract seasoned bankers; and
developing new products designed to serve the increasingly diversified Houston economy, while preserving our
strong culture of risk management.

Select strategic acquisitions. We intend to continue to expand our market position in the Houston metropolitan area
through organic growth, including the development of de novo branch locations, and a disciplined acquisition
strategy. We focus on like-minded community banks with similar lending strategies to our own when evaluating
acquisition opportunities. We believe that our management’s experience in assessing, executing and integrating target
institutions will allow us to capitalize on acquisition opportunities.

Critical Accounting Policies

Our accounting policies are integral to understanding our results of operations. Our accounting policies are described
in detail in Note 1 to our Annual Report on Form 10-K for the year ended December 31, 2017. We believe that of our
accounting policies, the following may involve a higher degree of judgment and complexity:
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Securities

Debt securities are classified as available for sale when they might be sold before maturity. Securities available for
sale are carried at fair value. Unrealized gains and losses are excluded from earnings and reported, net of tax, as a
separate component of shareholders’ equity until realized. Securities within the available for sale portfolio may be used
as part of our asset/liability strategy and may be sold in response to changes in interest rate risk, prepayment risk or
other similar economic factors.

Interest earned on these assets is included in interest income. Interest income includes amortization of purchase
premium or discount. Premiums and discounts on securities are amortized on the level-yield method, except for
mortgage backed securities where prepayments are anticipated. Gains and losses on sales are recorded on the trade
date and determined using the specific identification method.

Management evaluates debt securities for other-than-temporary impairment (“OTTI”) on at least a quarterly basis, and
more frequently when economic or market conditions warrant such an evaluation. For securities in an unrealized loss
position, management considers the extent and duration of the unrealized loss and the financial condition and
near-term prospects of the issuer. Management also assesses whether it intends to sell, or it is more likely than not that
it will be required to sell, a security in an unrealized loss position before recovery of its amortized cost basis. If either
of the criteria regarding intent or requirement to sell is met, the entire difference between amortized cost and fair value
is recognized as impairment through earnings. For debt securities that do not meet the aforementioned criteria, the
amount of impairment is split into two components as follows: (1) OTTI related to credit loss, which must be
recognized in the income statement, and (2) OTTI related to other factors, which is recognized in other comprehensive
income, net of applicable taxes. The credit loss is defined as the difference between the present value of the cash flows
expected to be collected and the amortized cost basis. The previous amortized cost basis less the OTTI recognized in
earnings becomes the new amortized cost basis of the security.

Nonperforming and Past Due Loans

Loans are placed on nonaccrual status when payment in full of principal or interest is not expected or upon which
principal or interest has been in default for a period of 90 days or more unless the asset is both well secured and in the
process of collection. If the decision is made to continue accruing interest on the loan, periodic reviews are made to
confirm the accruing status of the loan. Nonaccrual loans and loans past due 90 days include both smaller balance
homogeneous loans that are collectively evaluated for impairment and individually classified impaired loans.

When available information confirms that specific loans, or portions thereof, are uncollectible, these amounts are
charged off against the allowance. All loan types are considered delinquent after 30 days past due and are typically
charged off or charged down no later than 120 days past due, with consideration of, but not limited to, the following
criteria in determining the need and optional timing of the charge-off or charge-down: (1) the Bank is in the process of
repossession or foreclosure and there appears to be a likely deficiency, (2) the collateral securing the loan has been
sold and there is an actual deficiency, (3) the Bank is proceeding with lengthy legal action to collect its balance, (4)
the borrower is unable to be located or (5) the borrower has filed bankruptcy. Events requiring charge-offs occur when
a shortfall is identified between the recorded investment in the loan and the underlying value of the collateral.
Allowance for Loan Losses

The allowance for loan losses is a valuation allowance that is established through charges to income in the form of a
provision for loan losses. The amount of the allowance for loan losses is affected by the following: (1) charge-offs of
loans that decrease the allowance, (2) subsequent recoveries on loans previously charged off that increase the
allowance and (3) provisions for loan losses charged to income that increase the allowance.

Throughout the year, management estimates the probable incurred losses in the loan portfolio to determine if the
allowance for loan losses is adequate to absorb such losses. The allowance for loan losses consists of specific and
general components. The specific component relates to loans that are individually classified as impaired. We follow a
loan review program to evaluate the credit risk in the loan portfolio. Loans that have been identified as impaired are
reviewed on a quarterly basis in order to determine whether a specific reserve is required. The general component
covers non-impaired loans and is based on industry and our specific historical loan loss experience, volume, growth
and composition of the loan portfolio, the evaluation of our loan portfolio through our internal loan review process,
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of collateral and other qualitative relevant risk factors. Based on a review of these estimates, we adjust the allowance
for loan losses to a level determined by management to be adequate. Estimates of loan losses are inherently subjective
as they involve an exercise of judgment.
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Our allowance for loan losses, both in dollars and as a percentage of total loans, is impacted by acquisition
accounting. As part of acquisition accounting, acquired loans are initially recognized at fair value with no
corresponding allowance for loan losses. Initial fair value of the loans includes consideration of expected credit losses.
Loans for which the terms have been modified, and for which the borrower is experiencing financial difficulties, are
considered troubled debt restructurings and therefore classified as impaired. Subsequent to identification as a troubled
debt restructuring, such loans are then evaluated for impairment on an individual basis whereby we determine the
amount of reserve in accordance with the accounting policy for the impaired loans as part of our allowance for loan
losses calculation. If a loan is impaired, a specific valuation allowance is allocated, if necessary, so that the loan is
reported net, at the present value of estimated future cash flows using the loan’s existing rate or at the fair value of
collateral if repayment is expected solely from the collateral.

Goodwill

Goodwill resulting from business combinations is generally determined as the excess of the fair value of the
consideration transferred, plus the fair value of any noncontrolling interests in the acquiree, over the fair value of the
net assets acquired and liabilities assumed as of the acquisition date. Goodwill is assessed annually for impairment or
when events or changes in circumstances indicate that the carrying amount of the asset may not be recoverable.
Goodwill acquired in a purchase business combination that is determined to have an indefinite useful life, is not
amortized, but tested for impairment. We perform our annual impairment test on October 1st. Goodwill is the only
intangible asset with an indefinite life on our balance sheet.

Recently Issued Accounting Pronouncements

We have evaluated new accounting pronouncements that have recently been issued and have determined that there are
no new accounting pronouncements that should be described in this section that will impact the Company’s operations,
financial condition or liquidity in future periods. Refer to Note 1 of the Company’s audited consolidated financial
statements for a discussion of recent accounting pronouncements that have been adopted by the Company or that will
require enhanced disclosures in the Company’s financial statements in future periods.

Results of Operations

Net income was $7.6 million, or $0.55 per diluted share, for the second quarter 2018 compared to $5.4 million, or
$0.40 per diluted share, for the second quarter 2017. The second quarter 2018 results include $1.1 million and $625
thousand of core system conversion and merger related expenses, respectively. Annualized returns on average assets
and average equity were 1.03% and 9.55%, respectively, compared to 0.81% and 7.32%, respectively, for the the three
months ended June 30, 2018 and 2017, respectively. The efficiency ratio increased to 67.05% for the second quarter
2018 from 61.92% for the second quarter 2017. The efficiency ratio is calculated by dividing total noninterest expense
by the sum of net interest income plus noninterest income, excluding net gains and losses on the sale of loans,
securities and assets. Additionally, taxes and provision for loan losses are not part of this calculation.

Net income was $15.3 million, or $1.12 per diluted share, for the six months ended June 30, 2018 compared to

$11.4 million, or $0.85 per diluted share, for the six months ended June 30, 2017. The six months ended June 30, 2018
results include $1.5 million and $625 thousand of core system conversion and merger related expenses, respectively.
Annualized returns on average assets and average equity were 1.06% and 9.82%, respectively, for the six months
ended June 30, 2018 compared to 0.89% and 7.95%, respectively, for the six months ended June 30, 2017. The
efficiency ratio increased to 66.33% for the six months ended June 30, 2018 compared to 63.41% for the six months
ended June 30, 2017.

Net Interest Income

Three months ended June 30, 2018 compared with three months ended June 30, 2017. Net interest income before the
provision for loan losses for the three months ended June 30, 2018 was $27.8 million compared with $25.1 million for
the three months ended June 30, 2017, an increase of $2.7 million, or 10.8%. The increase in net interest income was
primarily due to the increase in average interest-earning assets primarily due to organic loan growth partially offset by
increased interest expense on interest-bearing liabilities driven in part by the subordinated debt that was issued in
December 2017.
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Interest income was $34.2 million for the three months ended June 30, 2018, an increase of $5.2 million, or 18.0%,
compared with the three months ended June 30, 2017, primarily due to an increase in interest income and fees on
loans as a result of an increase of $270.3 million, or 13.2%, in average loans for the same periods.
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Interest expense was $6.4 million for the three months ended June 30, 2018, an increase of $2.5 million, or 64.4%,
compared to the three months ended June 30, 2017. This increase was primarily due to an increase in funding costs on
interest-bearing liabilities and average interest-bearing liabilities. The cost of average interest-bearing liabilities
increased to 137 basis points for the three months ended June 30, 2018 compared to 90 basis points for the same
period in 2017. Additionally, average interest-bearing liabilities increased $132.3 million, or 7.6%, for the three
months ended June 30, 2018 compared to the three months ended June 30, 2017. The increase in average
interest-bearing liabilities for the three months ended June 30, 2018 compared to the three months ended June 30,
2017 was primarily due to the increase in average interest-bearing deposits of $85.8 million and the increase in
average subordinated debt of $39.5 million. The increase in average interest-bearing deposits for the three months
ended June 30, 2018 compared to the three months ended June 30, 2017 was primarily due to the increase in average
certificates and other time deposits of $42.7 million, or 5.4%, and the increase in money market and savings deposits
of $23.0 million, or 4.6%, for the same period.

Tax equivalent net interest margin, defined as net interest income adjusted for tax-free income divided by average
interest-earning assets, for the three months ended June 30, 2018 was 4.21%, a decrease of 8 basis points compared to
4.29% for the three months ended June 30, 2017 primarily due to interest expense on the subordinated debt issuance
and certificates of deposit. The average yield on interest-earning assets and the average rate paid on interest-bearing
liabilities for the second quarter 2018 increased over the same period in 2017. The average yield on interest-earning
assets, 5.12%, and the average rate paid on interest-bearing liabilities, 1.37%, as of June 30, 2018, were primarily
impacted by changes in market interest rates as well as changes in the volume and relative mix of the underlying
assets and liabilities. Tax equivalent adjustments to net interest margin are the result of increasing income from
tax-free securities by an amount equal to the taxes that would have been paid if the income were fully taxable based
on a 21% and 35% federal tax rate for the three months ended June 30, 2018 and 2017, respectively, thus making
tax-exempt yields comparable to taxable asset yields.
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The following table presents, for the periods indicated, the total dollar amount of average balances, interest income
from average interest-earning assets and the annualized resultant yields, as well as the interest expense on average
interest-bearing liabilities, expressed in both dollars and rates. Any nonaccruing loans have been included in the table

as loans carrying a zero yield.
Three Months Ended June 30,

2018 2017
Interest Average Interest Average
Average Earned/ . Average Earned/ ,.
Yield/ Yield/
Balance Interest Rate Balance Interest Rate
Paid Paid
(Dollars in thousands)
Assets
Interest-earning Assets:
Loans $2,312,725 $31,846 5.52 % $2,042,460 $26,736 5.25 %
Securities 315,198 2,097  2.67 % 326,388 2,094 257 %
Deposits in other financial institutions 50,227 250 2.00 % 49,703 157 1.26 %
Total interest-earning assets 2,678,150  $34,193 5.12 % 2,418,551 $28,987 481 %
Allowance for loan losses (24,753 ) (19,253 )
Noninterest-earning assets 280,852 261,668
Total assets $2,934,249 $2,660,966
Liabilities and Shareholders' Equity
Interest-bearing Liabilities:
Interest-bearing demand deposits $157,588  $208 0.53 % $137,507 $118 034 %

522,381 679 0.52 % 499,335 584 047 %
827,897 3284 159 % 785,194 2,283 1.17 %
311,185 1,472 190 % 304,184 761 1.00 %
48,746 734 6.04 % 9,232 134 5.83 %

Money market and savings deposits
Certificates and other time deposits
Borrowed funds

Subordinated debt

Total interest-bearing liabilities 1,867,797 $6,377 137 % 1,735,452 $3,880 0.90 %
Noninterest-bearing Liabilities:

Noninterest-bearing demand deposits 741,266 624,100

Other liabilities 7,778 5,890

Total liabilities 2,616,841 2,365,442

Shareholders' equity 317,408 295,524

Total liabilities and shareholders' equity $2,934,249 $2,660,966

Net interest rate spread 375 % 391 %

$27,816 4.17 % $25,107 4.16 %

Net interest income and margin!)
Net interest income and margin (tax equivalent)® $28,086 421 % $25,862 429 %
(1) The net interest margin is equal to annualized net interest income divided by average interest-earning assets.

In order to make pretax income and resultant yields on tax-exempt investments and loans comparable to those on
taxable investments and loans, a tax-equivalent adjustment has been computed using a federal income tax rate of
21% and 35% for the three months ended June 30, 2018 and June 30, 2017, respectively, and other applicable
effective tax rates.

2
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Six months ended June 30, 2018 compared with six months ended June 30, 2017. Net interest income

before the provision for loan losses for the six months ended June 30, 2018 was $54.7 million compared with $49.2
million for the six months ended June 30, 2017, an increase of $5.5 million, or 11.1%. The increase in net interest
income was primarily due to organic loan growth partially offset by the increased interest expense on interest-bearing
liabilities.
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Interest income was $66.6 million for the six months ended June 30, 2018, an increase of $10.1 million, or

17.8%, compared with the six months ended June 30, 2017, primarily due to an increase of $287.2 million, or 12.2%,
in

average interest-earning assets.

Interest expense was $11.9 million for the six months ended June 30, 2018, an increase of $4.6 million, or

63.5%, compared to the six months ended June 30, 2017. This increase was primarily due to the subordinated debt
issuance and rising expenses associated with higher costs on FHLB borrowings and certificates of deposit. The cost of
average interest-bearing liabilities increased to 128 basis points for the six months ended June 30, 2018 compared to
86 basis points for the same period in 2017. Additionally, the increase in interest expense was attributable to the
increase in average interest-bearing liabilities of $179.1 million, or 10.6%, for the six months ended June 30, 2018
compared to the six months ended June 30, 2017. The increase in average interest-bearing liabilities was primarily due
to an increase in average interest-bearing deposits of $183.5 million and the increase in average subordinated debt of
$39.5 million for the six months ended June 30, 2018 compared to the six months ended June 30, 2017.

Tax equivalent net interest margin for the six months ended June 30, 2018 was 4.20%, a decrease of 13 basis

points compared to 4.33% for the six months ended June 30, 2017 primarily due to the increase in interest expense on
interest-bearing liabilities driven in part by the subordinated debt issuance in December 2017.
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The following table presents, for the periods indicated, the total dollar amount of average balances, interest income
from average interest-earning assets and the annualized resultant yields, as well as the interest expense on average
interest-bearing liabilities, expressed in both dollars and rates. Any nonaccruing loans have been included in the table

as loans carrying a zero yield.

Assets

Interest-earning Assets:

Loans

Securities

Deposits in other financial institutions
Total interest-earning assets
Allowance for loan losses
Noninterest-earning assets

Total assets

Liabilities and Shareholders' Equity
Interest-bearing Liabilities:
Interest-bearing demand deposits
Money market and savings deposits
Certificates and other time deposits
Borrowed funds

Subordinated debt

Total interest-bearing liabilities

Noninterest-bearing Liabilities:
Noninterest-bearing demand deposits
Other liabilities

Total liabilities

Shareholders' equity

Total liabilities and shareholders' equity

Net interest rate spread

Net interest income and margin!)

Net interest income and margin (tax equivalent)®

Six Months Ended June 30,
2018

Interest Average
Average Earned/ 5 08

Yield/
Balance Interest
. Rate
Paid

(Dollars in thousands)

$2,286,567 $61,963 5.46
313,990 4,155 2.67
50,063 466 1.88
2,650,620 $66,584 5.07
(24,353 )
276,664
$2,902,931
$194,774  $525  0.54
537,305 1,338 0.50
814,196 6,069 1.50
280,967 2,508  1.80
48,716 1,439  5.96
1,875,958  $11,879 1.28
705,461
8,014
2,589,433
313,498
$2,902,931
3.79
$54,705 4.16
$55,260 4.20

%
%
%
%

%
%
%
%
%
%

%

%

%

2017
Interest Average
Average Earned/ ,.
Yield/
Balance Interest Rate
Paid
$1,985,712 $51,996 5.28 %
326,151 4216 2.61 %
51,511 287 1.12 %
2,363,374  $56,499 4.82 %
(18,729 )
260,497
$2,605,142
$134226  $218 033 %
493,092 1,138 047 %
735,458 4240 1.16 %
324,901 1,414 0.88 %
9,218 254 5.56 %
1,696,895 $7,264 0.86 %
612,120
5,891
2,314,906
290,236
$2,605,142
3.96 %
$49,235 420 %
$50,770 4.33 %

(1) The net interest margin is equal to annualized net interest income divided by average interest-earning assets.
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In order to make pretax income and resultant yields on tax-exempt investments and loans comparable to those on
taxable investments and loans, a tax-equivalent adjustment has been computed using a federal income tax rate of
21% and 35% for the six months ended June 30, 2018 and June 30, 2017, respectively, and other applicable
effective tax rates.
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The following table presents information regarding the dollar amount of changes in interest income and interest
expense for the periods indicated for each major component of interest-earning assets and interest-bearing liabilities
and distinguishes between the changes attributable to changes in volume and changes in interest rates. For purposes of
this table, changes attributable to both rate and volume that cannot be segregated have been allocated to rate.

For the Three Months  For the Six Months Ended

Ended June 30, June 30,
Increase

(Decrease) Increase
Due to Change (Decrease)

Due to Change in
in

Volume Rate Total Volume Rate Total
(Dollars in thousands)
Interest-earning Assets:

Loans $3,535 $1,575 $5,110 $7,873 $2,094 $9,967
Securities 74 )77 3 (152 ) 91 (61 )
Deposits in other financial institutions 2 91 93 O ) 188 179
Total increase in interest income 3,463 1,743 5,206 7,712 2,373 10,085

Interest-bearing Liabilities:

Interest-bearing demand deposits 16 74 90 101 206 307
Money market and savings deposits 29 66 95 114 86 200
Certificates and other time deposits 125 876 1,001 444 1,385 1,829
Borrowed funds 17 694 711 (188 ) 1,282 1,094
Subordinated debt 575 25 600 1,089 96 1,185
Total increase in interest expense 762 1,735 2,497 1,560 3,055 4,615

Increase (decrease) in net interest income $2,701 $8 $2,709 $6,152 $(682 ) $5,470

Provision for Loan Losses

Our allowance for loan losses is established through charges to income in the form of the provision in order to bring
our allowance for loan losses to a level deemed appropriate by management. The allowance for loan losses at June 30,
2018 and December 31, 2017 was $23.8 million and $23.6 million, respectively, representing 1.01% and 1.04% of
total loans as of such dates. We recorded a $631 thousand provision for loan losses for the quarter ended June 30,
2018 and a $3.0 million provision for the quarter ended June 30, 2017. We recorded a $1.3 million provision for loan
losses for the six months ended June 30, 2018 and a $4.4 million provision for the six months ended June 30, 2017.
The decreases in the provision for the three and six months ended June 30, 2018 compared to the three and six months
ended June 30, 2017 were primarily due to the revaluation and reduction of our Hurricane Harvey reserve that was
created in the third quarter 2017 and an overall improvement in asset quality.

Noninterest Income

Our primary sources of noninterest income are service charges on deposit accounts, nonsufficient funds fees, rebates
from correspondent banks and debit and ATM card income. Noninterest income does not include loan origination
fees, which are recognized over the life of the related loan as an adjustment to yield using the interest method.

Three months ended June 30, 2018 compared with three months ended June 30, 2017. Noninterest income totaled $1.8
million for the three months ended June 30, 2018 compared with $1.5 million for the same period in 2017, an increase
of $328 thousand, or 22.2%.

Six months ended June 30, 2018 compared with six months ended June 30, 2017. Noninterest income totaled $3.5
million for the six months ended June 30, 2018 compared with $2.8 million for the same period in 2017, an increase
of $633 thousand, or 22.5%.
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The following table presents, for the periods indicated, the major categories of noninterest income:

For the Three For the Six

Months Increase  Months Increase

Ended June 30, Ended June 30,

2018 2017 (Decrease) 2018 2017  (Decrease)

(Dollars in thousands)
Nonsufficient funds fees $214 $184 $ 30 $390 $383 $ 7
Service charges on deposit accounts 106 205 (99 ) 329 400 (71 )
Gain on sale of other real estate 1 — 1 1 — 1
Bank owned life insurance income 138 146 (8 ) 279 294 (15 )
Debit card and ATM card income 289 232 57 558 437 121
Rebate from correspondent bank 564 336 228 1,008 569 439
Other® 493 374 119 886 735 151

Total noninterest income

Noninterest Expense

$1,805 $1,477 $ 328
(1)Other includes wire transfer and letter of credit fees, among other items.

$3,451 $2,818 $ 633

Three months ended June 30, 2018 compared with three months ended June 30, 2017. Noninterest expense was $19.9
million for the three months ended June 30, 2018 compared to $16.5 million for the three months ended June 30,
2017, an increase of $3.4 million, or 20.6%. This increase over the second quarter 2017 was primarily due to expenses
of $1.1 million related to the core system conversion and $625 thousand of merger-related expenses incurred during

the second quarter 2018.

Six months ended June 30, 2018 compared with six months ended June 30, 2017. Noninterest expense totaled $38.6
million for the six months ended June 30, 2018 compared with $33.0 million for the same period in 2017, an increase
of $5.6 million, or 16.9%. This increase over the six months ended June 30, 2017 was primarily due to expenses
related to the core system conversion of $1.5 million and merger-related expenses of $625 thousand during the six

months ended June 30, 2018.

The following table presents, for the periods indicated, the major categories of noninterest expense:

Salaries and employee benefits(!)

For the Three For the Six

Months Increase  Months Increase
Ended June 30, Ended June 30,

2018 2017 (Decrease) 2018 2017 (Decrease)

(Dollars in thousands)
$12,778 $10,415 $ 2,363

$25,572 $20,977 $ 4,595

Net occupancy and equipment 1,367 1,302 65 2,639 2729 (90 )
Depreciation 433 398 35 840 798 42

Data processing and software amortization 1,356 719 637 2,409 1,414 995
Professional fees 1,126 987 139 1,595 1,882 (287 )
Regulatory assessments and FDIC insurance 509 569 (60 ) 1,043 1,158 (115 )
Core deposit intangibles amortization 196 196 — 391 391 —
Communications 259 233 26 507 480 27
Advertising 342 288 54 672 551 121

Other real estate expense 51 61 (10 ) 143 189 (46 )
Printing and supplies 116 58 58 184 127 57

Other 1,327 1,235 92 2,582 2,314 268

Total noninterest expense

$19,860 $16,461 $ 3,399

$38,577 $33,010 $ 5,567
Total salaries and employee benefits includes $397 thousand and $456 thousand for the three months ended
(1)June 30, 2018 and 2017, respectively, and $835 thousand and $797 thousand for the six months ended June 30,
2018 and 2017, respectively, in stock based compensation expense.
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Salaries and employee benefits. Salaries and benefits increased $2.4 million, or 22.7%, for the three months ended
June 30, 2018 compared to the same period in 2017 and increased $4.6 million, or 21.9%, for the six months ended
June 30, 2018 compared to the six months ended June 30, 2017. These increase were primarily attributable to
additional employees hired to support our growth.

Data Processing and software amortization. Data processing and software amortization increased $637 thousand, or
88.6%, for the three months ended June 30, 2018 compared to the same period in 2017 and increased $995 thousand,
or 70.4%, for the six months ended June 30, 2018 compared to the same period in 2017 primarily due to expenses
incurred to complete our core system conversion during 2018.

Efficiency Ratio

The efficiency ratio is a supplemental financial measure utilized in management’s internal evaluation of our
performance and is not calculated based on generally accepted accounting principles. A GAAP-based efficiency ratio
is calculated by dividing total noninterest expense, excluding credit loss provisions, by net interest income plus total
noninterest income, as shown in the Consolidated Statements of Income. We calculate our efficiency ratio by
excluding from noninterest income the net gains and losses on the sale of securities, which can vary widely from
period to period. Additionally, taxes and provision for loan losses are not included in this calculation. An increase in
the efficiency ratio indicates that more resources are being utilized to generate the same volume of income and/or
being invested to generate future income, while a decrease would indicate a more efficient allocation of resources. Our
efficiency ratio was 67.05% and 66.33% for the three and six months ended June 30, 2018, respectively, compared to
61.92% and 63.41% for the three and six months ended June 30, 2017, respectively.

We monitor the efficiency ratio in comparison with changes in our total assets and loans, and we believe that
maintaining or reducing the efficiency ratio during periods of growth over the long-term will demonstrate the
scalability of our operating platform. We expect to continue to benefit from our scalable platform in future periods as
we continue to monitor overhead expenses necessary to support our growth.

Income Taxes

The amount of federal and state income tax expense is influenced by the amount of pre-tax income, the amount of
tax-exempt income and the amount of other nondeductible expenses. Income tax expense decreased $147 thousand, or
8.5%, to $1.6 million for the three months ended June 30, 2018 compared with $1.7 million for the same period in
2017. Income tax expense decreased $223 thousand, or 6.9%, to $3.0 million for the six months ended June 30, 2018
compared with $3.3 million for the same period in 2017. Our effective tax rates were 17.2% and 16.6% for the three
and six months ended June 30, 2018, respectively, compared to 24.2% and 22.1% for the three and six months ended
June 30, 2017, respectively. Our effective tax rate decreased for the three and six months ended June 30, 2018
compared to the same periods in 2017 primarily due to the reduction in the U.S. federal statutory income tax rate from
35% to 21% under the Tax Act enacted on December 22, 2017.

Financial Condition

Loan Portfolio

At June 30, 2018, total loans were $2.36 billion, an increase of $87.8 million, or 3.9%, compared with December 31,
2017, primarily due to organic growth within our loan portfolio.

Total loans as a percentage of deposits were 101.9% and 102.6% as of June 30, 2018 and December 31, 2017,
respectively. Total loans as a percentage of assets were 79.5% and 79.4% as of June 30, 2018 and December 31, 2017,
respectively.

Lending activities originate from the efforts of our lenders, with an emphasis on lending to small to medium-sized
businesses and companies, professionals and individuals located in the Houston metropolitan area.
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The following table summarizes our loan portfolio by type of loan as of the dates indicated

June 30, 2018 December 31, 2017
Amount Percent Amount Percent
(Dollars in thousands)
Commercial and industrial $452,307 19.2 % $457,129 20.1 %
Mortgage warehouse 51,552 2.2 % 69,456 31 %

Real estate:
Commercial real estate (including multi-family residential) 1,134,903  48.0 % 1,080,247 47.5 %
Commercial real estate construction and land development 270,965 11.5 % 243,389 10.7 %

1-4 family residential (including home equity) 330,053 14.0 % 301,219 133 %
Residential construction 109,962 47 % 109,116 48 9%
Consumer and other 8,933 04 % 10,320 05 %
Total loans 2,358,675 100.0% 2,270,876  100.0%
Allowance for loan losses (23,831 ) (23,649 )

Loans, net $2,334,844 $2,247,227

The principal categories of our loan portfolio are discussed below:

Commercial and Industrial. We make commercial and industrial loans in our market area that are underwritten
primarily on the basis of the borrower’s ability to service the debt from income. Our commercial and industrial loan
portfolio decreased by $4.8 million, or 1.1%, to $452.3 million as of June 30, 2018 from $457.1 million as of
December 31, 2017.

Our exposure to oil and gas exploration and production companies is roughly 2.6% of our total loan portfolio as of
June 30, 2018. We define these customers as those on whom the prices of oil and gas have a significant operational or
financial impact. These loans carry an overall allowance of 3.4% at June 30, 2018. The collateral on these loans
includes industrial commercial real estate, working capital assets, machining equipment, drilling equipment, general
industrial equipment, vehicles, airplanes, ranch property, insurance policies, notes receivable and a hotel. In addition,
these loans are all personally guaranteed by the owners of the borrower.

Mortgage Warehouse. We make loans to unaffiliated mortgage loan originators collateralized by mortgage promissory
notes which are segregated in our mortgage warehouse portfolio. These promissory notes originated by our mortgage
warehouse customers carry terms and conditions as would be expected in the competitive permanent mortgage market
and serve as collateral under a traditional mortgage warehouse arrangement whereby such promissory notes are
warehoused under a revolving credit facility to allow for the end investor (or purchaser) of the note to receive a
complete loan package and remit funds to the bank. For mortgage promissory notes secured by residential property,
the warehouse time is normally 10 to 20 days. For mortgage promissory notes secured by commercial property, the
warehouse time is normally 40 to 50 days. The funded balance of the mortgage warehouse portfolio can have
significant fluctuation based upon market demand for the product, level of home sales and refinancing activity, market
interest rates, and velocity of end investor processing times. Volumes of the portfolio tend to peak at the end of each
month. Our mortgage warehouse portfolio decreased $17.9 million, or 25.8%, to $51.6 million as of June 30, 2018
from $69.5 million at December 31, 2017.

Commercial Real Estate (Including Multi-Family Residential). We make loans collateralized by owner-occupied,
nonowner-occupied and multi-family real estate to finance the purchase or ownership of real estate. As of June 30,
2018 and December 31, 2017, 51.4% of our commercial real estate loans were owner-occupied. Our commercial real
estate loan portfolio increased $54.7 million, or 5.1%, to $1.13 billion as of June 30, 2018 from $1.08 billion as of
December 31, 2017, as a result of organic loan growth. Included in our commercial real estate portfolio are
multi-family residential loans. Our multi-family loans decreased slightly to $62.7 million as of June 30, 2018 from
$67.2 million as of December 31, 2017. We had 99 multi-family loans with an average loan size of $725 thousand as
of June 30, 2018.
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Commercial Real Estate Construction and Land Development. We make commercial real estate construction and land
development loans to fund commercial construction, land acquisition and real estate development construction.
Commercial real estate construction and land development loans increased $27.6 million, or 11.3%, to $271.0 million
as of June 30, 2018 compared to $243.4 million as of December 31, 2017 as a result of organic loan growth.
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1-4 Family Residential (Including Home Equity). Our residential real estate loans include the origination of 1-4 family
residential mortgage loans (including home equity and home improvement loans and home equity lines of credit)
collateralized by owner-occupied residential properties located in our market area. Our residential real estate portfolio
(including home equity) increased $28.8 million, or 9.6%, to $330.1 million as of June 30, 2018 from $301.2 million
as of December 31, 2017. The home equity, home improvement and home equity lines of credit portion of our
residential real estate portfolio increased $4.9 million, or 11.2%, to $48.7 million as of June 30, 2018 from $43.8
million as of December 31, 2017.

Residential Construction. We make residential construction loans to home builders and individuals to fund the
construction of single-family residences with the understanding that such loans will be repaid from the proceeds of the
sale of the homes by builders or with the proceeds of a mortgage loan. These loans are secured by the real property
being built and are made based on our assessment of the value of the property on an as-completed basis. Our
residential construction loans portfolio increased slightly to $110.0 million as of June 30, 2018 from $109.1 million as
of December 31, 2017.

Consumer and Other. Our consumer and other loan portfolio is made up of loans made to individuals for personal
purposes. Our consumer and other loan portfolio decreased $1.4 million, or 13.4%, to $8.9 million as of June 30, 2018
from $10.3 million as of December 31, 2017.

Asset Quality

Nonperforming Assets

We have procedures in place to assist us in maintaining the overall quality of our loan portfolio. We have established
underwriting guidelines to be followed by our officers and monitor our delinquency levels for any negative or adverse
trends.

We had $12.1 million and $13.3 million in nonperforming loans as of June 30, 2018 and December 31, 2017,
respectively.

The following table presents information regarding nonperforming assets as of the dates indicated.

As of June g:;efmber
30,2018 31, 2017

(Dollars in thousands)
Nonaccrual loans:
Commercial and industrial $5,983 $6,437
Mortgage warehouse — —
Real estate:

Commercial real estate (including multi-family residential) 4,917 6,110
Commercial real estate construction and land development — —
1-4 family residential (including home equity) 1,237 781

Residential construction — —
Consumer and other — —

Total nonaccrual loans 12,137 13,328

Accruing loans 90 or more days past due — —

Total nonperforming loans 12,137 13,328

Other real estate 1,710 365

Repossessed assets 740 205

Total nonperforming assets $14,587 $13,898

Restructured loans() $18,091 $17,526

Nonperforming assets to total assets 049 % 049 %

Nonperforming loans to total loans 0.51 % 0.59 %

(I)Restructured loans represent the balance at the end of the respective period for those loans modified in a troubled

debt restructuring that are not already presented as a nonperforming loan.
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Potential problem loans are included in the loans that are classified as substandard and consist of accruing,
restructured and impaired loans that are performing in accordance with contractual terms but for which management
has concerns about the ability of an obligor to continue to comply with repayment terms because of the obligor’s
potential operating or financial difficulties. Management monitors these loans closely and reviews their performance
on a regular basis. Potential problem loans contain potential weaknesses that could improve, persist or further
deteriorate. At June 30, 2018 and December 31, 2017, we had $18.5 million and $17.9 million, respectively, in loans
of this type which are not included in any of the nonaccrual or 90 days past due loan categories. At June 30, 2018,
potential problem loans consisted of nineteen credit relationships. Of the total outstanding balance at June 30, 2018,
43.4% related to one customer in the hospitality industry, 28.3% related to 8 customers in an energy-related industry,
13.4% related to one customer in the residential leasing industry, 6.6% related to one customer in the manufacturing
industry, 3.9% related to three customers in the commercial services industry, 2.4% related to one customer in the
convenience store industry, 1.7% related to one customer in the consumer services industry and 0.3% related to three
customers in the freight transportation industry. Weakness in these organizations’ operating performance, financial
condition and borrowing base deficits for certain energy-related credits, among other factors, have caused us to
heighten the attention given to these credits. As such, all of the loans identified as potential problem loans at June 30,
2018 were graded as substandard accruing loans. Potential problem loans impact the allocation of our allowance for
loan losses as a result of the specific reserve assigned to each loan.

Allowance for Credit Losses

The allowance for loan losses is a valuation allowance that is established through charges to earnings in the form of a
provision for loan losses. The amount of the allowance for loan losses is affected by the following: (1) charge-offs of
loans that decrease the allowance, (2) subsequent recoveries on loans previously charged-off that increase the
allowance and (3) provisions for loan losses charged to income that increase the allowance.

At June 30, 2018, our allowance for loan losses amounted to $23.8 million, or 1.01%, of total loans compared with
$23.6 million, or 1.04%, as of December 31, 2017. The increase in the allowance of $182 thousand as of June 30,
2018 as compared to the year ended December 31, 2017 was primarily due to an increase in the required reserve
associated with organic loan growth. We believe that the allowance for loan losses at June 30, 2018 and December 31,
2017 was adequate to cover probable incurred losses in the loan portfolio as of such dates. The ratio of annualized net
charge-offs to average loans outstanding was 0.06% for the six months ended June 30, 2018 compared to annualized
net charge-offs of 0.13% for the six months ended June 30, 2017 and 0.36% for the year ended December 31, 2017.
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The following table presents, as of and for the periods indicated, an analysis of the allowance for loan losses and other
related data:

As of and for the Six
Months Ended June 30,
2018 2017
(Dollars in thousands)
Average loans outstanding $2,286,567 $1,985,712
Gross loans outstanding at end of period 2,358,675 2,114,652
Allowance for loan losses at beginning of period 23,649 17,911
Provision for loan losses 1,284 4,350
Charge-offs:
Commercial and industrial loans (1,888 ) (1,735 )

Mortgage warehouse — —
Real estate:

Commercial real estate (including multi-family residential) (41 ) —
Commercial real estate construction and land development — —
1-4 family residential (including home equity) — —
Residential construction — —
Consumer and other — —

Total charge-offs for all loan types (1,929 ) (1,735 )
Recoveries:
Commercial and industrial loans 725 460

Mortgage warehouse — —
Real estate:
Commercial real estate (including multi-family residential) 102 —

Commercial real estate construction and land development — 10

1-4 family residential (including home equity) — 10
Residential construction — —

Consumer and other — 4

Total recoveries for all loan types 827 484

Net charge-offs (1,102 ) (1,251 )
Allowance for loan losses at end of period $23,831 $21,010
Allowance for loan losses to total loans 1.01 % 0.99 %
Net charge-offs to average loans() 0.06 % 0.13 %
Allowance for loan losses to nonperforming loans 196.35 % 108.69 %

(1)Interim periods annualized.

Available for Sale Securities

We use our securities portfolio to provide a source of liquidity, to provide an appropriate return on funds invested, to
manage interest rate risk and to meet pledging and regulatory capital requirements. As of June 30, 2018, the carrying
amount of investment securities totaled $300.9 million, a decrease of $8.7 million, or 2.8%, compared with $309.6
million as of December 31, 2017. Securities represented 10.1% and 10.8% of total assets as of June 30, 2018 and
December 31, 2017, respectively.

All of the securities in our securities portfolio are classified as available for sale. Securities classified as available for
sale are measured at fair value in the financial statements with unrealized gains and losses reported, net of tax, as
accumulated comprehensive income or loss until realized. Interest earned on securities is included in interest income.
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The following table summarizes the amortized cost and fair value of the securities in our securities portfolio as of the

dates shown:

Available for Sale
U.S. Government and agency securities
Municipal securities

Agency mortgage-backed pass-through securities

Corporate bonds and other
Total

Available for Sale
U.S. Government and agency securities
Municipal securities

Agency mortgage-backed pass-through securities

Corporate bonds and other
Total

As of June 30, 2018, we did not expect to sell any securities classified as available for sale with material unrealized
losses; and management believes that we more likely than not will not be required to sell any securities before their

June 30, 2018

AmortizedGrOSS ) Gross ) Fair
Unrealized Unrealized

Cost . Value
Gains Losses

(Dollars in thousands)

$6,290 $ 101 $ (70 ) $6,321
220,407 1,022 4,556 ) 216,873
41,078 55 (1,163 ) 39,970
38,446 — (713 ) 37,733
$306,221 $ 1,178 $ (6,502 ) $300,897
December 31, 2017

. .Gross Gross )
Amortized ) ) Fair
Unrealized Unrealized
Cost ) Value
Gains Losses

(Dollars in thousands)

$8,507 $ 232 $(24 ) $8,715
222,330 2,470 (1,842 ) 222,958
32,014 159 (361 ) 31,812
46,247 62 (179 ) 46,130
$309,098 $ 2,923  $(2,406 ) $309,615

anticipated recovery, at which time we will receive full value for the securities. The unrealized losses are largely due

to increases in market interest rates over the yields available at the time the underlying securities were purchased.
Management does not believe any of the securities are impaired due to reasons of credit quality. The fair value is
expected to recover as the securities approach their maturity date or repricing date or if market yields for such
investments decline. Accordingly, as of June 30, 2018, management believes any impairment in our securities is
temporary, and no impairment loss has been realized in our consolidated statements of income.
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The following table summarizes the contractual maturity of securities and their weighted average yields as of the dates
indicated. The contractual maturity of a mortgage-backed security is the date at which the last underlying mortgage
matures. Available for sale securities are shown at amortized cost. For purposes of the table below, municipal
securities are calculated on a tax equivalent basis.
June 30, 2018
After One Year After Five
Within One  but Years but After Ten
Year Within Five Within Years
Years Ten Years
AmountYield Amount Yield Amount Yield Amount Yield Total Yield
(Dollars in thousands)

Total

Available for Sale
i’csﬁrigt‘i’;semment andagency ¢ 00% $2,530 3.33% $1404 3.44% $2356  2.75% $6290 3.14%
Municipal securities 1,963 2.20% 35,244 2.03% 86,560 2.96% 96,640 3.82% 220,407 3.18%
Agency mortgage-backed — 0.00% — 0.00% 5,133  2.33% 35945 3.03% 41,078  2.95%
pass-through securities
Corporate bonds and other 5,222 2.39% 30,228 2.44% 2,996 4.30% — 0.00% 38,446 2.58%
Total $7,185 2.34% $68,002 2.26% $96,093 2.98% $134,941 3.59% $306,221 3.07%
December 31, 2017
After One Year After Five
Within One but Years but After Ten Total
Year Within Five Within Years
Years Ten Years
Amount Yield Amount Yield Amount Yield Amount Yield Total Yield
(Dollars in thousands)
Available for Sale

i’csﬁrigt‘i’;semment and agency ¢, 419 146% $2.516 3.33% $1.396 3.44% $2.577 2.75% $8.507 2.73%

Municipal securities 1,263  2.56% 26,841 2.37% 82,981 3.21% 111,245 4.48% 222,330 3.74%
Agency mortgage-backed - 0.00% — 0.00% 5,074 229% 26940 2.90% 32,014 2.81%
pass-through securities

Corporate bonds and other 7,552 2.19% 29,538 2.45% 9,157 2.99% — 0.00% 46,247 2.51%
Total $10,833 2.10% $58,895 2.45% $98,608 3.14% $140,762 4.15% $309,098 3.43%

The contractual maturity of mortgage-backed securities and collateralized mortgage obligations is not a reliable
indicator of their expected life because borrowers may have the right to prepay their obligations. Mortgage-backed
securities and collateralized mortgage obligations are typically issued with stated principal amounts and are backed by
pools of mortgage loans with varying maturities. The term of the underlying mortgages and loans may vary
significantly due to the ability of a borrower to prepay and, in particular, monthly pay downs on mortgage-backed
securities tend to cause the average life of the securities to be much different than the stated contractual maturity.
During a period of increasing interest rates, fixed rate mortgage-backed securities do not tend to experience heavy
prepayments of principal and, consequently, the average life of this security will be lengthened. If interest rates begin
to fall, prepayments may increase, thereby shortening the estimated life of this security.

As of June 30, 2018 and December 31, 2017, we did not own securities of any one issuer (other than the U.S.
government and its agencies or sponsored entities) for which the aggregate adjusted cost exceeded 10% of our
consolidated shareholders’ equity.
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The average yield of our securities portfolio was 2.67% during the six months ended June 30, 2018 compared with
2.61% for the six months ended June 30, 2017. The increase in average yield during the first six months of 2018
compared to the same period in 2017 was primarily due to our increased investment in longer-term securities. This
investment in higher-yielding securities replaced lower-yielding securities that matured or were called or prepaid.
Goodwill and Core Deposit Intangible Assets

Our goodwill as of June 30, 2018 and December 31, 2017 was $39.4 million for both periods. Goodwill resulting from
business combinations represents the excess of the consideration paid over the fair value of the net assets acquired and
liabilities assumed. Goodwill is assessed annually for impairment or when events or changes in circumstances indicate
that the carrying amount of the asset may not be recoverable.

Our core deposit intangible assets, net as of June 30, 2018 and December 31, 2017, was $2.9 million and $3.3 million,
respectively. Core deposit intangible assets are amortized using a straight-line amortization method over its estimated
useful life of seven to nine years.

Deposits

Our lending and investing activities are primarily funded by deposits. We offer a variety of deposit accounts having a
wide range of interest rates and terms including demand, savings, money market and certificates and other time
accounts. We rely primarily on convenient locations, personalized service and our customer relationships to attract
and retain these deposits. We seek customers that will both engage in a lending and deposit relationship with us.

Total deposits at June 30, 2018 were $2.31 billion, an increase of $99.8 million, or 4.5%, compared with $2.21 billion
at December 31, 2017. Noninterest-bearing deposits at June 30, 2018 were $749.8 million, an increase of $66.7
million, or 9.8%, compared with $683.1 million at December 31, 2017. Interest-bearing deposits at June 30, 2018
were $1.56 billion, an increase of $33.1 million, or 2.2%, compared with $1.53 billion at December 31, 2017.
Borrowings

We have an available line of credit with the Federal Home Loan Bank ("FHLB") of Dallas, which allows us to borrow
on a collateralized basis. FHLB advances are used to manage liquidity as needed. The advances are secured by a
blanket lien on certain loans. Maturing advances are replaced by drawing on available cash, making additional
borrowings or through increased customer deposits. At June 30, 2018, we had a total borrowing capacity of $1.01
billion, of which $655.0 million was available and $356.0 million was outstanding. FHLB advances of $275.0 million
were outstanding at June 30, 2018, at a weighted average interest rate of 2.02%. Letters of credit were $81.0 million at
June 30, 2018 of which $7.0 million will expire in September 2018, $32.1 million will expire in October 2018, $13.1
million will expire in December 2018, $1.7 million will expire in January 2019, $3.1 million will expire in February
2019, $7.1 million will expire in July 2019, $15.0 million will expire in August 2019, $300 thousand will expire in
December 2019 and $1.6 million will expire in January 2020.

Credit Agreement

In January 2015, we borrowed $18.0 million under our credit agreement with another financial institution, which was
in addition to the $10.1 million of indebtedness incurred under the same credit agreement in 2014. We used the funds
borrowed in 2015 to repay debt that F&M Bancshares owed and used the funds borrowed in 2014 to pay off a
previous borrowing with another financial institution that had been entered into during 2013 in conjunction with the
acquisition of Independence Bank. In October 2015, we paid down $27.5 million of the credit agreement with a
portion of the proceeds from the initial public offering of Allegiance common stock. The interest rate on the
outstanding debt under the revolving credit agreement is the Prime rate minus 25 basis points, or 5.00%, at June 30,
2018, and is paid quarterly. As of June 30, 2018 and December 31, 2017, we had $569 thousand of indebtedness owed
under the credit agreement. Our revolving credit agreement matures in December 2021 and is secured by 100% of the
capital stock of the Bank.

The maximum commitment to advance funds under our credit agreement was originally $30.0 million, which has been
and will continue to be reduced by $4.285 million on each December 22nd, beginning on December 22, 2015. We are
required to repay any outstanding balance in excess of the then-current maximum commitment amount. After giving
effect to the annual reductions, the unused borrowing capacity of the revolving credit agreement was $17.1 million at
June 30, 2018.
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Our credit agreement contains certain restrictive covenants, including limitations on our ability to incur additional
indebtedness or engage in certain fundamental corporate transactions, such as mergers, reorganizations and
recapitalizations. Additionally, the Bank is required to maintain a “well-capitalized” rating, a minimum return on assets
of 0.65%, measured quarterly, a ratio of loan loss reserve to nonperforming loans equal to or greater than 75%,
measured quarterly, and a ratio of nonperforming assets to aggregate equity plus loan loss reserves minus intangible
assets of less than 35%, measured quarterly. At June 30, 2018, we believe we are in compliance with our debt
covenants and have not been made aware of any noncompliance by the lender.
Junior Subordinated Debentures
In connection with the F&M Bancshares acquisition, we assumed junior subordinated debentures with an aggregate
original principal amount of $11.3 million and a current fair value at June 30, 2018 of $9.3 million. At acquisition, we
recorded a discount of $2.5 million on the debentures. The difference between the carrying value and contractual
balance will be recognized as a yield adjustment over the remaining term for the debentures.
Subordinated Notes
In December 2017, the Bank completed the issuance, through a private placement, of $40.0 million aggregate
principal amount of Fixed-to-Floating Rate Subordinated Notes (the "Notes") due December 15, 2027. The Notes
were issued at a price equal to 100% of the principal amount, resulting in net proceeds to the Bank of $39.4 million.
The Bank intends to use the net proceeds from the offering to support its growth and for general corporate purposes.
The Notes are intended to qualify as tier 2 capital for bank regulatory purposes.
The Notes bear a fixed interest rate of 5.25% per annum until (but excluding) December 15, 2022, payable
semi-annually in arrears. From December 15, 2022, the Notes will bear a floating rate of interest equal to 3-Month
LIBOR + 3.03% until the Notes mature on December 15, 2027, or such earlier redemption date, payable quarterly in
arrears. The Notes will be redeemable by the Bank, in whole or in part, on or after December 15, 2022 or, in whole but
not in part, upon the occurrence of certain specified tax events, capital events or investment company events. Any
redemption will be at a redemption price equal to 100% of the principal amount of Notes being redeemed, plus
accrued and unpaid interest, and will be subject to, and require, prior regulatory approval. The Notes are not subject to
redemption at the option of the holders.
Contractual Obligations
The following tables summarize our contractual obligations and other commitments to make future payments as of
June 30, 2018 and December 31, 2017 (other than deposit obligations), which consist of our future cash payments
associated with our contractual obligations pursuant to our non-cancelable operating leases and our indebtedness owed
to another financial institution. Payments related to leases are based on actual payments specified in underlying
contracts.
As of June 30, 2018

More than 1 3 years or 5 years
1 year or
legs  Year but less more but less or Total

than 3 years than 5 years more
(Dollars in thousands)

Bank loan $—  $ — $ 569 $—  $569
Operating leases 1,300 1,700 2,201 5,489 10,690
Total $1,300 $ 1,700 $ 2,770 $5,489 $11,259

As of December 31, 2017
More than 1 3 years or 5 years
1 year oytessbut less more but less or Total
than 3 years than 5 years more
(Dollars in thousands)

Bank loan $—  $ — $ — $569 $569
Operating leases 1,806 1,030 1,950 4,673 9,459
Total $1,806 $ 1,030 $ 1,950 $5,242 $10,028
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Off-Balance Sheet Items

In the normal course of business, we enter into various transactions, which, in accordance with accounting principles
generally accepted in the United States, are not included in our consolidated balance sheets. We enter into these
transactions to meet the financing needs of our customers. These transactions include commitments to extend credit
and standby and commercial letters of credit, which involve, to varying degrees, elements of credit risk and interest
rate risk in excess of the amounts recognized in our consolidated balance sheets.

Commitments to Extend Credit. We enter into contractual commitments to extend credit, normally with fixed
expiration dates or termination clauses, at specified rates and for specific purposes. Substantially all of our
commitments to extend credit are contingent upon customers maintaining specific credit standards at the time of loan
funding. We minimize our exposure to loss under these commitments by subjecting them to credit approval and
monitoring procedures. The amount and type of collateral obtained, if considered necessary by us, upon extension of
credit, is based on management’s credit evaluation of the customer. Management assesses the credit risk associated
with certain commitments to extend credit in determining the level of the allowance for loan losses.

Standby Letters of Credit. Standby letters of credit are conditional commitments issued by us to guarantee the
performance of a customer to a third party. If the customer does not perform in accordance with the terms of the
agreement with the third party, we would be required to fund the commitment and we would have the rights to the
underlying collateral. The maximum potential amount of future payments we could be required to make is represented
by the contractual amount of the commitment. Our policies generally require that standby letter of credit arrangements
contain security and debt covenants similar to those contained in loan agreements.

As of June 30, 2018 and December 31, 2017, we had outstanding $695.8 million and $620.0 million, respectively, in
commitments to extend credit and $14.3 million and $17.2 million, respectively, in commitments associated with
outstanding letters of credit. Since commitments associated with letters of credit and commitments to extend credit
may expire unused, the total outstanding may not necessarily reflect the actual future cash funding requirements.
Liquidity and Capital Resources

Liquidity

Liquidity is the measure of our ability to meet the cash flow requirements of depositors and borrowers, while at the
same time meeting our operating, capital, strategic cash flow needs and to maintain reserve requirements to operate on
an ongoing basis and manage unexpected events, all at a reasonable cost. During the six months ended June 30, 2018
and the year ended December 31, 2017, our liquidity needs have been primarily met by core deposits, borrowings,
security and loan maturities and amortizing investment and loan portfolios. The Bank has access to purchased funds
from correspondent banks and advances from the FHLB are available under a security and pledge agreement to take
advantage of investment opportunities.

Our largest source of funds is deposits, and our largest use of funds is loans. Our average loans increased $300.9
million, or 15.2%, for the six months ended June 30, 2018 compared with the six months ended June 30, 2017. We
predominantly invest excess deposits in Federal Reserve Bank of Dallas balances, securities, interest-bearing deposits
at other banks or other short-term liquid investments until the funds are needed to fund loan growth. Our securities
portfolio had a weighted average life of 6.6 years and modified duration of 5.5 years at June 30, 2018, and a weighted
average life of 6.5 years and modified duration of 5.5 years at December 31, 2017.

As of June 30, 2018 and December 31, 2017, we had no exposure to future cash requirements associated with known
uncertainties or capital expenditures of a material nature.
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Capital Resources

Capital management consists of providing equity to support our current and future operations. We are subject to
capital adequacy requirements imposed by the Federal Reserve, and the Bank is subject to capital adequacy
requirements imposed by the FDIC. Both the Federal Reserve and the FDIC have adopted risk-based capital
requirements for assessing bank holding company and bank capital adequacy. These standards define capital and
establish minimum capital requirements in relation to assets and off-balance sheet exposure, adjusted for credit risk.
The risk-based capital standards currently in effect are designed to make regulatory capital requirements more
sensitive to differences in risk profiles among bank holding companies and banks, to account for off-balance sheet
exposure and to minimize disincentives for holding liquid assets. Assets and off-balance sheet items are assigned to
broad risk categories, each with appropriate relative risk weights. The resulting capital ratios represent capital as a
percentage of total risk-weighted assets and off-balance sheet items.

Under current guidelines, the minimum ratio of total capital to risk-weighted assets (which are primarily the credit risk
equivalents of balance sheet assets and certain off-balance sheet items such as standby letters of credit) is 8.0%. At
least half of total capital must be composed of tier 1 capital, which includes common shareholders’ equity (including
retained earnings), less goodwill, other disallowed intangible assets, and disallowed deferred tax assets, among other
items. The Federal Reserve also has adopted a minimum leverage ratio, requiring tier 1 capital of at least 4.0% of
average quarterly total consolidated assets, net of goodwill and certain other intangible assets, for all but the most
highly rated bank holding companies. The federal banking agencies have also established risk-based and leverage
capital guidelines that FDIC-insured depository institutions are required to meet. These regulations are generally
similar to those established by the Federal Reserve for bank holding companies.

Under the Federal Deposit Insurance Act, the federal bank regulatory agencies must take “prompt corrective action”
against undercapitalized U.S. depository institutions. U.S. depository institutions are assigned one of five capital
categories: “well capitalized,” “adequately capitalized,” “undercapitalized,” “significantly undercapitalized” and “critically
undercapitalized,” and are subjected to different regulation corresponding to the capital category within which the
institution falls. A depository institution is deemed to be “well capitalized” if the banking institution has a total
risk-based capital ratio of 10.0% or greater, a tier 1 risk-based capital ratio of 8.0% or greater, a common equity tier 1
capital ratio of 6.5% and a leverage ratio of 5.0% or greater, and the institution is not subject to an order, written
agreement, capital directive or prompt corrective action directive to meet and maintain a specific level for any capital
measure. Under certain circumstances, a well-capitalized, adequately capitalized or undercapitalized institution may
be treated as if the institution were in the next lower capital category. In addition, the final rules implementing Basel
Committee on Banking Supervision's capital guideline for U.S. Banks (Basel III Rules) became effective for us on
January 1, 2015 with full compliance with all of the requirements being phased in over a multi-year schedule, and
fully phased in by January 1, 2019. Starting in January 2016, the implementation of the capital conservation buffer
was effective for us starting at the 0.625% level and increasing 0.625% each year thereafter, until it reaches 2.5% on
January 1, 2019.

Failure to meet capital guidelines could subject the institution to a variety of enforcement remedies by federal bank
regulatory agencies, including: termination of deposit insurance by the FDIC, restrictions on certain business
activities, and appointment of the FDIC as conservator or receiver. As of June 30, 2018 and December 31, 2017, the
Bank was well capitalized.

Total shareholder’s equity was $319.9 million at June 30, 2018, compared with $306.9 million at December 31, 2017,
an increase of $13.0 million, or 4.2%. This increase was primarily the result of net income of $15.3 million for the six
months ended June 30, 2018.
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The following table provides a comparison our leverage and risk-weighted capital ratios as of the dates indicated to
the minimum and well-capitalized regulatory standards, as well as with the capital conservation buffer:

Minimum Minimum To Be Categorized As
Actual Required Required Well Capitalized
Ratio For Capital Plus Capital Under
Adequacy Conservation Prompt Corrective
Purposes Buffer Action Provisions
The Company
As of June 30, 2018
Total capital (to risk weighted assets) 13.41% 8.00% 9.875% N/A
Cqmmon equity Tier 1 capital (to risk 10.59% 4.50% 6.375% N/A
weighted assets)
Tier 1 capital (to risk weighted assets) 10.96% 6.00% 7.875% N/A
Tier 1 capital (to average assets) 9.78% 4.00% 4.000% N/A
As of December 31, 2017
Total capital (to risk weighted assets) 13.43% 8.00% 9.250% N/A
Cqmmon equity Tier 1 capital (to risk 10.54% 4.50% 5750% N/A
weighted assets)
Tier 1 capital (to risk weighted assets) 10.92% 6.00% 7.250% N/A
Tier 1 capital (to average assets) 9.84% 4.00% 4.000% N/A
The Bank
As of June 30, 2018
Total capital (to risk weighted assets) 13.48% 8.00% 9.875% 10.00%
Common equity Tier 1 capital (to risk weighted assets) 11.03% 4.50% 6.375% 6.50%
Tier 1 capital (to risk weighted assets) 11.03% 6.00% 7.875% 8.00%
Tier 1 capital (to average assets) 9.84% 4.00% 4.000% 5.00%
As of December 31, 2017
Total capital (to risk weighted assets) 13.24% 8.00% 9.250% 10.00%
Common equity Tier 1 capital (to risk weighted assets) 10.72% 4.50% 5.750% 6.50%
Tier 1 capital (to risk weighted assets) 10.72% 6.00% 7.250% 8.00%
Tier 1 capital (to average assets) 9.67% 4.00% 4.000% 5.00%

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Asset/Liability Management and Interest Rate Risk

Our asset liability and interest rate risk policy provides management with the guidelines for effective balance sheet
management. We have established a measurement system for monitoring our net interest rate sensitivity position. It is
our objective to manage our sensitivity position within our established guidelines.

As a financial institution, a component of the market risk that we face is interest rate volatility. Fluctuations in interest
rates will ultimately impact both the level of income and expense recorded on most of our assets and liabilities, and
the market value of all interest-earning assets and interest-bearing liabilities, other than those which have a short term
to maturity. Interest rate risk is the potential for economic losses due to future interest rate changes. These economic
losses can be reflected as a loss of future net interest income and/or a loss of current fair market values. The objective
is to measure the effect on net interest income and to adjust the balance sheet to minimize the inherent risk while at
the same time maximizing income.

We have not entered into instruments such as leveraged derivatives, interest rate swaps, financial options, financial
future contracts or forward delivery contracts for the purpose of reducing interest rate risk. Based upon the nature of
our operations, we are not subject to foreign exchange rate or commodity price risk. We do not own any trading
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Our exposure to interest rate risk is managed by our Asset Liability Committee (“ALCO”), which is composed of certain
members of our board of directors and Bank management, in accordance with policies approved by our Board of
Directors. The ALCO formulates strategies based on appropriate levels of interest rate risk. In determining the
appropriate level of interest rate risk, the ALCO considers the impact on earnings and capital of the current outlook on
interest rates, potential changes in interest rates, regional economies, liquidity, business strategies and other factors.
The ALCO meets regularly to review, among other things, the sensitivity of assets and liabilities to interest rate
changes, the book and market values of assets and liabilities, unrealized gains and losses, purchase and sale activities,
commitments to originate loans and the maturities of investments and borrowings. Additionally, the ALCO reviews
liquidity, cash flow flexibility, maturities of deposits, and consumer and commercial deposit activity.

We use an interest rate risk simulation model and shock analysis to test the interest rate sensitivity of net interest
income and the balance sheet, respectively. All instruments on the balance sheet are modeled at the instrument level,
incorporating all relevant attributes such as next reset date, reset frequency, and call dates, as well as prepayment
assumptions for loans and securities, and decay rates for nonmaturity deposits. Assumptions based on past experience
are incorporated into the model for nonmaturity deposit account decay rates. The assumptions used are inherently
uncertain and, as a result, the model cannot precisely measure future net interest income or precisely predict the
impact of fluctuations in market interest rates on net interest income. Actual results will differ from the model’s
simulated results due to timing, magnitude and frequency of interest rate changes as well as changes in market
conditions and the application and timing of various management strategies.

We utilize static balance sheet rate shocks to estimate the potential impact on net interest income of changes in interest
rates under various rate scenarios. This analysis estimates a percentage of change in the metric from the stable rate
base scenario versus alternative scenarios of rising and falling market interest rates by instantaneously shocking a
static balance sheet.

The following table summarizes the simulated change in net interest income and the economic value of equity over a
12-month horizon as of the dates indicated:

Change in Interest Percent Change in Net Interest Income Percent Change in Economic Value of Equity
Rates (Basis Points) As of June 30, 2018 As of December 31, 2017 As of June 30, 2018 As of December 31, 2017
+300 (5.1)% (6.2)% (2.6)% (9.0)%

+200 (3.2)% (4.1)% (1.2)% (54)%

+100 (1.6)% (2.2)% (0.2)% (2.3)%

Base 0.0% 0.0% 0.0% 0.0%

-100 (1.1)% (1.9)% (2.3)% (1.9%

These results are primarily due to the duration of our loan and securities portfolio and the expected behavior of
demand, money market and savings deposits during such rate fluctuations.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedures. As of the end of the period covered by this Quarterly Report on
Form 10-Q, the Company carried out an evaluation, under the supervision and with the participation of its
management, including its Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and
operation of its disclosure controls and procedures. In designing and evaluating the disclosure controls and
procedures, management recognizes that controls and procedures, no matter how well designed and operated, can
provide only reasonable assurance of achieving the desired control objectives, and management was required to apply
judgment in evaluating its controls and procedures. Based on this evaluation, the Company’s Chief Executive Officer
and Chief Financial Officer concluded that the Company’s disclosure controls and procedures (as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) were effective
as of the end of the period covered by this report. See Exhibits 31.1 and 31.2 for the Certification statements issued by
the Company’s Chief Executive Officer and Chief Financial Officer, respectively.

Changes in internal control over financial reporting. There were no changes in the Company’s internal control over
financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during

the quarter covered by this Quarterly Report on Form 10-Q that have materially affected, or are reasonably likely to
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ITEM 1. LEGAL PROCEEDINGS

From time to time, we are subject to claims and litigation arising in the ordinary course of business. In the opinion of
management, we are not party to any legal proceedings the resolution of which we believe would have a material
adverse effect on our business, prospects, financial condition, liquidity, results of operation, cash flows or capital
levels. However, one or more unfavorable outcomes in any claim or litigation against us could have a material adverse
effect for the period in which such claim or litigation is resolved. In addition, regardless of their merits or their
ultimate outcomes, such matters are costly, divert management’s attention and may materially adversely affect our
reputation, even if resolved in our favor. We intend to defend ourselves vigorously against any future claims or
litigation.

ITEM 1A. RISK FACTORS

In evaluating an investment in any of the Company’s securities, investors should consider carefully, among other
things, information under the heading “Cautionary Notice Regarding Forward-Looking Statements” in this Form 10-Q,
the risk factors previously disclosed under the heading ‘“Risk Factors” in the Company’s Annual Report on Form 10-K
for the year ended December 31, 2017, and such other risk factors as the Company may disclose or has disclosed in
other reports and statements filed with the Securities and Exchange Commission. As of June 30, 2018, there were no
material changes to the risk factors disclosed in the Company's Annual Report on Form 10-K for the year ended
December 31, 2017. Below are additional risk factors related to the recent announcement of our proposed acquisition
of Post Oak Bancshares, Inc. and the proposed amendment to our amended and restated certificate of formation.

Risks Related to the Merger

Allegiance will incur significant transaction and integration costs in connection with the merger.

Allegiance expects to incur significant costs associated with completing the merger and integrating Post Oak’s
operations into Allegiance’s operations and is continuing to assess the impact of these costs. Although Allegiance
believes that the elimination of duplicate costs, as well as the realization of other efficiencies related to the integration
of Post Oak’s business with Allegiance’s business, will offset incremental transaction and integration costs over time,
this net benefit may not be achieved in the near term, or at all.

Combining the two companies may be more difficult, costly or time consuming than expected, and the anticipated
benefits and cost savings of the merger may not be realized.

Allegiance and Post Oak have operated and, until the completion of the merger, will continue to operate, separately.
The success of the merger, including anticipated benefits and cost savings, will depend, in part, on Allegiance’s ability
to successfully combine and integrate the businesses of Allegiance and Post Oak in a manner that permits growth
opportunities and does not materially disrupt existing customer relations nor result in decreased revenues due to loss
of customers. It is possible that the integration process could result in the loss of key employees, the disruption of
either company’s ongoing businesses or inconsistencies in standards, controls, procedures and policies that adversely
affect the combined company’s ability to maintain relationships with clients, customers, depositors, employees and
other constituents or to achieve the anticipated benefits and cost savings of the merger. The loss of key employees
could adversely affect Allegiance’s ability to successfully conduct its business, which could have an adverse effect on
Allegiance’s financial results and the value of its common stock. If Allegiance experiences difficulties with the
integration process, the anticipated benefits of the merger may not be realized fully or at all, or may take longer to
realize than expected. As with any merger of financial institutions, there also may be business disruptions that cause
Allegiance and/or Post Oak to lose customers or cause customers to remove their accounts from Allegiance and/or
Post Oak and move their business to competing financial institutions. Integration efforts between the two companies
will also divert management attention and resources. These integration matters could have an adverse effect on each of
Post Oak and Allegiance during this transition period and on the combined company for an undetermined period after
completion of the merger. In addition, the actual cost savings of the merger could be less than anticipated.
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Risk Related to the Allegiance Charter Amendment Proposal

If the proposed amendment to Allegiance’s Amended and Restated Certificate of Formation is approved, Allegiance
will be able to issue additional shares of its common stock in the future, which may adversely affect the market price
of Allegiance common stock and dilute the holdings of existing shareholders.

The proposed amendment to Allegiance’s Amended and Restated Certificate of Formation, if approved by Allegiance
shareholders, will increase the number of authorized shares of Allegiance’s common stock by 40,000,000 shares. In the
future, Allegiance may issue additional shares of Allegiance common stock in connection with another acquisition, to
increase its capital resources or to raise additional capital if Allegiance’s or Allegiance Bank’s capital ratios fall below
or near the regulatory required minimums. Significant issuances of common stock may dilute the holdings of
Allegiance’s existing shareholders or reduce the market price of Allegiance common stock, or both. Holders of
Allegiance common stock are not entitled to preemptive rights or other protections against dilution.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
(a) None.

(b) None.

(c) None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

ITEM 5. OTHER INFORMATION

None.
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ITEM 6. EXHIBITS
Exhibit

Description
Number P

Agreement and Plan of Reorganization by and between Allegiance Bancshares. Inc. and Post Oak

2.1 Bancshares. Inc. dated April 30. 2018 (incorporated herein by reference to Exhibit 2.1 to the Company's
Form 8-K filed on May 1. 2018)
Amended and Restated Certificate of Formation of Allegiance Bancshares. Inc. (incorporated herein by

3.1 reference to Exhibit 3.1 to the Company’s Registration Statement on Form S-1 (Registration No.
333-206536) (the “Registration Statement’))
Amended and Restated Bylaws of Allegiance Bancshares. Inc. (incorporated herein by reference to

3.2 " 3 ;
Exhibit 3.2 to the Registration Statement)

41 Specimen Common Stock Certificate (incorporated by reference to Exhibit 4.1 to the Registration

) Statement)

10.1 Employment Agreement of Roland I.. Williams (incorporated herein by reference to Exhibit 10.9 to the

Company's Registration Statement on Form S-4 (Registration No. 333-225845))

31.1% Certification of the Chief Executive Officer pursuant to Rule 13a-14(a) of the Securities Exchange Act of

1934, as amended

31.2% Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) of the Securities Exchange Act of
) 1934, as amended

30 [ Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, adopted pursuant to
) Section 906 of the Sarbanes-Oxley Act of 2002

30 Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350. adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002
101.INS* XBRL Instance Document

101. SCH*XBRL Taxonomy Extension Schema Document Exhibit
101.CAL* XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF* XBRL Taxonomy Extension Definition Linkbase Document
101.LAB* XBRL Taxonomy Extension Label Linkbase Document
101.PRE* XBRL Taxonomy Extension Presentation Linkbase Document
* Filed with this Quarterly Report on Form 10-Q.

** Furnished with this Quarterly Report on Form 10-Q.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

Allegiance Bancshares, Inc.

(Registrant)

Date: August 3, 2018 /s/ George Martinez
George Martinez
Chairman and Chief Executive Officer

Date: August 3, 2018 /s/ Paul P. Egge

Paul P. Egge
Chief Financial Officer
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