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INSTITUTION’S CRA RATING: This institution is rated®Satisfactory.”

FirstBlLockhartENationalEBank’sE(FLNB)ElendingBperformancelisBsatisfactorylgivenkitstsize,Bfinancial
condition,BandEknownblcreditEheedskinkitsPassessmentareal[AA).B FLNB’sEperformancelunderthesel
performance criteria meets the standard for satisfactory performance.l

o FLNB'sBaverageloan-to-depositfLTD)Fatio@ 5%As@Eomparable®o@®therBZimilarly@ituated@anksk
andBiskreasonablePwhenlconsideringfthelnaturelofEitsecommunity,Bcustomerfbase,Zandknownf
credit needs in the AA.R

e A majority (52%) of FLNB’s loans is within its AA.RISeventy percent of commercial loans are withinl
the AA.R

e FLNBEhaskdemonstratedBaBwillingnessEtolextendBloansktolRindividualsEofEvaryingkincomeskandEtol)
businessesBlofEdifferent@sizes.? LendingBtoBsmallEbusinesses?(lessBthankS1EmillionEinBrevenue)
exceeds the standards for satisfactory performance.BLending to moderate-income residential real®
estatellborrowersBlisBlessEthanBopportunitiesRlinBthosellCensuskTractsk(CTs),Bbutfidemonstratesk
adequate penetration, especially in the moderate-income level.B

« The geographic distribution of residential real estate loans to moderate-income CTs within the AAR
is reasonable, given the demographics of the AA.

o TherelRhavelRlbeenknollicomplaintsBwithRrespecttoBFLNB’sECommunityZReinvestmentRIActE(CRA)E
performance.l

ScoPE OF EXAMINATION

WellevaluatedZFLNB’sEICRARIperformancelfunderfithefISmallZBankElexaminationBprocedures,Elwhichl
includeska@endingftest.2 ThelendingestRevaluatesithelbank’sEecordbffmeetingtheltredittheedskbf
its AA through its lending activities.EIThe current review focused on the bank’s primary loan products,
whichBincludeskallzcommercial-related loans from January 1, 2009, through December 31, 2011.8 In[@
addition, our review focused on residential real estate for the Home Mortgage Disclosure Act of 1975
(HMDA)Breportablelyearst2008,22009,F2010,7Zand?2011.B ABSEConsultingservicesPronductedPaldatal
integrityBlreviewRofEitheBHMDARdatallfor22008,22009,22010Randf2011.21 NoBmaterialRregulatoryf
compliance deficiencies were found.2lWe examined the work papers of the ABS data integrity reviewl
in this examination to confirm the reliability of the HMDA audit.ZWe found no deficiencies.?

DESCRIPTION OF INSTITUTION

FLNBEisPheadquarteredBinthelrityPofPLockhart,BCaldwellECounty,BTexas,EwhichBisEapproximatelyA0R
miles southeast of Austin.EThree automated teller machines (ATMs) are available in Lockhart and onel
inKyle.BITheBbankEalsokhastwoltrive-throughFacilitiesdocatedhearftheEmainBbankBEnELockhart.B Thel
bank operates a Loan Production Office (LPO) in west Austin.z

FLNB&sELO0%BwnedBbyA ockhart@BancsharesAnc.fTexasHLBI)EEne-banktholding@®ompanyHAocatedEnk
Lockhart.BLBIAsEABub-chapter@Etatus@ompany.BLBIAsELO0%Andependently®wnediby@hareholders.B
Total assets of LBl were $162 million as of April 30, 2012.1
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Thellbank’sBprincipal@focuslisEitofpromotefleconomickldevelopmentlinfitsBAARthroughRitskllendingf
programs.? FLNB’sBprimaryRlendingBproductsBincludelresidential,Zconsumer,ZandBcommercialloans.k
TotalBloansEasEbfEZApril 30, 2012,Bamountedo109.4Emillion,BvhichBromprisePb7.4%RoftotalBassets.l
The following table reflects a detailed breakdown of FLNB’s loan portfolio as of April 30, 2012.7

Loan Type Dollar Amount (000's) % of Total Loans
Real@Estate@RE)INonfarmiNonresidential? 43,5360 40%0
REResidentiald1-4)8 32,5360 30%E
Commercial@nd@ndustrial? 9,056 8%
RealEstatefRE)Tonstruction? 8,380m 8%
Consumerf 4,428 4%P
REFarmlanda 4,783 4%
RE@Multifamily®Residential® 2,6630 2%0
States/PoliticalBubdivisionsk 2,5248 2%
Agricultural®roduction? 1,422 1%0
Other@ 53@ 1%0
Total 109,381 100%

BankBobbykandRrive-through@erviceskarelprovidedBMondayhroughBFridaykatithelmaintbank,Avhilel
onlyRrive-through@erviceskarelprovidedbnBaturdays.BFLNBEacesEompetitionEFromBotherbanks@Enk
the AA (Citizens State Bank of Luling, Sage Capital Bank, Omnibank, First National and IBC).RIFLNB has[l
anBInternetBwebsitelthatfprovidestonlinefbankingiserviceskincludingkbillzZbay;EmobileBbankingkwith
capabilityBtofcheckkbalances,transferffunds,BviewltransactionsBandBcheckZmessages;ZandEalphonel
banking®ystem@vhichGllowsEustomersEo@ransferFundstand@BnakedoanBpayments.BThelbankRffers
E-statements for electronic delivery of monthly bank statements.Z

BasedRlonlitsBfinancialflcondition,Bthellocalfleconomy,Blproductllofferings,Blcompetition,BlandBpriorf
performance, FLNB has the ability to meet the various credit needs in its community.2At our last CRAR
examinationBin@September 2007,EFLNB’sEICRARratingBwask“Satisfactory.”? NolBlegalfimpedimentsEork
other factors hinder the bank’s ability to provide credit in its AA.[

DESCRIPTION OF ASSESSMENT AREA

FLNBEhasRdesignatedECaldwellPECountyPaskitsBAA.R CaldwellZountyRisBpartPofEthePAustin/RoundERockE
Metropolitan@BtatisticaltAread MSA).BPrincipalZtommunitiesBocated@nZhelEAABArea@ncludel.ockhart,
Lulingl® (partR ofE thel city),B Martindale,B Mustang Ridgel (part)@andi Niederwald® (part).2  Specifick
demographic and economic data is listed in the Table 1 below.B
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Table 1
DEMOGRAPHIC INFORMATION FOR CALDWELL COUNTY ASSESSMENT AREA

# % Low % Moderate % Middle % Upper
GeographiesdCTs)&l 70 ozl 85.71m 14.290 or
Population@y@eographyl 32,1940 orl 88.670 11.33@ ol
Ownerccupied®ousingfnitstyEeographyl 11,9010 ozl 87.250 12.75@ ol
BusinessestyfGeography 3,1020 ozl 85.780 14.220) or
FarmstbyfGeography? 1760 o 93.18m 6.820 or
Family@istributionfby@ncomedeveld 8,0800 33.120 25.630 22.230 19.02m
HouseholdmDistribution@yd@ncomellevel? 10,7770 orl 33.90E 23.590 orl
Census@Median@Family@ncomedMFI)& $49,4381 Median@ousing®/aluel $37,1138
HUDEEdjusted MFI:2011F $74,900@ HouseholdsBelow®Povertyievel 12.42%P
HUDEAdjusted MFI:22010 $73,800@ Unemployment Rateld 3.22%0
HUDEAdjusted MFI:22009E $73,3008

Source: 2000 US Census Data and 2008 HUD updated income data

FLNB’sEAAEmeetsBthellirequirementsioffithelregulationBandkdoesinotfarbitrarilyZexcludellow- tol
moderate-income (LMI) geographies.EBased on 2000 Census data, the AA has a combined populationZ
of82,194.ATherearefl 1,901FhousingBunits@n@helAA,BfEvhichBb3%Eare@®wner-occupied,228%@enter-
occupiedBand®@%Ereacant.AThereBarethodow- orfipper-incomeRracts included@n@hef2 000 ensus.
ApproximatelyEB3%mBbftheamilies@nEheRAARireEonsidereddow-income.IModerate-incomeFamilies?
approximatel 26%0 ofE thel population,Bwhile@middle- andRupper-incomel families®compriselthel
remainingf41%.2 MajorEemployersEinBthePAARIncludelthellocalEschoolfdistrict,FPegasusESchoolskEfor?
treatmentBbfEhbusedFandiheglectediboys,AWal-Mart,BBertaMattress,PandEtheEGEOREroup.B TheRGEOR
group services a 500 bed men and 500 bed women'’s prison facility.®

TherellisB all major highwayl constructionl project leading intol LockhartZ fromE the Austinl area.l
Construction of the State Highway 130 (toll road) should be completed in 2012.BThe completed road?
should increase volume of commuters to and from the Austin area.BThe highway may also increase 1-
4 residential opportunities as well as small business loans for the financial services industry.Bln orderf
toBlgather@morellcurrentBlinformation@onthell naturel of@lthe@ community@andB potential@lendingf
opportunities in the AA, we contacted one community leader during this examination.EThe contact is@
thelfPresidentftthellockhartfChamber@®f@ommerce.BThelftontactBtatedithat®helocalEconomyBisk
positionedBtoRgrowtrapidlyZpendingfcompletionkbfthelStateFHighwayll 30.2 HelstatedEthatZFLNBEisE
active in the community and has opportunities to participate in community development.Z

CoNcLUSIONS ABOUT PERFORMANCE CRITERIA

BasedPonPourRanalysistandlemographicitharacteristics,EZmanagementiisBperformingfinBaatisfactoryl
manner in meeting the credit needs of its AA.B

Loan-to-Deposit Ratio

FLNB’sALTDRratio@AsBtrong@ivenAtsEssetBize,AHinancial@ondition,tandAending@®pportunitiesBithin@AtsE
AA.BSince the last CRA examination, the LTD ratio has decreased from 78% on September 30, 2007, tol
75% on March 31, 2012.BFLNB’s average LTD ratio is comparable to other similarly situated banks and?

4
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is reasonable@vhen considering the nature offits community, customer base, and known credit needs[
inBtheRPAA.E ThelfollowingftablePcomparesEFLNB’sPaveragelLTDEratioRagainstfpeerfinstitutions.@ Thel
averageB TDRratioffortheFeerEroupdsi9.92%Eompared@olF LNB’ sV 5%.E TheRnstitutionsEbperatelal
branch@nitheR.ockhartfarea.Bl\WebkhlsoRFankaltustomBpeerFrouplreportibftbankstfEimilarthssetBize,
Sub-SBktatus,ZandFlocatedBwithinBtheBOCCESanEAntonio - NorthEFieldEOfficePexaminationBarea.B Thel
customBpeerBerouplLTDRratiofaveragelforthelyuarterfendingMarch 31, 2012RvasEB2%omparedEol
FNLB’s 75% average.

INSTITUTION ASSETS AS OF MARCH 31, 2012 AVERAGE LTD RATIO %
CitizensBtateBankDfALulingl SE 58,0730 73.95m
Omnibank,INAR 333,5550 93.310
FirstiNational@Bank-Edinburgpl 3,545,375 88.110
City@NationalBank@fEraylork 189,468 33.360

Sage CapitalBank,ENARI 295,609 60.860

First Lockhart NB $162,232 74.88

* Asset sizes of institutions are in thousands (000's)2

Lending in Assessment Area

ABmajorityEoffthelbank’sEloansEweremadelwithinBitsPAA.B InEordertolhssessBperformancelforzthisk
criterion,BvelreviewedraBamplelbfZ20Btommercialand?l 34Gresidentialfloanskoriginatedduring2 008
through December 2011.BThe total sample consisted of $4.6 million in new loans over the specified®
timebBperiod.B Ourkanalysisfleterminedithatb 2 %RoftthePhumberfandEB8%EbftheldollarBamountibfFall@
loansBsampled@vereEmadeBvithinEthePAA.B AsBindicatedEinETablefREbelow,BthelpercentagelbfFFLNB’ sk
loansBnade@obfborrowersAn@heFAARAsEonsistentBamongRhe@roductsiested.BFactorsEontributingftol
FLNB’s lending to borrowers outside of their AA include:[

1)BThe bank’s LPO in west Austin that led to an increase in the bank’s lending opportunities in AustinZ
for home mortgages; and?

2)ELimited loan demand within the AA due to current economic conditions.B

BasedRlonBlourRlanalysis,IFLNBEImeetskthellstandardsEforkisatisfactoryflperformanceliregardinglithisl
criterion.@

Table 2
LENDING IN ASSESSMENT AREA
In Assessment Area Out of Assessment Area

LOAN TYPE # % $ (000s) % # % $ (000s) %
Home®urchasel 39E 45.880 $3,6460) 24.66( 460 54.12@ | $11,1378 75.34R
Homeldmprovementl 1@ 250 S420] 11.290 3B 750 $330m 88.710
HomeRefinancel 260 57.78( $2,183@ 25.7@ 19@ 42.220 $6,3120 74.30R
CommercialglimitedBample)a 148 700 $1,7310 37.260 6@ 300 $2,8530 62.240
Total Reviewed 80 51.95 57,602 37.70 74 48.05 520,632 62.24

Source: HMDA data and Commercial Loan Sample
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Lending to Borrowers of Different Incomes and Businesses of Different Sizes

Overall, the bank has demonstrated reasonable loan penetration among borrowers of different
income levels and businesses of different sizes. ResultsEofFouranalysisEofresidentialrealRestatel
lending@ndicates thatdoanBenetration@o LMI individuals@sthotRalways@easonable@®ri@onsistentvithi
area demographics, but is explainable, however, given the bank’s performance context.BQur analysisl
offcommercialBlendingBactivityRindicatedthatthelbankPdemonstrateskexcellentEperformancelunderf
theBborrowerrevenuelriterion.BForvaluationBunderhisriterion,BmalltbusinessestarelefinedEasH
businesses with less than S1 million in annual revenue.B

WelRlassessedR FLNB’sE performancelunderBthisBcriterionBbyR utilizingd HMDAR informationRrelated
residentialBmortgagelloanskoriginatediorpurchasedibetween2008through2011,FZsampleskEofEbank?
loansEolbusinesses,F2000E ensusttata,BandEDunBandiEBradstreetdata.B ThelftablestbelowBBummarizel
lendingBpenetrationBamonglthelvariouslevelsEoffincomelorfrevenuelforindividualsBorbusinesses?
respectively, for the bank's AA.B

Residential Real Estate Loans

AsBshownRlinETable@3Ebelow,E59%EofRAARfamiliesBareBwithinELMIRlevels.Bl AccordingltoRICensusl
demographicBinformation,Bapproximatelyll 2%EofRAARfamiliesZarelconsidereditobelbelowlpovertyd
level.BlDemographics@EhowlthattB3%EbfefamiliesBwithinkthisBAARareBlow-incomelandER 6%moderate-.[
ThisBdatalrevealsBthatBFLNB’sElendinglBtofLMIEfamiliesFisklessEthanFopportunitiestinthoselfCTs,Ebutl
demonstrateskadequatelpenetration,FespeciallytinfthePmoderate-incomellevel.? ThefbankPextended?
13%Eand®23%Dfthomelpurchase@oans@o@ow-incomekandmoderate-incomelborrowers,@espectively.?l
As stated earlier, there were no low-income tracts in the 2000 Census.[

ThelpoorkpenetrationBamongfLMIBIndividualsEtanibelattributedoBeveraltfactorskincludingflowloanl
demand and economic times.EIHowever, the performance context does bear consideration.zZOver thel
past few years, there have been few qualified borrowers and many LMI families are renting.BEThere isZ
allimited®upplytbfthomesBwvithintheFAARhatELMIEfamiliesBvouldiyualifyfor.2lManybfthefhabitablel
homes@pricedfinder150®housandBareltonvertedibyfinvestorsiintofentalfractstbrzbwner-financed?
homes for LMI buyers.ZBEconomic conditions have influenced homeowner loan qualification and havel
contributed to a lower volume of home purchase loans in the LMI CTs.EGiven the FLNB’s performancel?
context,AvelevaluatediperformancefunderthisEriterionas@lemonstratinglreasonablelpenetration@nk
residential real estate lending among individuals of different incomes (including LMI).&

Table 3
BORROWER DISTRIBUTION OF RESIDENTIAL REAL ESTATE LOANS IN CALDWELL COUNTY ASSESSMENT AREA
Borrower Incomellevel® LowR Moderateld Middlef Upperf
LoanTypel %@)@A % of# %@J@A % of@#[ %@J@A % of#? % of@\A % of@#[
Families® | offloans@| Families® | offloansk Families® | offloans? | Families@| offloans

Home®urchaseld 33.121 12.820 25.638 23.088 22.238 23.088 19.028 41.03@
Homel@mprovement? 33.12m 0.00@ 25.638 0.008 22.238 100.00m 19.020 0.008
Refinancel 33.121 3.850 25.638 15.38a 22.238 38.461 19.02@ 42.31R

Source: Data reported under HMIDA; US Census data
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Business Loans

AsBillustratedBintheltablebelow,Bapproximately®9%EbfEAARbusinessesktreportedihavingBannualBgrossk
revenuesibfEb 1BmillionEoriless.Bl Comparatively,BtheFbankZextendedEB5%EbasedEbnEhumberfandeb 9%
basedBonkdollarPamountfofEtheficommercialfloansEZsampledBinthefAustinEMSAERtoRbusinesseskwithl
annualrevenuestbfEb 1BmillionEbriless.B ThisBdemonstratesfexcellentBpenetrationBinBlendingftoBmallz
businessesibasedronithelpercentagelbffbankoansAinBAARbyEhumber®85%).2 TheRanalysisBincludedeal
sampleloffloanskbriginatedfbetweentR009EandER01 1Rk oldeterminelthellevelZofEdistributionfamongl
businesses of different sizes.

BORROWER DISTRIBUTION OF LOANS TO BUSINESSES IN AUSTIN METROPOLITAN STATISTICAL AREA (CALDWELL COUNTY)
. Unavailable/@
Business®RevenuesForBales) [@$1,000,0008 >$1,000,000E Totale
Unknownf
%DfAABuUsinessesk 69.15%0 1.64%0 29.21%01 100%@
%DfBankAoansAnBAADYEFlimitedBample)d 85.00% 15.00%0 0.00%0 100%0
%DfBankAoansAnBADYERlimitedBample)d 59.14%0 40.86%0 0.00%0 100%0

Source: Commercial Loan Sample; Dunn and Bradstreet data

Geographic Distribution of Loans

Overall, the bank demonstrated satisfactory distribution of credit among its AAs. FLNB'sRAAR
consistsfFevenTs,BixBfAvhichEareRlassified asBnoderate-incomeEeographies.BTheemainingf TR
isttonsideredaPmiddle-incomelgeography.& ResultsEoffburfanalysistbffresidentialrealfestateflendingl
indicatelthatfloankdistributionsBamongELMIEgeographiesEwerelhotlalwayskreasonablefbrironsistentl
with area demographics for the AAs, but understandable given the bank’s performance context.EOurl
analysistbfftommercial@endingRactivityfindicatedithatthetbank@emonstratesiExcellenttperformancel
underZhisktriterion.B ForevaluationRunderithisiriterion,Bmalltbusinesseskareltlefinedaskbusinessesk?
with less than $1 million in annual revenue.?

WelhssessedZFFLNB’sFberformancelbylutilizingHMDARInformationirelatediresidentialtmortgagelloansk
originatediripurchasedibetween2008RandF2011,BampleskbfPbank@oansofbusinesses,22000Censusk
data,ZandEDunkandiBradstreetfata.Bl ThelfollowingftablesBsummarizellendingfispersionPamongithel!
various levels of income or revenue for individuals or businesses respectively, for the bank's AA.B

Home Loans

FLNB’sPgeographictdistributionfofthomelloanskinEthisBAALRreflectsPankoverallZsatisfactoryRdispersionl
throughoutCTsEofdifferentfincomellevels.Bl TherePwerelnollow- orRupper-incomeltracts.@ Withinl
moderate-incomeltracts,ZB7%EbfRunitsFarelronsideredowner-occupiedthousing.l FLNB’sEhumberkofl
homel purchaselloansB toRindividualsinB moderate-incomelR tracts@is? 59%,E which@isk below thel
demographicomparative@nformation.BHowever,&efinancedoans@olndividuals@n@noderate-incomel
tractsEisPb5%.2 DispersionBisEconsideredireasonablefbverallEinEtheseRCTs.B Thelfbank’sBpercentagelbf
lending in middle-income tracts® in home purchase and home improvement loans® is more than thel

7
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demographic@omparative@nformationBand@s,Rherefore,EonsideredExcellent.BLendingHorAefinancel
loansBlinBimiddle-incomelICTsRisElconsiderediexcellentaskwell,Bsupportingflalireasonablelllevel off2
dispersion.

Table@4zbelowrgivestfurtherdetailZofEthefbank’sEperformancelasBcomparedtolthelpercentagelofl
owner-occupied housing units in each CT income level.B

Residential Real Estate Loans

Table 4
GEOGRAPHIC DISTRIBUTION OF RESIDENTIAL REAL ESTATE LOANS IN CALDWELL COUNTY ASSESSMENT AREA

Census@ract@ncomeevel? Low® Moderatel Middled Upper@

0, 0, 0, 0,

Dy | | s | Ry ||
Loaniypeld - Number®fa - | Number®fil ~ | Number®ff ~ | Number@ftl

Occupied® Loans® Occupied?® Loans® Occupied® Loans® Occupied® Loans®

Housingf ] Housingf ] Housingf ] Housingf ]
Home®urchasel 0.00% 0.00m 87.250 58.976 12.750 41.038 0.00m 0.00@
Homelmprovementl 0.00@ 0.00@ 87.250 0.00 12.75R 100.00E 0.00E 0.00&
Refinancel 0.00@ 0.00@ 87.250 65.380 12.75R 34.620 0.00E 0.00&

Source: Data reported under HMDA; US Census data

Business Loans

GeographicfistributionBbfEbusinessfloanskinthePCaldwellZountyFAARreflectsBankbverallEatisfactoryl
dispersionthroughoutftheTskofEifferentfincomellevels.B ThereRarekholflow-incomelbrhigh-incomel
CTs@AnRhisEAA.BInEBmoderate-incomelLTs,Ehefank@emonstrates@atisfactory@lispersion@fidending@ ol
businessesbasedonkourfsample,faskthell70%Eoffbankklendingfinalimoderate-incomelCTEcomparel
favorably®ohe@B6%mfbusinessesdocateddnEnoderate-incomelTsAnRheEAARTableRta).RInEniddle-
incomelICTs,Zthelbank@demonstratesklexcellentBdispersionFofElendingkitolbusinesseskbasedEionourt
sample,FasttheB0%EofZbankklendinglinkakimiddle-incomelCTEexceedstthelll4%EofFAARbusinessesEinG]
middle-income CTs.[

Table 4A
GEOGRAPHIC DISTRIBUTION OF LOANS TO BUSINESSES IN CALDWELL COUNTY ASSESSMENT AREA
Census@ract@ncomelleveld LowE Moderateld Middle Upperl

%DIAAR | % of il | %DIEAAR % EHE %DAAR %R %DAAR | %R
Businesses® offloansk| Businesses?| offloansk | Businesses?| offloansk | Businessesll ofloanskl
Businesses (063 (063 860 70E 1407 30E oa oR
Source: Loan sample; Dunn and Bradstreet data.

Loanfypel

Responses to Complaints

NolRtomplaintsirelatingftolfthefbanksECRARperformancelhastbeenlreceivedkbylFirsttLockhartPNationall
Bank or the Office of the Comptroller of the Currency’s Customer Assistance Group.
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FAIR LENDING OR OTHER ILLEGAL CREDIT PRACTICES REVIEW

Welfoundiholevidencelbiscriminatory@riEbtherdllegalEreditBpractices@nconsistentBviththelpingol
meet community credit needs.



