
Allegiance Bancshares, Inc.
Form 10-K
March 11, 2019
UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

☒ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2018

OR

☐TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

FOR THE TRANSITION PERIOD FROM              TO

COMMISSION FILE NUMBER: 001-37585

Allegiance Bancshares, Inc.

(Exact name of registrant as specified in its charter)

Texas 26-3564100
(State or other jurisdiction

of incorporation or organization)

(I.R.S. Employer

Identification No.)
8847 West Sam Houston Parkway, N., Suite 200

Houston, Texas 77040

(Address of principal executive offices, including zip code)

(281) 894-3200

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

1



(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, par value $1.00 per share NASDAQ Global Market
(Title of each class) (Name of each exchange on which is registered)

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.    Yes    ☐    No    ☒

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15 (d) of the
Act.    Yes    ☐    No    ☒

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past
90 days.    Yes    ☒      No    ☐

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files).     Yes    ☒      No    ☐

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment of this Form 10-K.  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.:

Large Accelerated Filer ☐Accelerated Filer ☒
Non-accelerated Filer ☐Smaller Reporting Company ☐
Emerging growth company ☒

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.    ☒

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes    ☐    No    ☒

The aggregate market value of the shares of common stock held by non-affiliates based on the closing price per share
of the registrant’s common stock as reported on the NASDAQ Global Market on June 30, 2018 was approximately

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

2



$505.8 million.

As of March 7, 2019, there were 21,671,955 shares of the registrant's common stock, $1.00 par value, outstanding.

Documents Incorporated by Reference:

Portions of the Proxy Statement relating to the 2019 Annual Meeting of Shareholders of Allegiance Bancshares, Inc.,
which will be filed within 120 days after December 31, 2018, are incorporated by reference into Part III, Items 10-14
of this Annual Report on Form 10-K.
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PART I

Except where the context otherwise requires or where otherwise indicated, in this Annual Report on Form 10-K the
term “Allegiance” refers to Allegiance Bancshares, Inc., 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 Annual Report on Form 10-K, we refer to
the Houston-The Woodlands-Sugar Land metropolitan statistical area, or MSA, and the Beaumont-Port Arthur MSA
as the “Houston region.”

ITEM 1. BUSINESS

The disclosures set forth in this item are qualified by Item 1A. “Risk Factors,” and the section captioned “Cautionary
Notice Regarding Forward-Looking Statements” in Item 7. “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” of this report and other cautionary statements set forth elsewhere in this Annual
Report on Form 10-K.

General

Allegiance Bancshares, Inc. is a Texas corporation and registered bank holding company headquartered in Houston,
Texas. Through our wholly-owned subsidiary, Allegiance Bank, we provide a diversified range of commercial
banking services primarily to small to medium-sized businesses within the Houston region, professionals and
individual customers. We believe the size, growth and increasing economic diversity of the Houston region, when
combined with our super-community banking strategy, provides us with excellent opportunities for long-term,
sustainable growth. Our super-community banking strategy, which is described in more detail below, is designed to
foster strong customer relationships while benefitting from a platform and scale that is competitive with larger
regional and national banks. We believe this strategy presents a significant market advantage when serving small to
medium-sized business customers and further enables us to attract talented bankers.

As of December 31, 2018, we operated 28 full-service banking locations, with 27 bank offices and one loan
production office in the Houston metropolitan area and one bank office location in Beaumont, just outside of the
Houston metropolitan area. We have experienced significant growth since we began banking operations in 2007,
resulting from both organic growth, including de novo branching, and three whole-bank acquisitions, most recently
Post Oak Bancshares, Inc. As of December 31, 2018, we had total assets of $4.66 billion, total gross loans of $3.71
billion, total deposits of $3.66 billion and total shareholders’ equity of $703.0 million.

Initial Public Offering

Allegiance consummated the underwritten initial public offering of its common stock in October 2015. Allegiance's
common stock is traded on the NASDAQ Global Market under the ticker symbol "ABTX."

Business Strategy

The Company’s objective is to grow and strengthen its community banking franchise by deploying its
super-community banking strategy and by pursuing select strategic acquisitions in the Houston region. We have made
the strategic decision to focus on the Houston region because of our deep roots and experience operating through a
variety of economic cycles in this large and vibrant market. We are positioned 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.

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
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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 bankers 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 the Company 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.

1
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We plan to continue to emphasize our super-community banking strategy to organically grow our presence in the
Houston region 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 region 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 region through
organic growth, 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. The following table summarizes, with preacquisition historical balances, our
three acquisitions to date, all of which were of Houston-based banks:

Institution acquired

Date

Completed

Acquired

Assets

Acquired

Loans

Acquired

Deposits

Number
of

Branches
(Dollars in millions)

Independence Bank, N.A. November 16, 2013 $222.1 $132.4 $199.4      3
F&M Bancshares, Inc. January 1, 2015 $569.7 $410.2 $488.9          9*
Post Oak Bancshares, Inc. October 1, 2018 $1,490.4 $1,180.0 $1,289.6     13

*On January 31, 2016, the Company completed the sale of two of the acquired branches of Farmers & Merchants, Inc.
("F&M Bancshares") located in Central Texas and their related assets.

The most recent and significant acquisition to date was the Post Oak acquisition completed in 2018. For additional
information pertaining to the Post Oak acquisition, see Note 2 to the audited consolidated financial statements
included elsewhere in this Annual Report on Form 10-K.

Competitive Strengths

We believe that we are well positioned to execute our super-community banking strategy as a result of the following
competitive strengths:

•Experienced, growth-focused senior management team. Our senior management team has a demonstrated track
record of managing profitable organic growth, improving operating efficiencies, maintaining a strong risk
management culture, implementing a community and service-focused approach to banking and successfully
executing and integrating acquisitions. The Company’s Board of Directors has many years of combined experience in
serving as directors and/or officers of financial institutions. The directors have a wide array of business experience
and, since many are residents of our primary market area, participate in and support local community activities,
which is a significant asset to our business development efforts and enables us to be responsive to the needs of our
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customers.
•Scalable banking and operational platform designed to foster and accommodate significant growth. We have built a
capable and knowledgeable staff by utilizing the significant prior experience of our management team and
employees. We have made extensive investments in the technology and systems necessary to build a scalable
corporate infrastructure with the capacity to support continued growth. We believe that our strong capital and asset
quality position will allow us to grow and that our scalable operating platform will effectively support expected
growth, resulting in greater efficiency and enhanced profitability.
•Community-focused, full service customer relationships. We believe that our super-community banking strategy
facilitates strong relationships with our customers. We are focused on delivering a wide variety of high-quality,
relationship-driven commercial and community-oriented banking products and services tailored to meet the needs of
small to medium-sized businesses, professionals and individuals in the Houston region. We actively solicit the
deposit business of our consumer and commercial loan customers and seek to further leverage these relationships by
broadening customer relationships with additional products and services.

2
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•Local decision making authority and Houston region focus. Recent acquisitions of local financial institutions in the
Houston region by larger, more regionally focused competitors have led to a reduced number of locally-based
competitors, and we believe this has created an underserved base of small to medium-sized businesses, professionals
and individuals that are interested in banking with a company headquartered in, and with decision-making authority
based in, the Houston region. We seek to develop comprehensive, long-term banking relationships with customers
and offer an array of products and services to support our loan and deposit activities while delivering high quality
customer service. Our products and services are tailored to address the needs of our targeted customers.  We are
exclusively focused on serving the greater Houston region, which we believe positions us well to compete effectively
and build strong customer relationships.
•Focus on seasoned bankers. We believe our management team’s long-standing presence and experience in the
Houston region gives us valuable insight into the local market and the ability to successfully develop and recruit
talented bankers. Our team of seasoned bankers has been the driver of our organic growth. Our officer compensation
structure, which includes equity grants, profit sharing and various incentive programs, attracts talented bankers and
motivates them to increase the size of their loan and deposit portfolios and generate fee income while maintaining
strong credit quality.
•Disciplined underwriting and credit administration. Our management, bankers and credit administration team
emphasize a strong culture of risk management that is supported by comprehensive policies and procedures for credit
underwriting, funding and administration that enable us to maintain sound asset quality. The Company’s underwriting
methodology emphasizes analysis of global cash flow coverage, loan to collateral value and obtaining personal
guaranties in all but a few well-secured cases. Our tiered underwriting structure includes progressive levels of
individual loan authority, concurrence authority and senior loan committee approval. We intend to continue to
emphasize and adhere to these procedures and controls, which we believe have helped to minimize our level of loan
charge-offs.

•Diversified loan portfolio. The Company’s focus on loans to small to medium-sized businesses results in a more
diffused and diversified portfolio of relatively smaller loan relationships, thus reducing the risks that result from a
dependence on fewer but larger lending relationships. As of December 31, 2018, our average funded core loan size
was approximately $332 thousand. Although we operate in the Houston region, we do not lend directly to oil and gas
exploration and production companies. As of December 31, 2018, 3.8% of our total loan portfolio was to customers
in the oilfield services or oil-related industries. 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 1.9% at December 31,
2018, have various types of collateral and are usually personally guaranteed by the owners of the borrower.

Allegiance Community Banking Services

Lending Activities

We offer a wide range of commercial and retail lending services, including commercial loans, loans to small
businesses guaranteed by the Small Business Administration, mortgage loans, home equity loans, personal loans and
automobile loans, among others, specifically designed for small to medium-sized businesses and companies,
professionals and individuals generally located within Texas and primarily in the Houston region. See Item 7.
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Financial Condition—Loan
Portfolio” for a more detailed discussion of the Company’s lending activities.

Deposit Products

Deposits are our principal source of funds for use in lending and other general banking purposes. We offer a variety of
deposit products and services with the goal of attracting a wide variety of customers, with an emphasis on small to
medium-sized businesses. The types of deposit accounts that the Company offers are typical of most commercial
banks and consist of checking accounts, commercial accounts, savings accounts and other time deposits of various
types, ranging from daily money market accounts to longer-term certificates of deposit. We actively pursue business
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checking accounts by offering our business customers competitive rates and convenient services such as telephone,
mobile and online banking. Our deposits are insured by the Federal Deposit Insurance Corporation (the “FDIC”) to the
fullest extent permitted by law. See Item 7. “Management’s Discussion and Analysis of Financial Condition and Results
of Operations—Financial Condition—Deposits” for a more detailed discussion of the Company’s deposit products.

3
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Other Banking Services

We offer basic banking products and services, which we believe are attractively priced, easily understood, convenient
and readily accessible to our customers. In addition to banking during normal business hours, we offer extended
drive-through hours, ATMs, mobile banking and banking by telephone, mail and Internet. Customers can
conveniently access their accounts by phone, through a mobile application for smartphones and tablets, as well as
through Internet banking that allows customers to obtain account balances, make deposits, transfer funds, pay bills
online and receive electronic delivery of statements. We also provide safe deposit boxes, debit cards, cash
management and wire transfer services, night depository, direct deposits, cashier’s checks, and letters of credit. We
have established relationships with correspondent banks and other independent financial institutions to provide other
services requested by customers, including loan participations sold where the requested loan amount exceeds the
lending limits in our lending policies.

Competition

We compete in the highly competitive commercial banking industry through the Bank and firmly believe that the
Bank’s presence in the community and philosophy of personalized service enhances our ability to attract and retain
customers. The Bank faces strong direct competition for deposit funds, lending opportunities, talented bankers,
acquisition candidates and other financial-related services. We compete with other commercial banks, thrifts and
credit unions and other financial institutions.

We compete for loans primarily with other commercial banks, savings banks, savings and loan associations, credit
unions, finance companies, mutual funds, insurance companies, brokerage and investment banking firms, asset-based
nonbank lenders and certain other nonfinancial entities, including retail stores that may maintain their own credit
programs and certain governmental organizations, all of which are actively engaged in providing various types of
loans and other financial services that may offer more favorable financing than we are able to offer. Although some of
our competitors are situated locally, others have statewide or nationwide presence. We believe that we are able to
compete with other financial institutions because of our experienced banking professionals, the range and quality of
products that we offer, our responsive decision-making with respect to loans and our emphasis on customer service,
thereby establishing strong customer relationships and building customer loyalty that distinguishes us from our
competitors.

We rely heavily on the continued business our Bank's bankers generate and the efforts of our officers and directors to
solicit and refer potential customers, and we expect this reliance to continue for the foreseeable future. We believe that
our recent market share gains in our geographic areas of operation are a reflection of our ability to compete with the
larger banking franchises in our market.

Employees

As of December 31, 2018, we employed approximately 569 full-time equivalent employees. None of our employees
were represented by a collective bargaining unit or are party to a collective bargaining agreement. We believe that we
have a good relationship with our employees.

Available Information

The Company's website address is www.allegiancebank.com. We make available free of charge on or through our
website our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended (the “Exchange Act”), as soon as reasonably practicable after such materials are electronically filed
with or furnished to the Securities and Exchange Commission (the “SEC”). Information contained on our website is not
incorporated by reference into this Annual Report on Form 10-K and is not part of this or any other report that we file
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with or furnish to the SEC.

Regulation and Supervision

The U.S. banking industry is highly regulated under federal and state law. These laws and regulations affect the
operations and performance of the Company and its subsidiaries.

Statutes, regulations and policies limit the activities in which we may engage and how we conduct certain permitted
activities. Further, the bank regulatory system imposes reporting and information collection obligations. We incur
significant costs related to compliance with these laws and regulations. Banking statutes, regulations and policies are
continually under review by federal and state legislatures and regulatory agencies, and a change in them, including
changes in how they are interpreted or implemented, could have a material adverse effect on our business.

The material statutory and regulatory requirements that are applicable to us and our subsidiaries are summarized
below. The description below is not intended to summarize all laws and regulations applicable to us and our
subsidiaries, and is based upon the

4
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statutes, regulations, policies, interpretive letters and other written guidance that are in effect as of the date of this
Annual Report on Form 10-K.

Bank and Bank Holding Company Regulation

The Bank is a Texas-chartered banking association, the deposits of which are insured by the FDIC’s Deposit Insurance
Fund ("DIF") up to applicable legal limits. The Bank is not a member of the Federal Reserve System; therefore, the
Bank is subject to ongoing and comprehensive supervision, regulation, examination and enforcement by the Texas
Department of Banking (the “TDB”) and the FDIC.

Any entity that directly or indirectly controls a bank must be approved to become a bank holding company by the
Federal Reserve under the Bank Holding Company Act of 1956, as amended (the “BHC Act”). Bank holding companies
are subject to regulation, examination, supervision and enforcement by the Federal Reserve under the BHC Act. The
Federal Reserve’s jurisdiction also extends to any company that is directly or indirectly controlled by a bank holding
company.

As a bank holding company, we are subject to ongoing and comprehensive supervision, regulation, examination and
enforcement by the Federal Reserve. As a bank holding company of a Texas state chartered bank, the Company is also
subject to supervision, regulation, examination and enforcement by the TDB.

Broad Supervision, Examination and Enforcement Powers

A principal objective of the U.S. bank regulatory system is to protect depositors by ensuring the financial safety and
soundness of banking organizations. To that end, the banking regulators have broad regulatory, examination and
enforcement authority and regularly examine the operations of banking organizations.

The regulators have various remedies available if they determine that the financial condition, capital resources, asset
quality, earnings prospects, management, liquidity or other aspects of a banking organization’s operations are
unsatisfactory. The regulators may also take action if they determine that the banking organization or its management
is violating or has violated any law or regulation. The regulators have the power to, among other things:

•require affirmative actions to correct any violation or practice;
•issue administrative orders that can be judicially enforced;
•direct increases in capital;
•direct the sale of subsidiaries or other assets;
•limit dividends and distributions;
•restrict growth;
•assess civil monetary penalties;
•remove officers and directors; and
•terminate deposit insurance.

Engaging in unsafe or unsound practices or failing to comply with applicable laws, regulations and supervisory
agreements could subject us and our subsidiaries or their officers, directors and institution-affiliated parties to the
remedies described above and other sanctions.

The Dodd-Frank Act
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On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) was
signed into law. The Dodd-Frank Act has had a broad impact on the financial services industry, and imposes
significant regulatory and compliance requirements, including the designation of certain financial companies as
systemically important financial companies; enhanced oversight of credit rating agencies; the imposition of increased
capital, leverage, and liquidity requirements; and numerous other provisions designed to improve supervision and
oversight of, and strengthen safety and soundness within, the financial services sector.

Additionally, the Dodd-Frank Act established a new framework of authority to conduct systemic risk oversight within
the financial system to be distributed among federal regulatory agencies, including the Financial Stability Oversight
Council, the Federal Reserve and the FDIC.

5
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The following items provide a brief description of certain provisions of the Dodd-Frank Act that are most relevant to
the Company and the Bank.

•Source of strength. Under Federal Reserve policy, bank holding companies have historically been required to act as a
source of financial and managerial strength to each of their banking subsidiaries, and the Dodd-Frank Act codified this
policy as a statutory requirement. As a result of this requirement, in the future Allegiance could be required to provide
financial assistance to the Bank should it experience financial distress.

•Mortgage loan origination. The Dodd-Frank Act authorized the Consumer Financial Protection Bureau (the “CFPB”) to
establish certain minimum standards for the origination of residential mortgages, including a determination of the
borrower’s ability to repay a residential mortgage loan. Under the Dodd-Frank Act, financial institutions may not make
a residential mortgage loan unless they make a “reasonable and good faith determination” that the consumer has a
“reasonable ability” to repay the loan. The Dodd-Frank Act allows borrowers to raise certain defenses to foreclosure, but
provides a full or partial safe harbor from such defenses for loans that are “qualified mortgages.” The CFPB has
promulgated rules to, among other things, specify the types of income and assets that may be considered in the ability
to repay determination, the permissible sources for verification and the required methods of calculating the loan’s
monthly payments. The rules extend the requirement that creditors verify and document a borrower’s income and
assets to include all information that creditors rely on in determining repayment ability. The rules also provide further
examples of third party documents that may be relied on for such verification, such as government records and check
cashing or funds transfer service receipts. The rules also define “qualified mortgages,” imposing both underwriting
standards—for example, a borrower’s debt to income ratio may not exceed 43%—and limits on the terms of their loans.
Points and fees are subject to a relatively stringent cap, and the terms include a wide array of payments that may be
made in the course of closing a loan. Certain loans, including interest only loans and negative amortization loans,
cannot be qualified mortgages.

•Risk retention. On October 22, 2014, the federal regulators including the Federal Reserve, the FDIC and the SEC
issued a final rule in connection with the risk retention requirement mandated by Section 941 of the Dodd-Frank Act.
The risk retention requirement generally requires a securitizer to retain no less than 5% of the credit risk in assets it
sells into a securitization and prohibits a securitizer from directly or indirectly hedging or otherwise transferring the
credit risk that the securitizer is required to retain, subject to limited exemptions. One significant exemption is for
securities entirely collateralized by “qualified residential mortgages” (“QRMs”), which are loans deemed to have a lower
risk of default. The rule defines QRMs to have the same meaning as the term “qualified mortgage,” as defined by the
CFPB. In addition, the rule provides for reduced risk retention requirements for qualifying commercial loan,
commercial real estate loan and auto loan securitizations.

•Consumer Financial Protection Bureau. The Dodd-Frank Act created the CFPB, which is tasked with establishing and
implementing rules and regulations under certain federal consumer protection laws with respect to the conduct of
providers of certain consumer financial products and services. The CFPB has rulemaking authority over many of the
statutes governing products and services offered to bank and thrift consumers. For banking organizations with assets
of $10 billion or more, the CFPB has exclusive rule-making, examination, and primary enforcement authority under
federal consumer financial laws. In addition, the Dodd-Frank Act permits states to adopt consumer protection laws
and regulations that are stricter than those regulations promulgated by the CFPB.
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•Deposit insurance. The Dodd-Frank Act made permanent the general $250 thousand deposit insurance limit for
insured deposits. Amendments to the Federal Deposit Insurance Act (the “FDIA”) also revised the assessment base
against which an insured depository institution’s deposit insurance premiums paid to the FDIC’s DIF will be calculated.
Under the amendments, the assessment base is no longer the institution’s deposit base, but rather its average
consolidated total assets less its average tangible equity. Additionally, the Dodd-Frank Act made changes to the
minimum designated reserve ratio of the DIF, increasing the minimum from 1.15% to 1.35% of the estimated amount
of total insured deposits, and eliminating the requirement that the FDIC pay dividends to depository institutions when
the reserve ratio exceeds certain thresholds. The FDIC’s restoration plan was designed to ensure that the

fund reserve ratio reached 1.35% by September 30, 2020, as required by the Dodd-Frank Act. In November 2018, the
FDIC

announced that the DIF reserve ratio reached 1.36%. Since the DIF reserve ratio exceeded 1.35% required by the
Dodd-Frank Act, the FDIC formally exited the DIF restoration plan.

•Transactions with affiliates and insiders. The Dodd-Frank Act generally enhanced the restrictions on transactions with
affiliates under Section 23A and 23B of the Federal Reserve Act, including an expansion of the definition of “covered
transactions” and clarification regarding the amount of time for which collateral requirements regarding covered credit
transactions must be satisfied. Insider transaction limitations are expanded through the strengthening of loan
restrictions to insiders and the expansion of the types of transactions subject to the various limits, including
derivatives transactions, repurchase agreements, reverse repurchase agreements and securities lending or borrowing
transactions. Restrictions are also placed on certain asset sales to and from an insider to an institution, including
requirements that such sales be on market terms and, in certain circumstances, approved by the institution’s board of
directors.

6
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•Corporate governance. The Dodd-Frank Act addresses many investor protections, corporate governance and executive
compensation matters that will affect most U.S. publicly traded companies, including Allegiance. The Dodd-Frank
Act (1) grants shareholders of U.S. publicly traded companies an advisory vote on executive compensation, (2)
enhances independence requirements for compensation committee members, (3) requires companies listed on national
securities exchanges to adopt incentive-based compensation clawback policies for executive officers and (4) provides
the SEC with authority to adopt proxy access rules that would allow shareholders of publicly traded companies to
nominate candidates for election as a director and have those nominees included in a company’s proxy materials. For
so long as we are an emerging growth company, we may take advantage of the provisions of the Jumpstart Our
Business Startups Act (the “JOBS Act”) allowing us to not to seek a non-binding advisory vote on executive
compensation.

The requirements of the Dodd-Frank Act still are in the process of being implemented and many of the requirements
remain subject to regulations implemented over the course of several years. The manner in which the provisions of the
Dodd-Frank Act will be implemented by the various regulatory agencies and through regulations as well as the full
extent of the impact such requirements will have on our operations, is unclear.

The Volcker Rule

The Volcker Rule under the Dodd-Frank Act prohibits banks and their affiliates from engaging in proprietary trading
and investing in and sponsoring certain hedge funds and private equity funds. Since neither Allegiance nor the Bank
engages in the types of trading or investing covered by the Volcker Rule, the Volcker Rule does not currently have
any effect on our operations.

Notice and Approval Requirements Related to Control

Federal and state banking laws impose notice, application, approval or non-objection and ongoing regulatory
requirements on any shareholder or other person that controls or seeks to acquire direct or indirect “control” of an
FDIC-insured depository institution. These laws include the BHC Act, the Change in Bank Control Act and the Texas
Banking Act. Among other things, these laws require regulatory filings by a shareholder or other person that seeks to
acquire direct or indirect “control” of an FDIC-insured depository institution. The determination whether a person
“controls” a depository institution or its holding company is based on all of the facts and circumstances surrounding the
investment. As a general matter, a person is deemed to control a depository institution or other company if the person
owns or controls 25% or more of any class of voting stock. Subject to rebuttal, a person may be presumed to control a
depository institution or other company if the person owns or controls 10% or more of any class of voting stock and
other regulatory criteria are met. Ownership by affiliated persons, or persons acting in concert, is typically aggregated
for these purposes.

In addition, except under limited circumstances, bank holding companies are prohibited from acquiring, without prior
approval control of any other bank or bank holding company or all or substantially all the assets thereof; or more than
5% of the voting shares of a bank or bank holding company that is not already a subsidiary.

Permissible Activities and Investments

Banking laws generally restrict our ability to engage in, or acquire more than 5% of the voting shares of a company
engaged in, activities other than those determined by the Federal Reserve to be so closely related to banking as to be a
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proper incident thereto. The Gramm-Leach-Bliley Financial Modernization Act of 1999 (the “GLB Act”) expanded the
scope of permissible activities for a bank holding company that qualifies as a financial holding company. Under the
regulations implementing the GLB Act, a financial holding company may engage in additional activities that are
financial in nature or incidental or complementary to a financial activity. Those activities include, among other
activities, certain insurance and securities activities. Qualifications for becoming a financial holding company include,
among other things, meeting certain specified capital standards and achieving certain management ratings in
examinations. Under the Dodd-Frank Act, bank holding companies and their subsidiaries must be well-capitalized and
well-managed in order for the bank holding company and its nonbank affiliates to engage in the expanded financial
activities permissible only for a financial holding company.

In addition, as a general matter, we must receive prior regulatory approval before establishing or acquiring a
depository institution or, in certain cases, a non-bank entity.

The Texas Constitution, as amended in 1986, provides that a Texas-chartered bank has the same rights and privileges
that are or may be granted to national banks domiciled in Texas. To the extent that the Texas laws and regulations
may have allowed state-chartered banks to engage in a broader range of activities than national banks, the Federal
Deposit Insurance Corporation Improvement Act of 1991 (the “FDICIA”), has operated to limit this authority. The
FDICIA provides that no state bank or subsidiary thereof may engage as a principal in any activity not permitted for
national banks, unless the institution complies with applicable capital requirements and the FDIC determines that the
activity poses no significant risk to the DIF of the FDIC. In general, statutory restrictions on the activities of banks are
aimed at protecting the safety and soundness of depository institutions.

7
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Branching

Texas law provides that a Texas-chartered bank can establish a branch anywhere in Texas provided that the branch is
approved in advance by the TDB. The branch must also be approved by the FDIC. The regulators consider a number
of factors, including financial history, capital adequacy, earnings prospects, character of management, needs of the
community and consistency with corporate powers. The Dodd-Frank Act permits insured state banks to engage in de
novo interstate branching if the laws of the state where the new branch is to be established would permit the
establishment of the branch if it were chartered by such state.

Regulatory Capital Requirements and Capital Adequacy

The bank regulators view capital levels as important indicators of an institution’s financial soundness. As a general
matter, FDIC-insured depository institutions and their holding companies are required to maintain minimum capital
relative to the amount and types of assets they hold. The final supervisory determination on an institution’s capital
adequacy is based on the regulator’s assessment of numerous factors. As a bank holding company and a state-chartered
non-member bank, the Company and the Bank are subject to both risk-based and leverage regulatory capital
requirements.

In 1988, the International Basel Committee on Banking Supervision, a committee of central banks and bank
supervisors, (“Basel Committee”), adopted a capital accord, known as Basel I, which established the framework for
risk-based capital guidelines implemented by the U.S. federal bank regulators. Basel II was issued by the Basel
Committee in November 2005, and in 2010, the Basel Committee implemented the revised framework for
strengthening international capital and liquidity, referred to as Basel III.

In July 2013, the federal banking agencies published final capital rules (“Basel III Capital Rules”) effective January 1,
2015 that revised the risk-based and leverage capital requirements and the method for calculating risk-weighted assets
to implement, in part, Basel III agreements reached by the Basel Committee and certain provisions of the Dodd-Frank
Act. While some provisions are tailored to larger institutions, the Basel III Capital Rules generally apply to all
banking organizations, including the Company and the Bank. In broad terms, the Basel III Capital Rules increased the
required quality and quantity of the capital base, reduced the range of instruments that count as capital and increased
the risk-weighted asset assessment for certain types of activities.

Among other things, the Basel III Capital Rules impact regulatory capital ratios of banking organizations in the
following manner, which were fully phased in on January 1, 2019: create a new requirement to maintain a ratio of
“common equity Tier 1 capital” to total risk-weighted assets of not less than 4.5%; increase the minimum leverage
capital ratio to 4.0% for all banking organizations; increase the minimum tier 1 risk-based capital ratio from 4.0% to
6.0%; and maintain the minimum total risk-based capital ratio at 8.0%.

In addition, the Basel III Capital Rules subject a banking organization to certain limitations on capital distributions,
equity repurchases and discretionary bonus payments to executive officers if the organization does not maintain a
“capital conservation buffer” of common equity Tier 1 capital. The implementation of the capital conservation buffer
began on January 1, 2016 at the 0.625% level and was phased in over a three-year period (increasing by 0.625% on
each subsequent January 1, until it reached 2.5% on January 1, 2019). As fully phased-in, the effect of the capital
conservation buffer increases the minimum common equity Tier 1 capital ratio to 7.0%, the minimum tier 1 risk-based
capital ratio to 8.5% and the minimum total risk-based capital ratio to 10.5%.
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The Basel III Capital Rules also changed the capital categories for insured depository institutions for purposes of
prompt corrective action. Under the Basel III Capital Rules, to be well capitalized, an insured depository institution is
required to maintain a minimum common equity Tier 1 capital ratio of at least 6.5%, a tier 1 risk-based capital ratio of
at least 8.0%, a total risk-based capital ratio of at least 10.0%, and a leverage capital ratio of at least 5.0%. In addition,
the Basel III Capital Rules established more conservative standards for including an instrument in regulatory capital
and impose certain deductions from and adjustments to the measure of common equity Tier 1 capital.

Under the Basel III Capital Rules, banking organizations were provided a one-time option in their initial regulatory
financial report filed after January 1, 2015, to remove certain components of accumulated other comprehensive
income from the computation of common equity regulatory capital. For banking organizations with less than $15
billion in total assets, existing trust preferred securities and cumulative perpetual preferred stock continue to be
included in regulatory capital while other instruments are disallowed. The Basel III Capital Rules also provide
additional constraints on the inclusion of minority interests, mortgage servicing assets, deferred tax assets and certain
investments in the capital of unconsolidated financial institutions in Tier 1 capital, as well as providing stricter risk
weighting rules to these assets.

The Basel III Capital Rules also provide stricter rules related to the risk weighting of past due and certain commercial
real estate loans, as well as on some equity investment exposures, and replace the existing credit rating approach for
determining the risk weighting of securitization exposures with an alternative approach.

8

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

20



The federal banking agencies’ risk-based and leverage ratios are minimum supervisory ratios generally applicable to
banking organizations that meet certain specified criteria. The federal bank regulatory agencies may set capital
requirements for a particular banking organization that are higher than the minimum ratios when circumstances
warrant. Federal Reserve guidelines also provide that banking organizations experiencing internal growth or making
acquisitions will be expected to maintain strong capital positions substantially above the minimum supervisory levels,
without significant reliance on intangible assets.

In October 2017, the federal bank regulatory agencies issued a notice of proposed rulemaking on simplifications to the
final rules (the "simplifications NPR"), a majority of which would apply solely to banking organizations that are not
subject to the advanced approaches capital rule. Under the proposed rulemaking, non-advanced approaches banking
organizations, such as Allegiance and the Bank, would apply a simpler regulatory capital treatment for mortgage
servicing assets, certain deferred tax assets arising from temporary differences, investments in the capital of
unconsolidated financial institutions and capital issued by a consolidated subsidiary of a banking organization and
held by third parties. In anticipation of issuing the simplifications NPR that would include changes to the regulatory
capital treatment discussed above, in August 2017, the federal bank regulatory agencies issued a notice of proposed
rulemaking that would extend the current transition provisions for these items for non-advanced approach banking
organizations (the “transitions NPR”).  The transitions NPR was intended solely to stay the phase-in of certain elements
of the capital rules in light of goals stated in the Economic Growth and Regulatory Paperwork Reduction Act report to
Congress in March 2017 and in contemplation of the simplifications NPR.  In November 2017, the agencies published
the final rule adopting the proposals set forth in the transitions NPR thereby extending the regulatory capital treatment
that was applicable during 2017 for these items for non-advanced approach banking organizations into 2018 while the
simplifications NPR is pending.

In December 2017, the Basel Committee published the last version of the Basel III accord, generally referred to as
"Basel IV." The Basel Committee stated that a key objective of the revisions incorporated into the framework is to
reduce excessive variability of risk-weighted assets, which will be accomplished by enhancing the robustness and risk
sensitivity of the standardized approaches for credit risk and operational risk, which will facilitate the comparability of
banks’ capital ratios, constraining the use of internally modeled approaches and complementing the risk-weighted
capital ratio with a finalized leverage ratio and a revised and robust capital floor.  Leadership of the federal bank
regulatory agencies who are tasked with implementing Basel IV supported the revisions. Although it is uncertain at
this time, we anticipate some, if not all, of the Basel IV accord may be incorporated into the capital requirements
framework applicable to the Company.

On May 24, 2018, the Economic Growth, Regulatory Relief, and Consumer Protection Act (the “EGRRCPA”) amended
provisions in the Dodd-Frank Act as well as certain other statutes administered by the federal bank agencies. Section
201 of the EGRRCPA, directs the agencies to develop a community bank leverage ratio of not less than 8% and not
more than 10% for qualifying community banks (qualifying community banking organizations). On November 21,
2018, the federal banking agencies released a proposal to simplify the regulatory capital requirements for qualifying
community banking organizations. Under the proposal, banks and bank holding companies that have less than $10
billion in total consolidated assets, that meet risk-based qualifying criteria, and that have a community bank leverage
ratio (as defined in the proposal) of greater than 9% would be eligible to opt into a community bank leverage ratio
framework. Such banking organizations that elect to use the community bank leverage ratio and that maintain a
community bank leverage ratio of greater than 9% would not be subject to other risk-based and leverage capital
requirements and would be considered to have met the well-capitalized ratio requirements for purposes of section 38
of the FDIA and regulations implementing that section, as applicable, and the generally applicable capital
requirements under the banking agencies’ capital rule.

Prompt Corrective Action
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Under the FDIA, 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 it has a total risk-based capital ratio of 10.0% or greater, a common
equity Tier 1 capital ratio of 6.5% or greater, a Tier 1 risk-based capital ratio of 8.0% or greater, 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. A depository institution is deemed to be
“adequately capitalized” if it has a total risk-based capital ratio of 8.0% or greater, a common equity Tier 1 capital ratio
of 4.5% or greater; a Tier 1 risk-based capital ratio of 6.0% or greater; a leverage ratio of 4.0% or greater; and does
not meet the criteria for a “well capitalized” bank. A depository institution is “under-capitalized” if it has a total risk-based
capital ratio of less than 8.0%, a common equity Tier 1 capital ratio less than 4.5%, a Tier 1 risk-based capital ratio of
less than 6.0% or a leverage ratio of less than 4.0%. 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. A
banking institution that is undercapitalized is required to submit a capital restoration plan. The capital restoration plan
will not be accepted by the regulators unless each company having control of the undercapitalized institution
guarantees the subsidiary’s compliance with the capital restoration plan up to a certain specified amount.
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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 upon notice and hearing, restrictions on certain
business activities and appointment of the FDIC as conservator or receiver. As of December 31, 2018, the Bank met
the requirements to be “well capitalized” under the prompt corrective action regulations.

Regulatory Limits on Dividends and Distributions

As a bank holding company, we are subject to certain restrictions on paying dividends under applicable federal and
Texas laws and regulations. The Federal Reserve has issued a policy statement that provides that a bank holding
company should not pay dividends unless (i) its net income over the last four quarters (net of dividends paid) has been
sufficient to fully fund the dividends, (ii) the prospective rate of earnings retention appears to be consistent with the
capital needs, asset quality and overall financial condition of the bank holding company and its subsidiaries and (iii)
the bank holding company will continue to meet minimum required capital adequacy ratios. Accordingly, a bank
holding company should not pay cash dividends that exceed its net income or that can only be funded in ways that
weaken the bank holding company’s financial health, such as by borrowing. The Dodd-Frank Act and Basel III capital
requirements impose additional restrictions on the ability of banking institutions to pay dividends.

Substantially all of our income, and a principal source of our liquidity, are dividends from the Bank. The ability of the
Bank to pay dividends to us is restricted by federal and state laws, regulations and policies.

Capital adequacy requirements serve to limit the amount of dividends that may be paid by the Bank. Under the FDIA,
an insured depository institution such as the Bank is prohibited from making capital distributions, including the
payment of dividends, if, after making such distribution, the institution would become “undercapitalized.” The FDIC
may further restrict the payment of dividends by requiring the Bank to maintain a higher level of capital than would
otherwise be required in order to be adequately capitalized for regulatory purposes. Payment of dividends by the Bank
also may be restricted at any time at the discretion of the appropriate regulator if it deems the payment to constitute an
unsafe and unsound banking practice. As noted above, the capital conservation buffer created under the Basel III
capital rules, when fully implemented, may also have the effect of limiting the payment of capital distributions from
the Bank.

Reserve Requirements

Pursuant to regulations of the Federal Reserve, all banking organizations are required to maintain average daily
reserves at mandated ratios against their transaction accounts. In addition, reserves must be maintained on certain
non-personal time deposits. These reserves must be maintained in the form of vault cash or in an account at a Federal
Reserve Bank.

Limits on Transactions with Affiliates and Insiders

Insured depository institutions are subject to restrictions on their ability to conduct transactions with affiliates and
other related parties. Section 23A of the Federal Reserve Act imposes quantitative limits, qualitative requirements,
and collateral requirements on certain transactions by an insured depository institution with, or for the benefit of, its
affiliates. Transactions covered by Section 23A include loans, extensions of credit, investment in securities issued by
an affiliate and acquisitions of assets from an affiliate. Section 23B of the Federal Reserve Act requires that most
types of transactions by an insured depository institution with, or for the benefit of, an affiliate be on terms,
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substantially the same or at least as favorable to the insured depository institution as if the transaction were conducted
with an unaffiliated third party.

As noted above, the Dodd-Frank Act generally enhances the restrictions on transactions with affiliates under Section
23A and 23B of the Federal Reserve Act, including an expansion of the definition of “covered transactions” and a
clarification regarding the amount of time for which collateral requirements regarding covered credit transactions must
be satisfied. The ability of the Federal Reserve to grant exemptions from these restrictions is also narrowed by the
Dodd-Frank Act, including by requiring coordination with other bank regulators.

The Federal Reserve’s Regulation O imposes restrictions and procedural requirements in connection with the extension
of credit by an insured depository institution to directors, executive officers, principal shareholders and their related
interests.

Brokered Deposits

The FDIA restricts the use of brokered deposits by certain depository institutions. Under the applicable regulations, a
“well capitalized insured depository institution” may solicit and accept, renew or roll over any brokered deposit without
restriction. An “adequately capitalized insured depository institution” may not accept, renew or roll over any brokered
deposit unless it has applied for and been granted a waiver of this prohibition by the FDIC. An “undercapitalized
insured depository institution” may not accept,
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renew or roll over any brokered deposit. The FDIC may, on a case-by-case basis and upon application by an
adequately capitalized insured depository institution, waive the restriction on brokered deposits upon a finding that the
acceptance of brokered deposits does not constitute an unsafe or unsound practice with respect to such institution.

In addition, the FDIA prohibits an insured depository institution from offering interest rates on any deposits
significantly higher than the prevailing rate in the bank’s normal market area or nationally (depending upon where the
deposits are solicited), unless it is well capitalized or is adequately capitalized and receives a waiver from the FDIC. A
depository institution that is adequately capitalized and accepts brokered deposits under a waiver from the FDIC may
not pay an interest rate on any deposit in excess of 75 basis points over certain prevailing market rates.

Concentrated Commercial Real Estate Lending Guidance

The federal banking agencies, including the FDIC, have promulgated guidance governing financial institutions with
concentrations in commercial real estate lending. The guidance provides that a bank has a concentration in
commercial real estate lending if (i) total reported loans for construction, land development, and other land represent
100% or more of total capital or (ii) total reported loans secured by multifamily and non-farm residential properties
and loans for construction, land development, and other land represent 300% or more of total capital and the bank’s
commercial real estate loan portfolio has increased 50% or more during the prior 36 months. Owner-occupied
commercial real estate loans are excluded from this second category. If a concentration is present, management must
employ heightened risk management practices that address the following key elements: board and management
oversight and strategic planning, portfolio management, development of underwriting standards, risk assessment and
monitoring through market analysis and stress testing and maintenance of increased capital levels as needed to support
the level of commercial real estate lending.

Examination and Examination Fees

The FDIC periodically examines and evaluates state non-member banks. Based on such an evaluation, the Bank,
among other things, may be required to revalue its assets and establish specific reserves to compensate for the
difference between the Bank’s assessment and that of the FDIC. The TDB also conducts examinations of state banks
but may accept the results of a federal examination in lieu of conducting an independent examination. In addition, the
FDIC and TDB may elect to conduct a joint examination. The TDB charges fees to recover the costs of examining
Texas chartered banks, as well as filing fees for certain applications and other filings. The Dodd-Frank Act provides
various agencies with the authority to assess additional supervision fees.

Deposit Insurance and Deposit Insurance Assessments

The FDIC is an independent federal agency that insures the deposits of federally insured depository institutions up to
applicable limits. The FDIC also has certain regulatory, examination and enforcement powers with respect to
FDIC-insured institutions. The deposits of the Bank are insured by the FDIC up to applicable limits. As a general
matter, the maximum deposit insurance amount is $250 thousand per depositor. FDIC-insured depository institutions
are required to pay deposit insurance assessments to the FDIC. The amount of a particular institution’s deposit
insurance assessment for institutions with less than $10 billion in assets is based on that institution’s risk classification
under an FDIC risk based assessment system. An institution’s risk classification is assigned based on its capital levels
and the level of supervisory concern the institution poses to the regulators. Institutions assigned to higher risk
categories (that is, institutions that pose a higher risk of loss to the Deposit Insurance Fund) pay assessments at higher
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rates than institutions that pose a lower risk. As noted above, the Dodd-Frank Act changed the way an insured
depository institution’s deposit insurance premiums are calculated.

Depositor Preference

The FDIA provides that, in the event of the “liquidation or other resolution” of an insured depository institution, the
claims of depositors of the institution (including the claims of the FDIC as subrogee of insured depositors) and certain
claims for administrative expenses of the FDIC as a receiver will have priority over other general unsecured claims
against the institution. If the Company invests in or acquires an insured depository institution that fails, insured and
uninsured depositors, along with the FDIC, will have priority in payment ahead of unsecured, non-deposit creditors,
including the Company, with respect to any extensions of credit they have made to such insured depository institution.

Anti-Money Laundering and OFAC

Under federal law, financial institutions must maintain anti-money laundering programs that include established
internal policies, procedures and controls, a designated compliance officer, an ongoing employee training program and
testing of the program by an independent audit function. Financial institutions are also prohibited from entering into
specified financial transactions and
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account relationships and must meet enhanced standards for due diligence and customer identification in their dealings
with non-U.S. financial institutions and non-U.S. customers. Financial institutions must take reasonable steps to
conduct enhanced scrutiny of account relationships to guard against money laundering and to report any suspicious
transactions, and law enforcement authorities have been granted increased access to financial information maintained
by financial institutions. Bank regulators routinely examine institutions for compliance with these obligations and they
must consider an institution’s compliance with such obligations in connection with the regulatory review of
applications, including applications for mergers and acquisitions. The regulatory authorities have imposed cease and
desist orders and civil money penalty sanctions against institutions found to be violating these obligations.

The U.S. Department of the Treasury’s Office of Foreign Assets Control (“OFAC”) is responsible for helping to ensure
that U.S. entities do not engage in transactions with certain prohibited parties, as defined by various Executive Orders
and Acts of Congress. OFAC publishes lists of persons, organizations and countries suspected of aiding, harboring or
engaging in terrorist acts, known as Specially Designated Nationals and Blocked Persons. If the Company or the Bank
finds a name on any transaction, account or wire transfer that is on an OFAC list, the Company or the Bank must
freeze or block such account or transaction, file a suspicious activity report and notify the appropriate authorities.

Consumer Laws and Regulations

Banking organizations are subject to numerous laws and regulations intended to protect consumers. These laws
include, among others:

• Truth in Lending Act;

• Truth in Savings Act;

• Electronic Funds Transfer Act;

• Expedited Funds Availability Act;

• Equal Credit Opportunity Act;

• Fair and Accurate Credit Transactions Act;

• Fair Housing Act;

• Fair Credit Reporting Act;

• Fair Debt Collection Act;

• Gramm-Leach-Bliley Act;

• Home Mortgage Disclosure Act;

• Right to Financial Privacy Act;

• Real Estate Settlement Procedures Act;
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• laws regarding unfair and deceptive acts and practices; and

• usury laws.

Many states and local jurisdictions have consumer protection laws analogous to, and in addition to, those listed above.
These federal, state and local laws regulate the manner in which financial institutions deal with customers when taking
deposits, making loans or conducting other types of transactions. Failure to comply with these laws and regulations
could give rise to regulatory sanctions, customer rescission rights, action by state and local attorneys general and civil
or criminal liability. The creation of the CFPB by the Dodd-Frank Act has led to enhanced enforcement of consumer
financial protection laws.

The Community Reinvestment Act

The Community Reinvestment Act (the “CRA”) and related regulations are intended to encourage banks to help meet
the credit needs of their service areas, including low and moderate-income neighborhoods, consistent with safe and
sound operations. The bank

12

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

28



regulators examine and assign each bank a public CRA rating. The CRA requires bank regulators to take into account
the bank’s record in meeting the needs of its service area when considering an application by a bank to establish or
relocate a branch or to conduct certain mergers or acquisitions. The Federal Reserve is required to consider the CRA
records of a bank holding company’s controlled banks when considering an application by the bank holding company
to acquire a banking organization or to merge with another bank holding company. When we or the Bank applies for
regulatory approval to engage in certain transactions, the regulators will consider the CRA record of target institutions
and our depository institution subsidiaries. An unsatisfactory CRA record could substantially delay approval or result
in denial of an application. The regulatory agency’s assessment of the institution’s record is made available to the
public. The Bank received an overall CRA rating of “satisfactory” on its most recent CRA examination.  In April 2018,
the U.S. Department of Treasury issued a memorandum to the federal banking regulators with recommended changes
to the CRA’s implementing regulations to reduce their complexity and associated burden on banks.

Incentive Compensation Guidance

In July 2010, the federal banking agencies issued guidance on incentive compensation policies that applies to all
banking organizations supervised by the agencies, including Allegiance and the Bank. Pursuant to the guidance, to be
consistent with safety and soundness principles, a banking organization’s incentive compensation arrangements should:
(1) provide employees with incentives that appropriately balance risk and reward; (2) be compatible with effective
controls and risk management; and (3) be supported by strong corporate governance including active and effective
oversight by the banking organization’s board of directors. Monitoring methods and processes used by a banking
organization should be commensurate with the size and complexity of the organization and its use of incentive
compensation.

Section 956 of the Dodd-Frank Act requires the federal bank regulatory agencies and the SEC to establish joint
regulations or guidelines prohibiting incentive-based payment arrangements at specified regulated entities that
encourage inappropriate risk-taking by providing an executive officer, employee, director or principal shareholder
with excessive compensation, fees or benefits or that could lead to material financial loss to the entity. The federal
bank regulatory agencies issued such proposed rules in April 2011 and issued a revised proposed rule in June 2016
implementing the requirements and prohibitions set forth in Section 956. The revised proposed rule would apply to all
banks, among other institutions, with at least $1 billion in average total consolidated assets, for which it would go
beyond the existing guidance to (i) prohibit certain types and features of incentive-based compensation arrangements
for senior executive officers, (ii) require incentive-based compensation arrangements to adhere to certain basic
principles to avoid a presumption of encouraging inappropriate risk, (iii) require appropriate board or committee
oversight, (iv) establish minimum recordkeeping and (v) mandate disclosures to the appropriate federal banking
agency.

Cybersecurity

Federal bank regulatory agencies have adopted guidelines for establishing information security standards and
cybersecurity programs for implementing safeguards. These guidelines, along with related regulatory materials,
increasingly focus on risk management and processes related to information technology and the use of third parties in
the provision of financial services.  State regulators have also been increasingly active in implementing privacy and
cybersecurity standards and regulations. Many states have recently implemented or modified their data breach
notification and data privacy requirements, which could apply to us depending on the location of our customers.
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Changes in Laws, Regulations or Policies

Federal, state and local legislators and regulators regularly introduce measures or take actions that would modify the
regulatory requirements applicable to banks, their holding companies and other financial institutions. Changes in laws,
regulations or regulatory policies could adversely affect the operating environment for us in substantial and
unpredictable ways, increase or decrease our cost of doing business, impose new restrictions on the way in which the
Company conducts its operations or modify significant operational constraints that might impact the Company’s
profitability. Whether new legislation will be enacted and, if enacted, the effect that it, or any implementing
regulations, would have on the Company and its subsidiaries’ business, financial condition or results of operations
cannot be predicted. A change in laws, regulations or regulatory policies may have a material adverse effect on the
Company’s business and results of operations.
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Effect on Economic Environment

The policies of regulatory authorities, including the monetary policy of the Federal Reserve, have a significant effect
on the operating results of bank holding companies and their subsidiaries. Among the means available to the Federal
Reserve to affect the money supply are open market operations in U.S. government securities, changes in the discount
rate on member bank borrowings, and changes in reserve requirements with respect to deposits. These means are used
in varying combinations to influence overall growth and distribution of bank loans, investments and deposits, and
their use may affect interest rates charged on loans or paid for deposits. Federal Reserve monetary policies have
materially affected the operating results of commercial banks in the past and are expected to continue to do so in the
future. The Company cannot predict the nature of future monetary policies and the effect of such policies on its
business and earnings.

ITEM 1A. RISK FACTORS

An investment in our common stock involves risks. The following is a description of the material risks and
uncertainties that we believe affect our business and an investment in our common stock. Additional risks and
uncertainties that we are unaware of, or that we currently deem immaterial, also may become important factors that
affect the Company and our business. If any of the risks described in this Annual Report on Form 10-K were to occur,
our financial condition, results of operations and cash flows could be materially and adversely affected. In such an
event, the value of our common stock could decline and you could lose all or part of your investment.

Risks Related to our Business

Our business concentration in Texas, specifically in the Houston region, imposes risks and may magnify the
consequences of any regional or local economic downturn affecting Houston, including any downturn in the energy or
real estate sectors.

We conduct our operations almost exclusively in the Houston region. As of December 31, 2018, the substantial
majority of the loans in our loan portfolio were made to borrowers who live and/or conduct business in Texas, and
specifically, in the Houston region, and the substantial majority of our secured loans were secured by collateral
located in the Houston region. Accordingly, we are significantly exposed to risks associated with a lack of geographic
diversification. The economic conditions in the Houston region are dependent on the energy sector generally and the
price of oil and gas specifically. Any downturn or adverse development in the energy sector or continued low oil or
gas prices could have a material adverse impact on our business, financial condition, results of operations and future
prospects. Adverse economic developments, among other things, could negatively affect the volume of loan
originations, increase the level of nonperforming assets and charge-offs, increase the rate of foreclosure losses on
loans and reduce the value of our loans and loan servicing portfolio. Any regional or local economic downturn that
affects the Houston region or Texas more generally, or our existing borrowers, prospective borrowers or property
values in the Company’s market area may affect our profitability more significantly and more adversely than those of
our competitors with operations that are less geographically concentrated in the same area.

We may not be able to implement aspects of our growth strategy, which may affect our ability to maintain our
historical earnings trends.

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

31



The Company’s growth strategy focuses on organic growth, supplemented by strategic acquisitions. The Company
may not be able to execute on aspects of its growth strategy to sustain its historical rate of growth or may not be able
to grow at all. More specifically, the Company may not be able to generate sufficient new loans and deposits within
acceptable risk and expense tolerances, obtain the personnel or funding necessary for additional growth or find
suitable acquisition candidates. Various factors, such as economic conditions, in particular, the volatility of oil and gas
prices and competition, may impede or prohibit the growth of the Company’s operations, the opening of new branches
and the consummation of additional acquisitions. Further, the Company may be unable to attract and retain
experienced bankers, which could adversely affect its growth. The success of the Company’s growth strategy also
depends on its ability to effectively manage growth, which is dependent upon a number of factors, including the
Company’s ability to adapt its existing credit, operational, technology and governance infrastructure to accommodate
expanded operations. If the Company fails to implement one or more aspects of its growth strategy, the Company may
be unable to maintain its historical earnings trends, which could adversely affect its business, financial condition and
results of operations.
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We are dependent on our executive officers and other key individuals to continue the implementation of our long-term
business strategy and the loss of one or more of these key individuals could curtail our growth and adversely affect
our business, financial condition, results of operations and prospects.

Our continued success depends in large part upon the skills, experience and continued service of our executive
management team and Board of Directors. Our goals, strategies and continued growth are closely tied to the strengths
and banking philosophy of our executive management team, including our Chairman and Chief Executive Officer,
George Martinez, and our President, Steven F. Retzloff. Successful implementation of our business strategy is also
dependent in part on the continued service of our bank office presidents. The community involvement and diverse and
extensive local business relationships and experience in the Houston market of our officers in the Houston region are
important to our success. The loss of services of any of these key personnel in the future could have a negative impact
on our business because of their skills, years of industry experience and the difficulty of promptly finding qualified
replacement personnel who are experienced in the specialized aspects of our business or who have ties to the
communities within our market area. Currently, it is generally our policy not to have employment agreements with our
officers. While the Company does not anticipate any changes in our executive management team, the unexpected loss
of any of these members of management could have a material adverse effect on the Company and our ability to
implement our business strategy.

Our ability to retain bankers and recruit additional successful bankers is critical to the success of our business strategy
and any failure to do so could impair our customer relationships and adversely affect our business and results of
operations.

Our ability to retain and grow our loans, deposits and fee income depends upon the business generation capabilities,
reputation and the relationship management skills of our bankers. If we were to lose the services of any of our
bankers, including successful bankers employed by an acquired bank, to a competitor or otherwise, the Company may
not be able to retain valuable relationships and some of our customers could choose to use the services of a competitor
instead of our services.

Our success and growth strategy also depends on our continued ability to attract and retain experienced loan officers
and support staff, as well as other management personnel. The Company may face difficulties in recruiting and
retaining bankers and other personnel of our desired caliber, including as a result of competition from other financial
institutions. Competition for loan officers and other personnel is strong and the Company may not be successful in
attracting or retaining the personnel it requires. In particular, many of our competitors are significantly larger with
greater financial resources, and may be able to offer more attractive compensation packages and broader career
opportunities. Additionally, the Company may incur significant expenses and expend significant time and resources
on training, integration and business development before it is able to determine whether a new loan officer will be
profitable or effective. If we are unable to attract and retain successful loan officers and other personnel, or if our loan
officers and other personnel fail to meet our expectations in terms of customer relationships and profitability, we may
be unable to execute our business strategy and our business, financial condition, results of operations and growth
prospects may be negatively affected.

A key piece of our strategic growth plan involves decision-making authority at the bank office level, and our business,
financial condition, results of operations and prospects could be negatively affected if our local teams do not follow
our internal policies or are negligent in their decision-making.

We attract and retain our management talent by empowering them to make certain business decisions on a local level.
Lending authorities are assigned to bank office presidents and their banking teams based on their level of experience.
Additionally, all loan relationships in excess of internal specified maximums are reviewed by the Bank’s Senior Loan
Committee, comprised of senior management of the Bank. Our local bankers may not follow our internal procedures
or otherwise act in our best interests with respect to our decision-making. A failure of our employees to follow our
internal policies, or actions taken by our employees that are negligent, could have a material adverse effect on our
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business, financial condition, results of operations and prospects.

Our strategic growth plan, which includes pursuing acquisitions, could expose the Company to financial, execution
and operational risks that could have a material adverse effect on our business, financial condition, results of
operations and growth prospects.

The Company has acquired three financial institutions and one branch and intends to continue to pursue a strategy that
includes future acquisitions. An acquisition strategy involves significant risks, including the following:

•discovering proper candidates for acquisition;
•incurring time and expense associated with identifying and evaluating potential acquisitions and negotiating potential
transactions, resulting in management’s attention being diverted from the operation of our existing business;
•using inaccurate estimates and judgments to evaluate credit, operations, management, compliance and market risks
with respect to the target institution or assets;
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•conducting adequate due diligence and managing known and unknown risks and uncertainties;
•obtaining necessary regulatory approvals;
•integrating the operations and personnel of the combined businesses, thereby creating an adverse short-term effect on
results of operations;
•attracting and retaining qualified management and key personnel, including bankers;
•maintaining asset quality;
•attracting and retaining customers;
•attracting funding to support additional growth within acceptable risk tolerances; and
•maintaining adequate regulatory capital.

The market for acquisition targets is highly competitive, which may adversely affect our ability to find acquisition
candidates that fit our strategy and standards. To the extent that we are unable to find suitable acquisition targets, an
important component of our growth strategy may not be realized. Acquisitions of financial institutions involve
operational risks and uncertainties, such as unknown or contingent liabilities with no available manner of recourse,
exposure to unexpected problems such as asset quality, the retention of key employees and customers and other issues
that could negatively affect our business. Acquisitions of financial institutions are also subject to regulatory approvals
that can result in delays, which in some cases could be for a lengthy period of time or may not be received. The
Company may not be able to complete future acquisitions or, if completed, the Company may not be able to
successfully integrate the operations, technology platforms, management, products and services of the entities that it
acquires or effectively eliminate redundancies. The integration process may also require significant time and attention
from our management that would otherwise be directed toward servicing existing business and developing new
business. Further, acquisitions typically involve the payment of a premium over book and market values and,
therefore, some dilution of our tangible book value and net income per common share may occur in connection with
any future acquisition, and the goodwill that the Company currently maintains or may recognize in connection with
future transactions may be subject to impairment in future periods.

Challenging market conditions and economic trends have adversely affected the banking industry and could adversely
affect our business, financial condition and results of operations.

We are a business operating in the challenging and uncertain financial services environment. The success of our
business and operations is sensitive to general business and economic conditions in the U.S. and locally in our
industry and market. If the U.S. economy weakens and a lack of growth in population, income levels, deposits and
business investment in our local market occurs, our growth and profitability from our lending, deposit and asset
management services could be constrained. Although economic conditions have improved in recent years, financial
institutions continue to be affected by volatility in the real estate market in some parts of the country and uncertain
regulatory and interest rate conditions. The Company has direct exposure to the residential and commercial real estate
market in Texas, particularly in the Houston region, and could be affected by these events.

Uncertain market and economic conditions can make our ability to assess the creditworthiness of customers and
estimate the losses in our loan portfolio more complex. Another national economic recession or continued
deterioration of conditions in our market could drive losses beyond that which is provided for in our allowance for
loan losses and result in the following consequences, any of which could have a material adverse effect on our
business:

•loan delinquencies may rise:
•nonperforming assets and foreclosures may increase;
•demand for our products and services may decline; and

• collateral securing our loans, especially real estate, may decline in value, which could reduce customers’
borrowing power and repayment ability.

Low or volatile oil and gas prices could have an adverse impact on economic conditions in the U.S. generally and in
the Houston region specifically. Declines in real estate values, declines in the volume of home sales and financial
stress on borrowers as a result of low oil and gas prices, including job losses, could have an adverse effect on our
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borrowers or their customers, which could adversely affect our business, financial condition and results of operations.
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The small to medium-sized businesses that the Company lends to may have fewer resources to weather adverse
business developments, which may impair a borrower’s ability to repay a loan, and such impairment could adversely
affect our results of operations and financial condition.

We focus our business development and marketing strategy primarily on small to medium-sized businesses, which we
categorize as commercial borrowing relationships of less than $5 million of exposure. Small to medium-sized
businesses frequently have a smaller market share than their competition, may be more vulnerable to economic
downturns, often need substantial additional capital to expand or compete and may experience substantial volatility in
operating results, any of which may impair a borrower’s ability to repay a loan. In addition, the success of a small or
medium-sized business often depends on the management skills, talents and efforts of one or two people or a small
group of people, and the death, disability or resignation of one or more of these people could have a material adverse
impact on the business and its ability to repay our loan. If general economic conditions negatively impact the Houston
region or Texas and small to medium-sized businesses are adversely affected, or our borrowers are otherwise affected
by adverse business developments, our business, financial condition and results of operations may be negatively
affected.

If our allowance for loan losses is not sufficient to cover actual loan losses, our earnings may be affected.

The allowance for loan losses is a valuation allowance for probable incurred loan losses. We establish our allowance
for loan losses and maintain it at a level management considers adequate to absorb probable incurred loan losses in
our loan portfolio. The allowance for loan losses represents our estimate of probable losses in the portfolio at each
balance sheet date and is based upon relevant information available to us, such as past loan loss experience, the nature
and volume of the portfolio, information about specific borrower situations and estimated collateral values, economic
conditions and other factors. Loan losses are charged against the allowance when management believes the
uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are credited back to the allowance. Our
allowance for loan losses consists of a general component based upon probable incurred but unidentified losses in the
portfolio and a specific component based on individual loans that are considered impaired. In determining the
collectability of certain loans, management also considers the fair value of any underlying collateral. The amount
ultimately realized may differ from the carrying value of these assets because of economic, operating or other
conditions beyond our control, and any such differences may be material.

As of December 31, 2018, our allowance for loan losses was $26.3 million, which represents 0.71% of our total loans
and 79.90% of our total nonperforming loans. As of December 31, 2017, our allowance for loan losses was $23.6
million, which represented 1.04% of our total loans and 177.44% of our total nonperforming loans as of the same date.
Additional loan losses will likely occur in the future and may occur at a rate greater than the Company has previously
experienced. We may be required to take additional provisions for loan losses in the future to further supplement the
allowance for loan losses, either due to management’s decision to do so or as required by our banking regulators. In
addition, federal and state bank regulatory agencies periodically review our allowance for loan losses and the value
attributed to nonaccrual loans or to real estate acquired through foreclosure. Such regulatory agencies may require the
Company to recognize future charge-offs. Their conclusions about the quality of a particular borrower or our entire
loan portfolio may be different than ours. Any increase in our allowance for loan losses or loan charge offs as required
by these regulatory agencies could have a negative effect on our results of operations and financial condition.
Moreover, additions to the allowance may be necessary based on changes in economic and real estate market
conditions, new information regarding existing loans, identification of additional problem loans, accounting rule
changes (like those related to the Financial Accounting Standards Board’s rules regarding accounting for current
expected credit losses that are not yet effective) and other factors, both within and outside of our management’s
control. These additions may require increased provision expense which would negatively impact our results of
operations and financial condition.

The acquisition method of accounting requires that acquired loans are initially recorded at fair value at the time of
acquisition, which includes an estimate of loan losses expected to be realized over the remaining lives of the loans,
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and therefore no corresponding allowance for loan losses is recorded for these loans at acquisition because credit
quality, among other elements, was considered in the determination of fair value. To the extent that our estimates of
fair value are too high, it will incur losses associated with the acquired loans.
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As a significant percentage of our loan portfolio is comprised of real estate loans, an adverse change in the economic
conditions of the real estate market where we operate could affect real estate values and may result in losses to our
business.

As of December 31, 2018, $2.92 billion, or 78.7%, of our total loans was comprised of loans with real estate as a
primary or secondary component of collateral. The real estate collateral provides an alternate source of repayment in
the event of default by the borrower and may deteriorate in value over the term of the loan, limiting our ability to
realize the full value of the collateral anticipated at the time of the originating loan. A weakening of the real estate
market in our primary market area could have an adverse effect on the demand for new loans, the ability of borrowers
to repay outstanding loans, the value of real estate and other collateral securing the loans and the value of our
business.  In addition, the volatility of the real estate market may result in a lower valuation at the time collateral is put
on the market for sale. Collateral may have to be sold for less than the outstanding balance of the loan, which could
result in losses on such loans. Such declines and losses in real estate values may cause the Company to experience
increases in provisions for loan losses and charge-offs, which could adversely affect our profitability.

Our commercial real estate and construction, land development and other land loan portfolios expose us to credit risks
that may be greater than the risks related to other types of loans.

As of December 31, 2018, $1.65 billion, or 44.5%, of our total loans were comprised of commercial real estate loans
(including owner-occupied commercial real estate loans) and $430.1 million, or 11.6%, of our total loans were
comprised of construction, land development and other land loans. Commercial real estate loans generally involve
relatively large balances to single borrowers or related groups of borrowers. Repayment of these loans is typically
dependent upon income generated, or expected to be generated, by the property securing the loan in amounts
sufficient to cover operating expenses and debt service. The availability of such income for repayment may be
adversely affected by changes in the economy or local market conditions. These loans expose a lender to greater credit
risk than loans secured by other types of collateral because the collateral securing these loans is typically more
difficult to liquidate due to the fluctuation of real estate values. Unexpected deterioration in the credit quality of our
commercial real estate loan portfolio could require us to increase our allowance for loan losses, which would reduce
our profitability and may have a material adverse effect on our business, financial condition and results of operations.

Real estate construction, land development and other similar land loans involve risks attributable to the fact that loan
funds are secured by a project under construction, and the project is of uncertain value prior to our completion. These
risks include:

•the viability of the contractor:
•the value of the project being subject to successful completion;
•the contractor’s ability to complete the project, to meet deadlines and time schedules and to stay within our estimates;
and
•concentration of such loans with a single contractor and our affiliates.

Real estate construction lending often involves the disbursement of substantial funds with repayment dependent, in
part, on the success of the ultimate project rather than the ability of a borrower or guarantor to repay the loan and also
presents risks of default in the event of declines in property values or volatility in the real estate market during the
construction phase. If we are forced to foreclose on a project prior to completion, we may be unable to recover the
entire unpaid portion of the loan. In addition, we may be required to fund additional amounts to complete a project
and may have to hold the property for an indeterminate period of time, any of which could adversely affect our
business, financial condition and results of operations.

A large portion of our loan portfolio is comprised of commercial and industrial loans secured by receivables,
inventory, equipment or other commercial collateral, the deterioration in value of which could increase the potential
for future losses.
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As of December 31, 2018, $702.0 million, or 18.9%, of our total loans were comprised of commercial and industrial
loans that are typically based on the borrowers’ ability to repay the loans from the cash flow of their businesses. These
loans may involve greater risk because the availability of funds to repay each loan depends substantially on the
success of the borrower’s business itself and these loans are typically larger in amount, which creates the potential for
larger losses on a single loan basis. Commercial and industrial loans are collateralized by general business assets
including, among other things, accounts receivable, inventory and equipment and are generally backed by a personal
guaranty of the borrower or principal. This collateral may decline in value more rapidly than the Company anticipates,
exposing it to increased credit risk. In addition, a portion of our customer base, including customers in the energy and
real estate business, may be in industries which are particularly sensitive to commodity prices or market fluctuations,
such as energy and real estate prices. Accordingly, negative changes in commodity prices and real estate values and
liquidity could impair the value of the collateral securing these loans. Significant adverse changes in the economy or
local market conditions in which our commercial lending customers operate could cause rapid declines in loan
collectability and the values associated with general business assets resulting in inadequate collateral coverage that
may expose the Company to credit losses and could adversely affect our business, financial condition and results of
operations.
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Our SBA lending program is dependent upon the federal government and our status as a participant in the SBA’s
Preferred Lenders Program, and a failure to originate SBA loans in compliance with SBA guidelines could result in
losses on the guaranteed portion of our SBA loans.

We have been approved by the Small Business Administration, or SBA, to participate in the SBA’s Preferred Lenders
Program. As an SBA Preferred Lender, we enable our clients to obtain SBA loans without being subject to the
potentially lengthy SBA approval process necessary for lenders who are not SBA Preferred Lenders. The SBA
periodically reviews the lending operations of participating lenders to assess, among other things, whether the lender
exhibits prudent risk management. When weaknesses are identified, the SBA may request corrective actions or impose
enforcement actions, including revocation of the lender’s Preferred Lender status. If we lose our status as an SBA
Preferred Lender, we may lose some or all of our customers to lenders who are SBA Preferred Lenders, which could
adversely affect our business, financial condition and results of operations.

As of December 31, 2018, SBA 7(a) and 504 program loans of $162.4 million comprised 4.4% of our loan portfolio,
and we intend to grow this segment of our portfolio in the future. SBA lending programs typically guarantee 75.0% of
the principal on an underlying loan. If the SBA establishes that a loss on an SBA-guaranteed loan is attributable to
significant technical deficiencies in the manner in which the loan was originated, funded or serviced by us, the SBA
may seek recovery of the principal loss related to the deficiency from us notwithstanding that a portion of the loan was
guaranteed by the SBA, which could adversely affect our business, financial condition and results of operations.
While we follow the SBA’s underwriting guidelines, our ability to do so depends on the knowledge and diligence of
our employees and the effectiveness of controls we have established. If our employees do not follow the SBA
guidelines in originating loans and if our loan review and audit programs fail to identify and rectify such failures, the
SBA may reduce or, in some cases, refuse to honor its guarantee obligations and we may incur losses as a result.

The laws, regulations and standard operating procedures that are applicable to SBA loan products may change in the
future. We cannot predict the effects of these changes on our business and profitability. Because government
regulation greatly affects the business and financial results of all commercial banks and bank holding companies,
including our organization, changes in the laws, regulations and procedures applicable to SBA loans could adversely
affect our ability to operate profitably. In addition, the aggregate amount of all SBA 7(a) and 504 loan guarantees by
the SBA must be approved each fiscal year by the federal government. We cannot predict the amount of SBA 7(a)
loan guarantees in any given fiscal year. If the federal government were to reduce the amount of SBA loan guarantees,
such reduction could adversely impact our SBA lending program.

A lack of liquidity could adversely affect our operations and jeopardize our business, financial condition and results of
operations.

Liquidity is essential to our business. We rely on our ability to generate deposits and effectively manage the
repayment and maturity schedules of our loans and investment securities, respectively, to ensure that we have
adequate liquidity to fund our operations. An inability to raise funds through deposits, borrowings, the sale of our
investment securities, the sale of loans and other sources could have a substantial negative effect on our liquidity. Our
most important source of funds is deposits. Deposit balances can decrease when customers perceive alternative
investments as providing a better risk/return tradeoff. If customers move money out of bank deposits and into other
investments such as money market funds, we would lose a relatively low-cost source of funds, increasing our funding
costs and reducing our net interest income and net income.

Other primary sources of funds consist of cash flows from operations, maturities and sales of investment securities
and proceeds from the issuance and sale of our equity and debt securities to investors. Additional liquidity is provided
by our ability to borrow from the Federal Reserve Bank of Dallas and the Federal Home Loan Bank (the “FHLB”) and
our ability to raise brokered deposits. The Company also may borrow funds from third-party lenders, such as other
financial institutions. Our access to funding sources in amounts adequate to finance or capitalize our activities, or on
terms that are acceptable to us, could be impaired by factors that affect us directly or the financial services industry or
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economy in general, such as disruptions in the financial markets or negative views and expectations about the
prospects for the financial services industry. Our access to funding sources could also be affected by a decrease in the
level of our business activity as a result of a downturn in the economy of the Houston region or by one or more
adverse regulatory actions against us.

Based on our experience, we believe that our deposit accounts are relatively stable sources of funds. If we increase
interest rates paid to retain deposits, our earnings may be adversely affected, which could have an adverse effect on
our business, financial condition and results of operations.

Any decline in available funding could adversely impact our ability to originate loans, invest in securities, meet our
expenses or fulfill obligations such as repaying our borrowings or meeting deposit withdrawal demands, any of which
could have a material adverse impact on our liquidity, business, financial condition and results of operations.
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We may need to raise additional capital in the future, and such capital may not be available when needed or at all.

We may need to raise additional capital, in the form of additional debt or equity, in the future to have sufficient capital
resources and liquidity to meet our commitments and fund our business needs and future growth, particularly if the
quality of our assets or earnings were to deteriorate significantly. Our ability to raise additional capital, if needed, will
depend on, among other things, conditions in the capital markets at that time, which are outside of our control, and our
financial condition. Economic conditions and a loss of confidence in financial institutions may increase our cost of
funding and limit access to certain customary sources of capital or make such capital only available on unfavorable
terms, including interbank borrowings, repurchase agreements and borrowings from the discount window of the
Federal Reserve. We may not be able to obtain capital on acceptable terms or at all. Any occurrence that may limit our
access to the capital markets, such as a decline in the confidence of debt purchasers, depositors of our bank or
counterparties participating in the capital markets or other disruption in capital markets, may adversely affect our
capital costs and our ability to raise capital and, in turn, our liquidity. Further, if we need to raise capital in the future,
we may have to do so when many other financial institutions are also seeking to raise capital and would then have to
compete with those institutions for investors. An inability to raise additional capital on acceptable terms when needed
could have a material adverse effect on our business, financial condition and results of operations.

Fluctuations in interest rates may adversely impact our earnings and capital levels and overall results of operations.

Like most financial institutions, our earnings and cash flows depend to a great extent upon the level of our net interest
income, or the difference between the interest income we earn on loans, investments and other interest-earning assets,
and the interest expense we pay on deposits, borrowings and other interest-bearing liabilities. Therefore, any change in
general market interest rates, such as a change in the monetary policy of the Federal Reserve or otherwise, can have a
significant effect on our net interest income. The majority of our banking assets are monetary in nature and subject to
risk from changes in interest rates. Changes in interest rates can increase or decrease our net interest income, because
different types of assets and liabilities may react differently, and at different times, to market interest rate changes.
When interest-bearing liabilities mature or reprice more quickly, or to a greater degree than interest-earning assets in a
period, an increase in interest rates could reduce net interest income. Similarly, when interest-earning assets mature or
reprice more quickly, or to a greater degree than interest-bearing liabilities, falling interest rates could reduce net
interest income.

Additionally, an increase in interest rates may, among other things, adversely affect the demand for loans and our
ability to originate loans and decrease loan repayment rates. Conversely, a decrease in the general level of interest
rates may affect the Company through, among other things, increased prepayments on loan and mortgage-backed
securities portfolio and increased competition for deposits. Accordingly, changes in the general level of market
interest rates may adversely affect our net yield on interest-earning assets, loan origination volume, loan portfolio and
our overall results.

Although our asset-liability management strategy is designed to control and mitigate exposure to the risks related to
changes in market interest rates, those rates are affected by many factors outside of our control, including various
governmental and regulatory monetary policies, inflation, recession, changes in unemployment, the money supply,
international disorder and instability in domestic and foreign financial markets. Adverse changes in the Federal
Reserve interest rate policies or other changes in monetary policies and economic conditions could materially and
adversely affect the Company. We may not be able to accurately predict the likelihood, nature and magnitude of those
changes or how and to what extent they may affect our business. The Company also may not be able to adequately
prepare for or compensate for the consequences of such changes. Any failure to predict and prepare for changes in
interest rates or adjust for the consequences of these changes may adversely affect our earnings, capital levels and
overall results.

We could recognize losses on securities held in our securities portfolio, particularly if interest rates increase or
economic and market conditions deteriorate.
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The Company invests in available for sale securities with the primary objectives of providing a source of liquidity,
providing an appropriate return on funds invested, managing interest rate risk, meeting pledging requirements and
meeting regulatory capital requirements. As of December 31, 2018, the amortized cost of our securities portfolio was
$340.9 million, which represented 7.3% of total assets. Factors beyond our control can significantly influence the fair
value of securities in our portfolio and can cause potential adverse changes to the fair value of these securities. For
example, fixed-rate securities are generally subject to decreases in market value when interest rates rise. Additional
factors include, but are not limited to, rating agency downgrades of the securities, defaults by the issuer or individual
borrowers with respect to the underlying securities and continued instability in the credit markets. Any of the
foregoing factors could cause other-than-temporary impairment in future periods and result in realized losses. The
process for determining whether impairment is other-than-temporary usually requires difficult, subjective judgments
about the future financial performance of the issuer and any collateral underlying the security in order to assess the
probability of receiving all contractual principal and interest payments on the security. Because of changing economic
and market conditions affecting interest rates, the financial condition of issuers of the securities and the performance
of the underlying collateral, we may recognize realized and/or unrealized losses in future periods, which could have an
adverse effect on our business, financial condition and results of operations.
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If the goodwill that we have recorded in connection with a business acquisition becomes impaired, it could require
charges to earnings, which would have a negative impact on our financial condition and results of operations.

Goodwill represents the amount by which the cost of an acquisition exceeded the fair value of net assets we acquired
in connection with the purchase of another financial institution. The Company reviews goodwill for impairment at
least annually, or more frequently if a triggering event occurs which indicates that the carrying value of the asset
might be impaired.

The Company determines impairment by comparing the implied fair value of the reporting unit goodwill with the
carrying amount of that goodwill. If the carrying amount of the reporting unit goodwill exceeds the implied fair value
of that goodwill, an impairment loss is recognized in an amount equal to that excess. Any such adjustments are
reflected in our results of operations in the periods in which they become known. As of December 31, 2018, our
goodwill totaled $223.1 million. While we have not recorded any impairment charges since we initially recorded the
goodwill, our future evaluations of goodwill may result in findings of impairment and related write-downs, which may
have a material adverse effect on our financial condition and results of operations.

We face strong competition to attract and retain customers from other companies that offer banking services, which
could impact our business by preventing us from obtaining customers and adversely affecting our future growth and
profitability.

We conduct our operations almost exclusively in the Houston region. Many of our competitors offer the same, or a
wider variety of, banking services within this market area. These competitors include banks with nationwide
operations, regional banks and other community banks. The Company also faces competition from many other types
of financial institutions, including savings banks, credit unions, finance companies, mutual funds, insurance
companies, brokerage and investment banking firms, asset-based non-bank lenders and certain other non-financial
entities, such as retail stores that may maintain their own credit programs and certain governmental organizations that
may offer more favorable financing or deposit terms than the Company can. In addition, a number of out-of-state
financial intermediaries have opened production offices, or otherwise solicit deposits, in our market area. The
financial services industry could become even more competitive as a result of legislative, regulatory and technological
changes and continued consolidation. In addition, as customer preferences and expectations continue to evolve,
technology has lowered barriers to entry and made it possible for banks to expand their geographic reach by providing
services over the internet and for nonbanks to offer products and services traditionally provided by banks, such as
automatic transfer and automatic payment systems. Increased competition in our market may result in reduced loans
and deposits, as well as reduced net interest margin, fee income and profitability. Ultimately, the Company may not be
able to compete successfully against current and future competitors. If we are unable to attract and retain banking
customers, we may be unable to continue to grow our loan and deposit portfolios, and our business, financial
condition and results of operations could be adversely affected.

Our ability to compete successfully depends on a number of factors, including, among other things:

•the ability to develop, maintain and build long-term customer relationships based on top quality service, high ethical
standards and safe, sound assets;
•the scope, relevance and pricing of products and services offered to meet customer needs and demands;
•the rate at which we introduce new products and services relative to our competitors;
•customer satisfaction with our level of service;
•the ability to expand our market position; and
•industry and general economic trends.

Failure to perform in any of these areas could significantly weaken our competitive position, which could adversely
affect our growth and profitability, which, in turn, could adversely affect our business, financial condition and results
of operations.
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Our market is susceptible to weather events and other catastrophes that could have an adverse impact on our market's
economy, our operations or our customers, any of which could have a negative effect on us.

Our business is generated primarily from the Houston region, which is susceptible to damage by hurricanes,
tornadoes, floods, droughts and other natural disasters and adverse weather.  These catastrophic events can disrupt our
operations, cause widespread property damage, and severely depress the local economy in which we operate. In
August 2017, our market area experienced catastrophic flooding and unprecedented storm damage due to Hurricane
Harvey. The effect of catastrophic weather events similar to Hurricane Harvey, if they were to occur, could have a
materially adverse impact on our financial condition, results of operations and business, as well as potentially increase
our exposure to credit losses and liquidity risks. If our market experiences an overall decline as a result of a
catastrophic event, demand for loans and our other products and services could be reduced. In addition, the rates of
delinquencies, foreclosures, bankruptcies and losses within our loan portfolio may increase substantially, as uninsured
property losses or sustained job interruption or loss may materially impair the ability of borrowers to repay their loans.
Moreover, the value of real estate or other collateral that secures the loans could be materially and adversely affected
by a catastrophic event. A natural disaster or other catastrophic event could, therefore, result in decreased revenue and
increased loan losses that could have an adverse effect on our business, financial condition and results of operations.

Negative public opinion regarding the Company or failure to maintain our reputation in the community that we serve
could adversely affect our business and prevent us from growing our business.

As a community bank, our reputation within the community we serve is critical to our success. We have a business
strategy to set ourselves apart from our competitors by building strong personal and professional relationships with
our customers and by our management and employees being active members of the communities we serve. As such,
we strive to enhance our reputation by recruiting, hiring and retaining employees who share our core values of being
an integral part of the communities we serve and delivering superior service to our customers. If our reputation is
negatively affected by the actions of our employees or otherwise, we may be less successful in attracting new
customers, and our business, financial condition, results of operations and prospects could be materially and adversely
affected. Further, negative public opinion can expose the Company to litigation and regulatory action as the Company
seeks to implement its growth strategy. While we actively work to minimize reputation risk in dealing with our
customers, this risk will always be present given the nature of our business.

If the Company fails to maintain an effective system of disclosure controls and procedures and internal controls over
financial reporting, the Company may not be able to accurately report its financial results or prevent fraud.

Ensuring that the Company has adequate disclosure controls and procedures, including internal controls over financial
reporting, in place so that the Company can produce accurate financial statements on a timely basis is costly and
time-consuming and needs to be re-evaluated frequently. Our management is responsible for establishing and
maintaining adequate internal control over financial reporting and for evaluating and reporting on our system of
internal control. Our internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with U.S. generally accepted accounting principles (“GAAP”). As a public company, we are required to
comply with the Sarbanes-Oxley Act and other rules that govern public companies. In particular, we are required to
certify our compliance with Section 404 of the Sarbanes-Oxley Act, which requires us to furnish annually a report by
management on the effectiveness of our internal control over financial reporting. In addition, unless we remain an
emerging growth company and elect additional transitional relief available to emerging growth companies, our
independent registered public accounting firm will be required to report on the effectiveness of our internal control
over financial reporting.

If we identify material weaknesses in our internal control over financial reporting in the future, if we cannot comply
with the requirements of the Sarbanes-Oxley Act in a timely manner or attest that our internal control over financial
reporting is effective, or if our independent registered public accounting firm cannot express an opinion as to the
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effectiveness of our internal control over financial reporting when required, we may not be able to report our financial
results accurately and timely. As a result, investors, counterparties and customers may lose confidence in the accuracy
and completeness of our financial reports; our liquidity, access to capital markets and perceptions of our
creditworthiness could be adversely affected; and the market price of our common stock could decline. In addition, we
could become subject to investigations by the stock exchange on which our securities are listed, the SEC, the Federal
Reserve, the FDIC, or other regulatory authorities, which could require additional financial and management
resources. These events could have an adverse effect on our business, financial condition and results of operations.
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We are subject to certain operational risks, including, but not limited to, customer or employee fraud and data
processing system failures and errors.

We are exposed to many types of operational risk, including the risk of fraud by employees and outsiders, clerical
recordkeeping errors and transactional errors. Our business is dependent on our employees as well as third-party
service providers to process a large number of increasingly complex transactions. We could be materially adversely
affected if one of our employees or one of our third-party service providers causes a significant operational breakdown
or failure, either as a result of human error or where an individual purposefully sabotages or fraudulently manipulates
our operations or systems. Employee or third-party service provider errors and employee or customer misconduct
could subject us to financial losses or regulatory sanctions and seriously harm our reputation. Misconduct by an
employee or third-party service provider could include hiding unauthorized activities from the Company, improper or
unauthorized activities on behalf of our customers or improper use of confidential information. It is not always
possible to prevent employee or third-party service provider errors and misconduct, and the precautions the Company
takes to prevent and detect this activity may not be effective in all cases. Employee or third-party service provider
errors could also subject the Company to financial claims for negligence.

The Company maintains a system of internal controls to mitigate against operational risks, including data processing
system failures and errors and customer or employee fraud, as well as insurance coverage designed to protect the
Company from material losses associated with these risks including losses resulting from any associated business
interruption. However, if our internal controls fail to prevent or detect an occurrence, or if any resulting loss is not
insured or exceeds applicable insurance limits, it could have a material adverse effect on our business, financial
condition and results of operations.

In addition, when we originate loans, we rely upon information supplied by loan applicants and third parties, including
the information contained in the loan application, property appraisal and title information, if applicable, and
employment and income documentation provided by third parties. If any of this information is misrepresented and
such misrepresentation is not detected prior to loan funding, the Company generally bears the risk of loss associated
with the misrepresentation. Any of these occurrences could result in a diminished ability to operate our business,
potential liability to customers, reputational damage and regulatory intervention, which could negatively impact our
business, financial condition and results of operations.

We have a continuing need for technological change, and we may not have the resources to effectively implement new
technology, or we may experience operational challenges when implementing new technology.

The financial services industry is changing rapidly, and to remain competitive, we must continue to enhance and
improve the functionality and features of our products, services and technologies. In addition to better serving our
customers, the effective use of technology increases efficiency and enables financial institutions to reduce costs. Our
future success will depend, at least in part, upon our ability to respond to future technological changes and the ability
to address the needs of our customers. We address the needs of our customers by using technology to provide products
and services that will satisfy customer demands for convenience as well as to create additional efficiencies in our
operations as we continue to grow and expand our products and service offerings. We may experience operational
challenges as we implement these new technology enhancements or products, which could result in our not fully
realizing the anticipated benefits from such new technology or require us to incur significant costs to remedy any such
challenges in a timely manner. In addition, complications during a conversion of our core technology platform or
implementation or upgrade of any software could negatively impact the experiences or satisfaction of our customers,
which could cause those customers to terminate their relationship with us or reduce the amount of business that they
do with us, either of which could adversely affect our business, financial condition or results of operations.

Many of our larger competitors have substantially greater resources to invest in technological improvements. Third
parties upon which we rely for our technology needs may not be able to develop on a cost-effective basis systems that
will enable us to keep pace with such developments. As a result, our competitors may be able to offer additional or
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superior products compared to those that we will be able to provide, which would put us at a competitive
disadvantage. We may lose customers seeking new technology-driven products and services to the extent we are
unable to provide such products and services. The ability to keep pace with technological change is important, and the
failure to do so could adversely affect our business, financial condition and results of operations.

Our operations could be interrupted if our third-party service providers experience difficulty or terminate their
services.

Our operations depend on a number of relationships with third-party service providers who provide services related to,
among other things, core systems processing, essential web hosting and other Internet systems, our online banking
services, deposit processing and other processing services. While we have selected these third-party vendors carefully,
we do not control their actions. Any complications caused by these third parties, including those resulting from
disruptions in communication services provided by a vendor, failure of a vendor to handle current or higher volumes,
cyber-attacks and security breaches at a vendor, failure of a vendor to provide services for any reason or poor
performance of services, could adversely affect our ability to deliver products and services to our customers and
otherwise conduct our business. If these third-party service providers experience difficulties, or terminate their
services, and we are unable to replace them with other service providers, particularly on a timely basis, our operations
could be
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interrupted. If an interruption were to continue for a significant period of time, our business, financial condition and
results of operations could be adversely affected, perhaps materially. Even if we were able to replace third-party
service providers, it may be at a higher cost, which could adversely affect our business, financial condition and results
of operations.

System failure or cybersecurity breaches of our network security could subject us to increased operating costs as well
as litigation and other potential losses.

Our computer systems and network infrastructure could be vulnerable to hardware and cybersecurity issues. Our
operations are dependent upon our ability to protect our computer equipment against damage from fire, power loss,
telecommunications failure or a similar catastrophic event. We could also experience a breach by intentional or
negligent conduct on the part of employees or other internal sources. Any damage or failure that causes an interruption
in our operations could have an adverse effect on our financial condition and results of operations. In addition, our
operations are dependent upon our ability to protect our computer systems and network infrastructure, including our
digital, mobile and internet banking activities, against damage from physical break-ins, cybersecurity breaches and
other disruptive problems caused by the internet or other users. Such computer break-ins and other disruptions would
jeopardize the security of information stored in and transmitted through our computer systems and network
infrastructure, which may result in significant liability, damage our reputation and inhibit the use of our internet
banking services by current and potential customers. We regularly add additional security measures to our computer
systems and network infrastructure to mitigate the possibility of cybersecurity breaches, including firewalls and
penetration testing. However, it is difficult or impossible to defend against every risk being posed by changing
technologies as well as acts of cyber-crime. Increasing sophistication of cyber criminals and terrorists make keeping
up with new threats difficult and could result in a system breach. Controls employed by our information technology
department and cloud vendors could prove inadequate. A breach of our security that results in unauthorized access to
our data could expose us to a disruption or challenges relating to our daily operations, as well as to data loss,
litigation, damages, fines and penalties, significant increases in compliance costs and reputational damage, any of
which could have an adverse effect on our business, financial condition and results of operations.

We are subject to laws regarding the privacy, information security and protection of personal information and any
violation of these laws or another incident involving personal, confidential or proprietary information of individuals
could damage our reputation and otherwise adversely affect our operations and financial condition.

Our business requires the collection and retention of large volumes of customer data, including personally identifiable
information in various information systems that we maintain and in those maintained by third parties with whom we
contract to provide data services. We also maintain important internal company data such as personally identifiable
information about our employees and information relating to our operations. We are subject to complex and evolving
laws and regulations governing the privacy and protection of personal information of individuals (including
customers, employees, suppliers and other third parties). Various state and federal banking regulators and states have
also enacted data security breach notification requirements with varying levels of individual, consumer, regulatory or
law enforcement notification in certain circumstances in the event of a security breach. Ensuring that our collection,
use, transfer and storage of personal information complies with all applicable laws and regulations can increase our
costs.

Furthermore, we may not be able to ensure that all of our clients, suppliers, counterparties and other third parties have
appropriate controls in place to protect the confidentiality of the information that they exchange with us, particularly
where such information is transmitted by electronic means. If personal, confidential or proprietary information of
customers or others were to be mishandled or misused (in situations where, for example, such information was
erroneously provided to parties who are not permitted to have the information, or where such information was
intercepted or otherwise compromised by third parties), we could be exposed to litigation or regulatory sanctions
under personal information laws and regulations. Concerns regarding the effectiveness of our measures to safeguard
personal information, or even the perception that such measures are inadequate, could cause us to lose customers or
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potential customers for our products and services and thereby reduce our revenues. Accordingly, any failure or
perceived failure to comply with applicable privacy or data protection laws and regulations may subject us to
inquiries, examinations and investigations that could result in requirements to modify or cease certain operations or
practices or in significant liabilities, fines or penalties, and could damage our reputation and otherwise adversely
affect our operations and financial condition.

Security breaches at third parties may adversely affect our business.

Our customers interact with their own and other third-party systems, which pose operational risks to us. We may be
adversely affected by data breaches at retailers and other third parties who maintain data relating to our customers that
involve the theft of customer data, including the theft of customers’ debit card, wire transfer and other identifying
and/or access information used to make purchases or payments at such retailers and to other third parties. Despite
third-party security risks that are beyond our control, we provide certain protections against fraud and attendant losses
for unauthorized use of debit cards in order to stay competitive in the marketplace. Offering such protection to
customers exposes us to significant expenses and potential losses related to reimbursing our customers for fraud
losses, reissuing the compromised cards and increased monitoring for suspicious activity. In the event of a data
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breach at one or more retailers of considerable magnitude, our business, financial condition and results of operations
may be adversely affected.

We may be subject to environmental liabilities in connection with the real properties we own and the foreclosure on
real estate assets securing our loan portfolio.

In the course of our business, we may acquire real estate in connection with our growth efforts, or we may foreclose
on and take title to real estate or otherwise be deemed to be in control of property that serves as collateral on loans we
make. As a result, we could be subject to environmental liabilities with respect to those properties. We may be held
liable to a governmental entity or to third parties for property damage, personal injury, investigation and clean-up
costs incurred by these parties in connection with environmental contamination, or we may be required to investigate
or clean up hazardous or toxic substances or chemical releases at a property. The costs associated with investigation or
remediation activities could be substantial. In addition, if we are the owner or former owner of a contaminated site, we
may be subject to common law claims by third parties based on damages and costs resulting from environmental
contamination emanating from the property.

The cost of removal or abatement may substantially exceed the value of the affected properties or the loans secured by
those properties; we may not have adequate remedies against the prior owners or other responsible parties; and we
may not be able to resell the affected properties either before or after completion of any such removal or abatement
procedures. Furthermore, the value of the property as collateral will generally be substantially reduced, or we may
elect not to foreclose on the property and, as a result, we may suffer a loss upon collection of the loan. Any significant
environmental liabilities could have a material adverse effect on our business, financial condition and results of
operations.

Risks Related to our Industry and Regulation

Our business, financial condition, results of operations and future prospects could be adversely affected by the highly
regulated environment for bank holding companies and the laws and regulations that govern our operations, corporate
governance, executive compensation and accounting principles or changes in any of them.

As a bank holding company, we are subject to extensive examination, supervision and comprehensive regulation by
various federal and state agencies that govern almost all aspects of our operations. These laws and regulations are not
intended to protect our shareholders. Rather, these laws and regulations are intended to protect customers, depositors,
the FDIC's DIF and the overall financial stability of the U.S. These laws and regulations, among other matters,
prescribe minimum capital requirements, impose limitations on the business activities in which the Company can
engage, limit the dividend or distributions that the Bank can pay to the Company, restrict the ability of institutions to
guarantee our debt and impose certain specific accounting requirements on the Company that may be more restrictive
and may result in greater or earlier charges to earnings or reductions in our capital than GAAP would require.
Compliance with these laws and regulations is difficult and costly, and changes to these laws and regulations often
impose additional compliance costs. Our failure to comply with these laws and regulations, even if the failure follows
good faith efforts to comply or reflects a difference in interpretation, could subject the Company to restrictions on our
business activities, fines and other penalties, any of which could adversely affect our results of operations, capital base
and the price of our securities. Further, any new laws, rules or regulations could make compliance more difficult or
expensive.

State and federal banking agencies periodically conduct examinations of our business, including compliance with laws
and regulations, and our failure to comply with any supervisory actions to which it is or becomes subject as a result of
such examinations may adversely affect the Company.

Texas and federal banking agencies, including the TDB and the Federal Reserve, periodically conduct examinations of
our business, including compliance with laws and regulations. If, as a result of an examination, a Texas or federal
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banking agency were to determine that the financial condition, capital resources, asset quality, earnings prospects,
management, liquidity or other aspects of any of our operations had become unsatisfactory, or that the Company, the
Bank or their respective management were in violation of any law or regulation, it may take a number of different
remedial actions as it deems appropriate. These actions include the power to enjoin “unsafe or unsound” practices, to
require affirmative actions to correct any conditions resulting from any violation or practice, to issue an administrative
order that can be judicially enforced, to direct an increase in our and/or the Bank’s capital, to restrict our growth, to
assess civil monetary penalties against the Company, the Bank or their respective officers or directors, to remove
officers and directors and, if it is concluded that such conditions cannot be corrected or there is an imminent risk of
loss to depositors, to terminate the Bank’s deposit insurance. If we become subject to such regulatory actions, our
business, financial condition, results of operations, cash flows and reputation may be negatively impacted.
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We may be unable to identify and consummate our new activities and expansion plans and successfully implement our
growth strategy, which will require regulatory approvals, and failure to obtain them may restrict our growth.

We intend to continue to grow our business through strategic acquisitions of financial institutions coupled with
organic growth. Generally, we must receive state and federal regulatory approval before we can acquire an
FDIC-insured depository institution or related business. In determining whether to approve a proposed acquisition,
federal banking regulators will consider, among other factors, the effect of the acquisition on competition, our
financial condition, liquidity, our future prospects and the impact of the proposal on U.S. financial stability. The
regulators also review current and projected capital ratios and levels, the competence, experience and integrity of
management and our record of compliance with laws and regulations, the convenience and needs of the communities
to be served (including the acquiring institution’s record of compliance under the CRA) and the effectiveness of the
acquiring institution in combating money laundering activities. Such regulatory approvals may not be granted on
terms that are acceptable to the Company, or at all, or may be granted only after lengthy delay. We may also be
required to sell branches as a condition to receiving regulatory approval, which may not be acceptable to us or, if
acceptable to us, may reduce the benefit of any acquisition.

In addition to the acquisition of existing financial institutions, as opportunities arise, we plan to continue de novo
branching as a part of our organic growth strategy. De novo branching and any acquisitions carry with them numerous
risks, including the inability to obtain all required regulatory approvals. The failure to obtain these regulatory
approvals for potential future strategic acquisitions and de novo branches may impact our business plans and restrict
our growth.

We face a risk of noncompliance and enforcement action with the Bank Secrecy Act and other anti-money laundering
statutes and regulations.

The federal Bank Secrecy Act, the Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrorism Act of 2001 and other laws and regulations require financial institutions, among
other duties, to institute and maintain an effective anti-money laundering program and file suspicious activity and
currency transaction reports as appropriate. The federal Financial Crimes Enforcement Network, established by the
U.S. Department of the Treasury (“U.S. Treasury”) to administer the Bank Secrecy Act, is authorized to impose
significant civil money penalties for violations of those requirements, and has recently engaged in coordinated
enforcement efforts with the individual federal banking regulators, as well as the U.S. Department of Justice (the
“Department of Justice”), Drug Enforcement Administration and Internal Revenue Service. There is also increased
scrutiny of compliance with the sanctions programs and rules administered and enforced by OFAC.

We provide banking services to customers located outside the United States, primarily in Guatemala. These banking
services are primarily deposit accounts, including checking, money market and short term certificates of deposit. As of
December 31, 2018, our deposits from foreign nationals, primarily residents of Guatemala, accounted for less than 5%
of our total deposits.

In order to comply with regulations, guidelines and examination procedures in this area, we have dedicated significant
resources to our anti-money laundering program. If our policies, procedures and systems are deemed deficient, we
could be subject to liability, including fines and regulatory actions such as restrictions on our ability to pay dividends
and the necessity to obtain regulatory approvals to proceed with certain aspects of our business plans, including
acquisitions and de novo branching. Failure to maintain and implement adequate programs to combat money
laundering and terrorist financing could also have serious reputational consequences for us.

We are subject to numerous federal and state lending laws designed to protect consumers, including the Community
Reinvestment Act and fair lending laws, and failure to comply with these laws could lead to material sanctions and
penalties.
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The CRA, the Equal Credit Opportunity Act, the Fair Housing Act and other fair lending laws and regulations impose
nondiscriminatory lending requirements on financial institutions. The Consumer Financial Protection Bureau, the
Department of Justice and other federal and state agencies are responsible for enforcing these laws and regulations. A
successful challenge to an institution’s performance under the CRA or fair lending laws and regulations could result in
a wide variety of sanctions, including the required payment of damages and civil money penalties, injunctive relief,
imposition of restrictions on mergers and acquisitions activity and restrictions on expansion activity. Private parties
may also have the ability to challenge an institution’s performance under fair lending laws in private class action
litigation.

We may be required to pay significantly higher FDIC deposit insurance assessments in the future, which could
adversely affect our earnings.

As a result of historical economic conditions and the enactment of the Dodd-Frank Act, the FDIC’s current DIF
restoration plan is designed to ensure that the fund reserve ratio reaches 1.35% by September 30, 2020.  At least
semi-annually, the FDIC updates its loss and income projections for the fund and, if needed, increases or decreases
assessment rates. If any required increase is insufficient for the DIF to meet its funding requirements, further special
assessments or increases in deposit insurance premiums may be required.
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We are generally unable to control the amount of premiums that we are required to pay for FDIC insurance. If there
are additional financial institution failures that affect the DIF, we may be required to pay FDIC premiums higher than
current levels. Our regulatory assessments and FDIC insurance costs were $2.3 million for both of the years ended
December 31, 2018 and 2017, respectively. Any future additional assessments, increases or required prepayments in
FDIC insurance premiums may materially adversely affect our business, financial condition and results of operations.

The Federal Reserve may require Allegiance to commit capital resources to support the Bank.

A bank holding company is required to act as a source of financial and managerial strength to its subsidiary banks and
to commit resources to support its subsidiary banks. The Federal Reserve may require a bank holding company to
make capital injections into a troubled subsidiary bank and may charge the bank holding company with engaging in
unsafe and unsound practices for failure to commit resources to such a subsidiary bank. Under these requirements, in
the future, Allegiance could be required to provide financial assistance to the Bank if it experiences financial distress.

A capital injection may be required at times when our resources are limited and we may be required to borrow the
funds to make the required capital injection. In the event of a bank holding company’s bankruptcy, the bankruptcy
trustee will assume any commitment by the holding company to a federal bank regulatory agency to maintain the
capital of a subsidiary bank. Moreover, bankruptcy law provides that claims based on any such commitment will be
entitled to a priority of payment over the claims of the holding company’s general unsecured creditors, including the
holders of any note obligations. Thus, any borrowing that must be done by the holding company in order to make the
required capital injection becomes more difficult and expensive and will adversely impact the holding company’s
business, financial condition and results of operations.

We may be materially and adversely affected by the soundness, creditworthiness and liquidity of other financial
institutions.

Financial services institutions are interrelated as a result of trading, clearing, counterparty or other relationships. We
have exposure to many different industries and counterparties, and routinely execute transactions with counterparties
in the financial services industry, including commercial banks, brokers and dealers, investment banks and other
institutional customers. Many of these transactions expose us to credit risk in the event of a default by a counterparty
or customer. In addition, our credit risk may be exacerbated when the collateral held by us cannot be realized upon or
is liquidated at prices not sufficient to recover the full amount of the credit or derivative exposure due to us. Any such
losses could have a material adverse effect on our business, financial condition and results of operations.

Monetary policies and regulations of the Federal Reserve could adversely affect our business, financial condition and
results of operations.

In addition to being affected by general economic conditions, our earnings and growth are affected by the policies of
the Federal Reserve. An important function of the Federal Reserve is to regulate the U.S. money supply and credit
conditions. Among the instruments used by the Federal Reserve to implement these objectives are open market
operations in U.S. government securities, adjustments of both the discount rate and the federal funds rate and changes
in reserve requirements against bank deposits. These instruments are used in varying combinations to influence
overall economic growth and the distribution of credit, bank loans, investments and deposits. Their use also affects
interest rates charged on loans or paid on deposits. The monetary policies and regulations of the Federal Reserve have
had a significant effect on the operating results of commercial banks in the past and are expected to continue to do so
in the future. Although we cannot determine the effects of such policies on us at this time, such policies could have a
material adverse effect on our business, financial condition and results of operations.

Risks Related to Allegiance's Common Stock
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The market price of Allegiance's common stock could be volatile and may fluctuate significantly, which could cause
the value of an investment in Allegiance's common stock to decline.

The market price of Allegiance's common stock could fluctuate substantially due to a variety of factors, many of
which are beyond our control, including, but not limited to:

•general economic conditions and overall market fluctuations;
• actual or anticipated fluctuations in our quarterly or annual financial

results;
•operating and stock price performance of other companies that investors deem comparable to ours;
•the perception that investment in Texas is unattractive or less attractive during periods of low oil prices;
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•announcements by the Company or our competitors of significant acquisitions, dispositions, innovations or new
programs and services;
•the public reaction to our press releases, other public announcements and filings with the SEC;
•changes in financial estimates and recommendations by securities analysts following Allegiance's stock, or the failure
of securities analysts to cover Allegiance's common stock;
•changes in earnings estimates by securities analysts or our ability to meet those estimates;
•the trading volume of Allegiance's common stock;
•changes in governmental monetary policies, including the policies of the Federal Reserve;
•changes in business, legal or regulatory conditions, or other developments affecting participants in our industry, and
publicity regarding our business or any of our significant customers or competitors;
•changes in accounting standards, policies, guidance, interpretations or principles; and
•future sales of Allegiance's common stock by the Company, directors, executives and significant shareholders.

The realization of any of the risks described in this “Risk Factors” section could have a material adverse effect on the
market price of Allegiance's common stock and cause the value of an investment in Allegiance's common stock to
decline. In addition, the stock market has experienced extreme volatility that has often been unrelated to the operating
performance of particular companies. These types of broad market fluctuations may adversely affect investor
confidence and could affect the trading price of Allegiance's common stock over the short, medium or long term,
regardless of our actual performance. In the past, following periods of volatility in the market price of a company’s
securities, shareholders have often instituted securities class action litigation. If we were to be involved in a class
action lawsuit, we could incur substantial costs and it could divert the attention of senior management and have a
material adverse effect on our business, financial condition and results of operations.

The obligations associated with being a public company require significant resources and management attention.

As a public company, Allegiance faces increased legal, accounting, administrative and other costs and expenses that
we did not incur as a private company, particularly after we are no longer an emerging growth company. As a public
company, Allegiance is required to:

•prepare and distribute periodic reports, proxy statements and other shareholder communications in compliance with
the federal securities laws and rules;
•expand the roles and duties of Allegiance's Board of Directors and committees thereof;
•maintain an internal audit function;
•institute more comprehensive financial reporting and disclosure compliance procedures;
•involve and retain to a greater degree outside counsel and accountants in the activities listed above;
•enhance Allegiance's investor relations function;
•establish new internal policies, including those relating to trading in our securities and disclosure controls and
procedures;
•retain additional personnel;
•comply with the NASDAQ Stock Market listing standards; and
•comply with the Sarbanes-Oxley Act.

Allegiance expects these rules and regulations and changes in laws, regulations and standards relating to corporate
governance and public disclosure, which have created uncertainty for public companies, to increase legal and financial
compliance costs and make some activities more time consuming and costly relative to when Allegiance was not a
public company. These laws, regulations and
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standards are subject to varying interpretations, in many cases due to their lack of specificity, and, as a result, their
application in practice may evolve over time as new guidance is provided by regulatory and governing bodies. This
could result in continuing uncertainty regarding compliance matters and higher costs necessitated by ongoing
revisions to disclosure and governance practices. Our investment in compliance with existing and evolving regulatory
requirements will result in increased administrative expenses and a diversion of management’s time and attention from
revenue-generating activities to compliance activities, which could have a material adverse effect on our business,
financial condition and results of operations. These increased costs may require that we divert a significant amount of
money that we could otherwise use to expand our business and achieve our strategic objectives.

Allegiance may issue shares of preferred stock in the future, which could make it difficult for another company to
acquire it or could otherwise adversely affect the rights of the holders of Allegiance's common stock, which could
depress the price of our common stock.

Allegiance's amended and restated certificate of formation authorizes it to issue up to 1,000,000 shares of one or more
series of preferred stock. Allegiance's Board of Directors, in its sole discretion, has the authority to determine the
preferences, limitations and relative rights of shares of preferred stock and to fix the number of shares constituting any
series, the designation of such series, and the dividend rate for each series, without any further vote or action by
Allegiance's shareholders. Allegiance's preferred stock may be issued with voting, liquidation, dividend and other
rights superior to the rights of Allegiance's common stock. The potential issuance of preferred stock may delay or
prevent a change in control of the Company, discouraging bids for Allegiance's common stock at a premium over the
market price, and materially adversely affect the market price and the voting and other rights of the holders of
Allegiance's common stock.

Allegiance currently has no plans to pay dividends on its common stock, so holders of Allegiance's common stock
may not receive funds without selling their common stock.

We have not paid dividends on our common stock in the past, and do not anticipate paying dividends on our common
stock in the foreseeable future. Our ability to pay dividends on our common stock is dependent on the Bank’s ability to
pay dividends to it, which is limited by applicable laws and banking regulations. Payments of future dividends, if any,
will be at the discretion of Allegiance's Board of Directors after taking into account various factors, including our
business, operating results and financial condition, current and anticipated cash needs, plans for expansion and any
legal or contractual limitations on our ability to pay dividends. In addition, Allegiance's existing credit agreement
restricts our ability to pay dividends.

Allegiance is dependent upon the Bank for cash flow, and the Bank’s ability to make cash distributions is restricted,
which could impact Allegiance's ability to satisfy its obligations.

Allegiance's primary tangible asset is the Bank. As such, Allegiance depends upon the Bank for cash distributions
(through dividends on the Bank’s stock) that Allegiance uses to pay its operating expenses and satisfy its obligations,
including debt obligations. There are numerous laws and banking regulations that limit the Bank’s ability to pay
dividends to Allegiance. If the Bank is unable to pay dividends to Allegiance, it will not be able to satisfy its
obligations. These statutes and regulations require, among other things, that the Bank maintain certain levels of capital
in order to pay a dividend. Further, federal and state banking authorities have the ability to restrict the Bank’s payment
of dividends through supervisory action.

Allegiance's corporate governance documents and certain corporate and banking provisions of Texas law applicable to
it could have an anti-takeover effect and may delay, make more difficult or prevent an attempted acquisition and other
actions.

Allegiance's amended and restated certificate of formation and bylaws contain certain provisions that may have an
anti-takeover effect and may delay, discourage or prevent an attempted acquisition or change of control. These
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provisions include:

•staggered terms for directors, who may be removed from office only for cause;
•a provision establishing certain advance notice procedures for nomination of candidates for election as directors and
for shareholder proposals; and
•a provision that any special meeting of Allegiance's shareholders may be called only by a majority of the Board of
Directors, the President or a holder or group of holders of at least 50% of Allegiance shares entitled to vote at the
meeting.

Allegiance's amended and restated certificate of formation does not provide for cumulative voting for directors and
authorizes the Board of Directors to issue shares of preferred stock without shareholder approval and upon such terms
as the Board of Directors may determine. The issuance of Allegiance's preferred stock, while providing desirable
flexibility in connection with possible acquisitions, financings and other corporate purposes, could have the effect of
making it more difficult for a third party to acquire, or of discouraging a third-party from acquiring, a controlling
interest. In addition, certain provisions of Texas law, including a provision

29

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

61



that restricts certain business combinations between a Texas corporation and certain affiliated shareholders, may
delay, discourage or prevent an attempted acquisition or change in control.

In addition, banking laws impose notice, approval and ongoing regulatory requirements on any shareholder or other
party that seeks to acquire direct or indirect “control” of an FDIC-insured depository institution. These laws include the
BHC Act and the Change in Bank Control Act. These laws could delay or prevent an acquisition.

Furthermore, Allegiance's amended and restated certificate of formation provides that the state and federal courts
located in Harris County, Texas, the county in which the City of Houston lies, will be the exclusive forum for: (a) any
derivative action or proceeding brought on Allegiance's behalf; (b) any action asserting a breach of fiduciary duty; (c)
any action asserting a claim against Allegiance arising pursuant to the Texas Business Organizations Code,
Allegiance's certificate of formation, or Allegiance's bylaws; or (d) any action asserting a claim against Allegiance that
is governed by the internal affairs doctrine. Shareholders of Allegiance are deemed to have notice of and have
consented to the provisions of Allegiance's amended and restated certificate of formation related to choice of forum.
The choice of forum provision in Allegiance's amended and restated certificate of formation may limit our
shareholders’ ability to obtain a favorable judicial forum for disputes with Allegiance. Alternatively, if a court were to
find the choice of forum provision contained in Allegiance's amended and restated certificate of formation to be
inapplicable or unenforceable in an action, Allegiance may incur additional costs associated with resolving such
action in other jurisdictions, which could harm Allegiance's business, operating results and financial condition.

Shareholders may be deemed to be acting in concert or otherwise in control of Allegiance, which could impose notice,
approval and ongoing regulatory requirements and result in adverse regulatory consequences for such holders.

Allegiance is a bank holding company regulated by the Federal Reserve. Banking laws impose notice, approval and
ongoing regulatory requirements on any shareholder or other party that seeks to acquire direct or indirect “control” of an
FDIC-insured depository institution or a company that controls an FDIC-insured depository institution, such as a bank
holding company. These laws include the BHC Act and the Change in Bank Control Act. The determination whether
an investor “controls” a depository institution or holding company is based on all of the facts and circumstances
surrounding the investment.

As a general matter, a party is deemed to control a depository institution or other company if the party (1) owns or
controls 25% or more of any class of voting stock of the bank or other company, (2) controls the election of a majority
of the directors of the bank or other company or (3) has the power to exercise a controlling influence over the
management or policies of the bank or other company. In addition, subject to rebuttal, a party may be presumed to
control a depository institution or other company if the investor owns or controls 10% or more of any class of voting
stock. Ownership by affiliated parties, or parties acting in concert, is typically aggregated for these purposes. “Acting in
concert” generally means knowing participation in a joint activity or parallel action towards the common goal of
acquiring control of a bank or a parent company, whether or not pursuant to an express agreement. The manner in
which this definition is applied in individual circumstances can vary and cannot always be predicted with certainty.
Any shareholder that is deemed to “control” Allegiance for regulatory purposes would become subject to notice,
approval and ongoing regulatory requirements and may be subject to adverse regulatory consequences. Potential
investors are advised to consult with their legal counsel regarding the applicable regulations and requirements.

An investment in Allegiance's common stock is not an insured deposit and is not guaranteed by the FDIC, so investors
could lose some or all of their investment.

An investment in Allegiance's common stock is not a bank deposit and, therefore, is not insured against loss or
guaranteed by the FDIC, any other deposit insurance fund or by any other public or private entity. An investment in
Allegiance's common stock is inherently risky for the reasons described herein. As a result, investors could lose some
or all of their investment.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our principal executive office is located at 8847 W. Sam Houston Parkway N., Suite 200, Houston, Texas 77040. As
of December 31, 2018, we had 28 full-service banking locations, with 27 bank offices and one loan production office
located in the Houston metropolitan area and one bank office location in Beaumont, just outside of the Houston
metropolitan area. We lease sixteen of these offices, including our executive and loan production offices, and own the
remaining fourteen. We believe that our current facilities are in good condition and adequate to meet our operating
needs for the present and immediately foreseeable future.
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ITEM 3. 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 4. MINE SAFETY DISCLOSURES

None.
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PART II.

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Common Stock Market Prices

Allegiance's common stock is listed on the NASDAQ Global Market under the symbol “ABTX.” Quotations of the sales
volume and the closing sales prices of the common stock of Allegiance are listed daily in the NASDAQ Global
Market’s listings. As of March 6, 2019, there were 21,671,955 shares outstanding and 1,109 shareholders of record of
Allegiance's common stock. The closing price per share of common stock on December 31, 2018, the last trading day
of the year, was $32.37.

Dividends

Historically, Allegiance has not declared or paid any dividends on its common stock. Payments of future dividends, if
any, will be at the discretion of Allegiance's Board of Directors after taking into account various factors, including its
business, operating results and financial condition, current and anticipated cash needs, plans for expansion and any
legal or contractual limitations on Allegiance's ability to pay dividends.

As a bank holding company, Allegiance's ability to pay dividends is affected by the regulations promulgated by and
the policies and enforcement powers of the Federal Reserve. In addition, because Allegiance is a holding company, it
is dependent upon the payment of dividends by the Bank to Allegiance as its principal source of funds to pay
dividends in the future, if any, and to make other payments. The Bank is also subject to various legal, regulatory and
other restrictions on its ability to pay dividends and make other distributions and payments to Allegiance. See Item 1.
“Business—Regulation and Supervision—Regulatory Limits on Dividends and Distributions.”

In connection with the F&M Bancshares acquisition, Allegiance assumed junior subordinated debentures that allow it
to defer interest payments thereunder for a period of time. To the extent Allegiance elects to defer any interest
payments under the junior subordinated debentures, Allegiance will be prohibited by the terms of the junior
subordinated debentures from making dividend payments on its common stock until it retires the arrearages on the
junior subordinated debentures. In addition, Allegiance's existing credit agreement restricts its ability to pay dividends.

Recent Sales of Unregistered Securities

None.

Securities Authorized for Issuance under Equity Compensation Plans

The following table provides information as of December 31, 2018, regarding the equity compensation plans under
which Allegiance’s equity securities are authorized for issuance:

Plan Category Number of
securities

to be
issued

Weighted-average

exercise price of

outstanding options,

Number of
securities

remaining
available
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upon

exercise of

outstanding
options,

warrants
and rights

(a)

warrants and rights

(b)

for future
issuance

under equity

compensation
plans

(excluding
securities

reflected in
column (a))

(c)
Equity compensation plans approved

   by security holders 503,286 $ 21.41 539,916
Equity compensation plans not

   approved by security holders(1) 299,352 $ 12.83 —
Total 802,638 539,916

(1)These options were issued under the Post Oak Bancshares, Inc. Stock Option Plan, which was assumed by the
Company in connection with the acquisition of Post Oak Bancshares, Inc.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

On September 28, 2018, our board of directors authorized a stock repurchase program, under which we can repurchase
up to one million shares of our outstanding common stock at the discretion of management through October 31, 2019.
Repurchases under this program may be made from time to time through open market purchases, privately negotiated
transactions or such other manner as
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will comply with applicable laws and regulations. Under this program, we repurchased 69,389 shares at a total cost of
$2.1 million during the fourth quarter of 2018.

The following table provides information with respect to purchases made by or on behalf of us or any “affiliated
purchaser” (as defined in Rule 10b-18(a)(3) under the Securities Exchange Act of 1934) of our common stock during
the fourth quarter of 2018.

Period

Total
Number of

Shares
Purchased

Average
Price

Paid Per
Share

Total
Number of

Shares
Purchased
as

Part of
Publicly

Announced
Plans(1)

Maximum
Number

(or
Approximate

Dollar Value)
of

Shares That
May

Yet Be
Purchased

Under the
Plans

at the End of

the Period
October 1, 2018 to

   October 31, 2018 — $ — — —
November 1, 2018 to

   November 30, 2018 — $ — — —
December 1, 2018 to

   December 31, 2018 85,389 (2)$ 30.61 69,389 930,611

(1)Pursuant to a repurchase program announced on October 1, 2018, pursuant to which the Company may repurchase
up to one million shares through October 31, 2019.

(2)Includes 15,000 shares purchased by Steven F. Retzloff and 1,000 shares purchased by Paul P. Egge, each of
whom may be considered an “affiliated purchaser” under Rule 10b-18(a)(3).
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Performance Graph

The performance graph compares the cumulative total shareholder return on Allegiance's common stock for the period
beginning at the close of trading on October 8, 2015 (the end of the first day of trading of Allegiance's common stock
on the NASDAQ Global Market) to December 31, 2018, with the cumulative total return of the S&P 500 Total Return
Index and the NASDAQ Bank Index for the same period. Dividend reinvestment has been assumed. The Performance
Graph assumes $100 invested on October 8, 2015 in Allegiance's common stock, the S&P 500 Total Return Index and
the NASDAQ Bank Index. The historical stock price performance for Allegiance's common stock shown on the graph
below is not necessarily indicative of future stock performance.

*$100 invested on 10/8/15 in Allegiance's common stock or 9/30/15 in index, including reinvestment of
dividends.  Fiscal year ending December 31.

October 8,

2015

December 31,

2015

June 30,

2016

December 31,

2016

June 30,

2017

December 31,

2017

June 30,

2018

December 31,

2018
Allegiance
Bancshares, Inc. 100.00 102.29 107.61 156.36 165.66 162.85 187.50 140.01
S&P 500 100.00 107.04 111.15 119.84 131.04 146.01 149.88 139.61
NASDAQ Bank 100.00 103.55 100.25 142.33 139.92 150.12 156.12 125.21

(Copyright © 2019 Standard & Poor's, a division of S&P Global. All rights reserved.)
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth our selected historical consolidated financial data for the periods and as of the dates
indicated. You should read this information together with Item 7. “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and our audited consolidated financial statements and the related notes included
elsewhere in this Annual Report on Form 10-K. The selected historical consolidated financial data as of and for the
years ended December 31, 2018, 2017 and 2016 are derived from our audited consolidated financial statements, which
are included elsewhere in this Annual Report on Form 10-K. The selected historical consolidated financial data as of
and for the years ended December 31, 2015 and 2014 (except as otherwise noted below) are derived from our audited
consolidated financial statements not included in this Annual Report on Form 10-K. Our historical results for any
prior period are not necessarily indicative of future performance.

As of and for the Years Ended December 31,
2018(1) 2017 2016(2) 2015(3) 2014
(Dollars in thousands, except share and per share data)

Selected Period End Balance Sheet Data:
Cash and cash equivalents $268,947 $182,103 $142,098 $148,431 $167,540
Available for sale securities 337,293 309,615 316,455 165,097 84,962
Loans held for sale — — — 27,887 —
Loans held for investment 3,708,306 2,270,876 1,891,635 1,653,165 1,002,054
Allowance for loan losses 26,331 23,649 17,911 13,098 8,246
Goodwill and intangible assets, net 249,712 42,663 43,444 44,619 12,891
Total assets 4,655,249 2,860,231 2,450,948 2,084,579 1,280,008
Noninterest-bearing deposits 1,209,300 683,110 593,751 620,320 373,795
Interest-bearing deposits 2,453,236 1,530,864 1,276,432 1,138,813 759,889
Total deposits 3,662,536 2,213,974 1,870,183 1,759,133 1,133,684
Total shareholders’ equity 702,984 306,865 279,817 258,490 131,778
Total tangible shareholders' equity(4) 453,272 264,202 236,373 213,871 118,887
Selected Income Statement Data:
Net interest income $128,579 $103,668 $89,864 $80,166 $46,834
Provision for loan losses 4,248 13,188 5,469 5,792 2,150
Net interest income after provision for loan
losses 124,331 90,480 84,395 74,374 44,684
Noninterest income 7,713 5,861 7,268 3,992 2,607
Noninterest expense 86,787 69,962 59,258 54,805 33,458
Net income before income taxes 45,257 26,379 32,405 23,561 13,833
Net income 37,309 17,632 22,851 15,786 9,005
Net income attributable to common
shareholders(5) 37,309 17,632 22,851 15,227 9,005
Selected Per Share Data:
Earnings per common share, basic $2.41 $1.34 $1.78 $1.45 $1.29
Earnings per common share, diluted 2.37 1.31 1.75 1.43 1.26
Book value per common share 32.04 23.20 21.59 20.17 17.62
Tangible book value per common share(4) 20.66 19.97 18.24 16.69 15.90
Weighted average common shares
outstanding, basic 15,484,757 13,124,900 12,873,326 10,470,465 6,978,025
Weighted average common shares
outstanding, diluted 15,773,039 13,457,718 13,073,932 10,654,003 7,142,377
Shares outstanding at end of period 21,937,740 13,226,826 12,958,341 12,812,985 7,477,309
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As of and for the Years Ended
December 31,
2018(1)2017 2016(2) 2015(3) 2014
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