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ITEM 1.BUSINESS

Background

The disclosures set forth in this item are qualified by Item 1A. Risk Factors and the section captioned
“Forward-Looking Statements” in Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations of this report and other cautionary statements set forth elsewhere in this report.

Texas Capital Bancshares, Inc. (“we”, “us” or the “Company”), a Delaware corporation organized in 1996, is the parent of
Texas Capital Bank, National Association (the “Bank”). The Company is a registered bank holding company and a
financial holding company.

The Bank is headquartered in Dallas, with primary banking offices in Austin, Dallas, Fort Worth, Houston and San
Antonio, the five largest metropolitan areas of Texas. All of our business activities are conducted through the Bank.
We have focused on organic growth, maintenance of credit quality and recruiting and retaining experienced bankers
with strong personal and professional relationships in their communities.

We serve the needs of commercial businesses and successful professionals and entrepreneurs located in Texas as well
as operate several lines of business serving a regional or national clientele of commercial borrowers. We are primarily
a secured lender, with a majority of our loans being made to businesses headquartered or with operations in Texas. At
the same time our national lines of business continue to provide specialized lending products to businesses throughout
the United States. We have benefitted from the success of our business model since inception, producing strong loan
growth and favorable loss experience amidst a challenging environment for banking nationally.

Growth History

We have grown substantially in both size and profitability since our formation. The table below sets forth data
regarding the growth of key areas of our business from 2011 through 2015 (in thousands):

December 31,

2015 2014 2013 2012 2011
Loans held for sale $86,075 $— $— $— $—
Loans held for investment, 4,966,276 4,102,125 2,784,265 3,175,272 2,080,081
mortgage finance
Loans held for investment, net 11,745,674 10,154,887 8,486,603 6,785,837 5,572,764

Assets 18,909,139 15,905,713 11,720,064 10,540,844 8,137,618
Demand deposits 6,386,911 5,011,619 3,347,567 2,535,375 1,751,944
Total deposits 15,084,619 12,673,300 9,257,379 7,440,804 5,556,257
Stockholders’ equity 1,623,533 1,484,190 1,096,350 836,242 616,331

The following table provides information about the growth of our loans held for investment ("LHI") portfolio by type
of loan from 2011 through 2015 (in thousands):

December 31,

2015 2014 2013 2012 2011
Commercial $6,672,631 $5,869,219 $5,020,565 $4,106,419 $3,275,150
Total real estate 4,990,914 4,223,532 3,409,427 2,630,390 2,241,670
Construction 1,851,717 1,416,405 1,262,905 737,637 422,026
Real estate term 3,139,197 2,807,127 2,146,522 1,892,753 1,819,644
Mortgage finance 4,966,276 4,102,125 2,784,265 3,175,272 2,080,081
Equipment leases 113,996 99,495 93,160 69,470 61,792
Consumer 25,323 19,699 15,350 19,493 24,822
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The Texas Market

The Texas market for banking services is highly competitive. Texas’ largest banking organizations are headquartered
outside of Texas and are controlled by out-of-state organizations. We also compete with other providers of financial
services, such as savings and loan associations, credit unions, consumer finance companies, securities firms, insurance
companies, commercial finance and leasing companies, full service brokerage firms and discount brokerage firms. We
believe that many middle market companies and successful professionals and entrepreneurs are interested in banking
with a company headquartered in, and with decision-making authority based in, Texas and with established Texas
bankers who have the expertise to act as trusted advisors to customers with regard to their banking needs.

Our banking centers in our target markets are served by experienced bankers with lending expertise in the specific
industries found in their market areas and established community ties. We believe our Bank can offer customers more
responsive and personalized service than our competitors. If we provide effective service to these customers, we
believe we will be able to establish long-term relationships and provide multiple products to our customers, thereby
enhancing our profitability.

National Lines of Business

While the Texas market continues to be central to the growth and success of our company, we have developed several
lines of business, including our mortgage finance, mortgage correspondent aggregation, homebuilder finance,
insurance premium finance and lender finance lines of business, that offer specialized loan and deposit products to
businesses regionally and throughout the country. We believe this helps us mitigate our geographic concentration risk
in Texas.

In the third quarter of 2015, we launched a correspondent lending program, mortgage correspondent aggregation
("MCA"), to complement our mortgage finance warehouse lending program. Through our MCA program we commit
to purchase residential mortgage loans from independent correspondent lenders and deliver those loans into the
secondary market via whole loan sales to independent third parties or in securitization transactions to government
sponsored enterprises such as Fannie Mae, Freddie Mac and Ginnie Mae.

Business Strategy

Drawing on the business and community ties of our management and their banking experience, our strategy is to
continue building an independent bank that focuses primarily on middle market business customers and successful
professionals and entrepreneurs in each of the five major metropolitan markets of Texas as well as our national lines
of business. To achieve this, we seek to implement the following strategies:

Targeting middle market businesses and successful professionals and entrepreneurs;

Growing our loan and deposit base in our existing markets by hiring additional experienced bankers in our different
lines of business;

Continuing our emphasis on credit policy to maintain credit quality consistent with long-term objectives;

{ everaging our existing infrastructure to support a larger volume of business;

Maintaining stringent internal approval processes for capital and operating expenditures;

Continuing our extensive use of outsourcing to provide cost-effective operational support and service levels consistent
with large-bank operations; and

Extending our reach within our target markets and lines of business through service innovation and service
excellence.

Products and Services

We offer a variety of loan, deposit account and other financial products and services to our customers.

Business Customers. We offer a full range of products and services oriented to the needs of our business customers,
including:

commercial loans for general corporate purposes including financing for working capital, internal growth, acquisitions
and financing for business insurance premiums;

real estate term and construction loans;

mortgage finance lending;

mortgage correspondent aggregation;

equipment leasing;



Edgar Filing: TEXAS CAPITAL BANCSHARES INC/TX - Form 10-K

¢reasury management services;
wealth management and trust services; and
detters of credit.
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Individual Customers. We also provide complete banking services for our individual customers, including:
personal wealth management and trust services;

eertificates of deposit;

interest-bearing and non-interest-bearing checking accounts with optional features such as Visa® debit/ATM cards
and overdraft protection;

traditional money market and savings accounts;

doans, both secured and unsecured; and

{nternet banking.

Lending Activities

We target our lending to middle market businesses and successful professionals and entrepreneurs that meet our credit
standards. The credit standards are set by our standing Credit Policy Committee with the assistance of our Bank’s
Chief Credit Officer, who is charged with ensuring that credit standards are met by loans in our portfolio. Our Credit
Policy Committee is comprised of senior Bank officers including our Bank’s Chief Executive Officer and President,
our Texas President/Chief Lending Officer, our Bank's Chief Risk Officer and our Bank’s Chief Credit Officer. We
believe we maintain an appropriately diversified loan portfolio. Credit policies and underwriting guidelines are
tailored to address the unique risks associated with each industry represented in the portfolio.

Our credit standards for commercial borrowers reference numerous criteria with respect to the borrower, including
historical and projected financial information, strength of management, acceptable collateral and associated advance
rates, and market conditions and trends in the borrower’s industry. In addition, prospective loans are also analyzed
based on current industry concentrations in our loan portfolio to prevent an unacceptable concentration of loans in any
particular industry. We believe our credit standards are consistent with achieving business objectives in the markets
we serve and will generally mitigate a portion of our risk. We believe that we differentiate our Bank from its
competitors by focusing on and aggressively marketing to our core customers and fitting our products to their
individual needs.

We generally extend variable rate loans in which the interest rate fluctuates with a specified reference rate such as the
United States prime rate or the London Interbank Offered Rate (LIBOR) and frequently provide for a minimum floor
rate. Our use of variable rate loans is designed to protect us from risks associated with interest rate fluctuations since
the rates of interest earned will automatically reflect such fluctuations.

Deposit Products

We offer a variety of deposit products and services to our core customers upon terms, including interest rates, which
are competitive with other banks. Our business deposit products include commercial checking accounts, lockbox
accounts, cash concentration accounts and other treasury management services, including on-line data and server
access. Our treasury management on-line system offers information services, wire transfer initiation, ACH initiation,
account transfer and service integration. Our consumer deposit products include checking accounts, savings accounts,
money market accounts and certificates of deposit. We also allow our consumer deposit customers to access their
accounts, transfer funds, pay bills and perform other account functions over the Internet and through ATM machines.
Wealth Management and Trust

Our wealth management and trust services include investment management, personal trust and estate services,
custodial services, retirement accounts and related services. Our investment management professionals work with our
clients to define objectives, goals and strategies for their investment portfolios. We assist the customer with the
selection of an investment manager and work with the client to tailor the investment program accordingly. We also
offer retirement products such as individual retirement accounts and administrative services for retirement vehicles
such as pension and profit sharing plans.

Cayman Islands Branch

We established a branch of our Bank in the Cayman Islands in 2003 which was closed during 2015. Deposits
maintained at our Cayman Islands branch originated with our domestic U.S. customer relationships. Deposits at the
branch at December 31, 2014 were $312.7 million.

Employees
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As of December 31, 2015, we had 1,329 full-time employees. None of our employees is represented by a collective
bargaining agreement and we consider our relations with our employees to be good.
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Regulation and Supervision

General. We and our Bank are subject to extensive federal and state laws and regulations that impose specific
requirements on us and provide regulatory oversight of virtually all aspects of our operations. These laws and
regulations generally are intended for the protection of depositors, the deposit insurance fund of the Federal Deposit
Insurance Corporation (“FDIC”) and the stability of the U.S. banking system as a whole, rather than for the protection of
our stockholders and creditors.

The following discussion summarizes certain laws and regulations to which we and our Bank are subject. It does not
address all applicable laws and regulations that affect us currently or might affect us in the future. This discussion is
qualified in its entirety by reference to the full texts of the laws, regulations and policies described.

The Company’s activities are governed by the Bank Holding Company Act of 1956, as amended (“BHCA”). We are
subject to regulation, supervision and examination by the Board of Governors of the Federal Reserve System (the
“Federal Reserve”) pursuant to the BHCA. We file quarterly reports and other information with the Federal Reserve. We
file reports with the Securities and Exchange Commission (“SEC”) and are subject to its regulation with respect to our
securities, reporting and certain governance matters, including matters submitted for stockholder approval. Our
securities are listed on the Nasdaq Global Select Market, and we are subject to Nasdaq rules for listed companies.
Our Bank is organized as a national banking association under the National Bank Act, and is subject to regulation,
supervision and examination by the Office of the Comptroller of the Currency (the “OCC”), the FDIC and the Consumer
Financial Protection Bureau (“CFPB”) as well as being subject to regulation by certain other federal and state
agencies. The OCC has primary supervisory responsibility for our Bank and performs a continuous program of
examinations concerning safety and soundness, the quality of management and directors, information technology and
compliance with applicable laws and regulations. Our Bank files quarterly reports of condition and income with the
FDIC, which provides insurance for certain of our Bank’s deposits. The CFPB has regulation, supervision and
examination authority over our Bank with respect to substantially all federal statutes protecting the interests of
consumers of financial services.

Bank Holding Company Regulation. The BHCA limits our business to banking, managing or controlling banks and
other activities that the Federal Reserve has determined to be closely related to banking. We have elected to register
with the Federal Reserve as a financial holding company. This authorizes us to engage in any activity that is either

(1) financial in nature or incidental to such financial activity, as determined by the Federal Reserve, or

(i1) complementary to a financial activity, so long as the activity does not pose a substantial risk to the safety and
soundness of our Bank or the financial system generally, as determined by the Federal Reserve. Examples of
non-banking activities that are financial in nature include securities underwriting and dealing, insurance underwriting
and making merchant banking investments.

We are not at this time exercising this authority at the parent company level. We, through our Bank, engage in
traditional banking activities that are deemed financial in nature. In order for us to undertake new activities permitted
by the BHCA, we and our Bank must be considered "well capitalized" (as defined below) and well managed, our
Bank must have received a rating of at least satisfactory in its most recent examination under the Community
Reinvestment Act and we would be required to notify the Federal Reserve within thirty days of engaging in the new
activity.

Under Federal Reserve policy, now codified by the Dodd-Frank Wall Street Reform and Consumer Protection Act
("Dodd-Frank Act"), we are expected to act as a source of financial and managerial strength to our Bank and commit
resources to its support. Such support may be required at times when, absent this Federal Reserve policy, a holding
company may not be inclined to provide it. We could in certain circumstances be required to guarantee the capital
plan of our Bank if it became undercapitalized.

It is the policy of the Federal Reserve that financial holding companies may pay cash dividends on common stock
only out of income available over the past year and only if prospective earnings retention is consistent with the
organization’s expected future needs and financial condition. The policy provides that financial holding companies
may not pay cash dividends in an amount that would undermine the holding company’s ability to serve as a source of
strength to its banking subsidiary.
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With certain limited exceptions, the BHCA prohibits a person or company or a group of persons deemed to be “acting
in concert” from, directly or indirectly, acquiring more than 10% (5% if the acquirer is a bank holding company) of any
class of our voting stock or obtaining the ability to control in any manner the election of a majority of our directors or
otherwise direct the management or policies of our company without prior notice or application to and the approval of
the Federal Reserve.

If, in the opinion of the applicable federal bank regulatory authorities, a depository institution or holding company is
engaged in or is about to engage in an unsafe or unsound practice (which could include the payment of dividends),
such authority may require, generally after notice and hearing, that such institution or holding company cease and
desist such practice. The federal banking agencies have indicated that paying dividends that deplete a depository
institution’s or holding company’s capital base to an inadequate level would be such an unsafe or unsound banking
practice. Moreover, the Federal Reserve and the FDIC have issued policy statements providing that financial holding
companies and insured depository institutions generally should only pay dividends out of current operating earnings.
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Regulation of Our Bank by the OCC. National banks the size of our Bank are subject to continuous regulation,
supervision and examination by the OCC. The OCC regulates or monitors all areas of a national bank’s operations,
including security devices and procedures, adequacy of capitalization and loss reserves, accounting treatment and
impact on capital determinations, loans, investments, borrowings, deposits, liquidity, mergers, issuances of securities,
payment of dividends, interest rate risk management, establishment of branches, corporate reorganizations,
maintenance of books and records, and adequacy of staff training to carry on safe and sound lending and deposit
gathering practices. The OCC requires national banks to maintain specified capital ratios and imposes limitations on
their aggregate investment in real estate, bank premises and furniture and fixtures. National banks are required by the
OCC to file quarterly reports of their financial condition and results of operations and to obtain an annual audit of
their financial statements in compliance with minimum standards and procedures prescribed by the OCC.

Capital Adequacy Requirements. Federal banking regulators have adopted a system using risk-based capital
guidelines to evaluate the capital adequacy of banks and bank holding companies that is based upon the 1988 capital
accord of the Bank for International Settlements’ Committee on Banking Supervision (the “Basel Committee”), a
committee of central banks and bank regulators from the major industrialized countries that coordinates international
standards for bank regulation. Under the guidelines, specific categories of assets and off-balance-sheet activities such
as letters of credit are assigned risk weights, based generally on the perceived credit or other risks associated with the
asset. Off-balance-sheet activities are assigned a credit conversion factor based on the perceived likelihood that they
will become on-balance-sheet assets. These risk weights are multiplied by corresponding asset balances to determine a
“risk weighted” asset base which is then measured against various measures of capital to produce capital ratios.

An organization’s capital is classified in one of two tiers, Core Capital, or Tier 1, and Supplementary Capital, or Tier 2.
Tier 1 capital includes common stock, retained earnings, qualifying non-cumulative perpetual preferred stock,
minority interests in the equity of consolidated subsidiaries, a limited amount of qualifying trust preferred securities
and qualifying cumulative perpetual preferred stock at the holding company level, less goodwill and most intangible
assets. Tier 2 capital includes perpetual preferred stock and trust preferred securities not meeting the Tier 1 definition,
mandatory convertible debt securities, subordinated debt, and allowances for loan and lease losses. Each category is
subject to a number of regulatory definitional and qualifying requirements.

The Basel Committee in 2010 released a set of recommendations for strengthening international capital and liquidity
regulation of banking organizations, known as Basel III. In July 2013, the Federal Reserve published final rules for the
adoption of the Basel III regulatory capital framework (the “Basel III Capital Rules”). The Basel III Capital Rules
became effective for us on January 1, 2015, with certain transition provisions phasing in over a period ending on
January 1, 2019.

The Basel III Capital Rules, among other things, (i) specified a capital measure called “Common Equity Tier 1” (“CET1”),
(ii) specified that Tier 1 capital consists of CET1 and “Additional Tier 1 capital” instruments meeting specified
requirements, (iii) narrowed the definition of CET1 by requiring that most deductions/adjustments to regulatory
capital measures be made to CET1 and not to the other components of capital and (iv) expanded the scope of the
deductions/adjustments to the capital measures as compared to prior regulations. Our Series A 6.5% Non-Cumulative
Perpetual Preferred Stock constitutes Additional Tier 1 capital and our subordinated notes constitute Tier 2 capital.
The Basel III Capital Rules also changed the Tier 1 risk-based capital requirements and the total risk-based
requirements to a minimum of 6.0% and 8.0%, respectively, plus a capital conservation buffer of 2.5% producing
targeted ratios of 8.5% and 10.5%, respectively. The leverage ratio requirement under the Basel III Capital Rules is
5.0%. In order to be well capitalized under the rules now in effect, our Bank must maintain a CET1 capital ratio, Tier
1 capital ratio and total capital ratio of greater than or equal to 6.5%, 8.0% and 10.0%, respectively. See “Selected
Financial Data - Capital and Liquidity Ratios.”

We met the capital adequacy requirements under the Basel III Capital Rules on a fully phased-in basis when we
commenced filing 2015 reports with the FDIC and OCC. At December 31, 2015 our Bank's CET1 ratio was 7.82%
and its total risk-based capital ratio was 10.57% and, as a result, it is currently classified as "well capitalized" for
purposes of the OCC's prompt corrective action regulations.

Because we had less than $15 billion in total consolidated assets as of December 31, 2009, we are allowed to continue
to classify our trust preferred securities, all of which were issued prior to May 19, 2010, as Tier 1 capital. We have

11
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elected to exclude the effects of accumulated other comprehensive income items included in stockholders’ equity from
the determination of capital ratios under the Basel III Capital Rules.

Regulators may change capital and liquidity requirements, including previous interpretations of practices related to
risk weights, which could require an increase to the allocation of capital to assets held by our Bank. Regulators could
also require us to make retroactive adjustments to financial statements to reflect such changes. A regulatory capital
ratio or category may not constitute an accurate representation of the Bank’s overall financial condition or prospects.
Our regulatory capital status is addressed in more detail under the heading “Liquidity and Capital Resources” within
Management’s Discussion and Analysis of
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Financial Condition and Results of Operations and in Note 14 - Regulatory Restrictions in the accompanying notes to
the consolidated financial statements included elsewhere in this report.

The Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA”) sets forth five capital categories for
insured depository institutions under the prompt corrective action regulations:

Well capitalized-equals or exceeds a 10% total risk-based capital ratio, 8% Tier 1 risk-based capital ratio, and 5%
{everage ratio and is not subject to any written agreement, order or directive requiring it to maintain a specific level
for any capital measure;

Adequately capitalized-equals or exceeds an 8% total risk-based capital ratio, 6% Tier 1 risk-based capital ratio, and
4% leverage ratio;

.Undercapitalized—total risk-based capital ratio of less than 8%, or a Tier 1 risk-based ratio of less than 6%, or a
leverage ratio of less than 4%;

Significantly undercapitalized-total risk-based capital ratio of less than 6%, or a Tier 1 risk-based capital ratio of less
than 4%, or a leverage ratio of less than 3%; and

Critically undercapitalized-a ratio of tangible equity to total assets equal to or less than 2%.

Federal bank regulatory agencies are required to implement arrangements for “prompt corrective action” for institutions
failing to meet minimum requirements to be at least adequately capitalized. FDICIA imposes an increasingly stringent
array of restrictions, requirements and prohibitions as an organization’s capital levels deteriorate. An adequately
capitalized institution may not accept or roll over brokered deposits without an FDIC waiver. A significantly
undercapitalized institution is subject to mandated capital raising activities, restrictions on interest rates paid and
transactions with affiliates, removal of management and other restrictions. The OCC has only very limited discretion
in dealing with a critically undercapitalized institution and is virtually required to appoint a receiver or conservator
(the FDIC) if the capital deficiency is not corrected promptly.

Under the Federal Deposit Insurance Act (“FDIA”), “critically undercapitalized” banks may not, beginning 60 days after
becoming critically undercapitalized, make any payment of principal or interest on their subordinated debt (subject to
certain limited exceptions). In addition, under Section 18(i) of the FDIA, banks are required to obtain the advance
consent of the FDIC to retire any part of their subordinated notes. Under the FDIA, a bank may not pay interest on its
subordinated notes if such interest is required to be paid only out of net profits, or distribute any of its capital assets,
while it remains in default on any assessment due to the FDIC.

Federal bank regulators may set capital requirements for a particular banking organization that are higher than the
minimum ratios when circumstances warrant. Federal Reserve and OCC guidelines provide that banking organizations
experiencing significant growth or making acquisitions will be expected to maintain strong capital positions
substantially above the minimum supervisory levels, without significant reliance on intangible assets. Concentration
of credit risks arising from non-traditional activities, as well as an institution’s ability to manage these risks, are
important factors taken into account by regulatory agencies in assessing an organization’s overall capital adequacy.
The OCC and the Federal Reserve also use a leverage ratio as an additional tool to evaluate the capital adequacy of
banking organizations. The leverage ratio is a company’s Tier 1 capital divided by its average total consolidated assets.
A minimum leverage ratio of 3.0% is required for banks and bank holding companies that either have the highest
supervisory rating or have implemented the appropriate federal regulatory authority’s risk-adjusted measure for market
risk. All other banks and bank holding companies are required to maintain a minimum leverage ratio of 4.0%, unless a
different minimum is specified by an appropriate regulatory authority. In order to be considered well capitalized the
leverage ratio must be at least 5.0%.

Our Bank’s leverage ratio was 8.75% at December 31, 2015 and, as a result, it is currently classified as “well capitalized”
for purposes of the OCC’s prompt corrective action regulations.

The risk-based and leverage capital ratios established by federal banking regulators are minimum supervisory ratios
generally applicable to banking organizations that meet specified criteria, assuming that they otherwise have received
the highest regulatory ratings in their most recent examinations. Banking organizations not meeting these criteria are
expected to operate with capital positions in excess of the minimum ratios. Regulators can, from time to time, change
their policies or interpretations of banking practices to require changes in risk weights, which may require the Bank to
obtain additional capital to support future growth or reduce asset balances in order to meet minimum acceptable

13
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Liquidity Requirements. U.S. bank regulators in September 2014 issued a final rule implementing the Basel III
liquidity framework for certain U.S. banks - generally those having more than $50 billion of assets or whose primary
federal banking regulator determines compliance with the liquidity framework is appropriate based on the
organization's size, level of complexity, risk profile, scope of operations, U.S. or non-U.S. affiliations or risk to the
financial system. One of the liquidity tests included in the new rule, referred to as the liquidity coverage ratio (“LCR”),
is designed to ensure that a banking entity maintains an adequate level of unencumbered high-quality liquid assets
equal to the entity’s expected net cash outflow for a 30-day time horizon (or, if greater, 25% of its expected total cash
outflow) under an acute liquidity stress scenario.

The other test, referred to as the net stable funding ratio (“NSFR”), is designed to promote more medium- and long-term
funding of the assets and activities of banking entities over a one-year time horizon. These requirements are predicted
to encourage the covered banking entities to increase their holdings of U.S. Treasury securities and other sovereign
debt as a component of assets, and also to increase the use of long-term debt as a funding source. Regulators may
change capital and liquidity requirements, including previous interpretations of practices related to risk weights, which
could require an increase to the allocation of capital to assets held by our Bank. Regulators could also require us to
make retroactive adjustments to financial statements and reported capital ratios to reflect such changes.

Stress Testing. Pursuant to the Dodd-Frank Act and regulations published by the Federal Reserve and OCC,
institutions with average total consolidated assets greater than $10 billion are required to conduct an annual “stress test”
of capital and consolidated earnings and losses under a base case and two severely adverse stress scenarios provided
by bank regulatory agencies. We became subject to this requirement in 2014 and have developed dedicated staffing,
economic models, policies and procedures to implement stress testing on an annual basis using scenarios released by
the agencies each year.

Commencing in 2016 the results of our stress testing must be reported to the agencies in July of each year and public
disclosure of our summary stress test results is required to be made in October of each year. The published results of
our stress testing are available in the Investor Relations section of our website at www.texascapitalbank.com under the
caption “Financial Information.” Results of stress test calculations are anticipated to become an important factor
considered by banking regulators in evaluating a range of banking practices. We are incorporating the economic
models and information developed through our stress testing program into our risk management and business planning
activities.

Gramm-Leach-Bliley Financial Modernization Act of 1999 ("Gramm-Leach-Bliley Act"). The Gramm-Leach-Bliley
Act:

allows bank holding companies meeting management, capital and Community Reinvestment Act standards to engage
tn a substantially broader range of non-banking activities than was permissible prior to enactment, including insurance
underwriting and making merchant banking investments in commercial and financial companies;

allows insurers and other financial services companies to acquire banks;

removes various restrictions that applied to bank holding company ownership of securities firms and mutual fund
advisory companies; and

establishes the overall regulatory structure applicable to bank holding companies that also engage in insurance and
securities operations.

The Gramm-Leach-Bliley Act also modifies other current financial laws, including laws related to financial privacy.
The financial privacy provisions generally prohibit financial institutions, including us, from disclosing non-public
personal financial information to non-affiliated third parties unless customers have the opportunity to “opt out” of the
disclosure.

Community Reinvestment Act. The Community Reinvestment Act of 1977 (“CRA”) requires depository institutions to
assist in meeting the credit needs of their market areas consistent with safe and sound banking practice. Under the
CRA, each depository institution is required to help meet the credit needs of its market areas by, among other things,
providing credit to low- and moderate-income individuals and communities. Depository institutions are periodically
examined for compliance with the CRA and are assigned ratings. In order for a financial holding company to
commence new activity permitted by the BHCA, each insured depository institution subsidiary of the financial
holding company must have received a rating of at least “satisfactory” in its most recent examination under the CRA.
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The USA Patriot Act, the International Money Laundering Abatement and Financial Anti-Terrorism Act and the Bank
Secrecy Act. A major focus of U.S. government policy regarding financial institutions in recent years has been
combating money laundering, terrorist financing and other illegal payments. The USA Patriot Act of 2001 and the
International Money Laundering Abatement and Financial Anti-Terrorism Act of 2001 substantially broadened the
scope of United States anti-money laundering laws and penalties, specifically related to the Bank Secrecy Act of 1970,
and expanded the extra-territorial jurisdiction of the U.S. government in this area. Regulations issued under these laws
impose obligations on financial institutions to maintain appropriate policies, procedures and controls to detect, prevent
and report money laundering and terrorist financing and to verify the identity of their customers. Failure of a financial
institution to maintain and implement adequate programs to combat money laundering and terrorist financing, or to
comply with relevant laws or regulations, could have serious legal, reputational and financial consequences for the
institution. Because of the significance of regulatory
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emphasis on these requirements, we will continue to expend significant staffing, technology and financial resources to
maintain programs designed to ensure compliance with applicable laws and regulations and an effective audit function
for testing our compliance with the Bank Secrecy Act on an ongoing basis.

Safe and Sound Banking Practices; Enforcement. Banks and bank holding companies are prohibited from engaging
in unsafe and unsound banking practices. Bank regulators have broad authority to prohibit and penalize activities of
bank holding companies and their subsidiaries which represent unsafe and unsound banking practices or which
constitute violations of laws, regulations or written directives of or agreements with regulators. Regulators have
considerable discretion in identifying what they deem to be unsafe and unsound practices and in pursuing enforcement
actions in response to them.

Enforcement actions against us, our Bank and our officers and directors may include the issuance of a written
directive, the issuance of a cease-and-desist order that can be judicially enforced, the imposition of civil money
penalties, the issuance of directives to increase capital, the issuance of formal and informal agreements, the issuance
of removal and prohibition orders against institution-affiliated parties, the imposition of restrictions and sanctions
under prompt corrective action provisions, the termination of deposit insurance (in the case of our Bank) and the
appointment of a conservator or receiver for our Bank. Civil money penalties can be as high as $1.0 million for each
day a violation continues.

Transactions with Affiliates and Insiders. Our Bank is subject to Section 23A of the Federal Reserve Act which
places limits on, among other covered transactions, the amount of loans or extensions of credit to affiliates that may be
made by our Bank. Extensions of credit to affiliates must be adequately collateralized by specified amounts and types
of collateral. Section 23A also limits the amount of loans or advances by our Bank to third party borrowers which are
collateralized by our securities or obligations or those of our subsidiaries. Our Bank also is subject to Section 23B of
the Federal Reserve Act, which, among other things, prohibits an institution from engaging in transactions with
affiliates unless the transactions are on terms substantially the same, or at least as favorable to such institution or its
subsidiaries, as those prevailing at the time for comparable transactions with non-affiliates.

We are subject to restrictions on extensions of credit to executive officers, directors, principal stockholders and their
related interests. These restrictions are contained in the Federal Reserve Act and Federal Reserve Regulation O and
apply to all insured institutions as well as their subsidiaries and holding companies. These restrictions include limits
on loans to one borrower and conditions that must be met before such loans can be made. There is also an aggregate
limitation on all loans to insiders and their related interests, which cannot exceed the institution’s total unimpaired
capital and surplus, unless the FDIC determines that a lesser amount is appropriate. Insiders are subject to
enforcement actions for knowingly accepting loans in violation of applicable restrictions. Additional restrictions on
transactions with affiliates and insiders are discussed in the Dodd-Frank Act section below.

Restrictions on Dividends and Repurchases. The sole source of funding of our parent company financial obligations
has consisted of proceeds of capital markets transactions and cash payments from our Bank for debt service and
dividend payments with respect to our Bank's preferred stock issued to the Company. We may in the future seek to
rely upon receipt of dividends paid by our Bank to meet our financial obligations. Our Bank is subject to statutory
dividend restrictions. Under such restrictions, national banks may not, without the prior approval of the OCC, declare
dividends in excess of the sum of the current year’s net profits plus the retained net profits from the prior two years,
less any required transfers to surplus. The Basel III Capital Rules further limit the amount of dividends that may be
paid by our Bank. In addition, under the FDICIA, our Bank may not pay any dividend if it is undercapitalized or if
payment would cause it to become undercapitalized.

Limits on Compensation. The Federal Reserve, OCC and FDIC in 2010 issued comprehensive final guidance on
incentive compensation policies for executive management of banks and bank holding companies. This guidance was
intended to ensure that the incentive compensation policies of banking organizations do not undermine their safety
and soundness by encouraging excessive risk-taking. The objective of the guidance is to assure that incentive
compensation arrangements (i) provide incentives that do not encourage excessive risk-taking, (ii) are compatible with
effective internal controls and risk management and (iii) are supported by strong corporate governance, including
oversight by the board of directors.
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The Dodd-Frank Act. The Dodd-Frank Act became law in 2010 and has had a broad impact on the financial services
industry, imposing significant regulatory and compliance changes. A significant volume of financial services
regulations required by the Dodd-Frank Act have not yet been finalized by banking regulators, Congress continues to
consider legislation that would make significant changes to the law and courts are addressing significant litigation
arising under the Act, making it difficult to predict the ultimate effect of the Dodd-Frank Act on our business. The
following discussion provides a brief summary of certain provisions of the Dodd-Frank Act that may have an effect on
us.

The Dodd-Frank Act significantly reduces the ability of national banks to rely upon federal preemption of state
consumer financial laws. Although the OCC, as the primary regulator of national banks, has the ability to make
preemption determinations where certain conditions are met, the broad rollback of federal preemption has the
potential to create a patchwork of federal and state compliance obligations and enforcement. This could, in turn, result
in significant new regulatory
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requirements applicable to us and certain of our lending activities, with potentially significant changes in our
operations and increases in our compliance costs.

The Dodd-Frank Act made permanent the general $250,000 deposit insurance limit for insured deposits. Amendments
to the FDIA also revised the assessment base against which an insured depository institution’s deposit insurance
premiums paid to the FDIC’s deposit insurance fund (“DIF”) are calculated. The assessment base now consists of
average consolidated total assets less average tangible equity. Additionally, the Dodd-Frank Act made changes to the
minimum designated reserve ratio of the DIF, increasing the minimum from 1.15% to 1.35% of the estimated amount
of total insured deposits, and eliminating the requirement that the FDIC pay dividends to depository institutions when
the reserve ratio exceeds certain thresholds. These changes contributed to an increase in the FDIC deposit insurance
premiums paid by us in 2014 and 2015 and may contribute to increasing and less predictable deposit insurance
expense in future years.

The Dodd-Frank Act generally enhances the restrictions on transactions with affiliates under Sections 23A and 23B of
the Federal Reserve Act, including an expansion of the definition of “covered transactions” and an increase in the
amount of time for which collateral requirements regarding covered credit transactions must be satisfied. Insider
transaction limitations are expanded through the strengthening of restrictions on loans to insiders and the expansion of
the types of transactions subject to the various limits, including derivatives transactions, repurchase agreements,
reverse repurchase agreements and securities lending or borrowing transactions. Restrictions are also placed on certain
asset sales to and from an insider to an institution, including requirements that such sales be on market terms and, in
certain circumstances, approved by the institution’s board of directors.

The Dodd-Frank Act increases the risk of “secondary actor liability” for lenders such as our Bank that provide financing
or other services to customers offering financial products or services to consumers. The Act can impose liability on a
service provider for knowingly or recklessly providing substantial assistance to a customer found to have engaged in
unfair, deceptive or abusive practices that injure a consumer. This exposure contributes to increased compliance and
other costs in connection with administration of credit extended to entities engaged in activities covered by the
Dodd-Frank Act.

The Dodd-Frank Act may impact the profitability of our business activities, require changes to certain of our business
practices, impose upon us more stringent compliance, capital, liquidity and leverage requirements or otherwise
adversely affect our business. These developments may also require us to invest significant management attention and
resources to evaluate and make changes to our business as necessary to comply with new and changing statutory and
regulatory requirements.

The Volcker Rule. The Dodd-Frank Act amended the BHCA to require the federal financial regulatory agencies to
adopt rules that prohibit banks and their affiliates from engaging in proprietary trading in designated types of financial
instruments and from investing in and sponsoring certain hedge funds and private equity funds. The final rule became
effective in July 2015. It is highly complex, and many aspects of its application remain uncertain. We do not currently
anticipate that the Volcker Rule will have a material effect on our operations since we do not engage in the businesses
prohibited by the Volcker Rule. Unanticipated effects of the Volcker Rule’s provisions or future interpretations may
have an adverse effect on our business or services provided to our Bank by other financial institutions.

Available Information

Under the Securities Exchange Act of 1934, we are required to file annual, quarterly and current reports, proxy
statements and other information with the Securities and Exchange Commission (“SEC”). You may read and copy any
document filed by us with the SEC at the SEC’s Public Reference Room at 100 F Street, N.E., Washington, D.C.
20549. Please call the SEC at 1-800-SEC-0330 for further information about the public reference room. The SEC
maintains a website at www.sec.gov that contains reports, proxy and information statements and other information
regarding issuers that file electronically with the SEC. We file electronically with the SEC.

We make available, free of charge through our website, our reports on Forms 10-K, 10-Q and 8-K, and amendments to
those reports, as soon as reasonably practicable after such reports are filed with or furnished to the SEC. Additionally,
we have adopted and posted on our website a code of ethics that applies to our principal executive officer, principal
financial officer and principal accounting officer. The address for our website is www.texascapitalbank.com. Any
amendments to, or waivers from, our code of ethics applicable to our executive officers will be posted on our website
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within four days of such amendment or waiver. We will provide a printed copy of any of the aforementioned
documents to any requesting stockholder.

ITEM 1A.RISK FACTORS

Our business is subject to risk. The following discussion, along with management’s discussion and analysis and our
financial statements and footnotes, sets forth the most significant risks and uncertainties that we believe could
adversely affect our business, financial condition or results of operations. Additional risks and uncertainties that
management is not aware of or that management currently deems immaterial may also have a material adverse effect
on our business, financial condition or results of operations. There is no assurance that this discussion covers all
potential risks that we face. The occurrence of the

11

20



Edgar Filing: TEXAS CAPITAL BANCSHARES INC/TX - Form 10-K

Table of Contents

described risks could cause our results to differ materially from those described in our forward-looking statements
included elsewhere in this report, and could have a material adverse impact on our business or results of operations.
Risk Factors Associated With Our Business

We must effectively manage our credit risk. The risk of non-payment of loans is inherent in commercial banking.
Increased credit risk may result from many factors, including

Adverse changes in local, U.S. and global economic and industry conditions;

Declines in the value of collateral, including asset values that are directly or indirectly related to external factors such
as commodity prices or interest rates;

Concentrations of credit associated with specific loan categories, industries or collateral types; and

Risks specific to individual borrowers.

We rely heavily on information provided by third parties when originating and monitoring loans. If this information is
intentionally or negligently misrepresented and we do not detect such misrepresentations, the credit risk associated
with the transaction may be increased. Although we attempt to manage our credit risk by carefully monitoring the
concentration of our loans within specific loan categories and industries and through prudent loan approval and
monitoring practices in all categories of our lending, we cannot assure you that our approval and monitoring
procedures will reduce these lending risks. Competitive pressures could erode underwriting standards leading to a
decline in general credit quality and increases in credit defaults and non-performing asset levels. If our credit
administration personnel, policies and procedures are not able to adequately adapt to changes in economic,
competitive or other conditions that affect customers and the quality of the loan portfolio, we may incur increased
losses that could adversely affect our financial results and lead to increased regulatory scrutiny, restrictions on our
lending activity or financial penalties.

A significant portion of our assets consists of commercial loans. We generally invest a greater proportion of our assets
in commercial loans to business customers than other banking institutions of our size, and our business plan calls for
continued efforts to increase our assets invested in these loans. At December 31, 2015, approximately 40% of our LHI
portfolio was comprised of commercial loans. Commercial loans may involve a higher degree of credit risk than other
types of loans due, in part, to their larger average size, the effects of changing economic conditions on the businesses
of our commercial loan customers, the dependence of borrowers on operating cash flow to service debt and our
reliance upon collateral which may not be readily marketable. Due to the proportion of these commercial loans in our
portfolio and because the balances of these loans are, on average, larger than other categories of loans, losses incurred
on a relatively small number of commercial loans could have a materially adverse impact on our results of operations
and financial condition.

A significant portion of our loans are secured by commercial and residential real estate. At December 31, 2015,
approximately 30% of our loan portfolio was comprised of loans with real estate as the primary component of
collateral. Our real estate lending activities, and our exposure to fluctuations in real estate collateral values, are
significant and expected to increase as our assets increase. The market value of real estate can fluctuate significantly
in a relatively short period of time as a result of market conditions in the geographic area in which the real estate is
located, in response to factors such as changes in the economic health of industries heavily concentrated in a particular
area and in response to changes in market interest rates which influence capitalization rates used to value
revenue-generating commercial real estate. If the value of real estate serving as collateral for our loans declines
materially, a significant part of our loan portfolio could become under-collateralized and losses incurred upon
borrower defaults would increase. Conditions in certain segments of the real estate industry, including homebuilding,
lot development and mortgage lending, may have an effect on values of real estate pledged as collateral for our loans.
The inability of purchasers of real estate, including residential real estate, to obtain financing may weaken the
financial condition of our borrowers who are dependent on the sale or refinancing of property to repay their loans.
Changes in the economic health of certain industries can have a significant impact on other sectors or industries which
are both directly and indirectly associated with the industry.

Our business is concentrated in Texas; our Energy industry exposure could adversely affect our performance. A
substantial majority of our customers are located in Texas. As a result, our financial condition and results of
operations may be strongly affected by any prolonged period of economic recession or other adverse business,
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economic or regulatory conditions affecting Texas businesses and financial institutions. While the Texas economy is
more diversified than in the 1980’s, the energy sector continues to play an important role. At December 31, 2015 our
outstanding energy loans represented 7% of total loans. Our energy loans consist primarily of reserve-based loans to
exploration and production companies with a smaller portion of our loan balances attributable to royalty owners,
midstream operators, saltwater disposal and other service companies whose businesses primarily relate to production,
not exploration and development of oil and gas.These businesses can be significantly affected by volatility in oil and
natural gas prices and material declines in the level of drilling and production activity in Texas and in other areas of
the United States. Adverse developments in the energy sector can have significant spillover effects on the Texas
economy, including commercial and residential real estate values and the general level of economic activity. We are

12

22



Edgar Filing: TEXAS CAPITAL BANCSHARES INC/TX - Form 10-K

Table of Contents

carefully monitoring the impact of the continuing significant decline and volatility in oil and natural gas prices on our
loan portfolio, and have reflected these events in the determination of our allowance for loan and lease losses as of
December 31, 2015. We experienced an increase in non-performing assets primarily related to energy loans during
2015 and there is no assurance that we will not be materially adversely impacted by the direct and indirect effects of
current and future conditions in the energy industry in Texas and nationally.

Our future profitability depends, to a significant extent, upon our middle market business customers. Our future
profitability depends, to a significant extent, upon revenue we receive from middle market business customers, and
their ability to continue to meet their loan obligations. Adverse economic conditions or other factors affecting this
market segment, and our failure to timely identify and react to unexpected economic downturns, may have a greater
adverse effect on us than on other financial institutions that have a more diversified customer base. Additionally, our
inability to grow our middle market business customer base in a highly competitive market could affect our future
profitability.

We must maintain an appropriate allowance for loan losses. Our experience in the banking industry indicates that
some portion of our loans will become delinquent, and some may only be partially repaid or may never be repaid at
all. We maintain an allowance for loan losses, which is a reserve established through a provision for loan losses
charged to expense each quarter, that is consistent with management’s assessment of the collectability of the loan
portfolio in light of the amount of loans committed and outstanding and current economic conditions and market
trends. When specific loan losses are identified, the amount of the expected loss is removed, or charged-off, from the
allowance. Our methodology for establishing the appropriateness of the allowance for loan losses depends on our
subjective application of risk grades as indicators of each borrower’s ability to repay specific loans, together with our
assessment of how actual or projected changes in competitor underwriting practices, competition for borrowers and
depositors and other conditions in our markets are likely to impact improvement or deterioration in the collectability
of our loans as compared to our historical experience.

Our business model makes our Bank more vulnerable to changes in underlying business credit quality than other
banks with which we compete. We have a substantially larger percentage of commercial, real estate and other
categories of business loans relative to total assets than most other banks in our market and our individual loans are
generally larger as a percentage of our total earning assets than other banks. While we have substantially increased our
liquidity over the past two years, these funds are invested in low-yielding deposits with federal agencies and other
financial institutions. We have a substantially smaller portion of securities and other earning assets categories that can
be less vulnerable to changes in local, regional or industry-specific economic trends, causing our potential for credit
losses to be more severe than other banks. Our business model has focused on growth in various loan categories that
can be more sensitive to changes in the economic trends. We believe our ability to maintain above-peer rates of
growth in commercial loans is dependent on maintaining above-peer credit quality metrics. The failure to do so would
have a material adverse impact on our growth and profitability.

If our assessment of inherent losses is inaccurate, or economic and market conditions or our borrowers' financial
performance experience material unanticipated changes, the allowance may become inadequate, requiring larger
provisions for loan losses that can materially decrease our earnings. Certain of our loans individually represent a
significant percentage of our total allowance for loan losses. Adverse collection experience in a relatively small
number of these loans could require an increase in the provision for loan losses. Federal regulators periodically review
our allowance for loan losses and, based on their judgments, which may be different than ours, may require us to
change classifications or grades of loans, increase the allowance for loan losses and recognize further loan charge-offs.
Any increase in the allowance for loan losses or in the amount of loan charge-offs required by these regulatory
agencies could have a negative effect on our results of operations and financial condition.

Our growth plans are dependent on the availability of capital and funding. Our historical ability to raise capital
through the sale of capital stock and debt securities may be affected by economic and market conditions or regulatory
changes that are beyond our control. Adverse changes in our operating performance or financial condition could make
raising additional capital difficult or more expensive or limit our access to customary sources of funding, including
inter-bank borrowings, repurchase agreements and borrowings from the Federal Reserve Bank or the Federal Home
Loan Bank. Unexpected changes in requirements for regulatory capital resulting from regulatory actions or the results
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of our Dodd-Frank Act stress testing could require us to raise capital at a time, and at a price, that might be
unfavorable, or require that we forego continuing growth or shrink our balance sheet. We cannot offer assurance that
capital and funding will be available to us in the future, in needed amounts, upon acceptable terms or at all. Our
efforts to raise capital could require the issuance of securities at times and with maturities, conditions and rates that
are disadvantageous, and which could have a dilutive impact on our current stockholders. Factors that could adversely
affect our ability to raise additional capital include conditions in the capital markets, our financial performance,
regulatory actions and general economic conditions. Increases in our cost of capital, including dilution and increased
interest or dividend requirements, could have a direct adverse impact on our operating performance and our ability to
achieve our growth objectives. Trust preferred securities are no longer viable as a source of new long-term debt capital
as a result of regulatory changes. The treatment of our existing trust preferred securities as capital may be subject to
further regulatory change prior to their maturity, which could require the Company to seek additional capital.
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We must effectively manage our liquidity risk. Our Bank requires available funds (liquidity) to meet its deposit, debt
and other obligations as they come due, borrower requests to draw on committed credit facilities as well as unexpected
demands for cash payments. While we are not subject to Basel III liquidity regulations, the adequacy of our liquidity
is a matter of regulatory interest given the significant portion of our balance sheet represented by loans as opposed to
securities and other more marketable investments. Our Bank’s principal source of funding consists of customer
deposits. A substantial majority of our Bank’s liabilities consist of demand, savings, interest checking and money
market deposits, which are payable on demand or upon several days’ notice. By comparison, a substantial portion of
our assets are loans, most of which, excluding our mortgage finance loans and mortgage loans held for sale, cannot be
collected or sold in so short a time frame, creating the potential for an imbalance in the availability of liquid assets to
satisfy depositors and loan funding requirements.

We hold smaller balances of marketable securities than many of our competitors, limiting our ability to increase our
liquidity by completing market sales of these assets. An inability to raise funds through deposits, borrowings, the sale
of securities and loans and other sources, including our access to capital market transactions, could have a substantial
negative effect on our Bank’s liquidity. We actively manage our available sources of funds to meet our expected needs
under normal and financially stressed conditions, but there is no assurance that our Bank will be able to make new
loans, meet ongoing funding commitments to borrowers and replace maturing deposits and advances as necessary
under all possible circumstances. Our Bank’s ability to obtain funding could be impaired by factors beyond its control,
such as disruptions in financial markets, negative expectations regarding the financial services industry generally or in
our markets or negative perceptions of our Bank.

Our mortgage finance business has experienced, and will likely continue to experience, highly variable usage of our
funding capacity resulting from seasonal demands for credit, surges in consumer demand driven by changes in interest
rates and month-end “spikes” of residential mortgage closings. These spikes could also result in our Bank having capital
ratios that are below internally targeted levels or even levels that could cause our Bank to not be well-capitalized and
could affect liquidity levels. At the same time managing this risk by declining to respond fully to the needs of our
customers could severely impact our business. We have responded to these variable funding demands by, among other
things, increasing the extent of participations sold in our mortgage loan interests and by opening an expanded
borrowing relationship with the Federal Home Loan Bank in the fourth quarter of 2014. Our mortgage finance
customers have in recent periods provided significant low-cost deposit balances associated with the borrower escrow
accounts created at the time certain mortgage loans are funded, which have benefitted our liquidity and net interest
margin. In a rising rate environment or in response to competitive pressures, we may have to pay interest on some or
all of these accounts as regulations allow. Individual escrow account balances also experience significant variability
during the year as principal and interest payments, as well as ad valorem taxes and insurance premiums are paid
periodically. While the short average holding period of our mortgage interests of approximately 20 days will allow us,
if necessitated by a funding shortfall, to rapidly decrease the size of the portfolio and its associated funding
requirements, any such action might significantly damage business relationships important to that business.

Our Bank sources a significant volume of its demand deposits from financial services companies, mortgage finance
customers and other commercial sources, resulting in a larger percentage of larger deposits and a smaller number of
sources of deposits than would be typical of other banks in our markets, creating concentrations of deposits that carry
a greater risk of unexpected material withdrawals. In recent periods over half of our total deposits have been
attributable to customers whose balances exceed the $250,000 FDIC insurance limit. Many of these customers
actively monitor our financial condition and results of operations and could withdraw their deposits quickly upon the
occurrence of a material adverse development affecting our Bank or their businesses. In response to this risk we have
substantially increased our liquidity over the past two years, but there is no assurance that we will maintain or have
access to sufficient liquidity to fully mitigate this risk.

One potential source of liquidity for our Bank consists of “brokered deposits” arranged by brokers acting as
intermediaries, typically larger money-center financial institutions. We receive deposits provided by certain of our
customers in connection with our delivery of other financial services to them or their customers which are subject to
the regulatory classification of “brokered deposits” even though we consider these to be relationship deposits and they
are not subject to the typical risks or market pricing associated with conventional brokered deposits.
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If we do not maintain our regulatory capital above the level required to be well capitalized we would be required to
obtain FDIC consent for us to continue to accept deposits classified as brokered deposits, and there can be no
assurance that the FDIC would consent under any circumstances. We could be required to suspend or eliminate
deposit gathering from any source classified as “brokered” deposits. The FDIC can change the definition of or extend
the classification to deposits not currently classified as brokered deposits. These non-traditional deposits are subject to
greater operational and reputational risk of unexpected withdrawal than traditional demand and time deposits,
particularly those provided by consumers. A significant decrease in our balances of relationship brokered deposits
could have a material adverse effect upon our financial condition and results of operations. See Management’s
Discussion and Analysis of Financial Condition and Results of Operations below for further discussion of our
liquidity.

We must effectively manage our interest rate risk. Our profitability is dependent to a large extent on our net interest
income, which is the difference between the interest income paid to us on our loans and investments and the interest
we pay to third

14

26



Edgar Filing: TEXAS CAPITAL BANCSHARES INC/TX - Form 10-K

Table of Contents

parties such as our depositors, lenders and debtholders. Changes in interest rates can impact our profits and the fair
values of certain of our assets and liabilities. Models that we use to forecast and plan for the impact of rising and
falling interest rates may be incorrect or fail to consider the impact of competition and other conditions affecting our
loans and deposits.

The banking industry has experienced a prolonged period of unusually low interest rates, which have had an adverse
effect on our earnings by reducing yields on loans and other earning assets. A continued low rate environment will
place downward pressure on our net interest income and there is substantial uncertainty regarding the extent to which
interest rates may be allowed to increase in 2016 and future periods and what the future effects of any such increases
will be. Increases in market interest rates may reduce our customers' desire to borrow money from us or adversely
affect their ability to repay their outstanding loans by increasing their debt service obligations through the periodic
reset of adjustable interest rate loans. If our borrowers’ ability to pay their loans is impaired by increasing interest
payment obligations, our level of non-performing assets would increase, producing an adverse effect on operating
results. Asset values especially commercial real estate as collateral, securities or other fixed rate earning assets, can
decline significantly with relatively minor changes in interest rates.

Increases in interest rates and economic conditions affecting consumer demand for housing can have a material impact
on the volume of mortgage originations and refinancings, adversely affecting the profitability of our mortgage finance
business. Interest rate risk can also result from mismatches between the dollar amounts of repricing or maturing assets
and liabilities and from mismatches in the timing and rates at which our assets and liabilities reprice. We actively
monitor and manage the balances of our maturing and repricing assets and liabilities to reduce the adverse impact of
changes in interest rates, but there can be no assurance that we will be able to avoid material adverse effects on our net
interest margin in all market conditions.

Federal prohibitions on the ability of financial institutions to pay interest on demand deposit accounts were repealed in
2011 by the Dodd-Frank Act. This change has had limited impact to date due to the excess of commercial liquidity
and the low interest rate environment. Rising interest rates may result in our interest expense increasing, with a
commensurate effect on our net interest income, particularly if we must pay interest on demand deposits to attract or
retain customer deposits. There can be no assurance that we will not be materially adversely affected in the future by
increases in interest rates.

We must effectively execute our business strategy in order to continue our asset and earnings growth. Our core
strategy is to develop our business principally through organic growth. Our prospects for continued growth must be
considered in light of the risks, expenses and difficulties frequently encountered by companies seeking to realize
significant growth. In order to execute our growth strategy successfully, we must, among other things:

eontinue to identify and expand into suitable markets and lines of business, in Texas, regionally and nationally;
develop new products and services and execute our full range of products and services more efficiently and
effectively;

attract and retain qualified bankers in each of our targeted markets to build our customer base;

respond to market opportunities promptly and nimbly while balancing the demands of risk management and
compliance with regulatory requirements;

expand our loan portfolio in an intensely competitive environment while maintaining credit quality;

attract sufficient deposits and capital to fund our anticipated loan growth and satisfy regulatory requirements;

control expenses; and

acquire and maintain sufficient qualified staffing and information technology and operational infrastructure to support
growth and compliance with increasing and changing regulatory requirements.

Failure to effectively execute our business strategy could have a material adverse effect on our business, future
prospects, financial condition or results of operations.

We must be effective in developing and executing new lines of business and new products and services while
managing associated risks. Our business strategy requires that we develop and grow new lines of business and offer
new products and services within existing lines of business in order to compete successfully and realize our growth
objectives for both loans and deposits to fund them. Substantial costs, risks and uncertainties are associated with these
efforts, particularly in instances where the markets are not fully developed. Developing and marketing new activities
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requires that we invest significant time and resources before revenues and profits can be realized. Timetables for the
development and launch of new activities may not be achieved and price and profitability targets may not prove
feasible. External factors, such as compliance with regulations, receipt of necessary licenses or permits, competitive
alternatives and shifting market preferences, may also adversely impact the successful execution of new activities.
New activities necessarily entail additional risks and may present additional risks to the effectiveness of our system of
internal controls. All service offerings, including current offerings and new activities, may become more risky due to
changes in economic, competitive and market conditions beyond our control. Our regulators could determine that our
risk management practices are not adequate and take action to restrain our growth. Failure to successfully manage
these risks, generally and to the satisfaction of our regulators, in the development and implementation of new lines of
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business or new products or services could have a material adverse effect on our business, results of operations and
financial condition.

We must continue to attract, retain and develop key personnel. Our success depends to a significant extent upon our
ability to attract, develop and retain experienced bankers in each of our markets as well as managers with the
operational skills to build and maintain the infrastructure and controls required to support continuing loan and deposit
growth. Competition for the best people in our industry can be intense, and there is no assurance that we will continue
to have the same level of success in this effort that has supported our historical results. Factors that affect our ability to
attract, develop and retain key employees include our compensation and benefits programs, our profitability, our
ability to establish appropriate succession plans for key talent, our reputation for rewarding and promoting qualified
employees and market competition for employees with certain skills, including information systems development and
security. The cost of employee compensation is a significant portion of our operating expenses and can materially
impact our results of operations. The unanticipated loss of the services of a small number of key personnel could have
an adverse effect on our business. Although we have entered into employment agreements with certain key
employees, we cannot assure you that we will be successful in retaining them.

We must effectively manage our information systems risk. We rely heavily on our communications and information
systems to conduct our business. The financial services industry is undergoing rapid technological changes with
frequent introductions of new technology-driven products and services. Our ability to compete successfully depends in
part upon our ability to use technology to provide products and services that will satisfy customer demands. Many of
our competitors invest substantially greater resources in technological capabilities than we do. We may not be able to
effectively implement new technology-driven products and services or be successful in marketing these products and
services to our customers, which may negatively affect our business, results of operations or financial condition.

Our communications and information systems remain vulnerable to unexpected disruptions, failures and cyber attacks.
The frequency and intensity of such attacks in our industry is escalating. Any failure or interruption of these systems
could impair our ability to serve our customers and to operate our business and could damage our reputation, result in
a loss of business, subject us to additional regulatory scrutiny or enforcement or expose us to civil litigation and
possible financial liability. While we have developed extensive recovery plans, we cannot assure that those plans will
be effective to prevent adverse effects upon us and our customers resulting from system failures.

We collect and store sensitive data, including personally identifiable information of our customers and employees.
Computer break-ins of our systems or our customers’ systems, thefts of data and other breaches and criminal activity
may result in significant costs to respond, liability for customer losses if we are at fault, damage to our customer
relationships, regulatory scrutiny and enforcement and loss of future business opportunities due to reputational
damage. Although we, with the help of third-party service providers, will continue to implement security technology
and establish operational procedures to protect sensitive data, there can be no assurance that these measures will be
effective. We advise and provide training to our customers regarding protection of their systems, but there is no
assurance that our advice and training will be appropriately acted upon by our customers or effective to prevent losses.
In some cases we may elect to contribute to the cost of responding to cybercrime against our customers, even when we
are not at fault, in order to maintain valuable customer relationships. Successful cyber-attacks on our Bank or
customers may affect the reputation of our Bank, and failure to meet customer expectations could have a material
impact on our ability to attract and retain deposits as a primary source of funding.

Our operations rely extensively on a broad range of external vendors. We rely on certain external vendors to provide
products and services necessary to maintain our day-to-day operations, particularly in the areas of operations, treasury
management systems, information technology and security, exposing us to the risk that these vendors will not perform
as required by our agreements. An external vendor’s failure to perform in accordance with our agreement could be
disruptive to our operations, which could have a material adverse impact on our business, financial condition and
results of operations, as well as cause reputation damage if our customers are affected by the failure. External vendors
who must have access to our information systems in order to provide their services have been identified as significant
sources of information technology security risk. While we have implemented an active program of oversight to
address this risk, there can be no assurance that we will not experience material security breaches associated with our
vendors.
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We are subject to extensive government regulation and supervision. We, as a bank holding company and financial
holding company, and our Bank as a national bank, are subject to extensive federal and state regulation and
supervision that impacts our business on a daily basis. See the discussion above at Business - Regulation and
Supervision. These regulations affect our lending practices, permissible products and services and their terms and
conditions, customer relationships, capital structure, investment practices, accounting, financial reporting, operations
and our ability to grow, among other things. These regulations also impose obligations to maintain appropriate
policies, procedures and controls to detect, prevent and report money laundering and terrorist financing and to verify
the identities of our customers.

Congress and federal regulatory agencies continually review banking laws, regulations and policies for possible
changes. Changes to statutes, regulations or regulatory policies, including changes in interpretation or implementation
of statutes, regulations or policies, could affect us in substantial and unpredictable ways. Recent material changes in
regulation and
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requirements imposed on financial institutions, such as the Dodd-Frank Act and the Basel III Accord, result in
additional costs, impose more stringent capital, liquidity and leverage requirements, limit the types of financial
services and products we may offer and increase the ability of non-bank financial services providers to offer
competing financial services and products, among other things. Such changes could result in new regulatory
obligations which could prove difficult, expensive or competitively impractical to comply with if not equally imposed
upon non-bank financial services providers with whom we compete. The Dodd-Frank Act has not yet been fully
implemented and there are many additional regulations that have not been proposed, or if proposed, have not been
adopted. The full impact of the Dodd-Frank Act on our business strategies is unknown at this time and cannot be
predicted.

We receive inquiries from our regulators from time to time regarding, among other things, lending practices, reserve
methodology, compliance with ever-changing regulations and interpretations, our management of interest rate,
liquidity, capital and operational risk , regulatory and financial accounting practices and policies and related matters,
which can divert management’s time and attention from focusing on our business. We became subject to additional
regulatory requirements commencing in 2013 as a result of our assets exceeding $10 billion as described above at
Business - Regulation and Supervision. We have significantly increased the amount of management time and expense
devoted to developing the infrastructure to support our expanding compliance obligations which can pose significant
regulatory enforcement, financial and reputational risks if not appropriately addressed.

We are actively engaged in responding to stress testing requirements contained in the Dodd-Frank Act to evaluate the
adequacy of our capital and liquidity planning. Uncertainties regarding how the financial models of our business
created pursuant to this requirement will respond to the regulatory scenarios issued annually, and how our regulators
will evaluate our report of the results obtained, subject us to increased regulatory risk in 2016 and future years as the
standards for DFAST and regulatory use of our reported data continue to evolve. Any change to our practices or
policies requested or required by our regulators, or any changes in interpretation of regulatory policy applicable to our
businesses, may have a material adverse effect on our business, results of operations or financial condition. We
increased our capital and liquidity and expanded our regulatory compliance staffing and systems during 2014 and
2015 in order to assure that we continue to satisfy regulatory expectations for high-growth institutions, which reduced
our net interest margin and earnings in 2014 and 2015. There is no assurance that our financial performance in future
years will not be similarly burdened.

We expend substantial effort and incur costs to continually improve our systems, controls, accounting, operations,
information security, compliance, audit effectiveness, analytical capabilities, staffing and training in order to satisfy
regulatory requirements. We cannot offer assurance that these efforts will be accepted by our regulators as satisfying
the legal and regulatory requirements applicable to us. Failure to comply with relevant laws, regulations or policies
could result in sanctions by regulatory agencies, civil money penalties and/or reputation damage, which could have a
material adverse effect on our business, financial condition and results of operations. While we have policies and
procedures designed to prevent any such violations, there can be no assurance that such violations will not occur.

The FDIC has imposed higher general and special assessments on deposits or assets based on general industry
conditions and as a result of changes in specific programs, as well as qualitative adjustments for individual institutions
based on their risk characteristics which cannot be predicted with any certainty. There is no restriction on the amount
by which the FDIC may increase deposit and asset assessments in the future. Increases in FDIC assessments, fees and
taxes have adversely affected our earnings and may continue to do so in the future.

Reports from the Public Company Accounting Oversight Board’s (“PCAOB”) inspections of public accounting firms
continue to outline findings and recommendations which could require our auditors to perform additional work as part
of their financial statement audits, increasing our external audit and internal audit costs to respond to these added
requirements as well as subjecting to the risk of adverse findings by the PCAOB relating to the work performed. As a
result, we have experienced, and may continue to experience, greater internal and external compliance and audit costs
to comply with these changes that could adversely affect our results of operations.

Our business faces unpredictable economic and business conditions. Our business is directly impacted by general
economic and business conditions in Texas, the United States and abroad. The credit quality of our loan portfolio
necessarily reflects, among other things, the general economic conditions in the areas in which we conduct our

31



Edgar Filing: TEXAS CAPITAL BANCSHARES INC/TX - Form 10-K

business. Our continued financial success can be affected by other factors that are beyond our control, including:
national, regional and local economic conditions;

the value of the U.S. Dollar in relation to the currencies of other advanced and emerging market countries;

the performance of both domestic and international equity and debt markets and valuation of securities represented
and traded on recognized domestic and international exchanges;

fluctuations in the value of commodities including but not limited to petroleum and natural gas;

general economic consequences of international conditions, such as weakness in European sovereign debt and foreign
currencies and the impact of that weakness on the US and global economies;
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{egislative and regulatory changes impacting our industry;

the financial health of our customers and economic conditions affecting them and the value of our collateral, including
effects from continued low prices of energy and other commodities;

the incidence of fraud, illegal payments, security breaches and other illegal acts among or impacting our Bank and our
customers;

structural changes in the markets for origination, sale and servicing of residential mortgages;

changes in governmental economic and regulatory policies generally, including the extent and timing of intervention
in credit markets by the Federal Reserve Board or withdrawal from that intervention;

changes in the availability of liquidity at a systemic level; and

material inflation or deflation.

Substantial deterioration in any of the foregoing conditions can have a material adverse effect on our prospects and
our results of operations and financial condition. There is no assurance that we will be able to sustain our historical
rate of growth or our profitability. Our Bank's customer base is primarily commercial in nature, and our Bank does not
have a significant retail branch network or retail consumer deposit base. In periods of economic downturn, business
and commercial deposits may be more volatile than traditional retail consumer deposits. As a result, our financial
condition and results of operations could be adversely affected to a greater degree by these uncertainties than our
competitors who have a larger retail customer base.

We compete with many banks and other financial service providers. Competition among providers of financial
services in our markets, in Texas, regionally and nationally, is intense. We compete with other financial and bank
holding companies, state and national commercial banks, savings and loan associations, consumer finance companies,
credit unions, securities brokerages, insurance companies, mortgage banking companies, money market mutual funds,
asset-based non-bank lenders, government sponsored or subsidized lenders and other financial services providers.
Many of these competitors have substantially greater financial resources, lending limits and technological resources
and larger branch networks than we do, and are able to offer a broader range of products and services than we can,
including systems and services that could protect customers from cyber threats. Many competitors offer lower interest
rates and more liberal loan terms that appeal to borrowers but adversely affect net interest margin and assurance of
repayment. We are increasingly faced with competition in many of our products and services by non-bank providers
who may have competitive advantages of size, access to potential customers and fewer regulatory requirements.
Failure to compete effectively for deposit, loan and other banking customers in our markets could cause us to lose
market share, slow or reverse our growth rate or suffer adverse effects on our financial condition and results of
operations.

Our recent entry into the MCA business subjects us to additional risks. Volatility in the mortgage industry has caused
uncertainty related to the pricing of the mortgage loans that we seek to purchase, as well as uncertainty in the pricing
of those loans when they are sold or securitized. This volatility may cause the actual returns on mortgage sales or
securitization transactions to be less than anticipated, which could adversely affect our overall loan volumes.
Additionally, non-bank competitors may have a pricing advantage as they are not subject to the same capital
limitations on mortgage loans and mortgage servicing rights ("MSRs") as our Bank.

Our MCA business subjects us to additional interest rate risk, which may be an adverse effect on our business. The
persistent low interest rate environment and expectation of future higher rates has resulted in an increase in the value
of MSRs, causing other market participants and competitors who are planning to hold MSRs for a longer term to be
more aggressive in their pricing of the underlying loan purchases than a participant like our Bank that does not plan to
hold MSRs on a long-term basis. While we believe market and competitive conditions will improve, a prolonged low
interest rate environment could affect the economics of our MCA business over a longer period of time. While lower
interest rates may positively affect the volume of mortgage activity, continued unfavorable pricing for the loans
purchased and lower profit on the subsequent sale of the loans could persist.

We have entered into loan purchase commitments and forward sales commitments in connection with the MCA
business. While we believe that our hedging strategies will be successful in mitigating our exposure to interest rate
risk associated with the purchase of mortgage loans held for sale, no hedging strategy can completely protect us.
Poorly designed strategies, improperly executed transactions, or inaccurate assumptions regarding future interest rates
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or market conditions could have a material adverse effect on our financial condition and results of operations.

We may be required to repurchase mortgage loans or reimburse investors as a result of breaches in contractual
representations and warranties under the agreements pursuant to which we purchase mortgage loans that are held for
sale. While our agreements with the originators and sellers of mortgage loans provide us with legal recourse against
them that may allow us to recover some or all of our losses, these companies are frequently not financially capable of
paying large amounts of damages and as a result we can offer no assurance that we will not bear all of the risk of loss.
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We may incur other costs and losses as a result of actual or alleged violations of regulations related to the origination
and purchase of residential mortgage loans. The origination of residential mortgage loans is governed by a variety of
federal and state laws and regulations, which are frequently changing. We sell residential mortgage loans that we have
purchased or that we have originated to various parties, including GSEs such as Fannie Mae, Freddie Mac and Ginnie
Mae and other financial institutions that purchase mortgage loans for investment or private label securitization. We
may also pool FHA-insured and VA-guaranteed mortgage loans which back securities issued by Ginnie Mae. Our
accrued mortgage repurchase liability represents management’s best estimate of the probable loss that we may expect
to incur for the representations and warranties in the contractual provisions of our sales of mortgage loans, but there is
no assurance that our losses will not materially exceed such amounts.

Our accounting estimates and risk management processes rely on management judgment, which may be supported by
analytical and forecasting models. The processes we use to estimate probable credit losses for purposes of establishing
the allowance for loan losses and to measure the fair value of financial instruments, certain of our liquidity and capital
planning tools, as well as the processes we use to estimate the effects of changing interest rates and other market
measures on our financial condition and results of operations, all depend upon management’s judgment. Management’s
judgment and the data relied upon by management may be based on assumptions that prove to be inaccurate,
particularly in times of market stress or other unforeseen circumstances. As a bank with total assets exceeding $10
billion we have become subject to the stress testing requirements of the Dodd-Frank Act and our forecasting and
modeling requirements have increased and become more complex. Even if the relevant factual assumptions
determined by management are accurate, our decisions may prove to be inadequate or inaccurate because of other
flaws in the design or use of analytical tools by management. Any such failures in our processes for producing
accounting estimates and managing risks could have a material adverse effect on our business, financial condition and
results of operations.

Our controls and procedures may fail or be circumvented. Management regularly reviews and updates our internal
controls over financial reporting, disclosure controls and procedures, and corporate governance policies and
procedures. Any system of controls, however well designed and operated, is based in part on certain assumptions and
can provide only reasonable, not absolute, assurances that the objectives of the system are met. Any failure or
circumvention of our controls and procedures or failure to comply with regulations related to controls and procedures
could have a material adverse effect on our business, results of operations and financial condition.

We must effectively manage our counterparty risk. Financial services institutions are interrelated as a result of trading,
clearing, counterparty and other relationships. Our Bank has exposure to many different industries and counterparties,
and routinely executes transactions with counterparties in the financial services industry, including commercial banks,
brokers and dealers, investment banks, and other institutional clients. Many of these transactions expose our Bank to
credit risk in the event of a default by a counterparty or client. In addition, our Bank’s credit risk may be increased
when the collateral it is entitled to cannot be realized upon or is liquidated at prices not sufficient to recover the full
amount of its credit or derivative exposure. Any such losses could have a material adverse effect on our business,
financial condition and results of operations.

Our business is susceptible to fraud. Our business exposes us to fraud risk from our loan and deposit customers, the
parties they do business with, as well as from our employees, contractors and vendors. We rely on financial and other
data from new and existing customers which could turn out to be fraudulent when accepting such customers,
executing their financial transactions and making and purchasing loans and other financial assets. In times of
increased economic stress we are at increased risk of fraud losses. We believe we have underwriting and operational
controls in place to prevent or detect such fraud, but we cannot provide assurance that these controls will be effective
in detecting fraud or that we will not experience fraud losses or incur costs or other damage related to such fraud, at
levels that adversely affect our financial results or reputation. Our lending customers may also experience fraud in
their businesses which could adversely affect their ability to repay their loans or make use of our services. Our
exposure and the exposure of our customers to fraud may increase our financial risk and reputation risk as it may
result in unexpected loan losses that exceed those that have been provided for in our allowance for loan losses.

We must maintain adequate regulatory capital to support our business objectives. Under regulatory capital adequacy
guidelines and other regulatory requirements, we must satisfy capital requirements based upon quantitative measures
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of assets, liabilities and certain off-balance sheet items. Our satisfaction of these requirements is subject to qualitative
judgments by regulators that may differ materially from management’s and that are subject to being determined
retroactively for prior periods. Our ability to maintain our status as a financial holding company and to continue to
operate our Bank as we have in recent periods is dependent upon a number of factors, including our Bank qualifying

as “well capitalized” and “well managed” under applicable prompt corrective action regulations and upon our company
qualifying on an ongoing basis as “well capitalized” and “well managed” under applicable Federal Reserve regulations.
Failure to meet regulatory capital standards could have a material adverse effect on our business, including damaging
the confidence of customers in us, adversely impacting our reputation and competitive position and retention of key
people. Any of these developments could limit our access to:
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Brokered deposits;

The Federal Reserve discount window;

Advances from the Federal Home Loan Bank;

Capital markets transactions; and

Development of new financial services.

Failure to meet regulatory capital standards may also result in higher FDIC assessments. If we fall below guidelines
for being deemed “adequately capitalized” the OCC or Federal Reserve could impose restrictions on our activities and a
broad range of regulatory requirements in order to effect “prompt corrective action.” The capital requirements applicable
to us are in a process of continuous evaluation and revision in connection with Basel III and the requirements of the
Dodd-Frank Act. We cannot predict the final form, or the effects, of these regulations on our business, but among the
possible effects are requirements that we slow our rate of growth or obtain additional capital which could reduce our
earnings or dilute our existing stockholders.

We are dependent on funds obtained from capital transactions or from our Bank to fund our obligations. We are a
financial holding company engaged in the business of managing, controlling and operating our Bank. We conduct no
material business or other activity at the parent company level other than activities incidental to holding equity and
debt investments in our Bank. As a result, we rely on the proceeds of capital transactions, payments of interest and
principal on loans made to our Bank and dividends on preferred stock issued by our Bank to pay our operating
expenses, to satisfy our obligations to debtholders and to pay dividends on our preferred stock. Our Bank’s ability to
pay dividends may be limited. The profitability of our Bank is subject to fluctuation based upon, among other things,
the cost and availability of funds, changes in interest rates and economic conditions in general. Our Bank’s ability to
pay dividends to us is subject to regulatory limitations that can, under certain adverse circumstances, prohibit the
payment of dividends to us. Our right to participate in any distribution from the sale or liquidation of our Bank is
subject to the prior claims of our Bank’s creditors.

If we are unable to access funds from capital transactions, or dividends or interest on loan payments from our Bank,
we may be unable to satisfy our obligations to creditors or debtholders or pay dividends on our preferred stock.
Changes in our Bank’s operating results or capital requirements could require us to convert subordinated notes or
preferred stock of our bank held by us into common equity, reducing our cash flow available to meet our obligations.
We are subject to environmental liability risk associated with lending activities. A significant portion of our loan
portfolio is secured by real property. During the ordinary course of business, we may foreclose on and take title to
properties securing certain loans. There is a risk that hazardous or toxic substances could be found on these properties,
and that we may be liable for remediation costs, as well as for personal injury and property damage. Environmental
laws may require us to incur substantial expenses and may materially reduce the affected property's value by limiting
our ability to use or sell it. Although we have policies and procedures requiring environmental review before initiating
any foreclosure action on real property, these reviews may not be sufficient to detect all potential environmental
hazards. The remediation costs and any other financial liabilities associated with an environmental hazard could have
a material adverse effect on our financial condition and results of operations. Future laws or regulations or more
stringent interpretations or enforcement policies with respect to existing laws and regulations may increase our
exposure to environmental liability.

Severe weather, earthquakes, other natural disasters, pandemics, acts of war or terrorism and other external events
could significantly impact our business. Severe weather, earthquakes, other natural disasters, pandemics, acts of war
or terrorism and other adverse external events could have a significant impact on our ability to conduct business. Such
events could affect the stability of our deposit base, impair the ability of borrowers to repay outstanding loans, impair
the value of collateral securing loans, cause significant property damage, result in loss of revenue and/or cause us to
incur additional expenses. Hurricanes have caused extensive flooding and destruction along the coastal areas of Texas,
including communities where we conduct business. Although management has established disaster recovery policies
and procedures, the occurrence of any such events could have a material adverse effect on our business, financial
condition and results of operations.

We are subject to claims and litigation in the ordinary course of our business, including claims that may not be
covered by our insurers. Customers and other parties we engage with assert claims and take legal action against us on
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a regular basis and we regularly take legal action to collect unpaid borrower obligations, realize on collateral and
assert our rights in commercial and other contexts. These actions frequently result in counter-claims against us.
Litigation arises in a variety of contexts, including lending activities, employment practices, commercial agreements,
fiduciary responsibility related to our wealth management services, intellectual property rights and other general
business matters.

Claims and legal actions may result in significant legal costs to defend us or assert our rights and reputational damage
that adversely affects existing and future customer relationships. If claims and legal actions are not resolved in a
manner favorable to us we may suffer significant financial liability or adverse effects upon our reputation, which
could have a material adverse effect on our business, financial condition and results of operations. See Legal
Proceedings below for additional disclosures regarding legal proceedings.
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We purchase insurance coverage to mitigate a wide range of operating risks, including general liability, errors and
omissions, professional liability, business interruption, cyber-crime and property loss, for events that may be
materially detrimental to our Bank or customers. There is no assurance that our insurance will be adequate to protect
us against material losses in excess of our coverage limits or that insurers will perform their obligations under our
policies without attempting to limit or exclude coverage. We could be required to pursue legal actions against insurers
to obtain payment of amounts we are owed, and there is no assurance that such actions, if pursued, would be
successful.
Risks Relating to Our Securities
Our stock price can be volatile. Stock price volatility may make it more difficult for you to resell your common stock
when you want and at prices you find attractive. Our stock price can fluctuate significantly in response to a variety of
factors including, among other things:
actual or anticipated variations in quarterly and annual results of operations;
changes in recommendations by securities analysts;
changes in composition and perceptions of the investors who own our stock and other securities;
changes in ratings from national rating agencies on publicly or privately owned debt securities;
operating and stock price performance of other companies that investors deem comparable to us;
news reports relating to trends, concerns and other issues in the financial services industry, including regulatory
actions against other financial institutions;
actual or expected economic conditions that are perceived to affect our company such as changes in commodity
prices, real estate values or interest rates;
perceptions in the marketplace regarding us and/or our competitors;
new technology used, or services offered, by competitors;
significant acquisitions or business combinations, strategic partnerships, joint ventures or capital commitments by or
involving us or our competitors;
changes in government regulations and interpretation of those regulations, changes in our practices requested or
required by regulators and changes in regulatory enforcement focus; and

geopolitical conditions such as acts or threats of terrorism or military

conflicts.
General market fluctuations, industry factors and general economic and political conditions and events, such as
economic slowdowns or recessions, interest rate changes or credit loss trends, could also cause our stock price to
decrease regardless of operating results as evidenced by the recent volatility and disruption of capital and credit
markets.
The trading volume in our common stock is less than that of other larger financial services companies. Although our
common stock is traded on the Nasdaq Global Select Market, the trading volume in our common stock is less than that
of other larger financial services companies. Given the lower trading volume of our common stock, significant sales of
our common stock, or the expectation of these sales, could cause our stock price to fall. In addition, a substantial
majority of common stock outstanding is held by institutional shareholders, and trading activity involving large
positions may increase volatility of the stock price. Concentration of ownership by institutional investors and inability
to execute trades covering large numbers of shares can increase volatility of stock price. Changes in general economic
outlook or perspectives on our business or prospects by our institutional investors, whether factual or speculative, can
have a major impact on our stock price.
Our preferred stock is thinly traded. There is only a limited trading volume in our preferred stock due to the small size
of the issue and its largely institutional holder base. Significant sales of our preferred stock, or the expectation of these
sales, could cause the price of the preferred stock to fall substantially.
An investment in our securities is not an insured deposit. Our common stock, preferred stock and indebtedness are not
bank deposits and, therefore, are not insured against loss by the FDIC, any other deposit insurance fund or by any
other public or private entity. Investment in our common stock is inherently risky for the reasons described in this
“Risk Factors” section and elsewhere in this report and is subject to the same market forces that affect the price of
securities of any company. As a result, if you acquire our common stock, preferred stock or indebtedness, you may
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lose some or all of your investment.

The holders of our indebtedness and preferred stock have rights that are senior to those of our common stockholders.
As of December 31, 2015, we had $111.0 million in subordinated notes held by our holding company and $113.4
million in junior subordinated notes outstanding that are held by statutory trusts which issued trust preferred securities
to investors. At December 31, 2015 our Bank had $175.0 million in subordinated notes outstanding. Payments of the
principal and interest on our trust preferred securities are conditionally guaranteed by us to the extent not paid by each
trust, provided the trust has funds available for such obligations.
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Our subordinated notes and junior subordinated notes are senior to our shares of preferred stock and common stock in
right of payment of dividends and other distributions. We must be current on interest and principal payments on our
indebtedness before any dividends can be paid on our preferred stock or our common stock. In the event of our
bankruptcy, dissolution or liquidation, the holders of our indebtedness must be satisfied before any distributions can
be made to our preferred or common stockholders. If certain conditions are met, we have the right to defer interest
payments on the junior subordinated debentures (and the related trust preferred securities) at any time or from time to
time for a period not to exceed 20 consecutive quarters in a deferral period, during which time no dividends may be
paid to holders of our preferred stock or common stock. Because our Bank’s subordinated notes are obligations of the
Bank, they would in any sale or liquidation of our Bank receive payment before any amounts would be payable to
holders of our common stock, preferred stock or subordinated notes.

At December 31, 2015, we had issued and outstanding 6 million shares of our 6.50% Non-Cumulative Perpetual
Preferred Stock, Series, A, having an aggregate liquidation preference of $150.0 million. Our preferred stock is senior
to our shares of common stock in right of payment of dividends and other distributions. We must be current on
dividends payable to holders of preferred stock before any dividends can be paid on our common stock. In the event of
our bankruptcy, dissolution or liquidation, the holders of our preferred stock must be satisfied before any distributions
can be made to our common stockholders.

We do not currently pay dividends on our common stock. We have not paid dividends on our common stock and we
do not expect to do so for the foreseeable future. Our ability to pay dividends is limited by regulatory restrictions and
the need to maintain sufficient consolidated capital. The ability of our Bank to pay dividends to us is limited by its
obligation to maintain sufficient capital and by other regulatory restrictions as discussed above at We are dependent
on funds obtained from capital transactions or from our Bank to fund our obligations.

Restrictions on Ownership. The ability of a third party to acquire us is limited under applicable U.S. banking laws and
regulations. The BHCA requires any bank holding company (as defined therein) to obtain the approval of the Federal
Reserve prior to acquiring, directly or indirectly, more than 5% of our outstanding Common Stock. Any “company” (as
defined in the BHCA) other than a bank holding company would be required to obtain Federal Reserve approval
before acquiring “control” of us. “Control” generally means (i) the ownership or control of 25% or more of a class of
voting securities, (ii) the ability to elect a majority of the directors or (iii) the ability otherwise to exercise a controlling
influence over management and policies. A holder of 25% or more of our outstanding Common Stock, other than an
individual, is subject to regulation and supervision as a bank holding company under the BHCA. In addition, under the
Change in Bank Control Act of 1978, as amended, and the Federal Reserve’s regulations thereunder, any person, either
individually or acting through or in concert with one or more persons, is required to provide notice to the Federal
Reserve prior to acquiring, directly or indirectly, 10% or more of our outstanding common stock.

Anti-takeover provisions of our certificate of incorporation, bylaws and Delaware law may make it more difficult for
you to receive a change in control premium. Certain provisions of our certificate of incorporation and bylaws could
make a merger, tender offer or proxy contest more difficult, even if such events were perceived by many of our
stockholders as beneficial to their interests. These provisions include advance notice for nominations of directors and
stockholders' proposals, and authority to issue “blank check” preferred stock with such designations, rights and
preferences as may be determined from time to time by our board of directors. In addition, as a Delaware corporation,
we are subject to Section 203 of the Delaware General Corporation Law which, in general, prevents an interested
stockholder, defined generally as a person owning 15% or more of a corporation's outstanding voting stock, from
engaging in a business combination with our company for three years following the date that person became an
interested stockholder unless certain specified conditions are satisfied.

Limitations on payment of subordinated notes. Under the FDIA, “critically undercapitalized” banks may not, beginning
60 days after becoming critically undercapitalized, make any payment of principal or interest on their subordinated
debt (subject to certain limited exceptions). In addition, under Section 18(i) of the FDIA, our Bank is required to
obtain the advance consent of the FDIC to retire any part of its subordinated notes. Under the FDIA, a bank may not
pay interest on its subordinated notes if such interest is required to be paid only out of net profits, or distribute any of
its capital assets, while it remains in default on any assessment due to the FDIC.
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Our Bank’s subordinated indebtedness is unsecured and subordinate and junior in right of payment to the Bank’s
obligations to its depositors, its obligations under banker’s acceptances and letters of credit, its obligations to any
Federal Reserve Bank, certain obligations to the FDIC, and its obligations to its other creditors, whether now
outstanding or hereafter incurred, except any obligations which expressly rank on a parity with or junior to the notes,
including subordinated notes payable to the Company.

ITEM 1B.UNRESOLVED STAFF COMMENTS

None.
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ITEM 2.PROPERTIES

As of December 31, 2015, we conducted business at twelve full service banking locations and one operations center.
Our operations center houses our loan and deposit operations and the customer service call center. We lease the space
in which our banking centers and the operations call center are located. These leases expire between July 2016 and
February 2025, not including any renewal options that may be available.

The following table sets forth the location of our executive offices, operations center and each of our banking centers.

Type of Location
Executive offices, banking location

Operations center, banking location

Banking location

Banking location

Banking location

Executive offices, banking location

Executive offices, banking location

Banking location

Executive offices, banking location

Banking location

Address

2000 McKinney Avenue
Banking Center — Suite 190
Executive Offices — Suite 700
Dallas, Texas 75201

2350 Lakeside Drive

Banking Center — Suite 105
Operations Center — Suite 800
Richardson, Texas 75082

14131 Midway Road
Suite 100
Addison, Texas 75001

5910 North Central Expressway
Suite 150
Dallas, Texas 75206

5800 Granite Parkway
Suite 150
Plano, Texas 75024

300 Throckmorton

Banking center — Suite 100
Executive offices — Suite 200
Fort Worth, Texas 76102

98 San Jacinto Boulevard
Banking center — Suite 150
Executive offices — Suite 200
Austin, Texas 78701

Westlake Hills
3818 Bee Caves Road
Austin, Texas 78746

745 East Mulberry Street
Banking center — Suite 150
Executive offices — Suite 350
San Antonio, Texas 78212
7373 Broadway
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Executive offices, banking location

Banking location

Executive offices

24

Suite 100
San Antonio, Texas 78209

One Riverway

Banking center — Suite 150
Executive offices — Suite 2100
Houston, Texas 77056

Westway 11

4424 West Sam Houston Parkway N.
Suite 170

Houston, TX 77041

Kempwood

2930 West Sam Houston Parkway North
Executive offices — Suite 300

Houston, Texas 77056
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ITEM 3.LEGAL PROCEEDINGS
The Company is subject to various claims and legal actions that may arise in the course of conducting its business.
Management does not expect the disposition of any of these matters to have a material adverse impact on the
Company’s financial statements or results of operations.
ITEM 4.MINE SAFETY DISCLOSURES
Not applicable.
ITEM 5.MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND

ISSUER PURCHASES OF EQUITY SECURITIES
Our common stock is traded on The Nasdaq Global Select Market under the symbol “TCBI”. On February 16, 2016,
there were approximately 208 holders of record of our common stock.
No cash dividends have ever been paid by us on our common stock, and we do not anticipate paying any cash
dividends in the foreseeable future. Our principal source of funds to pay cash dividends on our common stock would
be cash dividends from our Bank. The payment of dividends by our Bank is subject to certain restrictions imposed by
federal banking laws, regulations and authorities.
The following table presents the range of high and low bid prices reported on The Nasdaq Global Select Market for
each of the four quarters of 2014 and 2015.

Price Per Share

Quarter Ended High Low
March 31, 2014 $67.08 $56.45
June 30, 2014 66.62 50.76
September 30, 2014 60.74 49.90
December 31, 2014 62.07 51.58
March 31, 2015 54.81 40.40
June 30, 2015 63.70 47.55
September 30, 2015 63.25 48.01
December 31, 2015 61.83 46.25
25

46



Edgar Filing: TEXAS CAPITAL BANCSHARES INC/TX - Form 10-K

Table of Contents

Stock Performance Graph

The following table and graph sets forth the cumulative total stockholder return for the Company’s common stock for
the five-year period ending on December 31, 2015, compared to an overall stock market index (Russell 2000 Index)
and the Company’s peer group index (Nasdaq Bank Index). The Russell 2000 Index and Nasdaq Bank Index are based
on total returns assuming reinvestment of dividends. The graph assumes an investment of $100 on December 31,
2010. The performance graph represents past performance and should not be considered to be an indication of future
performance.

12/31/2010 12/31/2011 12/31/2012 12/31/2013 12/31/2014 12/31/2015
Texas Capital

Bancshares, Inc.  $100.00 $143.44 $210.03 $291.47 $254.59 $231.58
Russell 2000

Index (RTY) 100.00 94.84 108.76 148.62 154.03 145.49
Nasdaq Bank

Index (CBNK) 100.00 87.87 101.94 140.62 144 .88 154.61

Source: Bloomberg
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ITEM 6.SELECTED CONSOLIDATED FINANCIAL DATA
You should read the selected financial data presented below in conjunction with “Management’s Discussion and

Analysis of Financial Condition and Results of Operations” and our consolidated financial statements and the related
notes appearing elsewhere in this Form 10-K.
At or For the Year Ended December 31,

Consolidated Operating Data(1)
Interest income

Interest expense

Net interest income

Provision for credit losses

Net interest income after provision for
credit losses

Non-interest income

Non-interest expense

Income before income taxes

Income tax expense

Net income

Preferred stock dividends

Net income available to common
stockholders

Consolidated Balance Sheet Data(1)
Total assets

Loans held for sale

Loans held for investment

Loans held for investment, mortgage
finance loans

Liquidity assets

Securities available-for-sale
Demand deposits

Total deposits

Federal funds purchased and repurchase
agreements

Other borrowings

Subordinated notes

Trust preferred subordinated debentures
Stockholders’ equity

27

2015

2014

2013

2012

2011

(In thousands, except per share, average share and percentage data)

$602,958
46,428
556,530
53,250

503,280

47,738
326,523
224,495
79,641
144,854
9,750

$135,104

$18,909,139
86,075
11,745,674

4,966,276

2,708,352
29,992
6,386,911
15,084,619

143,051

1,500,000
286,000
113,406
1,623,533

$514,547
37,582
476,965
22,000

454,965

42,511
285,114
212,362
76,010
136,352
9,750

$126,602

$15,905,713

10,154,887
4,102,125

444,673
41,719
5,011,619
12,673,300

92,676

1,100,005
286,000
113,406
1,484,190

$444,625
25,112
419,513
19,000

400,513

44,024
256,729
187,808
66,757
121,051
7,394

$113,657

$11,720,064

8,486,603
2,784,265

144,050
63,214
3,347,567
9,257,379

170,604

855,026
111,000
113,406
1,096,350

$398,457
21,578
376,879
11,500

365,379

43,040
219,881
188,538
67,866
120,672

$120,672

$10,540,844

6,785,837
3,175,272

72,689
100,195
2,535,375
7,440,804

297,115

1,650,046
111,000
113,406
836,242

$321,600
18,663
302,937
28,500

274,437

32,232
188,327
118,342
42,366
75,976

$75,976

$8,137,618

5,572,764
2,080,081

129,631
143,710
1,751,944
5,556,257

436,050
1,332,066

113,406
616,331
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Other Financial Data

Income per share

Basic

Diluted

Tangible book value per share
Book value per share

Weighted average shares

Basic

Diluted

Selected Financial Ratios
Performance Ratios

Net interest margin

Return on average assets

Return on average equity
Efficiency ratio

Non-interest expense to average
earning assets

Asset Quality Ratios

Net charge-offs (recoveries) to average
LHI

Net charge-offs (recoveries) to average
LHI excluding mortgage finance loans
Allowance for loan losses to LHI
Allowance for loan losses to LHI
excluding mortgage finance loans
Allowance for loan losses to
non-accrual loans

Non-accrual loans to LHI
Non-accrual loans to LHI excluding
mortgage finance loans

Total NPAs to LHI plus OREO

Total NPAs to LHI excluding mortgage

finance loans plus OREO

Capital and Liquidity Ratios(2)

CETI

Total capital ratio

Tier 1 capital ratio

Tier 1 leverage ratio

Average equity/average assets
Tangible common equity/total tangible
assets

Average net loans/average deposits

At or For the Year Ended December 31,

2015

2014

2013

2012

2011

(In thousands, except per share, average share and percentage data)

$2.95
291

31.69
32.12

45,808,440
46,437,872

3.14
0.79
9.65
54.04

1.84

0.07

0.10
0.84
1.20

.8x

1.08
1.53
1.08
1.53

7.47
11.05
8.81
8.92
8.51

7.69
101.71

%
%
%
%

%
%
%
%
%

%
%

$2.93
2.88

28.72
29.17

43,236,344
44,003,256

3.78
1.05
11.31
54.88

2.26

0.05

0.07
0.71
0.99

2.3x
0.30
0.43
0.31
0.43

7.89
11.83
9.46
10.76
9.75

8.26
111.57

%

%
%
%

%
%
%
%

%
%
%
%
%

%
%

$2.78
2.72

22.54
23.06

40,864,225
41,779,881

4.22
1.17
12.82
55.39

2.58

0.05

0.07
0.78
1.03

2.7x
0.29
0.38
0.33
0.44

N/A
10.73
9.15
10.87
9.68

7.87
116.25

%

%
%
%

%
%
%
%

%
%
%
%

%
%

$3.09
3.00

20.04
20.53

39,046,340
40,165,847

441
1.35
16.93
52.35

2.57

0.07

0.10
0.75
1.10

1.3x
0.56
0.82
0.72
1.06

N/A
9.97
8.27
941
7.95

7.73
129.97

%

%
%
%

%
%

$2.03
1.98

15.82
16.36

37,334,743
38,333,077

4.68
1.12
13.39
56.15

2.90

0.47

0.58
0.92
1.26

1.3x
0.71
0.98
1.17
1.61

N/A
9.25
8.38
8.78
8.33

7.29
115.68

%

%
%
%

%
%
%
%

%
%
%
%

%
%

The consolidated operating data and consolidated balance sheet data presented above for the five most recent fiscal
(1)years have been derived from our audited consolidated financial statements. The historical results are not
necessarily indicative of the results to be expected in any future period.
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ITEM 7.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Forward-Looking Statements

Certain statements and financial analysis contained in this report that are not historical facts are forward-looking

statements made pursuant to the safe harbor provisions of federal securities laws. Forward-looking statements may

also be contained in our future filings with SEC, in press releases and in oral and written statements made by us or

with our approval that are not statements of historical fact. 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.

Words such as “believes,” “expects,” “estimates,” “anticipates,” “plans,” “goals,” “objectives,” “expects,” “intends,” “seeks,

“targeted,” “‘continue,” “remain,” “will,” “should,” “may” and other similar expressions are intended to identify forward-lookir

statements but are not the exclusive means of identifying such statements.

Forward-looking statements may include, among other things, statements about the credit quality of our loan portfolio,

economic conditions, including the continued impact on our customers from declines and volatility in oil and gas

prices, expectations regarding rates of default or loan losses, volatility in the mortgage industry, our business

strategies and our expectations about future financial performance, future growth and earnings, the appropriateness of

our allowance for loan losses and provision for loan losses, the impact of increased regulatory requirements on our

business, increased competition, interest rate risk, new lines of business, new product or service offerings and new

technologies.

Forward-looking statements are subject to various risks and uncertainties, which change over time, are based on

management’s expectations and assumptions at the time the statements are made and are not guarantees of future

results. Important factors that could cause actual results to differ materially from the forward-looking statements

include, but are not limited to, the following:

Deterioration of the credit quality of our loan portfolio or declines in the value of collateral related to external factors

such as commodity prices or interest rates, increased default rates and loan losses or adverse changes in the industry

concentrations of our loan portfolio.

Changes in the U.S. economy in general or the Texas economy specifically resulting in deterioration of credit quality

or reduced demand for credit or other financial services we offer, including declines and volatility in oil and gas

prices.

Changing economic conditions or other developments adversely affecting our commercial, entrepreneurial and

professional customers.

Changes in the value of commercial and residential real estate securing our loans or in the demand for credit to

support the purchase and ownership of such assets.

The failure to correctly assess and model the assumptions supporting our allowance for loan losses, causing it to

become inadequate in the event of decreases in loan quality and increases in charge-offs.

Adverse changes in economic or market conditions, or our operating performance, which could cause access to capital

market transactions and other sources of funding to become more difficult to obtain on terms and conditions that are

acceptable to us.

The inadequacy of our available funds to meet our deposit, debt and other obligations as they become due, or our

failure to maintain our capital ratios as a result of adverse changes in our operating performance or financial

condition.

The failure to effectively balance our funding sources with cash demands by depositors and borrowers.

The failure to effectively manage our interest rate risk resulting from unexpectedly large or sudden changes in interest

rates or rate or maturity imbalances in our assets and liabilities.

The failure to successfully expand into new markets, develop and launch new lines of business or new products and

services within the expected timeframes and budgets or to successfully manage the risks related to the development

and implementation of these new businesses, products or services.

The failure to attract and retain key personnel or the loss of key individuals or groups of employees.

The failure to manage our information systems risk or to prevent cyber attacks against us or our third party vendors.

EEINT3 9 ¢ LN LR INT3 99 ¢ EEINT3 9 ¢ 2 ¢
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Legislative and regulatory changes imposing further restrictions and costs on our business, a failure to remain well
capitalized or well managed or regulatory enforcement actions against us.

Adverse changes in economic or business conditions that impact the financial markets or our customers.

dncreased or more effective competition from banks and other financial service providers in our markets.
Uncertainty in the pricing of mortgage loans that we purchase, and later sell or securitize, as well as competition for
the MSRs related to these loans and related interest rate risk resulting from retaining MSRs.
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Material failures of our accounting estimates and risk management processes based on management judgment,

or the supporting analytical and forecasting models.
Failure of our risk management strategies and procedures, including failure or circumvention of our controls.
An increase in the incidence or severity of fraud, illegal payments, security breaches and other illegal acts impacting
our Bank and our customers.
Structural changes in the markets for origination, sale and servicing of residential mortgages.
Unavailability of funds obtained from capital transactions or from our Bank to fund our obligations.
Failures of counterparties or third party vendors to perform their obligations.
€nvironmental liability associated with properties related to our lending activities.
Severe weather, natural disasters, acts of war or terrorism and other external events.
Incurrence of material costs and liabilities associated with legal and regulatory proceedings and related matters with
respect to the financial services industry, including those directly involving us or our Bank.
Actual outcomes and results may differ materially from what is expressed in our forward-looking statements and from
our historical financial results due to the factors discussed elsewhere in this report or disclosed in our other SEC
filings. Forward-looking statements included herein speak only as of the date hereof and should not be relied upon as
representing our expectations or beliefs as of any date subsequent to the date of this report. Except as required by law,
we undertake no obligation to revise any forward-looking statements contained in this report, whether as a result of
new information, future events or otherwise. The factors discussed herein are not intended to be a complete summary
of all risks and uncertainties that may affect our businesses. Though we strive to monitor and mitigate risk, we cannot
anticipate all potential economic, operational and financial developments that may adversely impact our operations
and our financial results. Forward-looking statements should not be viewed as predictions and should not be the
primary basis upon which investors evaluate an investment in our securities.
Overview of Our Business Operations
We commenced our banking operations in December 1998. An important aspect of our growth strategy has been our
ability to service and manage effectively a large number of loans and deposit accounts in multiple markets in Texas,
as well as several lines of business serving a regional or national clientele of commercial borrowers. Accordingly, we
have created an operations infrastructure sufficient to support our lending and banking operations that we continue to
build out as needed to serve a larger customer base and specialized industries.
In the third quarter of 2015, we launched a correspondent lending program, MCA, to complement our warehouse
lending program. Through our MCA program we commit to purchase residential mortgage loans from independent
correspondent lenders and deliver those loans into the secondary market via whole loan sales to independent third
parties or in securitization transactions to GSEs such as Fannie Mae, Freddie Mac and Ginnie Mae. We retain the
MSRs in some cases with the expectation that they will be sold from time to time. Once purchased, these loans are
classified as held for sale and are carried at fair value pursuant to our election of the fair value option. At the
commitment date, we enter into a corresponding forward sale commitment with a third party, typically a GSE, to
deliver the loans to the GSE within a specified timeframe. The estimated gain/loss for the entire transaction (from
initial purchase commitment to final delivery of loans) is recorded as an asset or liability. Fair value is derived from
observable current market prices, when available, and includes the fair value of the MSRs. At December 31, 2015, we
had $86.1 million in loans held for sale related to MCA.
The following discussion and analysis presents the significant factors affecting our financial condition as of
December 31, 2015 and 2014 and results of operations for each of the three years related to the periods ended
December 31, 2015, 2014 and 2013. This discussion should be read in conjunction with our consolidated financial
statements and notes to the financial statements appearing later in this report.
Year ended December 31, 2015 compared to year ended December 31, 2014
We reported net income of $144.9 million and net income available to common stockholders of $135.1 million, or
$2.91 per diluted common share, for the year ended December 31, 2015, compared to net income of $136.4 million
and net income available to common stockholders of $126.6 million, or $2.88 per diluted common share, for the same
period in 2014. Return on average equity ("ROE") was 9.65% and return on average assets ("ROA") was 0.79% for
the year ended December 31, 2015, compared to 11.31% and 1.05%, respectively, for the same period in 2014. The
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decrease in ROE and essentially flat earnings per share for 2015 compared to 2014 reflect the dilutive effect of the
fourth quarter 2014 offering of 2.5 million common shares for net proceeds of $149.6 million. The ROA decrease
resulted from a combination of reduced yields on loans and a $2.3 billion increase in average liquidity assets for the
year ended December 31, 2015 compared to the same period of 2014.
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Net income increased $8.5 million for the year ended December 31, 2015 compared to 2014. The $8.5 million
increase was primarily the result of a $79.6 million increase in net interest income and a $5.2 million increase in
non-interest income, offset by a $31.3 million increase in the provision for credit losses, a $41.4 million increase in
non-interest expense and a $3.6 million decrease in income tax expense.

Year ended December 31, 2014 compared to year ended December 31, 2013

We reported net income of $136.4 million and net income available to common stockholders of $126.6 million, or
$2.88 per diluted common share, for the year ended December 31, 2014, compared to net income of $121.1 million
and net income available to common stockholders of $113.7 million, or $2.72 per diluted common share, for the same
period in 2013. Return on average equity ("ROE") was 11.31% and return on average assets ("ROA") was 1.05% for
the year ended December 31, 2014, compared to 12.82% and 1.17%, respectively, for the same period in 2013. During
2014, we completed a $175.0 million subordinated debt offering and two equity offerings totaling 4.4 million common
shares, which increased common equity by $256.2 million. These transactions had the effect of reducing ROE during
2014. The ROA decrease resulted from the subordinated debt offering and from a combination of reduced yields on
loans and an increase in average liquidity assets for the year ended December 31, 2014 compared to the same period
of 2013.

Net income increased $15.3 million for the year ended December 31, 2014 compared to 2013. The $15.3 million
increase was primarily the result of a $57.5 million increase in net interest income, offset by a $3.0 million increase in
the provision for credit losses, a $1.5 million decrease in non-interest income, a $28.4 million increase in non-interest
expense and a $9.3 million increase in income tax expense.

Net Interest Income

Net interest income was $556.5 million for the year ended December 31, 2015 compared to $477.0 million for the
same period of 2014. The increase in net interest income was primarily due to an increase of $5.1 billion in average
earning assets as compared to the same period of 2014. The increase in average earning assets included a $2.9 billion
increase in average net loans and a $2.3 billion increase in liquidity assets. For the year ended December 31, 2015,
average net loans, liquidity assets and securities represented 84%, 15% and less than 1%, respectively, of average
earning assets compared to 96%, 4% and 1%, respectively, in 2014.

Average interest-bearing liabilities for the year ended December 31, 2015 increased $2.6 billion from the year ended
December 31, 2014, which included a $1.6 billion increase in interest-bearing deposits and a $1.0 billion increase in
other borrowings. For the same periods, the average balance of demand deposits increased to $6.4 billion from $4.2
billion. The average cost of total deposits and borrowed funds remained flat at 0.17% for the year ended December 31,
2015, compared to the same period in the prior year. The average cost of interest-bearing liabilities decreased from
0.50% for the year ended December 31, 2014 to 0.46% for the same period of 2015.

Net interest income was $477.0 million for the year ended December 31, 2014 compared to $419.5 million for the
same period of 2013. The increase in net interest income was primarily due to an increase of $2.7 billion in average
earning assets as compared to the same period of 2013. The increase in average earning assets included a $2.4 billion
increase in average net loans and a $300.6 million increase in liquidity assets. For the year ended December 31, 2014,
average net loans, liquidity assets and securities represented 96%, 4% and less than 1%, respectively, of average
earning assets compared to 98%, 1% and 1%, respectively, in 2013.

Average interest-bearing liabilities for the year ended December 31, 2014 increased $1.2 billion from the year ended
December 31, 2013, which included a $1.3 billion increase in interest-bearing deposits and a $160.6 million increase
in long-term debt as a result of the Bank's issuance of subordinated notes in January 2014, offset by a $273.4 million
decrease in other borrowings. For the same periods, the average balance of demand deposits increased to $4.2 billion
from $3.0 billion. The average cost of total deposits and borrowed funds remained flat at 0.17% for the year ended
December 31, 2014, compared to the same period in the prior year. The total cost of interest-bearing liabilities
included $8.7 million attributable to the $175.0 million in long-term subordinated debt issued in January 2014.
Including the increase in long-term subordinated debt during 2014, the average cost of interest-bearing liabilities
increased from 0.40% for the year ended December 31, 2013 to 0.50% for the same period of 2014.

Volume/Rate Analysis
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The following table presents the changes (in thousands) in taxable-equivalent net interest income and identifies the
changes due to differences in the average volume of earning assets and interest-bearing liabilities and the changes due
to differences in the average interest rate on those assets and liabilities.
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Years Ended December 31,

2015/2014 2014/2013

Net Change Due To(1) Net Change Due To(1)

Change Volume Yield/Rate(2) Change Volume Yield/Rate(2)
Interest income:
Securities $(672 ) $(622 ) $(50 ) $(1,430 ) $(1,330 ) $(100 )
Loans held for sale 243 243 — — — —
Loans held for
investment, mortgage 25,616 33,288 (7,672 ) 6,197 22,763 (16,566 )
finance loans
Loans held for investment 57,264 83,268 (26,004 ) 64,095 84,854 (20,759 )
Federal funds sold 475 459 16 142 35 107
Deposits in other banks 5,387 5,217 170 675 700 (25 )
Total 88,313 121,853 (33,540 ) 69,679 107,022 (37,343 )
Interest expense:
Transaction deposits 1,677 702 975 274 38 236
Savings deposits 4,399 2,852 1,547 3,808 3,312 496
Time deposits 1,005 363 642 — 82 (82 )
Deposits in foreign
branches (648 ) (616 ) (32 ) 33 55 (22 )
Other borrowings 1,789 1,966 (177 ) (473 ) (510 ) 37
Long-term debt 624 858 (234 ) 8,828 10,602 (1,774 )
Total 8,846 6,125 2,721 12,470 13,579 (1,109 )
Net interest income $79,467 $115,728 $(36,261 ) $57,209 $93,443 $(36,234 )

(1)Changes attributable to both volume and yield/rate are allocated to both volume and yield/rate on an equal basis.
(2) Taxable equivalent rates used where applicable assuming a 35% tax rate.

Net interest margin, which is defined as the ratio of net interest income to average earning assets, decreased from
3.78% for 2014 to 3.14% for 2015. This 64 basis point decrease was due to the growth in loans with lower yields and
the $2.3 billion increase in average balances of liquidity assets, which include Federal funds sold and deposits held
principally at the Federal Reserve Bank of Dallas. Funding costs, including demand deposits and borrowed funds,
remained at .17% for 2015 compared to .17% for 2014. The spread on total earning assets, net of the cost of deposits
and borrowed funds, was 3.23% for 2015 compared to 3.91% for 2014. The decrease resulted from the reduction in
yields on total loans, as well as the increased proportion of liquidity assets to total earning assets. Total funding costs,
including all deposits, long-term debt and stockholders' equity decreased to .25% for 2015 compared to .29% for
2014. Average long-term debt increased by $14.4 million from 2014 and the average interest rate on long-term debt
for 2015 was 4.84% compared to 4.85% for 2014.

Net interest margin decreased from 4.22% for 2013 to 3.78% for 2014. This 44 basis point decrease was due to the
growth in loans with lower yields, the impact of the January 2014 subordinated note offering and the $300.6 million
increase in average balances of liquidity assets, which includes Federal funds sold and deposits in other banks.
Funding costs, including demand deposits and borrowed funds, remained at .17% for 2014 compared to .17% for
2013. The spread on total earning assets, net of the cost of deposits and borrowed funds, was 3.91% for 2014
compared to 4.30% for 2013. The decrease resulted from the reduction in yields on total loans, primarily due to the
increased proportion of mortgage finance loans to total loans. Total funding costs, including all deposits, long-term
debt and stockholders' equity increased to .29% for 2014 compared to .24% for 2013. Average long-term debt
increased by $160.6 million from 2013 and the average interest rate on long-term debt for 2014 was 4.85% compared
to 4.40% for 2013.
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Consolidated Daily Average Balances, Average Yields and Rates
Year ended December 31,
2015 2014 2013
Average Revenue / Yield / Average Revenue / Yield / Average Revenue / Yield /
Balance Expense(1Rate(2) Balance Expense(1Rate(2) Balance Expense(1Rate(2)

Assets

Securities—taxable $33.616  $1,197 3.56% $43,029  $1.590 370% $59.031  $2.325 3.94%
Securities—non-taxable544 87 5.63% 6.171 366 5.93% 18,147 1061 5.85%
Federal funds sold 269,610 682 0.25% 83.816 207 0.25% 54,547 65 0.12%
E;ﬁf:“s inother 436742 6293 026% 360.857 906 0.25% 89,503 231 0.26 %
Loans held for sale 6,359 243 3.82% — — — % — — — %
Loans held for

investment, mortgage 3,992,548 119,677 3.00% 2,948,938 94,061 3.19% 2,342,149 87,864 3.75%
finance

Loans held for 11,113,520 474,809 4.27% 9265435 417,545 4.51% 7471,676 353450 4.73%
investment

Less reserve for loan 114.965 o . 91.363 . o 78.282 o o
losses

Loans, net 14,991,103 594,486 3.97% 12,123,010 511,606 4.22% 9,735,543 441,314 4.53%
Total earning assets 17,740,974 602,988 3.40% 12,616,883 514,675 4.08% 9,956,771 444,996 4.47 %
Cash and other assets 486,129 399,728 391,633

Total assets $18,227,103 $13,016,611 $10,348,404

Liabilities and

stockholders’ equity

Transaction deposits $1,680,220 $2,615 0.16 % $960,812  $938 0.10% $908,415  $664 0.07 %
Savings deposits 5,920,046 18,738  0.32% 4,938,039 14,339 0.29% 3,756,560 10,531 0.28%

Time deposits 510378 2,634  0.52% 417317 1629  0.39% 397,329 1629  0.41%
Deposits in foreign o) co7 59 0.33 % 361,203 1239 0.34% 345,506 1206  0.35%
branches

gs;zls;?stere“'bearmg 8292301 24578 030% 6677371 18145 027% 5407.810 14030 0.26%

Other borrowings 1,382,013 2,535 0.18% 379,877 746 0.20% 653,318 1,219 0.19 %
Subordinated notes 286,000 16,764  5.86 % 271,617 16,202 5.97% 111,000 7,327 6.60 %
Trust preferred

subordinated 113,406 2,551 2.25% 113,406 2,489 2.19% 113,406 2,536 2.24 %
debentures

E;’;?llii?et:re“'bea“ng10,073,720 46428 0.46% 7442271 37582 0.50% 6285534 25112 040%

Demand deposits 6,447,147 4,188,173 2,967,063
Other liabilities 155,960 116,566 94,592
Stockholders’ equity 1,550,276 1,269,601 1,001,215

Total liabilities and

stockholders’ equity > 1022103 $13,016,611 $10,348.404

Net interest income $556,560 $477,093 $419,884

Net interest margin 3.14 % 3.78 % 4.22 %
Net interest spread 2.94 % 3.58 % 4.07 %
Loan spread(3) 3.80 % 4.05 % 4.36 %
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The loan averages include non-accrual loans which are stated net of unearned income. Loan interest income
(1)includes loan fees totaling $55.8 million, $50.0 million and $37.8 million for the years ended December 31, 2015,
2014 and 2013, respectively.
(2) Taxable equivalent rates used where applicable assuming a 35% tax rate.
(3)Yield on loans, net of reserves, less funding cost including all deposits and borrowed funds.
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Non-interest Income
Year ended December 31,

2015 2014 2013

(in thousands)
Service charges on deposit accounts $8,323 $7,253 $6,783
Trust fee income 5,022 4,937 5,023
Bank owned life insurance (BOLI) income 2,011 2,067 1,917
Brokered loan fees 18,661 13,981 16,980
Swap fees 4,275 2,992 5,520
Other 9,446 11,281 7,801
Total non-interest income $47,738 $42.511 $44,024

Non-interest income increased by $5.2 million during the year ended December 31, 2015 to $47.7 million, compared
to $42.5 million for the same period in 2014. This increase was primarily due to a $4.7 million increase in brokered
loan fees as a result of an increase in mortgage finance volumes. Swap fee income increased $1.3 million during 2015
compared to the same period of 2014. Swap fees are fees related to customer swap transactions, are received from the
institution that is our counterparty on the transaction and fluctuate from time to time based on the number and volume
of transactions closed during the year. Service charges increased $1.0 million during 2015 compared to the same
period of 2014 as a result of an increase in deposit balances year-over-year. Offsetting these increases was a $1.8
million decrease in other non-interest income. Other non-interest income includes such items as letter of credit fees,
gain on sale of loans held for sale, servicing fees related to the MCA program and other general operating income,
none of which account for 1% or more of total interest income and non-interest income.
Non-interest income decreased by $1.5 million during the year ended December 31, 2014 to $42.5 million, compared
to $44.0 million during the same period in 2013. This decrease was primarily due to a $3.0 million decrease in
brokered loan fees as a result of lower per loan fees in our mortgage finance business. Swap fee income decreased
$2.5 million during 2014 compared to the same period of 2013. These fees fluctuate from time to time based on the
number and volume of transactions closed during the quarter. Swap fees are fees related to customer swap transactions
and are received from the institution that is our counterparty on the transaction. Offsetting these decreases was a $3.5
million increase in other non-interest income. Other non-interest income includes such items as letter of credit fees
and other general operating income, none of which account for 1% or more of total interest income and non-interest
income.
While management expects continued growth in certain components of non-interest income, the future rate of growth
could be affected by increased competition from nationwide and regional financial institutions and general economic
conditions. In order to achieve continued growth in non-interest income, we may need to introduce new products,
enter into new lines of business or expand existing lines of business. Any new product introduction or new market
entry could place additional demands on capital and managerial resources and introduce new risks to our business.
Non-interest Expense

Year ended December 31,

2015 2014 2013

(in thousands)
Salaries and employee benefits $192,610 $169,051 $157,752
Net occupancy expense 23,182 20,866 16,821
Marketing 16,491 15,989 16,203
Legal and professional 22,150 21,182 18,104
Communications and technology 21,425 18,667 13,762
FDIC insurance assessment 17,231 10,919 8,057
Litigation settlement expense — — (908 )
Other(1) 33,434 28,440 26,938
Total non-interest expense $326,523 $285,114 $256,729

(1)
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Other expense includes such items as courier expenses, regulatory assessments other than FDIC insurance, due
from bank charges, allowance and other carrying costs for OREO and other general operating expenses, none of
which account for 1% or more of total interest income and non-interest income.
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Non-interest expense for the year ended December 31, 2015 increased $41.4 million compared to the same period of
2014 primarily related to increases in salaries and employee benefits, net occupancy expense, legal and professional
expense, communications and data processing, FDIC insurance assessment and other non-interest expense.

Salaries and employee benefits expense increased $23.6 million to $192.6 million during the year ended December 31,
2015. This increase resulted primarily from general business growth and continued build-out.

Net occupancy expense for the year ended December 31, 2015 increased $2.3 million as a result of general business
growth and continued build-out needed to support our growth.

Legal and professional expense increased $968,000, or 5%, for the year ended December 31, 2015 compared to the
same period in 2014. Our legal and professional expense will continue to fluctuate from year to year and could
increase in the future due to additional growth and as we respond to continued regulatory changes and strategic
initiatives.

Communications and technology expense increased $2.8 million to $21.4 million during the year ended December 31,
2015 as a result of general business and customer growth and continued build-out needed to support that growth,
including investment in IT security.

FDIC insurance assessment expense increased $6.3 million from $10.9 million in 2014 to $17.2 million primarily as a
result of the increase in total assets from December 31, 2014 to December 31, 2015.

Non-interest expense for the year ended December 31, 2014 increased $28.4 million compared to the same period of
2013 primarily related to increases in salaries and employee benefits, net occupancy expense, legal and professional
expense, communications and data processing and FDIC insurance assessment, offset by a decrease in allowance and
other carrying costs for OREO.

Salaries and employee benefits expense increased $11.3 million to $169.1 million during the year ended December 31,
2014. This increase resulted primarily from general business growth.

Net occupancy expense for the year ended December 31, 2014 increased $4.0 million as a result of general business
growth and continued build-out needed to support our growth.

Legal and professional expense increased $3.1 million, or 17%, for the year ended December 31, 2014 compared to
the same period in 2013. Our legal and professional expense will continue to fluctuate from year to year and could
increase in the future with growth and as we respond to continued regulatory changes and strategic initiatives.
Communications and technology expense increased $4.9 million to $18.7 million during the year ended December 31,
2014 as a result of general business and customer growth and continued build-out needed to support that growth.
FDIC insurance assessment expense increased $2.8 million from $8.1 million in 2013 to $10.9 million primarily as a
result of the difference in rates applied to banks with over $10 billion in assets.

For the year ended December 31, 2014, allowance and other carrying costs for OREO decreased $1.7 million to
$85,000, which is consistent with the decrease in our OREO balances during 2014.

Analysis of Financial Condition

Loans Held for Investment

Our total loans held for investment have grown at an annual rate of 17%, 26% and 13% in 2015, 2014 and 2013,
respectively, reflecting the continued build-up of our lending operations. Our business plan focuses primarily on
lending to middle market businesses and successful professionals and entrepreneurs, and as such, commercial, real
estate and construction loans have comprised a majority of our loan portfolio, representing 70% of total loans held for
investment at December 31, 2015. Consumer loans generally have represented 1% or less of the portfolio from
December 31, 2011 to December 31, 2015. Mortgage finance loans relate to our mortgage warehouse lending
operations in which we invest in mortgage loan ownership interests that are typically sold within 10 to 20 days.
Mortgage finance loan volumes fluctuate based on the level of market demand for the product and the number of days
between purchase and sale of the loans, as well as overall market interest rates and tend to peak at the end of each
month.

We originate a substantial majority of all loans held for investment (excluding mortgage finance loans). We also
participate in syndicated loan relationships, both as a participant and as an agent. As of December 31, 2015, we had
$1.8 billion in syndicated loans, $410.3 million of which we administer as agent. All syndicated loans, whether we act
as agent or participant, are underwritten to the same standards as all other loans we originate. As of December 31,
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2015, $66.5 million of our syndicated loans were on non-accrual.
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The following table summarizes our loans held for investment on a gross basis by major category as of the dates
indicated (in thousands):
December 31,

2015 2014 2013 2012 2011
Commercial $6,672,631 $5,869,219 $5,020,565 $4,106,419 $3,275,150
Mortgage finance 4,966,276 4,102,125 2,784,265 3,175,272 2,080,081
Construction 1,851,717 1,416,405 1,262,905 737,637 422,026
Real estate 3,139,197 2,807,127 2,146,522 1,892,753 1,819,644
Consumer 25,323 19,699 15,350 19,493 24,822
Equipment leases 113,996 99,495 93,160 69,470 61,792

Total loans held for investment $16,769,140  $14,314,070 $11,322,767  $10,001,044  $7,683,515
For additional information on the types of loans we originate, see Note 3 - Loans Held for Investment and Allowance
for Loan Losses in the accompanying notes to the consolidated financial statements included elsewhere in this report.
Portfolio Geographic and Industry Concentrations

As of December 31, 2015, a majority of our loans held for investment, excluding our mortgage finance loans and
other national lines of business, were to businesses with headquarters and operations in Texas. This geographic
concentration subjects the loan portfolio to the general economic conditions within this area. We also make loans to
these customers that are secured by assets located outside of Texas. The risks created by this concentration have been
considered by management in the determination of the adequacy of the allowance for loan losses. Management
believes the allowance for loan losses is appropriate to cover estimated losses inherent in the loan portfolio at each
balance sheet date.

The table below summarizes the industry concentrations of our funded loans held for investment on a gross basis at
December 31, 2015.

Percent of
. Total Loans

(in thousands except percentage data) Amount Held for

Investment
Services $6,053,929 36.1 %
Mortgage finance loans 4,966,276 29.6 %
Contracting—construction and real estate development 1,698,011 10.1 %
Investors and investment management companies 1,363,084 8.1 %
Petrochemical and mining 1,186,723 7.1 %
Manufacturing 554,702 3.3 %
Wholesale 318,382 1.9 %
Personal/household 216,144 1.3 %
Retail 214,603 1.3 %
Contracting—trades 138,924 0.8 %
Government 44,166 0.3 %
Agriculture 14,196 0.1 %
Total loans held for investment $16,769,140 100.0 %
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Excluding our mortgage finance business, our largest concentration in any single industry is in services. Loans
extended to borrowers within the services industries include loans to finance working capital and equipment, as well
as loans to finance investment and owner-occupied real estate. Significant trade categories represented within the
services industries include, but are not limited to, real estate services, financial services, leasing companies,
transportation, communication, and hospitality services. Borrowers represented within the real estate services category
are largely owners and managers of both residential and non-residential commercial real estate properties.

Loans extended to borrowers within the contracting industry are comprised largely of loans to land developers and to
both heavy construction and general commercial contractors. Many of these loans are secured by real estate properties,
the development of which is or may be financed by our Bank. Loans extended to borrowers within the petrochemical
and mining industries are predominantly loans to finance the exploration and production of petroleum and natural gas.
These loans are generally secured by proven petroleum and natural gas reserves and any such reserves which are
developed as a result of the exploration.

This category also includes secured loans to companies in the energy services business, generally those engaged in
supporting production, not exploration, drilling or development of reserves. We also have a small number of loans
where our collateral consists of partnership interests and the partnerships are primarily in the petrochemical and
mining industry. Personal/household loans include loans to certain successful professionals and entrepreneurs for
commercial purposes, in addition to consumer loans.

We make loans that are appropriately collateralized under our credit standards. Approximately 97% of our funded
loans held for investment are secured by collateral. Over 84% of the real estate collateral is located in Texas. The table
below sets forth information regarding the distribution of our funded loans held for investment on a gross basis among
various types of collateral at December 31, 2015 (in thousands except percentage data):

Amount Percent of
Total Loans

Collateral type:

Business assets $4,820,254 28.7 %
Real property 4,990,914 29.8 %
Mortgage finance loans 4,966,276 29.6 %
Energy 799,758 4.8 %
Unsecured 446,715 2.7 %
Other assets 496,273 3.0 %
Highly liquid assets 174,315 1.0 %
Rolling stock 50,538 0.3 %
U. S. Government guaranty 24,097 0.1 %
Total loans held for investment $16,769,140 100.0 %
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As noted in the table above, approximately 30% of our loans held for investment as of December 31, 2015 are secured
by real estate. The table below summarizes our real estate loan portfolio as segregated by the type of property securing
the credit. Property type concentrations are stated as a percentage of year-end total real estate loans as of

December 31, 2015 (in thousands except percentage data):

Percent of
Amount Total

Real Estate

Loans
Property type:
Market risk
Commercial buildings $813,798 16.3 %
1-4 Family dwellings (other than condominium) 733,775 14.7 %
Industrial buildings 608,292 12.2 %
Apartment buildings 569,835 114 %
Residential lots 406,669 8.1 %
Shopping center/mall buildings 349,629 7.0 %
Hotel/motel buildings 235,177 4.7 %
Medical buildings 206,286 4.1 %
Unimproved land 91,085 1.8 %
Other 122,005 2.5 %
Other than market risk
Commercial buildings 252,094 5.1 %
Industrial buildings 126,350 2.5 %
1-4 Family dwellings (other than condominium) 123,220 2.5 %
Other 352,699 7.1 %
Total real estate loans $4,990,914 100.0 %

The table below summarizes our market risk real estate portfolio at December 31, 2015 as segregated by the
geographic region in which the property is located (in thousands except percentage data):

Percent of
Amount

Total
Geographic region:
Dallas/Fort Worth $1,361,596 32.8 %
Houston 1,029,999 24.9 %
San Antonio 428,773 10.4 %
Austin 374,477 9.1 %
Other Texas cities 325,720 7.9 %
Other states 615,986 14.9 %
Total market risk real estate loans $4,136,551 100.0 %

We extend market risk real estate loans, including both construction/development financing and limited term
financing, to builders, professional real estate developers and owners/managers of commercial real estate projects and
properties who have a demonstrated record of past success with similar properties. Collateral properties include office
buildings, warehouse/distribution buildings, shopping centers, apartment buildings and residential and commercial
tract development located primarily within our five major metropolitan markets in Texas. These loans are generally
repaid through the borrowers’ sale or lease of the properties, and loan amounts are determined in part from an analysis
of pro forma cash flows. Loans are also underwritten to comply with product-type specific advance rates against both
cost and market value. We engage a variety of professional firms to supply appraisals, market studies and feasibility
reports, environmental assessments and project site inspections to complement our internal resources to underwrite
and monitor these credit exposures.
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The determination of collateral value is critically important when financing real estate. As a result, obtaining current
and objectively prepared appraisals is a major part of our underwriting and monitoring processes. Generally, our
policy requires a
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new appraisal every three years. However, in periods of economic uncertainty where real estate values can fluctuate
rapidly as in recent years, more current appraisals are obtained when warranted by conditions such as a borrower’s
deteriorating financial condition, their possible inability to perform on the loan or other indicators of increasing risk of
reliance on collateral value as the sole repayment of the loan. Annual appraisals are generally obtained for loans
graded substandard or worse where real estate is a material portion of the collateral value and/or the income from the
real estate or sale of the real estate is the primary source of debt service.

Appraisals are, in substantially all cases, reviewed by a third party to determine the reasonableness of the appraised
value. The third party reviewer will challenge whether or not the data used is appropriate and relevant, form an
opinion as to the appropriateness of the appraisal methods and techniques used, and determine if overall the analysis
and conclusions of the appraiser can be relied upon. Additionally, the third party reviewer provides a detailed report of
that analysis. Further review may be conducted by our credit officers, as well as by the Bank’s managed asset
committee as conditions warrant. These additional steps of review are undertaken to confirm that the underlying
appraisal and the third party analysis can be relied upon. If we have differences, we address those with the reviewer
and determine an appropriate resolution. Both the appraisal process and the appraisal review process can be less
reliable in establishing accurate collateral values during and following periods of economic weakness due to the lack
of comparable sales and the limited availability of financing to support an active market of potential purchasers.

Large Credit Relationships

The primary market areas we serve include the five major metropolitan markets of Texas, including Austin, Dallas,
Fort Worth, Houston and San Antonio. We originate and maintain large credit relationships with numerous customers
in the ordinary course of business. The legal limit of our Bank is approximately $309 million. We employ much lower
house limits which vary by assigned risk grade, product and collateral type. Such house limits, which generally range
from $20 million to $50 million, may be exceeded with appropriate authorization for exceptionally strong borrowers
and otherwise where business opportunity and perceived credit risk warrant a somewhat larger investment. We
consider large credit relationships to be those with commitments equal to or in excess of $10.0 million. The following
table provides additional information on our large held for investment credit relationships, excluding mortgage
finance, outstanding at year-end (in thousands, except relationship data):

December 31, 2015 December 31, 2014
Period End Balances Period End Balances
Number of Committed Outstandin Number of Committed Outstandin
Relationships £ Relationships £
23353-,?] Hlionand o3 $6,504,087  $3915,113 206 $5,589,823  $2,966,627
$10.0million to 4,367,431 2,925,850 271 3,768,588 2,515,899
$19.9 million

Growth in period-end outstanding balances related to large credit relationships primarily resulted from an increase in
number of commitments. The following table summarizes the average per relationship committed and outstanding
loan balances related to our large held for investment credit relationships, excluding mortgage finance, at year-end (in
thousands, except relationship data):

2015 Average Balance 2014 Average Balance

Committed Outstanding Committed Outstanding
$20.0 million and greater $27,915 $16,803 $27,135 $14,401
$10.0 million to $19.9 million 14,134 9,469 13,906 9,284
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Loan Maturities and Interest Rate Sensitivity as of December 31, 2015

Remaining Maturities of Selected Loans

(in thousands) Total Within 1 Year 1-5 Years After 5 Years
Loan maturity:

Commercial $6,672,631 $2,740,172 $3,703,703 $228,756
Mortgage finance 4,966,276 4,966,276 — —
Construction 1,851,717 514,499 1,267,461 69,757
Real estate 3,139,197 639,159 1,815,323 684,715
Consumer 25,323 23,684 1,358 281
Equipment leases 113,996 5,796 105,780 2,420
Total loans held for investment $16,769,140  $8,889,586 $6,893,625 $985,929
Interest rate sensitivity for selected loans with:

Predetermined interest rates $1,854,936 $1,091,180 $530,303 $233,453
Floating or adjustable interest rates 14,914,204 7,798,406 6,363,322 752,476
Total loans held for investment $16,769,140  $8,889,586 $6,893,625 $985,929

Interest Reserve Loans

As of December 31, 2015, we had $687.3 million in loans held for investment that included interest reserve
arrangements, representing approximately 37% of our construction loans. Interest reserve provisions are common in
construction loans. The use of interest reserves is carefully controlled by our underwriting standards, which consider
the feasibility of the project, the creditworthiness of the borrower and guarantors and the loan-to-value coverage of the
collateral. The interest reserve allows the borrower to draw loan funds to pay interest charges on the outstanding
balance of the loan when financial conditions precedent are met. When drawn, the interest is capitalized and added to
the loan balance, subject to conditions specified during the initial underwriting and at the time the credit is approved.
We have ongoing controls for monitoring compliance with loan covenants, advancing funds and determining default
conditions.

When we finance land on which improvements will be constructed, construction funds are generally not advanced
until the borrower has received lease or purchase commitments which will meet cash flow coverage requirements
and/or our analysis of market conditions and project feasibility indicates to our satisfaction that such lease or purchase
commitments are forthcoming or other sources of repayment have been identified to repay the loan. It is our general
policy to require a substantial equity investment by the borrower to complement the Bank's credit commitment. Any
such required borrower investment is first contributed and invested in the project before any draws are allowed under
the Bank's credit commitment. We require current financial statements of the borrowing entity and guarantors, as well
as conduct periodic inspections of the project and analysis of whether the project is on schedule or delayed. Updated
appraisals are ordered when necessary to validate the collateral values to support all advances, including reserve
interest. Advances of interest reserves are discontinued if collateral values do not support the advances or if the
borrower does not comply with other terms and conditions in the loan agreements. In addition, most of our
construction lending is performed in Texas and our lenders are very familiar with trends in local real estate. If at any
time we believe that our collateral position is jeopardized, we retain the right to stop the use of interest reserves. As of
December 31, 2015, none of our loans with interest reserves were on non-accrual.
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Non-performing Assets

Non-performing assets include non-accrual loans and leases and repossessed assets. The table below summarizes our
non-performing assets by type and by type of property securing the credit (in thousands):

As of December 31,
2015 2014 2013

Non-accrual loans(1)(4)
Commercial

Oil and gas properties $104,179 $694 $1,614

Assets of the borrowers 30,360 31,179 9,819

Inventory 2,099

Other 2,020 1,249 1,463
Total commercial 138,658 33,122 12,896
Construction

Commercial building 16,667 — —

Unimproved land — — 705
Total construction 16,667 — 705
Real estate

Commercial property 2,867 4,781 9,606

Unimproved land and/or developed residential lots 3,576 3,735 4,819

Single family residences — — 888

Farm land 12,486 — —

Other 383 1,431 3,357
Total real estate 19,312 9,947 18,670
Consumer — 62 54
Equipment leases 5,151 173 50

Total non-accrual loans 179,788 43,304 32,375
Repossessed assets:
OREO(3) 278 568 5,110
Other repossessed assets 230 — —
Total other repossessed assets 508 568 5,110

Total non-performing assets $180,296 $43,872 $37,485
Restructured loans(4) $249 $1,806 $1,935
Loans past due 90 days and accruing(2) $7,013 $5,274 $9,325

If these loans had been current throughout their terms, interest and fees on loans would have increased by
(1)approximately $7.0 million, $2.1 million and $2.5 million for the years ended December 31, 2015, 2014 and 2013,
respectively.

@) At December 31, 2015, 2014 and 2013, loans past due 90 days and still accruing includes premium finance loans of
$6.6 million, $3.7 million and $3.8 million, respectively.

(3) At December 31, 2015, 2014 and 2013, there is no valuation allowance recorded against the OREO balance.

) As of December 31, 2015, 2014 and 2013, non-accrual loans included $24.9 million, $12.1 million and

$17.8 million, respectively, in loans that met the criteria for restructured.

Total non-performing assets at December 31, 2015 increased $136.4 million from December 31, 2014, compared to a
$6.4 million increase from December 31, 2013 to December 31, 2014. We experienced a significant increase in levels
of non-performing assets in 2015 compared to 2014, primarily related to deterioration in our energy portfolio. Energy
non-performing assets totaled $120.4 million at December 31, 2015. Our provision for credit losses increased as a
result of the deterioration of our energy portfolio and the significant growth in loans held for investment, excluding
mortgage finance loans, and an increase in total criticized loans, as well as a change in applied risk weights. Risk
weights are based on historical loss experience as adjusted for current environmental factors as well as changes in the
composition of our pass-rated loan portfolio. This growth resulted in an increase in the reserve for loan losses as a
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Specific reserves on impaired loans held for investment were $23.5 million at December 31, 2015, compared to $8.4
million at December 31, 2014 and $3.2 million at December 31, 2013. We recognized $1.6 million in interest income
on non-accrual loans during 2015 compared to $1.7 million in 2014 and $2.4 million in 2013. Additional interest
income that would have been recorded if the loans had been current during the years ended December 31, 2015, 2014
and 2013 totaled $7.0 million, $2.1 million and $2.5 million, respectively. Average impaired loans outstanding during
the years ended December 31, 2015, 2014 and 2013 totaled $102.3 million, $46.4 million and $50.8 million,
respectively.
Generally, we place loans held for investment on non-accrual when there is a clear indication that the borrower’s cash
flow may not be sufficient to meet payments as they become due, which is generally when a loan is 90 days past due.
When a loan is placed on non-accrual status, all previously accrued and unpaid interest is reversed. Interest income is
subsequently recognized on a cash basis as long as the remaining unpaid principal amount of the loan is deemed to be
fully collectible. If collectability is questionable, then cash payments are applied to principal. As of December 31,
2015, $884,000 of our non-accrual loans were earning on a cash basis. A loan is placed back on accrual status when
both principal and interest are current and it is probable that we will be able to collect all amounts due (both principal
and interest) according to the terms of the loan agreement.
A loan is considered impaired when, based on current information and events, it is probable that we will be unable to
collect all amounts due (both principal and interest) according to the terms of the original loan agreement. Specific
reserves on impaired loans are measured based on the present value of the expected future cash flows discounted at
the loan’s effective interest rate or the fair value of the underlying collateral less cost to sell.
At December 31, 2015, we had $7.0 million in loans past due 90 days and still accruing interest. Of this total, $6.6
million were premium finance loans. These loans are primarily secured by obligations of insurance carriers to refund
premiums on cancelled insurance policies. The refund of premiums from the insurance carriers can take 180 days or
longer from the cancellation date.
Restructured loans are loans on which, due to the borrower’s financial difficulties, we have granted a concession that
we would not otherwise consider. This may include a transfer of real estate or other assets from the borrower, a
modification of loan terms, or a combination of the two. Modifications of terms that could potentially qualify as a
restructuring include reduction of contractual interest rate, extension of the maturity date at a contractual interest rate
lower than the current rate for new debt with similar risk, a reduction of the face amount of debt, or forgiveness of
either principal or accrued interest. As of December 31, 2015 we had $249,000 in loans considered restructured that
are not on non-accrual. These loans do not have unfunded commitments at December 31, 2015. Of the non-accrual
loans at December 31, 2015, $24.9 million met the criteria for restructured. A loan continues to qualify as restructured
until a consistent payment history or change in the borrower's financial condition has been evidenced, generally for no
less than twelve months. Assuming that the restructuring agreement specifies an interest rate at the time of the
restructuring that is greater than or equal to the rate that we are willing to accept for a new extension of credit with
comparable risk, then the loan no longer has to be considered a restructuring if it is in compliance with the modified
terms in calendar years after the year of the restructuring.
Potential problem loans consist of loans that are performing in accordance with contractual terms, but for which we
have concerns about the borrower’s ability to comply with repayment terms because of the borrower’s potential
financial difficulties. We monitor these loans closely and review their performance on a regular basis. At
December 31, 2015, we did not have any loans of this type which were not included in either non-accrual or 90 days
past due categories, compared to $16.3 million at December 31, 2014.
The table below presents a summary of the activity related to OREO (in thousands):

Year ended December 31,

2015 2014 2013
Beginning balance $568 $5,110 $15,991
Additions 1,267 851 1,331
Sales (1,557 ) (5,393 ) (11,292 )
Valuation allowance for OREO — — 958
Direct write-downs — — (1,878 )
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Ending balance $278 $568 $5,110

When foreclosure occurs, the acquired asset is recorded at fair value, generally based on appraised value, which may
result in partial charge-off of the loan. So long as the property is retained, further reductions in appraised value will
result in valuation adjustments being taken as non-interest expense. If the decline in value is believed to be permanent
and not just driven by short-term market conditions, a direct write-down of the OREO balance may be taken. We
generally pursue sales of OREO when conditions warrant, but we may choose to hold certain properties for a longer
term, which can result in additional exposure to decreases in the appraised value of the asset during that holding
period. We did not record a valuation expense during the years ended December 31, 2015 and 2014, compared to
$920,000 recorded during the same period of 2013. Of the
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$920,000 valuation expense recorded for the year ended December 31, 2013, $1.9 million related to direct
write-downs, offset by a reduction in the valuation allowance of $958,000.

Summary of Loan Loss Experience

The provision for loan losses is a charge to earnings to maintain the allowance for loan losses at a level consistent with
management’s assessment of the collectability of the loan portfolio in light of current economic conditions and market
trends. We recorded a provision for credit losses of $53.3 million for the year ended December 31, 2015, $22.0
million for the year ended December 31, 2014, and $19.0 million for the year ended December 31, 2013. The increase
in provision recorded during 2015 is related to the deterioration in our energy portfolio and significant growth in loans
held for investment, excluding mortgage finance loans, and an increase in total criticized loans, as well as changes in
applied risk weights. Risk weights are based on historical loss experience as well as changes in the composition of our
pass-rated loan portfolio.

The allowance for credit losses, which includes a liability for losses on unfunded commitments, totaled $150.1 million
at December 31, 2015, $108.0 million at December 31, 2014 and $92.3 million at December 31, 2013. The combined
allowance percentage increased to 1.28% at year-end 2015 from 1.06% and 1.09% of loans held for investment
excluding mortgage finance loans at December 31, 2014 and 2013, respectively. The combined allowance as a percent
of loans held for investment, excluding mortgage finance loans, trended down during 2013 and 2014 as we recognized
losses on loans for which there were specific or general allocations of reserves and saw an improvement in our overall
credit quality. During 2015, the combined allowance began trending up primarily as a result of the deterioration in our
energy portfolio plus management's allocation of a higher reserve to the Bank's pass-rated portfolio as deemed
appropriate in light of current environmental conditions.

The overall allowance for loan losses results from consistent application of our loan loss reserve methodology as
described above. At December 31, 2015, we believe the allowance is sufficient to cover all inherent losses in the
portfolio and has been derived from consistent application of our methodology. Should any of the factors considered
by management in evaluating the adequacy of the reserve for loan losses change, our estimate of inherent losses in the
portfolio could also change, which would affect the level of future provisions for loan losses.

See Note 1 - Operations and Summary of Significant Accounting Policies in the accompanying notes to the
consolidated financial statements included elsewhere in this report for details of the allowance for loan losses.
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The table below presents a summary of our loan loss experience for the past five years (in thousands except
percentage and multiple data):

Year Ended December 31,

2015 2014 2013 2012 2011
Allowance for loan losses:
Beginning balance $100,954 $87,604 $74,337 $70,295 $71,510
Loans charged-off:
Commercial 16,254 9,803 6,575 6,708 8,518
Construction — — — — —
Real estate 389 296 144 899 21,275
Consumer 62 266 45 49 317
Equipment leases 25 — 2 204 1,218
Total charge-offs 16,730 10,365 6,766 7,860 31,328
Recoveries:
Commercial 4,944 2,762 1,203 832 1,188
Construction 400 — — 10 248
Real estate 33 79 270 812 350
Consumer 173 162 73 33 9
Equipment leases 38 1,082 322 108 383
Total recoveries 5,588 4,085 1,868 1,795 2,178
Net charge-offs 11,142 6,280 4,898 6,065 29,150
Provision for loan losses 51,299 19,630 18,165 10,107 27,935
Ending balance $141,111 $100,954 $87,604 $74,337 $70,295
Allowance for off-balance sheet credit
losses:
Beginning balance $7,060 $4,690 $3,855 $2,462 $1,897
Provision for off-balance sheet credit losses 1,951 2,370 835 1,393 565
Ending balance $9,011 $7,060 $4,690 $3,855 $2,462
Total allowance for credit losses $150,122 $108,014 $92,294 $78,192 $72,757
Total provision for credit losses $53,250 $22,000 $19,000 $11,500 $28,500
Allowance for loan losses to LHI 0.84 % 0.71 % 0.78 % 0.75 % 0.92
Allowance‘for loan losses to LHI excluding 1920 % 0.99 % 103 % 1.10 % 126
mortgage finance loans
Net charge-offs to average LHI 0.07 % 0.05 % 0.05 % 0.07 % 047
Net chargejoffs to average LHI excluding 0.10 % 0.07 % 0.07 % 0.10 % 058
mortgage finance loans
E%t?l provision for credit losses to average 0.35 % 0.18 % 0.19 % 0.14 % 0.45
Total provision for credit l‘osses to average 0.48 % 024 % 025 % 0.19 % 056
LHI excluding mortgage finance loans
Recoveries to total charge-offs 33.40 % 39.41 % 2761 % 2284 % 6.95
Allowance for off—balan(‘:e sheet <':red1t losses 016 % 0.3 % 0.12 % 0.14 % 0.14
to off-balance sheet credit commitments
Combined allowance for credit losses to LHI 0.90 % 0.76 % 0.82 % 0.78 % 0.95
Comblped allowance .for credit losses to LHI 198 % 106 % 1.09 % 115 % 131
excluding mortgage finance loans
Non-performing assets:
Non-accrual loans(1)(4) $179,788 $43,304 $32,375 $55,833 $54,580

OREO(3) 278 568 5,110 15,991 34,077

%
%
%
%

%

%
%

%
%

77



Edgar Filing: TEXAS CAPITAL BANCSHARES INC/TX - Form 10-K

Other repossessed assets 230
Total $180,296
Restructured loans $249

Loans past due 90 days and still accruing(2) $7,013
Allowance as a multiple of non-performing 0.8
loans '
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If these loans had been current throughout their terms, interest and fees on loans would have increased by
(1)approximately $7.0 million, $2.1 million and $2.5 million for the years ended December 31, 2015, 2014 and 2013,
respectively.

@) At December 31, 2015, 2014 and 2013, loans past due 90 days and still accruing includes premium finance loans of
$6.6 million, $3.7 million and $3.8 million, respectively.

(3) At December 31, 2015, 2014 and 2013, we did not have a valuation allowance recorded against the OREO balance.

) As of December 31, 2015, 2014 and 2013, non-accrual loans included $24.9 million, $12.1 million and $17.8
million, respectively, in loans that met the criteria for restructured.

Allowance for Loan Loss Allocation
December 31,

2015 2014 2013 2012 2011
(in thousands except Reserve % of Reserve % of Reserve % of Reserve % of Reserve % of
percentage data) Loans Loans Loans Loans Loans
Loan category:
Commercial $112,446 40 % $70,654 41 % $39,868 44 % $21,547 41 % $17,337 43 %
Mortgage finance 29 % — 28 % — 25 % — 2 % — 27 %
loans(1)
Construction 6,836 11 % 7,935 10 % 14,553 11 % 12,097 7 % 7,845 5 %
Real estate 13,381 19 % 15,582 20 % 24,210 19 % 30,893 19 % 33,721 24 %
Consumer 338 — 240 — 149 — 226 — 223 —
Equipment leases 3,931 1 % 1,141 1 % 3,105 1 % 2,460 1 % 2,356 1 %
Additional 4179 — 5402 — 5719 — 7114 — 8813 —

qualitative reserve
Total loans held for
investment

(1)No amount of the reserve is allocated to these loans based on the internal risk grade assigned.

Increases in the allowance allocated to loan categories are due primarily to the significant growth in the overall loan
portfolio. We have traditionally maintained an additional qualitative allowance component to allow for uncertainty in
economic and other conditions affecting the quality of the loan portfolio. The additional qualitative portion of our loan
loss reserve has decreased since December 31, 2011. We believe the level of additional qualitative allowance at
December 31, 2015 continues to be warranted due to the continued uncertain economic environment which has
produced more frequent losses, including those resulting from fraud by borrowers. Our methodology used to calculate
the allowance considers historical losses, however, the historical loss rates for specific product types or credit risk
grades may not fully incorporate the effects of continued weakness in the economy.

Loans Held for Sale

We launched our MCA business in the third quarter of 2015. In that business, we commit to purchase residential
mortgage loans from independent correspondent lenders and deliver those loans into the secondary market via whole
loans sales to independent third parties or in securitization transactions to GSEs such as Fannie Mae, Freddie Mac or
Ginnie Mae. We have elected to carry these loans at fair value based on sales commitments and market quotes.
Changes in the fair value of the loans held for sale are included in other non-interest income.

Residential mortgage loans are subject to both credit and interest rate risk. Credit risk is managed through
underwriting policies and procedures, including collateral requirements, which are generally accepted by the
secondary loan markets. Exposure to interest rate fluctuations is partially managed through forward sales contracts,
which set the price for loans that will be delivered in the next 60 to 90 days.

The table below presents the unpaid principal balance of loans held for sale and related fair values at December 31,
2015 (in thousands):

$141,111 100 % $100,954 100 % $87,604 100 % $74,337 100 % $70,295 100 %

December 31, 2015
Fair Value
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Unpaid Principal
Balance

$82,853

$86,075

Fair Value
Over/(Under)
Unpaid Principal
Balance

$3,222
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The differences between the fair value carrying amount and the aggregate unpaid principal balance include changes in
fair value recorded at and subsequent to funding, gains and losses on the related loan commitment prior to funding and
premiums or discounts on acquired loans.

We generally retain the right to service the loans sold, creating MSR assets on our balance sheet. A summary of MSR

activities for the year ended December 31, 2015 is as follows (in thousands):

2015
Balance, beginning of year $—
Capitalized servicing rights 437
Amortization (14 )
Balance, end of year $423
Fair value $423

At December 31, 2015, our servicing portfolio of loans sold included 168 loans with an outstanding principal balance
of $39.0 million. In connection with the servicing of these loans, we maintain escrow funds for taxes and insurance in
the name of investors, as well as collections in transit to investors. These escrow funds are segregated and held in
separate non-interest-bearing bank accounts at the Bank. These deposits, included in total non-interest-bearing
deposits on the consolidated balance sheets, were $240,000 at December 31, 2015.

For loans securitized and sold for the year ended December 31, 2015 with servicing rights retained, management used
the following assumptions to determine the fair value of MSRs at the date of securitization:

2015
Average discount rates 9.76 %
Expected prepayment speeds 9.14 %
Weighted-average life, in years 7.3

In conjunction with the sale and securitization of loans held for sale, we may be exposed to liability resulting from
recourse agreements and repurchase agreements. If it is determined subsequent to our sale of a loan that the loan sold
is in breach of the representations or warranties made in the applicable sale agreement, we may have an obligation to
(a) repurchase the loan for the unpaid principal balance, accrued interest and related advances, (b) indemnify the
purchaser against any loss it suffers or (c) make the purchaser whole for the economic benefits of the loan. During the
year ended December 31, 2015, we originated or purchased and sold approximately $39.1 million of mortgage loans
to GSEs.

Our repurchase, indemnification and make whole obligations vary based upon the terms of the applicable agreements,
the nature of the asserted breach and the status of the mortgage loan at the time a claim is made. We establish reserves
for estimated losses of this nature inherent in the origination of mortgage loans by estimating the probable losses
inherent in the population of all loans sold based on trends in claims and actual loss severities experienced. The
reserve will include accruals for probable contingent losses in addition to those identified in the pipeline of claims
received. The estimation process is designed to include amounts based on actual losses experienced from actual
repurchase activity.

Because the MCA business commenced in 2015, we have no historical data to support the establishment of a reserve.
The baseline for the repurchase reserve uses historical loss factors obtained from industry data that are applied to loan
pools originated and sold during the year ended December 31, 2015. The historical industry data loss factors and
experienced losses will be accumulated for each sale vintage (year loan was sold) and applied to more recent sale
vintages to estimate inherent losses not yet realized. Our estimated exposure related to these loans was $20,000 at
December 31, 2015 and is recorded in other liabilities in the consolidated balance sheets. We had no losses due to
repurchase, indemnification or make-whole obligations during the year ended December 31, 2015.

Deposits

We compete for deposits by offering a broad range of products and services to our customers. While this includes
offering competitive interest rates and fees, the primary means of competing for deposits is convenience and service to
our customers. However, our strategy to provide service and convenience to customers does not include a large branch
network. Our Bank offers thirteen banking centers, courier services and online banking. BankDirect, the Internet
division of our Bank, serves its customers on a 24 hours-a-day, 7 days-a-week basis solely through Internet banking.
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Average deposits for the year ended December 31, 2015 increased $3.9 billion compared to the same period of 2014.
Average demand deposits, interest-bearing transaction deposits, savings deposits and time deposits (excluding
deposits in foreign branches) increased by $2.3 billion, $719.4 million, $982.0 million and $93.1 million, respectively.
Average deposits in foreign
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branches decreased $93.1 million related to the discontinuation of that deposit offering and closure of our Cayman
Islands branch during 2015. The average cost of deposits remained level at .17% in 2015 as compared to 2014 mainly
due to our focused effort to reduce rates paid on deposits and the significant increase in non-interest-bearing deposits
during 2015.
Average deposits for the year ended December 31, 2014 increased $2.5 billion compared to the same period of 2013.
Average demand deposits, interest-bearing transaction deposits, savings deposits and time deposits (including deposits
in foreign branches) increased by $1.2 billion, $52.4 million, $1.2 billion and $35.7 million, respectively. The average
cost of deposits remained level at .17% in 2014 as compared to 2013 mainly due to our focused effort to reduce rates
paid on deposits and the significant increase in non-interest-bearing deposits during 2014.
The following table discloses our average deposits for the years ended December 31, 2015, 2014 and 2013 (in
thousands):

Average Balances

2015 2014 2013
Non-interest-bearing $6,447,147 $4,188,173 $2,967,063
Interest-bearing transaction 1,680,220 960,812 908,415
Savings 5,920,046 4,938,039 3,756,560
Time deposits 510,378 417,317 397,329
Deposits in foreign branches 181,657 361,203 345,506
Total average deposits $14,739,448 $10,865,544  $8,374,873

As with our loan portfolio, a majority of our deposits derive from businesses and individuals in Texas. As of
December 31, 2015, approximately 82% of our deposits originated out of our Dallas metropolitan banking centers.
Uninsured deposits at December 31, 2015 were 56% of total deposits, compared to 72% of total deposits at
December 31, 2014 and 67% of total deposits at December 31, 2013. The insured deposit data for 2015, 2014 and
2013 reflects the deposit insurance impact of "combined ownership segregation” of escrow and other accounts at an
aggregate level but does not reflect an evaluation of all of the account styling distinctions that would determine the
availability of deposit insurance to individual accounts based on FDIC regulations.
At December 31, 2014, we had $311.1 million in interest-bearing time deposits of $100,000 or more in our Cayman
Islands branch, which was closed during 2015. All deposits in the Cayman Branch came from U.S. based customers of
our Bank. Deposits did not originate from foreign sources, and funds transfers neither came from nor went to facilities
outside of the U.S. All deposits were in U.S. dollars.
Maturity of Domestic CDs and Other Time Deposits in Amounts of $100,000 or More

December 31,

(In thousands) 2015 2014 2013
Months to maturity:

3 or less $240,291 $160,504 $130,180
Over 3 through 6 100,582 77,199 82,435
Over 6 through 12 89,860 103,396 89,910
Over 12 15,714 22,359 21,426
Total $446,447 $363,458 $323,951

Liquidity and Capital Resources

In general terms, liquidity is a measurement of our ability to meet our cash needs. Our objective in managing our
liquidity is to maintain our ability to meet loan commitments, repurchase securities or repay deposits and other
liabilities in accordance with their terms, without an adverse impact on our current or future earnings. Our liquidity
strategy is guided by policies, formulated and monitored by our senior management and our Balance Sheet
Management Committee (“BSMC”), which take into account the demonstrated marketability of our assets, the sources
and stability of our funding and the level of unfunded commitments. We regularly evaluate all of our various funding
sources with an emphasis on accessibility, stability, reliability and cost-effectiveness. For the years ended

December 31, 2015 and 2014, our principal source of funding has been our customer deposits, supplemented by our
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short-term and long-term borrowings, primarily from Federal funds purchased and Federal Home Loan Bank (“FHLB”)
borrowings, generally used to fund mortgage finance assets.
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Our liquidity needs for support of growth in loans have been fulfilled through growth in our core customer deposits.
Our goal is to obtain as much of our funding for loans held for investment and other earning assets as possible from
deposits of these core customers. These deposits are generated principally through development of long-term customer
relationships, with a significant focus on treasury management products. In addition to deposits from our core
customers, we also have access to deposits through other contractual customer relationships. For regulatory purposes,
these relationship-based deposits are categorized as brokered deposits; however, since these deposits arise from a
customer relationship which involves extensive treasury services, we consider these deposits to be core deposits for
our reporting purposes.
We also have access to incremental deposits through brokered retail certificates of deposit, or CDs. These traditional
brokered deposits are generally of short maturities, 30 to 90 days, and are used to fund temporary differences in the
growth in loan balances, including growth in loans held for sale or other specific categories of loans as compared to
customer deposits. The following table summarizes our period-end and average year-to-date core customer deposits
and brokered deposits (in millions):

December 31,

2015 2014
Deposits from core customers $13,743.8 $10,900.0
Deposits from core customers as a percent of total deposits 91.1 % 86.0 %
Relationship brokered deposits $1,340.8 $1,773.3
Relationship brokered deposits as a percent of average total deposits 8.9 % 14.0 %
Traditional brokered deposits $— $—
Traditional brokered deposits as a percent of total deposits — % — %
Average deposits from core customers $13,172.6 $9,135.0
Average deposits from core customers as a percent of average total deposits 89.4 % 84.1 %
Average relationship brokered deposits $1,566.8 $1,709.8
Average relationship brokered deposits as a percent of average total deposits 10.6 % 15.7 %
Average traditional brokered deposits $— $20.7
Average traditional brokered deposits as a percent of average total deposits — % 0.2 %

We have access to sources of brokered deposits that we estimate to be $3.5 billion. Based on our internal guidelines,
we may choose to limit our use of these sources to a lesser amount. Customer deposits (total deposits, including
relationship brokered deposits, minus brokered CDs) at December 31, 2015 increased $2.4 billion from December 31,
2014.
We have short-term borrowing sources available to supplement deposits and meet our funding needs. Such
borrowings are generally used to fund our mortgage finance loans, due to their liquidity, short duration and interest
spreads available. These borrowing sources include Federal funds purchased from our downstream correspondent
bank relationships (which consist of banks that are smaller than our Bank) and from our upstream correspondent bank
relationships (which consist of banks that are larger than our Bank), customer repurchase agreements, treasury, tax
and loan notes and advances from the FHLB and the Federal Reserve. The following table summarizes our
borrowings (in thousands):

December 31,

2015 2014 2013
Maximum Maximum Maximum
Outstanding Outstanding Outstanding
Balance Rate(3) at Any Balance Rate(3) at Any Balance Rate(3) at Any
Month End Month End Month End
Federal funds purchased(4)$74,164 0.55% $66,971 0.30% $148,650 0.22%
Customer repurchase oo go7 120 25,705  0.07% 21,954 0.06%
agreements(1)
FHLB borrowings(2) 1,500,000 0.31% 1,100,005 0.13% 840,026 0.12%
Total borrowings $1,643,051 $1,643,051 $1,192,681 $1,192,681 $1,010,630 $1,634,630
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Securities pledged for customer repurchase agreements were $14.2 million, $21.8 million and $37.7 million at
December 31, 2015, 2014 and 2013, respectively.

FHLB borrowings are collateralized by a blanket floating lien on certain real estate-secured loans, mortgage
finance assets and also certain pledged securities. The weighted-average interest rate for the years ended
(2)December 31, 2015, 2014 and 2013 was 0.18%, 0.15% and 0.14%, respectively. The average balance of FHLB
borrowings for the years ended December 31, 2015, 2014 and 2013 was $1.2 billion, $213.4 million and $370.0
million, respectively.
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(3)Interest rate as of period end.
The weighted-average interest rate on Federal funds purchased for the years ended December 31, 2015, 2014 and
(4)2013 was 0.29%, 0.27% and 0.27%, respectively. The average balance of Federal funds purchased for the years
ended December 31, 2015, 2014 and 2013 was $98.8 million, $139.3 million and $254.3 million, respectively.
The following table summarizes our other borrowing capacities in excess of balances outstanding (in thousands):
December 31,

2015 2014 2013
FHLB borrowing capacity relating to loans $4,101,396 $3,602,994 $693,302
FHLB borrowing capacity relating to securities 1,213 535 8,482
Total FHLB borrowing capacity $4,102,609 $3,603,529 $701,784
Unused Federal funds lines available from commercial banks $1,231,000 $1,186,000 $890,000
Unused Federal Reserve Borrowings capacity $2,966,702 $2,643,000 $2,284,000

From time to time, we borrow funds on an overnight basis from the Federal Reserve. We did not incur such
borrowings during 2015 or 2014, and, during 2013, we did so on one such occasion when mortgage finance loan
balances surged at the end of a month. At December 31, 2015 and 2014, no borrowings from the Federal Reserve were
outstanding.

Our unsecured, revolving, non-amortizing line of credit had maximum availability of $100.0 million and matured on
December 22, 2015. This line of credit was renewed on December 22, 2015 with a new maximum availability of
$130.0 million and a maturity date of December 21, 2016. The loan proceeds may be used for general corporate
purposes including funding regulatory capital infusions into the Bank. The loan agreement contains customary
financial covenants and restrictions. As of December 31, 2015 and 2014, no borrowings were outstanding and no
funds were borrowed during the years ended December 31, 2015 and 2014.

From November 2002 to September 2006 various Texas Capital Statutory Trusts were created and subsequently
issued floating rate trust preferred securities in various private offerings totaling $113.4 million. After deducting
underwriter compensation and other expenses of each offering, the net proceeds were available to the Company to
increase capital and for general corporate purposes, including use in investment and lending activities. Interest
payments on all trust preferred subordinated debentures are deductible for federal income tax purposes. As of
December 31, 2015, the weighted average quarterly rate on the trust preferred subordinated debentures was 2.31%,
compared to 2.25% average for all of 2015, and 2.19% for all of 2014.

Because our Bank had less than $15.0 billion in total consolidated assets as of December 31, 2009, we are allowed to
continue to classify our trust preferred securities, all of which were issued prior to May 19, 2010, as Tier 1 capital.
Our equity capital averaged $1.6 billion for the year ended December 31, 2015 as compared to $1.3 billion in 2014
and $1.0 billion in 2013. We have not paid any cash dividends on our common stock since we commenced operations
and have no plans to do so in the foreseeable future.

On March 28, 2013, we completed a sale of 6.0 million shares of our 6.50% non-cumulative preferred stock, par value
$0.01, with a liquidation preference of $25 per share, in a public offering. Dividends on the preferred stock are not
cumulative and will be paid when declared by our board of directors to the extent that we have lawfully available
funds to pay dividends. If declared, dividends will accrue and be payable quarterly, in arrears, on the liquidation
preference amount, on a non-cumulative basis, at a rate of 6.50% per annum. We paid $9.8 million and $9.8 million in
dividends on the preferred stock for the years ended December 31, 2015 and 2014, respectively. Holders of preferred
stock do not have voting rights, except with respect to authorizing or increasing the authorized amount of senior stock,
certain changes in terms of the preferred stock, certain dividend non-payments and as otherwise required by applicable
law. Net proceeds from the sale totaled $145.0 million. The additional equity was used for general corporate purposes,
including funding regulatory capital infusions into the Bank.

In January 2014, we completed an offering of 1.9 million shares of our common stock. Net proceeds from the sale
totaled $106.5 million. On January 31, 2014, the Bank issued $175.0 million of subordinated notes in an offering to
institutional investors exempt from registration under Section 3(a)(2) of the Securities Act of 1933 and 12 C.F.R. Part
16. Net proceeds from the transaction were $172.4 million. The notes mature in January 2026 and bear interest at a
rate of 5.25% per annum, payable semi-annually. The notes are unsecured and are subordinate to the Bank’s
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obligations to its depositors, its obligations under banker’s acceptances and letters of credit, certain obligations to
Federal Reserve Banks and the FDIC and the Bank’s obligations to its other creditors, except any obligations which
expressly rank on a parity with or junior to the notes. The notes qualify as Tier 2 capital for regulatory capital
purposes, subject to applicable limitations. The net proceeds of both offerings were used by the Company for general
corporate purposes, including retirement of $15.0 million of short-term debt that was outstanding at December 31,
2013, and additional capital to support continued loan growth.
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On November 12, 2014, we completed a sale of 2.5 million shares of our common stock in a public offering. Net
proceeds from the sale totaled $149.6 million. The additional equity was used for general corporate purposes and
additional capital to support continued loan growth.

In July 2013, the Federal Reserve published final rules for the adoption of the Basel III regulatory capital framework
(the "Basel III Capital Rules"). The Basel III Capital Rules, among other things, (i) introduced a new capital measure
called "Common Equity Tier 1" ("CET1"), (ii) specified that Tier 1 capital consist of CET1 and "Additional Tier 1
Capital" instruments meeting specified requirements, (iii) defined CET1 narrowly by requiring that most
deductions/adjustments to regulatory capital measures be made to CET1 and not to the other components of capital
and (iv) expanded the scope of the deductions/adjustments as compared to existing regulations. The Basel III Capital
Rules became effective for us on January 1, 2015 with certain transition provisions fully phased in on January 1, 2019.
Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to
maintain minimum amounts and ratios (set forth in the table below) of CET1, Tier 1 and total capital to risk-weighted
assets, each as defined in the regulations. Management believes, as of December 31, 2015, that the Company and the
Bank meet all capital adequacy requirements to which they are subject.

Financial institutions are categorized as well capitalized or adequately capitalized, based on minimum total risk-based,
Tier 1 risk-based CET1 and Tier 1 leverage ratios. As shown in the table below, the Company’s capital ratios exceed
the regulatory definition of adequately capitalized as of December 31, 2015 and 2014. Based upon the information in
its most recently filed call report, the Bank met the capital ratios necessary to be well capitalized. The regulatory
authorities can apply changes in classification of assets retroactively and such changes may cause the Company to
retroactively change its capital ratios. Any such change could result in reducing one or more capital ratios below well
capitalized status. In addition, a change may result in imposition of additional assessments by the FDIC or could result
in regulatory actions that could have a material effect on our condition and results of operations.
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Our actual and minimum required capital amounts and actual ratios are as follows (in thousands, except percentage

data):

CETI
Company
Actual
Minimum required
Excess above minimum
Bank
Actual
To be well-capitalized
Minimum required
Excess above well-capitalized
Excess above minimum
Total capital (to risk-weighted assets)
Company
Actual
Minimum required
Excess above minimum

Regulatory Capital Adequacy

December 31, 2015

Amount

$1,455,662
876,563
579,099

1,522,729
1,265,819
876,336
256,910
646,393

$2,152,292
1,558,334
593,958

Ratio

7.47
4.50
2.97

7.82
6.50
4.50
1.32
3.32

11.05
8.00
3.05

%
%
%

%
%
%
%
%

%
%
%

December 31, 2014

Amount

$1,312,225
748,445
563,780

1,263,569
1,080,809
748,252
182,760
515,317

$1,967,021
1,330,568
636,453

Ratio

7.89
4.50
3.39

7.60
6.50
4.50
1.10
3.10

11.83
8.00

%
%
%

%
%
%
%
%

%
%
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