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(Unaudited)

Broker-Dealer

Pursuant to the net capital requirements of the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
Hilltop Securities has elected to determine its net capital requirements using the alternative method. Accordingly,
Hilltop Securities is required to maintain minimum net capital, as defined in Rule 15¢3-1 promulgated under the
Exchange Act, equal to the greater of $250,000 and $1,000,000, respectively, or 2% of aggregate debit balances, as
defined in Rule 15¢3-3 promulgated under the Exchange Act. Additionally, the net capital rule of the NYSE provides
that equity capital may not be withdrawn or cash dividends paid if resulting net capital would be less than 5% of the
aggregate debit items. HTS Independent Network follows the primary (aggregate indebtedness) method, as defined in
Rule 15¢3-1 promulgated under the Exchange Act, which requires the maintenance of the larger of minimum net
capital of $250,000 or 1/15 of aggregate indebtedness.

At March 31, 2019, the net capital position of each of the Hilltop Broker-Dealers was as follows (in thousands).

HTS
Hilltop Independent
Securities Network
Net capital $ 221,082 $ 3,028
Less: required net capital 9,722 250
Excess net capital $ 211,360 $ 2,778
Net capital as a percentage of aggregate debit items 45.5 %
Net capital in excess of 5% aggregate debit items $ 196,777

Under certain conditions, Hilltop Securities may be required to segregate cash and securities in a special reserve
account for the benefit of customers under Rule 15¢3-3 promulgated under the Exchange Act. Assets segregated under
the provisions of the Exchange Act are not available for general corporate purposes. At March 31, 2019 and December
31, 2018, the Hilltop Broker-Dealers held cash of $156.9 million and $134.0 million, respectively, segregated in
special reserve bank accounts for the benefit of customers. The Hilltop Broker-Dealers were not required to segregate
cash and securities in special reserve accounts for the benefit of proprietary accounts of introducing broker-dealers at
March 31, 2019 or December 31, 2018.

Explanation of Responses: 8



Edgar Filing: Dey Eric - Form 4

Mortgage Origination

As a mortgage originator, PrimeLending and its subsidiaries are subject to minimum net worth and liquidity
requirements established by HUD and GNMA, as applicable. On an annual basis, PrimeLending and its subsidiaries
submit audited financial statements to HUD and GNMA, as applicable, documenting their respective compliance with
minimum net worth and liquidity requirements. As of March 31, 2019, PrimeLending and its subsidiaries’ net worth
and liquidity exceeded the amounts required by both HUD and GNMA, as applicable.

Insurance

The statutory financial statements of the Company's insurance subsidiaries, which are domiciled in the State of Texas,
are presented on the basis of accounting practices prescribed or permitted by the Texas Department of Insurance.

Texas has adopted the statutory accounting practices of the National Association of Insurance Commissioners (“NAIC”)
as the basis of its statutory accounting practices with certain differences that are not significant to the insurance
company subsidiaries’ statutory equity.

40
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A summary of statutory capital and surplus and statutory net income of each insurance subsidiary is as follows (in
thousands).

December
March 31, 31,
2019 2018
Statutory capital and surplus:
National Lloyds Insurance Company $ 62,106 $ 78,637
American Summit Insurance Company 18,641 17,908
Three Months Ended
March 31,
2019 2018

Statutory net income:
National Lloyds Insurance Company  $ 3,417 $ 3,767
American Summit Insurance Company 417 889

Regulations of the Texas Department of Insurance require insurance companies to maintain minimum levels of
statutory surplus to ensure their ability to meet their obligations to policyholders. At March 31, 2019, the Company's
insurance subsidiaries had statutory surplus in excess of the minimum required.

The NAIC has adopted a risk based capital (“RBC”) formula for insurance companies that establishes minimum capital
requirements indicating various levels of available regulatory action on an annual basis relating to insurance risk, asset
credit risk, interest rate risk and business risk. The RBC formula is used by the NAIC and certain state insurance
regulators as an early warning tool to identify companies that require additional scrutiny or regulatory action. At
March 31, 2019, the Company's insurance subsidiaries' RBC ratio exceeded the level at which regulatory action would
be required.

17. Stockholders’ Equity

Dividends

Explanation of Responses: 10
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During the three months ended March 31, 2019 and 2018, the Company declared and paid cash dividends of $0.08
and $0.07 per common share, or $7.5 million and $6.7 million, respectively.

On April 25, 2019, the Company announced that its board of directors declared a quarterly cash dividend of $0.08 per
common share, payable on May 31, 2019, to all common stockholders of record as of the close of business on May 15,
2019.

Stock Repurchase Program

In January 2019, the Hilltop board of directors authorized a new stock repurchase program through January 2020,
pursuant to which the Company is authorized to repurchase, in the aggregate, up to $50.0 million of its outstanding
common stock, inclusive of repurchases to offset dilution related to grants of stock-based compensation. The
Company’s stock repurchase program and related accounting policy are discussed in detail in Note 1 and Note 22 to
the consolidated financial statements included in the Company’s 2018 Form 10-K.

18. Derivative Financial Instruments

The Company uses various derivative financial instruments to mitigate interest rate risk. The Bank’s interest rate risk
management strategy involves effectively managing the re-pricing characteristics of certain assets and liabilities to
mitigate potential adverse impacts from changes in interest rates on the Bank’s net interest margin. Primel.ending has
interest rate risk relative to interest rate lock commitments (“IRLCs”) and its inventory of mortgage loans held for sale.
PrimeLending is exposed to such interest rate risk from the time an IRLC is made to an applicant to the time the
related mortgage loan is sold. To mitigate interest rate risk, PrimeLending executes forward commitments to sell
mortgage-backed securities (“MBSs”’) and Eurodollar futures. Additionally, Primel.ending has interest rate risk relative
to its MSR asset and uses derivative instruments, including interest rate swaps and U.S. Treasury bond futures and
options to hedge this risk. The Hilltop Broker-Dealers use forward commitments to both purchase and sell MBSs to
facilitate customer transactions and as a means to hedge related exposure to interest rate risk in certain inventory
positions. Additionally,

41
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Hilltop Securities uses both U.S. Treasury bond and Eurodollar futures to hedge changes in the fair value of their
securities.

Non-Hedging Derivative Instruments and the Fair Value Option

As discussed in Note 4 to the consolidated financial statements, the Company has elected to measure substantially all
mortgage loans held for sale at fair value under the provisions of the Fair Value Option. The election provides the
opportunity to mitigate volatility in reported earnings caused by measuring related assets and liabilities differently
without applying complex hedge accounting provisions. The fair values of PrimeLending’s IRLCs and forward
commitments are recorded in other assets or other liabilities, as appropriate, and changes in the fair values of these
derivative instruments are recorded as a component of net gains from sale of loans and other mortgage production
income. The fair value of PrimeLending’s derivative instruments increased $18.2 million and $10.0 million during the
three months ended March 31, 2019 and 2018, respectively. These changes in fair value are attributable to changes in
the volume of IRLCs, mortgage loans held for sale, commitments to purchase and sell MBSs and MSR assets, and
changes in market interest rates. Changes in market interest rates also conversely affect the value of Primel.ending’s
mortgage loans held for sale and its MSR asset, which are measured at fair value under the Fair Value Option. The
effect of the change in market interest rates on PrimeLending’s loans held for sale and MSR asset is discussed in Note
4 to the consolidated financial statements. The fair values of the Hilltop Broker-Dealers’ and the Bank’s derivative
instruments are recorded in other assets or other liabilities, as appropriate. The fair values of the Hilltop
Broker-Dealers’ derivative instruments decreased $1.8 million and $5.2 million during the three months ended March
31, 2019 and 2018, respectively, while the fair values of the Bank’s derivative instruments decreased $0.1 million and
increased $0.1 million during the three months ended March 31, 2019 and 2018, respectively.

Derivative positions are presented in the following table (in thousands).

March 31, 2019 December 31, 2018

Notional Estimated Notional Estimated

Amount Fair Value Amount Fair Value
Derivative instruments:
IRLCs $ 1,165,947 $ 29,860 $ 677,267 $ 17,421
Customer-based written options 31,200 ) 31,200 (49)
Customer-based purchased options 31,200 9 31,200 49
Commitments to purchase MBSs 2,506,084 11,677 2,359,630 10,467
Commitments to sell MBSs 4,040,254 (18,108) 3,711,477 (19,315)

Explanation of Responses: 12
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Interest rate swaps 7,735 21 15,104 82
U.S. Treasury bond futures and options (1) 373,900 — 367,200 —
Eurodollar futures (1) 912,000 — 104,000 —

(1) Changes in the fair value of these contracts are settled daily with the respective counterparties of PrimeLending
and the Hilltop Broker-Dealers.

PrimeLending had cash collateral advances totaling $13.1 million and $11.9 million to offset net liability derivative
positions on its commitments to sell MBSs at March 31, 2019 and December 31, 2018, respectively. In addition,
PrimeLending and the Hilltop Broker-Dealers advanced cash collateral totaling $3.5 million and $3.4 million on U.S.
Treasury bond futures and options and Eurodollar futures at March 31, 2019 and December 31, 2018, respectively.
These amounts are included in other assets within the consolidated balance sheets.

42
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19. Balance Sheet Offsetting

Certain financial instruments, including resale and repurchase agreements, securities lending arrangements and
derivatives, may be eligible for offset in the consolidated balance sheets and/or subject to master netting arrangements
or similar agreements. The following tables present the assets and liabilities subject to enforceable master netting
arrangements, repurchase agreements, or similar agreements with offsetting rights (in thousands).

Gross Amounts Not Offset in
Net Amounts the Balance Sheet

Gross Amounts  Gross Amounts Assets Cash
of Recognized  Offset in the Presented in the Financial Collateral Net
Assets Balance ShedBalance Sheet  Instruments Pledged Amount
March 31, 2019
Securities borrowed:
Institutional
counterparties $ 1,540,803 $ — $ 1,540,803 $ (1,491,092) $ — $ 49711
Interest rate options:
Customer
counterparties 9 — 9 — — 9
Interest rate swaps:
Institutional
counterparties 43 — 43 — — 43
Reverse repurchase
agreements:
Institutional
counterparties 65,205 — 65,205 (64,818) — 387
Forward MBS
derivatives:
Institutional
counterparties 11,684 — 11,684 (11,684) — —
$ 1,617,744 $ — $ 1,617,744 $ (1,567,594) $ — $ 50,150
December 31, 2018
Securities borrowed:
$ 1,365,547 $ — $ 1,365,547 $ (1,307,121) $ — $ 58426

Explanation of Responses: 14
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Institutional
counterparties

Interest rate options:

Customer

counterparties 49 — 49 — — 49
Interest rate swaps:

Institutional

counterparties 88 — 88 — — 88

Reverse repurchase

agreements:

Institutional

counterparties 61,611 — 61,611 (61,390) — 221

Forward MBS
derivatives:
Institutional
counterparties 10,469 — 10,469 (10,469) — —
$ 1,437,764 $ — $ 1,437,764 $ (1,378,980) $ — $ 58,784

43

Explanation of Responses: 15
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Gross Amounts Not Offset in
Net Amounts the Balance Sheet

Gross Amounts Gross Amountsof Liabilities Cash

of Recognized  Offsetin the Presented in the Financial Collateral Net

Liabilities Balance Sheet Balance Sheet  Instruments Pledged Amount
March 31, 2019
Securities loaned:
Institutional
counterparties $ 1,408,636 $ — $ 1,408,636 $ (1,366,198) $ — $ 42438

Interest rate

options:

Institutional

counterparties 9 — 9 — — 9

Interest rate swaps:
Institutional
counterparties 22 — 22 — — 22

Repurchase

agreements:

Institutional

counterparties 504,537 — 504,537 (504,537) — —
Customer

counterparties 56,188 — 56,188 (56,188) — —

Forward MBS

derivatives:

Institutional

counterparties 18,615 (501) 18,114 (12,275) — 5,839
$ 1,988,007 $ (501) $ 1,987,506 $ (1,939,198) $ — $ 48308

December 31, 2018

Securities loaned:

Institutional

counterparties $ 1,186,073 $ — $ 1,186,073 $ (1,136,033) $ — $ 50,040

Interest rate

options:

Institutional

counterparties 49 — 49 — — 49

Explanation of Responses: 16
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Interest rate swaps:
Institutional
counterparties 6 — 6 — — 6

Repurchase

agreements:

Institutional

counterparties 533,441 — 533,441 (533,441) — —
Customer

counterparties 43,266 — 43,266 (43,266) — —

Forward MBS

derivatives:

Institutional

counterparties 19,331 (15) 19,316 (7,728) — 11,588
$ 1,782,166 $ (15 $ 1,782,151 $ (1,720,468) $ — $ 61,683

Secured Borrowing Arrangements

Secured Borrowings (Repurchase Agreements) — The Company participates in transactions involving securities sold
under repurchase agreements, which are secured borrowings and generally mature one to thirty days from the
transaction date or involve arrangements with no definite termination date. Securities sold under repurchase
agreements are reflected at the amount of cash received in connection with the transactions. The Company may be
required to provide additional collateral based on the fair value of the underlying securities, which is monitored on a
daily basis.

Securities Lending Activities — The Company’s securities lending activities include lending securities for other
broker-dealers, lending institutions and its own clearing and retail operations. These activities involve lending
securities to other broker-dealers to cover short sales, to complete transactions in which there has been a failure to
deliver securities by the required settlement date and as a conduit for financing activities.

When lending securities, the Company receives cash or similar collateral and generally pays interest (based on the
amount of cash deposited) to the other party to the transaction. Securities lending transactions are executed pursuant to
written agreements with counterparties that generally require securities loaned to be marked-to-market on a daily
basis. The Company receives collateral in the form of cash in an amount generally in excess of the fair value of
securities loaned. The Company monitors the fair value of securities loaned on a daily basis, with additional collateral
obtained or refunded, as necessary. Collateral adjustments are made on a daily basis through the facilities of various
clearinghouses. The Company is a principal in these securities lending transactions and is liable for losses in the event
of a failure of any other party to honor its contractual obligation. Management sets credit limits with each counterparty
and reviews these limits regularly to monitor the risk level with each counterparty. The Company is subject to credit
risk through its securities lending activities if securities prices decline rapidly because the value of the Company’s
collateral could fall below the amount of the indebtedness it secures. In rapidly appreciating markets, credit risk
increases due to short positions. The Company’s securities lending business subjects the Company to credit risk if a
counterparty fails to

Explanation of Responses: 17
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perform or if collateral securing its obligations is insufficient. In securities transactions, the Company is subject to
credit risk during the period between the execution of a trade and the settlement by the customer.

The following tables present the remaining contractual maturities of repurchase agreement and securities lending
transactions accounted for as secured borrowings (in thousands). The Company had no repurchase-to-maturity
transactions outstanding at both March 31, 2019 and December 31, 2018.

Remaining Contractual Maturities

Overnight Greater
and Than
Up to
30 30-90 90
March 31, 2019 Continuous  Days Days Days Total
Repurchase agreement transactions:
U.S. Treasury and agency securities $ 85,345 $ —$ —$ — $85345
Asset-backed securities 475,380 — — — 475,380
Securities lending transactions:
Corporate securities 630 — — — 630
Equity securities 1,408,006 — — — 1,408,006
Total $ 1969361 $ —$ —$ — $ 1,969,361
Gross amount of recognized liabilities for repurchase agreement and securities lending
transactions in offsetting disclosure above $ 1,969,361
Amount related to agreements not included in offsetting
disclosure above $ —

Remaining Contractual Maturities

Overnight Greater
and Than
Up to
30 30-90 90
December 31, 2018 Continuous  Days Days Days Total
Repurchase agreement transactions:
U.S. Treasury and agency securities $ 131,848 $ —%$ —$ — $131,848
Asset-backed securities 444,859 — — — 444,859

Securities lending transactions:

Explanation of Responses: 19
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Gross amount of recognized liabilities for repurchase agreement and securities lending
transactions in offsetting disclosure above

Amount related to agreements not included in offsetting

disclosure above

113 — — —
1,185,960 — — —
$1,762780 $ —$ —$ — §$
$
$

20. Broker-Dealer and Clearing Organization Receivables and Payables

Broker-dealer and clearing organization receivables and payables consisted of the following (in thousands).

45

Receivables:

Securities borrowed

Securities failed to deliver
Trades in process of settlement
Other

Payables:

Securities loaned
Correspondents

Securities failed to receive
Other

March 31,
2019

$ 1,540,803
19,855
72,850
17,691

$ 1,651,199

$ 1,408,636
36,818
39,313
5,460

$ 1,490,227

December 31,
2018

$ 1,365,547
16,300
32,993
25,447

$ 1,440,287

$ 1,186,073
29,311
75,015
4,526

$ 1,294,925

113
1,185,960
1,762,780

1,762,780

Explanation of Responses:

20



Edgar Filing: Dey Eric - Form 4

Table of Contents

Hilltop Holdings Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)
(Unaudited)

21. Reserve for Losses and Loss Adjustment Expenses

A summary of NLC’s reserve for unpaid losses and LAE, as included in other liabilities within the consolidated
balance sheets, is as follows (in thousands).

December
March 31, 31,
2019 2018
Reserve for unpaid losses and allocated LAE balance, net $ 17,318 $ 16,498
Reinsurance recoverables on unpaid losses 2,506 3,214
Unallocated LAE 767 840
Reserve for unpaid losses and LAE balance, gross $ 20,591 $ 20,552

A summary of claims loss reserve development activity is presented in the following table (dollars in thousands).

March 31, 2019

Total of
IBNR
Reserves
Plus
Expected  Cumulative
Three Months Ended Development
Accident March 31, 2019 on Number of
Reported  Reported
Year Paid Incurred Claims Claims
2015 $ 86,607 $ 86,963 $ 169 20,583
2016 83,265 84,085 401 20,180
2017 86,553 87,771 776 20,737
2018 68,015 76,110 4,542 15,288
2019 6,570 13,316 2,257 3,545
Total 331,010 $ 348,245
All outstanding reserves prior to 2015,
83 net of reinsurance
$ 17,318

Explanation of Responses:
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Reserve for unpaid losses and allocated
LAE, net of reinsurance

22. Reinsurance Activity

NLC limits the maximum net loss that can arise from large risks or risks in concentrated areas of exposure by
reinsuring (ceding) certain levels of risk. Substantial amounts of business are ceded, and these reinsurance contracts
do not relieve NLC from its obligations to policyholders. Such reinsurance includes quota share, excess of loss,
catastrophe, and other forms of reinsurance on essentially all property and casualty lines of insurance. Net insurance
premiums earned, losses and LAE and policy acquisition and other underwriting expenses are reported net of the
amounts related to reinsurance ceded to other companies. Amounts recoverable from reinsurers related to the portions
of the liability for losses and LAE and unearned insurance premiums ceded to them are reported as assets. Failure of
reinsurers to honor their obligations could result in losses to NLC; consequently, allowances are established for
amounts deemed uncollectible as NLC evaluates the financial condition of its reinsurers and monitors concentrations
of credit risk arising from similar geographic regions, activities, or economic characteristics of the reinsurers to
minimize its exposure to significant losses from reinsurer insolvencies. At March 31, 2019, total reinsurance
recoverables and receivables had a carrying value of $3.9 million, which is included in other assets within the
consolidated balance sheets. There was no allowance for uncollectible accounts at March 31, 2019, based on NLC’s
quality requirements.

The effects of reinsurance on premiums written and earned are summarized as follows (in thousands).

Three Months Ended March 31,

2019 2018

Written Earned Weritten Earned
Premiums from direct business $ 30,790 $ 31,737 $ 33,085 $ 33,368
Reinsurance assumed 3,129 3,191 3,042 3,000
Reinsurance ceded (1,725) (1,725) (2,010) (2,053)
Net premiums $ 32,194 $ 33,203 $ 34,117 $ 34,315

46
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The effects of reinsurance on incurred losses and LAE are as follows (in thousands).

Three Months Ended

March 31,

2019 2018
Losses and LAE incurred $ 14,985 $ 13,452
Reinsurance recoverables (59) 2,080

Net loss and LAE incurred $ 14,926 $ 15,532

Catastrophic coverage

At March 31, 2019, NLC had catastrophic excess of loss reinsurance coverage of losses per event in excess of

$8 million retention by NLIC and $1.5 million retention by ASIC. ASIC maintained an underlying layer of coverage,
providing $6.0 million of reinsurance coverage in excess of its $2.0 million retention to bridge to the primary
program. The reinsurance for NLIC and ASIC in excess of $8 million is comprised of three layers of protection: $17
million in excess of $8 million retention and/or loss; $30 million in excess of $25 million loss; and $50 million in
excess of $55 million loss. NLIC and ASIC retain no participation in any of the layers, beyond the first $8 million and
$1.5 million, respectively. At March 31, 2019, total retention for any one catastrophe that affects both NLIC and ASIC
was limited to $8 million in the aggregate.

Effective January 1, 2019, NLC renewed its underlying excess of loss contract that provides $10.0 million aggregate
coverage in excess of NLC’s per event retention of $1.0 million and aggregate retention of $15.0 million for
sub-catastrophic events. As of January 1, 2019, NLC retains 37.5% participation in this coverage, up from 17.5%
participation during 2018.

23. Segment and Related Information

The Company currently has four reportable business segments that are organized primarily by the core products
offered to the segments’ respective customers. These segments reflect the manner in which operations are managed and

Explanation of Responses: 23
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the criteria used by the chief operating decision maker, the Company’s President and Chief Executive Officer, to
evaluate segment performance, develop strategy and allocate resources.

The banking segment includes the operations of the Bank, and since August 1, 2018, the operations acquired in the
BORO Acquisition. The broker-dealer segment includes the operations of Securities Holdings, the mortgage
origination segment is composed of PrimeLending and the insurance segment is composed of NLC.

Corporate includes certain activities not allocated to specific business segments. These activities include holding
company financing and investing activities, merchant banking investment opportunities and management and
administrative services to support the overall operations of the Company.

Balance sheet amounts not discussed previously and the elimination of intercompany transactions are included in “All
Other and Eliminations.” The following tables present certain information about reportable business segment revenues,
operating results, goodwill and assets (in thousands).

Mortgage All Other and Hilltop
Three
Months
Ended
March 31,
2019 Banking Broker-Dealer Origination  Insurance  Corporate Eliminations Consolidated
Net interest
income
(expense) $ 92,690 $ 12,850 $ (467) $ 642 $ (1,330) $ 4,546 $ 108,931
Provision
(recovery)
for loan
losses 1,025 (74) — — — — 951
Noninterest
income 10,621 91,307 118,033 36,492 538 (4,523) 252,468
Noninterest
expense 60,726 87,807 114,677 30,338 15,562 (25) 309,085
Income
(loss) before
income

taxes $ 41,560 $ 16,424 $ 2,889 $ 6,796 $ (16,354) $ 48 $ 51,363

Mortgage All Other and Hilltop
Three Banking Broker-Dealer Origination  Insurance  Corporate Eliminations Consolidated
Months
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Ended
March 31,
2018

Net interest
income

(expense) $ 86,638 $ 12,550

Provision

for loan

losses (1,531)
Noninterest

income 10,180
Noninterest

expense 59,370
Income

(loss)

before

income

(276)
68,547

77,776

taxes $ 38,979 $ 3,597
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$ 941

127,102

130,704

$ (2,661)

$ 787

35,018

31,013

$ 4,792

$ (2,091)

(712)

9,403

$ (12,206)

$ 4,595

(4,992)

(64)

$ (333)

$ 103,420

(1,807)
235,143

308,202

$ 32,168
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Hilltop Holdings Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

(Unaudited)

Banking
March 31,
2019
Goodwill $ 247,368
Total
assets $ 9,748,950
December
31,2018
Goodwill $ 247,368
Total
assets $ 10,004,971

Broker-Dealer

$ 7,008

$ 3,333,574

$ 7,008

$ 3,213,115

24. Earnings per Common Share

Mortgage
Origination

$ 13,071

$ 1,348,924

$ 13,071

$ 1,627,134

Insurance

$ 23,988

$ 252,857

$ 23,988

$ 253,513

Corporate

$ —

$ 2,275,342

$ —

$ 2,243,182

All Other and
Eliminations

$ —

$ (3,410,277)

$ —

$ (3,658,343)

Hilltop
Consolidat

$ 291,435

$ 13,549,:

$ 291,435

$ 13,683,°

Net earnings, less any preferred dividends accumulated for the period (whether or not declared), is allocated between

the common stock and participating securities pursuant to the two-class method, if applicable. Basic earnings per
common share is computed by dividing net earnings available to common stockholders by the weighted average
number of common shares outstanding during the period, excluding participating nonvested restricted shares. The
Company calculated basic earnings per common share using the treasury method instead of the two-class method
since there were no instruments which qualified as participating securities during the three months ended March 31,

2019 or 2018.

Explanation of Responses:

26



Edgar Filing: Dey Eric - Form 4

Diluted earnings per common share is computed in a similar manner, except that first the denominator is increased to
include the number of additional common shares that would have been outstanding if potentially dilutive common
shares, excluding the participating securities, were issued using the treasury stock method. During the three months
ended March 31, 2019 and 2018, RSUs were the only potentially dilutive non-participating instruments issued by
Hilltop. Next, the Company determines and includes in the diluted earnings per common share calculation the more
dilutive effect of the participating securities using the treasury stock method or the two-class method. Undistributed
losses are not allocated to the nonvested share-based payment awards (the participating securities) under the two-class
method as the holders are not contractually obligated to share in the losses of the Company.

The following table presents the computation of basic and diluted earnings per common share (in thousands, except
per share data).

Three Months Ended
March 31,
2019 2018

Basic earnings per share:
Net earnings available to Hilltop common stockholders $ 38,786 $ 24,441

Weighted average shares outstanding - basic 93,669 95,985
Basic earnings per common share $ 0.41 $ 0.25

Diluted earnings per share:

Income attributable to Hilltop $ 38,786 $ 24,441
Weighted average shares outstanding - basic 93,669 95,985
Effect of potentially dilutive securities — 161
Weighted average shares outstanding - diluted 93,669 96,146
Diluted earnings per common share $ 0.41 $ 0.25
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SCHEDULE I — Insurance Incurred and Cumulative Paid Losses and Allocated Loss Adjustment Expenses,

Net of Reinsurance

(dollars in thousands)

Accident
Year
2015
2016
2017
2018
2019

Accident
Year
2015
2016
2017
2018
2019
Total

Incurred Losses and Allocated Loss Adjustment Expenses,

Net of Reinsurance

March 31, 2019

2015 2016 2017 2018
$ 89,646 $ 88477 $ 87262 $ 86,961
84,771 85,189 84,076
87,899 88,025
75,217

March 31, 2019

Total of
Incurred
But Not
Reported
Reserves
Plus Cumulative
DevelopmenNumber of
On
Reported  Reported
2019 Claims Claims
$ 86,963 $ 169 20,583
84,085 401 20,180
87,771 776 20,737
76,110 4,542 15,288
13,316 2,257 3,545
$ 348,245

Cumulative Paid Losses and Allocated Loss Adjustment

Expenses, Net of Reinsurance
March 31, 2019

2015 2016 2017 2018
$ 71,820 $ 82,940 $ 85,507 $ 86,549
71,543 81,682 83,169
77,675 86,319
61,922

All outstanding reserves prior to 2015, net of reinsurance
Reserve for unpaid losses and allocated loss adjustment
expenses, net of reinsurance

Explanation of Responses:

2019

$ 86,607
83,265
86,553
68,015
6,570

$ 331,010
83

$ 17,318
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read in conjunction with the consolidated historical financial statements and notes
appearing elsewhere in this Quarterly Report on Form 10-Q (this “Quarterly Report™) and the financial information set
forth in the tables herein.

Unless the context otherwise indicates, all references in this Management’s Discussion and Analysis of Financial

Condition and Results of Operations, or MD&A, to the “Company,” “we,” “us,” “our” or “ours” or similar words are to Hilltoy
Holdings Inc. and its direct and indirect wholly owned subsidiaries, references to “Hilltop” refer solely to Hilltop

Holdings Inc., references to “PCC” refer to PlainsCapital Corporation (a wholly owned subsidiary of Hilltop), references

to “Securities Holdings” refer to Hilltop Securities Holdings LLC (a wholly owned subsidiary of Hilltop), references to
“Hilltop Securities” refer to Hilltop Securities Inc. (a wholly owned subsidiary of Securities Holdings), references to

“HTS Independent Network™ refer to Hilltop Securities Independent Network Inc. (a wholly owned subsidiary of

Securities Holdings), Hilltop Securities and HTS Independent Network are collectively referred to as the “Hilltop
Broker-Dealers”, references to the “Bank” refer to PlainsCapital Bank (a wholly owned subsidiary of PCC), references to
“FNB” refer to First National Bank, references to “SWS” refer to the former SWS Group, Inc., references to ‘“PrimelLending”
refer to PrimeLending, a PlainsCapital Company (a wholly owned subsidiary of the Bank) and its subsidiaries as a

whole, references to “NLC” refer to National Lloyds Corporation (a wholly owned subsidiary of Hilltop) and its

subsidiaries as a whole, references to “NLIC” refer to National Lloyds Insurance Company (a wholly owned subsidiary

of NLC) and references to “ASIC” refer to American Summit Insurance Company (a wholly owned subsidiary of NLC).

29 6

FORWARD-LOOKING STATEMENTS

This Quarterly Report includes “forward-looking statements” within the meaning of Section 27A of the Securities Act of
1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934 (the “Exchange Act”),
as amended by the Private Securities Litigation Reform Act of 1995. All statements, other than statements of historical
fact, included in this Quarterly Report that address results or developments that we expect or anticipate will or may
occur in the future, and statements that are preceded by, followed by or include, words such as “anticipates,” “believes,”
“could,” “estimates,” “expects,” “forecasts,” “goal,” “intends,” “may,” “might,” “plan,” “probable,” “projects,” “seeks,
“would” or the negative of these words and phrases or similar words or phrases, including such things as our business
strategy, our financial condition, our efforts to make, and the timing of, strategic acquisitions, the costs of integration
of the operations of acquired businesses, our revenue, our liquidity and sources of funding, market trends, operations
and business, taxes, information technology expenses, capital levels, mortgage servicing rights (“MSR”) assets, stock
repurchases, dividend payments, expectations concerning mortgage loan origination volume and interest rate
compression, expected levels of refinancing as a percentage of total loan origination volume, projected losses on
mortgage loans originated, loss estimates related to natural disasters, total expenses and cost savings expected from
PrimeLending’s cost reduction efforts, the effects of government regulation applicable to our operations, the
appropriateness of, and changes in, our allowance for loan losses and provision for loan losses, anticipated investment
yields, our expectations regarding accretion of discount on loans in future periods, the collectability of loans,
cybersecurity incidents and the outcome of litigation are forward-looking statements.

29 ¢ 99 ¢ LT3 LR 99 ¢ 99 ¢
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These forward-looking statements are based on our beliefs, assumptions and expectations of our future performance
taking into account all information currently available to us. These beliefs, assumptions and expectations are subject
to risks and uncertainties and can change as a result of many possible events or factors, not all of which are known to
us. If an event occurs, our business, business plan, financial condition, liquidity and results of operations may vary
materially from those expressed in our forward-looking statements. Certain factors that could cause actual results to
differ include, among others:

the credit risks of lending activities, including our ability to estimate loan losses as well as the effects of changes in
the level of, and trends in, loan delinquencies and write-offs;

changes in the interest rate environment;

changes in general economic, market and business conditions in areas or markets where we compete, including
changes in the price of crude oil;

risks associated with concentration in real estate related loans;
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effectiveness of our data security controls in the face of cyber attacks;
severe catastrophic events in Texas and other areas of the southern United States;

- the effects of our indebtedness on our ability to manage our business successfully, including the restrictions imposed
by the indenture governing our indebtedness;
cost and availability of capital;
changes in state and federal laws, regulations or policies affecting one or more of our business segments, including
changes in regulatory fees, deposit insurance premiums, capital requirements and the Dodd-Frank Wall Street Reform
and Consumer Protection Act (the “Dodd-Frank Act”);

changes in key management;

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

legal and regulatory proceedings;
failure of our insurance segment reinsurers to pay obligations under reinsurance contracts;
risks associated with merger and acquisition integration; and

our ability to use excess capital in an effective manner.

For a more detailed discussion of these and other factors that may affect our business and that could cause the actual
results to differ materially from those anticipated in these forward-looking statements, see “Risk Factors” in Part I, Item
1A of our Annual Report on Form 10-K for the year ended December 31, 2018 (“2018 Form 10-K”’), which was filed
with the Securities and Exchange Commission (the “SEC”) on February 15, 2019, this Item 2, “Management’s Discussion
and Analysis of Financial Condition and Results of Operations,” Part II, Item 1A, “Risk Factors” herein and other filings
we have made with the SEC. We caution that the foregoing list of factors is not exhaustive, and new factors may
emerge, or changes to the foregoing factors may occur, that could impact our business. All subsequent written and oral
forward-looking statements concerning our business attributable to us or any person acting on our behalf are expressly
qualified in their entirety by the cautionary statements above. We do not undertake any obligation to update any
forward-looking statement, whether written or oral, relating to the matters discussed in this Quarterly Report except to
the extent required by federal securities laws.

OVERVIEW

We are a financial holding company registered under the Bank Holding Company Act of 1956. Our primary line of
business is to provide business and consumer banking services from offices located throughout Texas through the
Bank. We also provide an array of financial products and services through our broker-dealer, mortgage origination and
insurance segments. The following includes additional details regarding the financial products and services provided
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by each of our primary business units.

PCC. PCC is a financial holding company that provides, through its subsidiaries, traditional banking and wealth,
investment and treasury management services primarily in Texas and residential mortgage loans throughout the
United States.

Securities Holdings. Securities Holdings is a holding company that provides, through its subsidiaries, investment
banking and other related financial services, including municipal advisory, sales, trading and underwriting of taxable
and tax-exempt fixed income securities, equity trading, clearing, securities lending, structured finance and retail
brokerage services throughout the United States.

NLC. NLC is a property and casualty insurance holding company that provides, through its subsidiaries, fire and
homeowners insurance to low value dwellings and manufactured homes primarily in Texas and other areas of the
southern United States.
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During the three months ended March 31, 2019, our net income to common stockholders was $38.8 million, or $0.41
per diluted share. We declared total common dividends of $0.08 per share during the three months ended March 31,
2019, which resulted in a dividend payout ratio of 19.32%. Dividend payout ratio is defined as cash dividends
declared per common share divided by basic earnings per common share.

We reported $51.4 million of consolidated income before income taxes during the three months ended March 31,
2019, including the following contributions from our four reportable business segments.

- The banking segment contributed $41.6 million of income before income taxes during the three months ended
March 31, 2019;

- The broker-dealer segment contributed $16.4 million of income before income taxes during the three months ended
March 31, 2019;

- The mortgage origination segment contributed $2.9 million of income before income taxes during the three months
ended March 31, 2019; and

- The insurance segment contributed $6.8 million of income before income taxes during the three months ended
March 31, 2019.

At March 31, 2019, on a consolidated basis, we had total assets of $13.5 billion, total deposits of $8.3 billion, total
loans, including loans held for sale, of $8.0 billion and stockholders’ equity of $2.0 billion.

Factors Affecting Results of Operations

Changes in Management

On February 21, 2019, we entered into a Separation and Release Agreement (the “Separation Agreement”) with Alan B.
White, our Vice Chairman and Co-Chief Executive Officer, in connection with his retirement effective April 1, 2019
(the “Retirement Date”). Pursuant to the Separation Agreement, effective as of the Retirement Date, Mr. White resigned
from all positions with Hilltop and its subsidiaries, including, without limitation, Vice Chairman of our Board of
Directors and Co-Chief Executive Officer of Hilltop. The Separation Agreement also provides that Mr. White’s
retention agreement by and between the Company and Mr. White, as amended, terminated on the Retirement Date,
except for certain provisions that addressed, among other items, non-competition, non-solicitation, confidential
information and arbitration. Effective April 1, 2019, Jeremy B. Ford became Hilltop’s sole Chief Executive Officer,
Chairman of the Executive Committee of the Board of Directors of Hilltop and the Chairman of the Bank. The
Separation Agreement, in accordance with Mr. White’s retention agreement, provided for aggregate payments of $12.4
million to Mr. White, subject to any delay required under Section 409A of the Internal Revenue Code. During the first
quarter of 2019, our financial results included the recognition within corporate of a pre-tax charge within employees’
compensation and benefits of $5.8 million associated with Mr. White’s retirement, but we expect his retirement to
reduce our employees’ compensation and benefits expense in future periods.
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On February 19, 2019, we entered into a retention agreement with Hill A. Feinberg (the “Feinberg Retention
Agreement") to set forth the terms of his ongoing role with the Company. As disclosed in our current report on Form
8-K filed on December 12, 2018, we appointed M. Bradley Winges to succeed Mr. Feinberg as President and Chief
Executive Officer of Hilltop Securities effective February 20, 2019. The Feinberg Retention Agreement provides that,
as of February 20, 2019, Mr. Feinberg resigned as President and Chief Executive Officer of Hilltop Securities and
from all other positions with Hilltop and its subsidiaries, other than as Chairman of the Board of Directors of Hilltop
Securities, as a member of the Board of Directors of Hilltop and a member of Executive Committee of the Board of
Directors of Hilltop. Pursuant to the Feinberg Retention Agreement, Mr. Feinberg will continue to serve as the
Chairman of the Board of Directors of Hilltop Securities until June 30, 2019, at which time he will become Chairman
Emeritus of Hilltop Securities and resign from his membership on the Executive Committee of the Board of Directors
of Hilltop. The Feinberg Retention Agreement provides for aggregate payments of $1.4 million to Mr. Feinberg upon
his termination, resignation or death, of which $0.9 million was paid during the first quarter of 2019. Mr. Feinberg
may resign or be terminated at any time. In connection with the appointment of Mr. Winges, Hilltop and Mr. Winges
entered into an employment agreement providing for a sign-on cash bonus of $1.5 million, among other benefits, on
the effective date of his employment. During the first quarter of 2019, the broker-dealer segment’s financial results
reflect aggregate pre-tax charges within employees’ compensation and benefits noninterest expenses of $2.2 million
related to these items.
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During the three months ended March 31, 2019, the total impact of the above noted changes in management was $8.0
million before income taxes. These changes and the related impact on our results of operations are collectively
referred to as the “Leadership Changes.”

Technology Enhancements and Corporate Initiatives

In furtherance of our goal of building a premier, diversified financial services company, we regularly evaluate
strategic opportunities to invest in our business and technology platforms. Such investments are intended to support
long-term technological competitiveness and improved operational efficiencies throughout our organization. During
2018, we began the significant investment in new technological solutions, substantial core system upgrades and other
technology enhancements, and we are working on preliminary plans for additional investments in such solutions,
upgrades and enhancements. Such significant investments specifically include single, enterprise-wide general ledger
and procurement solutions, a mortgage loan origination system and a core system replacement within our
broker-dealer segment (collectively referred to as “Core System Improvements”). In combination with these technology
enhancements, we have begun the consolidation of common back office functions. We believe that costs incurred
related to these Core System Improvements will continue to represent an increasingly significant portion of our
noninterest expenses in the near term, but we are making such investments with the expectation that they will result in
cost savings over the long term. Costs related to our Core System Improvements, disaggregated by segment between
internal-use software costs that were capitalized as premises and equipment and costs that were recorded to
noninterest expense, were as follows (in thousands).

Mortgage Hilltop

Three Months Ended March 31,
2019 Banking Broker-Dealer Origination Insurance Corporate Consolidated
Premises and equipment $ — $ 1,151 $ 2,001 $ — $ 218 $ 3,370
Noninterest expense — 1,043 1,022 — 402 2,467
Total $ — § 2,194 $ 3,023 $ — $ 620 $ 5,837

Mortgage Hilltop
Three Months Ended March 31,
2018 Banking Broker-Dealer Origination Insurance Corporate Consolidated
Premises and equipment $ — $ 129 $ — $ — $ — $ 129
Noninterest expense — 1,215 549 — 344 2,108
Total $ — $ 1344 $ 549 $ — $ 344 $ 2,237

Factors Affecting Comparability of Results of Operations
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Prior Year Acquisition

On August 1, 2018, we acquired privately-held, Houston-based The Bank of River Oaks (“BORO”) in an all-cash
transaction (the “BORO Acquisition”). Pursuant to the terms of the definitive agreement, we paid cash in the aggregate
amount of $85 million to the shareholders and option holders of BORO. The fair value of the assets acquired was
$434.8 million, including $326.6 million in loans, while the fair value of liabilities assumed was $389.4 million,
consisting primarily of $376.4 million in deposits. The operations of BORO were included in our operating results
beginning August 1, 2018. The estimated fair value of the core deposit intangible asset acquired as of August 1, 2018
was $10.0 million and resulting goodwill was $39.6 million. In connection with the acquisition, we merged BORO
into the Bank, and all customer accounts were converted to the PlainsCapital Bank platform.

Termination of FDIC Loss-Share Agreements

In the fourth quarter of 2018, the Bank terminated its loss-share agreements with the FDIC which were entered into in
connection with the FNB Transaction, resulting in a $6.26 million payment from the FDIC to the Bank. Prior to the
termination, the Bank recorded “true-up” accruals with respect to the FNB Transaction loss-share agreements with the
FDIC of $0.1 million during the three months ended March 31, 2018. The true-up accrual was based on a formula
within the loss-share agreements, pursuant to which we agreed to reimburse the FDIC if actual losses incurred and
billed to the FDIC through loss sharing were below a stated threshold. During the three months ended March 31,
2018, the Bank also recorded $3.9 million of amortization of excess book value of its receivables under the loss-share
agreements (the “FDIC Indemnification Asset”) due to lower projected collections from the FDIC than were initially
estimated at the acquisition date.
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Segment Information

We have three primary business units, PCC (banking and mortgage origination), Securities Holdings (broker-dealer)
and NLC (insurance). Under accounting principles generally accepted in the United States (“GAAP”), our business units
are comprised of four reportable business segments organized primarily by the core products offered to the segments’
respective customers: banking, broker-dealer, mortgage origination and insurance. Consistent with our historical
segment operating results, we anticipate that future revenues will be driven primarily from the banking segment, with
the remainder being generated by our broker-dealer, mortgage origination and insurance segments. Operating results

for the mortgage origination segment have historically been more volatile than operating results for the banking,
broker-dealer and insurance segments.

The banking segment includes the operations of the Bank, and since August 1, 2018, the operations acquired in the
BORO Acquisition. The banking segment primarily provides business and consumer banking services from offices
located throughout Texas and generates revenue from its portfolio of earning assets. The Bank’s results of operations
are primarily dependent on net interest income. The Bank also derives revenue from other sources, including service
charges on customer deposit accounts and trust fees.

The broker-dealer segment includes the operations of Securities Holdings, which operates through its wholly owned
subsidiaries Hilltop Securities and HTS Independent Network. The broker-dealer segment generates a majority of its
revenues from fees and commissions earned from investment advisory and securities brokerage services. Hilltop
Securities is a broker-dealer registered with the SEC and the Financial Industry Regulatory Authority (“FINRA”) and a
member of the New York Stock Exchange (“NYSE”), HTS Independent Network is an introducing broker-dealer that is
also registered with the SEC and FINRA. Hilltop Securities, HTS Independent Network and Hilltop Securities Asset
Management, LL.C, a wholly-owned subsidiary of First Southwest Holdings, LLC, are registered investment advisers
under the Investment Advisers Act of 1940.

The mortgage origination segment includes the operations of PrimeLending, which offers a variety of loan products
and generates revenue predominantly from fees charged on the origination and servicing of loans and from selling
these loans in the secondary market.

The insurance segment includes the operations of NLC, which operates through its wholly owned subsidiaries, NLIC
and ASIC, in Texas and other areas of the southern United States. Insurance segment income is primarily generated
from revenue earned on net insurance premiums less loss and loss adjustment expenses (“LAE”) and policy acquisition
and other underwriting expenses.

Explanation of Responses: 39



Edgar Filing: Dey Eric - Form 4

Corporate includes certain activities not allocated to specific business segments. These activities include holding
company financing and investing activities, merchant banking investment opportunities, and management and
administrative services to support the overall operations of the Company.
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The eliminations of intercompany transactions are included in “All Other and Eliminations.” Additional information
concerning our reportable segments is presented in Note 23, Segment and Related Information, in the notes to our

Edgar Filing: Dey Eric - Form 4

consolidated financial statements. The following table presents certain information about the operating results of our

reportable segments (in thousands). This table serves as a basis for the discussion and analysis in the segment
operating results sections that follow.

Net interest income (expense):

Banking

Broker-Dealer

Mortgage Origination
Insurance

Corporate

All Other and Eliminations
Hilltop Consolidated

Provision (recovery) for loan losses:

Banking

Broker-Dealer

Mortgage Origination
Insurance

Corporate

All Other and Eliminations
Hilltop Consolidated

Noninterest income:
Banking

Broker-Dealer

Mortgage Origination
Insurance

Corporate

All Other and Eliminations
Hilltop Consolidated

Noninterest expense:
Banking

Broker-Dealer

Mortgage Origination
Insurance

Corporate

All Other and Eliminations
Hilltop Consolidated

Income (loss) before income taxes:

Explanation of Responses:

Three Months Ended

March 31,

2019 2018

$ 92,690 $ 86,638
12,850 12,550
(467) 941
642 787
(1,330) (2,091)
4,546 4,595

$ 108,931 $ 103,420

$ 1,025 $ (1,531)
(74) (276)

$ 951 $ (1,807)

$ 10,621 $ 10,180
91,307 68,547
118,033 127,102
36,492 35,018
538 (712)
(4,523) (4,992)

$ 252,468 $ 235,143

$ 60,726 $ 59,370
87,807 77,776
114,677 130,704
30,338 31,013
15,562 9,403
(25) (64)

$ 309,085 $ 308,202

Variance 2019 vs

2018
Amount

$ 6,052
300
(1,408)
(145)
761
(49)

$ 5511

$ 2,556
202

$ 2,758

$ 441
22,760
(9,069)
1,474
1,250
469

$ 17,325

$ 1,356
10,031
(16,027)
(675)
6,159
39

$ 883

Percent

7
2
(150)
(18)
36
9

5

167

(7
4
176

7

2
13
(12)
2
66
61

0

%
%
%
%
%
%
%

%
%
%
%
%
%
%

%
%
%
%
%
%
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Broker-Dealer

Mortgage Origination
Insurance

Corporate

All Other and Eliminations
Hilltop Consolidated

55

Edgar Filing: Dey Eric - Form 4

$ 41,560
16,424
2,889
6,796
(16,354)
48

$ 51,363

$ 38,979
3,597
(2,661)
4,792
(12,206)
(333)

$ 32,168

$ 2,581
12,827
5,550
2,004
(4,148)
381

$ 19,195

357
209
42
(34)
114
60

%
%
%
%

%
%
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How We Generate Revenue

We generate revenue from net interest income and from noninterest income. Net interest income represents the
difference between the income earned on our assets, including our loans and investment securities, and our cost of
funds, including the interest paid on the deposits and borrowings that are used to support our assets. Net interest
income is a significant contributor to our operating results and is primarily earned by our banking segment.
Fluctuations in interest rates, as well as the amounts and types of interest-earning assets and interest-bearing liabilities
we hold, affect net interest income. Net interest income increased during the three months ended March 31, 2019,
compared with the three months ended March 31, 2018, primarily due to an increase within our banking segment and,
to a lesser extent within our broker-dealer segment and corporate, partially offset by a decrease within our mortgage
origination segment.

The other component of our revenue is noninterest income, which is primarily comprised of the following:

(1) Income from broker-dealer operations. Through Securities Holdings, we provide investment banking and other
related financial services. We generated $56.1 million and $57.1 million in securities commissions and fees and
investment and securities advisory fees and commissions, and $31.6 million and $7.0 million in gains from
derivative and trading portfolio activities (included within other noninterest income), during the three months
ended March 31, 2019 and 2018, respectively.

(i1) Income from mortgage operations. Through PrimeLending, we generate noninterest income by originating and
selling mortgage loans. During the three months ended March 31, 2019 and 2018, we generated $118.0 million
and $126.4 million, respectively, in net gains from the sale of loans, other mortgage production income (including
income associated with retained mortgage servicing rights), and mortgage loan origination fees.

(iii) Income from insurance operations. Through NLC, we provide fire and limited homeowners insurance for low
value dwellings and manufactured homes. We generated $33.2 million and $34.3 million in net insurance
premiums earned during the three months ended March 31, 2019 and 2018, respectively.

The increase in noninterest income noted in the table above was primarily due to increases of $24.6 million in gains
from derivative and trading portfolio activities and $1.8 million in investment and securities advisory fees and
commissions, partially offset by decreases of $9.6 million in net gains from sale of loans and other mortgage
production income and $2.7 million in securities commissions and fees.

We also incur noninterest expenses in the operation of our businesses. Our businesses engage in labor intensive
activities and, consequently, employees’ compensation and benefits represent the majority of our noninterest expenses.
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Consolidated Operating Results

Net income applicable to common stockholders during the three months ended March 31, 2019 was $38.8 million, or
$0.41 per diluted share, compared with net income applicable to common stockholders of $24.4 million, or $0.25 per
diluted share, during the three months ended March 31, 2018. The first quarter of 2019 included costs associated with
significant Leadership Changes and other efficiency initiative-related charges which, in the aggregate, totaled $8.7
million before income taxes.

Certain items included in net income for the three months ended March 31, 2019 and 2018 resulted from purchase
accounting associated with the merger of PlainsCapital Corporation with and into a wholly owned subsidiary of

Hilltop on November 30, 2012 (the “PlainsCapital Merger”), the Federal Deposit Insurance Corporation (“FDIC”)
-assisted transaction (the “FNB Transaction) whereby the Bank acquired certain assets and assumed certain liabilities
of FNB, the acquisition of SWS Group, Inc. in a stock and cash transaction (the “SWS Merger”’) and the BORO
Acquisition (collectively, the “Bank Transactions”). Income before taxes during the three months ended March 31, 2019
and 2018, included the following purchase accounting items related to the Bank Transactions (in thousands).

Three Months Ended March ~ PlainsCapital FNB SWS BORO

31,2019 Merger Transaction Merger Acquisition Total
Net accretion on earning

assets and liabilities $ 544 $ 5,533 $ 561 $ 1,977 $ 8,615
Amortization of identifiable

intangibles (1,001) (76) (174) (714) (1,965)
Three Months Ended March ~ PlainsCapital FNB SWS BORO

31,2018 Merger Transaction Merger Acquisition Total
Net accretion on earning

assets and liabilities $ 574 $ 8,377 $ 708 $ — $ 9,659
Amortization of identifiable

intangibles (1,448) (114) (195) — (1,757)
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We consider the ratios shown in the table below to be key indicators of our performance.

Three Months

Ended March

31,

2019 2018
Return on average stockholder's equity 804 % 5.19 %
Return on average assets 121 % 0.77 %
Net interest margin (1) (3) (4) 369 % 352 %

Net interest margin (taxable equivalent) (2) (3) (4) 370 % 353 %

(1) Net interest margin is defined as net interest income divided by average interest-earning assets.

(2) Net interest margin (taxable equivalent), a non-GAAP measure, is defined as taxable equivalent net interest
income divided by average interest-earning assets. Annualized taxable equivalent adjustments are based on the
applicable corporate federal income tax rate of 21%. The interest income earned on certain earnings assets is
completely or partially exempt from federal income tax. See footnote 2 to the following tables for the taxable
equivalent adjustments to interest income.

(3) The securities financing operations within our broker-dealer segment had the effect of lowering both the net
interest margin and taxable equivalent net interest margin by 43 basis points and 42 basis points during the three
months ended March 31, 2019 and 2018, respectively.

(4) During the three months ended March 31, 2019 and 2018, purchase accounting contributed 32 basis points and 36
basis points, respectively, to both net interest margin and taxable equivalent net interest margin.

We present net interest margin in the previous table, and net interest margin and net interest income below, on a
taxable equivalent basis. The interest income earned on certain earning assets is completely or partially exempt from
federal income tax. As such, these tax-exempt instruments typically yield lower returns than taxable investments. To
provide more meaningful comparisons of net interest margins for all earning assets, we use net interest income on a
taxable- equivalent basis in calculating net interest margin by increasing the interest income earned on tax-exempt
assets to make it fully equivalent to interest income earned on taxable investments.

During the three months ended March 31, 2019 and 2018, purchase accounting contributed 32 and 36 basis points,
respectively, to our consolidated taxable equivalent net interest margin of 3.70% and 3.53%, respectively, and
primarily related to the following purchase accounting items associated with the Bank Transactions (in thousands).

Three Months Ended March 31, PlainsCapital FNB SWS BORO
2019 Merger Transaction Merger Acquisition Total
Accretion of discount on loans $ 753 $ 5,533 $ 536 $ 1,913 $ 8,735

Accretion (amortization) of
discount (premium) on acquired
securities (209) — 7 64 (138)

Explanation of Responses: 45



Three Months Ended March
31,2018

Accretion of discount on
loans

Amortization of premium on
acquired securities
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PlainsCapital
Merger

$ 938

(410)

FNB
Transaction

$ 8,377

SWS
Merger

$ 552

BORO
Acquisition

$ —

Total
$ 9,867

(410)
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The table below provides additional details regarding our consolidated net interest income (dollars in thousands).

Assets
Interest-earning
assets

Loans held for sale
Loans held for
investment, gross
(D

Investment
securities - taxable
Investment
securities -
non-taxable (2)
Federal funds sold
and securities
purchased under
agreements to resell
Interest-bearing
deposits in other
financial
institutions
Securities
borrowed

Other
Interest-earning
assets, gross (2)
Allowance for loan
losses
Interest-earning
assets, net
Noninterest-earning
assets

Total assets

Liabilities and
Stockholders'
Equity
Interest-bearing
liabilities

Three Months Ended March 31,

2019
Average
Outstanding
Balance

$ 1,015,010

6,843,343

1,792,501

221,602

66,346

505,582

1,446,412
61,263

11,952,059
(59,549)
11,892,510

1,419,075
$ 13,311,585

$ 5,825,886

Explanation of Responses:

Interest
Earned or
Paid

$ 12,487

98,383

15,584

1,658

388

3,151

16,859
1,671

150,181

$ 17,106

Annualized
Yield or
Rate

4.92

5.76

3.48

2.99

2.37

2.53

4.66
11.01

5.03

1.19

%

%

%

%

%

%

2018
Average
Outstanding
Balance

$ 1,294,245

6,308,756

1,613,608

258,732

189,623

632,727

1,537,306
70,854

11,905,851

(65,202)

11,840,649

1,228,058

$ 13,068,707

$ 5,494,657

Interest
Earned or
Paid

$ 14,613

85,331

10,928

2,030

481

2,478

16,300
1,452

133,613

$ 8,675

Annualized
Yield or
Rate

4.52

542

2.71

3.14

1.03

1.59

4.24
8.27

4.50

0.64

%

%

%

%

%

%

%
%

%

%
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Interest-bearing
deposits

Securities loaned
Notes payable and
other borrowings
Total
interest-bearing
liabilities
Noninterest-bearing
liabilities
Noninterest-bearing
deposits

Other liabilities
Total liabilities
Stockholders’ equity
Noncontrolling
interest

Total liabilities and
stockholders' equity

Net interest income
2)

Net interest spread

2)

Net interest margin

2)
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1,295,002 14,738

1,065,432 9,265

8,186,320 41,109

2,520,057
623,710
11,330,087
1,958,531

22,967

$ 13,311,585

$ 109,072

4.62

3.51

2.03

3.00

3.70

%

%

%

%

%

1,365,081

1,195,993

8,055,731

2,419,725
680,543
11,155,999
1,911,160

1,548

$ 13,068,707

13,739

7,526

29,940

$ 103,673

4.08

2.54

1.50

2.99

3.53

%

%

%

%

%

(2) Average balance includes non-accrual loans.

(3) Presented on a taxable equivalent basis with annualized taxable equivalent adjustments based on the applicable
corporate federal income tax rate of 21% for the periods presented. The adjustment to interest income was $0.2
million and $0.3 million for the three months ended March 31, 2019 and 2018, respectively.

The banking segment’s net interest margin exceeds our consolidated net interest margin shown above. Our
consolidated net interest margin includes certain items that are not reflected in the calculation of our net interest
margin within our banking segment and reduce our consolidated net interest margin, such as the borrowing costs of
Hilltop and the yields and costs associated with certain items within interest-earning assets and interest-bearing
liabilities in the broker-dealer segment, including items related to securities financing operations that particularly
decrease net interest margin. In addition, yields and costs on certain interest-earning assets, such as warehouse lines of
credit extended to subsidiaries by the banking segment, are eliminated from the consolidated financial statements.

On a consolidated basis, net interest income increased during the three months ended March 31, 2019, compared with
the same period in 2018, primarily due to changes attributable to both volumes and yields within our banking

segment, partially offset by a decrease in accretion of discount on loans. Refer to the discussion in the “Banking
Segment” section below for more details on the changes in net interest income, including the component changes in the
volume of average interest-earning assets and interest-bearing liabilities and changes in the rates earned or paid on
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The provision (recovery) for loan losses is determined by management as the amount to be added to (recovered from)
the allowance for loan losses after net charge-offs have been deducted to bring the allowance to a level which, in
management’s best estimate, is necessary to absorb probable losses within the existing loan portfolio. Substantially all
of our consolidated provision (recovery) for loan losses is related to the banking segment. During the three months
ended March 31, 2019, the provision for loan losses was impacted by the banking segment’s release of a $2.0 reserve
associated with previously estimated hurricane loss exposures due to improved customer performance. The provision
for loan losses was comprised of the following (in thousands).

Three Months
Ended March 31,
2019 2018
Charges (recovery of charges) relating to newly originated loans and acquired loans
without credit impairment at acquisition $ 491 $ (1,493)
Charges (recovery of charges) on PCI loans 460 (314)
Provision (recovery) for loan losses $951 $ (1,807)

Consolidated noninterest income increased during the three months ended March 31, 2019, compared with the same
period in 2018, primarily due to increases in noninterest income within our broker-dealer and insurance segments,
partially offset by a decrease within our mortgage origination segment.

Consolidated noninterest expense increased during the three months ended March 31, 2019, compared with the same
period in 2018, primarily due to increases within our broker-dealer and banking segments as well as corporate,
partially offset by decreases within our mortgage origination and insurance segments.

Consolidated effective income tax rates during the three months ended March 31, 2019 and 2018, were 22.6% and
23.3%, respectively, and approximated the applicable statutory rate for such periods.

Segment Results

Banking Segment

The following table presents certain information about the operating results of our banking segment (in thousands).
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Three Months Ended
March 31, Variance
2019 vs

2019 2018 2018
Net interest income $ 92690 $ 86,638 $ 6,052
Provision (recovery) for loan losses 1,025 (1,531) 2,556
Noninterest income 10,621 10,180 441
Noninterest expense 60,726 59,370 1,356
Income before income taxes $ 41,560 $ 38,979 $ 2,581

Income before income taxes increased during the three months ended March 31, 2019, compared with the same period
in 2018, primarily due to an increase in net interest income associated with net volume and yield changes partially
offset by an increase in deposit rates and a decline in accretion. Changes to net interest income related to the
component changes in the volume of average interest-earning assets and interest-bearing liabilities and changes in the
rates earned or paid on those items are discussed in more detail below.

During the second quarter of 2018, we were the victim of a “spear phishing” attack which resulted in a wire fraud loss of
approximately $4.0 million and approximately $0.3 million of other related expenses. We have not recorded an

accrual for future claims related to this matter as we have not concluded that such a loss is probable. We continue to
seek recovery of the wire fraud loss arising from this incident through insurance providers and other means. We

cannot currently estimate the amount of any future legal or insurance recoveries related to this loss.
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The ratios shown in the table below include certain key indicators of the performance and asset quality of our banking
segment.

Three Months

Ended March 31,

2019 2018
Efficiency ratio (1) 5878 % 6132 %
Return on average assets 134 % 131 %
Net interest margin (2) (4) 424 % 415 %
Net interest margin (taxable equivalent) (3) (4) 425 % 416 %
Net recoveries (charge-offs) to average loans outstanding (0.100 % 0.09 %

(1) Efficiency ratio is defined as noninterest expenses divided by the sum of total noninterest income and net interest
income for the period.

(2) Net interest margin is defined as net interest income divided by average interest-earning assets.

(3) Net interest margin (taxable equivalent), a non-GAAP measure, is defined as taxable equivalent net interest
income divided by average interest-earning assets. Annualized taxable equivalent adjustments are based on the
applicable corporate federal income tax rate of 21% for the periods presented. The interest income earned on
certain earning assets is completely or partially exempt from federal income tax. See footnote 2 to the following
tables for the taxable equivalent adjustments to interest income.

(4) During the three months ended March 31, 2019 and 2018, purchase accounting contributed 44 basis points and 51
basis points, respectively, to net interest margin and taxable equivalent net interest margin.

The banking segment presents net interest margin in the table above, and net interest margin and net interest income in
the following discussion and tables below, on a taxable equivalent basis. The interest income earned on certain
earning assets is completely or partially exempt from federal income tax. As such, these tax-exempt instruments
typically yield lower returns than taxable investments. To provide more meaningful comparisons of net interest
margins for all earning assets, we use net interest income on a taxable equivalent basis in calculating net interest
margin by increasing the interest income earned on tax-exempt assets to make it fully equivalent to interest income
earned on taxable investments.

During the three months ended March 31, 2019 and 2018, purchase accounting contributed 44 and 51 basis points,
respectively, to the banking segment’s taxable equivalent net interest margin of 4.25% and 4.16%, respectively, and
primarily related to the purchase accounting items associated with the Bank Transactions as detailed in the tables
presented in the Consolidated Operating Results above.

The table below provides additional details regarding our banking segment’s net interest income (dollars in thousands).

Three Months Ended March 31,
2019 2018
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Assets
Interest-earning
assets

Loans held for
investment, gross
(1)

Subsidiary
warehouse lines of
credit

Investment
securities - taxable
Investment
securities -
non-taxable (2)
Federal funds sold
and securities
purchased under
agreements to resell
Interest-bearing
deposits in other
financial
institutions

Other
Interest-earning
assets, gross (2)
Allowance for loan
losses
Interest-earning
assets, net
Noninterest-earning
assets

Total assets

Liabilities and
Stockholders’
Equity
Interest-bearing
liabilities
Interest-bearing
deposits

Notes payable and
other borrowings
Total
interest-bearing
liabilities
Noninterest-bearing
liabilities

Average
Outstanding
Balance

$ 6,359,924

936,457

1,113,797

97,592

416

316,319
41,084

8,865,589
(59,410)
8,806,179

945,409
$ 9,751,588

$ 5,525,366

179,878

5,705,244

2,487,922
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Interest
Earned or
Paid

$ 91,310

11,085

7,092

828

1,914
544

112,773

$ 18,994

933

19,927

Annualized
Yield or
Rate

5.75

4.73

2.55

3.40

0.13

2.45
5.30

5.09

1.39

2.08

1.42

%

%

%

%

%

%

%

%

%

%

Average
Outstanding
Balance

$ 5,794,528

1,212,755

904,625

117,561

495

382,353
46,436

8,458,753
(64,843)
8,393,910

890,284
$ 9,284,194

$ 5,149,294

281,906

5,431,200

2,412,326

Interest
Earned or
Paid

$ 79,191

11,699

4,826

980

1,474
506

98,676

$ 11,176

661

11,837

Annualized
Yield or
Rate

547

3.86

2.13

3.33

0.38

1.56
4.36

4.67

0.88

0.94

0.88

%

%

%

%

%

%
%

%

%

%

%
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Noninterest-bearing

deposits

Other liabilities 92,303 49,919
Total liabilities 8,285,469 7,893,445
Stockholders’ equity 1,466,119 1,390,749
Total liabilities and

stockholders’ equity  $ 9,751,588 $ 9,284,194

Net interest income

(2) $ 92,846 $ 86,839
Net interest spread

(2) 3.68 % 3.79 %
Net interest margin

2) 4.25 % 4.16 %
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(1) Average balance includes non-accrual loans.

(2) Presented on a taxable equivalent basis with annualized taxable equivalent adjustments based on the applicable
corporate federal income tax rate of 21% for the periods presented. The adjustment to interest income was $0.2
million for both the three months ended March 31, 2019 and 2018.

The banking segment’s net interest margin exceeds our consolidated net interest margin. Our consolidated net interest

margin includes certain items that are not reflected in the calculation of our net interest margin within our banking

segment and reduce our consolidated net interest margin, such as the borrowing costs of Hilltop and the yields and
costs associated with certain items within interest-earning assets and interest-bearing liabilities in the broker-dealer
segment, including items related to securities financing operations that particularly decrease net interest margin. In
addition, the banking segment’s interest-earning assets include warehouse lines of credit extended to other subsidiaries,
which are eliminated from the consolidated financial statements.

The following table summarizes the changes in the banking segment’s net interest income for the periods indicated
below, including the component changes in the volume of average interest-earning assets and interest-bearing
liabilities and changes in the rates earned or paid on those items (in thousands).

Three Months Ended March 31,
2019 vs. 2018

Change Due To (1)

Volume Yield/Rate Change
Interest income
Loans held for investment, gross $ 7,628 $ 4,491 $ 12,119
Subsidiary warehouse lines of credit (2,629) 2,015 (614)
Investment securities - taxable 1,101 1,165 2,266
Investment securities - non-taxable (2) (164) 12 (152)
Federal funds sold and securities purchased under agreements to resell — — —
Interest-bearing deposits in other financial institutions (255) 695 440
Other (57) 95 38
Total interest income (2) 5,624 8,473 14,097
Interest expense
Deposits $ 816 $ 7,002 $ 7,818
Notes payable and other borrowings (237) 509 272
Total interest expense 579 7,511 8,090
Net interest income (2) $ 5,045 $ 962 $ 6,007

(1) Changes attributable to both volume and yield/rate are included in yield/rate column.
(2) Annualized taxable equivalent.
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Changes in the yields earned on interest-earning assets increased taxable equivalent net interest income during the
three months ended March 31, 2019, compared to the same period in 2018, primarily as a result of higher loan yields
due to increased market rates, partially offset by a decrease in accretion of discount on loans of $1.1 million.
Accretion of discount on loans is expected to continue to decrease in future periods as loans acquired in the Bank
Transactions are repaid, refinanced or renewed. Changes in the volume of interest-earning assets, primarily due to an
increase in the loan portfolio, increased taxable equivalent net interest income during the three months ended March
31, 2019, compared with the same period in 2018. Changes in rates paid on interest-bearing liabilities decreased
taxable equivalent net interest income during the three months ended March 31, 2019, compared with the same period
in 2018, due to increases in market interest rates. Short-term interest rates have risen faster than medium and longer
term rates, which has reduced the favorable impact of our asset-sensitive position on net interest income. Our portfolio
includes loans that periodically reprice or mature prior to the end of an amortized term. Some of our variable-rate
loans remain at applicable rate floors, which may delay and/or limit changes in interest income in a period of changing
rates. If interest rates were to fall, the impact on our interest income would be limited by these rate floors. If interest
rates were to rise, yields on the portion of our portfolio that remain at applicable rate floor would rise more slowly
than increases in market interest rates. Any changes in interest rates across the term structure will continue to impact
net interest income and net interest margin. The impact of rate movements will change with the shape of the yield
curve, including any changes in steepness or flatness and inversions at any points on the yield curve.
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The banking segment’s noninterest income increased during the three months ended March 31, 2019, compared to the

same period in 2018, primarily due to year-over-year increases in service charge income due to the restructuring of

our products.

The banking segment’s noninterest expenses increased during the three months ended March 31, 2019, compared to

the same period in 2018, primarily due to increased expenses associated with the acquired BORO locations, offset by

a reduction in net expenses associated with previously covered assets, including the FDIC Indemnification Asset

discussed in the “Factors Affecting Comparability of Results of Operations” section above.

Broker-Dealer Segment

The following table provides additional detail regarding our broker-dealer operating results (in thousands).

Net interest income:
Securities lending
Structured finance
Clearing
Other

Total net interest income
Noninterest income:
Securities commissions and fees by business line (1):
Capital markets
Retail
Clearing
Other

Investment and securities advisory fees and commissions by
business line:
Public banking
Capital markets
Retail
Structured finance
Clearing
Other

Other:
Structured finance

Explanation of Responses:

Three Months Ended

March 31,

2019 2018

$ 2,121 $ 2,561
2,153 1,907
2,651 3,061
5,925 5,021
12,850 12,550
11,208 10,138
18,051 20,944
8,785 9,005
774 1,393
38,818 41,480
12,673 12,056
1,928 949
4,543 4,362
721 655
275 292
20 40
20,160 18,354
23,728 4,564

Variance

2019 vs 2018

$ (440)
246
(410)
904
300

1,070
(2,893)
(220)
(619)
(2,662)

617
979
181
66
(17
(20)
1,806

19,164
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Capital markets 7,910 2,461 5,449
Other 691 1,688 (997)
32,329 8,713 23,616
Total noninterest income 91,307 68,547 22,760
Net revenue (2) 104,157 81,097 23,060
Noninterest expense (3):
Employees' compensation and benefits 63,075 52,265 10,810
Other 24,658 25,235 (577)
Total noninterest expense 87,733 77,500 10,233
Income before income taxes $ 16,424 $ 3,597 $ 12,827

(1) Securities commissions and fees includes income of $2.9 million and $2.8 million during the three months ended
March 31, 2019 and 2018, respectively, that is eliminated in consolidation.

(2) Net revenue is defined as the sum of total net interest income and total noninterest income

(3) Noninterest expense includes provision for loan losses associated with the broker-dealer segment within other
noninterest expenses.

Income before income taxes increased during the three months ended March 31, 2019, compared with the same period
in 2018, primarily as a result of a 28% increase in net revenues, most notably in trading gains earned from our
derivative and trading portfolio activities, primarily from our structured finance and capital markets businesses. The
increase in trading gains during the three months ended March 31, 2019, compared to the same period in 2018, was
primarily due to a more favorable market environment resulting in a 26% increase in trading volumes, enhanced
spreads and an 8% increase in the structured finance business line’s to-be-announced (“TBA”) mortgage-backed
securities volume. This increase was offset by a $10.8 million increase in compensation and benefits expense,
primarily due to an increase in variable compensation based on more robust financial results, as well as the $2.2
million in pre-tax costs associated with Leadership Changes as noted in the “Factors Affecting Results of Operations”
section above.

The broker-dealer segment is subject to interest rate risk as a consequence of maintaining inventory positions, trading
in interest rate sensitive financial instruments and maintaining a matched stock loan book. Changes in interest rates
are likely to have a meaningful impact on our overall financial performance. Our broker-dealer segment has
historically earned a significant portion of its revenues from advisory fees upon the successful completion of the
client’s transaction. Rapid or significant changes in interest rates could adversely affect the broker-dealer segment’s
bond trading, sales,
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underwriting activities and other interest spread-sensitive activities described below. The broker-dealer segment also
receives administrative fees for providing money market and FDIC investment alternatives to clients, which tend to be
sensitive to short term interest rates. In addition, the profitability of the broker-dealer segment depends, to an extent,
on the spread between revenues earned on customer loans and excess customer cash balances, and the interest expense
paid on customer cash balances, as well as the interest revenue earned on trading securities, net of financing costs.

In the broker-dealer segment, interest is earned from securities lending activities, interest charged on customer margin
loan balances and interest earned on investment securities used to support sales, underwriting and other customer
activities. Net interest income increased between the three months ended March 31, 2019, and the comparable period
in 2018 primarily due to an increase in net interest earned on trading securities, partially offset by a decrease in net
interest income from the segment’s stock lending activities due to an 11% decrease in both the average stock lending
balance and the net interest spread. The segment also experienced a decrease in net interest income from our clearing
operations due to a 35% decrease in receivables from correspondents.

Noninterest income increased between the three months ended March 31, 2019, and the comparable period in 2018,
primarily due to increases in other noninterest income and investment and securities advisory fees and commissions,
partially offset by decreases in and securities commissions and fees.

Securities commissions and fees decreased during the three months ended March 31, 2019, compared with the same
period in 2018, primarily due to decreases in commissions earned by our retail brokers on municipal bond, mutual
fund and insurance transactions.

Investment and securities advisory fees and commissions increased during the three months ended March 31, 2019,
compared with the same period in 2018, primarily due to an increase in the aggregate dollar amount of municipal
bond transactions. We expect a modest improvement in national municipal issuance volume in 2019, compared to that
of 2018.

Other noninterest income increased during the three months ended March 31, 2019, compared with the same period in
2018, primarily as a result of a $24.6 million increase in trading gains earned from our derivative and trading portfolio
activities, most notably in our structured finance business, which accounted for $19.2 million of the increase, while
our capital markets business accounted for $4.9 million of the increase. The $19.2 million increase in our structured
finance business was primarily due to the 24 basis-point decline in the 10-year treasury bond yield during the first
quarter of 2019 compared to a 34 basis-point increase during the same period in 2018, and an 8% increase in the TBA
mortgage-backed securities volume. The $4.9 million increase in our capital markets business is attributable to an
improved market environment and improved spreads leading to a 26% increase in trading volume.
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Noninterest expenses increased during the three months ended March 31, 2019, compared to the same period in 2018,
primarily due to an increase in the variable compensation and benefits expense components that are based on
performance. The $2.2 million in pre-tax costs associated with Leadership Changes as noted in the “Factors Affecting
Results of Operations” section above also contributed to the increase in compensation and benefits expenses.
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Selected information concerning the broker-dealer segment follows (dollars in thousands).

Compensation as a % of net revenue

FDIC insured program balances at the Bank (end of period)

Other FDIC insured program balances (end of period)

Customer margin balances (end of period)

Customer funds on deposit, including short credits (end of period)

Public banking:
Number of issues
Aggregate amount of offerings

Capital markets:
Total volumes
Net inventory (end of period)

Retail:
Retail employee representatives (end of period)
Independent registered representatives (end of period)

Structured finance:
Lock production/TBA volume

Clearing:
Total tickets
Correspondents (end of period)

Securities lending:

Interest-earning assets - stock borrowed (end of period)
Interest-bearing liabilities - stock loaned (end of period)

Mortgage Origination Segment

The following table presents certain information regarding the operating results of our mortgage origination segment

(in thousands).

Explanation of Responses:

Three Months Ended March 31,

2019

60.6
$ 1,301,989
$ 746,925
$ 331,786
$ 331,375

215
$ 11,927,733

$ 20,031,917
$ 631,412

124
211

$ 1,148,214

505,221
148

$ 1,540,803
$ 1,408,636

2018
64.4
$ 1,301,820
$ 1,011,032
$ 324,241
$ 402,587

236
$ 10,649,121

$ 15,871,265
$ 494,264

122
218

$ 1,061,512

406,131
156

$ 1,614,291
$ 1,431,009
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Three Months Ended
March 31, Variance
2019 vs
2019 2018 2018
Net interest income (expense) $ (467) $ 941 $ (1,408)
Noninterest income 118,033 127,102 (9,069)
Noninterest expense 114,677 130,704 (16,027)

Income (loss) before income taxes $ 2,889 $ (2,661) $ 5,550

The mortgage lending business is subject to variables that can impact loan origination volume, including seasonal and
interest rate fluctuations. Historically, the mortgage origination segment has typically experienced increased loan
origination volume from purchases of homes during the spring and summer, when more people tend to move and buy
or sell homes. An increase in mortgage interest rates tends to result in decreased loan origination volume from
refinancings, while a decrease in mortgage interest rates tends to result in increased loan origination volume from
refinancings. As average mortgage interest rates have increased slightly between the three months ended March 31,
2018 and the comparable period in 2019, refinancing volume as a percentage of total origination volume has
decreased from 20.3% to 16.2% during the same periods. Changes in mortgage interest rates have historically had a
lesser impact on home purchases volume than on refinancing volume. While mortgage interest rates have decreased
since December 2018, we do not anticipate that current mortgage interest rates will significantly impact the percentage
mix of refinancing and purchase volumes relative to total loan origination volume for the remainder of 2019.

The mortgage origination segment primarily originates its mortgage loans through a retail channel, with limited
lending through its affiliated business arrangements (“ABAs”). For the three months ended March 31, 2019, funded
volume through ABAs was approximately 7% of the mortgage origination segment’s total loan volume. Currently,
PrimeLending owns a 51% membership interest in four ABAs. We expect production within the ABA channel to
increase to approximately 10% of the total loan volume of the mortgage origination segment during 2019.
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The following table provides certain details regarding our mortgage loan originations and selected information for the
periods indicated below (dollars in thousands).

Three Months Ended March 31,

2019 2018
% of % of Variance

Amount Total Amount Total 2019 vs 2018
Mortgage Loan Originations -
units 10,278 12,311 (2,033)
Mortgage Loan Originations -
volume $ 2,447,042 $ 2,959,797 $ (512,755)
Mortgage Loan Originations:
Conventional $ 1,490,935 6093 % $ 1,759,233 5944 % $ (268,298)
Government 598,181 2445 % 756,078 2554 % (157,897)
Jumbo 195,140 797 % 275,609 931 % (80,469)
Other 162,786 6.65 % 168,877 571 %  (6,091)

$ 2,447,042 100.00 % $ 2,959,797 100.00 % $ (512,755)
Home purchases $ 2,050,760 8381 % $ 2,358,692 79.69 % $ (307,932)
Refinancings 396,282 16.19 % 601,105 2031 %  (204,823)

$ 2,447,042 100.00 % $ 2,959,797 100.00 % $ (512,755)
Texas $ 468,883 19.16 % $ 564,624 19.08 % $ (95,741)
California 237,734 972 % 386,238 13.05 % (148,504)
Florida 197,087 805 % 217,308 734 % (20,221)
Arizona 112,706 461 % 116,791 395 % (4,085)
Ohio 103,536 423 % 127,209 430 % (23,673)
New York 98,710 403 % 72,899 246 % 250811
Maryland 86,754 355 % 89,198 301 % (2,444)
Washington 82,140 336 % 95,624 323 % (13,484)
South Carolina 76,893 314 % 106,640 360 % (29,747)
North Carolina 74,813 306 % 90,588 306 % (15,775)
All other states 907,786 37.09 % 1,092,678 3692 % (184,892)

$ 2,447,042 100.00 % $ 2,959,797 100.00 % $ (512,755)

Mortgage Loan Sales - volume $ 2711,114 $ 3,185,438 $ (474,324)

The mortgage origination segment’s total loan origination volume during the three months ended March 31, 2019
decreased 17.3% compared to the same period in 2018, while income before income taxes during the three months
ended March 31, 2019 increased 208.6% compared to the same period in 2018. The increase in income before taxes
during the three months ended March 31, 2019, compared to the same period in 2018, was primarily due to decreases
in segment operating costs and variable compensation and an increase in the change in net fair value and related
derivative activity of interest rate lock commitments (“IRLCs”) and loans held for sale. These changes were partially
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offset by a decrease in net gains from sale of loans.

Net interest income (expense) decreased $1.4 million during the three months ended March 31, 2019, compared to the

same period in 2018. Net interest income (expense) during the comparative periods was primarily comprised of
interest incurred on a warehouse line of credit held with the Bank as well as related intercompany financing costs,
partially offset by interest earned on loans held for sale. Year-over-year increases in average mortgage interest rates
contributed to increased yield on loans held for sale in the mortgage origination segment; however, an increase in
average borrowing costs offset the benefit of the increase in average mortgage interest rates.

Noninterest income was comprised of the items set forth in the table below (in thousands).

Three Months Ended
March 31, Variance
2019 vs
2019 2018 2018
Net gains from sale of loans $ 89,351 $ 106,105 $ (16,754)
Mortgage loan origination fees and other related income 21,873 20,926 947
Other mortgage production income:
Change in net fair value and related derivative activity:
IRLCs and loans held for sale 3,203 (4,539) 7,742
Mortgage servicing rights asset (2,666) (1,142) (1,524)
Servicing fees 6,272 5,752 520
Total noninterest income $ 118,033 $ 127,102 $ (9,069)

The decrease in net gains from sale of loans during the three months ended March 31, 2019, compared with the same

period in 2018, was primarily a result of a decrease in total loan sales volume in addition to a slight decrease in
average
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loan sales margin during the three months ended March 31, 2019, compared with the same period in 2018. The
increase in mortgage loan origination fees was primarily the result of an increase in average mortgage loan origination
fees, partially offset by a decrease in total loan origination volume, during three months ended March 31, 2019,
compared with the same period in 2018.

Noninterest income included the impact of changes between periods in the net fair value of the mortgage origination
segment’s IRLCs and loans held for sale and the related activity associated with forward commitments used by the
mortgage origination segment to mitigate interest rate risk associated with its IRLCs and mortgage loans held for sale.
The increase during the three months ended March 31, 2019, was primarily the result of an increase in the volume of
IRLCs and mortgage loans, partially offset by a decrease in the average value of individual IRLCs and mortgage
loans.

The mortgage origination segment sells substantially all mortgage loans it originates to various investors in the
secondary market, the majority servicing released. During the three months ended March 31, 2019, the mortgage
origination segment retained servicing on approximately 5% of loans sold, compared to 18% during the same period
in 2018. The mortgage origination segment’s determination of whether to retain or release servicing on mortgage loans
it sells is impacted by, among other things, changes in mortgage interest rates, and refinancing and market activity.
The related MSR asset was valued at $63.8 million on $5.3 billion of serviced loan volume at March 31, 2019,
compared with a value of $67.9 million on $5.3 billion of serviced loan volume at December 31, 2018. The mortgage
origination segment may, from time to time, manage its MSR asset through different strategies, including varying the
percentage of mortgage loans sold servicing released and opportunistically selling MSR assets. The mortgage
origination segment has also retained servicing on certain loans sold to the banking segment. Gains and losses
associated with such sales to the banking segment and the related MSR asset are eliminated in consolidation. The
mortgage origination segment uses derivative financial instruments, including U.S. Treasury bond futures and options,
Eurodollar futures and forward commitments to sell mortgage-backed securities, as a means to mitigate interest rate
risk associated with its MSR asset. Changes in the net fair value of the MSR asset and the related derivatives
associated with normal customer payments, changes in discount rates, prepayment speed assumptions and customer
payoffs resulted in net losses of $2.7 million during the three months ended March 31, 2019, compared to net losses of
$1.1 million during the three months ended March 31, 2018. Additionally, net servicing income was $3.1 million
during the three months ended March 31, 2019, compared with $2.5 million during the same period in 2018.

Noninterest expenses were comprised of the items set forth in the table below (in thousands).

Three Months Ended
March 31, Variance
2019 vs
2019 2018 2018
Variable compensation ~ $ 38,929 $ 46,292 $ (7,363)
Segment operating costs 69,041 76,678 (7,637)
Lender paid closing costs 3,498 4,480 (982)
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Servicing expense 3,209 3,254 45)
Total noninterest expense $ 114,677 $ 130,704 $ (16,027)

During the third quarter of 2018, PrimeLending committed to close certain underperforming branches, while at the
same time reducing its fulfillment and corporate support staff. The purpose of this initiative was to better align
resources and lower PrimeLending’s cost structure. Costs under this initiative are expected to total up to $1.3 million,
of which $0.9 million has been incurred to date. The decrease in segment operating costs during the three months
ended March 31, 2019, compared to the three months ended March 31, 2018, was primarily the result of this initiative.
We expect to realize additional cost savings as a result of this initiative of approximately $1.0 million per month for
the remainder of 2019 compared to average monthly segment operating costs during the first three quarters of 2018.
These savings have been partially offset by costs related to the “Technology Enhancements and Corporate Initiatives”
discussed in detail within the “Overview” above.

Employees’ compensation and benefits accounted for the majority of noninterest expenses incurred during all periods
presented. Variable compensation comprised 49.3% and 50.8% of total employees’ compensation and benefits
expenses during the three months ended March 31, 2019 and 2018, respectively. Variable compensation, which is
primarily driven by loan origination volume, tends to fluctuate to a greater degree than loan origination volume
because mortgage loan originator and fulfillment staff incentive compensation plans are structured to pay at increasing
rates as higher monthly volume tiers are achieved. However, certain other incentive compensation plans driven by
non-mortgage production criteria may alter this trend. In addition to decreases in loan origination volume each year, a
decrease in the average incentive rate paid and the impact of incentive plans driven by non-mortgage production
criteria contributed to the decreases in variable compensation between the three months ended 2019 and 2018.
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While total loan origination volume decreased 17.3% for the three months ended March 31, 2019, compared to the
same period in 2018, the mortgage origination segment’s operating costs decreased 10.0%. The decrease in segment
operating costs during the three months ended March 31, 2019, compared to the same period in 2018, was primarily
due to a decrease in non-variable compensation and related benefits, in addition to decreases in professional services,
and occupancy costs, partially offset by an increase in software license and maintenance fees. The decrease in
non-variable compensation and benefits and occupancy costs during the three months ended March 31, 2019, was due
to a reduction in fulfillment and corporate staff and the closure of certain underperforming branches primarily
resulting from Primel.ending’s cost reduction initiative implemented during the third quarter of 2018.

In exchange for a higher interest rate, customers may opt to have PrimeLending pay certain costs associated with the
origination of their mortgage loans (“lender paid closing costs”). Fluctuations in lender paid closing costs are not always
aligned with fluctuations in loan origination volume. Other loan pricing conditions, including the mortgage loan

interest rate, loan origination fees paid by the customer, and a customer’s willingness to pay closing costs, may
influence fluctuations in lender paid closing costs.

Between January 1, 2010 and March 31, 2019, the mortgage origination segment sold mortgage loans totaling $110.3
billion. These loans were sold under sales contracts that generally include provisions that hold the mortgage
origination segment responsible for errors or omissions relating to its representations and warranties that loans sold
meet certain requirements, including representations as to underwriting standards and the validity of certain borrower
representations in connection with the loan. In addition, the sales contracts typically require the refund of purchased
servicing rights plus certain investor servicing costs if a loan experiences an early payment default. While the
mortgage origination segment sold loans prior to 2010, it does not anticipate experiencing significant losses in the
future on loans originated prior to 2010 as a result of investor claims under these provisions of its sales contracts.

When a claim for indemnification of a loan sold is made by an agency, investor, or other party, the mortgage
origination segment evaluates the claim and determines if the claim can be satisfied through additional documentation
or other deliverables. If the claim is valid and cannot be satisfied in that manner, the mortgage origination segment
negotiates with the claimant to reach a settlement of the claim. Settlements typically result in either the repurchase of
a loan or reimbursement to the claimant for losses incurred on the loan.

Following is a summary of the mortgage origination segment’s claims resolution activity relating to loans sold between
January 1, 2010 and March 31, 2019 (dollars in thousands).

Original Loan Balance Loss Recognized
% of % of
Loans Loans
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Amount Sold Amount Sold
Claims resolved with no payment $ 198,172 0.18% $ — 0.00%

Claims resolved because of a loan repurchase or payment to an
investor for losses incurred (1) 194,108 0.00% 9,068 0.01%
$ 392,280 0.18% $ 9,068 0.01%

(1) Losses incurred include refunded purchased servicing rights.

The mortgage origination segment has established a specific claims indemnification liability reserve for each loan it
concludes its obligation to a claimant is both probable and reasonably estimable. An additional indemnification
liability reserve has been established for probable agency, investor or other party losses that may have been incurred
but not yet reported to the mortgage origination segment based upon a reasonable estimate of such losses.

]

At both March 31, 2019 and December 31, 2018, the mortgage origination segment’s indemnification liability reserve

totaled $10.7 million. The related provision for indemnification losses was $0.5 million and $0.7 million during the
three months ended March 31, 2019 and 2018, respectively.
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Insurance Segment

The following table presents certain information regarding the operating results of our insurance segment (in
thousands).

Three Months Ended
March 31, Variance
2019 vs
2019 2018 2018
Net interest income $ 642 $ 787 $ (145)
Noninterest income 36,492 35,018 1,474
Noninterest expense 30,338 31,013 (675)

Income before income taxes $ 6,796 $ 4,792 $ 2,004

The increase in income before income taxes during the three months ended March 31, 2019, compared with the same
period in 2018, was primarily due to a decrease in loss and LAE resulting from fewer weather-related events and an
increase in the fair value of the equity securities held by the insurance segment, partially offset by a decline in net
insurance premiums earned.

The insurance segment is subject to claims arising out of severe weather, the incidence and severity of which are
inherently unpredictable. Generally, the insurance segment’s insured risks exhibit higher losses in the second and third
calendar quarters due to a seasonal concentration of weather-related events in its primary geographic markets.
Although weather-related losses (including hail, high winds, tornadoes, monsoons and hurricanes) can occur in any
calendar quarter, the second calendar quarter, historically, has experienced the highest frequency of losses associated
with these events. Hurricanes, however, are more likely to occur in the third calendar quarter of the year.

The insurance segment periodically reviews the pricing of its primary products in each state of operation utilizing a
consulting actuarial firm to supplement normal review processes resulting in filings to adjust rates as deemed
necessary. The benefit of these rate actions are not fully realized until all policies under the old rates expire, which
typically occurs one year from the date of rate change implementation. Concurrently, business concentrations are
reviewed and actions initiated, including cancellation of agents, non-renewal of policies and cessation of new business
writing on certain products in problematic geographic areas. The insurance segment has historically utilized rate
actions to reduce the rate of premium growth for targeted areas when compared with the patterns exhibited in prior
quarters and years and reduced the insurance segment’s exposure to volatile weather in these areas, but competition
and customer response to rate increases has negatively impacted customer retention and new business. The insurance
segment aims to manage and diversify its business concentrations and products to minimize the effects of future
weather-related events. We believe that current initiatives to evaluate product offerings and pricing, streamline
business activities and expenses and mitigate the impact of future significant weather-related events are critical to
improving the insurance segment’s long-term financial condition and operating results.
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The insurance segment’s operations resulted in combined ratios of 86.5% and 85.2% during the three months ended
March 31, 2019 and 2018, respectively. The increase in the combined ratio during the three months ended March 31,
2019, compared with the same period in 2018, was primarily driven by an increase in the underwriting expense ratio
due to a decrease in net insurance premiums earned, partially offset by a slight decrease in the loss and LAE ratio. The
combined ratio is a measure of overall insurance underwriting profitability, and represents the sum of loss and LAE
and underwriting expenses divided by net insurance premiums earned.

Noninterest income during the three months ended March 31, 2019 and 2018, respectively, was primarily comprised
of net insurance premiums earned of $33.2 million and $34.3 million, respectively. The year-over-year decrease in net
insurance premiums earned was driven by the effect of historical decreases in net premiums written.
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Direct insurance premiums written by major product line are presented in the table below (in thousands).

Three Months Ended

March 31,

2019 2018
Direct Insurance Premiums Written:
Homeowners $ 11,974 $ 12,473
Fire 9,767 10,204
Mobile Home 9,049 9,731
Commercial — 653
Other — 24

$ 30,790 $ 33,085

Variance
2019 vs
2018

$ (499)
(437)
(682)
(653)
24)

$ (2,295)

The total direct insurance premiums written for our three largest insurance product lines decreased by $1.6 million
during the three months ended March 31, 2019, compared with the same period in 2018. These continued decreases
were due to increased competition, rationalization of product offerings, including the non-renewal of commercial
policies, and continued review of geographic concentrations. In the fourth quarter of 2018, in connection with a
strategic initiative to focus on our insurance segment’s key markets, we discontinued writing new insurance policies in
five non-core states. Approximately 2% and 3% of total net insurance premiums earned during the three months ended
March 31, 2019 and 2018, respectively, were from these five non-core states. As our insurance policies 