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x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
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200 Crescent Court, Suite 1330

Dallas, TX 75201
(Address of principal executive offices) (Zip Code)

(214) 855-2177

(Registrant�s telephone number, including area code)

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

Title of each class Name of each exchange on which registered
Common Stock, par value $0.01 per share New York Stock Exchange

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

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

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

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). x Yes o No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained
herein, and will not be contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K. o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
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Large accelerated filer x Accelerated filer o

Non-accelerated filer £ (Do not check if a smaller reporting company) Smaller reporting company o

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

Aggregate market value of the voting and non-voting common equity held by non-affiliates, computed by reference to the price at which the
common stock was last sold on the New York Stock Exchange on June 30, 2013, was approximately $1.1 billion. For the purposes of this
computation, all officers, directors and 10% stockholders are considered affiliates. The number of shares of the registrant�s common stock
outstanding at February 28, 2014 was 90,177,991.

DOCUMENTS INCORPORATED BY REFERENCE

The Registrant�s definitive Proxy Statement pertaining to the 2014 Annual Meeting of Stockholders, filed or to be filed not later than 120 days
after the end of the fiscal year pursuant to Regulation 14A, is incorporated herein by reference into Part III.
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MARKET AND INDUSTRY DATA AND FORECASTS

Market and industry data and other statistical information and forecasts used throughout this Annual Report on Form 10-K (this �Annual Report�)
are based on independent industry publications, government publications and reports by market research firms or other published independent
sources. We have not sought or obtained the approval or endorsement of the use of this third-party information. Some data also is based on our
good faith estimates, which are derived from our review of internal surveys, as well as independent sources. Forecasts are particularly likely to
be inaccurate, especially over long periods of time.
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Unless the context otherwise indicates, all references in this Annual Report to the �Company,� �we,� �us,� �our� or �ours� or similar words
are to Hilltop Holdings Inc. and its direct and indirect wholly owned subsidiaries, references to �Hilltop� refer solely to Hilltop Holdings Inc.,
references to �PlainsCapital� refer to PlainsCapital Corporation (a wholly owned subsidiary of Hilltop), references to the �Bank� refer to
PlainsCapital Bank (a wholly owned subsidiary of PlainsCapital), references to �FNB� refer to First National Bank, references to �First
Southwest� refer to First Southwest Holdings, LLC (a wholly owned subsidiary of the Bank) and its subsidiaries as a whole, references to
�FSC� refer to First Southwest Company (a wholly owned subsidiary of First Southwest), references to �PrimeLending� refer to
PrimeLending, a PlainsCapital Company (a wholly owned subsidiary of the Bank) and its subsidiaries as a whole, and references to �NLC�
refer to National Lloyds Corporation, formerly known as NLASCO, Inc., (a wholly owned subsidiary of Hilltop) and its subsidiaries as a whole.

FORWARD-LOOKING STATEMENTS

This Annual Report and the documents incorporated by reference into this report include �forward-looking statements� within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, or the Exchange Act, as
amended by the Private Securities Litigation Reform Act of 1995. All statements, other than statements of historical fact, included in this Annual
Report that address results or developments that we expect or anticipate will or may occur in the future, and statements that are preceded by,
followed by or include, words such as �anticipates,� �believes,� �could,� �estimates,� �expects,� �forecasts,� �goal,� �intends,� �may,� �might,� �probable,� �projects,�
�seeks,� �should,� �target,� �view� or �would� or the negative of these words and phrases or similar words or phrases, including such things as our business
strategy, our financial condition, our litigation, our efforts to make strategic acquisitions, our proposal to acquire SWS Group, Inc. (�SWS�), our
revenue, our liquidity and sources of funding, market trends, operations and business, expectations concerning mortgage loan origination
volume, anticipated changes in our revenues or earnings, the effects of government regulation applicable to our operations, the appropriateness
of our allowance for loan losses and provision for loan losses, and the collectability of loans are forward-looking statements.

These forward-looking statements are based on our beliefs, assumptions and expectations of our future performance taking into account all
information currently available to us. These beliefs, assumptions and expectations are subject to risks and uncertainties and can change as a
result of many possible events or factors, not all of which are known to us.  If an event occurs, our business, business plan, financial condition,
liquidity and results of operations may vary materially from those expressed in our forward-looking statements. Certain factors that could cause
actual results to differ include, among others:

• risks associated with merger and acquisition integration;

• our ability to estimate loan losses;

• changes in the default rate of our loans;

• risks associated with concentration in real estate related loans;
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• our ability to obtain reimbursements for losses on acquired loans under loss-share agreements with the Federal Deposit Insurance
Corporation (the �FDIC�);

• changes in general economic, market and business conditions in areas or markets where we compete;

• severe catastrophic events in our geographic area;

• changes in the interest rate environment;

• cost and availability of capital;

• changes in state and federal laws, regulations or policies affecting one or more of our business segments, including changes in
regulatory fees, deposit insurance premiums, capital requirements and the Dodd-Frank Wall Street Reform and Consumer Protection Act (the
�Dodd-Frank Act�);

• our ability to use net operating loss carry forwards to reduce future tax payments;

• approval of new, or changes in, accounting policies and practices;

• changes in key management;

3
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• competition in our banking, mortgage origination, financial advisory and insurance segments from other banks and financial
institutions as well as insurance companies, mortgage bankers, investment banking and financial advisory firms, asset-based non-bank lenders
and government agencies;

• risks related to our proposal to acquire SWS;

• failure of our insurance segment reinsurers to pay obligations under reinsurance contracts;

• our ability to use excess cash in an effective manner, including the execution of successful acquisitions; and

• our participation in governmental programs, including the Small Business Lending Fund (�SBLF�).

For a more detailed discussion of these and other factors that may affect our business and that could cause the actual results to differ materially
from those anticipated in these forward-looking statements, see Item 1A, �Risk Factors,� and Item 7, �Management�s Discussion and Analysis of
Financial Condition and Results of Operations,� herein. We caution that the foregoing list of factors is not exhaustive, and new factors may
emerge, or changes to the foregoing factors may occur, that could impact our business. All subsequent written and oral forward-looking
statements concerning our business attributable to us or any person acting on our behalf are expressly qualified in their entirety by the cautionary
statements above. We do not undertake any obligation to update any forward-looking statement, whether written or oral, relating to the matters
discussed in this Annual Report except to the extent required by federal securities laws.

4
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PART I

Item 1. Business.

Company Background

Beginning in 1995, we operated as several companies under the name �Affordable Residential Communities� or �ARC,� a Maryland corporation.
We engaged in the business of acquiring, renovating, repositioning and operating manufactured home communities, as well as certain related
businesses.

In January 2007, we acquired NLC, a property and casualty insurance holding company.

On July 31, 2007, we sold substantially all of the operating assets used in our manufactured home communities business and our retail sales and
financing business to American Residential Communities LLC. In conjunction with this transaction, we transferred to the buyer the rights to the
�Affordable Residential Communities� name, changed our name to Hilltop Holdings Inc., and moved our headquarters to Dallas, Texas.As a
result, our primary operations from August 2007 through November 2012 were limited to providing fire and homeowners insurance to low value
dwellings and manufactured homes primarily in Texas and other areas of the southern United States through NLC. NLC operates through its
wholly owned subsidiaries, National Lloyds Insurance Company (�NLIC�) and American Summit Insurance Company (�ASIC�).

On November 30, 2012, we acquired PlainsCapital Corporation through a plan of merger (the �PlainsCapital Merger�),whereby PlainsCapital
Corporation merged into our wholly owned subsidiary, which continued as the surviving entity under the name �PlainsCapital Corporation�.
Concurrent with the consummation of the PlainsCapital Merger, we became a financial holding company registered under the Bank Holding
Company Act of 1956 (the �Bank Holding Company Act�), as amended by the Gramm-Leach-Bliley Act of 1999 (the �Gramm-Leach-Bliley Act�).

On September 13, 2013, the Bank assumed substantially all of the liabilities, including all of the deposits, and acquired substantially all of the
assets, of FNB from the FDIC, as receiver, and reopened former FNB branches acquired from the FDIC under the �PlainsCapital Bank� name (the
�FNB Transaction�).

We intend to make acquisitions with certain of the remaining proceeds from the American Residential Communities transaction and, if necessary
or appropriate, from additional equity or debt financing sources.

Following the PlainsCapital Merger, our primary line of business has been to provide business and consumer banking services from offices
located throughout central, north and west Texas through the Bank. The acquisition of FNB�s expansive branch network allows the Bank to
further develop its Texas footprint through expansion into the Rio Grande Valley, Houston, Corpus Christi, Laredo and El Paso markets, among
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others. In addition to the Bank, our other subsidiaries have specialized areas of expertise that allow us to provide an array of financial products
and services such as mortgage origination, insurance and financial advisory services.

At December 31, 2013, on a consolidated basis, we had total assets of $8.9 billion, total deposits of $6.7 billion, total loans, including loans held
for sale, of $5.6 billion and stockholders� equity of $1.3 billion. Our operating results beginning December 1, 2012 include the banking, mortgage
origination and financial advisory operations acquired in the PlainsCapital Merger and the results of our banking operations beginning
September 14, 2013 include the operations acquired in the FNB Transaction.

Our common stock is listed on the New York Stock Exchange, or NYSE, under the symbol �HTH.�

Our principal office is located at 200 Crescent Court, Suite 1330, Dallas, Texas 75201, and our telephone number at that location is
(214) 855-2177. Our internet address is www.hilltop-holdings.com. Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act are
available on our website at http://ir.hilltop-holdings.com/ under the tab �SEC Filings� as soon as reasonably practicable after we electronically file
such reports with, or furnish them to, the Securities and Exchange Commission (the �SEC�). The references to our website in this Annual Report
are inactive textual references only. The information on our website is not incorporated by reference into this Annual Report.

5
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Organizational Structure

Our organizational structure is comprised of two primary operating business units, NLC (insurance) and PlainsCapital (financial services and
products). Within the PlainsCapital unit are three primary wholly owned operating subsidiaries: the Bank, PrimeLending and First Southwest.
The following provides additional details regarding our updated organizational structure at December 31, 2013.

Geographic Dispersion of our Businesses

The Bank provides traditional banking services, residential mortgage lending, wealth and investment management, treasury management and
capital equipment leasing. Substantially all of our banking operations are in Texas, and as a result of the FNB Transaction, the Bank has a
presence in every major market in Texas.

For the year ended December 31, 2013, approximately 66% of PrimeLending�s origination volume was concentrated in nine states (none of the
other states in which PrimeLending operated during 2013 had volume of 3% or more). The following table is a summary of the origination
volume by state for the year ended December 31, 2013 (dollars in thousands).

% of
Volume Total

Texas $ 2,660,810 22.6%
California 2,082,184 17.7%
North Carolina 618,802 5.2%
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Virginia 466,531 4.0%
Florida 456,643 3.9%
Arizona 392,006 3.3%
Maryland 385,215 3.3%
Ohio 383,518 3.2%
Washington 360,100 3.0%
All other states 3,986,753 33.8%

$ 11,792,562 100.0%

6

Edgar Filing: Hilltop Holdings Inc. - Form 10-K

11



Table of Contents

Our insurance products are distributed through a broad network of independent agents and a select number of managing general agents, referred
to as MGAs, which are concentrated in five states (none of the other states in which we operated during 2013 had gross written premiums of 3%
or more). The following table sets forth our total gross written premiums by state for the periods shown (dollars in thousands).

Year Ended December 31,
% of % of % of

2013 Total 2012 Total 2011 Total
Texas $ 125,696 69.1% $ 118,361 69.5% $ 117,046 73.0%
Oklahoma 16,494 9.1% 15,398 9.1% 10,804 6.7%
Arizona 15,904 8.7% 13,914 8.2% 12,376 7.7%
Tennessee 10,589 5.8% 10,527 6.2% 9,489 5.9%
Georgia 6,393 3.5% 5,454 3.2% 4,380 2.7%
All other states 6,892 3.8% 6,547 3.8% 6,346 4.0%
Total $ 181,968 100.0% $ 170,201 100.0% $ 160,441 100.0%

FSC, a diversified investment banking firm and a registered broker-dealer, competes for business nationwide. Public finance financial advisory
revenues, of which 76% are from entities located in Texas, represent a significant portion of total segment revenues.

Business Segments

Under U.S. generally accepted accounting principles (�GAAP�), our two business units are comprised of four reportable business segments
organized primarily by the core products offered to the segments� respective customers: banking, mortgage origination, insurance and financial
advisory. These segments reflect the manner in which operations are managed and the criteria used by our chief operating decision maker
function to evaluate segment performance, develop strategy and allocate resources. Our chief operating decision maker function consists of the
President and Chief Executive Officer of Hilltop and the Chief Executive Officer of PlainsCapital.

For more financial information about each of our business segments, see Item 7, �Management�s Discussion and Analysis of Financial Condition
and Results of Operations,� herein. See also Note 30 in the notes to our consolidated financial statements included under Item 8, �Financial
Statements and Supplementary Data.�

Banking

The banking segment includes the operations of the Bank and, since September 14, 2013, the operations acquired in the FNB Transaction. At
December 31, 2013, our banking segment had $8.0 billion in assets and total deposits of $6.7 billion. The primary sources of our deposits are
residents and businesses located in Texas.

Business Banking.  Our business banking customers primarily consist of agribusiness, energy, health care, institutions of higher education, real
estate (including construction and land development) and wholesale/retail trade companies. We provide these customers with extensive banking
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services, such as Internet banking, business check cards and other add-on services as determined on a customer-by-customer basis. Our treasury
management services, which are designed to reduce the time, burden and expense of collecting, transferring, disbursing and reporting cash, are
also available to our business customers. We offer these business customers lines of credit, equipment loans and leases, letters of credit,
agricultural loans, commercial real estate loans and other loan products.
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The table below sets forth a distribution of the banking segment�s non-covered and covered loans, classified by portfolio segment and segregated
between those considered to be purchased credit impaired (�PCI�) loans and all other originated or acquired loans at December 31, 2013 (dollars in
thousands). PCI loans showed evidence of credit deterioration that makes it probable that all contractually required principal and interest
payments will not be collected. The banking segment�s loan portfolio includes �covered loans� acquired in the FNB Transaction that are subject to
loss-share agreements with the FDIC, while all other loans held by the Bank are referred to as �non-covered loans.� The commercial and industrial
non-covered loans category includes a $1.3 billion warehouse line of credit extended to PrimeLending, of which $1.0 billion was drawn at
December 31, 2013, as well as term loans at First Southwest that had an outstanding balance of $23.0 million at December 31, 2013. Amounts
advanced against the warehouse line and the First Southwest term loans are included in the table below, but are eliminated from the consolidated
balance sheets.

% of Total
Loans, excluding PCI Total Non-Covered

Non-covered loans PCI Loans Loans Loans Loans
Commercial and industrial:
Secured $ 2,229,778 $ 35,372 $ 2,265,150 53.3%
Unsecured 106,855 1,444 108,299 2.6%
Real estate:
Secured by commercial properties 1,012,613 36,255 1,048,868 24.7%
Secured by residential properties 406,593 2,995 409,588 9.6%
Construction and land development:
Residential construction loans 65,079 � 65,079 1.5%
Commercial construction loans and land
development 279,655 19,817 299,472 7.0%
Consumer 51,067 4,509 55,576 1.3%
Total non-covered loans $ 4,151,640 $ 100,392 $ 4,252,032 100.0%

% of Total
Loans, excluding PCI Total Covered

Covered loans PCI Loans Loans Loans Loans
Commercial and industrial:
Secured $ 24,913 $ 28,520 $ 53,433 5.3%
Unsecured 3,620 9,890 13,510 1.4%
Real estate:
Secured by commercial properties 54,143 365,306 419,449 41.7%
Secured by residential properties 169,161 199,372 368,533 36.6%
Construction and land development:
Residential construction loans 7,463 4,705 12,168 1.2%
Commercial construction loans and land
development 17,913 121,363 139,276 13.8%
Total covered loans $ 277,213 $ 729,156 $ 1,006,369 100.0%

Our lending policies seek to achieve the goal of establishing an asset portfolio that will provide a return on stockholders� equity sufficient to
maintain capital to assets ratios that meet or exceed established regulations. In support of that goal, we have designed our underwriting standards
to determine:

• That our borrowers possess sound ethics and competently manage their affairs;
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• That we know the source of the funds the borrower will use to repay the loan;

• That the purpose of the loan makes economic sense; and

• That we identify relevant risks of the loan and determine that the risks are acceptable.

We implement our underwriting standards according to the facts and circumstances of each particular loan request, as discussed below.

Commercial and industrial loans are primarily made within Texas and are underwritten on the basis of the borrower�s ability to service the debt
from cash flow from an operating business. In general, commercial and industrial loans involve more credit risk than residential and commercial
mortgage loans and, therefore, usually yield a higher return. The increased risk in commercial and industrial loans results primarily from the type
of collateral securing these loans, which typically includes commercial real estate, accounts receivable, equipment and inventory. Additionally,
increased risk arises from the expectation that commercial and industrial loans generally will be serviced principally from operating cash flow of
the

8
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business, and such cash flows are dependent upon successful business operations. Historical trends have shown these types of loans to have
higher delinquencies than mortgage loans. As a result of the additional risk and complexity associated with commercial and industrial loans,
such loans require more thorough underwriting and servicing than loans to individuals. To manage these risks, our policy is to attempt to secure
commercial and industrial loans with both the assets of the borrowing business and other additional collateral and guarantees that may be
available. In addition, depending on the size of the credit, we actively monitor the financial condition of the borrower by analyzing the
borrower�s financial statements and assessing certain financial measures, including cash flow, collateral value and other appropriate credit
factors. We also have processes in place to analyze and evaluate on a regular basis our exposure to industries, products, market changes and
economic trends.

The Bank also offers term financing on commercial real estate properties that include retail, office, multi-family, industrial, warehouse and
non-owner occupied single family residences. Commercial mortgage lending can involve high principal loan amounts, and the repayment of
these loans is dependent, in large part, on a borrower�s on-going business operations or on income generated from the properties that are leased to
third parties. Accordingly, we apply the measures described above for commercial and industrial loans to our commercial real estate lending,
with increased emphasis on analysis of collateral values. As a general practice, the Bank requires its commercial mortgage loans to (i) be secured
with first lien positions on the underlying property, (ii) generate adequate equity margins, (iii) be serviced by businesses operated by an
established management team and (iv) be guaranteed by the principals of the borrower. The Bank seeks lending opportunities where cash flow
from the collateral provides adequate debt service coverage and/or the guarantor�s net worth is comprised of assets other than the project being
financed.

The Bank offers construction financing for (i) commercial, retail, office, industrial, warehouse and multi-family developments, (ii) residential
developments and (iii) single family residential properties. Construction loans involve additional risks because loan funds are advanced upon the
security of a project under construction, and the project is of uncertain value prior to its completion. If the Bank is forced to foreclose on a
project prior to completion, it may not be able to recover the entire unpaid portion of the loan. Additionally, it may be required to fund additional
amounts to complete a project and may have to hold the property for an indeterminate period of time. Because of uncertainties inherent in
estimating construction costs, the market value of the completed project and the effects of governmental regulation on real property, it can be
difficult to accurately evaluate the total funds required to complete a project and the related loan-to-value ratio. As a result of these uncertainties,
construction lending often involves the disbursement of substantial funds with repayment dependent, in part, on the success of the ultimate
project rather than the ability of a borrower or guarantor to repay the loan. We generally require that the subject property of a construction loan
for commercial real estate be pre-leased, since cash flows from the completed project provide the most reliable source of repayment for the loan.
Loans to finance these transactions are generally secured by first liens on the underlying real property. The Bank conducts periodic completion
inspections, either directly or through an agent, prior to approval of periodic draws on these loans.

In addition to the real estate lending activities described above, a portion of the Bank�s real estate portfolio consists of single family residential
mortgage loans typically collateralized by owner occupied properties located in its market areas. These residential mortgage loans are generally
secured by a first lien on the underlying property and have maturities up to thirty years. At December 31, 2013, the Bank had $582.6 million in
one-to-four family residential loans, which represented 12.9% of its total loans held for investment.

Personal Banking.  We offer a broad range of personal banking products and services for individuals. Similar to our business banking
operations, we also provide our personal banking customers with a variety of add-on features such as check cards, safe deposit boxes, Internet
banking, bill pay, overdraft privilege services, gift cards and access to automated teller machine (ATM) facilities throughout the United States.
We offer a variety of deposit accounts to our personal banking customers including savings, checking, interest-bearing checking, money market
and certificates of deposit.
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We loan to individuals for personal, family and household purposes, including lines of credit, home improvement loans, home equity loans,
credit cards and loans for purchasing and carrying securities. At December 31, 2013, we had $55.6 million of loans for these purposes, which are
shown in the non-covered loans table above as �Consumer.�

Wealth and Investment Management.  Our private banking team personally assists high net worth individuals and their families with their
banking needs, including depository, credit, asset management, and trust and estate services. We offer trust and asset management services in
order to assist these customers in managing, and ultimately transferring, their wealth. Our wealth management services provide personal trust,
investment management and employee benefit plan administration services, including estate planning, management and administration,
investment portfolio management, employee benefit accounts and individual retirement accounts.

9
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Mortgage Origination

Our mortgage origination segment operates through a wholly owned subsidiary of the Bank, PrimeLending. Founded in 1986, PrimeLending is a
residential mortgage banker licensed to originate and close loans in all 50 states and the District of Columbia. At December 31, 2013, it operated
from over 300 locations in 42 states, originating approximately 23% of its mortgages from its Texas locations and approximately 18% of its
mortgages from locations in California. The mortgage lending business is subject to seasonality, as we typically experience increased loan
origination volume from purchases of homes during the spring and summer, when more people tend to move and buy or sell homes, and the
overall demand for mortgage loans is driven largely by the applicable interest rates at any given time.

PrimeLending handles loan processing, underwriting and closings in-house. Mortgage loans originated by PrimeLending are funded through a
warehouse line of credit maintained with the Bank. PrimeLending sells substantially all mortgage loans it originates to various investors in the
secondary market, the majority with servicing released. While PrimeLending�s loan origination volume decreased during the third and fourth
quarters of 2013 compared to the first and second quarters of 2013, PrimeLending increased the amount of loans on which it retained servicing
between the same periods. As mortgage loans are sold in the secondary market, PrimeLending pays down its warehouse line of credit with the
Bank. Loans sold are subject to certain standard indemnification provisions with investors, including the repurchase of loans sold and the
repayment of sales proceeds to investors under certain conditions.

Our mortgage lending underwriting strategy, driven in large measure by secondary market investor standards, seeks primarily to originate
conforming loans. Our underwriting practices include:

• granting loans on a sound and collectible basis;

• obtaining a balance between maximum yield and minimum risk;

• ensuring that primary and secondary sources of repayment are adequate in relation to the amount of the loan; and

• ensuring that each loan is properly documented and, if appropriate, adequately insured.

Since its inception, PrimeLending has grown from a staff of 20 individuals producing approximately $80 million in annual closed mortgage loan
volume to a staff of approximately 2,600 producing $11.8 billion in 2013. PrimeLending offers a variety of loan products catering to the specific
needs of borrowers seeking purchase or refinancing options, including 30-year and 15-year fixed rate conventional mortgages, adjustable rate
mortgages, jumbo loans, and Federal Housing Administration (�FHA�) and Veteran Affairs (�VA�) loans. Mortgage loans originated by
PrimeLending are secured by a first lien on the underlying property. PrimeLending does not currently originate subprime loans (which we define
to be loans to borrowers having a Fair Isaac Corporation (FICO) score lower than 620 on conventional mortgages and VA loans or 600 on FHA
loans or loans that do not comply with applicable agency or investor-specific underwriting guidelines).
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Insurance

The operations of NLC comprise our insurance segment. NLC specializes in providing fire and limited homeowners insurance for low value
dwellings and manufactured homes primarily in Texas and other areas of the south, southeastern and southwestern United States. NLC�s product
lines also include enhanced homeowners products offering higher coverage limits with distribution restricted to select agents. NLC targets
underserved markets through a broad network of independent agents currently operating in 14 states and a select number of MGAs, which
require underwriting expertise that many larger carriers have been unwilling to develop given the relatively small volume of premiums produced
by local agents.

Ratings.  Many insurance buyers, agents and brokers use the ratings assigned by A.M. Best and other rating agencies to assist them in assessing
the financial strength and overall quality of the companies from which they purchase insurance. The ratings for NLIC and ASIC of �A� (Excellent)
were affirmed by A.M. Best in April 2013. An �A� rating is the third highest of 16 rating categories used by A.M. Best. In evaluating a company�s
financial and operating performance, A.M. Best reviews a company�s profitability, leverage and liquidity, as well as its book of business, the
adequacy and soundness of its reinsurance, the quality and estimated market value of its assets, the adequacy of its liabilities for losses and loss
adjustment expenses (�LAE�), the adequacy of its surplus, its capital structure, the experience and competence of its management and its market
presence. This rating assignment is subject to the ability to meet A.M. Best�s expectations as to performance and capitalization on an ongoing
basis, and is subject to revocation or revision at any time at the sole discretion of A.M. Best. NLC cannot ensure that NLIC and ASIC will
maintain their present ratings.

Product Lines.  NLC�s business is conducted in two product lines: personal lines and commercial lines. The personal lines include homeowners,
dwelling fire, manufactured home, flood and vacant policies. The commercial lines include
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commercial multi-peril, builders risk, builders risk renovation, sports liability and inland marine policies.

The NLC companies specialize in writing fire and homeowners insurance coverage for low value dwellings and manufactured homes. The vast
majority of NLC�s property coverage is written on policies that provide actual cash value payments, as opposed to replacement cost. Under actual
cash value policies, the insured is entitled to receive only the cost of replacing or repairing damaged or destroyed property with comparable new
property, less depreciation. Replacement cost does not include such a deduction for depreciation. In 2010, NLC expanded its homeowners
insurance products to include replacement cost coverage, which also includes limited water coverage. These new products have been marketed
and sold primarily in Texas. The development and implementation of these new products contributed to the premium growth at NLC since 2011.
Rate increases and exposure management are expected to moderate future policy growth.

Underwriting and Pricing.  NLC applies its regional expertise, underwriting discipline and a risk-adjusted, return-on-equity-based approach to
capital allocation to primarily offer short-tail insurance products in its target markets. NLC�s underwriting process involves securing an adequate
level of underwriting information from its independent agents, identifying and evaluating risk exposures and then pricing the risks it chooses to
accept. Management reviews pricing on an ongoing basis to monitor any emerging issues on a specific coverage or geographic territory.

Catastrophe Exposure. NLC maintains a comprehensive risk management strategy, which includes actively monitoring its catastrophe prone
territories by zip code to ensure a diversified book of risks. NLC utilizes software and risk support from its reinsurance brokers to analyze its
portfolio and catastrophe exposure. Biannually, NLC has its entire portfolio analyzed by its reinsurance broker who utilizes hurricane and severe
storm models to predict risk.

Reinsurance. NLC purchases reinsurance to reduce its exposure to liability on individual risks and claims and to protect against catastrophe
losses. NLC�s management believes that less volatile, yet reasonable returns are in the long-term interest of NLC.

Reinsurance involves an insurance company transferring, or ceding, a portion of its risk to another insurer, the reinsurer.  The reinsurer assumes
the exposure in return for a portion of the premium. The ceding of risk to a reinsurer does not legally discharge the primary insurer from its
liability for the full amount of the policies on which it obtains reinsurance.  Accordingly, the primary insurer remains liable for the entire loss if
the reinsurer fails to meet its obligations under the reinsurance agreement, and as a result, the primary insurer is exposed to the risk of
non-payment by its reinsurers. In formulating its reinsurance programs, NLC believes that it is selective in its choice of reinsurers and considers
numerous factors, the most important of which are the financial stability of the reinsurer, its history of responding to claims and its overall
reputation.

NLC purchases catastrophe excess of loss reinsurance to a limit that exceeds the Hurricane 200-year return time as modeled by RMS Risk Link
v.13.0 and equals the Hurricane 500-year return time as modeled by AIR Classic v.15.0.

Liabilities for Unpaid Losses and Loss Adjustment Expenses. NLC�s liabilities for losses and loss adjustment expenses include liabilities for
reported losses, liabilities for incurred but not reported, or IBNR, losses and liabilities for LAE, less a reduction for reinsurance recoverables
related to those liabilities. The amount of liabilities for reported claims is based primarily on a claim-by-claim evaluation of coverage, liability,
injury severity or scope of property damage, and any other information considered relevant to estimating exposure presented by the claim. The
amounts of liabilities for IBNR losses and LAE are estimated on the basis of historical trends, adjusted for changes in loss costs, underwriting
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standards, policy provisions, product mix and other factors. Estimating the liability for unpaid losses and LAE is inherently judgmental and is
influenced by factors that are subject to significant variation. Liabilities for LAE are intended to cover the ultimate cost of settling claims,
including investigation and defense of lawsuits resulting from such claims. Based upon the contractual terms of the reinsurance agreements,
reinsurance recoverables offset, in part, NLC�s gross liabilities.

Significant periods of time can elapse between the occurrence of an insured loss, the reporting of the loss to the insurer and the insurer�s payment
of that loss. NLC�s liabilities for unpaid losses represent the best estimate at a given point in time of what it expects to pay claimants, based on
facts, circumstances and historical trends then known. During the loss settlement period, additional facts regarding individual claims may
become known and, consequently, it often becomes necessary to refine and adjust the estimates of liability.

Loss Development. The following tables set forth the annual calendar year-end reserves of NLIC and ASIC since 2004 and the subsequent
development of these reserves through December 31, 2013. These tables present accident year development data. The first line of each table
shows, for the years indicated, net liability, including IBNR, as originally estimated. The next section sets forth the re-estimates in later years of
incurred losses, including payments, for the years indicated. The
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changes in the original estimate are caused by a combination of factors, including: (1) claims being settled for amounts different than originally
estimated; (2) the net liability being increased or decreased for claims remaining open as more information becomes known about those
individual claims; and (3) more or fewer claims being reported after December 31, 2004 than had occurred prior to that date. The bottom section
of the table shows, by year, the cumulative amounts of net losses and LAE paid as of the end of each succeeding year.

The �net cumulative redundancy (deficiency)� represents, as of December 31, 2013, the difference between the latest re-estimated net liability and
the net liability as originally estimated for losses and LAE retained by us. A redundancy means the original estimate was higher than the current
estimate; and a deficiency means that the original estimate was lower than the current estimate. The following loss development tables for NLIC
and ASIC are presented net of reinsurance recoverable (in thousands).

National Lloyds Insurance Company

Year Ended December 31,
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Original Reserve* $ 33,951 $ 41,282 $ 47,684 $ 44,613 $ 65,592 $ 60,392 $ 55,482 $ 81,589 $ 87,943 $ 86,524

1 year later 28,106 36,332 43,640 44,064 64,864 62,337 54,987 82,065 88,708
2 years later 27,593 40,391 43,465 44,134 65,070 62,014 54,672 81,782
3 years later 25,747 41,231 43,394 43,950 64,702 61,759 54,554
4 years later 25,712 39,735 43,387 43,788 64,569 61,328
5 years later 25,579 39,699 43,366 43,649 64,547
6 years later 25,582 39,675 43,365 43,679
7 years later 25,568 39,674 43,363
8 years later 25,565 39,677
9 years later 25,565

Net cumulative
redundancy
(deficiency) 8,386 1,605 4,321 934 1,045 (936) 928 (193) (765)

Cumulative amount of
net liability paid as of:

1 year later 24,747 32,871 42,301 42,478 63,761 59,977 53,387 79,853 82,762
2 years later 25,149 34,625 42,668 43,245 64,203 60,517 53,872 80,591
3 years later 25,388 36,157 43,140 43,495 64,391 61,081 54,161
4 years later 25,462 39,533 43,361 43,563 64,477 61,233
5 years later 25,521 39,646 43,365 43,648 64,538
6 years later 25,538 37,674 43,365 43,650
7 years later 25,564 39,674 43,363
8 years later 25,565 39,677
9 years later 25,565
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