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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
TEXAS CAPITAL BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF INCOME AND OTHER COMPREH ENSIVE INCOME — UNAUDITED

(In thousands except per share data)

Interest income

Interest and fees on loa

Securities

Federal funds sol

Deposits in other ban}

Total interest incom

Interest expense

Deposits

Federal funds purchas

Repurchase agreeme;

Other borrowing

Subordinated note

Trust preferred subordinated debentt
Total interest expens

Net interest income

Provision for credit losses

Net interest income after provision for credit loses
Non-interest income

Service charges on deposit accot

Trust fee incom:

Bank owned life insurance (BOLI) incor
Brokered loan fee

Swap fee:

Other

Total nor-interest incomt

Non-interest expense

Salaries and employee bene

Net occupancy expen:

Marketing

Legal and profession.

Communications and technolo

FDIC insurance assessmi

Allowance and other carrying costs for OR
Other

Total nor-interest expens

Income from continuing operations before income tags
Income tax expens

Income from continuing operations
Income (loss) from discontinued operations (afte-tax)
Net income

Preferred stock dividends

Net income available to common stockholdet

Other comprehensive income (loss

Change in net unrealized gain on avail-for-sale securities arising during period, before
Income tax benefit (expense) related to net urredlgain on availak-for-sale securitie
Other comprehensive loss, net of

Comprehensive income

Basic earnings per common shar
Income from continuing operatiol
Net income

Diluted earnings per common share
Income from continuing operatiol
Net income

See accompanying notes to consolidated financssients.

Three months ended March :

2014 2013
$ 11587. $ 103,18
54C 93¢

4c 6

15¢ 52

116,61 104,17"
4,03( 3,24¢

95 212

4 4

72 212

3,47¢ 1,82¢
61€ 634
8,29¢ 6,13
108,31 98,04:
5,00( 2,00(
103,31! 96,04:
1,69¢ 1,701
1,28: 1,241
50¢ 49¢
2,82¢ 4,74¢
1,22¢ 1,65:
2,821 1,448
10,35¢ 11,28:
42,05¢ 33,54:
4,76¢ 3,857
3,75¢ 3,97:
5,40: 3,94(
3,92¢ 8,127
2,72t 1,07¢

45 43¢

6,64: 5,76(
69,32: 55,70
44,35( 51,62:
16,08 18,47¢
28,26: 33,14

4 (1)

28,26¢ 33,14
2,43¢ 81

$ 25827 $ 33,06
$ (162  $ (725)
(57) (259
(108) (477)

$ 2816( $ 32,67
$ 061 $ 0.82
$ 061 $ 0.82
$ 060 $ 0.8¢
$ 060 $ 0.8¢
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TEXAS CAPITAL BANCSHARES, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands except share data)

Assets

Cash and due from ban

Interes-bearing deposit

Federal funds sold and securities purchased uedate agreemen
Securities, availab-for-sale

Loans held for sale from discontinued operati
Loans held for investment, mortgage fina
Loans held for investment (net of unearned inca
Less: Allowance for loan loss

Loans held for investment, n

Premises and equipment, |

Accrued interest receivable and other as
Goodwill and intangible assets, 1

Total asset

Liabilities and Stockholders’ Equity
Liabilities:
Deposits:
Nor-interes-bearing
Interes-bearing
Interes-bearing in foreign branchu

Total deposit:

Accrued interest payab

Other liabilities

Federal funds purchas

Repurchase agreemeil

Other borrowing:

Subordinated note

Trust preferred subordinated debentt

Total liabilities

Stockholder equity:
Preferred stock, $.01 par value, $1,000 liquidatialue:
Authorized share— 10,000,00(
Issued share- 6,000,000 shares issued at March 31, 2014 and Desnedi, 2013, respective
Common stock, $.01 par valt
Authorized share—100,000,00(
Issued share- 42,959,220 and 41,036,787 at March 31, 2014 anémber 31, 2013, respective
Additional paic-in capital
Retained earning
Treasury stock (shares at cost: 417 at March 314 26d December 31, 201
Accumulated other comprehensive income, net ofst
Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to consolidated financssients.

March 31, December 31,
2014 2013
(Unaudited)
$ 11159 $ 92,48«
146,20! 61,33’
— aC
52,96( 63,21«
29z 294
2,688,04. 2,784,26!
8,928,03: 8,486,30!
90,23¢ 87,60:
11,525,84 11,182,97
11,76 11,48:
273,81 281,53
21,11¢ 21,28¢
$12,143,58  $11,714,69
$ 3,451,29. $ 3,347,56
5,886,36: 5,579,50!
391,47 330,30
9,729,122 9,257,37!
2,30 74¢
104,59¢ 110,17
143,57: 148,65(
29,43: 21,95«
505,02: 855,02t
286,00( 111,00(
113,40t 113,40t
10,913,45  10,618,34
150,00( 150,00(
43C 41C
556,24° 448,20t
521,93¢ 496,11:
(8 8
1,52¢ 1,62¢
1,230,13; 1,096,35!
$12,143,58  $11,714,69
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TEXAS CAPITAL BANCSHARES, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(In thousands except share data)

Accumulated

Other
Preferred Stoc Common Stocl Additional Retaine( _1reasury Stocl Comprehensiy
Paid-in Income, Net o
Shares  Amount Shares  Amouni Capital Earnings Share Amount Taxes Total
Balance at December 31, 2C — $ — 40,727,99 $ 407 $ 450,11t $382,45! (417) $ 8 % 3,27 $ 836,24:
Comprehensive incom
Net income (unauditec — — — — — 33,14 — — — 33,14
Change in unrealized gain on available-for-sale
securities, net of taxes of $254 (unaudit — — — — — — — — 477 471
Total comprehensive income (unaudit 32,67
Tax expense related to exercise of s-based award
(unaudited’ — — — — (1,362) — — — — (1,362)
Stocl-based compensation expense recogniz
earnings (unaudite( — — — — 90¢ — — — — 90t
Issuance of preferred stock (unaudit 6,000,001 150,00( — — (4,929 — — — — 145,07t
Preferred stock dividend (unaudite — — — — — 81) — — — (81)
Issuance of stock related to st-based awarc
(unaudited; — — 43,83t 1 (260 — — — — (259
Balance at March 31, 2013 (unaudit 6,000,000 $150,00( 40,771,83 $ 40¢& $ 444,47 $41551 (417 $ 8) $ 2,801 $1,013,19:
Balance at December 31, 2C 6,000,000 $150,00( 41,036,78 $ 41C $ 448,20 $496,11: (417 $ 8) % 1,62¢ $1,096,35
Comprehensive incom
Net income (unauditec — — — — — 28,26¢ — — — 28,26!
Change in unrealized gain on avail-for-sale
securities, net of taxes of $57 (unaudit — — — — — — — — (20%) (10%)
Total comprehensive income (unaudit 28,16(
Tax benefit related to exercise of stock-based dsvar
(unaudited; — — — — 95& — — — — 95E
Stock-based compensation expense recognized in
earnings (unaudite( — — — — 1,26: — — — — 1,26:
Preferred stock dividend (unaudite — — — — — (2,43¢) — — — (2,43¢)
Issuance of stock related to st-based awarc
(unaudited’ — — 46,66( 1 (707) — — — — (70€)
Issuance of common stock (unaudit — — 1,875,00! 18  106,52¢ — — — — 106,54t
Issuance of common stock related to warrants (Lited) — — 775 — — — — — — —
Balance at March 31, 2014 (unaudit 6,000,000 $150,00( 42,959,22 $ 43C $ 556,24° $521,93¢ (417 $ 8 $ 1,527 $1,230,13

See accompanying notes to consolidated financsients
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TEXAS CAPITAL BANCSHARES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS — UNAUDITED
(In thousands)

Operating activities
Net income from continuing operatio
Adjustments to reconcile net income to net caskigen by (used in) operating activitie
Provision for credit losse
Depreciation and amortizatic
Amortization and accretion on securit
Bank owned life insurance (BOLI) incor
Stocl-based compensation expel
Tax benefit (expense) from st-based award exercis
Excess tax benefits (expense) from s-based compensation arrangemt
(Gain) loss on sale of ass:
Changes in operating assets and liabilit
Accrued interest receivable and other as
Accrued interest payable and other liabilit
Net cash provided by operating activities of comitig operation:
Net cash provided by operating activities of digoured operation

Net cash provided by operating activit

Investing activities

Maturities and calls of availal-for-sale securitie

Principal payments received on availefor-sale securitie

Originations of mortgage finance loa

Proceeds from pi-offs of mortgage finance loai

Net increase in loans held for investment, exclgdaiortgage finance loai
Purchase of premises and equipment

Proceeds from sale of foreclosed as

Net cash provided by (used in) investing activibésontinuing operation

Financing activities

Net increase in deposi

Net proceeds (expense) from issuance of stoclkecktatstoc-based award
Net proceeds from issuance of common s

Proceeds from issuance of preferred s

Preferred dividends pa

Net decrease in other borrowin

Excess tax benefits (expense) from s-based compensation arrangemt
Net increase (decrease) in Federal funds purct

Net proceeds from issuance of subordinated r

Net cash provided by (used in) financing activitégontinuing operation

Net increase (decrease) in cash and cash equis

Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

Supplemental disclosures of cash flow informat
Cash paid during the period for inter
Cash paid during the period for income ta
Transfers from loans/leases to OREO and other sgssed asse

See accompanying notes to consolidated financstsients.

Three months ended March !

2014 2013
$ 28,26: $ 33,14
5,00( 2,00(
3,01z 1,22t
1 7
(50¢) (49¢)
4,65¢ 1,941
95t (1,362)
(2,729) 3,89(
13€ (52)
2,72¢ 27,72
(4,769 6,20(
36,74 74,22:
6 1
36,74 74,22
7,44( 6,18¢
2,651 5,31¢
(9,687,69) (13,173,47)
9,783,91. 13,770,91
(444,070 (135,81))
(1,167) (70¢)
3,40¢ 1,51¢
(335,519 473,94
471,74¢ 305,02
(706) (25¢)
106,54 —
— 145,07
(2,439) —
(342,52) (1,188,84)
2,72¢ (3,890)
(5,077 179,81
172,37 —
402,65: (563,07)
103,88 (14,90
153,91 206,34
$ 257,79 $ 191,44
$ 6,741 $ 5,771
882 2,691
851 —
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TEXAS CAPITAL BANCSHARES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — UNAUDI TED

(1) OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTIN G POLICIES
Organization and Nature of Business

Texas Capital Bancshares, Inc. (the “Company”)e@@are corporation, was incorporated in Novemi®&6land commenced banking
operations in December 1998. The consolidated @iimhstatements of the Company include the accafigxas Capital Bancshares, Inc.
and its wholly owned subsidiary, Texas Capital Basétional Association (the “Bank”). We serve theeds of commercial businesses and
successful professionals and entrepreneurs logafeelkas as well as operate several lines of basieerving a regional or national clientele
of commercial borrowers. We are primarily a secdeeder, with our greatest concentration of loangexas.

Basis of Presentation

Our accounting and reporting policies conform tocamting principles generally accepted in the Uhiates (“GAAP”) and to generally
accepted practices within the banking industry t&eiprior period balances have been reclassiesbhform to the current period
presentation.

The consolidated interim financial statements Haeen prepared without audit. Certain informatiod footnote disclosures presented in
accordance with GAAP have been condensed or omltigtle opinion of management, the interim finahstatements include all normal ¢
recurring adjustments and the disclosures madadequate to make interim financial information misleading. The consolidated financial
statements have been prepared in accordance wigPGdr interim financial information and with thestructions to Form 10-Q adopted by
the Securities and Exchange Commission (“SEC”).oddingly, the financial statements do not inclulefthe information and footnotes
required by GAAP for complete financial statemeartd should be read in conjunction with our consaéd financial statements, and notes
thereto, for the year ended December 31, 2013ydiecl in our Annual Report on Form 10-K filed witletSEC on February 20, 2014 (the
“2013 Form 10-K"). Operating results for the intarperiods disclosed herein are not necessarilgatigie of the results that may be expected
for a full year or any future period.

Use of Estimates

The preparation of financial statements in confeymiith GAAP requires management to make estimatesassumptions that affect the
reported amounts of assets and liabilities andalisce of contingent assets and liabilities atdate of the financial statements. Actual results
could differ from those estimates. The allowanaddan losses, the fair value of stock-based corsqtion awards, the fair values of financial
instruments and the status of contingencies até&pkarly susceptible to significant change in tesar term.

Correction of an Error in the Financial Statements

We determined during the fourth quarter of 2013 thachases and sales of mortgage finance loaresttethat had been reported on our
consolidated statements of cash flows as cash flaws operating activities should have been regba® investing activities because the
related asset balances should have been reporteddafor investment rather than held for sale onamnsolidated balance sheets.

We have corrected the classification of these agsethe consolidated balance sheets to reflent Heheld for investment. We have
corrected the previously presented cash flowshesé loans and in doing so the consolidated statsrmoécash flows for the three months
ended March 31, 2013 were adjusted to decreasesktflows from operating activities by $597.4 mil| with a corresponding increase in
net cash flows from investing activities. The chadges not impact our reported earnings as we tbatieve any reserve for loan losses
relating to the mortgage finance portfolio is neseeg based upon the risk profile of the assetdlamtess than one basis point loss experience
of the program over the last ten years. This rediaation does not change total loans or totagétsssn our consolidated balance sheets. We
have evaluated the effect of the incorrect presemtiaboth qualitatively and quantitatively, anchctuded that it did not materially misstate

our previously issued financial statements.
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Cash and Cash Equivalents

Cash equivalents include amounts due from bankg$-addral funds sold.

Securities

Securities are classified as trading, availablestde or held-to-maturity. Management classifiesigées at the time of purchase and re-
assesses such designation at each balance stediaaever, transfers between categories fronréhassessment are rare.

Trading Account

Securities acquired for resale in anticipationhadrs-term market movements are classified as tpdiith realized and unrealized gains and
losses recognized in income. To date, we haveambihy activity in our trading account.

Held-to-Maturity and Available-for-Sale

Debt securities are classified as held-to-matwrityen we have the positive intent and ability todhible securities to maturity. Held-to-
maturity securities are stated at amortized coshtBecurities not classified as held-to-maturityrading and marketable equity securities not
classified as trading are classified as availabtestle.

Available-forsale securities are stated at fair value, withuthrealized gains and losses reported in a sepawatponent of accumulated otl
comprehensive income (loss), net of tax. The ameyaitcost of debt securities is adjusted for amatitn of premiums and accretion of
discounts to maturity, or in the case of mortgagekled securities, over the estimated life of theeigty. Such amortization and accretion is
included in interest income from securities. Readigains and losses and declines in value judgkd tither-than-temporary are included in
gain (loss) on sale of securities. The cost of séesl sold is based on the specific identificatathod.

All securities are available-for-sale as of Mardh 3014 and December 31, 2013.

Loans
Loans Held for Investme

Loans held for investment (which include equipnleases accounted for as financing leases) arelsitatbe amount of unpaid principal
reduced by deferred income (net of costs). Intamedbans is recognized using the simple-interexthod on the daily balances of the
principal amounts outstanding. Loan originatiorsfaget of direct loan origination costs, and commeitt fees, are deferred and amortized as
an adjustment to yield over the life of the loanpweer the commitment period, as applicable.

A loan held for investment is considered impairdtewn, based on current information and events ptabable that we will be unable to
collect all amounts due (both principal and intBrascording to the terms of the loan agreemergeRes on impaired loans are measured
based on the present value of expected futureftash discounted at the loan’s effective interederor the fair value of the underlying
collateral. Impaired loans, or portions thereog enarged off when deemed uncollectible.

The accrual of interest on loans is discontinuedmthere is a clear indication that the borroweash flow may not be sufficient to meet
payments as they become due, which is generallynahean is 90 days past due. When a loan is planetbn-accrual status, all previously
accrued and unpaid interest is reversed. Intemestie is subsequently recognized on a cash bakia@as the remaining book balance ol
asset is deemed to be collectible. If collectipili questionable, then cash payments are apglipdricipal. A loan is placed back on accrual
status when both principal and interest are cumadtit is probable that we will be able to collalttamounts due (both principal and interest)
according to the terms of the loan agreement.

Loans held for investment includes legal ownerstiprests in mortgage loans that we purchase tihroug mortgage warehouse lending
division. The ownership interests are purchasewh fuoaffiliated mortgage originators who are seelddditional funding through sale of the
undivided ownership interests to facilitate thdiility to originate loans. The mortgage originalas no obligation to offer and we have no
obligation to
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purchase these interests. The originator closetyage loans consistent with underwriting standasiablished by approved investors, ani
the time of the sale to the investor, our ownergtigrest and that of the originator are delivamgdis to the investor selected by the origin
and approved by us. We typically purchase up t6% Bwnership interest in each mortgage with thgiwaitor owning the remaining
percentage. These mortgage ownership interesteedddy us for an interim period, usually less tB@rdays and more typically 10-20 days.
Because of conditions in agreements with origirsatlasigned to reduce transaction risks, under Adaug Standards Codification 860,
Transfers and Servicing of Financial Assets (“ASBD’'S, the ownership interests do not qualify adipgrating interests. Under ASC 860, the
ownership interests are deemed to be loans toripmators and payments we receive from investoesdeemed to be payments made by or
on behalf of the originator to repay the loan deg@meade to the originator. Because we have an adtgg@l ownership interest in the
underlying residential mortgage loan, these intsraee not extensions of credit to the originatbed are secured by the mortgage loans as
collateral.

Due to market conditions or events of default iy itivestor or the originator, we could be requi@gurchase the remaining interests in the
mortgage loans and hold them beyond the expect&d Hays. Mortgage loans acquired under these tionslicould require future
allocations of the allowance for loan losses osligiect to charge off in the event the loans becionpaired. Mortgage loan interests
purchased and disposed of as expected receivéavatadn of the allowance for loan losses due #orttinimal loss experience with these
assets.

Allowance for Loan Losses

The allowance for loan losses is established tHr@ugrovision for loan losses charged against ircarhe allowance for loan losses includes
specific reserves for impaired loans and a gemesarve for estimated losses inherent in the |l@atigho at the balance sheet date, but no
identified with specific loans. Loans deemed taibeollectible are charged against the allowancenwhanagement believes that the
collectibility of the principal is unlikely and sabquent recoveries, if any, are credited to ttmwahce. Management’s periodic evaluation of
the adequacy of the allowance is based on an assetsf the current loan portfolio, including knowerent risks, adverse situations that
may affect the borrowers’ ability to repay, theirastted value of any underlying collateral and cotieconomic conditions.

Other Real Estate Owned

Other real estate owned (“*OREQ”), which is includledther assets on the balance sheet, consistaloéstate that has been foreclosed. Real
estate that has been foreclosed is recorded &ithealue of the real estate, less selling cabt®ugh a charge to the allowance for loan
losses, if necessary. Subsequent write-downs rsdjfir declines in value are recorded through aatain allowance, or taken directly to the
asset, charged to other non-interest expense.

Premises and Equipment

Premises and equipment are stated at cost lesmatated depreciation. Depreciation is computedguittie straight-line method over the
estimated useful lives of the assets, which rangma three to ten years. Gains or losses on dispas@remises and equipment are include
results of operations.

Marketing and Software

Marketing costs are expensed as incurred. Ongoaigtenance and enhancements of websites are expangecurred. Costs incurred in
connection with development or purchase of inteusal software are capitalized and amortized oypariad not to exceed five years. Internal
use software costs are included in other assé¢kt®inonsolidated financial statements.

Goodwill and Other Intangible Assets

Intangible assets are acquired assets that lackiqaiysubstance but can be distinguished from gdbldecause of contractual or other legal
rights or because the asset is capable of beingos@xchanged either on its own or in combinatidth a related contract, asset, or liability.
Our intangible assets relate primarily to loan oor relationships. Intangible assets with defingeful lives are amortized on an accelerated
basis over their estimated life. Intangible asaetstested for impairment annually or whenever s/enchanges in circumstances indicate the
carrying amount of the assets may not be recovefatnin future undiscounted cash flows. If impair, assets are recorded at fair value.

9
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Segment Reporting

We have determined that all of our lending divisi@md subsidiaries meet the aggregation criterfSa 280,Segment Reportingsince all
offer similar products and services, operate wiitilar processes, and have similar customers.

Stock-based Compensation

We account for all stock-based compensation traizsecin accordance with ASC 718pmpensation — Stock Compensa{iksC 718"),
which requires that stock compensation transactien®cognized as compensation expense in thensatef operations based on their fair
values on the measurement date, which is the daltbe grant.

Accumulated Other Comprehensive Income

Unrealized gains or losses on our available-foe-sakurities (after applicable income tax expemdeepefit) are included in accumulated
other comprehensive income, net. Other comprehensss, net of tax, for the three months ended Madg 2014 and 2013 is reported in the
accompanying consolidated statements of changgiedkholders’ equity and consolidated statemenisaafme and other comprehensive
income.

Income Taxes

The Company and its subsidiary file a consolidééeldral income tax return. We utilize the liabilityethod in accounting for income taxes.
Under this method, deferred tax assets and lisgsildre determined based upon the difference battieevalues of the assets and liabilitie
reflected in the financial statements and themtesl tax basis using enacted tax rates in effe¢héoyear in which the differences are expe
to be recovered or settled. As changes in tax lasates are enacted, deferred tax assets andtiedre adjusted through the provision for
income taxes. A valuation reserve is provided agjaieferred tax assets unless it is more likely that that such deferred tax assets will be
realized.

Basic and Diluted Earnings Per Common Share

Basic earnings per common share is based on rmhmavailable to common stockholders divided bywk&hted-average number of
common shares outstanding during the period exafudon-vested stock awards. Diluted earnings pemaon share include the dilutive
effect of stock options and non-vested stock awasitsg the treasury stock method. A reconciliattbthe weighted-average shares used in
calculating basic earnings per common share andi¢ighted average common shares used in calculdifutgd earnings per common share
for the reported periods is provided in Note 2 +iifays Per Common Share.

Fair Values of Financial Instruments

ASC 820,Fair Value Measurements and Disclosu(&SC 820"), defines fair value, establishes a feavork for measuring fair value under
GAAP and enhances disclosures about fair value uneaents. In general, fair values of financial iastents are based upon quoted market
prices, where available. If such quoted marketgsrigre not available, fair value is based on esgisnasing present value or other valuation
techniques. Those techniques are significantlycédfieby the assumptions used, including the dido@ie and estimates of future cash flows.

10
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(2) EARNINGS PER COMMON SHARE

The following table presents the computation oftdasd diluted earnings per share (in thousandspxeer share data):

Three months ended March !

2014 2013
Numerator:
Net income from continuing operatio $ 28,26 $ 33,14«
Preferred stock dividenc 2,43¢ 81
Net income from continuing operations available to
common shareholde 25,82! 33,06!
Income (loss) from discontinued operatic 4 (1)
Net income $ 25,82 $ 33,06
Denominator
Denominator for basic earnings per share — weighted
average share 42,298,35 40,473,85
Effect of employee sto-based award® 381,59 456,99
Effect of warrants to purchase common st 540,00¢ 498,39:
Denominator for dilutive earnings per share — aéjis
weighted average shares and assumed conve 43,219,96 41,429,24
Basic earnings per common share from continuingatjoms $ 0.61 $ 0.82Z
Basic earnings per common sh $ 0.61 $ 0.82
Diluted earnings per share from continuing operet $ 0.6( $ 0.8(
Diluted earnings per common shi $ 0.6C $ 0.8C

(1) Stock options, SARs and RSUs outstanding dd@Bat March 31, 2014 and 46,500 at March 31, 2@4& not been included in diluted
earnings per share because to do so would haveale-dilutive for the periods presente

(3) SECURITIES

Securities are identified as either held-to-mayusit available-for-sale based upon various facioduding asset/liability management
strategies, liquidity and profitability objectivesnd regulatory requirements. Held-to-maturity siies are carried at cost, adjusted for
amortization of premiums or accretion of discouAtgailable-for-sale securities are securities thal be sold prior to maturity based upon
asset/liability management decisions. Securitiestified as available-for-sale are carried at¥aiue. Unrealized gains or losses on available-
for-sale securities are recorded as accumulatezt otmprehensive income in stockholders’ equity ofi¢gaxes. Amortization of premiums or
accretion of discounts on mortgalgaeked securities is periodically adjusted forreated prepayments. Realized gains and losses ahided

in value judged to be other-than-temporary areuighet! in gain (loss) on sale of securities. The obsecurities sold is based on the specific
identification method.

At March 31, 2014, our net unrealized gain on tyalable-for-sale securities portfolio was $2.3lmail compared to $2.5 million at
December 31, 2013. As indicated by the differemciné gain as a percent of the amortized costeithection in the total unrealized gain was
due almost entirely to the reduction in the balarafethe securities held. As a percent of outstagnbalances, the unrealized gain was 4.63%
and 4.13% at March 31, 2014 and December 31, 2@%Bectively.
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The following is a summary of securities (in thauss):

March 31, 201«

Gross Gross Estimater
Amortizec Unrealize« Unrealize:
Fair
Cost Gains Losses Value
Available-for-Sale Securities

Residential mortgar-backed securitie $36,13: $ 2,54: $ — $38,67+
Municipals 6,96/ 42 — 7,00¢
Equity securitied?) 7,522 — (242) 7,28(

$50,61: $ 2,58t $ (242 $52,96(

December 31, 201

Gross Gross Estimate:
Amortizec Unrealize« Unrealize:
Fair
Cost Gains Losses Value
Available-for-Sale Securities

Residential mortgar-backed securitie $38,78t¢ $ 2,67¢ $ — $41,46:
Municipals 14,40: 104 — 14,50¢
Equity securitied?) 7,522 — (275) 7,24

$60,70¢ $ 2,78( $ (275 $63,21¢

(1) Equity securities consist of Community Reinvestmieitfunds.
The amortized cost and estimated fair value of isesiare presented below by contractual matintyhousands, except percentage data):

March 31, 201«

After Five
Less Tha After One After Ten
Through Through
One Yea Five Year Ten Year Years Total
Available-for-sale:
Residential mortgar-backed securitied?)
Amortized cos $ 78 $13,30: $ 7,13¢ $15,61¢ $36,13:
Estimated fair valu 82 14,13: 7,86: 16,59° 38,67¢
Weighted average yie(®) 4.6%% 4.7¢% 5.55% 2.4(% 3.9(%
Municipals: @
Amortized cos 4,64¢ 2,31¢ — — 6,964
Estimated fair valu 4,681 2,32 — — 7,00¢
Weighted average yie(® 6.0(% 5.75% — — 5.92%
Equity securities(®)
Amortized cos 7,522 — — — 7,522
Estimated fair valu 7,28( — — — 7,28(
Total availabl-for-sale securities
Amortized cos $50,61°
Estimated fair valu $52,96(
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December 31, 201

After Five
Less Tha After One After Ten
Through Through
One Yea Five Year. Ten Year Years Total
Available-for-sale:
Residential mortgar-backed securitied?)
Amortized cos $ 23¢ $14,72( $ 7,71¢ $16,11( $38,78¢
Estimated fair valu 252 15,64: 8,45¢ 17,11 41,46:
Weighted average yie® 4.32% 4.7¢% 5.5€6% 2.4(% 3.9%%
Municipals: @
Amortized cos 7,74¢ 6,652 — — 14,40:
Estimated fair valu 7,81¢ 6,687 — — 14,50t
Weighted average yie® 5.76% 5.71% — — 5.7%
Equity securities(®)
Amortized cos 7,52 — — — 7,52¢
Estimated fair valu 7,247 — — — 7,247
Total availabl-for-sale securities
Amortized cos $60,70¢
Estimated fair valu $63,21¢

(1) Actual maturities may differ from contractuahturities because borrowers may have the righallac prepay obligations with or
without prepayment penaltie

(2) Yields have been adjusted to a tax equivalent l@@sisming a 35% federal tax re

(3) Yields are calculated based on amortized ¢

(4) These equity securities do not have a stated ntyat

Securities with carrying values of approximatelY $million were pledged to secure certain borr@siand deposits at March 31, 2014. Of
the pledged securities at March 31, 2014, approelyn&8.6 million were pledged for certain depgsgisd approximately $32.1 million were
pledged for repurchase agreements.

The following table discloses, as of March 31, 2@hd December 31, 2013, our investment securhigshiave been in a continuous
unrealized loss position for less than 12 montlisthose that have been in a continuous unreal@eddosition for 12 or more months (in
thousands):

March 31, 2014

Less Than 12 Montt 12 Months or Longe Total
Unrealizet Unrealizet Unrealize
Fair Value Loss Fair Value Loss Fair Value Loss
Equity securities $ 1,01¢ $ (3 $6261 $ (239 $ 7280 $ (242
December 31, 2013
Less Than 12 MontfF 12 Months or Longe Total
Unrealizet Unrealizet Unrealize:
Fair Value Loss Fair Value Loss Fair Value Loss
Equity securities $ 7247 $ (2719 $ — $ — $ 7247 $ (279

At March 31, 2014, there were two securities withuarealized loss position. These securities abdigly traded equity funds and are subject
to market pricing volatility. We do not believe ffeeunrealized losses are “other than temporary”h#¥e evaluated the near-term prospects
of the investment in relation to the severity andation of the impairment and based on that evalndtave the ability and intent to hold the
investment until recovery of fair value. We have wentified any issues related to the ultimateaggpent of principal as a result of credit
concerns on these securities.

Unrealized gains or losses on our available-foe-sakurities (after applicable income tax expemdeepefit) are included in accumulated
other comprehensive income (loss), net. We had celnepsive income of $28.2 million for the three therended March 31, 2014 and
comprehensive income of $32.7 million for the thmeenths ended March 31, 2013. Comprehensive inahuriag the three months ended
March 31, 2014 and 2013 included a net afégrioss of $105,000 and $471,000, respectivelg,tdichanges in the net unrealized gains/Ic
on securities available-for-sale.
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(4) LOANS AND ALLOWANCE FOR LOAN LOSSES

At March 31, 2014 and December 31, 2013, loans asifellows (in thousands):

March 31, December 31
2014 2013

Commercial $ 5,205,51! $ 5,020,56!
Mortgage financt 2,688,04. 2,784,26!
Constructior 1,437,60! 1,262,90!
Real estat 2,229,34! 2,146,22!
Consume 14,81t 15,35(
Leases 95,26: 93,16(
Gross loans held for investme 11,670,59 11,322,47
Deferred income (net of direct origination cos (54,517 (51,899
Allowance for loan losse (90,239 (87,609)
Total $11,525,84 $11,182,97

Commercial Loans and Leas&ur commercial loan and lease portfolio is computisElines of credit for working capital and teroahs and
leases to finance equipment and other businestsa€se energy production loans are generally taigdized with proven reserves based on
appropriate valuation standards. Our commercialdand leases are underwritten after carefullyuaalg and understanding the borrower’s
ability to operate profitably. Our underwriting sthards are designed to promote relationship bantatiger than making loans on a
transactional basis. Our lines of credit typicaltg limited to a percentage of the value of thetassecuring the line. Lines of credit and term
loans typically are reviewed annually and are sugldby accounts receivable, inventory, equipmadt@ther assets of our clients’
businesses.

Mortgage Finance LoanOur mortgage finance loans consist of ownershigradts purchased in single-family residential negts funded
through our warehouse lending group. These loanypically on our balance sheet for 10 to 20 dayless. We have agreements with
mortgage lenders and purchase interests in individans they originate. All loans are underwritbtemsistent with established programs for
permanent financing with financially sound investdBubstantially all loans are conforming loans.

Construction LoanOur construction loan portfolio consists primaifiysingle- and multi-family residential propertiasd commercial

projects used in manufacturing, warehousing, serefaretail businesses. Our construction loansrgdipdnave terms of one to three years.
We typically make construction loans to developbtslders and contractors that have an establisbeatd of successful project completion
and loan repayment and have a substantial equigstment in the borrowers. However, constructi@amn$are generally based upon estimates
of costs and value associated with the completeg@ir Sources of repayment for these types ofdoaay be preommitted permanent loa
from other lenders, sales of developed propertgnanterim loan commitment from us until permanfgmdncing is obtained. The nature of
these loans makes ultimate repayment extremelytsen® overall economic conditions. Borrowers nrat be able to correct conditions of
default in loans, increasing risk of exposure &ssification, non-performing status, reserve atiooaand actual credit loss and foreclosure.
These loans typically have floating rates and coment fees for unused balances.

Real Estate LoanA portion of our real estate loan portfolio is caispd of loans secured by properties other tharkebaisk or investment-
type real estate. Market risk loans are real estates where the primary source of repayment i®ebgul to come from the sale or lease of the
real property collateral. We generally provide temgpy financing for commercial and residential pedp. These loans are viewed primarily
as cash flow loans and secondarily as loans setyreehl estate. Our real estate loans generallg hsximum terms of five to seven years,
and we provide loans with both floating and fixates. We generally avoid long-term loans for conuaéreal estate held for investment.
Real estate loans may be more adversely affectegigitions in the real estate markets or in theege economy. Appraised values may be
highly variable due to market conditions and theawt of the inability of potential purchasers agskkes to obtain financing and lack of
transactions at comparable values.
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As of March 31, 2014, a substantial majority of gnmcipal amount of the loans held for investmiarur portfolio was to businesses and
individuals in Texas. This geographic concentraiahjects the loan portfolio to the general ecomaronditions within this area. The risks
created by this concentration have been considgredanagement in the determination of the apprtgess of the allowance for loan los
Management believes the allowance for loan lossappropriate to cover probable losses inheretiteioan portfolio at each balance sheet
date.

At March 31, 2014 and December 31, 2013, we hddrakbt floating lien based on certain real estaém$ used as collateral for Federal
Home Loan Bank (“FHLB”) borrowings.

The reserve for loan losses is comprised of spe@ierves for impaired loans and an estimatesse®inherent in the portfolio at the balance
sheet date, but not yet identified with specifiedris. We regularly evaluate our reserve for loaede to maintain an appropriate level to
absorb estimated loan losses inherent in the loafiofio. Factors contributing to the determinatioireserves include the credit worthines
the borrower, changes in the value of pledged eolid and general economic conditions. All loamagtments rated substandard or worse
and greater than $500,000 are specifically reviefwetbss potential. For loans deemed to be implaigespecific allocation is assigned based
on the losses expected to be realized from tha@ses|d-or purposes of determining the general res#re portfolio is segregated by product
types to recognize differing risk profiles amongecpries, and then further segregated by creditegraCredit grades are assigned to all loans
Each credit grade is assigned a risk factor, @ruesallocation percentage. These risk factorsrartiplied by the outstanding principal
balance and risk-weighted by product type to calkeuthe required reserve. A similar process is eyeul to calculate a reserve assigned to
off-balance sheet commitments, specifically unfuhlb@n commitments and letters of credit, and aesded reserve is recorded in other
liabilities. Even though portions of the allowannay be allocated to specific loans, the entirenadioce is available for any credit that, in
management’s judgment, should be charged off.

We have several pass credit grades that are adsigih@ans based on varying levels of risk, randiog credits that are secured by cash or
marketable securities, to watch credits which telivthe characteristics of an acceptable creditbig warrant more than the normal level of
monitoring. Within our criticized/classified credjtades are special mention, substandard, and fdbugpecial mention loans are those that
are currently protected by sound worth and payagpacity of the borrower, but that are potentiallyak and constitute an additional credit
risk. The loan has the potential to deteriorate substandard grade due to the existence of fiabocadministrative deficiencies.
Substandard loans have a well-defined weaknes&aknesses that jeopardize the liquidation of th. déhey are characterized by the
distinct possibility that we will sustain some lakthe deficiencies are not corrected. Some suldlstal loans are inappropriately protected by
sound worth and paying capacity of the borrower @frtthe collateral pledged and may be considergrhired. Substandard loans can be
accruing or can be on non-accrual depending ogitbemstances of the individual loans. Loans cfassias doubtful have all the weaknesses
inherent in substandard loans with the added ctexrsiics that the weaknesses make collectiomgaidation in full highly questionable and
improbable. The possibility of loss is extremelghni All doubtful loans are on nonaccrual.

The reserve allocation percentages assigned toceadh grade have been developed based primarignoanalysis of our historical loss ra
The allocations are adjusted for certain qualigafactors for such things as general economic tiondj changes in credit policies and
lending standards. Historical loss rates are agljut account for current environmental condititnéch we believe are likely to cause loss
rates to be higher or lower than past experienaehEuarter we produce an adjustment range for@mwiental factors unique to us and our
market. Changes in the trend and severity of probtens can cause the estimation of losses tordifien past experience. In addition, the
reserve considers the results of reviews perforoyeiddependent third party reviewers as reflectethéir confirmations of assigned credit
grades within the portfolio. The portion of theaalance that is not derived by the allowance alioogbercentages compensates for the
uncertainty and complexity in estimating loan agalsk losses including factors and conditions tleat mot be fully reflected in the
determination and application of the allowancecatmn percentages. We evaluate many factors amditeans in determining the unallocat
portion of the allowance, including the economid &uisiness conditions affecting key lending areesit quality trends and general growth
in the portfolio. The allowance is considered appiate, given management’s assessment of potéosisgs within the portfolio as of the
evaluation date, the significant growth in the l@eud lease portfolio, current economic conditionthe Company’s market areas and other
factors.

The methodology used in the periodic review of res@dequacy, which is performed at least quarterlgiesigned to be dynamic and
responsive to changes in portfolio credit qualithe changes are reflected in the general resedi@napecific reserves as the collectability
larger classified loans is evaluated with new infation. As our portfolio has matured, historicaldaatios have been closely monitored, and
our reserve adequacy relies primarily on our lastoty. Currently, the review of reserve adequacpdrformed by executive management
presented to our board of directors for their reyieonsideration and ratification on a quarterigiba
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The following tables summarize the credit risk peobf our loan portfolio by internally assignecages and noaecrual status as of March
2014 and December 31, 2013 (in thousands):

March 31, 201«

Grade:
Pass
Special mentiol
Substandar-accruing
Non-accrual

Total loans held for investme

December 31, 201

Grade:
Pass
Special mentiol
Substandar-accruing
Nor-accrual

Total loans held for investme

Mortgage
Commercia Finance Constructior Real Estatt Consume Leases Total
$5,086,15¢ $2,688,04. $1,437,38° $2,184,41' $14,747 $92,05¢ $11,502,80
33,21: — 12: 7,33¢ — 203 40,87:
59,31: — 10z 21,26, 60 2,96: 83,70¢
26,83 — — 16,32¢ 8 42 43,21
$5,205,51! $2,688,04. $1,437,60' $2,229,34' $14,81¢ $95,26: $11,670,59
Mortgage
Commercia Finance Constructior Real Estatt Consume Leases Total
$4,908,94. $2,784,26! $1,261,99' $2,099,45 $15,25. $89,317 $11,159,22
24,13: — 10z 6,33¢ — 51 30,62:¢
74,59: — 10z 21,77( 45 3,74z 100,25:
12,89¢ — 70E 18,67( 54 50 32,37¢
$5,020,56! $2,784,26! $1,262,90' $2,146,22i $15,35( $93,16( $11,322,47
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The following table details activity in the reseffee loan losses by portfolio segment for the thremnths ended March 31, 2014 and
March 31, 2013. Allocation of a portion of the nageto one category of loans does not precludaviédlability to absorb losses in other

categories.

March 31, 201«

(in thousands
Beginning balance
Provision for loan losse
Chargeoffs
Recoveries

Net charg-offs (recoveries
Ending balanc:

Period end amount allocated
Loans individually evaluated for
impairment
Loans collectively evaluated for
impairment
Ending balanc:

March 31, 201

(in thousands
Beginning balance
Provision for loan losse
Chargeoffs
Recoveries

Net charg-offs (recoveries
Ending balanc:

Period end amount allocated
Loans individually evaluated for
impairment
Loans collectively evaluated for
impairment
Ending balanc:

Mortgage

Commerciz Finance  Constructiol Real Estal Consume Leases Unallocate Total
$ 39,86¢ $ — $ 1455: $2421( $ 14¢ $3,108 $ 5,71¢ $87,60¢
6,24¢ — 58¢ (495) 56 (575) (1,10  4,71C
2,33¢ — — — 61 50 — 2,447
21C — — 8 25 124 — 367
2,12¢ — — (8) 36 (74) — 2,08(
$ 4398 $ — $ 15,13t $23,72: $ 16¢ $2,60¢ $ 4,61F $90,23¢
$ 6,02¢ $ — $ — $ 99z $ 1 $ 6 $ — $ 7,02¢
37,95¢ — 15,13¢ 22,73( 16¢€ 2,59¢ 4,61°F 83,20¢
$ 43987 $ — $ 1513¢ $23,72: $ 16¢ $2,60¢/ $ 4,61F $90,23¢

Mortgage

Commerciz Finance  Constructiol Real Estal Consume Leases Unallocate Total
$ 2154 $ — $ 12,097 $30,89: $ 22¢ $2,46( $ 7,11¢ $74,337
3,567 — (3,619 4,18 (24) (474 (1,759  1,87¢
1,64¢ — — 10t 19 — — 1,772
397 — — 8 30 121 — 55€
1,251 — — 97 11y (121 — 1,21¢
$ 2386 $ — $ 8,48 $3497¢ $ 21 $2,100 $ 5,358 $75,00(
$ 506¢ $ — $ — $ 81z $ 15 $ 10 $ — $ 5,90¢
18,79¢ — 8,48: 34,16, 19¢€ 2,097 5,35¢ 69,09
$ 2386 $ — $ 8,48: $3497¢ $ 21 $2,107 $ 5,35 $75,00(
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Our recorded investment in loans as of March 3142@ecember 31, 2013 and March 31, 2013 relatedd¢b balance in the allowance for
loan losses by portfolio segment and disaggregatetie basis of our impairment methodology wasHsviis (in thousands):

March 31, 201
Mortgage
Commercia Finance Constructior Real Estatt Consume Leases Total

Loans individually evaluated for impairme $ 29,02: $ — 3 —  $ 2111 % 8 $ 42 $ 50,18t
Loans collectively evaluated for impairme  5,176,49; 2,688,04. 1,437,60! 2,208,23 14,80: 95,22( 11,620,40

Total $5,205,51' $2,688,04 $1,437,60! $2,229,34 $14,81f $95,26: $11,670,59

December 31, 201

Mort
Commercia Fingri:%e Constructior Real Estatt Consume Leases Total
Loans individually evaluated for impairme $ 15,13¢ $ — % 708 $ 2402t $ 54 $ 50 $  39,97¢
Loans collectively evaluated for impairme  5,005,42! 2,784,26! 1,262,20I 2,122,201 15,29¢ 93,11( 11,282,49
Total $5,020,56! $2,784,26! $1,262,900 $2,146,22i $15,35( $93,16( $11,322,47
March 31, 201:
Mortgage
Commercia Finance Constructior Real Estatt Consume Leases Total
Loans individually evaluated for impairme $ 23,35: $ — % 72¢ $ 3099 $ 37 $ 69 $ 5517¢
Loans collectively evaluated for impairme 4,132,333l 2,577,83 760,23! 1,928,81 17,42, 66,53¢ 9,483,17.
Total $4,155,68. $2,577,831 $ 760,96: $1,959,80i $17,46¢ $66,60! $ 9,538,35;

We have traditionally maintained an unallocateemnes component to allow for uncertainty in econoarid other conditions affecting the
quality of the loan portfolio. The unallocated pomtof our loan loss reserve has decreased sincerbleer 31, 2013 generally consistent with
improving portfolio credit metrics. We believe tleeel of unallocated reserves at March 31, 20Maganted due to the continued uncertain
economic environment which has produced lossekjdimg those resulting from fraud by borrowers ttig not necessarily correlated with
historical loss trends or general economic cona&tiddur methodology used to calculate the allowaoeosiders historical losses, however,
the historical loss rates for specific product type credit risk grades may not fully incorpordte &ffects of continued weakness in the
economy.

Generally we place loans on non-accrual when tiseseclear indication that the borrower’s cash flmay not be sufficient to meet payments
as they become due, which is generally when ai®80 days past due. When a loan is placed on nonal status, all previously accrued
and unpaid interest is reversed. Interest incomsatisequently recognized on a cash basis as lafg asmaining unpaid principal amount of
the loan is deemed to be fully collectible. If egflability is questionable, then cash paymentsppdied to principal. As of March 31, 2014,
none of our non-accrual loans were earning on l basis. A loan is placed back on accrual statuswidoth principal and interest are current
and it is probable that we will be able to collattamounts due (both principal and interest) adicgy to the terms of the loan agreement. The
table below summarizes our non-accrual loans bg am purpose as of March 31, 2014 and Decemb@033, (in thousands):

March 31 December 3:
2014 2013
Commercia
Business loan $26,83¢ $ 12,89¢
Constructior
Market risk — 70t
Real estat
Market risk 9,62¢ 15,607
Commercia 4,18¢ 50¢
Secured by -4 family 2,521 2,55¢
Consume 8 54
Leases 42 50
Total nor-accrual loan: $43,21: $ 32,37

As of March 31, 2014, noaecrual loans included in the table above incluBEdl3 million related to loans that met the crador restructure
compared to $17.8 million at December 31, 2013.
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A loan held for investment is considered impairdtewn, based on current information and events ptabable that we will be unable to
collect all amounts due (both principal and intBrascording to the terms of the loan agreemeracbordance withSC 310 Receivablesve
have also included all restructured loans in oyrdired loan totals. The following tables detail oupaired loans, by portfolio class as of

March 31, 2014 and December 31, 2013 (in thousands)

March 31, 201«

With no related allowance recorde
Commercia
Business loan
Energy
Constructior
Market risk
Real estat
Market risk
Commercia
Secured by -4 family
Consume
Leases

Total impaired loans with no allowance recori

With an allowance recorde
Commercia
Business loan
Energy
Constructior
Market risk
Real estat
Market risk
Commercia
Secured by -4 family
Consume
Leases

Total impaired loans with an allowance recor

Combined:

Commercia
Business loan
Energy

Constructior
Market risk

Real estat
Market risk
Commercia
Secured by -4 family

Consume

Leases

Total impaired loan

Unpaid Average Interest
Recordec Principal Relatec Recorded Income
Investmer Balance Allowance Investmer Recognize
$ 6,412 $ 8,661 $ — $ 3,47¢ $ —
— — — 1,07¢ —
— — — 47C —
8,15¢ 8,15¢ — 11,73¢ —
2,50¢ 2,50¢ — 1,17¢ —
1,32(C 1,32( — 1,32( —
$ 18,40( $20,64¢ $ — $ 19,25: $ —
$21,23t $21,23¢ $ 5331 $1445 $ —
1,37¢ 4,30¢ 69¢ 768 —
5,10: 5,10¢ 284 5,89/ —
1,67¢ 1,67¢ 39t 55¢ —
2,34¢ 2,34¢ 314 2,37: —
8 8 1 39 —
42 42 6 47 —
$31,78¢ $34,71¢ $ 7,02¢ $24,12° $ —
$ 27,64 $29,89¢ $ 5,331 $ 17,92¢ $ —
1,37¢ 4,30¢ 69¢ 1,841 —
— — — 47¢ —
13,26 13,26: 284 17,63( —
4,18¢ 4,18¢ 39t 1,73: —
3,66¢ 3,66¢ 314 3,69: —
8 8 1 39 —
42 42 6 47 —
$50,18" $55,36¢ $ 7,02¢ $43,37¢ $ —
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December 31, 201

With no related allowance recorde
Commercia
Business loan
Energy
Constructior
Market risk
Real estat
Market risk
Commercia
Secured by -4 family
Consume
Leases
Total impaired loans with no allowance recori

With an allowance recorde
Commercia
Business loan
Energy
Constructior
Market risk
Real estat
Market risk
Commercia
Secured by -4 family
Consume
Leases
Total impaired loans with an allowance recor

Combined:

Commercia
Business loan
Energy

Constructior
Market risk

Real estat
Market risk
Commercia
Secured by -4 family

Consume

Leases

Total impaired loan

Unpaid Average Interest
Recordec Principal Relatec Recorded Income
Investmer Balance Allowance Investmer Recognize
$ 2,00¢% $ 2,00t $ — $ 4,26t $ —
1,614 3,44: — 96¢ —
70E 70& — 3,111 114
13,52« 13,52 — 9,79¢ —
50¢€ 50¢ — 5,45¢ —
1,32( 1,32( — 2,46¢ —
$19,67¢ $21,50¢ $ — $ 26,06 $ 114
$11,06( $12,42F $ 1,946 $1424 $ —
46C 46( 69 913 —
— — — 16C —
6,28¢ 6,28¢ 822 7,912 —
— — — 471 —
2,381 2,38 321 914 —
54 54 8 43 —
50 5C 8 72 —
$ 20,30( $21,66¢ $ 3,17« $24,73. $ —
$ 13,06: $14,43( $ 1,94¢ $ 18,50¢ $ —
2,07¢ 3,90¢ 69 1,88: —
70% 70¢ — 3,271 114
19,81 19,81 822 17,70¢ —
50¢€ 50¢ — 5,93¢ —
3,701 3,701 321 3,37¢ —
54 54 8 43 —
50 5C 8 72 —
$39,97¢ $4317( $ 3,174/ $50,79¢ $ 114
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Average impaired loans outstanding during the thmeaths ended March 31, 2014 and 2013 totaled $4Blién and $62.6 million,
respectively.

The table below provides an age analysis of our¢hass loans that are still accruing as of MarchZL4 (in thousands):

Greater
30-59 Day:  60-89 Day: Than 90
Days and Total
Past Due Past Due  Accruing @  Past Due Current Total
Commercia
Business loan $16,72¢ $ 3,67¢ $ 7,86¢ $28,26¢ $ 4,183,98! $ 4,212,25
Energy — — — — 966,42 966,42
Mortgage finance loar — — — — 2,688,04. 2,688,04.
Constructior
Market risk 3,462 — — 3,462 1,417,79! 1,421,25
Secured by -4 family — — — — 16,35: 16,35:
Real estat
Market risk 9,411 1,59t — 11,00¢ 1,694,17. 1,705,17
Commercia 13,90¢ 501 — 14,40¢ 403,16° 417,57¢
Secured by -4 family 2,95¢ 68 — 3,022 87,24 90,26¢
Consume 10 — — 10 14,79 14,80
Leases 68t — — 68t 94,53t 95,22(
Total loans held for investme $47,15¢ $ 584( $ 7,86¢ $60,86! $11,566,51 $11,627,38

(1) Loans past due 90 days and still accruing oefupremium finance loans of $4.7 million. Thesmbare generally secured by
obligations of insurance carriers to refund prenswmn cancelled insurance policies. The refund efums from the insurance carriers
can take 180 days or longer from the cancellatate.

Restructured loans are loans on which, due to thewer’s financial difficulties, we have granted@ncession that we would not otherwise
consider for borrowers of similar credit qualithi$ may include a transfer of real estate or ofissets from the borrower, a modification of
loan terms, or a combination of the two. Modifioa of terms that could potentially qualify as stmecturing include reduction of contract
interest rate, extension of the maturity date @ratractual interest rate lower than the curret far new debt with similar risk, or a reducti
of the face amount of debt, or forgiveness of eifitencipal or accrued interest. As of March 3112@&nd December 31, 2013, we had $2.8
million and $1.9 million, respectively, in loansnsidered restructured that are not on non-accfiegse loans do not have unfunded
commitments at March 31, 2014 or December 31, 2DL8ng the first quarter of 2014, a $930,000 nesttrred loan moved from naecrual
status to accrual status. Of the non-accrual laaMarch 31, 2014 and December 31, 2013, $16.3omiind $17.8 million, respectively, met
the criteria for restructured. These loans hadnfanded commitments at their respective balancetstates. A loan continues to qualify as
restructured until a consistent payment historgt@nge in borrower’s financial condition has beedenced, generally no less than twelve
months. Assuming that the restructuring agreemestifies an interest rate at the time of the restining that is greater than or equal to the
rate that we are willing to accept for a new exim®f credit with comparable risk, then the loanlonger has to be considered a
restructuring if it is in compliance with modifiedrms in calendar years after the year of theuesire.
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The following tables summarize, for the three merghded March 31, 2014 and 2013, loans that wsteiotured during 2014 and 2013 (in

thousands):

March 31, 2014

Pre-

Restructurin

Pos-Restructurin

Number Outstanding Outstanding
of Recorded Recorded
Contract Investmen Investmen
Real estate — commercial 1 1,441 1,441
Total new restructured loans in 20 1 $ 1,441 $ 1,44
March 31, 2013
Pre-
Restructurin Pos-Restructurin
Outstanding Outstanding
Number of Recorded Recorded
Contracts Investmen Investmen
Pre-
Restructurin Pos-Restructurin
Number of
Restructure Outstanding Outstanding
Recorded Recorded
Loans Investmen Investmen
Commercial business loans 1 $ 1,94F $ 1,94¢
Total new restructured loans in 20 1 $ 1,94 $ 1,94

The restructured loans generally include termgmaporarily place loans on interest only, extendpiéngment terms or reduce the interest rate.
We did not forgive any principal on the above ladrse restructuring of the loans did not have aificant impact on our allowance for loan
losses at March 31, 2014 or 2013.

The following table provides information on howtrestured loans were modified during the three memnded March 31, 2014 and 201:
thousands):

Three months ended March :

2014 2013
Extended maturity $ 1,441 $ —
Combination of maturity extension and payment saleddjustmen — 1,94
Total $ 1,441 $  1,94f

As of March 31, 2014, we did not have any loans wWeze restructured within the last 12 months thdiisequently defaulted. The following
table summarizes, as of March 31, 2013, loanswkat restructured within the last 12 months thaseguently defaulted (in thousands):

Number of

Restructure
Recordec
Loans Investmer
Commercial — secured by real estate 1 $ 814
Real estat— market risk 1 2,457
Total 2 $ 3,267
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(5) OREO AND VALUATION ALLOWANCE FOR LOSSES ON OREO

The table below presents a summary of the actreigted to OREO (in thousands):
Three months ended March {

2014 2013
Beginning balanc $ 5,11C $ 15,99:
Additions 851 —
Sales (3,54)) (1,499
Valuation allowance for ORE! — —
Direct write-downs — (72)
Ending balanci $ 2,42 $  14,42¢

(6) FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RI SK

The Bank is a party to financial instruments witRlmalance sheet risk in the normal course of besérto meet the financing needs of its
customers. These financial instruments include caments to extend credit and standby letters adicrghich involve varying degrees of
credit risk in excess of the amount recognizedhéndonsolidated balance sheets. The Bank’s exptseredit loss in the event of non-
performance by the other party to the financialrimaent for commitments to extend credit and stgrdtiers of credit is represented by the
contractual amount of these instruments. The Baels the same credit policies in making commitmantsconditional obligations as it does
for on-balance sheet instruments. The amount ¢diteshl obtained, if deemed necessary, is basedasragement’s credit evaluation of the
borrower.

Commitments to extend credit are agreements totteaccustomer as long as there is no violatioanyf condition established in the contract.
Commitments generally have fixed expiration datestber termination clauses and may require paymeatfee. Since many of the
commitments may expire without being drawn upon,ttital commitment amounts do not necessarily sgmiefuture cash requirements. The
Bank evaluates each customer’s credit-worthiness case-by-case basis.

Standby letters of credit are conditional committseéssued by the Bank to guarantee the performahaeustomer to a third party. Those
guarantees are primarily issued to support pullec@ivate borrowing arrangements. The creditinsolved in issuing letters of credit is
essentially the same as that involved in extenttiag facilities to customers.

The table below summarizes our off-balance sheanfiial instruments whose contract amounts repredemnedit risk (in thousands):

March 31, 201 December 31, 20:
Commitments to extend credit $ 3,922,93 $ 3,674,39.
Standby letters of crec 159,81( 145,66

(7) REGULATORY MATTERS

The Company and the Bank are subject to varioudaggy capital requirements administered by tlieefal banking agencies. Failure to
meet minimum capital requirements can initiateaiarmandatory (and possibly additional discretighactions by regulators that, if
undertaken, could have a direct material effedh@enCompany’s and the Bank’s financial statemeuitsler capital adequacy guidelines and
the regulatory framework for prompt corrective antithe Company and the Bank must meet specifitataidelines that involve
guantitative measures of the Company’s and the Badsets, liabilities, and certain off-balanceetlitems as calculated under regulatory
accounting practices. The Company’s and the Bard¢stal amounts and classification are also sulijeqtialitative judgments by the
regulators about components, risk weightings ahdrd&ctors.
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Quantitative measures established by regulati@nsare capital adequacy require the Company anBahk to maintain minimum amounts
and ratios (set forth in the table below) of ta@atl Tier 1 capital to riskweighted assets, and of Tier 1 capital to averagets, each as defir
in the regulations. Management believes, as of Ma&dg 2014, that the Company and the Bank meesgltal adequacy requirements to
which they are subject.

Financial institutions are categorized as well tdjzied or adequately capitalized, based on minirtatal risk-based, Tier 1 risk-based and
Tier 1 leverage ratios. As shown in the table beline Company’s capital ratios exceed the regufadefinition of adequately capitalized as
of March 31, 2014 and 2013. Based upon the infaoman its most recently filed call report, the Bameets the capital ratios necessary to be
well capitalized. The regulatory authorities caplghanges in classification of assets and suelngé may retroactively subject the
Company to change in capital ratios. Any such ckazmyld result in reducing one or more capitabsalielow well-capitalized status. In
addition, a change may result in imposition of #iddal assessments by the FDIC or could resukdulatory actions that could have a
material effect on condition and results of operadi

The table below summarizes our capital ratios:

March 31 December 3:
2014 2013
Company
Risk-based capita
Tier 1 capital 9.85% 9.15%
Total capital 12.7(% 10.7%
Leverage 11.5% 10.81%

Dividends that may be paid by subsidiary banksauéinely restricted by various regulatory authest The amount that can be paid in any
calendar year without prior approval of the Banl€gulatory agencies cannot exceed the lesser afethprofits (as defined) for that year plus
the net profits for the preceding two calendar gear retained earnings. The Basel Ill Capital Ruédfective for us on January 1, 2015, will
further limit the amount of dividends that may teedoby our bank. No dividends were declared or pai¢ommon stock during the three
months ended March 31, 2014 or 2013.

On March 28, 2013, we completed a sale of 6.0 anilshares of 6.5% non-cumulative preferred stoakyplue $0.01, with a liquidation
preference of $25 per share, in a public offerigidends on the preferred stock are not cumulaaivé will be paid when declared by our
board of directors to the extent that we have I[#iwfawailable funds to pay dividends. If declarddjidends will accrue and be payable
quarterly, in arrears, on the liquidation prefeeamount, on a non-cumulative basis, at a rate5@6 per annum. We paid $2.4 million in
dividends on the preferred stock for the three m®enhded March 31, 2014. Holders of preferred stgttknot have voting rights, except wi
respect to authorizing or increasing the authoremmdunt of senior stock, certain changes in thagef the preferred stock, certain dividend
non-payments and as otherwise required by appédall. Net proceeds from the sale totaled $145lllomi The additional equity was used
for general corporate purposes, including fundeguiatory capital infusions into the Bank.

During January 2014, we completed an offering 8frtillion shares of our common stock. Net procdenis the sale totaled $106.5 million.
On January 31, 2014, the Bank issued $175.0 mitifssubordinated notes in an offering to institnibinvestors exempt from registration
under Section 3(a)(2) of the Securities Act of 1888 12 C.F.R. Part 16. Net proceeds from the action were $172.4 million. The notes
mature in January 2026 and bear interest at af&&5% per annum, payable semi-annually. Thesnate unsecured and are subordinate to
the Bank’s obligations to its deposits, its obligas under banker’'s acceptances and letters oftcoedtain obligations to Federal Reserve
Banks and the FDIC and the Bank’s obligationsdmther creditors, except any obligations whichreggly rank on a parity with or junior to
the notes. The notes are expected to qualify asZléapital for regulatory capital purposes, subfe@pplicable limitations. The net proceeds
of both offerings were available to the Companydeneral corporate purposes, including retiremé&#t.6.0 million of short-term debt that
was outstanding at December 31, 2013, and additt@pétal to support continued loan growth.
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(8) STOCK-BASED COMPENSATION

The fair value of our stock option and stock apjatian right (“SAR”) grants are estimated at théedaf grant using the Black-Scholes option
pricing model. The Black-Scholes option valuationd®l was developed for use in estimating the falue of traded options which have no
vesting restrictions and are fully transferableadtdition, option valuation models require the ingiuhighly subjective assumptions including
the expected stock price volatility. Because oupleyee stock options have characteristics sigmfigadifferent from those of traded optiol
and because changes in the subjective input assunmaan materially affect the fair value estimatenanagement’s opinion, the existing
models do not necessarily provide the best singlasure of the fair value of our employee stockomysti

Stock-based compensation consists of SARs and g&lsed from 2007 through 2013.

Three months ended March !

(in thousands 2014 2013
Stoclk- based compensation expense recogni
SARs $ 145 $ 14¢
RSUs 1,11¢ 757
Total compensation expense recogni $ 1,26 $ 90&

March 31, 201«

(in thousands Options SARs and RSL
Unrecognized compensation expense related to wrovestards $ — $ 13,70¢
Weighted average period over which expense is éggddo be

recognized, in yeal — 3.7t

In connection with the 2010 Long-term IncentiverRilne Company has issued cash-based performaitse un
A summary of the compensation cost for these usias follows (in thousands):

Three months ended March !
2014 2013

Cash-based performance units $ 3,39 $ 1,03¢

(9) DISCONTINUED OPERATIONS

Subsequent to the end of the first quarter of 20@&7and the purchaser of our residential mortgage Hivision (“RML") agreed to terminate
and settle the contractual arrangements relatdteteale of the division, which had been compleiedf the end of the third quarter of 2006.
Historical operating results of RML are reflectedddiscontinued operations in the financial statesien

During the three months ended March 31, 2014 ad®,2®e income and loss from discontinued operatieas $4,000 and $1,000, net of
taxes, respectively. We still have approximatel9Z200 in loans held for sale from discontinuedrapens that are carried at the estimated
market value at quarter-end, which is less tharotlggnal cost. We plan to sell these loans, buing and price to be realized cannot be
determined at this time due to market conditionsaddition, we continue to address requests framesitors related to repurchasing loans
previously sold. While the balances as of March2R1,4 include a liability for exposure to additiboantingencies, including the risk of
having to repurchase loans previously sold, wegeize that market conditions may result in addaicexposure to loss and the extension of
time necessary to complete the discontinued moetgagration.

(10) FAIR VALUE DISCLOSURES

ASC 820,Fair Value Measurements and Disclosu(&SC 820"), defines fair value, establishes a feavork for measuring fair value under
GAAP and enhances disclosures about fair value uneaents. Fair value is defined under ASC 820 aptite that would be received for
asset or paid to transfer a liability (an exit pjiin the principal market for the asset or ligpiln an orderly transaction between market
participants on the measurement date.
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We determine the fair market values of our assaddiabilities measured at fair value on a recyg@md nonrecurring basis using the fair
value hierarchy as prescribed in ASC 820. The sihdescribes three levels of inputs that may led s measure fair value as provided

below.

Level 1

Level 2

Level ¢

Quoted prices in active markets for identical assetiabilities.

Observable inputs other than Level 1 prices, sgafjuated prices for similar assets or liabilitiggoted prices in markets
that are not active; or other inputs that are olzdge or can be corroborated by observable maget for substantially
the full term of the assets or liabilities. Levea®sets include U.S. government and agency morgacjeed debt
securities, municipal bonds, and Community Reimmesit Act funds. This category includes derivatigeeds and
liabilities where values are obtained from indem@rigricing services

Unobservable inputs that are supported by littla@market activity and that are significant to thie value of the assets
or liabilities. Level 3 assets and liabilities indk financial instruments whose value is determimgdg pricing models,
discounted cash flow methodologies, or similar teghes, as well as instruments for which the deitgaition of fair
values requires significant management judgmemstimation. This category also includes impaireth®and OREO
where collateral values have been based on thitgt pppraisals; however, due to current economiaitimns,
comparative sales data typically used in appraisalg be unavailable or more subjective due to tfakarket activity.

Assets and liabilities measured at fair value atdi&81, 2014 and December 31, 2013 are as followth@¢usands):

Fair Value Measurements Usi

Level 1 Level 2 Level 3

March 31, 201«
Available for sale securitie()

Residential mortga-backed securitie $— $ 38,67+ $ —

Municipals — 7,00¢ —

Equity securitie?) — 7,28( —
Loans®) ) — — 12,90(
OREQO® () — — 2,42(
Derivative asset® — 15,39. —
Derivative liabilities® (15,39)) —
December 31, 201
Available for sale securitie(?)

Residential mortga-backed securitie $— $ 41,46 $ —

Municipals — 14,50¢ —

Equity securitie?) — 7,247 —
Loans®) () — — 13,47«
OREO® () — — 5,11(
Derivative asset® — 9,317 —
Derivative liabilities® — (9,319 —

(1) Securities

are measured at fair value on a reaulbyasis, generally monthl

(2) Equity securities consist of Community Reinvestmieitfunds.

(3) Includes impaired loans that have been measurachfmirment at the fair value of the I¢'s collateral

(4) OREO is transferred from loans to OREOQ at fair gedkss selling cost

(5) Fair value of loans and OREO is measured oonaecurring basis, generally annually or more oétenwarranted by market and

economic
(6) Derivative

condition
assets and liabilities are measurediaw/alue on a recurring basis, generally quart
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Level 3 Valuations

Financial instruments are considered Level 3 wheir talues are determined using pricing modegalinted cash flow methodologies or
similar technigues and at least one significant@hadsumption or input is unobservable. Level @ritial instruments also include those for
which the determination of fair value requires gigant management judgment or estimation. Curyente measure fair value for certain
loans and OREO on a nonrecurring basis as desdoifled.

Loans

During the three months ended March 31, 2014, iceirtgpaired loans were reevaluated and reportégimvalue through a specific allocation
of the allowance for loan losses based upon theséile of the underlying collateral. The $12.9limil total above includes impaired loans at
March 31, 2014 with a carrying value of $13.1 miflithat were reduced by specific allowance allocetitotaling $200,000 for a total
reported fair value of $12.9 million based on deltal valuations utilizing Level 3 valuation inpuEair values were based on third party
appraisals; however, based on the current econconiditions, comparative sales data typically usetthé appraisals may be unavailable or
more subjective due to the lack of real estate staaktivity.

OREO

Certain foreclosed assets, upon initial recognjtaoe valued based on third party appraisals letssated selling costs. At March 31, 2014,
OREO had a carrying value of $2.4 million with neesific valuation allowance allocations for a tatgported fair value of $2.4 million based
on valuations utilizing Level 3 valuation inputsiFvalues are based on third party appraisalseivew based on the current economic
conditions, comparative sales data typically useithé appraisals may be unavailable or more subgedte to the lack of real estate market
activity.

Fair Value of Financial Instruments

Generally accepted accounting principles requiseldsure of fair value information about finanératruments, whether or not recognizec

the balance sheet, for which it is practical taneste that value. In cases where quoted marketprce not available, fair values are based on
estimates using present value or other valuaticimigues. Those techniques are significantly aéfiétty the assumptions used, including the
discount rate and estimates of future cash flowss @isclosure does not and is not intended tcessprt the fair value of the Company.

A summary of the carrying amounts and estimatadvidues of financial instruments is as follows tfiwusands):

March 31, 201« December 31, 201

Carrying Estimated Fai Carrying Estimated Fai

Amount Value Amount Value
Cash and cash equivalents $ 257,79 $ 257,79 $ 153,91 $ 153,91
Securities, availab-for-sale 52,96( 52,96( 63,21« 63,21«
Loans held for sale from discontinued operati 292 292 294 294
Loans held for investment, n 11,525,84 11,529,58 11,182,97 11,179,14
Derivative asset 15,39 15,39 9,313 9,313
Deposits 9,729,122 9,726,45! 9,257,37! 9,257,57.
Federal funds purchas 143,57: 143,57: 148,65( 148,65(
Borrowings 534,45! 534,45! 876,98 861,98:
Subordinated note 286,00( 280,02: 111,00( 96,647
Trust preferred subordinated debentt 113,40t 113,40t 113,40t 113,40¢
Derivative liabilities 15,39: 15,39: 9,317 9,317
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The following methods and assumptions were usettid¥ompany in estimating its fair value disclosuigr financial instruments:

Cash and cash equivalents

The carrying amounts reported in the consolidatddrize sheet for cash and cash equivalents appatecitmeir fair value, which is
characterized as a Level 1 asset in the fair viailgearchy.

Securities

The fair value of investment securities is basegrices obtained from independent pricing servigbigh are based on quoted market prices
for the same or similar securities, which is chamazed as a Level 2 asset in the fair value hignarWe have obtained documentation from
the primary pricing service we use about their peses and controls over pricing. In addition, gquarterly basis we independently verify the
prices that we receive from the service providéngisvo additional independent pricing sources. Aignificant differences are investigated
and resolved.

Loans, ne

Loans are characterized as Level 3 assets in ithealaie hierarchy. For variablete loans that reprice frequently with no sigmifitchange i
credit risk, fair values are generally based omyirag values. The fair value for all other loangs&imated using discounted cash flow
analyses, using interest rates currently beingedféor loans with similar terms to borrowers ahsar credit quality. The carrying amount of
accrued interest approximates its fair value. Tdreying amount of loans held for sale approximéaésvalue.

Derivatives

The estimated fair value of the interest rate svaapsbtained from independent pricing servicegdasn quote market prices for the same or
similar derivative contracts and are characterazed Level 2 asset in the fair value hierarchya@uarterly basis, we independently verify
the fair value using an additional independentipgicource.

Deposits

Deposits are characterized as Level 3 liabilittethe fair value hierarchy. The carrying amountsviiriable-rate money market accounts
approximate their fair value. Fixed-term certifesibf deposit fair values are estimated using@disted cash flow calculation that applies
interest rates currently being offered on certtiisato a schedule of aggregated expected monthiyrities.

Federal funds purchased, other borrowings, subaatéd notes and trust preferred subordinated debes

The carrying value reported in the consolidateded sheet for Federal funds purchased and othartshm, floating rate borrowings
approximates their fair value, which is charactias a Level 1 asset in the fair value hierartheg. fair value of any fixed rate short-term
borrowings and trust preferred subordinated delestare estimated using a discounted cash flowledion that applies interest rates
currently being offered on similar borrowings, whis characterized as a Level 3 liability in thi faalue hierarchy. The subordinated notes
are publicly traded and are valued based on mariexs, which is characterized as a Level 2 ligbih the fair value hierarchy.

(11) DERIVATIVE FINANCIAL INSTRUMENTS

The fair value of derivative positions outstandisgncluded in other assets and other liabilitieshie accompanying consolidated balance
sheets.

During 2014 and 2013, we entered into certain @derate derivative positions that are not desgghas hedging instruments. These deriv
positions relate to transactions in which we eint&r an interest rate swap, cap and/or floor witugtomer while at the same time entering
into an offsetting interest rate swap, cap andémrfwith another financial institution. In connieet with each swap transaction, we agree to
pay interest to the customer on a notional amouatvariable interest rate and receive intereshftioe customer on a similar notional amount
at a fixed interest rate. At the same time, we efpgpay another financial institution the samediinterest rate on the same notional amount
and receive the same variable interest rate osahe notional amount. The transaction allows ostorner to effectively convert a variable
rate loan to a fixed rate. Because we act as amidiary for our customer, changes in the fain@alf the underlying derivative contracts
substantially offset each other and do not haveteral impact on our results of operations.
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The notional amounts and estimated fair valuestefést rate derivative positions outstanding atd&1, 2014 and December 31, 2013 are
presented in the following tables (in thousands):

March 31, 201« December 31, 201
Estimated Fa Estimated Fa
Notional Notional
Amount Value Amount Value
Non-hedging interest rate derivativ
Commercial loan/lease interest rate sw $ 816,57¢ $ 14,80¢ $ 764,93¢ $ 8,65:
Commercial loan/lease interest rate sw (816,579 (14,809 (764,939 (8,652)
Commercial loan/lease interest rate ¢ (35,279 (589 (58,70¢) (665)
Commercial loan/lease interest rate c 35,27: 584 58,70¢ 66%

The weighted-average receive and pay interest fatésterest rate swaps outstanding at March 8142vere as follows:

March 31, 2014 December 31, 2013
Weighte-Average Interest Ra Weighte-Average Interest Ra
Receivec Paid Receivec Paid
Non-hedging interest rate swaps 4.871% 2.8% 4.8% 2.9%%

The weighted-average strike rate for outstanditer@st rate caps was 1.45% at March 31, 2014 &71ddat December 31, 2013.

Our credit exposure on interest rate swaps andisdjpsited to the net favorable value and integstments of all swaps and caps by each
counterparty. In such cases collateral may be reddiom the counterparties involved if the neiueabdf the swaps and caps exceeds a
nominal amount considered to be immaterial. Ouditexposure, net of any collateral pledged, retato interest rate swaps and caps was
approximately $15.4 million at March 31, 2014 apgm@ximately $9.3 million at December 31, 2013 cdlvhich relates to bank customers.
Collateral levels are monitored and adjusted oegallar basis for changes in interest rate swapgapd/alues. At March 31, 2014 and
December 31, 2013, we had $18.5 million and $10lifom respectively, in cash collateral pledged floese derivatives included in interest-
bearing deposits.

(12) STOCKHOLDERS' EQUITY

On March 28, 2013, we completed a sale of 6.0 amilshares of 6.5% non-cumulative preferred stoakyplue $0.01, with a liquidation
preference of $25 per share, in a public offerigidends on the preferred stock are not cumulaive will be paid if and when declared by
our board of directors to the extent that we havefully available funds to pay dividends. If deeldr dividends will accrue and be payable
quarterly, in arrears, on the liquidation prefeeamount, on a non-cumulative basis, at a rate5@6 per annum. We paid $2.4 million in
dividends on the preferred stock in March 2014.ddad of preferred stock do not have voting rigetgept with respect to authorizing or
increasing the authorized amount of senior stoekam changes in the terms of the preferred stomitain dividend non-payments and as
otherwise required by applicable law. Net procdeai®s the sale totaled $145.0 million. The proceedse used for general corporate
purposes, including funding regulatory capital sifuins into the Bank.

During January 2014, we completed an offering 8frtillion shares of our common stock. Net procdeals the sale totaled $106.5 million.
The net proceeds of the offering were availablénéoCompany for general corporate purposes, inefudktirement of $15.0 million of short-
term debt that was outstanding at December 31,,201Badditional capital to support continued Igeswth.

(13) NEW ACCOUNTING PRONOUNCEMENTS

ASU 201-04 “Receivables (Topic 310) — Troubled Debt Restrtings by Creditors” (*“ASU 2014-04"amends Topic 310 “Receivables” to
clarify the terms defining when an in substancesspssion or foreclosure occurs, which determirreswthe receivable should be
derecognized and the real estate property is révegnASU 2013-04 is effective for annual periodd iterim periods within those annual
periods beginning after December 15, 2014. It tsexpected to have a significant impact on ourrfoial statements.
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QUARTERLY FINANCIAL SUMMARY — UNAUDITED
Consolidated Daily Average Balances, Average Yieldd Rates

(In thousands)

Assets

Securities— taxable
Securities— nor-taxable®
Federal funds sol
Deposits in other banl

Loans held for investment, mortgage finance Ic

Loans held for investme
Less reserve for loan loss
Loans, net of resen
Total earning asse
Cash and other asst
Total asset

Liabilities and Stockholders’ Equity
Transaction deposi

Savings deposil

Time deposit:

Deposits in foreign branchi

Total interest bearing depos

Other borrowing

Subordinated note

Trust preferred subordinated debentt
Total interest bearing liabilitie
Demand deposil

Other liabilities

Stockholder equity

Total liabilities and stockholde’ equity

Net interest incom(2)

Net interest margi
Net interest sprea
Loan spreat

Additional information from discontinued operatio

Loans held for sal

Borrowed funds

Net interest incom

Net interest marg—consolidatec

For the three months ended
March 31, 201+

For the three months ended
March 31, 201!

Yield/ Yield/
Average Revenue/ Average Revenue/
Balance Expense®) Rate Balance Expense®) Rate
$ 47,027 % 447 381% $ 71,22( $ 72¢ 4.1%%
10,55¢ 151 5.8(% 22,17 32% 5.91%
73,74¢ 40 0.22% 24,78t 6 0.1(%
230,29t 15¢ 0.28% 78,71¢ 52 0.27%
2,027,26. 16,78: 3.3t% 2,362,641 22,64 3.8%
8,717,96! 99,09( 4.61% 6,842,76! 80,54: 4.71%
87,68¢ — — 74,44 — —
10,657,54 115,87: 4.41% 9,130,97! 103,18: 4.58%
11,019,17 116,66 4.2% 9,327,86 104,29: 4.5%
382,19t 401,69:
$11,401,36 $9,729,55!
$ 782,30 % 80 0.00% $1,003,73" $ 25% 0.1(%
4,591,49: 3,30¢ 0.2% 3,246,67! 2,291 0.2%
375,56: 351 0.3¢% 403,11: 414 0.42%
355,85 29t 0.31% 335,26! 281 0.3%%
6,105,21. 4,03( 0.27% 4,988,78! 3,24t 0.2€%
293,01. 171 0.24% 1,041,57. 42¢ 0.17%
227,66 3,47¢ 6.2(% 111,00( 1,82¢ 6.6&%
113,40t 61€ 2.2(% 113,40¢ 634 2.21%
6,739,29! 8,29¢ 0.5(% 6,254,76 6,137 0.4(%
3,381,50. 2,529,922
103,51 90,53¢
1,177,05 854,32
$11,401,36 $9,729,55!
$108,36¢ $ 98,15¢
3.9%% 4.27%
3.7% 4.1%
4.24% 4.41%
$ 29¢ $ 30z
29: 30z
$ 7 $ 6
3.9% 4.21%

(1) The loan averages include loans on which the aktofuaterest has been discontinued and are staedf unearned incom

(2) Taxable equivalent rates used where applici
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

Forward-Looking Statements

Statements and financial analysis contained inrtpsrt that are not historical facts are forwardking statements made pursuant to the safe
harbor provisions of the Private Securities LitigatReform Act of 1995 (the “Act”). In addition, tain statements may be contained in our
future filings with SEC, in press releases, andrad and written statements made by us or withaguoroval that are not statements of
historical fact and constitute forward-looking staents within the meaning of the Act. Forward-logkstatements describe our future plans,
strategies and expectations and are based onrcassimptions. Words such as “believes”, “antigigat‘plans”, “goals”, “objectives”,

“expects”, “intends”, “seeks”, “likely”, “targeted™continue”, “remain”, “will”, “should”, “may” andother similar expressions are intended to
identify forward-looking statements but are not éxelusive means of identifying such statements.

Forward-looking statements are subject to varigksrand uncertainties, which change over timepased on management’s expectations
and assumptions at the time the statements are amadare not guarantees of future results. Impoféators that could cause actual result
differ materially from the forward-looking statenterare disclosed under the heading “Risk Factorgiur 2013 Form 10-K and include, but
are not limited to, the following:

» Deterioration of the credit quality of our lopartfolio, increased default rates and loan losseslverse changes in the industry
concentrations of our loan portfoli

» Developments adversely affecting our commerciategmeneur and professional custom

e Changes in the value of commercial and residerdgallestate securing our loans or in the demandréatit to support the purche
and ownership of such asse

» The failure of assumptions supporting our aloee for loan losses causing it to become inadeqsaloan quality decreases and
losses and char-offs increase

» Afailure to effectively manage our interederaisk resulting from unexpectedly large or suddeanges in interest rates or rate or
maturity imbalances in our assets and liabilit

» Failure to execute our business strategy, tinpany inability to expand into new markets anés of business in Texas,
regionally and nationally

e Loss of access to capital market transactiodsodher sources of funding, or a failure to effedy balance our funding sources
with cash demands by depositors and borrov

» Failure to successfully develop and launch tiees of business and new products and servicdsnitite expected time frames
and budgets, or failure to anticipate and appraégisiananage the associated ris

» The failure to attract and retain key personneherloss of key individuals or groups of employe

» Changes in the U.S. economy in general or #0&a¥ economy specifically resulting in deterionatid credit quality or reduced
demand for credit or other financial services wero

» Legislative and regulatory changes imposinghier restrictions and costs on our business, aréatb remain well capitalized or
regulatory enforcement actions against

* Anincrease in the incidence or severity ofitaillegal payments, security breaches and otlegyal acts impacting our bank and
our customers

» Structural changes in the markets for originat&ale and servicing of residential mortgag

» Increased or more effective competition from baahg other financial service providers in our mask

* Material failures of our accounting estimatad sisk management processes based on managermgmignt, or the supporting
analytical and forecasting mode

« Unavailability of funds obtained from capital tracions or from our bank to fund our obligatio

» Failures of counterparties or third party vendorpérform their obligations

» Failures or breaches of our information systemsdhanot effectively manage

» Severe weather, natural disasters, acts of warmrtsm and other external ever

» Incurrence of material costs and liabilities asatsd with claims and litigatiol

» Failure of our risk management strategies and piwes, including failure or circumvention of oumtIs.
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Actual outcomes and results may differ materiaiynf what is expressed in our forward-looking staeta and from our historical financial
results due to the factors discussed elsewhetesmeport or disclosed in our other SEC filingerward-looking statements included herein
should not be relied upon as representing our éapens or beliefs as of any date subsequent tdake of this report. Except as required by
law, we undertake no obligation to update or rewisg forward-looking statements contained in thart or our other SEC filings, whether
as a result of new information, future events tieotvise. The factors discussed herein are notdetto be a complete summary of all risks
and uncertainties that may affect our businesdesugh we strive to monitor and mitigate risk, weroat anticipate all potential economic,
operational and financial developments that mayeesbly impact our operations and our financial ltes&orward-looking statements should
not be viewed as predictions and should not b@timeary basis upon which investors evaluate andtmaent in our securities.

Overview of Our Business Operations

We commenced our banking operations in Decembe8.1®9 important aspect of our growth strategy hesrbour ability to service and
effectively manage a large number of loans and siepocounts in multiple markets in Texas. Accogtiinwe have created an operations
infrastructure sufficient to support state-widedey and banking operations that we continue ttdbutit as needed to serve a larger customel
base and specialized industries.

The following discussion and analysis presentssipgificant factors affecting our financial conditias of March 31, 2014 and December 31,
2013 and results of operations for three monthbkerperiods ended March 31, 2014 and 2013. Thaudsson should be read in conjunction
with our consolidated financial statements and :itdethe financial statements appearing in Pate 1 of this report.

Except as otherwise noted, all amounts and disessiiroughout this document reflect continuingrapens. See Part |, Item 1 herein for a
discussion of discontinued operations and at Netdd@continued Operations.

Results of Operations
Summary of Performance

We reported net income of $28.3 million and nebme available to common shareholders of $25.8anillor $0.60 per diluted common
share, for the first quarter of 2014 compared tam@me and net income available to common shadderm®of $33.1 million, or $0.80 per
diluted common share, for the first quarter of 2028ring the first quarter of 2014, we completeceanity offering of 1.9 million shares,
which increased diluted shares by 1.2 million sbaoe 3%. We also completed a $175.0 million sulmatgéd debt offering, which resulted in
an additional $1.6 million in interest expensetfw first quarter of 2014, or $0.02 per share. fEsalts for the first quarter of 2014 also
include the $0.06 per share of preferred dividérad did not have a material impact on resultsHerfirst quarter of 2013. Return on average
common equity (“ROE”) was 10.20% and return on agerassets was 1.01% for the first quarter of 26ddhpared to 15.82% and 1.38%,
respectively, for the first quarter of 2013. Théesaf 1.9 million common shares during the firsager of 2014 increased common equity by
$106.5 million and had the effect of reducing ROE.

Net income decreased $4.9 million, or 15%, fortthree months ended March 31, 2014 as comparec tgatine period in 2013. The $

million decrease during the three months ended Maig 2014, was primarily the result of a $13.6iomlincrease in non-interest expense, a
$925,000 decrease in non-interest income and ar®8ion increase in the provision for credit losseffset by a $10.3 million increase in net
interest income and a $2.4 million decrease innmetax expense.

Details of the changes in the various componenigbincome are further discussed below.

Net Interest Income

Net interest income was $108.3 million for thetfisarter of 2014, compared to $98.0 million fog fhist quarter of 2013. The increase \
due to an increase in average earning assets obfftlon as compared to the first quarter of 20IBe increase in average earning assets
included a $1.5 billion increase in average nendoaffset by a $35.8 million decrease in averageisties. For the quarter ended March 31,
2014, average net loans and securities repres@mtédand 1%, respectively, of average earning assetpared to 98% and 1% in the same
quarter of 2013.
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Average interest-bearing liabilities for the quagaded March 31, 2014 increased $484.5 milliomfthe first quarter of 2013, which
included a $1.1 billion increase in interéstaring deposits, a $116.7 million increase in sdibated notes, offset by a $748.6 million decr
in other borrowings. Demand deposits increased farb billion at March 31, 2013 to $3.4 billionMarch 31, 2014. The average cost of
total deposits and borrowed funds remained at .&@% first quarter of 2013 to first quarter of 20T4he total cost of interest-bearing
liabilities included a $1.6 million attributable $175.0 million in long-term debt issued in Janu2®t4. Including the increase in long-term
debt, the cost of interest-bearing liabilities eesed from .40% for the quarter ended March 313 20150% for the same period of 2014.

The following table presents the changes (in thedshin taxable-equivalent net interest incomeidedtifies the changes due to differences
in the average volume of earning assets and intbezsing liabilities and the changes due to chanmgéhe average interest rate on those
assets and liabilities.

Three months ende
March 31, 2014/201

Net Change Due T(®

Change Volume Yield/Rate

Interest income
Securities? $ (459 $ (419) $ (42
Loans held for investment, mortgage finance Ic (5,859 (3,219 (2,64%)
Loans held for investmel 18,54¢ 22,07 (3,529
Federal funds sol 34 12 22
Deposits in other banl 107 10C 7
Total 12,37: 18,55 (6,187)

Interest expenst
Transaction deposi (179 (5€) (1279)
Savings deposil 1,007 951 56
Time deposit: (63 (28) (35)
Deposits in foreign branch 14 17 3
Borrowed funds (25¢) (30¢) 50
Long-term debi 1,632 1,92 (290
Total 2,15¢ 2,49¢ (339
Net interest incom $10,21: $16,05¢ $ (5,847

(1) Changes attributable to both volume and yield/aateallocated to both volume and yield/rate onguragbasis
(2) Taxable equivalent rates used where applicableaasdme a 35% tax ra

Net interest margin, the ratio of net interest imeato average earning assets, was 3.99% for #tegfiarter of 2014 compared to 4.27%

the first quarter of 2013. The year over year deseds due to the growth in loans with lower yiettie impact of the subordinated note
offering and the $200.5 million increase in averbgkances of liquidity assets, which includes Faldemds sold and deposits from other
banks. Funding cost including demand deposits anetved funds remained consistent at .17% for itisé quarter of 2013 and the first
quarter of 2014. The spread on total earning asset®f the cost of deposits and borrowed funds %12% for the first quarter of 2014
compared to 4.36% for the first quarter of 2013] tHre decrease related to the reduction in yiehd®tal loans. Total cost of funding,
including all deposits, long-term debt and stockleo$’ equity increased to .30% for the first quaaie2014 compared to .26% for the first
quarter of 2013. Average long-term debt increase#ili 6.7 million from the first quarter of 2013 athe average interest rate on long-term
debt for the first quarter of 2014 was 4.87% coradan 4.45% in the same period of 2013.
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Non-interest Income

The components of non-interest income were asvislifn thousands):

Three months ended March :

2014 2013
Service charges on deposit accounts $ 1,69¢ $ 1,701
Trust fee incomu 1,28 1,241
Bank owned life insurance (BOLI) incor 50¢ 49¢
Brokered loan fee 2,82¢ 4,744
Swap fee! 1,22¢ 1,652
Other 2,821 1,44¢
Total nor-interest income $ 10,35¢ $ 11,28:

Non-interest income decreased $925,000 during the imenths ended March 31, 2014 compared to the pana of 2013. This decrease
was primarily due to a $1.9 million decrease inkered loan fees as a result of declining mortgagete volumes. Swap fee income
decreased $428,000 during the three months endechN34, 2014 compared to the same period of 20t48sd fees fluctuate from quarter to
quarter based on the number and volume of tramsectiosed during the quarter. Swap fees are &ated to customer swap transactions
are received from the institution that is our ceuparty on the transaction. Offsetting these deseeavas a $1.4 million increase in other non-
interest income. Other non-interest income incluslesh items as letter of credit fees and other gdéperating income, none of which
account for 1% or more of total interest income aad-interest income.

While management expects continued growth in im&rest income, the future rate of growth couldaffected by increased competition fr
nationwide and regional financial institutions.drder to achieve continued growth in non-interasbime, we may need to introduce new
products or enter into new lines of business oaagpexisting lines of business. Any new produabithiction or new market entry could pl
additional demands on capital and managerial ressur

Non-interest Expense
The components of non-interest expense were asm®l(in thousands):

Three months ended March :

2014 2013
Salaries and employee benefits $ 42,05¢ $ 33,54:
Net occupancy expen: 4,76¢ 3,851
Marketing 3,75¢ 3,972
Legal and profession: 5,40z 3,94(
Communications and technolo 3,92¢ 3,122
FDIC insurance assessmi 2,72¢ 1,07¢
Allowance and other carrying costs for OR 45 43C
Other 6,64: 5,76(
Total nor-interest expens $ 69,32 $ 55,70(

Nor-interest expense for the first quarter of 2014eéased $13.6 million, or 24%, to $69.3 million fr&®5.7 million in the first quarter of
2013. The increase is primarily attributable taB8sb$million increase in salaries and employee hiendiie to general business growth and an
increase in performance-based compensation tiedrtetock price.

Net occupancy expense for the first quarter of 20tdeased $911,000 compared to the same quar&li® as a result of general busin
growth and continued build-out needed to suppat ginowth.
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Legal and professional expense for the three mamiled March 31, 2014 increased $1.5 million coembéo the same quarter in 2013. Our
legal and professional expense will continue totfiate and could increase in the future with groartt as we respond to continued
regulatory changes and strategic initiatives. WWgeekto continue to see a decrease in the cossofuing problem assets under improving
economic conditions.

FDIC insurance assessment expense for the threthevended March 31, 2014 increased $1.6 millionpgamed to the same quarter in 2013
as a result of the difference in rates appliedaiokis with over $10 billion in assets.

Analysis of Financial Condition
Loan Portfolio

Total loans net of allowance for loan losses atd1&@81, 2014 increased $342.9 million from Decen@igr2013 to $11.5 billion. Our busint
plan focuses primarily on lending to middle maresinesses and successful professionals and esrteeps, and as such, commercial, real
estate and construction loans have comprised arityagh our loan portfolio. Consumer loans generdlave represented 1% or less of the
portfolio. Mortgage finance loans relate to our tgage warehouse lending operations in which wesihivemortgage loan ownership intere
that are typically sold within 10 to 20 days. Volesrfluctuate based on the level of market dematigeiproduct and the number of days
between purchase and sale of the loans, as wellaaall market interest rates.

We originate a substantial majority of all the Isdneld for investment. We also participate in sgathd loan relationships, both as a
participant and as an agent. As of March 31, 2@®&4had $1.5 billion in syndicated loans, $443.4iamlof which we acted as agent. All
syndicated loans, whether we act as agent or jEit are underwritten to the same standardd athalr loans we originate. In addition, as
of March 31, 2014, none of our syndicated loanseveer non-accrual.

Loans were as follows as of the dates indicateth@sands):

March 31, December 31,
2014 2013

Commercial $ 5,205,51! $ 5,020,56!
Mortgage financt 2,688,04. 2,784,26!
Constructior 1,437,60! 1,262,90!
Real estat: 2,229,34! 2,146,22
Consume 14,81¢ 15,35(
Leases 95,26 93,16(
Gross loans held for investme 11,670,59 11,322,47
Deferred income (net of direct origination cos (54,517 (51,899
Allowance for loan losse (90,239 (87,60¢)
Total loans held for investment, r $11,525,84 $11,182,97

Commercial Loans and Leas&ur commercial loan and lease portfolio is computisElines of credit for working capital and teroahs and
leases to finance equipment and other businestsa€se energy production loans are generally taigdized with proven reserves based on
appropriate valuation standards. Our commercialdamnd leases are underwritten after carefullyuatasig and understanding the borrower’s
ability to operate profitably. Our underwriting sthards are designed to promote relationship bantatiger than making loans on a
transactional basis. Our lines of credit typicaltg limited to a percentage of the value of thetassecuring the line. Lines of credit and term
loans typically are reviewed annually and are sugldby accounts receivable, inventory, equipmadt@ther assets of our clients’
businesses.

Mortgage finance loan‘Our mortgage finance loans consist of ownershigrésts purchased in single-family residential magé&g funded
through our warehouse lending group. These loansypically on our balance sheet for 10 to 20 dayless. We have agreements with
mortgage lenders and purchase interests in individans they originate. All loans are underwritbtemsistent with established programs for
permanent financing with financially sound investdsubstantially all loans are conforming loans.
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Construction LoanOur construction loan portfolio consists primaifiysingle- and multi-family residential propertiasd commercial
projects used in manufacturing, warehousing, ser@iaetail businesses. Our construction loansrgéigdave terms of one to three years.
We typically make construction loans to developbtslders and contractors that have an establisésatd of successful project completion
and loan repayment and have a substantial equigstment in the borrowers’ equity. However, congtan loans are generally based upon
estimates of costs and value associated with thgpleted project. Sources of repayment for thesestyjf loans may be pre-committed
permanent loans from other lenders, sales of dpedi@roperty, or an interim loan commitment fronungl permanent financing is obtains
The nature of these loans makes ultimate repayméargmely sensitive to overall economic conditiddsrrowers may not be able to correct
conditions of default in loans, increasing risle@posure to classification, non-performing stateserve allocation and actual credit loss and
foreclosure. These loans typically have floatingsaand commitment fees.

Real Estate LoanA portion of our real estate loan portfolio is caispd of loans secured by properties other tharkebaisk or investment-
type real estate. Market risk loans are real eftates where the primary source of repayment igebgul to come from the sale or lease of the
real property collateral. We generally provide temgpy financing for commercial and residential pedp. These loans are viewed primarily
as cash flow loans and secondarily as loans setyreehl estate. Our real estate loans generallg hsximum terms of five to seven years,
and we provide loans with both floating and fixates. We generally avoid long-term loans for conuiaéreal estate held for investment.
Real estate loans may be more adversely affecteditgitions in the real estate markets or in theeg@ economy. Appraised values may be
highly variable due to market conditions and theawt of the inability of potential purchasers agskkes to obtain financing and lack of
transactions at comparable values.

As of March 31, 2014, a substantial majority of gncipal amount of the loans held for investmiarur portfolio was to businesses and
individuals in Texas. This geographic concentraiahjects the loan portfolio to the general ecomaronditions within this area. The risks
created by this concentration have been considaredanagement in the determination of the approgress of the allowance for loan los
Management believes the allowance for loan lossappropriate to cover estimated losses on loagacht balance sheet date.

Summary of Loan Loss Experience

The provision for credit losses is a charge to iegsito maintain the reserve for loan losses aval lconsistent with management’s
assessment of the loan portfolio in light of cutreconomic conditions and market trends. We reabedprovision of $5.0 million during the
first quarter of 2014 compared to $5.0 million e fourth quarter of 2013 and $2.0 million in tistfquarter of 2013. Despite experiencing
improvements in credit quality, we have seen levél®serves and provision increase due to growthe portfolio. We continue to maintain
an unallocated reserve component to allow for oomgtil uncertainty in the economic environment wihiah produced losses, including those
resulting from fraud by borrowers, that are notassarily correlated with historical loss trendgjeneral economic conditions. Our
methodology used to calculate the allowance corsidistorical losses, however, the historical i@gss for specific product types or credit
risk grades may not fully incorporate the effedtsantinued weakness in the economy.

The reserve for loan losses is comprised of spe@Berves for impaired loans and an estimatesse®inherent in the portfolio at the balance
sheet date, but not yet identified with specifiedris. We regularly evaluate our reserve for loaede to maintain an appropriate level to
absorb estimated loan losses inherent in the loafofio. Factors contributing to the determinatiofireserves include the credit worthines
the borrower, changes in the value of pledged ol and general economic conditions. All loamagtments rated substandard or worse
and greater than $500,000 are specifically reviefoetbss potential. For loans deemed to be implaiaespecific allocation is assigned based
on the losses expected to be realized from tha@ses|d-or purposes of determining the general res#re portfolio is segregated by product
types to recognize differing risk profiles amongecpries, and then further segregated by creditegraCredit grades are assigned to all loans
Each credit grade is assigned a risk factor, @ruesallocation percentage. These risk factorsrariplied by the outstanding principal
balance and risk-weighted by product type to caleuthe required reserve. A similar process is eyga to calculate a reserve assigned to
off-balance sheet commitments, specifically unfuhb@n commitments and letters of credit. Even tfioportions of the allowance may be
allocated to specific loans, the entire allowarscavailable for any credit that, in managementigjuent, should be charged off.
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The reserve allocation percentages assigned toceadh grade have been developed based primarignoanalysis of our historical loss ra
The allocations are adjusted for certain qualigafactors for such things as general economic tiondj changes in credit policies and
lending standards. Changes in the trend and sewéngroblem loans can cause the estimation oE®$s differ from past experience. In
addition, the reserve considers the results oexesiperformed by independent third party revievasrseflected in their confirmations of
assigned credit grades within the portfolio. Thetipa of the allowance that is not derived by tHewaance allocation percentages
compensates for the uncertainty and complexitystimeating loan and lease losses including factodsanditions that may not be fully
reflected in the determination and applicationha allowance allocation percentages. We evaluatyy fi@etors and conditions in determining
the unallocated portion of the allowance, including economic and business conditions affectingléwegting areas, credit quality trends and
general growth in the portfolio. The allowanceaisidered appropriate, given management’s assessigotential losses within the
portfolio as of the evaluation date, the significgrowth in the loan and lease portfolio, currezgrmic conditions in the Company’s market
areas and other factors.

The methodology used in the periodic review of res@dequacy, which is performed at least quarterlglesigned to be dynamic and
responsive to changes in portfolio credit qualithe changes are reflected in the general resedi@napecific reserves as the collectability
larger classified loans is evaluated with new infation. As our portfolio has matured, historicaldaatios have been closely monitored, and
our reserve adequacy relies primarily on our lastohy. The review of reserve adequacy is perforimgdxecutive management and
presented to our board of directors for their reyieonsideration and ratification on a quarterigiba

The combined reserve for credit losses, which thetua liability for losses on unfunded commitmetataled $95.2 million at March 31,
2014, $92.3 million at December 31, 2013 and $R@llon at March 31, 2013. Due to the growth inrigathe total reserve percentage
decreased to 1.07% at March 31, 2014 from 1.09%l&lwP6 of loans excluding mortgage finance loari3extember 31, 2013 and March 31,
2013, respectively. The combined reserve perceritagérended down as we recognize losses on loamghfch there were specific or
general allocations of reserves and see improvementr overall credit quality. The overall resefee loan losses continues to result from
consistent application of the loan loss reservéhnuiilogy as described above. At March 31, 2014believe the reserve is sufficient to co
all expected losses in the portfolio and has besiveld from consistent application of the methodgldescribed above. Should any of the
factors considered by management in evaluatingdeguacy of the allowance for loan losses changegsiimate of inherent losses in the
portfolio could also change, which would affect tbeel of future provisions for loan losses.
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Activity in the reserve for loan losses is presdritethe following table (in thousands):

(1)

Reserve for loan losse
Beginning balanc
Loans charge-off:
Commercia
Real estat
Consumel
Leases
Total charg-offs
Recoveries
Commercia
Real estat
Consumel
Leases
Total recoverie:
Net charg-offs
Provision for loan losse

Ending balanc

Reserve for otbalance sheet credit loss

Beginning balanc

Provision for off-balance sheet credit
losses

Ending balanc:

Total reserve for credit loss

Total provision for credit loss¢

Reserve for loan losses to loz

Reserve for loan losses to loans exclud
mortgage finance loar@

Net charg-offs to average loar®

Net charg-offs to average loans excludi
mortgage finance
loans(@ ()

Total provision for credit losses to average

loans

Total provision for credit losses to avere
loans excluding mortgage finance loa
(2

Recoveries to total char-offs

Reserve for off-balance sheet credit los
to off-balance sheet credit commitme

Combined reserves for credit losses to
loans held for investmel

Combined reserves for credit losses to
loans held for investment excluding
mortgage finance loar@

Non-performing asset:
Non-accrual loan{®)
OREO®

Total

Restructured loar

Loans past due 90 days and still accruir
(©)]

Reserve as a percent of hon-performing
loans

Interim period ratios are annualize

Three months end

March 31,
2014

$ 87,60+

2,33¢
61
50

2,447

21C

8

25

124

367

2,08(

4,71(

$ 90,23

$ 4,69(

29C
4,98(
95,21
5,00(

@ A H

0.7¢%

1.01%

0.08%

0.1(%

0.1<%

0.22%

15.0%

0.12%

0.82%

1.01%

$ 43,21
2,42(
45,63¢

2,82¢

&+ ||

7,86¢

2.1x

Year ende
December 3.

2013

$ 74,33

6,57¢

144

45
2
6,76¢

1,20:

27C

73

322

1,86¢
4,89¢
18,16¢

$ 87,60¢

$ 3,85¢

83¢

4,69(

$ 92,29

$ 19,00(
0.7&%

&

1.02%
0.05%
0.07%
0.1%%
0.25%
27.6%%
0.12%

0.82%

1.09%

$ 32,37

5,11(
$ 37,48t
$ 1,93t

9,32¢

2.7

Three months end

March 31,
2013

$ 74,33

1,64¢
10t
19

1,77

397
8
30
121

55¢€

1,21¢
1,87¢
ﬂ

$ 3,85¢

121
3,97¢

78,97¢
2,00(

@ A |H

0.7<%

1.08%

0.05%

0.07%0

0.0<%

0.12%

31.3%%

0.1%%

0.85%

1.14%

$ 43,42
14,42¢
$ 5785

$ 11,75¢
12,61

1.7x



(2)

3)

(4)
(5)

Mortgage finance loans were previously clasdifas loans held for sale but have been reclagsifidoans held for investment as
described in Note 1 — Operations and Summary afifséggnt Accounting Policies. The indicated ratare presented excluding the
mortgage finance loans because the risk profileuofmortgage finance loans is different than oheotoans held for investment. No
provision is allocated to these loans based oimtieenal risk grade assigne

At March 31, 2014, December 31, 2013 and M&th2013, loans past due 90 days and still accrimitigdes premium finance loans of
$4.7 million, $3.8 million and $4.4 million, resgaely. These loans are generally secured by otitiga of insurance carriers to refund
premiums on cancelled insurance policies. The gehfrpremiums from the insurance carriers can f&@&days or longer from the
cancellation date

At March 31, 2014, we did not have a valuatitilowance recorded against the OREO balance. Aeiber 31, 2013 and March 31,
2013, OREO balance is net of a $5.6 million and & $illion valuation allowance, respective

As of March 31, 2014, December 31, 2013 anddk&1, 2013, non-accrual loans included $14.9 oni/l$17.8 million and $16.9
million, respectively, in loans that met the cridgefior restructurec
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Non-performing Assets

Non-performing assets include non-accrual loans aaskle and repossessed assets. The table below smeswar non-accrual loans by type
and OREO (in thousands):

March 31 December 3. March 31
2014 2013 2013
Non-accrual loans
Commercia $26,83¢ $ 12,89¢ $20,81¢
Constructior — 70E —
Real estat 16,32¢ 18,67( 22,504
Consumel 8 54 37
Leases 42 5C 69
Total nor-accrual loan: 43,21° 32,37¢ 43,42¢
Repossessed asse
OREO 2,42( 5,11( 14,42¢
Total repossessed ass 2,42( 5,11C 14,42¢
Total nor-performing assel $45,63: $ 37,48 $57,85(

The table below summarizes the non-accrual loassg®gated by loan type and type of property sggtine credit as of March 31, 2014 (in
thousands):

Non-accrual loans

Commercia
Lines of credit secured by the followin
Oil and gas propertie $ 91€
Assets of the borrowe 23,05¢
Other 2,862
Total commercia 26,83¢
Real estat
Secured by
Commercial propert 9,631
Unimproved land and/or undeveloped residential 3,94t
Other 2,74
Total real estat 16,32¢
Consume 8
Leases (commercial leases primarily secured bytsae$¢he lessor 42
Total nor-accrual loan: $43,21:

Generally, we place loans on non-accrual when tiseseclear indication that the borrower’s cashvfloay not be sufficient to meet payments
as they become due, which is generally when ai®80 days past due. When a loan is placed on nornual status, all previously accrued
and unpaid interest is reversed. Interest incomsatisequently recognized on a cash basis as lafg asmaining unpaid principal amount of
the loan is deemed to be fully collectible. If egflability is questionable, then cash paymentsppdied to principal. As of March 31, 2014,
none of our non-accrual loans were earning on la lasis. A loan is placed back on accrual statienvitoth principal and interest are current
and it is probable that we will be able to collattamounts due (both principal and interest) adicay to the terms of the loan agreement.

39



Table of Contents

A loan is considered impaired when, based on cuinéormation and events, it is probable that w# ke unable to collect all amounts due
(both principal and interest) according to the ®whthe original loan agreement. All loans classdifas restructured loans are also considered
impaired. Reserves on impaired loans are measasztion the present value of the expected futte ftmvs discounted at the loan’s
effective interest rate or the fair value of thelerying collateral.

At March 31, 2014, we had $7.9 million in loanstmise 90 days and still accruing interest. At Ma3dh 2014, $4.7 million of the loans past
due 90 days and still accruing are premium findoaas. These loans are primarily secured by olitigatof insurance carriers to refund
premiums on cancelled insurance policies. The kafrpremiums from the insurance carriers can fd@l@days or longer from the
cancellation date.

Restructured loans are loans on which, due to dheWwer’s financial difficulties, we have granted@ncession that we would not otherwise
consider. This may include a transfer of real estatother assets from the borrower, a modificatibloan terms, or a combination of the t
Modifications of terms that could potentially gdglas a restructuring include reduction of contwatinterest rate, extension of the maturity
date at a contractual interest rate lower tharctimeent rate for new debt with similar risk, oremluction of the face amount of debt, or
forgiveness of either principal or accrued interéstof March 31, 2014, we had $2.8 million in lsasonsidered restructured that are not on
non-accrual. Of the non-accrual loans at March2814, $16.3 million met the criteria for restruetdr A loan continues to qualify as
restructured until a consistent payment historgt@nge in borrower’s financial condition has beedenced, generally no less than twelve
months. Assuming that the restructuring agreemestifies an interest rate at the time of the restining that is greater than or equal to the
rate that we are willing to accept for a new exim®f credit with comparable risk, the loan nodenhas to be considered a restructuring if it
is in compliance with modified terms in calendaasgeafter the year of the restructuring.

Potential problem loans consist of loans that améopming in accordance with contractual termsfbuiwvhich we have concerns about the
borrower’s ability to comply with repayment termschuse of the borrower’s potential financial difftees. We monitor these loans closely
and review their performance on a regular basisvatch 31, 2014 and 2013, we had $28.8 million $24.1 million, respectively, in loans
this type which were not included in either nonfaat or 90 days past due categories.

The table below presents a summary of the actreigted to OREO (in thousands):

Three months ended March !

2014 2013
Beginning balance $ 5,11C $ 15,99:
Additions 851 —
Sales (3,54)) (1,499
Valuation allowance for ORE! — —
Direct write-downs — (72)
Ending balanc $ 2,42 $  14,42¢
The following table summarizes the assets heldREO at March 31, 2014 (in thousands):
Undeveloped land and residential | $ 76C
Single family residence 1,46:
Other 19€
Total OREQ $2,42(

When foreclosure occurs, fair value, which is gatieibased on appraised values, may result inglariarge-off of a loan upon taking
property, and so long as property is retained, essnt reductions in appraised values will resultaluation adjustments taken as non-
interest expense. In addition, if the decline itueds believed to be permanent and not just drimemarket conditions, a direct writlswn ta
the OREO balance may be taken. We generally pwaies of OREO when conditions warrant, but we nieose to hold certain properties
for a longer term, which can result in additiongbesure related to the appraised values duringhtblding period. During the three months
ended March 31, 2014 we did not record a valuaigpense compared to $71,000 recorded during the panod of 2013. Of the $71,000
recorded for the three months ended March 31, 2028000 related to direct write-downs.
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Liquidity and Capital Resources

In general terms, liquidity is a measurement of ahility to meet our cash needs. Our objective anaging our liquidity is to maintain our
ability to meet loan commitments, purchase seasrivr repay deposits and other liabilities in adance with their terms, without an adverse
impact on our current or future earnings. Our lifityi strategy is guided by policies, which are fatated and monitored by our senior
management and our Balance Sheet Management CarrtiiBSMC”),and which take into account the demonstrated malokiy of assets
the sources and stability of funding and the l@feinfunded commitments. We regularly evaluat@&bfur various funding sources with an
emphasis on accessibility, stability, reliabilitydacost-effectiveness. For the year ended DeceB1het013 and for the three months ended
March 31, 2014, our principal source of funding hasn our customer deposits, supplemented by out-rm and long-term borrowings,
primarily from Federal funds purchased and Feddashe Loan Bank (“FHLB") borrowings.

Our liquidity needs for support of growth in lodmsld for investment have been fulfilled throughwgtio in our core customer deposits. Our
goal is to obtain as much of our funding for lohletd for investment and other earnings assets ssilpe from deposits of these core
customers. These deposits are generated principatiygh development of long-term relationshipshveiistomers and stockholders, with a
significant focus on treasury management prodiictaddition to deposits from our core customersalge have access to deposits through
brokered customer relationships. For regulatorppses, these relationship brokered deposits arecatagorized as brokered deposits;
however, since these deposits arise from a custogtaionship, we consider these deposits to be deposits for our reporting purposes. We
also have access to incremental deposits throumiteled retail certificates of deposit, or CDs. Eheraditional brokered deposits are
generally of short maturities, 30 to 90 days, amdused to supplement temporary differences irgtheith in loans, including growth in loans
held for sale or other specific categories of lo@esnpared to customer deposits. The followingaaimmarizes our period-end and average
year-to-date core customer deposits and brokered dsgasimillions):

December 3:
March 31 March 31
2014 2013 2013

Deposits from core customers $8,173.¢ $ 7,840.: $6,633."
Deposits from core customers as a percent of defabsits 84.(% 84.1% 85.t%
Relationship brokered depos $1,555.: $ 1,417 $1,112.:
Relationship brokered deposits as a percent of defaosits 16.(% 15.2% 11.4%
Traditional brokered deposi $ — $ — $ —
Traditional brokered deposits as a percent of tigglosits 0.C% 0.(% 0.C%
Average deposits from core custom®) $7,966.: $ 7,040. $6,498.¢
Average deposits from core customers as a peréeotad quarterly

average deposi( 84.(% 84.1% 86.4%
Average relationship brokered depo:2) $1,520.¢ $ 1,334 $1,020.(
Average relationship brokered deposits as a peafantal quarterly

average deposi® 16.(% 15.% 10.6%
Average traditional brokered depos®) $ — $ — $ —
Average traditional brokered deposits as a percetutal quarterly

average deposi® 0.C% 0.C% 0.C%

(1) Annual averages presented for December 31, -

We have access to, and have periodically utilizedrces of brokered deposits of not less than diti@oll $3.5 billion. Customer deposits
(total deposits, including relationship brokeregalgts, minus brokered CDs) increased by $471.[fomifrom December 31, 2013 and
increased $2.0 billion from March 31, 2013.
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Additionally, we have borrowing sources availaldestipplement deposits and meet our funding neet$ ISorrowings are generally used to
fund our loans held for sale, due to their liquid&hort duration and interest spreads availaliles& borrowing sources typically include
Federal funds purchased from our downstream casremt bank relationships (which consist of bahks are smaller than our bank) and
from our upstream correspondent bank relationsfwpéch consist of banks that are larger than omklpacustomer repurchase agreements,
treasury, tax and loan notes, and advances froRHhé and the Federal Reserve. The following talmmarizes our borrowings as of
March 31, 2014 (in thousands):

Federal funds purchas $ 143,57:
Repurchase agreeme! 29,43:
FHLB borrowings 505,02:
Subordinated note 286,00(
Trust preferred subordinated debentt 113,40¢
Total borrowings $1,077,43;
Maximum borrowings outstanding at any mc-end during the ye: $1,077,43;

The following table summarizes our other borrowiagacities in excess of balances outstanding atiMai, 2014 (in thousands):

FHLB borrowing capacity relating to loa $1,122,84:
FHLB borrowing capacity relating to securiti 3,92i
Total FHLB borrowing capacit $1,126,77!
Unused Federal funds lines available from commebeiaks $ 960,00(

At March 31, 2014, we had a non-revolving amortiZiime of credit with $100.0 million of unused cafig. This line of credit matures on
December 15, 2014. The loan proceeds may be usge@fferal corporate purposes including funding legguy capital infusions into the
Bank. The loan agreement contains customary fighcovenants and restrictions. At March 31, 20b4barrowings were outstanding
compared to $15.0 million outstanding at Decemide2813.

Our equity capital averaged $1.2 billion for theetnmonths ended March 31, 2014, as compared b 38&iillion for the same period in
2013. We have not paid any cash dividends on amnoon stock since we commenced operations and fap&ans to do so in the near
future.

During January 2014, we completed an offering 8frillion shares of our common stock. Net proceeais the sale totaled $106.5 million.
On January 31, 2014, the Bank issued $175.0 mitifssubordinated notes in an offering to institnibinvestors exempt from registration
under Section 3(a)(2) of the Securities Act of 1888 12 C.F.R. Part 16. Net proceeds from the action were $172.4 million. The notes
mature in January 2026 and bear interest at af&&®5% per annum, payable semi-annually. Thesnate unsecured and are subordinate to
the Bank’s obligations to its deposit-holders gitdigations under banker's acceptances and letfersedit, certain obligations to Federal
Reserve Banks and the FDIC and the Bank’s obligatto its other creditors, except any obligatiomscv expressly rank on a parity with or
junior to the notes. The notes are expected tafgued Tier 2 capital for regulatory capital purpessubject to applicable limitations. The
proceeds of both offerings were available to thenGany for general corporate purposes, includingeraent of $15.0 million of short-term
debt that was outstanding at December 31, 2013additional capital to support continued loan gtowt

Our capital ratios remain above the levels requicgoe well capitalized. We believe that periodipital raising transactions, along with the
addition of loan and deposit relationships, wilbal us to continue to grow organically.
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Commitments and Contractual Obligations

The following table presents significant fixed ateterminable contractual obligations to third gty payment date. Payments for
borrowings do not include interest. Payments rdléddeases are based on actual payments speicified underlying contracts. As of
March 31, 2014, our significant fixed and deterrbleacontractual obligations to third parties wesdalows (in thousands):

After One bu
After Three bt
Within Three
Within One Within Five After Five
Year Years Years Years Total

Deposits without a stated maturfty $ 8,966,25  $ — $ — $ — $ 8,966,25
Time deposit(!) 744,57: 15,53t 2,68¢ 74 762,87
Federal funds purchas® 143,57: — — — 143,57:
Customer repurchase agreeme®) 29,43: — — — 29,43:
FHLB borrowings(® 505,02: — — — 505,02:
Operating lease obligatio(®) () 13,79« 28,40 28,07¢ 59,457 129,73:
Subordinated note® — — — 286,00( 286,00(
Trust preferred subordinated debentu() — — — 113,40t 113,40¢
Total contractual obligatior $10,402,65 $ 43,93¢ $ 30,76« $458,93° $10,936,29

(1) Excludes interes
(2) Non-balance sheet iter

Critical Accounting Policies

SEC guidance requires disclosure of “critical acttimg policies.” The SEC defines “critical accoungtipolicies” as those that are most
important to the presentation of a company’s fim@nmmondition and results, and require managemendst difficult, subjective or complex
judgments, often as a result of the need to matkeates about the effect of matters that are inftgreincertain

We follow financial accounting and reporting padisithat are in accordance with accounting prinsigknerally accepted in the United Stz
The more significant of these policies are sumneakin Note 1 to the consolidated financial stateimeWot all these significant accounting
policies require management to make difficult, sgbye or complex judgments. However, the policteddelow could be deemed to meet
the SEC'’s definition of a critical accounting pglic

Management considers the policies related to tloevahce for loan losses as the most critical tdfithencial statement presentation. The total
allowance for loan losses includes activity relatedllowances calculated in accordance with ASQ, Beceivablesand ASC 450,
Contingencies The allowance for loan losses is establishedutjiia provision for loan losses charged to cureamings. The amount
maintained in the allowance reflects managemewiiicuing evaluation of the loan losses inherernthanloan portfolio. The allowance for
loan losses is comprised of specific reserves asditp certain classified loans and general reseRagctors contributing to the determination
of specific reserves include the creditrthiness of the borrower, and more specificalhgnges in the expected future receipt of principal
interest payments and/or in the value of pledgdidtenal. A reserve is recorded when the carryimpant of the loan exceeds the discounted
estimated cash flows using the loan’s initial efifecinterest rate or the fair value of the colfatdor certain collateral dependent loans. For
purposes of determining the general reserve, thigofio is segregated by product types in ordergtmognize differing risk profiles among
categories, and then further segregated by credliteg. See “Summary of Loan Loss Experience” abodeNote 4 — Loans and Allowance
for Loan Losses in the accompanying notes to tinsadaated financial statements included elsewlretiis report for further discussion of
the risk factors considered by management in @stabg the allowance for loan losses.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Market risk is a broad term for the risk of economoiss due to adverse changes in the fair val@efiofancial instrument. These changes may
be the result of various factors, including intérases, foreign exchange rates, commodity prieesguity prices. Additionally, the financial
instruments subject to market risk can be clask#i¢gher as held for trading purposes or held fbeothan trading.

We are subject to market risk primarily through éfiiect of changes in interest rates on our padfof assets held for purposes other than
trading. The effect of other changes, such asdarekchange rates, commodity prices, and/or equitges do not pose significant market risk
to us.

The responsibility for managing market risk resithwhe BSMC, which operates under policy guidediestablished by our board of direct
The negative acceptable variation in net inter@gtmue due to a 200 basis point increase or deciedsterest rates is generally limited by
these guidelines to +/- 5%. These guidelines adsambéish maximum levels for short-term borrowingfsort-term assets and public and
brokered deposits. They also establish minimuml¢efiez unpledged assets, among other things. Camgd with these guidelines is the
ongoing responsibility of the BSMC, with exceptiaeported to our board of directors on a quartedyis.

Interest Rate Risk Management

Our interest rate sensitivity is illustrated in flolowing table. The table reflects rate-sensitpasitions as of March 31, 2014, and is not
necessarily indicative of positions on other dald® balances of interest rate sensitive assettiabilities are presented in the periods in
which they next reprice to market rates or matue @&re aggregated to show the interest rate satsigap. The mismatch between repricil
or maturities within a time period is commonly meéal to as the “gap” for that period. A positivepdasset sensitive), where interest rate
sensitive assets exceed interest rate sensitivitles, generally will result in the net interesirgin increasing in a rising rate environment
and decreasing in a falling rate environment. Aatig gap (liability sensitive) will generally hattee opposite results on the net interest
margin. To reflect anticipated prepayments, cerdaiset and liability categories are shown in théetasing estimated cash flows rather than
contractual cash flows. The Company employs inteege floors in certain variable rate loans toante the yield on those loans at times
when market interest rates are extraordinarily [dle degree of asset sensitivity, spreads on laadsiet interest margin may be reduced
until rates increase by an amount sufficient tmelate the effects of floors. The adverse effedtanfrs as market rates increase may also be
offset by the positive gap, the extent to whiclkesain deposits and other funding sources lag isitrganarket rates and changes in
composition of funding.
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Interest Rate Sensitivity Gap Analysis
March 31, 2014
(In thousands)

0-3mo 4-12 mo 1-3yr 3+yr Total
Balance Balance Balance Balance Balance
Assets:
Securities® $ 1382( $ 14,09¢ 11,84 $ 13,20 $ 52,96(
Total variable loan 10,105,84 34,38¢ 53t 94 10,140,85
Total fixed loans 763,81t 353,42: 221,81t 190,68( 1,529,73
Total loans(@ 10,869,66 387,80t 222,35: 190,77: 11,670,59

Total interest sensitive ass: $10,883,48 $ 401,900 $ 234,19: $ 203,97! $11,723,55
Liabilities:
Interes-bearing customer depos $ 5,906,43 $ — 3 — 3 — $ 5,906,43.
CDs & IRAs 134,60: 218,50: 15,53¢ 2,76 371,40(
Total interes-bearing deposit 6,041,03 218,50: 15,53t 2,76: 6,277,83
Repurchase agreements, Federal funds purchased® FHL

borrowings 678,02¢ — — — 678,02¢
Subordinated note — — — 286,00( 286,00(
Trust preferred subordinated debentt — — — 113,40t 113,40¢
Total borrowings 678,02¢ — — 399,40¢ 1,077,43.
Total interest sensitive liabilitie $ 6,719,06: $ 218,50: $ 1553t $ 402,16¢ $ 7,355,26!
GAP $ 4,164,41° $ 183,40¢ $ 218,65t $(198,19) $ —
Cumulative GAF 4,164,41! 4,347,82! 4,566,48. 4,368,28 4,368,28!
Demand deposil $ 3,451,29.
Stockholder' equity 1,230,13.
Total $ 4,681,42!

(1) Securities based on fair market val
(2) Loans are stated at gro

The table above sets forth the balances as of M2tcR014 for interest bearing assets, interegifgeéabilities, and the total of non-interest
bearing deposits and stockholders’ equity. Whigmp interest table is useful in analyzing interast sensitivity, an interest rate sensitivity
simulation provides a better illustration of thesitivity of earnings to changes in interest rainings are also affected by the effects of
changing interest rates on the value of fundingvedrfrom demand deposits and stockholders’ eqWitg.perform a sensitivity analysis to
identify interest rate risk exposure on net interlesome. We quantify and measure interest rakeexposure using a model to dynamically
simulate the effect of changes in net interestimeoelative to changes in interest rates and a¢dmalances over the next twelve months
based on three interest rate scenarios. These‘aresa likely” rate scenario and two “shock testésarios.

The “most likely” rate scenario is based on thesemsus forecast of future interest rates publiflydddependent sources. These forecasts
incorporate future spot rates and relevant sprefaifstruments that are actively traded in the opamnket. The Federal Reserve’s Federal
funds target affects short-term borrowing; the griending rate and the LIBOR are the basis for mbstr variable-rate loan pricing. The
10-year mortgage rate is also monitored becauie effect on prepayment speeds for mortgage-bas&edrities. We believe these are our
primary interest rate exposures. We are curremttyusing derivatives to manage our interest rapmsure.

The two “shock test” scenarios assume a sustaiaradl@l 200 basis point increase or decrease, casply, in interest rates. As short-term
rates have remained low through 2013, we do ni¢\eethat analysis of an assumed decrease in $htertes would provide meaningful
results. We will continue to evaluate these scesaas interest rates change, until short-term regesabove 3.0%.
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Our interest rate risk exposure model incorporagssimptions regarding the level of interest rateateince changes on indeterminable
maturity deposits (demand deposits, intelestring transaction accounts and savings accofanta)given level of market rate changes. Tt
assumptions have been developed through a comtinattihistorical analysis and future expected pgdbehavior. Changes in prepayment
behavior of mortgage-backed securities, resideatidlcommercial mortgage loans in each rate enviem are captured using industry
estimates of prepayment speeds for various coupgments of the portfolio. The impact of plannedwgtoand new business activities is
factored into the simulation model. This modelindicated interest rate sensitivity as follows findsands):

Anticipated Impact Over the Next Twelve Mor

as Compared to Most Likely Scena
200 bp Increas
March 31, 201«

Change in net interest income $ 104,64!

The simulations used to manage market risk aredoas@umerous assumptions regarding the effedhafiges in interest rates on the timing
and extent of repricing characteristics, futurehdésws, and customer behavior. These assumptienmberently uncertain and, as a result,
the model cannot precisely estimate net intereste or precisely predict the impact of higheraavdr interest rates on net interest income.
Actual results may differ from simulated result®da timing, magnitude and frequency of interett changes as well as changes in market
conditions and management strategies, among ahtor$.
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IT EM4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, with the supervision and parti@paif our Chief Executive Officer and Chief FingalOfficer, has evaluated the
effectiveness of the design and operation of oseldsure controls and procedures (as defined ieRlBa-15(e) and 15d-15(e) under the
Exchange Act of 1934, as amended) as of the etttegieriod covered by this report. Based upondhaluation, we have concluded that, as
of the end of such period, our disclosure contanid procedures were effective in recording, prangssummarizing and reporting, on a
timely basis, information required to be disclobgdus in the reports that we file or submit under Exchange Act and were effective in
ensuring that information required to be disclosgdis in the reports that we file or submit under Exchange Act is accumulated and
communicated to the Company’s management, includimgChief Executive Officer and Chief Financialfioér, as appropriate to allow
timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reportirg

There were no changes in our internal control éwamncial reporting (as defined in Rules 13a-15¢fy 15d-15(f) under the Exchange Act)
during the quarter covered by this report that haaterially affected, or are reasonably likely tatetially affect, our internal control over
financial reporting.

PA RT Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are subject to various claims and legal actieteded to operating activities that arise in théirmary course of business. Management does
not currently expect the ultimate disposition acfgh matters to have a material adverse impact ofin@amcial statements.

ITEM 1A. RISK FACTORS

There have been no material change in the risbfagreviously disclosed in the Company’s 2013 FafsK for the fiscal year ended
December 31, 2013.
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IT EM6. EXHIBITS
(a) Exhibits

31.1 Certification of Chief Executive Officer pursuantRule 13a-14(a) of the Exchange Act, as adoptesipant to
Section 302 of the Sarbal-Oxley Act of 2002, filed herewitt

31.z Certification of Chief Financial Officer pursuaotRule 13a-14(a) of the Exchange Act, as adoptesljpnt to
Section 302 of the Sarbal-Oxley Act of 2002, filed herewitt

32.1 Certification of Chief Executive Officer pursuantRule 13a-14(b) of the Exchange Act and 18 U.S&Ztion 1350,
as adopted pursuant to Section 906 of the Sar-Oxley Act of 2002, furnished herewit

32.2 Certification of Chief Financial Officer pursuaontRule 13a-14(b) of the Exchange Act and 18 U.Sd&tion 1350,
as adopted pursuant to Section 906 of the Sar-Oxley Act of 2002, furnished herewit

101 The following materials from Texas Capital Bancgsainc.’s Quarterly Report on Form 10-Q for tharger ended
March 31, 2014, formatted in XBRL (eXtensible Buesia Reporting Language): (i) Consolidated Statesnant
Income, (ii) Consolidated Balance Sheets, (iii) Sditdated Statements of Cash Flows, and (iv) Niates
Consolidated Financial Stateme
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

TEXAS CAPITAL BANCSHARES, INC.

Date: April 24, 2014

[s/ Peter B. Bartholow

Peter B. Bartholow

Chief Financial Officer

(Duly authorized officer and principal
financial officer)
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Exhibit Numbet
31.1

31.2

32.1

32.2

101

EXHIBIT INDEX

Certification of Chief Executive Officer pursuantRule 13a-14(a) of the Exchange Act, as adoptesbjpnt to Section
302 of the Sarban-Oxley Act of 2002, filed herewitt

Certification of Chief Financial Officer pursuant Rule 13a-14(a) of the Exchange Act, as adoptesijpnt to Section
302 of the Sarban-Oxley Act of 2002, filed herewitt

Certification of Chief Executive Officer pursuantRule 13a-14(b) of the Exchange Act and 18 U.S&¢ttion 1350, as
adopted pursuant to Section 906 of the Sarl-Oxley Act of 2002, furnished herewit

Certification of Chief Financial Officer pursuant Rule 13a-14(b) of the Exchange Act and 18 U.S&&tion 1350, as
adopted pursuant to Section 906 of the Sarl-Oxley Act of 2002, furnished herewit

The following materials from Texas Capital Banc#sainc.’s Quarterly Report on Form 10-Q for tharger ended
March 31, 2014, formatted in XBRL (eXtensible Biesis Reporting Language): (i) Consolidated Statesnafnihcome,
(il) Consolidated Balance Sheets, (jiii) Consolidafatements of Cash Flows, and (iv) Notes to Clateted Financial
Statement:
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EXHIBIT 31.1

CERTIFICATION

I, C. Keith Cargill, certify that:

1.

2.

| have reviewed this quarterly report on Forn-Q of Texas Capital Bancshares, Ir

Based on my knowledge, this report does notaioriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntets.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andrk responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pneszh

b) Designed such internal control over financial réipgr or caused such internal control over finaheaorting to be designed un
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentéisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; an

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cordvel financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

b)  Any fraud, whether or not material, that invawveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: April 24, 2014

/sl C. Keith Cargill

C. Keith Cargill
Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION

I, Peter B. Bartholow, certify that:

1.

2.

| have reviewed this quarterly report on Forn-Q of Texas Capital Bancshares, Ir

Based on my knowledge, this report does notaioriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntets.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andrk responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pneszh

b) Designed such internal control over financigloiting, or caused such internal controls overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodgiand the preparation of
financial statements for external purposes in atauce with generally accepted accounting princijy

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentéisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; an

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cordvel financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

b)  Any fraud, whether or not material, that invawveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: April 24, 2014

/s/ Peter B. Bartholow

Peter B. Bartholow
Chief Financial Officer



EXHIBIT 32.1
CERTIFICATION

In connection with the Quarterly Report on FormQ@f Texas Capital Bancshares, Inc. (the “Compafof’the period ending March 31,
2014 (the “Report”), as filed with the SecuritiegldExchange Commission on the date hereof, I, @hk&argill, Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. Secti®®0, as adopted pursuant to Section 906 of tHeaBas-Oxley Act of 2002, that to the

best of my knowledge:

1. The Report fully complies with the requiremestsection 13(a) or 15(d) of the Securities ExcleAgt of 1934, as
amended; an

2. The information contained in the Report, faphgsents, in all material respects, the finanaaldition and results of
operations of the Compar

/s/ C. Keith Carqill

C. Keith Cargill

Chief Executive Officer
Date: April 24, 2014




EXHIBIT 32.2
CERTIFICATION

In connection with the Quarterly Report on FormQ@f Texas Capital Bancshares, Inc. (the “Compafof’the period ending March 31,
2014 (the “Report”), as filed with the SecuritiegldExchange Commission on the date hereof, |, BetBartholow, Chief Financial Officer
of the Company, certify, pursuant to 18 U.S.C. Beact350, as adopted pursuant to Section 906 obérbane®xley Act of 2002, that to tF
best of my knowledge:

1 The Report fully complies with the requirements@ction 13(a) or 15(d) of the Securities ExchafAgeof 1934, as
amended; an

2 The information contained in the Report, fairhggents, in all material respects, the financialdition and results of
operations of the Compar

/s/ Peter B. Bartholow
Peter B. Bartholow
Chief Financial Officer
Date: April 24, 201«




