resources than we do and may be able to conduct more intensive and broader-based promotional efforts to reach
both commercial and individual customers. Competition for deposit products can depend heavily on pricing
because of the ease with which customers can transfer deposits from one institution to another.

Supervision and Regulation

Banking is a complex, highly regulated industry. Consequently, our growth and earnings performance can be
affected, not only by management decisions and general and local economic conditions, but also by the statutes
administered by and the regulations and policies of, various governmental regulatory authorities. These
authorities include, but are not limited to, the Federal Reserve, the FDIC, the Department of Savings and
Mortgage Lending (“DSML” formerly the Texas Department of Savings and Mortgage Lending), the Internal
Revenue Service (“IRS”), and state taxing authorities. The effect of these statutes, regulations and policies and
any changes to any of them can be significant and cannot be predicted.

The primary goals of the bank regulatory scheme are to maintain a safe and sound banking system and to
facilitate the conduct of sound monetary policy. In furtherance of those goals, the U.S. Congress and the
individual states have created numerous regulatory agencies and enacted numerous laws, such as the Dodd-Frank
Act, that govern banks and the banking industry. The system of supervision and regulation applicable to the
Company establishes a comprehensive framework for our operations and is intended primarily for the protection
of the FDIC’s deposit insurance funds, our depositors and the public, rather than the stockholders and creditors.

New regulations and statutes are regularly proposed that contain wide-ranging proposals for altering the
structures, regulations and competitive relationships of financial institutions operating in the United States. We
cannot predict whether or in what form any proposed regulation or statute will be adopted or the extent to which
any of our businesses may be affected by any new regulation or statute.

The following is an attempt to summarize some of the relevant laws, rules and regulations governing banks and
bank holding companies, but does not purport to be a complete summary of all applicable laws, rules and
regulations governing banks. The descriptions are qualified in their entirety by reference to the specific statutes
and regulations discussed.

Bank Holding Company Regulation

The Company is a financial holding company registered under the BHC Act and is subject to supervision and
regulation by the Federal Reserve. Federal laws subject bank holding companies (and financial holding
companies) to particular restrictions on the types of activities in which they may engage and to a range of
supervisory requirements and activities, including regulatory enforcement actions, for violation of laws and
policies.

Activities Closely Related to Banking

The BHC Act prohibits a bank holding company, with certain limited exceptions, from acquiring direct or
indirect ownership or control of any voting shares of any company that is not a bank or from engaging in any
activities other than those of banking, managing or controlling banks and certain other subsidiaries or furnishing
services to or performing services for its subsidiaries. Bank holding companies also may engage in or acquire
interests in companies that engage in a limited set of activities that are closely related to banking or managing or
controlling banks. If a bank holding company has become a financial holding company (an “FHC”), as we have,
it may engage in a broader set of activities, including insurance underwriting and broker-dealer services as well
as activities that are jointly determined by the Federal Reserve and the U.S. Treasury to be financial in nature or
incidental to such financial activity. FHCs may also engage in activities that are determined by the Federal
Reserve to be complementary to financial activities. The Company has elected to be an FHC. To maintain FHC
status, the bank holding company and all subsidiary depository institutions must be well managed and “well
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