
 

 

 

 

March 1, 2013 

To the Shareholders: 

Your HomeTown Bank Board of Directors is pleased to announce a $1.25 per share cash dividend.  Strong deposit 
growth and record earnings highlight a very productive 2012.   

Deposit growth for 2012 was $19.4 million, which brings our five year deposit growth total to $189 million.  Our 2008 pre-
hurricane five year plan projected 2012 deposits at $338 million.  The current total of $404 million exceeds the prior 
forecast by 20% and is an 88% overall increase, indicating our strength in the markets we serve.   

Over that same five year period our loan officers have originated over $300 million in new loans, which is a testament to 
our bank’s involvement in the recovery of Galveston and surrounding cities.   Net after-tax earnings of $5.70 million were 
ahead of last year’s total of $5.06 million by 12.78%.  Total capital grew by 12.55% to $43.61 million after a record cash 
dividend of $3.00 per share.  The bank investment portfolio now exceeds $167.9 million and continues to play a major role 
in our earning assets.  However, the yield on new purchases continues to decline, creating a squeeze in net interest 
margin.   My wish list for 2013 includes solid loan growth and minimum amount of purchases for the investment portfolio. 

Another major player on our income statement is non-interest income.  This source of revenue has declined in recent 
years, but several new products are being evaluated to boost this important line item.  Non-interest expense will increase 
this year with the addition of our new Pearland location.  With the recent staff additions, we are now at 100 employees. 

The year 2012 will be remembered as a year of transition at HomeTown Bank.  New account specialist Martha Morris 
retired early in the year, as did seasoned lobby teller Martha Wilson.  Both ladies were customer favorites. Vice President 
and Board Secretary Lulu Plair retired in December after forty-two years of service, and forty-five year Sr. Vice President 
Linda Jones decided it was time to change her status from part-time to fully retired.  Executive Vice President and chief 
lender Gary Gilliland has changed his status to part-time as of January 2013.  Our new staff members have huge shoes to 
fill, and I have challenged them to match both the high ethical standards and tenure of their predecessors.  

Last fall, with the blessing of our Board of Directors, I made the decision to run for an elected director position on the 
Federal Reserve Board of Dallas.  My purpose in running was to learn more about the Federal Reserve System and be 
continually updated on the economy as our country recovers from a severe recession.  I am one of three bankers on the 
board and I represent over 120 small community banks which elected me.  The Dallas Fed region covers all of Texas, 
southern New Mexico and northern Louisiana.  I have attended my first meeting and have no doubt that my three year 
term will help me more prudently manage our bank during these historic times.     

We opened our seventh location in December of 2012 in Pearland.  Our new staff is filled with seasoned Pearland 
bankers who know the local market.  All of our locations made progress this year by adding customers and improving over 
the previous year’s performance.  I am very proud of our bankers who play key roles and work countless hours to improve 
the community in which they live.  This year we have two Chamber of Commerce presidents, a Rotary club president, and 
one of our bankers recently won a city-wide leadership award.  The above-mentioned leadership roles are what 
community bankers do all across this country, and that is what separates us from our big-bank counterparts.   

As our nation takes baby steps toward an economic recovery, the housing market is showing signs of life.  A strong 
housing market is vital to our economy and our economic recovery, but unfortunately the new rules and regulations in the 
mortgage market have made it much more difficult to get a traditional home loan.  HomeTown Bank does not sell loans to 
the government sponsored agencies and, therefore does not participate in this traditional market.  However, our five year 
fixed rate mortgage product is growing due to the hands-on assistance of our loan officers and the servicing provided by 
our strong in-house support team.   

Plans for 2013 include strong deposit and loan growth and a slight increase in net income after tax.  Major areas of 
concern include the never-ending flow of new regulations from Dodd-Frank and the Consumer Financial Protection 
Bureau, and declining net interest margins.  The key to reaching our goal is always remembering that our mission is to 
play a major role in building the communities we so proudly serve. 

Thank you for your investment in HomeTown Bank. 
 
Sincerely, 

Jimmy Rasmussen 
President & CEO 



 2012 Appendix A 
 
 
 

 Statement of Condition 
 
 

2012 2011
Assets
Cash and balances due from depository institutions:

Noninterest-bearing balances, currency and coin 9,445,495$         10,851,539$      
Interest-bearing balances 776,874 12,665,809

Total cash and cash equivalents 10,222,369         23,517,348        
Federal funds sold 2,500,000 12,000,000        
Securities available for sale 167,704,487 134,583,870
Securities held to maturity 262,550 260,800
Loans, total 255,221,288 243,285,910
Less: Reserve for possible loan losses (4,011,299)          (3,847,798)         
Loans, net 251,209,989       239,438,112      
Bank Premises, equipment, furniture, fixtures and autos (net of depreciation) 12,083,515 9,949,818
Letters of Credit 174,957 173,915
Other Assets 9,076,283 7,283,505

TOTAL ASSETS 453,234,150$     427,207,368$    

Liabilities
Demand deposits 212,900,925 197,550,671
Savings deposits 49,436,438 44,220,570
Time deposits 141,630,116 142,757,994
Federal funds purchased -                          -                         
Letters of Credit 174,957 173,915
Other Liabilities 5,481,532 3,757,251

TOTAL LIABILITIES 409,623,968$     388,460,401$    

Equity Capital Accounts
Common Stock 12/31/12 12/31/11

Number Shares 
authorized 382,657            382,657            

Number Shares 
outstanding 382,657            382,657            

Common Stock (Par Value)  $1.00 382,657$            382,657$           
Surplus 415,455 415,455
Undivided Profits 42,812,070 37,948,855

TOTAL EQUITY CAPITAL 43,610,182$       38,746,967$      

TOTAL LIABILITIES AND EQUITY CAPITAL 453,234,150$     427,207,368$    

December 31,

 
 
 
 
 
 



 2012 Appendix B 
 
 
 

 Statement of Income 
 
 

2012 2011 2010
Operating Income
Interest and fees on loans 15,571,087$     15,178,396$     14,619,441$     
Income on Federal funds sold and securities

purchased under agreements to resell 8,241 10,775 7,093
Interest on Mortgage-backed securities 2,517,912 2,301,331 2,482,912
Interest on obligations of other U.S. Government

Agencies and Corporations 0 15,788 154,163
Interest on obligations of States and political subdivisions 1,816,504 1,653,610 1,454,245
Dividends on stock 7,629 10,766 3,409
Interest on other investments 36 84 44
Service charges on deposit accounts 224,341 228,056 233,721
Other charges, collection and exchange charges,

commissions and fees 670,147 727,886 836,921
Other operating income 841,178 694,607 567,420

TOTAL OPERATING INCOME 21,657,075$     20,821,299$     20,359,369$     

Operating Expenses
Salaries, wages and other employee benefits 5,390,211$       5,043,168$       4,650,057$       
Interest on Time Certificates of Deposit of $100,000 or more 1,165,325 1,197,017 1,513,491
Interest on other deposits 1,317,461 1,433,903 1,766,170
Occupancy expense of bank premises 686,580 652,403 586,233
Furniture and equipment expense (including depreciation

of $489,342; $472,136; $423,667) 705,928 657,382 563,588
Provision for possible loan losses 304,175 664,050 1,082,225
Other expenses 4,433,221 4,273,458 3,880,440

TOTAL OPERATING EXPENSES 14,002,901$     13,921,381$     14,042,204$     

Income before income taxes 7,654,174         6,899,918         6,317,165         
Income taxes

Current 2,074,698 1,577,902 1,832,819
Deferred (benefit) expense (126,443)           261,657            (95,279)             

Income taxes (net) 1,948,255         1,839,559         1,737,540         

Net Income 5,705,919$      5,060,359$       4,579,625$      

Earnings per common share
Net Income 14.91$             13.22$              11.97$             

December 31,
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 Statement of Changes in 
 Stockholders' Equity 
 
 
 

Accumulated
Additional Other Total

Common Paid-in Retained Comprehensive Stockholders'
Stock Capital Earnings Income Equity

Balances - December 31, 2010 382,657$      415,455$      30,631,105$     1,392,564$               32,821,781$      

Comprehensive Income:
Net Income   5,060,359          5,060,359          
Other comprehensive income, net of tax:
Change in unrealized gain (loss) on
securities available-for-sale, net of deferred
income tax expense of $1,007,328    1,955,401                 1,955,401          

TOTAL COMPREHENSIVE INCOME 7,015,760          

Cash dividends ($2.85 per share) -                   -                   (1,090,572)       -                                (1,090,572)         

Balances - December 31, 2011 382,657        415,455        34,600,892       3,347,965                 38,746,969        

Comprehensive Income:
Net Income   5,705,919          5,705,919          
Other comprehensive income, net of tax:
Change in unrealized gain (loss) on
securities available-for-sale, net of deferred
income tax expense of $157,257    305,264                    305,264             

TOTAL COMPREHENSIVE INCOME 6,011,183          
   
Cash dividends ($3.00 per share) -                   -                   (1,147,970)       -                                (1,147,970)         

Balances - December 31, 2012 382,657$      415,455$      39,158,841$     3,653,229$               43,610,182$      

 
 



 2012 Appendix D 
 
 
 

Statement of Cash Flows 
Years Ended December 31, 2012, 2011, and 2010 

Increase (Decrease) in Cash and Cash Equivalents 
 
 
 

2012 2011 2010
Cash flows from operating activities:

Net income 5,705,919$     5,060,359$      4,579,625$     

Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation 715,440          690,884           599,295          
Provisions for possible loan losses 304,175          664,050           1,082,225       
Provisions for ORE write-down 133,633          84,642             161,546          
(Gain) loss on sale of investments (186,720)         (153,390)          (352,648)         
Change in deferred tax assets and liabilities (459,294)         689,559           16,279             
Accretion of discounts (15,649)           (6,018)              310,508          
Amortization of investment premium 368,302          280,159           (253,022)         
Stock dividends - Federal Home Loan Bank (1,750)             (800)                 (1,000)             
(Gain ) loss on sale of foreclosed assets 95,381             (12,186)            65,998             
(Increase) decrease in other assets (1,151,914)      273,089           524,864          
(Increase) decrease in accrued interest receivable (161,581)         (127,201)          (66,328)           
Increase (decrease) in accrued interest payable

and other liabilities 1,930,769     (269,886)         102,428         
Total adjustments 1,570,792     2,112,902      2,190,145      

Net cash provided (used) by operating activities 7,276,711$    7,173,261$     6,769,770$    

Cash flows from investing activities:
Purchases of securities - available for sale (76,243,224)    (50,816,081)     (32,396,788)    
Proceeds from sales, maturities, or calls and principal

payments - available for sale 43,419,235     25,024,815      36,060,398     
Proceeds from sales & maturities - 

securities held to maturity -                      -                       -                      
Net (increase) decrease in loans to customers (14,372,023)    (12,951,997)     (18,723,799)    
Recoveries on loans 50,686             60,949             7,724               
Federal funds sold 9,500,000       (5,900,000)       (6,100,000)      
Additions to premises and equipment (2,849,138)      (847,779)          (3,260,215)      
Proceeds from sales of foreclosed assets 1,632,500       539,614           1,081,804       

Net cash (used) by investing activities (38,861,964)$ (44,890,479)$ (23,330,876)$  

December 31,
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Statement of Cash Flows 
Years Ended December 31, 2012, 2011, and 2010 

Increase (Decrease) in Cash and Cash Equivalents 
(Continued) 

 
 
 

2012 2011 2010
Cash flows from financing activities:

Net increase (decrease) in demand and
savings account deposits 20,566,122     48,625,868      23,766,883     

Net increase (decrease) in time deposit accounts (1,127,878)      4,666,818        2,088,354       
Federal funds purchased -                      -                       (5,850,000)      
Cash dividends paid on common stock (1,147,970)      (1,090,573)       (1,090,573)      

Net cash provided (used) by financing activities 18,290,274$  52,202,113$   18,914,664$   

Net increase (decrease) in cash and cash equivalents (13,294,979)  14,484,895    2,353,558       
Cash and cash equivalents beginning of year 23,517,348   9,032,453      6,678,895       

Cash and cash equivalents end of year 10,222,369$  23,517,348$   9,032,453$     

December 31,
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 Reconciliation of Reserve for 
 Possible Loan Losses 
 
 

2012 2011 2010

Balance at beginning of year 3,847,798$       3,489,982$       2,747,600$       
Recoveries credited to reserve 50,686              60,949              7,724                
Provision for possible loan losses 304,175            664,050            1,082,225         

TOTAL 4,202,659$       4,214,981$       3,837,549$       
Losses charged to Reserve (191,361)           (367,183)           (347,567)           

Balance at the end of year 4,011,298$       3,847,798$       3,489,982$       

December 31,
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 Notes to Financial Statements 
 Valuation of Securities 
 
 

Book Market Book Market
Value Value Value Value

Mortgage-Backed Securities 108,420,386$    110,596,524$    83,728,044$      85,604,815$      
Obligations of other U.S. Government
Obligations of State and Political Subdivisions 53,748,905 57,107,963        45,783,270 48,979,055        
Other Investments (Restricted)

Federal Home Loan Bank Stock 238,600 238,600             237,800 237,800             
Federal Reserve Bank Stock 23,950 23,950               23,000 23,000               

TOTAL 162,431,841$    167,967,037$    129,772,114$    134,844,670$    

Deposits and Profit 2012 and 2011

TOTAL DEPOSITS 403,967,479$    384,529,235$    

TOTAL PROFIT 5,705,919$        5,060,359$        

Some account balances for December 2011 have been restated for comparability to 2012 presentation.

DECEMBER 31, 2012 DECEMBER 31, 2011

 



 2012 Appendix G 
 
 
 

Selected Financial Data 
Summary of Operations 

 
The Bank's operations for the past five fiscal years are summarized as follows: 

 
 
 

2012 2011 2010 2009 2008

Net Interest Income 17,438,625 16,539,831 15,441,647$   13,331,678$   10,620,918$   
Other Operating Income 1,753,727 1,739,870 1,650,536 1,560,737 1,501,725
Total Operating Income - Net 19,192,352$   18,279,701$   17,092,183$   14,892,415$   12,122,643$   
Provisions for possible    

loan losses 304,175 664,050 1,082,225 751,459 913,343
Operating Expenses-excluding interest 11,420,723 10,869,128 10,045,441 9,237,397 7,812,908
Income before income taxes and

securities gains (losses) 7,467,454       6,746,523       5,964,517       4,903,559       3,396,392       
Applicable income taxes 1,948,255 1,839,559 1,737,540 1,334,296 987,478
Income before securities gains (losses) 5,519,199       4,906,964       4,226,977       3,569,263       2,408,914       
Net Securities gains (losses) 186,720 153,395 352,648 16,579 47,529
Net Income 5,705,919$     5,060,359$     4,579,625$     3,585,842$     2,456,443$     
Net Income per share 14.91$            13.22$            11.97$            9.37$              6.42$              
Dividends per share $ 3.00 cash $ 2.85 cash $ 2.85 cash $ 2.75 cash $ 2.60 cash

dividend dividend dividend dividend dividend

DECEMBER 31

 



MANAGEMENT SUMMARY 
 
HomeTown Bank, National Association, engages in the business of general banking in the cities of Galveston, 

Friendswood, League City, Alvin and Pearland, Texas.  The bank's business is oriented toward serving the financial 

needs of its customers, both business and personal.   

 

The headquarters for HomeTown Bank remains in Galveston.  There are ten banks and several credit unions with 

offices on Galveston Island.  Only three of the banks are locally owned.  The competitive conditions in Galveston are 

not unusual for a city with a population of approximately 47,000.  Please note the population before Hurricane Ike 

was estimated at 60,000 residents.   

 

The League City, Alvin, Pearland, and two Friendswood locations compete for business in northern Galveston, 

southern Harris, and eastern Brazoria County where both large and small banks create intense competition.  

HomeTown Bank has attracted a large number of residential and commercial real estate loans and retail installment 

loans for the purchase of automobiles and other consumer items.  For the fiscal year ending December 31, 2012, 

HomeTown Bank had approximately $14.298 million in outstanding loan commitments compared to $15.514 million 

as of December 31, 2011.  All of the loan commitments outstanding as of December 31, 2012, are expected to be 

exercised during the year 2013. 

 

No material portion of the bank's deposits has been obtained from a single person or from a few persons.  

Approximately 88 percent of the bank’s loans are secured by real estate.  The loans are spread across our market 

area and strict underwriting standards have produced losses well below peer levels.  A large percentage of the 

commercial real estate portfolio is made up of loans to owner-occupied businesses.  The bank's business is not 

seasonal to any significant extent.  HomeTown Bank has no foreign source for deposits or loans, as all of the bank's 

business is local in nature.   

 

To the best of our officer’s knowledge, local compliance with federal, state, and local provisions which have been 

enacted or adopted regulating the discharge of materials into the environment or otherwise relating to the protection 

of the environment, have not had a material effect upon the capital expenditures, earnings or competitive position of 

the bank.  The bank employs approximately 100 full time equivalent persons.  The bank is engaged in commercial 

and consumer activities.  The bank does not participate in any international, trust or municipal trading services. 

 

Pursuant to a resolution adopted by the bank’s Board of Directors effective January 1, 2006, the bank has 

established a Stock Appreciation Rights Plan.  The plan’s purpose is to advance the interest of the bank by 

motivating key employees to remain in the employ of the bank.  The Plan ties a portion of total executive 

compensation to the maintenance and growth of the value of the bank.  The Stock Appreciation Rights Plan has 

accrued $249,900 in benefits as of December 31, 2012.  The 2012 expense was $60,000. 

 



The bank's common stock is not registered on any stock exchange.  There is no market maker.  Market quotations 

are not available.  As of December 31, 2012, there were outstanding 382,657.18 shares of the common stock of 

HomeTown Bank, National Association.  There were 558 holders of common stock at that date. 

 

Whitley Penn, LLP serves as the bank’s outside auditor.  The bank’s Internal Audit Committee is composed of three 

outside directors. In addition, the bank employs a full-time internal auditor. HomeTown Bank, N.A., is a national bank 

and is examined by the Office of the Comptroller of the Currency.  The bank is also a member of the Federal Deposit 

Insurance Corporation, the Federal Reserve System, and files reports quarterly with the Office of Comptroller of the 

Currency. 

 

Deposits grew 5.05 percent after a 16.0 percent growth in 2011, placing the past five year post Hurricane Ike growth 

at $189.35 million or 88.22%.  Deposits for 2013 are projected to increase 5.06 percent.  The projected deposit 

increase will place no burden on capital requirements.  Tier 1 Risk Based Capital at year-end 2012 was 15.44 percent 

compared to 14.50 percent in 2011 and 13.93 percent in 2010.  The 2012 year-end Tier 1 Leverage Ratio was 8.84 

percent compared to 8.61 percent at the end of 2011 and 8.60 percent in 2010.  All capital ratios are substantially 

above regulatory minimums.  A cash dividend of $3.00 per share totaling $1,147,971 was paid in 2012.  The dividend 

for 2011 was $2.85 per share which was the same as 2010 for a total of $1,052,307.25 each year.    

 

As of 12/31/12, The Baker Group-Oklahoma City; Wells Fargo-Houston; Sanders, Morris, Harris-Houston; and The 

Independent Bankers Bank-Dallas, are approved vendors for the bank’s investment portfolio.  The bank’s investment 

portfolio represents 37.05 percent of total assets as of 12/31/12, compared to 34.37 percent at the end of 2011.   

 

The bank follows the guidance in Accounting Standards Codification 320 Investments – Debt and Equity Securities.   

Securities that management has the ability and intent to hold to maturity are classified as "Held to Maturity" and 

carried at cost.  Remaining securities are classified as "Available for Sale" and are carried at fair value.  Unrealized 

gains and losses on "Available for Sale" securities are recognized as direct increases or decreases in stockholder's 

equity.  As of December 31, 2012, the "Available for Sale" portion of the portfolio showed an unrealized gain in fair 

value of $5,535,196 and an after-tax adjustment to capital of $3,653,229.  This compares to an unrealized gain in fair 

value of $5,072,557 and an after-tax adjustment to capital of $3,347,965 in 2011.     

   

Net interest margins declined slightly in 2012 as they did in 2011.  Net income after federal income tax for 2012 was 

$5,705,914 compared to $5,060,359 in 2011 and $4,579,625 in 2010.  Net earnings were higher in 2012 due to an 

increase in interest and fees on loans and a decrease in interest paid on deposits.  New gross loan volume totaled 

$63.7 million in 2012 compared to $61 million in 2011.  Income on investment securities was down slightly due to 

falling interest rates but contributed $4.33 million to 2012 pre-tax earnings.  

 

 



FDIC deposit insurance expense continued to decline in 2012 after the new formula based on capital rather than 

deposits took effect in September, 2011 as part of the Dodd-Frank regulatory reform bill.  The new formula levels the 

playing field with the larger banks paying a more equitable portion of the overall FDIC premium.  The 2012 expense 

was $243,630 compared to $392,508 in 2011 and $442,121 in 2010.  The 2013 FDIC premium expense is expected 

to be similar to 2012.  

 

The loan loss reserve at year-end 2012 totaled $4,011,299 compared to $3,847,798 in 2011, an increase of 4.24 

percent.  As of 12/31/12, the reserve for loan loss was 1.57 percent of total loans compared to 1.58 percent for 

12/31/11.  The reserve is considered adequate by management and was approved by the Board of Directors.  The 

current budget will keep the loan loss reserve to total loan ratio greater than or equal to 1.50 percent throughout 

2013.  As of 12/31/12 non-accrual loans totaled $642,607 compared to $1,735,356 in 2011.  Non-accrual loans as a 

percentage of total loans on 12/31/12 was 0.25 percent compared to 0.71 percent on 12/31/11.  Management 

believes the amount of non-accrual loans is at a very manageable level.   

 

The 2013 budget projects an increase of 3.13 percent in income after tax.  The projections are based on historical 

data, fourth quarter 2012 actual results, and the forecast of stable interest rates for 2013.  Declining net interest 

margins and the opening of the new Pearland location play a major role in the 2013 projection.    

 

Deterioration in economic conditions could have a material adverse impact on the quality of the bank’s loan portfolio 

and the demand for its products and services. These forward-looking statements relate to, among other things, 

expectations of the business environment in which HomeTown Bank, N.A. operates, projections of future 

performance, perceived opportunities in the market and statements regarding the bank’s mission and vision.  The 

bank’s actual results, performance, or achievements may differ significantly from the results, performance, or 

achievements expressed or implied in such forward-looking statements.   

 

The Federal Asset Relief Program (TARP) passed by Congress in 2008 offered banks the opportunity to increase 

their capital by allowing the U.S. Treasury to purchase preferred stock in individual banks.  HomeTown Bank declined 

the funds.  HomeTown Bank did agree to participate in the Transaction Account Guarantee Program that insures all 

transaction accounts as defined by regulation to any amount above the new $250,000 FDIC insurance limit.  The 

Transaction Guarantee Program was originally set to expire on 12/31/09, but was continually extended until its 

expiration on 12/31/12.  Hometown Bank continued to participate in this program until it expired. 
 

Based on our recent success in new markets, a new location in Pearland, Texas, was opened in December, 2012.  

The new branch on Pearland Parkway is our seventh HomeTown Bank location.  As we have continued to expand, 

quality customer service has always been and will be our top priority.   

       Jimmy Rasmussen 

       President and CEO 


