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The aggregate market value of the shares of common stock, par value $1.25 per share (�Common Stock�), of the registrant held by non-affiliates of
the registrant at June 30, 2003 was approximately $123,273,000, based on a closing bid price of $23.48 per share on that date.

The number of shares of Common Stock outstanding at March 1, 2004 was 6,153,599 shares.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant�s Proxy Statement, which will be filed within 120 days after December 31, 2003, pursuant to the Securities Exchange
Act of 1934 in connection with the registrant�s 2004 Annual Meeting of Shareholders are incorporated by reference into Part III of this Annual
Report on Form 10-K.
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PART I

ITEM 1.     BUSINESS.

GENERAL

Summit Bancshares, Inc. (the �Corporation�) was incorporated under the laws of the state of Texas in 1979.  The Corporation is a bank holding
company registered under the Bank Holding Company Act of 1956, as amended (the �BHC Act�), and became a financial holding company under
the Gramm-Leach-Bliley Act (the �GLB Act�) in February 2002.  The Corporation maintains its principal executive offices at 3880 Hulen Street,
Suite 300, Fort Worth, Texas 76107.  At December 31, 2003, the Corporation had consolidated total assets of $795.5 million, consolidated total
loans of $553.8 million, consolidated total deposits of $641.4 million and consolidated total shareholders� equity of $68.7 million.

The Corporation�s principal activity is the ownership and management of its direct and indirect wholly-owned subsidiaries, Summit Delaware
Financial Corporation, Summit Bank, National Association (the �Bank�) and SIA Insurance Agency, Inc. (�SIA�).  The Corporation provides advice
and services to the Bank and coordinates its activities in the areas of financial accounting controls and reports, internal audit programs,
regulatory compliance, financial planning and employee benefit programs, although the Bank operates under the day-to-day management of its
own officers and directors.

PRODUCTS AND SERVICES

The products and services offered by the Corporation through its subsidiaries are generally those offered by commercial banks of comparable
size, including:

� Commercial Banking Services.  The Bank provides general commercial banking services for corporate and other business clients
principally located in Tarrant County, Texas.  Loans are made for a wide variety of purposes, including interim construction and
mortgage financing on real estate and financing of equipment and inventories.

� Consumer Banking Services.  The Bank provides a full range of consumer banking services, including interest and
noninterest-bearing checking accounts, various savings programs, installment and real estate loans, money transfers, on-site ATM
facilities and safe deposit facilities.

� Securities Services.  The Corporation offers full-service brokerage services through an agreement with Raymond James Financial
Services, Inc., including securities brokerage services relating to tax-free municipals, government securities, stocks, mutual funds
and annuities, and asset management and financial planning services.  Raymond James Financial Services, Inc. is a registered
broker-dealer and member of the National Association of Securities Dealers, Inc.

� Insurance Products and Services.  SIA is a full-service insurance agency that provides commercial property and casualty
insurance as well as life, health and disability insurance and benefits planning to the Corporation�s existing and prospective
commercial customers.  These services are offered through an alignment the Corporation has established with local agencies Wm.
Rigg Insurance Co. for property and casualty insurance and CSG/Hull Benefits, Inc. for life and benefits insurance.

AVAILABLE INFORMATION

The Corporation�s website is www.summitbank.net.  The Corporation makes copies of its annual reports on Form 10-K, quarterly reports on
Form 10-Q and current reports on Form 8-K, and any amendments to those reports, publicly available free of charge through its website as soon
as reasonably practicable after it electronically files or furnishes such materials with the Securities and Exchange Commission (the �SEC�).   The
Corporation also makes information relating to its corporate governance policies and practices publicly available free of charge through its
website.  Copies of the foregoing materials may also be obtained by written request to the Corporation at 3880 Hulen Street, Suite 300, Fort
Worth, Texas 76107, Attention: Corporate Secretary.

COMPETITION

The Corporation and its subsidiaries encounter intense competition for their products and services from bank holding companies and other
financial institutions located in Tarrant County, Texas, including banks, savings and loan associations, credit unions, factors, insurance
companies and commercial and captive finance companies, many of which are larger than the Corporation and its subsidiaries in terms of
capital, resources and personnel. 

EMPLOYEES
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As of December 31, 2003, the Corporation and the Bank collectively had a total of 216 full-time employees and 18 part-time employees.
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REGULATION AND SUPERVISION

The Corporation and its subsidiaries are subject to federal and state laws applicable to financial institutions and businesses generally. This
regulatory framework is intended primarily for the protection of depositors, federal deposit insurance funds and the banking system as a whole,
and not for the protection of shareholders and creditors of the Corporation.  The following summary of statutory and regulatory provisions is not
intended to be a complete description of all of the statutes and regulations to which the Corporation and its subsidiaries are subject and is
qualified in its entirety by reference to the applicable statutes and regulations.  Any change in applicable statutes, regulations or policies of
regulatory authorities could have a material effect on the business, results of operations and financial condition of the Corporation and its
subsidiaries.

The Corporation

General.  As a bank holding company and a financial holding company, the Corporation is subject to regulation under the BHC Act, the GLB
Act and to inspection, supervision and examination by the Board of Governors of the Federal Reserve System (the �FRB�).   Under the BHC Act,
the GLB Act and other federal laws, regulations and policies, the Corporation is subject to restrictions on the types of activities in which it may
engage and is subject to regulatory enforcement actions for any violations of such laws, regulations and policies.

Scope of Permissible Activities.  The BHC Act generally prohibits the Corporation from directly or indirectly engaging in, or from directly or
indirectly acquiring 5.0% or more of any class of voting securities of any company engaged in any activities other than banking, managing or
controlling banks or other activities determined by the FRB to be so closely related to banking as to be a proper incident thereto.  Some activities
that the FRB has determined to be closely related to banking include making or servicing loans, performing certain data processing services,
acting as an investment or financial adviser and providing certain securities brokerage services.

The GLB Act amended the BHC Act in November 1999 to permit the creation of a �financial holding company,� a new type of bank holding
company with powers exceeding those of a traditional bank holding company.  As a financial holding company under the GLB Act, the
Corporation may provide a wide variety of financial services previously reserved for insurance companies and securities firms, including
services such as lending, investing for others, safeguarding money or securities, underwriting insurance, issuing annuities, acting as an insurance
principal, agent or broker and providing financial or investment advice.

Under the GLB Act, the Corporation may also engage in, and acquire and retain shares of any company engaged in any activity that the FRB
determines to be financial in nature or incidental thereto or complementary to a financial activity, provided that such activity does not pose a
substantial risk to the safety or soundness of depository institutions or the financial system generally.  The GLB Act also generally permits the
Corporation to invest in non-financial companies as a part of a bona fide underwriting or merchant or investment banking activities if it holds an
investment only for a period of time to enable its sale or disposition on a reasonable basis consistent with the financial viability of the foregoing
activities.

Source of Strength to the Bank.  Under FRB regulations, the Corporation is expected to serve as a source of financial and managerial strength
to the Bank and, under appropriate circumstances, commit resources to its support.  This support may be required at times when the Corporation
may not be able to provide such support.  If the Corporation fails to meet its obligations to serve as a source of strength to the Bank, the FRB
may find the Corporation to be engaged in an unsafe or unsound banking practice and in violation of FRB regulations.

Restictions on Payment of Dividends.  Under FRB regulations, the FRB has the authority to prohibit bank holding companies from engaging in
activities that the FRB considers unsafe or unsound banking practices.  Under certain circumstances, the FRB may take the position that
payment of dividends by the Corporation would constitute an unsafe or unsound banking practice in light of the financial condition of the
Corporation.  Under FRB policies, a bank holding company should pay cash dividends on its common stock only out of income available over
the past year and should not pay cash dividends if such payment would undermine its ability to serve as a source of strength to its banking
subsidiaries.  The Corporation�s ability to pay cash dividends is further limited by its obligation to maintain adequate levels of capital in
accordance with the FRB�s capital adequacy guidelines.  See �Business - The Corporation - Capital Adequacy Requirements.�

Capital Adequacy Requirements.  The FRB has established guidelines to assess the capital adequacy of bank holding companies.  The
guidelines impose two sets of capital adequacy requirements on bank holding companies: (i) risk-based capital guidelines, which require bank
holding companies to maintain a specified minimum ratio of qualifying total capital to risk-weighted assets, and (ii) leverage ratios, which
require bank holding companies to maintain a specified minimum ratio of capital to total assets.  Failure to comply with these capital adequacy
guidelines could subject the Corporation to a variety of enforcement actions as well as certain limitations on its business, including, but not
limited to, restrictions on the payment of dividends to its shareholders.
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Under the risk-based capital guidelines, the FRB requires bank holding companies to maintain a minimum ratio of qualifying total capital to
risk-weighted assets of at least 8.0% (of which at least 4.0% must be in the form of Tier 1 capital).  A bank holding company�s qualifying total
capital represents the sum of its Tier 1 and Tier 2 capital (with Tier 2 capital being limited to 100% of Tier 1 capital), less investments in certain
unconsolidated subsidiaries.  Tier 1 capital generally includes common shareholders� equity, qualifying preferred stock and minority interests in
consolidated subsidiaries, less goodwill, intangible assets and certain other adjustments.  Tier 2 capital generally includes certain other preferred
stock, qualifying debt instruments and allowances for loan losses.  Risk-weighted assets are calculated by multiplying asset balances by
corresponding risk weights generally based on perceived credit risk.  At December 31, 2003, the Corporation�s ratios of Tier 1 and qualifying
total capital to risk-weighted assets were 11.5% and 12.7%, respectively, both of which exceeded regulatory minimums.
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The FRB guidelines also require bank holding companies with high regulatory ratings to maintain minimum leverage ratios of at least 3.0%,
which are calculated by dividing Tier 1 capital by adjusted average total consolidated assets.  Other bank holding companies with supervisory,
financial or managerial weaknesses, as well as those anticipating or experiencing significant growth, are expected to maintain leverage ratios in
excess of 3.0%.  At December 31, 2003, the Corporation�s ratio of Tier 1 capital to adjusted average total consolidated assets was 8.6%, which
exceeded the regulatory minimum.

Liability for Undercapitalized Subsidiaries.  The Federal Deposit Insurance Corporation Improvements Act of 1991 (�FDICIA�) requires bank
regulators to take �prompt corrective action� against an insured depository institution if that institution does not meet certain capital adequacy
guidelines.  In the event an insured depository institution becomes �undercapitalized� under the FDICIA capital adequacy guidelines, it must
submit a capital restoration plan to its federal regulatory agency.  Before regulatory authorities will approve an undercapitalized institution�s
capital restoration plan, each company that controls the institution must guarantee, up to certain limits, the institution�s compliance with the
capital restoration plan.  Because the Bank is an insured depository institution under FDICIA that is controlled by the Corporation, the
Corporation would be required to guarantee the Bank�s compliance with a capital restoration plan in the event the Bank becomes undercapitalized
under the FDICIA capital adequacy guidelines.  See �Business - the Bank - Capital Adequacy Requirements� for additional information regarding
the FDICIA capital adequacy guidelines. 

Under FDICIA, liability for the fulfillment of any such guarantee could extend up to 5.0% of the undercapitalized institution�s assets at the time it
became undercapitalized or the amount necessary to bring the undercapitalized institution into compliance with the capital adequacy guidelines. 
In addition, a bank holding company controlling an undercapitalized institution may be required to obtain FRB approval prior to paying cash
dividends or engaging in other activities.  Under certain circumstances, the FRB may also require a bank holding company to divest itself of an
undercapitalized institution or other affiliates of the bank holding company.

Liability of Commonly Controlled Institutions.  The Financial Institution Reform, Recovery and Enforcement Act of 1989 (�FIRREA�) contains a
�cross-guarantee� provision under which commonly controlled insured depository institutions can be held liable to the Federal Deposit Insurance
Corporation (the �FDIC�) for any losses incurred, or reasonably expected to be incurred, by the FDIC due to the default of an insured depository
institution, and for any assistance provided by the FDIC to an insured depository institution that is in danger of default.  An FDIC
�cross-guarantee� claim against an insured depository institution for administrative expenses and claims of such institution�s depositors (including
the FDIC, as subrogee of such depositors) has priority over the rights of such institution�s shareholders and other creditors.

Acquisition by Bank Holding Companies.  Under the BHC Act, prior FRB approval is required before a bank holding company merges or
consolidates with, or acquires direct or indirect control of more than 5.0% of the outstanding shares of any class of voting securities or
substantially all of the assets of, any bank or bank holding company.  In approving any of the foregoing transactions, the FRB is required to
consider the financial and managerial resources and future prospects of the banks and bank holding companies concerned, the convenience and
needs of the communities to be served and other various competitive factors.

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the �Interstate Banking Act�) provides that the FRB may approve an
application of an adequately capitalized and managed bank holding company to acquire banks located in other states, regardless of whether the
acquisition would be prohibited by applicable state laws.  Any such approval, however, would be subject to applicable state age laws.  An
out-of-state bank holding company seeking to acquire ownership or control of a bank located in Texas must obtain the prior approval of both the
FRB and the Banking Commissioner of Texas (the �Commissioner�) if the Texas bank has not been in existence for five years.  If the FRB
approves an acquisition that the Commissioner disapproves, the Commissioner may accept the FRB decision or attempt to have the decision
overturned by a federal court.

The Interstate Banking Act also provides that a bank holding company and its affiliates may not acquire a bank located in Texas if, as a result of
the acquisition, the bank holding company and its affiliates would control more than 10.0% of total deposits in insured depository institutions
nationwide or 30.0% or more of total deposits in insured depository institutions in the home state of the bank to be acquired.  However, states
may adopt deposit concentration caps that are more restrictive than those set forth in the Interstate Banking Act, and Texas has adopted a deposit
concentration cap of 20.0% of in-state insured deposits that will apply in connection with acquisitions of banks located in Texas.

Acquisition of Bank Holding Companies.  The Change in Bank Control Act of 1978 (the �CBC Act�) prohibits a person or group of persons from
acquiring �control� of a bank holding company unless the FRB has been given prior notice and has not disapproved the acquisition.  For purposes
of the CBC Act, the acquisition of 25.0% or more of any class of voting securities of a bank holding company constitutes an acquisition of
control.  The FRB presumes that the acquisition of 10.0% or more of any class of voting securities of a bank holding company constitutes
acquisition of control if either the bank holding company has a class of equity securities registered under Section 12 of the Exchange Act of
1934 or if no other person will own or control a greater percentage of that class of securities immediately after the acquisition.  This presumption
can be rebutted by showing that the acquisition will not in fact result in an acquisition of control of the bank holding company under the CBC
Act. 
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Enforcement.  The FRB has broad supervisory enforcement authority over bank holding companies and their nonbanking subsidiaries.  The
FRB may seek various administrative remedies in connection with activities and practices of bank holding companies and their nonbanking
subsidiaries that constitute violations of federal laws and FRB regulations, including issuing cease and desist orders that may, among other
things, require affirmative action to correct improper conditions, restitution, reimbursement, indemnification, guaranty against loss, restrictions
on growth, disposal of certain assets or such other action as the FRB determines to be appropriate.

5

Edgar Filing: SUMMIT BANCSHARES INC /TX/ - Form 10-K

9



FIRREA significantly expanded the FRB�s enforcement powers over bank holding companies and their nonbanking subsidiaries.  Under
FIRREA, the scope of individuals and entities against whom enforcement may be sought and penalties assessed was expanded to include, among
others, directors, officers, employees or controlling shareholders of bank holding companies and their nonbanking subsidiaries.  FIRREA also
increased the amount of civil penalties that the FRB and other regulatory agencies may assess for knowing or recklessly committing certain
activities that cause a substantial loss to a depository institution.

The Bank

General.  The Bank is a national banking association organized under the National Bank Act, as amended (the �National Bank Act�), and is
subject to supervision and examination by the Office of the Comptroller of the Currency (the �OCC�).  The OCC regulates national banks with
respect to, among other matters, capital adequacy, reserves, loan portfolios, investments and management practices, and the OCC may seek
various administrative remedies in connection with activities and practices of national banks that are unsafe or unsound or constitute violations
of law.  The Bank is also subject to regulation and supervision by the FDIC because the Bank�s deposits are insured by the Bank Insurance Fund
(�BIF�) of the FDIC.  The FRB also has supervisory and regulatory authority over the activities and practices of the Bank.

Scope of Permissible Activities.  Under the National Bank Act, a national bank may engage in making, arranging, purchasing or selling loans,
purchasing, holding and conveying real estate under certain conditions, dealing in investment securities under certain circumstances and,
generally, engaging in the business of banking and activities that are incidental thereto.  Activities that are deemed to be incidental to the
business of banking include, among others, borrowing and lending of money, receiving deposits, holding or selling securities or other property
acquired in connection with security on a loan, discounting and negotiating evidences of debt,  issuing letters of credit to or on behalf of its
customers, operating a safe deposit business, providing check guarantee plans, issuing credit cards, operating a loan production office, selling
loans under repurchase agreements and verifying and collecting checks.

Branching.  National banks with a main office or a branch in Texas may establish branches anywhere in Texas with prior OCC approval.  In
acting on a branch application of a national bank, the OCC considers a number of factors, including the bank�s financial history, capital adequacy
and earnings prospects, the character of its management and needs of the community.

The Interstate Banking Act also permits banks to merge across state lines and thereafter have interstate branches by continuing to operate, as a
main office or a branch, any office of any bank acquired in connection with an interstate bank acquisition.  The Interstate Banking Act also
allows a bank to open new branches in a state in which it does not already have banking operations if the laws of that state permit a de novo
branch of an out-of-state bank.  A �de novo branch� is a branch office of a bank that was originally established as a branch rather than as a result of
an acquisition or merger.  Under Texas law, an out-of-state bank may establish a de novo branch in Texas if the laws of the home state of the
out-of-state bank permit a Texas bank to establish a de novo branch in such state.  An out-of-state bank that has established or acquired a branch
in Texas may establish or acquire additional in-state branches to the same extent as a Texas bank.

Restrictions on Transactions with Affiliates.  The Bank is subject to federal statutes which limit transactions between the Bank and its
affiliates.  Section 23A of the Federal Reserve Act places limitations on the Bank�s ability to make loans to, purchases assets from and make
investments in, its affiliates, and it also requires certain levels of collateral for loans made by the Bank to its affiliates.  Transactions between the
Bank and its affiliates are also subject to Section 23B of the Federal Reserve Act which requires, among other things, that certain transactions
between the Bank and its affiliates must be on terms substantially the same, or at least as favorable to the Bank, as those prevailing at the time
for comparable transactions with or involving other nonaffiliated companies.

The Federal Reserve Act and FRB Regulation O also impose restrictions on the ability of the Bank and its affiliates to make loans to their
directors, executive officers, principal shareholders and their related interests.  These restrictions include limits on loans to one borrower and
conditions that must be met before such loans can be made.  There is also an aggregate limitation on all loans to insiders and their related
interests.  In the aggregate, these loans generally may not exceed the institution�s total unimpaired capital and surplus.  Directors, executive
officers, principal shareholders and their related interests are subject to enforcement actions for knowingly accepting loans in violation of these
restrictions.

Interest Rate Limits and Lending Regulations.  The Bank is subject to various state and federal statutes relating to the extension of credit and
the making of loans.  The National Banking Act generally defers to state law for the maximum rate of interest which may be charged by national
banks.  The maximum legal rate of interest that the Bank may charge on a loan under Texas law depends on a variety of factors, including the
type of borrower, the purpose of the loan, the amount of the loan and the date on which the loan is made.  Penalties are provided by law for
charging interest in excess of the maximum lawful rate.

Loans made by banks located in Texas are subject to numerous other federal and state laws and regulations, including the Truth-in-Lending Act,
the Texas Finance Code, the Equal Credit Opportunity Act, the Real Estate Settlement Procedures Act and the Home Mortgage Disclosure Act. 
Failure to comply with these laws could result in certain remedies for borrowers and penalties for lenders.    The scope and requirements of these
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and similar laws and regulations have expanded in recent years and, as a result, claims by borrowers under these laws and regulations may
increase in the future.

Restrictions on Payment of Dividends.  The principal source of the Corporation�s revenues is cash dividends received from the Bank.  The
National Bank Act provides that the Bank may pay dividends out of its current or retained net profits, after deducting reserves for losses and bad
debts, but may not pay dividends out of its paid-in capital.  The National Bank Act further restricts the Bank�s payment of dividends by
prohibiting the Bank from declaring a dividend until its surplus fund equals the amount of its capital stock or, if its surplus fund does not equal
the amount of its capital stock, until one-tenth of the Bank�s net profits for the preceding half year, in the
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case of quarterly or semi-annual dividends, or the preceding two half-year periods, in the case of annual dividends, are transferred to the surplus
fund.  OCC approval is required prior to the payment of a dividend if the total of all dividends declared by the Bank in any calendar year would
exceed the total of its net profits for that year combined with its net profits for the two preceding years.  The Bank�s ability to pay dividends is
further restricted by the FDICIA capital adequacy guidelines.  See �Business - The Bank - Capital Adequacy Requirements.�  In addition, certain
regulatory authorities are authorized to prohibit the Bank from paying dividends if any such payment would constitute an unsafe and unsound
banking practice.

Capital Adequacy Requirements.  FDICIA established a system of supervision of the capital adequacy of insured depository institutions based
upon minimum risk-based capital ratios and leverage ratios which are similar to those established by the FRB for bank holding companies.  The
OCC regulations establish five capital categories ranging from �well capitalized� to �critically undercapitalized.�  A depository institution is
considered �well capitalized� if it has a total risk-based capital ratio of 10.0% or greater, a Tier 1 risk-based capital ratio of 6.0% or greater, a
leverage ratio of 5.0% or greater and is not subject to an order, written agreement, capital directive or prompt corrective action directive to meet
and maintain a specific capital level for any capital measure.  A depository institution is considered �adequately capitalized� if it has a total
risk-based capital ratio of 8.0% or greater, a Tier 1 risk-based capital ratio of 4.0% or greater and a leverage ratio of 4.0% or greater (or a
leverage ratio of 3.0% or greater if the institution was given the highest rating in its most recent report of examination) and the institution does
not meet the definition of a �well capitalized� institution.  A depository institution is considered �undercapitalized� if it has a total risk-based capital
ratio that is less than 8.0%, a Tier 1 risk-based capital ratio that is less than 4.0% or a leverage ratio that is less than 4.0% (or a leverage ratio that
is less than 3.0% if the institution received the highest rating in its most recent report of examination).  An institution is �significantly
undercapitalized� if it has a total risk-based capital ratio that is less than 6.0%, a Tier 1 risk-based capital ratio that is less than 3.0% or a leverage
ratio that is less than 3.0%.   A depository institution is �critically undercapitalized� if it has a ratio of tangible equity to total assets that is equal to
or less than 2.0%.  At December 31, 2003, the Bank qualified as a �well capitalized� institution under the OCC regulations.

Prompt Corrective Measures for Capital Deficiencies.  FDICIA requires federal banking regulators to take �prompt corrective action� with
respect to capital-deficient insured depository institutions with the overall goal of limiting losses to the BIF.  With certain exceptions, a
depository institution is prohibited from making capital distributions or paying management fees to its bank holding company if the payment of
such distributions or fees will cause the institution to become undercapitalized.  Furthermore, an undercapitalized institution must file a capital
restoration plan with the OCC, which must be guaranteed by each company that controls such institution.  See �Business - The Corporation -
Liability for Undercapitalized Subsidiaries.�  Undercapitalized institutions also are subject to restrictions on growth, acquisitions, branching and
engaging in new lines of business unless they have an approved capital restoration plan that otherwise permits such activities.  An institution that
is not well capitalized may not accept brokered deposits without prior regulatory approval and will be subject to limitations on interest rates that
it offers on its deposits.  In addition, the OCC may, among other things, require an undercapitalized institution to issue securities or other
obligations to raise funds to recapitalize the institution or, under certain circumstances, divest one or more of its subsidiaries for such purpose.

The OCC and other Federal banking agencies are authorized by FDICIA to take various enforcement actions against any significantly
undercapitalized institution and action may be taken against an institution that fails to submit an acceptable capital restoration plan or fails to
implement a capital restoration plan approved by the OCC.  Such actions may include, among other things, prohibiting asset growth or requiring
asset reduction, restricting interest rates paid, requiring FRB prior approval of any capital distributions by any bank holding company which
controls the institution, requiring divestiture by the institution of its subsidiaries or by the holding company of the institution itself, requiring an
election of new directors of the institution and requiring the dismissal of its directors and officers.

Critically undercapitalized institutions may be subject to more extensive control and supervision.  A critically undercapitalized institution may
be prohibited from, among other things, entering into any material transaction not in the ordinary course of business, amending its charter or
bylaws or engaging in certain transactions with affiliates.  In addition, critically undercapitalized institutions generally will be prohibited from
making payments of principal or interest on outstanding subordinated debt.  Within 90 days of the date on which an institution becomes
critically undercapitalized, the OCC must appoint a receiver or conservator unless certain findings are made with respect to the prospect for the
institution�s continued viability.

Deposit Insurance Assessments.  Under FDICIA, the FDIC is required to assess premiums on an insured depository institution�s deposits in
order to adequately fund the BIF.  The FDIC has established a risk-based insurance premium assessment system that is used to calculate deposit
insurance assessments made on BIF member banks.  Under the assessment system, each insured depository institution is assigned to one of nine
risk classifications based upon certain capital and supervisory measures and, depending upon its classification, assessed insurance premiums on
its deposits.  Insured depository institutions are required to pay insurance premiums ranging from 0% of insured deposits to 0.27% of insured
deposits.  The Bank currently qualifies for the 0% insurance premium assessment.
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Under the Deposit Insurance Funds Act of 1996 (the �Funds Act�), banks insured under the BIF were required to pay a part of the interest on
bonds issued by the Financing Corporation (�FICO�) in the late 1980s to recapitalize the defunct Federal Savings and Loan Insurance
Corporation.  Before the Funds Act, FICO payments were made only by depository institutions which were members of the Savings Association
Insurance Fund (the �SAIF�).  Prior to January 1, 2000, the Funds Act provided that BIF members were assessed for FICO payments at only
one-fifth the rate of assessment on SAIF members.  However, beginning January 1, 2000, the Funds Act provided that all BIF- and SAIF-
insured institutions must pay FICO assessments at the same rate.  For the first quarter of 2004, FICO rates have been set at .0154% for both BIF
and SAIF members.  The FICO assessment rates for both BIF and SAIF members for 2003 were as follows:

Fourth Quarter .0152%
Third Quarter .0160%
Second Quarter .0162%
First Quarter .0168%

Community Reinvestment Act.  The Community Reinvestment Act of 1977 (�CRA�) and the regulations issued by the OCC  thereunder are
intended to encourage banks to help meet the credit needs of their service area, including low and moderate income neighborhoods, consistent
with the safe and sound operations of the banks.  These regulations also provide for regulatory assessment of a bank�s record in meeting the
needs of its service area when considering applications to establish branches, merger applications and applications to acquire the assets of
another bank.  FIRREA requires federal banking agencies to publicly disclose the rating of a bank�s performance under the CRA.  In the case of a
bank holding company, the CRA performance record of its subsidiary bank is reviewed in connection with the filing of an application to acquire
ownership or control of securities or assets of a bank or to merge with any other bank holding company.  An unsatisfactory record can
substantially delay or block the transaction.  A less than satisfactory CRA rating can limit the extent to which a bank holding company and its
affiliates can take advantage of the expanded range of activities permitted by the GLB Act.

Customer Privacy

Under the GLB Act, federal banking regulators have adopted rules limiting the ability of banks and other financial institutions to disclose
nonpublic information about consumers.  These rules require each financial institution to establish an information security program and a written
plan containing policies and procedures designed to prevent the disclosure of nonpublic information about consumers.  The plan must be
adjusted on a continuing basis for changes in technology, the sensitivity of consumer information and internal and external threats to information
security.  A financial institution�s policy for protecting nonpublic information about consumers must be disclosed to the customer at the time the
customer relationship is established and at least annually thereafter.

Changing Regulatory Structure

Various proposals relating to the regulation of banks and other financial institutions are introduced from time to time by Congress, states and
other regulatory authorities.  If enacted or otherwise adopted, any of such proposals could significantly change the regulation of banks and other
financial institutions in substantial and unexpected ways.  The Corporation cannot predict whether any such proposals will be enacted or
otherwise adopted or, if enacted or adopted, the extent to which such proposals would affect the business, results of operations and financial
condition of the Corporation or the Bank.

Monetary Policy and Economic Controls

The business, results of operations and financial condition of the Corporation and the Bank are affected by the policies of regulatory authorities,
including the monetary policies of the FRB.  An important function of the FRB is to promote orderly economic growth by influencing interest
rates and the supply of money and credit.  Among the methods that have been used by the FRB to achieve this objective are open market
operations in United States government securities, control of borrowings at the �discount window,� changes in the discount rate for member bank
borrowing, changes in reserve requirements against member bank deposits and certain borrowings by banks and their affiliates and the
placement of limitations on interest rates that member banks may pay on time and savings deposits.  FRB monetary policies have materially
affected the business, results of operations and financial condition of banks and other financial institutions in the past and are expected to
continue to do so in the future.  The Corporation cannot predict the nature of any future monetary policies or the effect that such policies may
have on the business, results of operations and financial condition of the Corporation and the Bank.

ITEM 2.     PROPERTIES.

The principal executive offices of the Corporation are located at 3880 Hulen Street, Suite 300, Fort Worth, Texas 76107.  The Corporation and
the Bank lease space at this address from an unrelated third party through a lease that expires in May 2010.  This banking facility opened in May
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2003.

The Camp Bowie office of the Bank is located at 3859 Camp Bowie Boulevard, Fort Worth, Texas.  The Bank owns the building located at this
address.

The Downtown office of the Bank is located at 1300 Summit Avenue, Fort Worth, Texas.  The Bank leases space for its Downtown office from
a third party under a lease agreement expiring in December 2009.  The Bank also owns a detached motor bank facility at 1401 Summit Avenue.

The Alta Mesa office of the Bank is located at 3000 Alta Mesa Boulevard, Fort Worth, Texas.  The Bank owns the building located at this
address.  The Bank uses approximately 20% of the facilities for its operations and leases the remainder of the facilities to others. 
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The Northeast office and a motor bank facility of the Bank are located at 9001 Airport Freeway, North Richland Hills, Texas.  The Bank leases
these facilities from a third party under a lease agreement expiring in April 2008.  The Bank owns a tract of land adjacent to the Northeast office
on which it intends to build a new motor bank facility that would be owned by the Bank.

The Fossil Creek office of the Bank is located at 3851 NE Loop 820, Fort Worth, Texas.  The building located at this address is owned by a joint
venture between the Bank and an unrelated third party.  The Fossil Creek office occupies approximately 28% of the building pursuant to a
long-term lease with the joint venture. 

The Davis office of the Bank is located at 8501 Davis Boulevard, North Richland Hills, Texas.  The Bank owns the building at this address. 
This banking facility opened in January 2003.

ITEM 3.     LEGAL PROCEEDINGS.

Although the Corporation and the Bank are routinely involved in legal proceedings incidental to their businesses, the Corporation believes that
neither it nor the Bank is currently a party to any material legal proceeding.

ITEM 4.     SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

No matters were submitted to a vote of security holders during the fourth quarter of 2003.

9
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PART II

ITEM 5.     MARKET FOR REGISTRANT�S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.

Market Information.  Since May 3, 1993, the Common Stock of the Corporation has traded on the Nasdaq National Market System under the
symbol �SBIT.�  The following table sets forth the high and low bid prices for the Common Stock for the periods indicated:

High Low

2003 Fiscal Year:
First Quarter $ 20.00 $ 18.86
Second Quarter 25.40 18.95
Third Quarter 28.50 23.47
Fourth Quarter 28.95 26.45

2002 Fiscal Year:
First Quarter $ 21.15 $ 18.00
Second Quarter 25.30 20.30
Third Quarter 24.59 20.22
Fourth Quarter 21.21 18.77

On June 30, 2003, the closing price reported for the Common Stock was $23.48.  The foregoing quotations reflect prices quoted by market
makers of the Common Stock, without retail markup, markdown or commissions, and may not necessarily represent actual transactions.

Shareholders.  At the close of business on March 1, 2004, there were 587 shareholders of record of the Common Stock. 

Dividends.  The Corporation has paid regular cash dividends on the Common Stock on a quarterly basis since 1993.  The following table sets
forth the quarterly dividends paid by the Corporation on the Common Stock for the indicated periods:

Dividends Per
Share

2003 Fiscal Year:
First Quarter $ 0.12
Second Quarter 0.12
Third Quarter 0.14
Fourth Quarter 0.14

2002 Fiscal Year:
First Quarter $ 0.12
Second Quarter 0.12
Third Quarter 0.12
Fourth Quarter 0.12

Although the Corporation intends to continue to pay quarterly cash dividends on the Common Stock in the future, there can be no assurance that
the Corporation will pay cash dividends in the future or, if paid, that such cash dividends will be comparable to cash dividends previously paid
by the Corporation.  The Corporation�s future dividend policy is subject to the discretion of the Board of Directors of the Corporation and will
depend upon a number of factors, including the Corporation�s future earnings, financial condition and cash needs, general business conditions
and the amount of dividends paid to the Corporation by the Bank.  See �Business - The Corporation - Restrictions on Payment of Dividends� and
�Business - The Bank - Restrictions on Payment of Dividends� for additional factors that may limit the ability of the Corporation and the Bank to
pay cash dividends.
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ITEM 6.     SELECTED FINANCIAL DATA.

The following table sets forth selected financial data of the Corporation for the past five years (in thousands except ratios and per share data). 
The information set forth below is not necessarily indicative of future results, and should be read in conjunction with �Item 7: Management�s
Discussion and Analysis of Financial Condition and Results of Operations� and the Corporation�s consolidated financial statements and notes
thereto included in Item 8 of this Annual Report on Form 10-K.

Years Ended December 31,

2003 2002 2001 2000 1999

Summary of Earnings:
Interest Income $ 38,527 $ 38,657 $ 44,497 $ 47,609 $ 40,232
Interest Expense 7,437 8,512 15,527 18,870 13,772

Net Interest Income 31,090 30,145 28,970 28,739 26,460
Provision for Loan Losses 880 3,140 1,755 2,606 1,001
Securities Gains (Losses) 230 165 -0- (2) (3)
Non-interest Income 5,798 5,302 4,516 3,780 3,883
Non-interest Expense 21,453 18,309 18,265 16,170 15,224

Earnings Before Income Taxes 14,785 14,163 13,466 13,741 14,115
Income Tax Expense 5,017 4,846 4,664 4,765 4,893

Net Income $ 9,768 $ 9,317 $ 8,802 $ 8,976 $ 9,222

Balance Sheet Data (at period-end):
Total Assets $ 795,478 $ 687,733 $ 635,956 $ 619,121 $ 564,786
Investment Securities 195,959 173,512 160,136 149,647 156,440
Loans, Net of Unearned Discount 553,769 469,145 430,754 380,016 355,414
Allowance for Loan Losses 7,784 6,706 6,015 5,399 5,169
Demand Deposits 192,877 167,745 150,040 146,083 128,685
Total Deposits 641,381 581,949 543,803 539,666 480,546
Short Term Borrowings 82,234 37,255 28,366 19,910 32,091
Shareholders� Equity 68,684 64,938 60,536 55,571 48,709
Per Share Data:
Net Income � Basic $ 1.59 $ 1.50 $ 1.39 $ 1.41 $ 1.44
Net Income � Diluted 1.55 1.46 1.36 1.38 1.39
Book Value - Period-End 11.17 10.58 9.67 8.73 7.66
Dividends Declared and Paid 0.52 0.48 0.44 0.40 0.32
Weighted Average Shares Outstanding (000) 6,161 6,224 6,318 6,364 6,411
Average Common Share Equivalents (000) 156 172 153 160 245
Selected Performance Ratios:
Return on Average Assets 1.32% 1.39% 1.41% 1.54% 1.72%
Return on Average Shareholders� Equity 14.43 14.74 15.01 17.57 19.66
Dividend Payout Ratio 32.81 32.05 31.61 28.38 22.25
Net Interest Margin (tax equivalent) 4.48 4.80 4.93 5.25 5.31
Efficiency Ratio 57.57 51.26 54.55 49.71 50.14
Asset Quality Ratios:
Non-Performing Loans to Total Loans - Period-End 0.43% 0.46% 0.96% 0.58% 0.69%
Non-Performing Assets to Total Assets - Period-End 0.30 0.50 0.72 0.61 0.78
Allowance for Loan Losses to Total Loans - Period-End 1.41 1.43 1.40 1.42 1.45
Allowance for Loan Losses to Non-Performing Loans -
Period-End 324.0 314.0 146.0 247.0 211.0
Net Charge-Offs to Average Loans (0.04) 0.53 0.28 0.64 0.16
Capital Ratios:
Shareholders� Equity to Total Assets - Period-End 8.63% 9.44% 9.52% 8.98% 8.62%
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Average Shareholders� Equity to Average Assets 9.15 9.45 9.40 8.74 8.71
Total Risk-based Capital to Risk Weighted Assets - Period-End* 12.70 13.41 14.34 14.97 14.59
Leverage Ratio - Period-End* 8.62 8.96 9.20 8.88 8.77
*Calculated in accordance with Federal Reserve guidelines currently in effect.
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Quarterly Results (Unaudited)

A summary of the unaudited results of operations for each quarter of 2003 and 2002 follows (in thousands except for per share data):

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter

2003
Interest Income $ 9,251 $ 9,547 $ 9,709 $ 10,020
Interest Expense 1,816 1,934 1,834 1,853

Net Interest Income 7,435 7,613 7,875 8,167
Provision for Loan Losses 300 240 46 294
Gain on Sale of Securities -0- 12 89 129
Non-interest Income 1,347 1,586 1,494 1,371
Non-interest Expense 4,797 5,246 5,656 5,754

Earnings Before Income Taxes 3,685 3,725 3,756 3,619
Income Tax Expense 1,252 1,268 1,281 1,216

Net Income $ 2,433 $ 2,457 $ 2,475 $ 2,403

Per Share Data:
Net Income:
Basic $ 0.39 $ 0.40 $ 0.40 $ 0.39
Diluted 0.39 0.39 0.39 0.38
Dividends Paid 0.12 0.12 0.14 0.14
Stock Price Range:
High 20.00 25.40 28.50 28.95
Low 18.86 18.95 23.47 26.45
Close 19.12 23.48 27.00 27.61

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter

2002
Interest Income $ 9,549 $ 9,666 $ 9,839 $ 9,603
Interest Expense 2,132 2,199 2,200 1,981

Net Interest Income 7,417 7,467 7,639 7,622
Provision for Loan Losses 545 470 1,350 775
Gain on Sale of Securities -0- 2 163 -0-
Non-interest Income 1,245 1,330 1,367 1,360
Non-interest Expense 4,638 4,681 4,215 4,775

Earnings Before Income Taxes 3,479 3,648 3,604 3,432
Income Tax Expense 1,193 1,254 1,232 1,167

Net Income $ 2,286 $ 2,394 $ 2,372 $ 2,265

Per Share Data:
Net Income:
Basic $ 0.37 $ 0.38 $ 0.38 $ 0.37
Diluted 0.36 0.37 0.37 0.36
Dividends Paid 0.12 0.12 0.12 0.12
Stock Price Range:
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High 21.15 25.30 24.59 21.21
Low 18.00 20.30 20.22 18.77
Close 20.80 24.29 21.05 19.50
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ITEM 7. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.
                    The following discussion should be read in conjunction with the consolidated financial statements, accompanying notes and
selected financial data appearing elsewhere in this Annual Report on Form 10-K and may contain certain forward-looking statements that are
based on current management expectations.  Generally, verbs in the future tense and the words, �believe,� �expect,� �anticipate,� �intends,�
�opinion,� �potential� and similar expressions identify forward-looking statements.  Examples of this forward-looking information can be
found in, but are not limited to, the expected effects of accounting pronouncements and government regulation applicable to the Corporation�s
operations, the discussion of allowance for loan losses, litigation, subsequent events and any quantitative and qualitative disclosure about
market risk.  The actual results of the Corporation could differ materially from those management expectations.  Further information
concerning the Corporation and its business, including additional risk factors and uncertainties that could cause actual results to differ
materially from the forward-looking statements contained in this Annual Report on Form 10-K are set forth below.  These risks and
uncertainties should be considered in evaluating forward-looking statements and undue reliance should not be placed on such statements.  The
forward-looking statements contained herein speak only as of the date of this Annual Report on Form 10-K, and, except as may be required by
applicable law and regulation, the Corporation does not undertake, and specifically disclaims any obligation, to publicly update or revise the
such statements to reflect events or circumstances after the date of such statements or to reflect the occurrence of anticipated or unanticipated
events. 

Overview.  The Corporation�s business has been conducted primarily through its wholly-owned subsidiaries, the Bank, Summit Delaware
Financial Corporation and SIA.  The Bank operates its branch offices in seven locations in Fort Worth.

The Corporation�s results of operations are primarily dependent on net interest income, which is the difference between the income earned on its
loan and investment portfolios and its cost of funds, consisting of the interest paid on deposits and borrowings.  Results of operations are also
affected by the Corporation�s allowance for loan losses, investment activities, loan servicing fees and other fees.  The Corporation�s non-interest
expense principally consists of compensation and benefits, occupancy and equipment expense, advertising, data processing expense and other
expenses.

Net income for 2003 was $9.8 million, an increase of $0.5 million, or 4.8%, compared to $9.3 million recorded for 2002.  On a weighted average
share basis, net income for 2003 was $1.55 per diluted share as compared to $1.46 per diluted share for 2002, an increase of 6.2%.  The increase
in earnings during 2003 was primarily due to an increase in net interest income of $1.0 million over 2002.  The increase in net interest income
was primarily due to growth in average loans of 8.9%, which more than offset the impact of the low interest rate environment and a declining net
interest margin.  The increase in non-interest expenses during 2003 was primarily attributable to strategic investments in new technology, new
branches, new support facilities and additional lending staff.  These expenses were offset during 2003 by a significant reduction in the provision
for loan losses as compared to 2002.  In 2003, loan recoveries exceeded loan losses, as credit quality and the local economy both continued to
improve. 

Continuing to reflect an improving economy in the Corporation�s market area, total loans at December 31, 2003 were $553.8 million, which
represented an increase of 18.0% over total loans for 2002.  Total funding (deposits and short term borrowings) also experienced growth,
increasing 16.9% over the same period to $723.6 million.  Shareholders� equity was $68.7 million at December 31, 2003, which represented an
increase of 5.8% compared to December 31, 2002.

Net income for 2002 was $9.3 million compared to net income of $8.8 million for 2001, an increase of 5.9%.   The increase in net income for
2002 was primarily attributable to merger-related expenses incurred during the first quarter of 2001 when two of the Corporation�s wholly-owned
banking subsidiaries were merged.  Net income in 2002 was reduced by an increase in the provision for loan losses, which was primarily due to
increased loan charge-offs, as compared to 2001.

The following table shows selected performance ratios over the last three years that management believes to be key indicators of the
Corporation�s performance:

2003 2002 2001

Return on Average Assets (ROAA) 1.32% 1.39% 1.41%
Return on Average Shareholders� Equity (ROAE) 14.43 14.74 15.01
Shareholders� Equity to Assets - Average 9.15 9.45 9.40
Dividend Payout Ratio 32.81 32.05 31.61
Net Interest Margin (tax equivalent) 4.48 4.80 4.93
Efficiency Ratio 57.57 51.26 54.55
The return on average assets ratio is calculated by dividing net income by average total assets for the year.   Management believes the
Corporation�s return on average assets ratio of 1.32% in 2003 compares favorably to the return on average assets ratio of other financial
institutions in the Corporation�s peer group, which was 1.34% in 2003.  The Corporation�s peer group is comprised of other publicly traded bank
holding companies headquartered in Texas and was selected by management of the Corporation.
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The return on average shareholders� equity ratio is calculated by dividing net income by average shareholders� equity for the year.  Management
believes the Corporation�s return on average shareholders� equity ratio of 14.43% in 2003 compares favorably to the return on average
shareholders� equity ratio of other financial institutions in the Corporation�s peer group, which was 15.49% in 2003.
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The shareholders� equity to assets ratio is calculated by dividing average shareholders� equity by average total assets for the year. Management
believes the Corporation�s average shareholders� equity to average assets ratio of 9.15% in 2003 compares favorably to the return on average
shareholders� equity to average asset ratio of other financial institutions in the Corporation�s peer group, which was 8.63% in 2003.

The dividend payout ratio is determined by dividing the total dividends paid by net income for the year.  The Corporation�s dividend payout ratio
results in a yield-to-market price return equal to or greater than the Corporation�s peer group.

Net interest margin is calculated by dividing net interest income on a tax equivalent basis by average total earning assets.  Management believes
the Corporation�s net interest margin ratio of 4.48% in 2003 compares favorably to the net interest margin ratio of other financial institutions in
the Corporation�s peer group, which was 4.07% in 2003.

The efficiency ratio is calculated by dividing non-interest expenses by the sum of total non-interest income and net interest income for the year. 
The efficiency ratio provides a measure of the extent to which the Corporation�s revenues are absorbed by its non-interest expenses. 
Management believes the Corporation�s efficiency ratio of 57.57% in 2003 compares favorably to the average efficiency ratio of other financial
institutions in the Corporation�s peer group, which was 59.71% in 2003. 

Net Interest Income.  Net interest income is the difference between the interest earned by the Corporation on its earning assets and the interest
paid by the Corporation for the funds, primarily deposits, supporting those assets.  The largest category of the Corporation�s earning assets
consists of loans to businesses and individuals.  The second largest category of the Corporation�s earning assets is investment securities.  Interest
rate fluctuations, as well as changes in the amount and type of earning assets and sources of funds supporting those assets, affect net interest
income.  Interest rates primarily are determined by national and international market trends, as well as competitive pressures in the Corporation�s
operating markets.  For analytical purposes, income from tax-exempt assets, which consists primarily of securities issued by or loans made to
state and local governments, is adjusted by an increment which equates income from tax-exempt assets to income from taxable assets.

Net interest income (tax equivalent) for 2003 was $31.2 million, which represented an increase of $1.0 million, or 3.3%, compared to 2002.  The
net increase in net interest income in 2003 reflected a $0.1 million decrease in interest income which was offset by a $1.1 million decrease in
interest expense. 

The decreases in interest income and interest expense in 2003 were primarily due to decreases in the Corporation�s yield on earning assets and
rates paid on its interest-bearing liabilities.  The yield on earning assets decreased to 5.54% for 2003 from 6.15% for 2002, and the rates paid on
interest-bearing liabilities decreased to 1.50% for 2003 from 1.91% for 2002.  These decreases resulted in the net interest margin decreasing to
4.48% in 2003 from 4.80% for 2002.  The decreases in the yields earned on earning assets and the rates paid on interest-bearing liabilities reflect
the decline in market rates from 2002 to 2003, as measured by the decline in average prime rates over the same period (as published by the Wall
Street Journal) of 55 basis points.

The increase in net interest income for 2003 was primarily due to the 8.9% growth in average loans and the 8.2% growth in average deposits
during the same period, which offset the 32 basis point decline in net interest margin.  Average demand deposits as a percent of average total
deposits increased to 28.4% in 2003 from 27.9% in 2002.

Net interest income (tax equivalent) for 2002 was $30.2 million, which represented an increase of $1.3 million, or 4.4%, compared to 2001.  The
net increase in net interest income in 2002 reflected a $5.7 million decrease in interest income which was offset by a $7.0 million decrease in
interest expense. 

The decreases in interest income and interest expense in 2002 were primarily due to decreases in the Corporation�s yield on earning assets and
rates paid on its interest-bearing liabilities.  The yield on earning assets decreased to 6.15% for 2002 from 7.57% for 2001, and the rates paid on
interest-bearing liabilities decreased to 1.91% for 2002 from 3.67% for 2001.  These decreases resulted in the net interest margin decreasing to
4.80% in 2002 from 4.93% for 2001.  The decreases in the yields earned on earning assets and the rates paid on interest-bearing liabilities reflect
the decline in market rates from 2001 to 2002, as measured by the decline in average prime rates over the same period (as published by the Wall
Street Journal) of 224 basis points.

The increase in net interest income for 2002 was primarily due to the 15.0% growth in average loans and the 3.5% growth in average deposits
during the same period, which offset the 13 basis point decline in net interest margin.  Average demand deposits as a percent of average total
deposits increased to 27.9% in 2002 from 25.5% in 2001.

14

Edgar Filing: SUMMIT BANCSHARES INC /TX/ - Form 10-K

23



Summary of Earning Assets and Interest-Bearing Liabilities    

Although the year-end detail provides satisfactory indicators of general trends, management believes the daily average balance sheets are more
meaningful for analytical purposes than year-end data because averages reflect the day-to-day fluctuations that are common to bank balance
sheets.  Average balances for earning assets and interest-bearing liabilities also can be related directly to the components of interest income and
interest expense on the consolidated statements of income.  This data provides the basis for analyzing rates earned and paid as well as sources of
increases and decreases in net interest income as derived from changes in volumes and rates.  The following table presents average balance
sheets for the most recent three years in a format that highlights the Corporation�s earning assets and interest-bearing liabilities over such periods:

2003 2002 2001

(Dollars in Thousands)
Average
Balance Interest

Average

Yield/
Rate

Average
Balance Interest

Average

Yield/
Rate

Average
Balance Interest

Average

Yield/
Rate

Earning Assets:
Federal Funds Sold and
Due From Time $ 7,912 $ 81 1.02% $ 12,989 $ 212 1.63% $ 44,689 $ 1,972 4.41%
Investment Securities
(Taxable) 179,539 7,106 3.96 150,704 7,046 4.68 139,875 7,966 5.70
Investment Securities
(Tax-exempt)(2) 5,779 314 5.43 3,060 177 5.77 231 17 7.36
Loans, Net of Unearned
Discount(1) 504,520 31,171 6.18 463,106 31,326 6.76 402,763 34,548 8.58

Total Earning Assets 697,750 38,672 5.54 629,859 38,761 6.15 587,558 44,503 7.57

Other Assets:
Cash and Due From Banks 26,295 25,728 24,259
Other Assets 22,964 19,760 17,922
Allowance for Loan Losses (7,351) (6,438) (5,816)

Total Assets $ 739,658 $ 668,909 $ 623,923

Interest-Bearing Liabilities:
Interest-Bearing
Transaction Accounts $ 193,841 2,108 1.09 $ 180,060 2,378 1.32 $ 167,853 4,298 2.56
Savings 119,851 1,581 1.32 112,977 1,909 1.69 101,295 3,367 3.32
Certificates of Deposit
under $100,000 and IRA�s 62,938 1,563 2.48 64,042 2,041 3.19 77,968 4,198 5.39
Certificates of Deposit
$100,000 or More 59,072 1,551 2.63 48,286 1,542 3.19 56,848 3,061 5.38
Other Time 315 7 2.26 339 11 3.18 723 43 5.91
Other Borrowings 60,156 627 1.04 39,453 631 1.60 18,518 560 3.02

Total Interest-Bearing
Liabilities 496,173 7,437 1.50 445,157 8,512 1.91 423,205 15,527 3.67

Other Liabilities:
Demand Deposits 172,784 156,868 138,880
Other Liabilities 3,028 3,695 3,188
Shareholders� Equity 67,673 63,189 58,650

Total Liabilities and
Shareholders� Equity $ 739,658 $ 668,909 $ 623,923
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Net Interest Income and
Margin (T/E Basis)(2) $ 31,235 4.48% $ 30,249 4.80% $ 28,976 4.93%

(1) Loan interest income includes fees and loan volumes include loans on non-accrual.  The loan fees include loan origination fees which are
considered adjustments to interest income.  These fees aggregated $1,248,000, $1,097,000 and $928,000 for the years ended December
31, 2003, 2002 and 2001, respectively.  Related loan origination costs are not separately allocated to loans, but are charged to
non-interest expense.  For the purpose of calculating loan yields, average loan balances include non-accrual loans with no related interest
income.

(2) Presented on a tax equivalent basis (�T/E�) using a federal income tax rate of 34% in all three years.
Net interest margin was 4.48% for 2003, which represented a decrease of 32 basis points from 2002.  This decrease in net interest margin in
2003 reflected a 61 basis point decrease in yield on earning assets from 2002 to 2003, which was offset by a 41 basis point decrease in rates paid
on interest-bearing liabilities from 2002 to 2003.  The decrease in net interest margin also reflected less earned income from the Corporation�s
investment in earning assets of its non-interest fundings, demand deposits and shareholders� equity in 2003 compared to 2002 due to the lower
interest rate environment during this period.   

Net interest margin was 4.80% for 2002, which represented a decrease of 13 basis points from 2001.  This decrease in net interest margin in
2002 reflected a 142 basis point decrease in yield on earning assets from 2001 to 2002, which was offset by a 176 basis point decrease in rates
paid on interest-bearing liabilities from 2001 to 2002.  The decrease in net interest margin also reflected less earned income from the
Corporation�s investment in earning assets of its non-interest fundings, demand deposits and shareholders� equity in 2002 compared to 2001 due
to the lower interest rate environment during this period. 
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With the projected continued low interest rate environment for 2004, it would be expected that the net interest margin would remain in the
4.40% range.

In the event that the Corporation�s average loans continue to grow during 2004 and the Corporation is unable to fund any such growth through
the generation of additional deposits, the Corporation may be required to obtain funding from secondary sources, such as the Federal Home
Loan Bank, which could have a negative impact on its net interest margin.

The table below analyzes the increase in net interest income on a fully tax equivalent basis for each of the fiscal years ended December 31, 2001
to December 31, 2003.  Non-accruing loans have been included in assets for these computations, thereby reducing yields on total loans.  The
changes in interest due to both rate and volume in the rate/volume analysis table below have been allocated to volume or rate change in
proportion to the absolute amounts of the change in each.

2003 vs. 2002
Increase (Decrease)
Due to Changes in:

2002 vs. 2001
Increase (Decrease)
Due to Changes in:

(Dollars in Thousands) Volume Rate Total Volume Rate Total

Interest Earning Assets:
Federal Funds Sold and Due From Time $ (83) $ (48) $ (131) $ (1,399) $ (361) $ (1,760)
Investment Securities (Taxable) 1,325 (1,265) 60 617 (1,537) (920)
Investment Securities (Tax-exempt) 157 (20) 137 208 (48) 160
Loans, Net of Unearned Discount 2,801 (2,956) (155) 5,176 (8,398) (3,222)

Total Interest Income 4,200 (4,289) (89) 4,602 (10,344) (5,742)

Interest-Bearing Liabilities:
Transaction Accounts & Savings 261 (859) (598) 701 (4,079) (3,378)
Certificates of Deposit and Other Time 309 (782) (473) (1,232) (2,476) (3,708)
Other Borrowings 331 (335) (4) 633 (562) 71

Total Interest Expense 901 (1,976) (1,075) 102 (7,117) (7,015)

Changes in Net Interest Income $ 3,299 $ (2,313) $ 986 $ 4,500 $ (3,227) $ 1,273

Net interest income for 2003 increased $1.0 million, or 3.3%, compared to 2002.  In this same period, total interest income decreased 0.2% and
total interest expense decreased 12.6%, primarily due to declines in market interest rates.  The increase in net interest income in 2003 was
achieved, despite the decline in market rates, due to the 8.9% growth in average loans and the 8.2% growth in average deposits over 2002. 

Net interest income for 2002 increased $1.3 million, or 4.4%, compared to 2001.  In this same period, total interest income decreased 12.9% and
total interest expense decreased 45.2%, primarily due to declines in market interest rates.  The increase in net interest income in 2002 was
achieved, despite the decline in market rates, due to the 15.0% growth in average loans and the 3.5% growth in average deposits over 2001. 

Non-interest Income.  Non-interest income is an important contributor to net income.  The major component of the Corporation�s non-interest
income is various charges and fees earned by the Corporation on deposit accounts and related services.  The following table summarizes the
changes in non-interest income during the past three years (dollars in thousands):

2003 2002 2001

Amount % Change Amount % Change Amount

Service Charges on Deposit Accounts $ 3,443 17.3% $ 2,934 22.3% $ 2,400
Non-recurring Income -0- (100.0) 51 100.0 -0-
Gain on Sale of Investment Securities 230 39.4 165 100.0 -0-
Other Non-interest Income 2,355 1.6 2,317 9.5 2,116
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Total Non-interest Income $ 6,028 10.3% $ 5,467 21.1% $ 4,516

Non-interest income for 2003 was $6.0 million, which represented an increase of $0.6 million, or 10.3%, compared to 2002.  Service charges on
deposits increased in 2003 primarily as a result of an increase in insufficient funds charges on deposit accounts and an increase in account
analysis income on commercial accounts due to the reduction in the earnings credit rate on those accounts.  The increase in other non-interest
income in 2003 was primarily due to an increase in income from ATM fees, mortgage brokerage fees and insurance sales commissions. 
Mortgage brokerage fees increased during 2003 primarily as a result of the low interest rate environment and its impact on new mortgage
originations and mortgage re-financings.  Insurance sales commissions were derived from SIA, which was formed in 2003, and totaled $35,000
in 2003.  The Corporation derived $419,000 of revenues in 2003 from the sale of investment brokerage services.
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Non-interest income for 2002 was $5.5 million, which represented an increase of $1.0 million, or 21.1%, compared to 2001.  Non-recurring
income of $51,000 for 2002 resulted from the sale of common stock previously held in Other Assets as an asset taken in satisfaction of debt. 
Mortgage brokerage fees increased during 2002 primarily as a result of the low interest rate environment and its impact on new mortgage
originations and mortgage re-financings.  The Corporation derived $417,000 of revenues in 2002 from the sale of investment brokerage services.

Non-interest Expense.  Non-interest expense includes all expenses of the Corporation other than interest expense, the provision for loan losses
and income tax expense.  The following table summarizes the changes in the non-interest expenses for the past three years (dollars in
thousands):

2003 2002 2001

Amount
%

Change Amount % Change Amount

Salaries and Employee Benefits $ 12,926 16.7% $ 11,078 4.9% $ 10,564
Occupancy Expense - Net 1,734 52.6 1,136 (12.2) 1,294
Furniture and Equipment Expense 1,877 19.0 1,577 7.1 1,472
Other Real Estate Owned and Foreclosed Asset Expense - Net (4) �  234 4.5 224
Merger Related Expense -0- �  -0- (100.0) 598
Other Expenses:
Business Development 762 (4.4) 797 8.6 734
Insurance - Other 232 17.8 197 52.7 129
Legal and Professional Fees 688 (11.1) 774 22.1 634
Item Processing 672 130.1 292 (13.4) 337
Taxes - Other 64 (22.9) 83 (33.6) 125
Postage and Courier 368 2.8 358 2.9 348
Printing and Supplies 435 23.2 353 (2.5) 362
Regulatory Fees and Assessments 250 4.6 239 (2.0) 244
Other Operating Expenses 1,449 21.7 1,191 (0.8) 1,200

Total Other Expenses 4,920 14.8 4,284 4.2 4,113

Total Non-interest Expense $ 21,453 17.2% $ 18,309 0.2% $ 18,265

Total non-interest expense increased $3.1 million, or 17.2%, in 2003 over 2002 reflecting increases in salaries and benefits, occupancy and
equipment expenses, insurance expenses, item processing expenses, supplies expenses and other miscellaneous expenses.  Total non-interest
expense increased $44,000, or 0.2%, in 2002 over 2001 reflecting increases in salaries and benefits, equipment expenses, business development
expenses, insurance expenses and legal and professional expenses, which were offset by the merger related expenses incurred in 2001 relating to
the merger of the Corporation�s two wholly-owned subsidiaries.  As a percent of average assets, total non-interest expenses were 2.90%, 2.74%
and 2.93% in 2003, 2002 and 2001, respectively. 

The increase in salaries and employee benefits for 2002 and 2003 were due to salary merit increases, additions to staff, employee bonus
expenses and increases in the cost of employee insurance.  In 2003 and 2001, the bonus expense was $0.8 million and $0.5 million, respectively. 
In 2002, the Corporation did not pay incentive bonuses to its employees, nor did it pay merit increases to its executives at the Vice President
level and above.  The average number of full-time equivalent employees increased in 2003 and 2002 by 11.6 and 16.0, respectively, to an
average full-time equivalent staff of 213.1 and 201.5, respectively.  At year-end 2003, the full-time equivalent staff was 225 as compared to 205
at the same time during 2002.  These increases include the addition of seven new lenders, a chief technology officer and staffing to support two
new branch facilities.

The increase in occupancy expense in 2003 was due to the addition of two new branch facilities and the relocation and centralization of the
administrative, credit and data processing departments into a new facility which was leased beginning in May 2003.  The majority of the
increase in occupancy expense from 2002 to 2003 is in lease cost which increased $0.4 million during 2003.

The increase in equipment expense in 2003 was primarily related to an increase in depreciation expense due to a 62.7% increase in furniture and
equipment assets during 2003.  The increase in 2003 also included the full year impact of the investment in new hardware and software related
to a core system data processing conversion made in October 2002, the cost of equipment added in the new branches and the new facility for the
support functions mentioned above and the cost of a new telephone system.  The increase in equipment expense in 2002 was primarily related to
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an increase in depreciation expense due to a 38.2% increase in furniture and equipment assets during 2002.  This increase in 2002 also included
the investment in new hardware and software discussed above.

The increase in expenses for business development in 2002 were primarily associated with advertising cost related to the continuation of a
name/brand identity advertising campaign launched after the merger of the Corporation�s two wholly-owned subsidiaries in 2001 and certain
deposit product advertising campaigns launched in 2002.

Insurance expense increased in 2003 and 2002 primarily due to the additional cost of directors and officers liability insurance which increased
$50,000 and $35,000, respectively, during 2003 and 2002. 
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The increase in legal and professional fees expense in 2002 was primarily related to increases during the year in classified loans and costs
incurred for product development.

The increase in item processing expense in 2003 was related to the full year impact of the October 2002 core system data processing conversion.

The increase in supplies expense in 2003 was related to the initial starting cost of the two new branches and new forms required due to the
centralization of departments to a new facility.

The increase in other miscellaneous expense in 2003 was due to a $319,000 insurance settlement received during 2002 related to other
foreclosed assets.

Federal Income Tax Expense.  The Corporation has adopted Statement of Financial Accounting Standards No. 109, �Accounting for Income
Taxes.�  See Note 10 of the Notes to Consolidated Financial Statements for details of tax expense.  The Corporation expensed $5,017,000,
$4,846,000 and $4,664,000 for federal income taxes for the years ending December 31, 2003, 2002 and 2001, respectively.  These amounts
resulted in an effective tax rate of 34.0% for 2003, 34.2% for 2002 and 34.6% for 2001.  The Corporation�s effective tax rate has steadily
declined primarily due to an increase in investments in tax-exempt assets.

Investment Securities.  The following table presents the consolidated investment securities portfolio at amortized cost as of December 31,
2003, all of which are classified as Available-for-Sale (see Note 1 of the Notes to Consolidated Financial Statements for a discussion of this
designation), by stated maturity and with the weighted average interest yield for each range of maturities.  The yields on tax-exempt obligations
are computed on a fully taxable equivalent basis using statutory rates for federal income taxes.

December 31, 2003

Due 1 Year or Less
Due 1 to
5 Years

Due 5 to
10 Years

Due After
10 Years

(Dollars in Thousands) Amount Yield Amount Yield Amount Yield Amount Yield Total

U.S. Government
Agencies and
Corporations $ 29,515 5.10% $ 70,758 3.64% $ 18,513 3.69% $ -0- �  % $ 118,786
U.S. Government
Agency Mortgage
Backed Securities -0- �  -0- �  23,518 3.95 38,175 3.92 61,693
Obligations of States
and Political
Subdivisions 100 4.69 2,572 4.89 4,180 5.36 -0- �  6,852
Other Securities -0- �  -0- �  -0- �  7,586 2.87 7,586

Total $ 29,615 5.10% $ 73,330 3.68% $ 46,211 3.97% $ 45,761 3.75% $ 194,917

The yield on the investment securities portfolio of the Corporation at December 31, 2003 was 3.98% and the weighted average life of the
portfolio on that date was approximately 3.7 years.  At December 31, 2002, the yield of the portfolio was 4.42% and the weighted average life
was 2.3 years.  The average life of the portfolio increased during 2003 as a majority of securities purchased in 2003 had somewhat longer final
maturities than previous purchases.  Also, many of the purchases were in the mortgage backed security category which provided a higher yield
than treasuries and agencies.  As of December 31, 2003, there was a net unrealized gain of $1,042,000 in the portfolio, or 0.5% of the amortized
cost of those securities.
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The following table summarizes the book and fair value of investment securities held by the Corporation as of December 31 for the past three
years (in thousands):

December 31,

2003
% of
Total 2002

% of
Total 2001

% of
Total

U.S. Treasury Securities $ -0- �  %$ 1,018 0.6% $ 6,207 3.9%
U.S. Government Agencies and Corporations 120,024 61.2 124,786 71.9 131,149 81.9
U.S. Government Agency Mortgage Backed
Securities 61,243 31.3 38,157 22.0 19,822 12.4
Obligations of States and Political Subdivisions 7,068 3.6 4,899 2.8 1,616 1.0
Other Securities 7,624 3.9 4,652 2.7 1,342 0.8

Total $ 195,959 100.0% $ 173,512 100.0% $ 160,136 100.0%

In 2003, approximately $125.6 million of investment securities were sold, resulting in $230,000 of gains from these sales.  In 2002,
approximately $143.4 million of investment securities were sold, resulting in $165,000 of gains from these sales. 

Loans.  The following schedule classifies loans according to type as of December 31 for the past five years (dollars in thousands):

December 31,

2003
% of
Total 2002

% of
Total 2001

% of
Total 2000

% of
Total 1999

% of
Total

Commercial and
Industrial $ 219,805 39.7% $ 195,120 41.6% $ 184,716 42.9% $ 167,818 44.2% $ 156,847 44.2%
Real Estate
-Commercial 159,082 28.7 130,755 27.9 107,600 25.0 94,066 24.7 85,825 24.1
Real Estate
-Residential 67,635 12.2 48,447 10.3 44,522 10.3 37,996 10.0 34,771 9.8
Real Estate
-Construction 74,069 13.4 59,941 12.8 60,548 14.1 47,183 12.4 43,875 12.3
Loans to
Individuals, Net of
Unearned
Discount 33,178 6.0 34,882 7.4 33,368 7.7 32,953 8.7 34,096 9.6

Total Loans, Net
of Unearned
Income $ 553,769 100.0% $ 469,145 100.0% $ 430,754 100.0% $ 380,016 100.0% $ 355,414 100.0%

The preceding loan distribution table reflects that total loans increased $84.6 million, or 18.0%, from 2002 to 2003, and $38.4 million, or 8.9%,
from 2001 to 2002.  Although these dollar increases were significant, the Corporation is continuing to apply stringent credit criteria on all loan
applications.  At December 31, 2003, 2002 and 2001, loans represented 86.3%, 80.6% and 79.2%, respectively, of deposits, reflecting a
somewhat slower growth in deposits compared to loans over such periods.  At December 31, 2003, 2002 and 2001, average loans represented
82.9%, 82.3% and 74.1%, respectively, of average deposits.

The commercial loan customers of the Corporation are primarily small to medium-sized businesses and professionals and executives.  The
Corporation offers a variety of commercial loan products that include revolving lines of credit, letters of credit, working capital loans and loans
to finance accounts receivable, inventory and equipment.  Generally, these commercial loans have floating rates of interest with terms of
maturity of three years or less.

A significant portion of the Corporation�s commercial real estate mortgage portfolio in 2003 and 2002 represented loans to finance
owner-occupied real estate.  The growth in 2003 and 2002 was partially attributable to significant new customer relationships formed during
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those years.  At December 31, 2003 and 2002, $109 million and $94 million of loans, respectively, approximately 69% and 72%, respectively, of
the commercial real estate mortgage portfolio, had been made for this purpose.  At December 31, 2003 and 2002, approximately 52% and 53%,
respectively, of the loans in the commercial real estate mortgage portfolio have variable rates of interest with a significant portion of the
remaining portfolio having balloon terms at five to seven years and/or rate adjustment clauses.

Real estate construction loans are made primarily to finance construction of single family residences in the Corporation�s market area of Tarrant
County, Texas.  Construction loans generally are secured by first liens on real estate and have floating interest rates.  The Corporation�s lending
activities in this area are primarily with borrowers that have been in the building trade for many years and with which the Corporation has long
standing relationships.  The Corporation�s lending officers meet quarterly with consultants that carefully track the residential building activities
within the market.  The Corporation will adjust its construction lending activities based on the trends of housing starts and absorption rates in the
market.
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The Corporation also lends to consumers for purchases of various consumer goods, such as automobiles and boats, and for home improvements. 
The terms of these loans typically are five years or less and are well secured with liens on products purchased or other assets.  These loans are
primarily made to customers who have other relationships with the Corporation.  The Corporation does not issue credit cards and does not have
any credit card loans outstanding.

As of December 31, 2003 and 2002, the Corporation had no concentration, by Standard Industrial Classification Code (�SIC�), in any single
industry that exceeded 10% of total loans at such dates.

The following table presents commercial loans and real estate construction loans at December 31, 2003, based on scheduled principal
repayments and the total amount of loans due after one year classified according to sensitivity to changes in interest rates (in thousands):

One Year
or Less

Over
One Year
Through
Five Years

Over Five
Years Total

Commercial and Industrial $ 173,865 $ 35,203 $ 10,737 $ 219,805
Real Estate - Construction 67,985 3,308 2,776 74,069

Totals $ 241,850 $ 38,511 $ 13,513 $ 293,874

Of the loans maturing after one year, all have fixed rates of interest, with many having rate adjustment clauses during the remaining term of the
loan that allow for periodic adjustments to rates.

Allowance for Loan Losses.  Each loan carried by the Corporation involves some degree of inherent risk.  This risk is reflected in the
consolidated financial statements through the provision for loan losses and the allowance for loan losses. 

The allowance for loan losses represents the amount which, in management�s judgment, will be adequate to absorb future charge-offs of existing
loans that may become uncollectible.  Loans, or portions thereof, are charged against the allowance when management believes that full
collection of the principal and interest is unlikely, and subsequent recoveries, if any, are credited to the allowance when received.  Adjustments
to the allowance for loan losses are reported in the period during which such adjustments become known or are reasonably estimable.

The allowance for loan losses is established through charges to income in the form of a provision for loan losses when it is probable that all
amounts due pursuant to the contractual terms of the loan will not be collected.  The amount of the provision for loan losses is a reflection of
management�s judgment as to the adequacy of the allowance for loan losses and is based upon management�s evaluation of a number of factors,
including past loan loss experience, current and projected economic conditions, delinquency ratios and management�s review of the value of
discounted cash flows associated with impaired loans.

The Corporation has adopted Statement of Financial Accounting Standards No. 114, �Accounting by Creditors for Impairment of a Loan� (�SFAS
No. 114�), as amended by Statement of Financial Accounting Standards No. 118, �Accounting by Creditors for Impairment of a Loan � Income
Recognition and Disclosure� (�SFAS No. 118�).  These standards specify how allowances for certain impaired loans should be determined and the
accounting for in-substance foreclosures.
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The following table presents average loans, net of unearned income, and an analysis of the allowance for loan losses (dollars in thousands):

Years Ended December 31,

2003 2002 2001 2000 1999

Average Loans Outstanding $ 504,520 $ 463,106 $ 402,763 $ 373,997 $ 331,963

Analysis of Allowance for Loan Losses:
Balance, Beginning of Year $ 6,706 $ 6,015 $ 5,399 $ 5,169 $ 4,724

Charge-Offs:
Commercial and Industrial 351 2,330 1,280 2,429 376
Real Estate - Mortgage 31 213 4 -0- 3
Real Estate - Construction -0- 10 -0- -0- 230
Loans to Individuals 157 268 123 171 118

Total Charge-Offs 539 2,821 1,407 2,600 727

Recoveries:
Commercial and Industrial 595 296 80 140 93
Real Estate - Mortgage 79 22 164 10 44
Real Estate - Construction -0- -0- -0- -0- -0-
Loans to Individuals 63 54 24 74 34

Total Recoveries 737 372 268 224 171

Net (Recoveries) Charge-Offs (198) 2,449 1,139 2,376 556

Provision Charged to Operating Expense 880 3,140 1,755 2,606 1,001

Balance, End of Year $ 7,784 $ 6,706 $ 6,015 $ 5,399 $ 5,169

Ratio of Net (Recoveries) Charge-Offs to Average Loans
Outstanding (0.04)% 0.53% 0.28% 0.64% 0.16%

The decrease in provision for loan losses in 2003 from 2002 primarily reflected a continued improvement in asset quality (in part due to the
performance of a Chief Credit Officer employed by the Corporation in the third quarter of 2001 who is responsible for monitoring loan quality
by ensuring that the quality is sustained, that individual loans perform as agreed and that the Bank receives an appropriate return for the risk in
the portfolio), improvement in the local economy and a higher loan charge-off rate in 2002 compared to 2003.  In 2003, no single loan greater
than $135,000 was charged-off.    

The increase in provision for loan losses in 2002 from 2001 primarily reflected a higher loan charge-off rate in 2002 compared to 2001, which
was due in part to the general slowdown in the local and national economies and the rapid growth of the Corporation during that period.  In
2002, no single loan greater than $550,000 was charged-off.

The following table reflects the allowance for loan losses compared to total loans at the end of each year (dollars in thousands):

December 31,

2003 2002 2001 2000 1999

Total Loans $ 553,769 $ 469,145 $ 430,754 $ 380,016 $ 355,414
Allowance for Loan Losses 7,784 6,706 6,015 5,399 5,169
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Allowance for Loan Losses as a Percent of Total Loans 1.41% 1.43% 1.40% 1.42% 1.45%
Allowance for Loan Losses as a Percent of Non-Performing
Loans 331.0 314.0 146.0 247.0 211.0
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The following table illustrates the allocation of the allowance for loan losses to the various loan categories (dollars in thousands); see the table
on page 19 for the percent of specific types of loans to total loans:

December 31,

2003 2002 2001 2000 1999

Amount
% of
Total Amount

% of
Total Amount

% of
Total Amount

% of
Total Amount

% of
Total

Allowance For
Loan Losses:
Commercial and
Industrial $ 3,087 39.7% $ 3,231 48.2% $ 3,336 55.5% $ 2,066 38.3% $ 2,686 52.0%
Real Estate -
Mortgage 2,215 28.5 1,697 25.3 1,613 26.8 1,095 20.3 1,050 20.3
Real Estate -
Construction 646 8.3 493 7.4 635 10.6 381 7.1 371 7.2
Loans to
Individuals 387 5.0 411 6.1 365 6.0 374 6.9 375 7.3
Unallocated
Portion 1,449 18.5 874 13.0 66 1.1 1,483 27.4 687 13.2

Total $ 7,784 100.0% $ 6,706 100.0% $ 6,015 100.0% $ 5,399 100.0% $ 5,169 100.0%

The allocations are comprised of specific allocations that are determined by providing specific reserves against each loan that is �criticized� (as
defined on page 29 under �Critical Accounting Policies�) as being weak, plus a general allocation against the remaining balance of the portfolio
based on experience factors.  Management of the Corporation believes that the allowance for loan losses at December 31, 2003 is adequate to
cover losses inherent in the portfolio.  There can be no assurance that the Corporation will not sustain loan losses in future periods which could
be substantial in relation to, or exceed, the size of the current allowance.  The total allowance is available to absorb losses from any loan.

Non-Performing Assets.  Non-performing assets consist of non-accrual loans, renegotiated loans, other real estate and other foreclosed assets. 
Non-accrual loans are those on which the accrual of interest has been suspended and on which the interest is recorded as earned when it is
received.  Loans are generally placed on non-accrual status when principal or interest is past due 90 days or more and the loan is not both
well-secured and in the process of collection, or immediately, if in the opinion of management, full collection of principal or interest is doubtful. 
At the time a loan is placed on non-accrual status, interest previously recorded but not collected is reversed and charged against current interest
income.

Renegotiated loans are loans on which the interest and/or the principal has been reduced due to a deterioration in the borrower�s financial
condition.  Even though these loans are actually performing, they are included in non-performing assets because of the loss of revenue related to
the reduction of interest and/or principal.

Other real estate is real estate acquired through foreclosure or through partial settlement of debts and which is awaiting sale and disposition.  At
the time of acquisition, other real estate is recorded at the lower of estimated fair value or the loan balance or settlement agreement with any
write-down charged to the allowance for loan losses.  Any further write-downs, expenses related to the property and any gain or loss resulting
from the sale of the property are recorded in current operating expenses.

Other foreclosed assets are other types of collateral (such as autos, shares of stock and equipment) acquired through foreclosure or through
partial settlement of debts which are awaiting sale and disposition.  At the time of acquisition, other foreclosed assets are recorded at the lower
of estimated fair value or the loan balance or settlement agreement with any write-down charged to the allowance for loan losses.  Any further
write-downs, expenses related to the asset and any gain or loss resulting from the sale of the asset are recorded in current operating expenses.

The Corporation is required, by the regulatory authorities, to have other real estate and other foreclosed assets evaluated periodically.  In the
event the new evaluation value is less than the carrying value of the property, the excess is written off to expense.  Some properties or foreclosed
assets are written down below their evaluation values when management feels the economic value has declined below the evaluation value.
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The following table summarizes the non-performing assets and loans 90 days past due and still accruing (dollars in thousands):

December 31,

2003 2002 2001 2000 1999

Non-accrual Loans $ 2,351 $ 2,135 $ 4,115 $ 2,182 $ 2,450
Renegotiated Loans -0- -0- -0- -0- 3
Other Real Estate & Other Foreclosed Assets -0- 1,268 444 1,595 1,947

Total Non-Performing Assets $ 2,351 $ 3,403 $ 4,559 $ 3,777 $ 4,400

As a Percent of:
Total Assets 0.30% 0.49% 0.72% 0.61% 0.78%
Total Loans and Other Real Estate & Other Foreclosed
Assets 0.42 0.72 1.06 0.99 1.23
Loans Past Due 90 Days or More and Still Accruing $ 55 $ 16 $ 16 $ 10 $ -0-
Non-accrual loans at December 31, 2003, were comprised of $1,763,000 in commercial loans, $388,000 in real estate mortgages, $65,000 in
interim construction loans and $135,000 in consumer loans.  There was no Other Real Estate and Other Foreclosed Assets as of December 31,
2003. 

Non-accrual loans at December 31, 2002, were comprised of $1,463,000 in commercial loans, $473,000 in real estate mortgages and $199,000
in consumer loans.  Other Real Estate and Other Foreclosed Assets included one office building, one residential property and a motor home.

The impact on interest income from the above referenced non-accrual loans and renegotiated loans for the past five years is provided below (in
thousands):

Years Ended December 31,

2003 2002 2001 2000 1999

Gross Amount of Interest That Would Have Been Recorded at
Original Rate $ 162 $ 171 $ 340 $ 600 $ 427
Interest Included in Income 75 99 195 206 68

Interest Not Recorded in Income $ 87 $ 72 $ 145 $ 394 $ 359

Loans are graded on a system similar to that used by the banking industry regulators (as described on page 29 under �Critical Accounting
Policies�).  In addition to the above grading system, the Corporation maintains a separate �watch list� which further aids the Corporation in
monitoring loan quality.  Watch list loans show warning elements where the present status portrays one or more deficiencies that require
attention in the short run or where pertinent ratios of the loan account have weakened to a point where more frequent monitoring is warranted.

Non-accrual loans normally include weaker Substandard loans and loans that are considered to be Doubtful (which are defined later in this
section).

An independent third party loan review was completed in late 2003.  In addition, a regulatory examination was completed in early 2003.  Based
on the findings of these reviews and exams, management considers the loan portfolio to be adequately reserved.

Criticized loans, loans classified as OAEM, Substandard or Doubtful as noted on page 29, have increased since 2000.  A significant portion of
this increase is due to enhanced classification procedures and the performance of the Chief Credit Officer employed by the Corporation in the
third quarter of 2001 to assist in monitoring loan quality. 
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The following table summarizes the relationship between non-performing loans, criticized loans and the allowance for loan losses (dollars in
thousands):

December 31,

2003 2002 2001 2000 1999

Non-Performing Loans $ 2,351 $ 2,135 $ 4,115 $ 2,182 $ 2,453
Criticized Loans 27,737 23,067 24,879 11,536 11,804
Allowance for Loan Losses 7,784 6,706 6,015 5,399 5,169
Allowance for Loan Losses as a Percent of:
Non-Performing Loans 331.0% 314.0% 146.0% 247.0% 211.0%
Criticized Loans 28.0 29.0 24.0 47.0 44.0
Deposits.  The primary source of the Corporation�s funds is deposits.  The majority of the Corporation�s deposits are considered �core� deposits. 
Core deposits are those that are not subject to material changes due to customer withdrawal because of market rate changes.  Average demand
deposits increased $15.9 million, or 10.1%, from 2002 to 2003, and increased $18.0 million, or 13.0%, from 2001 to 2002.  Average demand
deposits represented 28.4% and 27.9% of total deposits during 2003 and 2002, respectively.  Average interest-bearing deposits increased $30.3
million, or 7.5%, from 2002 to 2003, and increased $1.0 million, or 0.2%, from 2001 to 2002.  The deposit types� daily average balance and
related average rates paid during each of the last three years are as follows (dollars in thousands):

2003 2002 2001

Amount Rate Paid Amount Rate Paid Amount Rate Paid

Noninterest-Bearing Demand Deposits $ 172,784 $ 156,868 $ 138,880
Interest-Bearing Deposits:
Interest-Bearing Transaction Accounts 193,841 1.09% 180,060 1.32% 167,853 2.56%
Savings 119,851 1.32 112,977 1.69 101,295 3.32
Certificates of Deposit under $100,000 and IRA�s 62,938 2.48 64,042 3.19 77,968 5.39
Certificates of Deposit of $100,000 or More 59,072 2.63 48,286 3.19 56,848 5.38
Other Time Deposits 315 2.26 339 3.18 723 5.90

Total Interest-Bearing Deposits 436,017 1.56% 405,704 1.94% 404,687 3.70%

Total Deposits $ 608,801 $ 562,572 $ 543,567

The remaining maturity on certificates of deposit of $100,000 or more as of December 31, 2003, 2002 and 2001 is presented below (in
thousands):

Maturity 2003
% of
Total 2002

% of
Total 2001

% of
Total

3 months or less $ 10,598 16.8% $ 12,076 23.2% $ 19,522 41.0%
3 to 6 months 11,799 18.7 9,962 19.2 12,405 26.0
6 to 12 months 13,583 21.5 14,808 28.4 13,527 28.4
Over 12 months 27,119 43.0 15,204 29.2 2,190 4.6
The shift, reflected in the above table, toward longer maturities from 2001 to 2003 is due to the Corporation paying a premium on certificates of
deposit with three year maturities to offset some of the loan growth with similar maturities during this period.
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Borrowings.  Securities sold under repurchase agreements generally represent borrowings with maturities ranging from one to thirty days. 
These borrowings are with significant commercial customers of the Corporation that require short-term liquidity for their funds.  Information
relating to these borrowings for the last three years is summarized as follows (dollars in thousands):

December 31,

2003 2002 2001

Securities Sold Under Repurchase Agreements:
Average Balance $ 26,850 $ 20,141 $ 17,470
Year-End Balance 32,234 22,955 14,816
Maximum Month-End Balance During Year 32,234 29,560 20,374
Interest Rate:
Average 0.31% 0.87% 2.94%
Year-End 0.44 0.59 0.75
Federal Home Loan Bank Advances:
Average Balance $ 30,532 $ 17,989 $ 452
Year-End Balance 50,000 14,300 5,000
Maximum Month-End Balance During Year 50,000 25,000 5,000
Interest Rate:
Average 1.65% 2.37% 2.23%
Year-End 1.52 2.41 1.92
Federal Funds Purchased:
Average Balance $ 2,774 $ 1,178 $ 567
Year-End Balance -0- -0- 8,550
Maximum Month-End Balance During Year 7,200 8,650 8,550
Interest Rate:
Average 1.41% 2.03% 2.76%
Year-End -0- -0- 1.92
The Corporation has available a line of credit with the Federal Home Loan Bank of Dallas, which allows it to borrow on a collateralized basis at
a fixed term.  The borrowings are collateralized by a blanket floating lien on all first mortgage loans, the FHLB capital stock owned by the
Corporation and any funds on deposit with the FHLB.  At December 31, 2003, $50.0 million of borrowings were outstanding under the line of
credit at an average rate of 1.52%, $45.0 million of which matures during 2004 and $5.0 million of which matures in April 2005.  For the year
ended December 31, 2003, the Corporation had average borrowings of $30.5 million.  The increase in FHLB borrowings late in 2003 coincided
with the significant increase in loans during the fourth quarter.  At December 31, 2002, the Corporation had $12.0 million of borrowings
outstanding under the line of credit at an average rate of 2.11% plus the Corporation had $2.3 million borrowed under a match funding
agreement with the Federal Home Loan Bank at a rate of 4.41% which matured in 2003.

Off-Balance-Sheet Arrangements, Commitments, Guarantees and Contractual Obligations.  The following table summarizes the
Corporation�s contractual obligations and other commitments to make future payments as of December 31, 2003 (dollars in thousands). 
Payments for borrowings do not include interest.  Payments related to leases are based on actual payments specified in the underlying contracts. 
Loan commitments and standby letters of credit are presented at contractual amounts; however, since many of these commitments are expected
to expire unused or only partially used, the total amounts of these commitments do not necessarily reflect future cash requirements.    

Payments Due by Period

1 Year
or Less

More Than 1
Year But Less
Than 3 Years

3 Years or
More But
Less

Than 5 Years
5 Years
or More Total

Contractual Obligations:
Federal Home Loan Bank Advances $ 45,000 $ 5,000 $ -0- $ -0- $ 50,000
Operating Leases 926 1,880 1,795 2,406 7,007
Deposits with Stated Maturity Dates 74,210 45,045 6,435 -0- 125,690

120,136 51,925 8,230 2,406 182,697
Other Commitments:
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Loan Commitments 121,991 11,710 3,243 8,833 145,777
Standby Letters of Credit 6,128 106 -0- -0- 6,234

128,119 11,816 3,243 8,833 152,011
Total Contractual Obligations and Other Commitments $ 248,255 $ 63,741 $ 11,473 $ 11,239 $ 334,708
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In the normal course of business, the Corporation enters into various transactions, which, in accordance with accounting principles generally
accepted in the United States, are not included in its consolidated balance sheets.  The Corporation enters into these transactions to meet the
financing needs of its customers.  These transactions include commitments to extend credit and standby letters of credit, which involve, to
varying degrees, elements of credit risk and interest rate risk in excess of the amounts recognized in the consolidated balance sheets. 

The Corporation enters into contractual loan commitments to extend credit, normally with fixed expiration dates or termination clauses, at
specified rates and for specific purposes.  Substantially all of the Corporation�s commitments to extend credit are contingent upon customers
maintaining specific credit standards at the time of loan funding.  The Corporation minimizes its exposure to loss under these commitments by
subjecting them to credit approval and monitoring procedures.  Management assesses the credit risk associated with certain commitments to
extend credit in determining the level of the allowance for possible loan losses. 

Standby letters of credit are written conditional commitments issued by the Corporation to guarantee the performance of a customer to a third
party.  In the event the customer does not perform in accordance with the terms of the agreement with the third party, the Corporation would be
required to fund the commitment.  The maximum potential amount of future payments the Corporation could be required to make is represented
by the contractual amount of the commitment.  If the commitment is funded, the Corporation would be entitled to seek recovery from the
customer.  The Corporation�s policies generally require that standby letter of credit arrangements contain security and debt covenants similar to
those contained in loan agreements. 

Interest Rate Sensitivity.  The objectives of monitoring and managing the interest rate risk of the balance sheet are to contribute to earnings by
minimizing adverse changes in net interest income as a result of changes in the direction and level of interest rates and to provide liquidity to
satisfy cash flow requirements to meet customers� fluctuating demands.

Interest rate sensitivity is the relationship between changes in the market interest rates and changes in net interest income due to the repricing
characteristics of assets and liabilities.

An asset-sensitive position in a given period will result in more assets than liabilities being subject to repricing; therefore, market interest-rate
changes will be reflected more quickly in asset rates.  If interest rates decline, such a position will have an adverse effect on net interest income. 
Conversely, in a liability-sensitive position, where liabilities reprice more quickly than assets in a given period, a decline in market rates will
benefit net interest income.

A mix of earning assets and interest-bearing liabilities in which relatively equal volumes reprice each period represents a matched interest
sensitivity �GAP� position; any excess of these assets or liabilities results in an interest sensitive GAP.
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The following table, commonly referred to as a �static GAP report,� indicates the interest rate sensitivity position at December 31, 2003 and may
not be reflective of positions in subsequent periods (dollars in thousands):

Due in
30
Days

Or Less

Due in
31-180
Days

Due in
181 Days
to One
Year

Total
Rate

Sensitive

Repriced
After 1
Year or
Non-Rate
Sensitive Total

Earning Assets:
Loans $ 275,703 $ 41,653 $ 34,406 $ 351,762 $ 202,007 $ 553,769
Investment Securities 11,675 24,297 17,062 53,034 142,925 195,959
Federal Funds Sold & Due
From Time 1,336 -0- -0- 1,336 -0- 1,336

Total Earning Assets 288,714 65,950 51,468 406,132 344,932 751,064
Interest-Bearing Liabilities:
Interest-Bearing Transaction Accounts and
Savings 322,814 -0- -0- 322,814 -0- 322,814
Certificates of Deposit of under $100,000 and
IRA�s 3,430 20,164 14,420 38,014 24,261 62,275
Certificates of Deposit of $100,000 or More 2,196 20,201 13,583 35,980 27,119 63,099
Other Time Deposits 150 -0- 66 216 100 316
Short Term Borrowings 37,234 10,000 30,000 77,234 5,000 82,234

Total Interest-Bearing Liabilities 365,824 50,365 58,069 474,258 56,480 530,738

Interest Sensitivity GAP $ (77,110) $ 15,585 $ (6,601) $ (68,126) $ 288,452 $ 220,326

Cumulative GAP $ (77,110) $ (61,525) $ (68,126)

Periodic GAP To Total Assets (9.69)% 1.96% (0.83)%
Cumulative GAP To Total Assets (9.69)% (7.73)% (8.56)%
In the preceding table under the �Repriced after 1 Year or Non-Rate Sensitive� category, $44.7 million in investment securities will reprice or
mature within one to three years and another $58.5 million will reprice or mature within three to five years.  The average maturity of the
investment portfolio is approximately 3.7 years.  Also, the above table reflects the call dates versus maturity dates and periodic principal
amortization of investment securities.

The preceding static GAP report reflects a cumulative liability sensitive position during the one year horizon.  An inherent weakness of this
report is that it ignores the relative volatility any one category may have in relation to other categories or market rates in general.  For instance,
the rate paid on certain interest-bearing transaction accounts typically adjust less quickly than the three month T-Bill.  Management attempts to
capture this relative volatility by utilizing a simulation model with a �beta factor� adjustment which estimates the volatility of rate sensitive assets
and/or liabilities in relation to other market rates.

Beta factors are an estimation of the long term, multiple interest rate environment relation between an individual account and market rates in
general.  For instance, NOW, savings and money market accounts, which are repriceable within 30 days will have considerably lower beta
factors than variable rate loans and most investment categories.  Taking this into consideration, it is quite possible for a bank with a negative
cumulative GAP to total asset ratio to have a positive �beta adjusted� GAP risk position.  As a result of applying the beta factors established by the
Corporation�s management to the earning assets and interest-bearing liabilities in the static GAP report via a simulation model, the Corporation�s
cumulative GAP to total assets ratio at one year of (8.56%) was reversed to a positive 20.48% �beta adjusted� GAP position.  Management feels
that the �beta adjusted� GAP risk technique more accurately reflects the Corporation�s GAP position. 

In addition to GAP analysis, the Corporation uses an interest rate risk simulation model and shock analysis to test the interest rate sensitivity of
net interest income and the balance sheet, respectively.  Contractual maturities and repricing opportunities of loans are incorporated in the model
as are prepayment assumptions, maturity data and call options within the investment portfolio.  Assumptions based on past experience are
incorporated into the model for nonmaturity deposit accounts.  Based on the December 31, 2003 simulation analysis, it is estimated that a 100
basis point rise in interest rates over the next 12 month period would have an impact of approximately 4.6% on net interest income for the
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period, while a 100 basis point decline in interest rates over the same period would have an impact of approximately (7.9%) on net interest
income for the period.  These varying results are primarily a product of the manner in which interest rates on demand, money market and savings
deposits change.  The Corporation has found that historically, interest rates on these deposits change more slowly in a rising rate environment
than in a declining rate environment.  This assumption is incorporated into the simulation model and is generally not fully reflected in a GAP
analysis.  The analysis does not contemplate any actions that the Corporation might undertake in response to changes in market interest rates. 
Accordingly, this analysis is not intended to be and does not provide a forecast of the effect actual changes in market rates will have on the
Corporation.

27

Edgar Filing: SUMMIT BANCSHARES INC /TX/ - Form 10-K

43



The following table reflects certain spreads and margins for the past three years:

2003 2002 2001

Yield on Earning Assets (T/E) 5.54% 6.15% 7.57%
Cost of Funds 1.50 1.91 3.67
Net Interest Spread (T/E) 4.04 4.24 3.90
Net Interest Margin (T/E) 4.48 4.80 4.93

T/E = Tax Equivalent
Capital Resources.  At December 31, 2003, shareholders� equity totaled $68.7 million, an increase of $3.7 million, or 5.8%, compared to 2002.
This increase reflected an increase in retained earnings offset by the impact of repurchases of shares of Common Stock of the Corporation.  In
2003, the Corporation repurchased $1.0 million of Common Stock.  At December 31, 2002, shareholders� equity totaled $64.9 million, an
increase of $4.4 million, or 7.3%, compared to 2001.  This increase reflected an increase in retained earnings offset by the impact of repurchases
of shares of Common Stock of the Corporation.  In 2002, the Corporation repurchased $3.4 million of Common Stock.  The ability of the
Corporation to repurchase shares of Common Stock is subject to various banking laws, regulations and policies as well as rules and regulations
of the SEC.

The Corporation and the Bank are subject to capital adequacy guidelines established by the FRB and other regulatory authorities.  See �Business -
The Corporation - Capital Adequacy Requirements,� �Business - The Bank - Capital Adequacy Requirements� and Note 19 of the Notes to
Consolidated Financial Statements for additional information regarding levels of required capital and risk weighted assets and other information
relating to the capital adequacy guidelines.  The table below illustrates the Corporation�s and the Bank�s compliance with the capital adequacy
guidelines as of December 31, 2003 and 2002 (dollars in thousands):

December 31, 2003 December 31, 2002
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