UNITED STATES GF AMERICA
Before the
OFFICE OF THRIFT SUPERVISION

)
o fne Matter of ) Order No.: WN-09-61
)
)
GUARANTY BANK ) Effeciive Date: Apnl 6, 2609
)
Anstin, Texas )
OTS Docker No. 08534 )
— )

3

ORDER TO CEASE AND DESIST ,

WHEREAS, Guaranty Bank, Ausiin. Texas, OTS Docket No. 08534 ¢ As‘soci:ﬁion)ﬁ cy
Al Swough s Beard of Directors (Beard). has executed a Sripulation ard ¢ onsent 1o s
issuance of an Order 10 Cease and Desist (Stipulaiion); and

WHEREAS, the Association, by executing the Stipuiation, has consented and mareed o

Hic issuance of this Order to Cease and Desist {Order) by the Office of Thrift Supervision (T

[y

pursuant 10 12 1ISC § iR18(b), and

WHFEREAN, pursuant to delegated auﬁﬁarity. the 0TS Regiona_ll Director for ihe Wediem
Keuton (Revional Direcior), is authotized i sssiie Orders to Cease and [Desist where a savinegs
asSOCTSLON has consented 10 the issuance of an order.

NOW,TH EREFORE, I'T IS ORDEREI that:

P Comphance with Laws, Revulations xil Safe and Sound Practices.

The Association sud its directors ofticers. employees. and agents shal! cease 2i1d denisi



from any action (alone or with another or others) for or toward causing, bringing about,
participating in, counseling or the aiding and abetting the unsafe or 1msound practices that
resuited m the current high level of classified assets, poow zarnings, inadequate capital, and the
failure to implement policies and strategies to mitigate concentration risks in its loan and non-
agency mortgage-backed securities (MBS) portfolios.

2. Capital.

a. Effective immediately, the Association shall meet aund mamtain a core capital
catio equal io or greater than 8.00 Fercent and a totai risk-based capital ratio equal 1o or greater
thar 11 OC percent Etfectively immediately, the Association shall calculate the risk-based
capital ratio and the required amount of risk-based capital tor each MBS rated below investment
grade in accordance with 12 CFR § 567_6(b), Within forty—ﬁve (45) days of the date that the
Association dogs not meet the core cap:tai ratic of §.00 peccent and the tota! risk-based capitai
ratio of 11.00 percent, the Board shall adopt a Capitai Str: tegié Plar and submit the Capitai
Strategic Plan io the Regional Direct@r for review and \ﬁrfiz{en,‘ndtice of noti-objection

h) The Capital Strategic Plan shail detaii the actions to be taken, with specific time
trames, to achieve one of the following esults by the later of date of receipt of ali required
regulatory approvals or 60 days after the implementation of the Capital Strategic Plan- (1) merger
with, or acquisition by another federally insured depositorv institution or holding company
thereof] or (i) voluntary i}c‘luldaticn by iling an apprbpriaté appiication with OTS in conformity
with feceral laws and reaulations.

c. Within fifteen (15) days of the dare from any request by the Regional Director or
his designee, the Association also shall ‘submi:t the Capitsl Strategic Plan os an npdated Capital

Strategic Plan. The Board shaii make any changes to the Capital Strategic Pian required by the

v
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Regronal Director or ais designee within fifteen (1%) days after receipt. Thereafter, the Board
shall adops the revised Capitai Strategic Plan. The Association shall provide a copy of 1he
revised Capital Strategic Plan to OTS within five (5) davs of the Board meeting at which it was
adopted. The Association shall umplement the Capital Strzscgic Plan amediately vpon
noitficaiion by the Regional Director to impiement the Cupital Strategic Plan.

d. The Association shail provide written status veports to OTS detailing the
Assoc:ation’s actions taken and progress in :mpiementing the Capnal Strategic Plan bv no later
than the 1% and 15" of each month at &l fimes while a Capiisi Sirategic Plat is in effeci The
bimonthly siatus reports shall detail- any contacts with invesrment bankers, any parties domng due
diligence. any offers relating to an acquisition or & merger. tie execution of binding letters of

intent or purchase agreements, capital infusions from its kolding company, Guaranty Financial

- Group, Tnc | Austin, Texas or any other capital raising activities The Association shall provide
. t0 OTS a notiticatior of the termination of negotiations with any party considering the

acquisition of five (5) percent or more of the stock of the Association or a subordinated debt

offering within one (1) business day of the termination of the negotiations.

3. Business Plan.

’ a By May ;,%1, 2069, the Board shall édopt and subrmf a revised comprehensive two--
year strategic business plan for the remainder of 2009 and 2010 (Business Plan) to OTS for
review and written notice of noﬁ-objectioﬁ The Business Plan shail: (i) mnclude a detailed and
specific discussion of the Board's plans and strateéies ‘to depléy émy capitai raised: {ii) set forth

at: analysis-of the projected earnings and proﬁtability of #1i existing and proposed business lines;

(i} provide for compiiance with the capital ievels set forth in Paragraph 2 a of this Order; {iv)

provide for supported projeciions for the reduction oof pioblem assets; (v) address the payments
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on subordinated debentures; (vi} address other-than-temp rary-inmpairment (OTTD
determinations regarding unrealized losses on the MBS poitivlio required by Paragraph 8 of this
Order; and (vii) provide fon an alternative uperating strategy te be implemented immediately if

the Association does not meet the capital targets set forth in Paragraph 2.a of this Order and
during the intenm period of the implementaiion of recapitatization of the Association in
accordance with Paragrach 2.b of this Order. The altern alive operating strategy shall address the
feasibility of additional reduction of cost and revenys enhancement programs.

b. The Busiress Plan shall also include a detailed descriprion of all well-supported
assumrtions used te prepare the pro forma stafements, inclading, but not limited t° (i)
comprehensive pro-forma earnings, capiial. and cash flow projections (incorporating projections

-from the LidUidity Management Plan adopted pursuant to Pafagraph & of this Order and the
restrictions on operations.set forth in this Order) based '01.4 hest and worse uasé scenarios; (ii) the

- -assumed interest rate scenarios: {iii) assumptions used for rioa-inferest income and non-interest

. eapenses; (iv) assumptions for furecastiug foan losses or‘chargé%ffs‘ahd the disposition of
~& problem assets: (v) assurﬁptxoﬁs used for Ioan nﬁgmaﬁiﬁn :‘é}e,ré,v taking into consideration current
rational and regiglnal £CCNOMIC condiﬁéns; ( vi} assumpticns used té determiné the appropriate
portfolio mix, including the con'sideraiién of credit, liquidiry, interest rate, operaticnal,
reputation, and compliance rasks; and (vii) assﬁmptions for ‘rhe é!aﬁ—ﬁp uosts, volumes, and
expected returns on any new Busiriess lines, prbducts., or services,

¢ The Association shall make any required mcﬂiﬁééﬁons te the Business Plan
required inwriting by the Re_gionaf Director or hié desigree within teﬁ (10) déys afler receipt.
Thereafter, the Board shali adopt aﬁd the Association shali immediately implement the revised

Business Plan. The Association shali pfovéde a copy of the revised Business Plan and the Board
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meetting rpinuies ;‘e,ﬂe g the Board’s adeption of the reviced Business Plan to Q1S within five
(5) days atter the Board meesting. The Association shall sibmit any proposed matenal deviations
to the Business Plan i the Regicaal Director for review and 2 whten aon-abrection at least
tifteen (1) days prior to implementaticn. A deviaiion shall be considered material vnder tiis
Paragraph when the Association. (ir engage« in anv material activity, line of business, o
operator that is incces stert witl, the Business Piar: (31) exiweeds the level of any aCtivity or
growth contemplated in the Capiza! Plan by more than 10 yeicent, unicss the activity involves
assets risk-weighted 50 percent or fess, in which case a variance of more than 25 perceni shali be
deemed tobe a material deviation, or (in) falls below or Talls Lo mest rhe rarget amouriis
estabhished ibn the Capital Plan by more than 10 percent.

> - d Néﬁvithstandiﬁg the forégoing, none of the f&lnwirﬁg deviations shraél-be deemed

to be mareria:: (1) a change of i0 pér:;enf or less i any.balan‘ce' sheet caregory, or f i) a change of

- 40 percert o1 less in any income statement category. For purposes ¢f this Paragraph, a balance

. shsei category is deﬁned‘as‘ cash, investments, i-4 famiiiy ;ié;AMﬁé'nt mortgage loans, cons;xfner
R loans, nonhomogeneous loans, MBS, b:tﬁer investmen*; secr;ritiez. fixed acsets, ratail de\posits;
wholesale deposits, ad"\/’ances from the Federal Home Loan r‘;anlf otheir Bc‘»rrowed money, other
liakilities, and equityl capital. Fér purpcses of this’ParagI'e{ph,, an incorie statement category is

-
2]

detined as interest income. interesi expense, nonintevest incoine. noninterest expense, ang

exitraordinary ems In additmn: a change éf Zanerceni u, fess in nei iCOMeE or ZOVpe:r'cent or
Ieés in the amount of real estate (;wnea! shali 1ot he deémed aiaterzal tor purposes of this
Paragraph. |

| e ' Within fifteen { 15 } da&sﬂaﬁer the énd of “ach n;mnth, beginniﬁg with the month

ending May 21, 2009, Managemeni shall nreparc and subrit 1o the Board and OTS monikly
) pa | ;
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variance reports regarding the Association’s compliance with the Business Plan Such variance
reports shall: (i) detail actual operating as compared with projected results; ¢i1) discuss any
changes required in the Association’s business strategy due to 2 change in market conditions or

vther common factors; (iii) discuss the status of cost cutting aitd revenue snhancernent; and (iv)

previde an expianation for any material deviation from the Business Plan or any plan under
y

vonsideration to correct each material deviation. The Boaid's review of the Business Plan and
related variance reports shall be fully documented in the Board m?mztes and the variance reports
and minutes shall be submitied to the Regionai Director within five (5) days of the Board
meeting.

f Within fifteen (15) days of the end of each month, beginning with the month

ending April 30, 2“009, Management shall provide 1o the Board a mohthly assessment of the

.« sufficiency of the Association’s capital levels relative & the Association’s risk pinfile, classitied
- asset leveis, ALLL; the évaluation of, and need for OTT! charges on the MBS portfoito.

. profitabiiity of business lines, and trends in ail of the above-iisied areas. Thé Board’s review of

such rei)ort shall be ﬁllly documented in the Board minutes and the veports and minutes shall be
submitted to OTS within five {5) days of the Board meet'in'g’ |

g Within twenty {20) days of the end of'a‘quéﬁ.ér, begiﬁning with the qizarter ending
June 30, 2009, the Board shall also review and address the external and infernal risks that may
affect the Association’s abiliiy 1o implement the Business Plan. This review shali include, but
not be limited fo adverge scen’ariqs relating to asset or liébility miies, interest rates, staffing
levels and expertise, operating expenses, marketiné COSts. .a'nd economic conditions in the
markets where the Association is operating.

h. The Associaiion shall notify QTS regaiding avnyvn'é'w material event affecting or that
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may affeci ihe bajance sheet or the cash fiow of the Association within one (1) business day of
such event.

4, Restriction ¢n Asset Growth.

Effective imnediately, the Association shall limit i1s asset growth in any quarter to an
amount not fo exceed net interesi credited on deposit lizbilities during ihe quarrer without the

DIICT Wrilen nen-chbiection of the Regronal Director.

3 Brokered Depotsits Restriction.
a. Eftective immediately, ihe Associaiion shall not accept brokered deposits,

including deposits covereg by 12 CFK § 337.6(a)5) except in compliance with 12 €FR §
337.6(b)(2), unless a waiver is granted by the Federal Deposit Insurance Corporation (FDIC)

b The Association <hall provide to OTS: (1) written notice if the Association
réquests a waive: from the FDIC: and (i1) a copy of the FDI s correspongence indicating its
_-dispesition of any requeét for such a waiver

6. Liguid:ty Management Pian.

a. By May 31, 2009, the Board shall approve z 1evised written liquidity management
and contingency plan (L.iquidity Management Plar) thai- (i provides for the safe and sound
management of liquidity in accordance with QTS Thiift Bujletin 77, the Interagency Advisory on
the Use of the Faderal Reserve's Primarv Credit Px*ograrh in Eifective Liguidity Management.
and anv other applicable guidance: ¢ii) sets fbr‘[h‘shoz’[-tevml and long-term sources of liguidiry
and cash flow, both into and out of the Association: (iii) ad’di-f‘s’sses mirfimu‘m accepmble excess
borrowing capacity, including its capacli‘t‘y te borrow from a F edefél Home Loan Bank and/or a

Federal Reserve Bank: (iv) sets forth a plar to address ihe pay-off of brokered deposits aad

other certificates of deposit as they mature in 2099 and 2010: (v) prescribes specific limits on
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tunding concentrations, cverall non-core deposit funding limit. and minimun level of available
unpiedged liguid asssts for meeting liquidity needs, (vi) addresses contingency plans fior
umpiemesitation 0 the event of unaniicipated withdrawais of deposiis and » redustion or
elimination of current so of funds; (vil) provices for tne siress ¢esting of the aﬂ*ailabiiity 5f

all funding sowces under various stiess scenarios; {viii} addresses corapliance with Paragraph 5
of this Order regarding the restrictions ou brokers¢ deposits, | including, bui vt findied iv
monitoring ot interesi rates paid oo deposits, and (ix) provides for ongoing monttoring by th
Assceiation’s Mianagement and cversight by the Bearg.

b The Associaiion shall make any modificatioss to ihe Liquidity Management Plan
required in writing by the Regional Director or his designee within ten {10) da)a after receipt.
Thereafter, the Board shali adopt and the Assoc1at10n shali immediately mmlemen‘r the rev1séd
- Liquidity Management Plan. The Association shall provid:é & copy of the revised Lﬁﬁuirjity
\,Manége‘fm'em Plan-and the Board meétlrig minutes reﬂ‘ec'tingQ the Board’s adépﬁon of the revised
Liqﬁi’dity Managemém Plan to OTS x;vii,i;in five { S)days afer the BQa.rﬁ ‘meéﬁng

¢ Within 'f;if«'ent‘{f (20) davs after the end of cach ‘;,ﬂéhthjl‘}eginmng with the month
ending March 31, 2059, the Abef‘Uathfl s Manzgement spail provide ro OTS copies of reports
froﬁ the Association’s Treasury Deparimeﬂi that provide 2 iicjuidity forecast for the subsequent
three monthé and twelve monihs. respeétively, inclﬁding, ot not fimited to a schedule of funding
ubligations and funding sources.

- d. Within tweﬁty (20) days after ihe end of esch quarter, begiﬁraing with the qn;aﬁel
ending March 31. 2009, the.Associatién‘ shall subrrﬁt repbrts 10 O1S regarding the Board’s

quarterly review of the Association’s lignidity position ard its determination regarding any
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required amendmeriis of the Association's Liquidity Management Policy te address anv adverse
change i the Association s liquidity risk profile

€. Effective immediately, the Association shall provide wriiten nctificaticn to GTS
within one (1) b‘usiness day of Association’s recerpt of any informazion from the Federa] Home
Loan Bank regarding restrictions on the Asscciation” s botrowing capacity or requirements for
additrond! cotlateral.

e Capital Distribugiors and Stock Repurchases,

a. Fifactive immediately, the Associatior o arw of its Subsidiaries’ shall not
deciare, make, or pay any dividends or nifer capata distributions or purchase, repurchace, or

redeem or commit to purchase, repurchase. or redeem any Associatien’s commor or preferred

-

o gghares without the prior written notice of hon-cbj ection of OTS.

. The written requ'—st w such won-ohjeciion shall contain current and vre forma

_ projections 1eg: g hé Associaton s carital, asser qJ”I”“ eamlngy, and ALLL and <hal!

g

ol

g Ty docuieni the Asscaiation’s compliance witn the Cdpitd) retos set forth in Paragra,ph 2.4 of this

o '; ~Order The Association shall sﬁbmit its writtet: request for non-ob Eéctzon 1o engage ir the
~transaction set forth in Paragraph 7 a ot this Order to the Regional Director at least thirty (30) days
pﬁor‘ to the anticipated éété of the proposed dividend p@ment, capital distribution, or stock
transaction and only provided *hat the Assosiation is in complianice with the c’iﬁ;itai i‘atias set forth

in Paragraph 2 a of this Order

8. Fair Value/Other -Than -Temiriorary T-'mﬂainnéﬁt?olic{f.
a. - By May 31, 2009, the Board, with the assistance of ouiside consultants it deemed

appropriate, shall review the adequacy of the documentatior of Management’s process of

e e et e e

! l‘he term “Subsidiary” 15 defined at 12 CFR § 5562
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assigning a fair valite to the non-agency and agency MBS porifotios and deteriaine whether there
is OTTI for-any of thé ner-agency and agency MBS porifolios as required under gererally
accepted accounting principles (GAAP). The Board’s review shall ¢ omsider, but aot be Limited
i, the adequacy of Managemem s writien source documeniaion of the assvinpaons, inpurs, and
data vo suppert determinations regarding OXTi. The Bourd s review shall 2ign i wlude a
reconciliaticn of the assumptions with the resuttia ag conclusions regarding OTTI and the
adequacs,; of Management s analvtical process relating ¢ the determination of fair value, as

.

required by Staiement of Financial Acconnting Standard (SFAS) No. 157, and OTTI
determinations.
b, By May 31, 2009 the Bcard shall adopt avd °ubm1t to OTS for vvntten notice of

non-objection a revi \cd Fair Vah-e/OTx 1 Pnur‘y tha‘»‘, sets fonh, at a minimum, the following ()

etailed -written guicc:ines, consistent with GAAP, thar 1uu.zde among otker suthoritative

‘ leraiure, the anplication of Fmerbmg Isﬁ'-es Task Furce (EITF N2, 96-20 ard S ASN . 1

« t

including any and all other issuances that provide applu,abie gu1dance relatmg to the evaluauon

and determination of OT T‘ (1) specific r‘e’fallu" "I"l‘tel’la and ,uppomng underlying assumptions
{01 determining the appropriaie level of measurement within the fair value hierarchy as set forth
in SFAS No. 157; (ui) specifically defined indicators the presence of which would trigger a
derermination that a specific n‘\,fe:sirrﬁelif seéunv would be deemcd 10 have incutred GTTi: and
(iv)a discussxon or requirernent indicating when and undes what cir crmstances Management

‘

would be required i docement the dct mination for OTTY of inv estment securities more

3

frequently than quarteriy.

c. The Association shal’ make modific atlcns o the Farr Vaiue/OTTI Policy in

accordance with GAAP and as may be cequired i, writing by the Regional Director or his
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designee within ten {10) days after receipt. Thereafter, the Board shali adopt and the Asscciation

“shall :mmediately implement the revised Fair Value/OTT! Policy. The Association shall provide
a copy of ihe revised Fai Value/DTTI Policy and the Buard meeting minuies refiecting the

Board’s adoption of the revised Fair Value/OTTI Policy ic OFS within five (5) days after the

Board meeting.

9. Repoits on Morigage-Backed Securities Portfoiio.
a. Effective immediately, the Association shail provide a wricen notification o OTS

immediately upou receipt of information 1egaiding sny downgrades in the investinen grade
ratings of any MBS.
b. By twenty (20) davs after the end of each monta, beginning with the month

» ending March 31, 2009, the Association shall submit a momhly status report ﬁotifying OTS of

- {5) the amouni o unrealized losses o the Asscciation’s non- agency and agencv Mi3S pertfonos.

- delinested by sevurities avaiiable for sale and securities helé 1 meturity: and (it the investment

& %’ ' gfade ratings of non—égéncy and agency MBS péﬁfolios

C. By twenty (20} days after the end of each quarter. beginning with the quarter
ending March 31, 2009, the Association shall submit m,zaumly reports to QTS ihat addiess. (i)
the evaluation ofimpaired securities, including but not limited to whether ainy of the unreéllzed
iesses shouid be considered OTTL: (i) C[)ecxﬁc changes made bjl."’l\/lz‘c»xr;agemmt o the ihputs
under the assurpiions used in determ‘ining fair valve, and (iii} Management’s analyses of the
appropriate accounting adjustments_ £ any, under GAAP. Thi;s réport shall set forth, in narrative
format. the process b§; which the Association evaluates the existence of o171, inciuding but not

limited to, the inpuis and assumptions used by Management in valuing investment securities in
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‘ordance with Paragraph 8.b of this Order and alsc demonstraring the Association’s inrent and
ability to hold the securities to forecasted recovery.

d. The Association shall maice ali appropriate accourting adjustments as required

under GAAP,

10. Commercial Real Estate Risk Analysis.

a. By Julv 53, 2009, the Boma shiall adopt 4 vevised plan {CRE Risk Assessment
Plar} f assessing, onitoring, and comrolling the ricke ascociated with commercial real esiate

lcan transactions 1n accerdance with the guideiires in OTS CLO Letter Mo, 252, entitled
“Guidance oa Cominere,al Real Lsiare {CRE) Cone en"an'g;s Rist 7 Jgied Decamber 14, 2005
{CEO Letter No. 232y The revised CKE Risk Assessment Plan shall, at a minimum, address the

tollowing:

1. Esianlisament of an acce sotable love! of soaume: rolal real estats SoncOTiration rish

~ihat inciuge Himiis o catein tvpes of Doriowers of progeiv Lpes,

i, Compietion of portfolio ievel stress tests or sensitivity anatvses at designated time
frames to quantify the impact of changing economic conditions‘ including, but not

limited to those atfebtmg certamn relevant Lidusities or sectors on asset quallty

- eami‘n,‘g‘,s, and capﬁtgl,
ili. tstahlishiment of .utumm contrals‘:o monites wongitance with ihe voacentiation
Alvrmts and the Absouauon s commercial ar;a ;omrﬁ;ercvaz real ectate ioan polides
and ;frategies;
r;. Periodic review and approval of the commercial real estate loan risk exposure
pmits,
Guaranty Bank : i
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e

y.  ‘Establishment of a pertfolic management nrocess to evaluate the overall EXposure
to ezoedmic risk facters and to develop contingency plans io rartigate
concentration 118k i the evern’ of adverse market conditions:

Vi1, Development of a reanagemen information system thaz strazifies the compescial
real esiate loans by key factors used in delinesiing risks:

Vil bubmissior te, and review o ipiwiation ov the Board that identifies und
quamifies the vature and ovel of risk presented by the commercial (ont estaie
concentration. ne lese thun 4*-ar~= ty basls, beginning with the quarter ending
June 30, 2063, and

viit.  Revision of the Association’s commercial reai estate loan poliey and risk
n‘l‘kanég-émem ‘poiicy; to the extent ﬁecessafy, o refiect the results of the risk
anaiv :ﬁs and the auidelines ot forin i CTO ) giter foe 232 and 10 ensurs thar the

ﬁ-'-afzr,;,--‘{lf%?es AN apg,{é,‘prsételrb. *V "‘a .‘:31 condetons

b. By Juiv 31, 2009, the Board shali submii to &1'S the Board minutes documenting

- ‘the adoption and the smplementation of the CRE Risk Assecsment P-a,n Within fiv= (5) days

[

after the Board *neptmg where the Board's review nf the re<ilts of stress tesiing required by this
Paragiaph. The Association shall submit the stress testing report to OTS and a copy of the Board
minutes documenting ifs review.

11.  Pertfolie Concenirations.

a By Jalv 21, 2009, the Board shall adopi and submii to OTS for written notice of
non-objection & revised Risk Managemient Polic; that: (i) sets forth detaiied strategies for
mitigation of risk within the Associatior’s Joan and investment portfolios on an eaterprise basis

and that establishes a requirement for periodic repcrting by Management to the Roard, (i1}
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[l

establishes a process for monitoring the conditions in the geographic markets to ensure the
cencentration limits remain appropriate; (iii) requires Management’s submissicn of
concentration reports, on at least a quarterly basic, to the Board that set forth key risk metrics for
the agency and on-agency MBS portfotios; and () esinhlislies a process for an assessment of
the effectiveness of risk mitigation practices for the MSS S nortfolic The Association shall make
mecifications 12 the Risk Management Pelicy s may be required in weriting by the Regional
Birector or his designee within ten (13) days e 1mceipt. Thercafler, the Boarg shall adopi and
the Association shali immediately implement the revised Risy Management Policy. The
Asse :cwmn shall provide a cnpy o the revised Risk Managrement Policy and the Board meetiny
minutes reflecting the Board’s adoption of the revised Risk vianagement Pohicy to OTS within
-~ five (5) days of the Board me eeting.
)

U By twenty (20} days =fer the end of each quarter. b inning wiin the quarter
y vt b q s 5 J

ending June 30, 2009, the Board shall review the adequacy of Ma.sgement’s repcrts addressi-lg

=g+, -portfolio concentraiions and the Association’s risk manégénient actions implemented to mitigate
- the concentration risks in accordance with the revised Rm( Manageren: Policy, dosiment iis
review in the Board minutes, and uubmvf 1c 0TS 2 copy of the Board mnues dovurenting its

revicw

i2, Asset Classification.

a. Effective immediately, the Association »nal' “:fabhoh reserves for fosses on
impatred loans either by establishing 2 %pecxfic vajuation aliowarce or by recording a «her ge-off
m accordance with SFAS No. 114,

b By Juiy 31, 2009, the Board shall adopt a system of internal controis to venify that

Management is timely recognizing losses on impaired {oans in accordance with SFAS No. 114
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and submit documentation of the implementation of such system to OTS. Within five (5) days of
the Roard mecting, the Board shall subrit a copy of the Board minutes documenting iis review
and approval of the aforementioned svstem ot interna! contrals ang Management’s submission 1o
the Board to OT'S

C. By Juiy 31, 2069, the Board shail adopt and sudbmit 1o OTS a revised ALLL
Policy: (1) to address the factcrs used in determining the unsiiocatad reserve and the provision
foe doubtful classificaiion in accordance with the yuideiires cet forth in 12 C'FR § 560.160.

Scetion 260 {Cissitication ot Assetsy o' the OT'S Exantirigtion Handoook, and OTS CEG Tetter

Mo, 299, dated December 13, 2908, and entitled “Interagency Dolicy Statemeni on the Allowance
for Loan and 1ease Losses and Questions and Answers o Accpuntmg for Loan and Lease
Losses” (CEO Letter No. 250); (ii) te D/r().\"i‘dé' for the approvriate ALLLs for the CRE pér[foho:
D to wrovide for :the‘a;opr’opriate asset ‘dassiﬁc,aﬁou of itnpaired Juans uader SEAS No, iie
and (% 10 implemens the requirements of SFAS Nos & and 114, with respect o tronbled deb:
',l'restrurctuﬁng (TDK} and loan modific tion, to require documentation of the determination of
whether a loan modification is é troubled debi féstructuring The Association shall make
modifications to the ALLL Poliby as may‘ be reduired in 'wriﬁgfjlg by the Regiona! Director or his
designee within ten (10} days after receipt. Thereéﬁex, the Board shail adopt and the Association
shall immediatély imp‘lemen't the revgsea ALLL Polwcy. The As‘s‘o‘ciat‘ion sh’all‘prr;vide a copy of
the revised ALLL Policy and the Beaid mceting minuies réﬂ'ecting the Board's adoption of the
revised ALLL Policy to OTS wifhin five {5} days of the Eoard meeting.

d. Within ;[wenty (20) days after the end of each monﬂr;, beginning with the month
ending March 21, 2009, the Association’ ] Manz’;gement sﬁall subn;it monthly status reports to

OTS regarding all Inans in the homehuiider porifolio that are classified assets and arv real estate
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owned resulting frem these classified assets. The status report shall set forth. at a minimum: (i)
date{s) and anounts of payments dve and ihe fast pavment made; {ii) the current appraised on
estimated value of the collateral and the findings from any propesty inspections; (u:) analvsis of
the berrower’s and/or guaranter’s current financial conditic n: {1v) the asset classification
category, any atiecated ALLL, and the rationaie for the ciassification: (vi ) the current strategy
forresolviag ihe classified asset that was anynoed by ihe Roard o5 Beard Coan, wites aad {viy
the status of forecicsure or bankruptey or oceadings

e.  Effective immediaiely, the Asseciation shall zocount all TDRS in compliance with

13. Real Estate Owned Palicy and Precedures.

a. By Jul_v 31. 2009, the Beard shal! adopt and submit to OT'S a strategic plan and
‘ic-iicy for the maragen:ep: 2nd dispoaifion cfrealestate cwned (KEO (\/ianag:merﬁ ond
i ii""'spl ikt Postics v} “The RES F'Iﬁyﬁagsleﬂrlt and Dis:_vosi‘:if;:z Poi:?cy snail aLi'dress,l Af a iinireem,
Z,,t,hé tollowing:
i, The write-down of foreclosed property upen receipt of the acg juisition
appraisal, with a r;arrying velie net of sty costs;
i Est‘ab!ishment of guidelires for the fraquency ot appraisals tor real estate owned
(REO)} iocated in depresséd or dec?iﬁing markets:
1. Establishment of estimated contingencies for REO, including but not limiied to,
estimated costs to compieie partiaily completed homes and sites developments:
v Development of asset disg:‘ositior{ pléus for RFO by individual property,

genﬁrar\hxcaﬁ lecaticn, sorower. or other common factor; and
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- % Hstabliskment of appropriate staffing levels, oversight of the management and
dispositior of REQ, and reportitig to the Board,
b -+ The Association shall make moditications 1c the REG Management and

Disposition Policy as may be required in writing by thr Regional Direcror or his designee within

ten (10) days after receipr. Thereafter, ihe Board shall adopt ang the Association shal]
irmmediately implement ihe revised REO Ma: magement 1nd Disposiion Policy. The Association

shail provide a copv of the reviced REO Maragerient and Disposstion Policy and the Bourd

raeeting minuves refiecting the Roard’s adoption of e revisec KEQ Managemenr and

Digposition Policy t> OTS withia ifve 5 davs of the Board meenng.

c. The Association shall immediately implemen: the revised REO Management and

By Ly 34, ,.,()9 the Bourd s"al,; adept and subinit 40 DT Sor writien aotice of
- -hon-Gojection a weitten policy for modification of lbans‘ {Loar Modification Policy) that sets
f‘or[h requirements for underwﬁﬁng, accon,lmt,ir;.g,' classiﬁc;afxonﬁ and reserve allocation, including,
but not limited fo M the reporiihg of loan modifications under the Inan retents ion program as
IDRs unless the loan has mortgage insurame {11} the CldSblf!C&“Oﬁ of icans modified; and {ii 11}
fhe calculation of appropriate allowanw to addrc5> the ditference between the buor valye of the
\vrigiqai loan and the present vahyie of ’th‘é'exa:)ecté b flows of the modified loans.

b. The Association bhdl] mam« modlﬁcauans to the Loan Modlficatlcm Policy as may
be required in wrrtmg by the Regmnal DH‘CCtOI‘ er his de‘algnee within ten (10) days after receipt.
Thereafter, the Board shall adopt and the 4 ssocwtmn shall immediately implement the revised

Loan Modlﬁcatnon Policy. The Assorlanon shal‘ submit & copy of the revised Loan
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Modification Policy aud the Board meesing inutes 1efle ecting the Board's aioption of the

revised Loan Modification Policy to OTS within five (5) days of the Board meeting

15 Restrictions or: Transactions viith Affitiates.

" Effectively immediaiely, the Associaiion shall avi €NgAZE i ALty frensaction with an

atlilate {other than exempt transacticnz under 12 CHR ast 223 > withour the prior written ﬁotice
of non-objection of the Regionai Diractor or his designeé, excepr in accordance with fransactions
Ui wittten agreements existing as of Fehruary 20, 2009 tiat corply with 12 CFR § 563 41(¢c) and
12 CER Part 223 (T WA Ruies), cor that 2r2 in conjuncsicn with GFG’s provision of capitai to the
Association. The Asscciation shall provide at leasi ity (30) duys prio: weitien uotice of surh
transaction, which notice shal! include:
a. A full deséription cr’the'proposed tra:isacﬁd {including, at a minimum, the

iformation required by the recerd-keeping requaemenis of 12 CFR § 543 <31 ‘(‘H

Bl nnu sofall potiinent iraisact.c: documents;
% c. A legal opinion, previded by counsel experienced in the appiicaiion of the TWA
R‘,lu“s which inclides rationale aad prebedem \upponmg fhf- conciusion that the proposed

rransaciion comports with the TWa Rul‘es; anq
d A ietier signed by the Chairman of the Board indicaring that the Board has
eviewed the proposed transaction aad finds that jt. z(i)’ cbrnports with the TWA Ruies; and (i1} is
in the Association’ s best interests.

16.  Cantracts Outside of the Ordirary Course of Business.

Effective immediately the Association and its Subxicgharies shall not enter into any third-
party contracts out side of the normar course oi }‘u iness vzuhnut the I}I‘lur wutte notice of non-

jection of 0TI Tor seek such non-cbjection, the Association shalt provide thirty {30 days
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advance writren notice to OTS of any such proposed contract. At a mmnimum, such notice shali

set forth the Asscciation’s reasons for seeking the contract and shall transmit 2 copy cf the

propased comiract pursuant to QTS Exarrination Handbook 3 310 and OTS Tarift Bulletin 82a.

17. Employment Contracts and Compensation Arrangements.

a. Effective immediately, the Association shali nct enter into, renew. extend, or
révise any connaciual anaugement relaied to compensaiion or bepefits with any director or
ofticer of the Asscoiation unlesz it first provides OTS with not Less then thuiy (33) davs prior
wriiten netice o 1ire roposed transaction, The notice 12 O7Y shall include a copy of the
proposed emnloyment contract oF compensation arangement, or a derailed wiirien description of
the compensation arrangement to be ofer ed to such direcior or officer, including, but not limited

tgzs all benefits and perquisites. The Board shall ensure that any contract, agreement. or

ATangement subwatied to OTY flly complies with ihe tegueesrends of 17 CFR Pat 353, 12

TR A8.563.39 und $92.10:75), and 13 COFK Part $70-Appendix A,

B Eitochive i’rf'nlf.ceiia[éiy, the Association shail not pay ahy bonuses te its officers or
increase the compensation of its directors and officers \‘v;lthbz;t the prior written non-dbjection of
OTS The Boaid shall secifically addrésé i its considerainm of the payrent of a bonus or an

increase i compensation of a director or an officer the following: (i) the factors set forth in OTS

Examination Handbook § 310: and (i) the raquiremenis of 12 CFR Part 570-Appendix A. The

Association’s requesi to OTS under this Paragraph 17 shaij inciude a copy of the Board minutes
evidencing the Board's review of the bunus. payment 1 accordance with the requirements of this

Paragraph and the supporting documentation provided to the Board.
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1%, Managzment Changes.
Effective immed ately, the Association shall comply with the pror notification
requirements for changes in directors and sentor executive sticers as sct £6:44 10 12 CHR Part

562 Subpart H

19. Severance and Indemnification Pavinents.

- Etfective immediately, the Association shal not make any golden parachute payment” or
prohibited indemnification payment” unless. witn respect 1¢ 2ach such payment, the Association
has complied with e ceguivenuents of 17 CFR Paci 356 aad as 1o sdercinification pay.aenis, 12
CER § 2412

2p.  Applicability of Order Requirements to Subsidiaries.

2% The Association {inchiding its Board and Management) shiall ensure rhat each of ite

~Yubcidiaries complies with the fequlr mants of t..A Order.

' V iotazions c‘l A

': - a. By June 30, 2009, the Board >ndll ensure thai ail violations of law, rile, and/or

) re'“ulat‘on Ulted 17 the Sﬂn*ember 2008 Examination are corrected By Juiv 31. 2009. the
toard shali pvrer ure, adopy, and thereafier ensure thay *h»‘ Association adheres to specific
procedirres o preveni fture Violats’ons k‘

- b. Watni'n‘ ‘sixty ( 60) days ‘of‘ receipt 6f any subsequent O"I‘S Report of Exami,»;.a;iioa’e; '

internai audit report, indenendent exierna: audit report, or other report prepared by the
Association employees ager;ts or mdependﬂnt (,on-”ractmx whlan cites or discusses anv

weaknv s, deticiency, or violation of law, ale or rezu ation, the Beard shad prepare. adop‘, and

* The ierm “golden parachute payment™ is defived ai 12 CFR § 359.10D.
* The term “profitbited indemnification pavment” is defined at 12 CFR § 359 10D,
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thersatter.ensure the Association adheres to specific procedures to correct such weakresses,
deficietvies; and violations and to prevent future weaknesses, deficiencies, aud viclations,

32, capliance with this Order.

2. Effective immediately, the Board <hall establizh and appoint an oversight
commities of the Board {ithe Comipliance Commuttee) cnmprizad of at least {hnee direr tors, ihe
“najortiy of whom shall be outside directors, Fos pupose o this Paragiaph, the term ~outside
directors™ shal! mean any director who is fiot (i} a controiiing shareholder (as defined in 12

CFR. & 215.2(mY) (i) # -alaried officer or employse of tire Acsociation o i sabsidhanies: of
(i) G seiaried officer or empicyee or an affijiaiz
< b Beginning at the first zegular meeting of the Board after the end of the first fuf!
.@nthdﬁer the effective date of this ()x‘dér ah'dkmenthly' there aftur the Comphance Committee

;,,,

T \s..all provide a wint feton ; DIOCTess reper 1o e 130&1 dand t.. OTS that {1) déseribas the actions

R S S PR e .
WA TVRE Arseiahien 0 consply Wit thas Order and the results of such acions (v 5 dentlies

;ti;éﬂémainiug aciions to be c-dmi}}eted within the month, 1ad (ifi) idemtifies with speciticitv any
noncompliance with the Order and femr:diai aciions iaken oF proposed with féé{pect to any
roncompliance.

¢ Within thirty (30) ) days cfter the end of easi i conth, the Board chalt adopt and
oub'mt to O TS a cemﬁed copy ot a board resoiutic-a (Comﬁlmncé Résolutioﬁ;},y addrés sing
uf'ric?th%:f, v the hest ¢ knowledge and bchef tne Assoctation hes complied with sach provision
ot rhis Order currently in effect. The Compliance Resolution shall specity in deta:! how, if at all,
Tull compliance was found not to exist amd set forth, in detail, additional correcﬁve actions or steps

adopted o required by the Board to address each instance of 10N om'ﬂla")ce Within five (8) days

of the meeting of the Beard at which the (‘omphapre Resclution was adopted, the Association
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shall prbvzde to UTY a certified copy of each Cémpliance Resolation and any compliance reports
from Manageiment that were reviewed during the Board meeting,
d: - Nothing contained herein shal! diminish the responsibility of the Board of thé
Associagion 1 énsure the Association’s compliance with the provisions of this Order
E{&gﬁm;e, Incorporatien of Stinpulation,
Fhis Order is etfective on the Etective Date as siown on the first page. The Stipuiation
is ‘nade a part hereof and is incorperated herein by this reference
24, Duration.

This Order shali remain in effect untii terminated, modified or suspended, by written

YA

’i;;éiice of such action by OTS, acting by and through its authoiized representatives,

Time Calculatig;;_s_,

@ Lalousiion of tiue Biiaiions for 'c;‘;mpfiai-ﬁe IR tiie terims of this Ordet run
iffective Dete azd shaii be based on calendar day's, uniess otherw:se noted

" b. The Regionai UII'CCIOI‘ cr an OTS authorized representatlve may extend any of

the deadlines set forfh in the provisions of this Order upon wriiten request by the Association thar

~includes reasons in sunpcn for any such extension. An y 0 N \xtemlon shall be made m writing

_ 26, Submissions and Notices.
—-——-—*—-ﬂm

s All submissions, including progress reports, to QTS that are required by or

- contemplated by this Grder shall be submitted within the specified timeframes.

. b Except as otherwise provided herein, all subsissions, requests, ¢ommunications,
coﬁsgnts or other doecuments relating to this Order shall be'in writing and sent by first class U S

mail {cr by repu;able overmght camer, electronic F’acolmlle transmissx}on or hand delivery by

messenger; addressed as follows:
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)  ToOTS:

Regional Director C.K. Lee
Attn: Assigned Assistant Director
Office of Thrift Supervision
- 225 E John Carpenter Freeway, Suite 500
Irving, Texas 75062-2326
Fax No.: (972) 277-9501

(ii) To the Association:

Attn: President and COC Kevin Hanigan
Guaranty Bank

8333 Deouglas Avenue

Dallas, T1'exas 75225

Fax No.: (214) 360-8693

27. No Violations Authorized.

Nothing in this Order or the Stipulation shall be construed as allowing the Asscciation, its

Beard, officers. or empluyees to violate any law, rule, or reculation.

R

IT IS SO ORDERED.
OFFICE OF THRIFT SUPERVISION

By: /S/
CK. Lee , i
Regional Director, Midwest Region

Date: See Ftfective Date on page ]
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UNITED STATES OF AMERICA
Before the
OFFICE OF THRIFT SUPERVISION

:
|

)
n the Matter of ) Order No.: WN-09-01
\
/
GUARANTY BANK ) Effective Date: April 6, 2009
)
Aistin, Texas )
OTS Docket No. 08534 )

STIPULATION AND CONSENT TO ISSUANCE OF ORDER TQO CEASE AND DESIST

WHEREAS. the Office of Thrift Supervision (OTS), acting by and throu gh s Regicnal

1

o

Jirector for the Western Region (Regicna! Diwcctor), and based upon information gevived frorm
the sxercise of ity regulaiery and supervisory rzsponsibiiities, has informed Guarart, 2k,
Ausita, Texsz, OTS Socket No., 08534 ( Association) that O7S i< of ihe OPIFION itiat Eresiids
2XIst to initiate an administrative proceeding against the Association purssant o 12 LiSC §
1818(h);

WHERFAS, the Regional Director, pursuant to deiegaied authority, is avthorized 1o
issue Orders 1o Cease and Desist where a savings association has consented to the issuince of an
order, and

WHERFAS, the Association desires o neeperate with OTS to avoid the tire oo
expense of such admiunistrative cease and desist pr eezeding by entering‘ to this Stipulation anc
Conseat to the tssuance of Order 1, Cease and Desist (Supulation; and, withoui admitting or

denying that such grounds exist, but only admitting the stalements and conclusichs in Paragraph

I below conceming Jurizdiction, hereby stipulates and agrees, to the following terms:



1. Jurisdiction.

a.  The Association is a “savings association” within the meaning of 12 USC §
1813(b) and 12 USC § 1462(4). Accordingiy, the Association is “an insured depository
institution” as ihat term is defined in 12 USC § 18134{¢), and

b Pursuant to 12 USC § 1813(q), the Directos of OTS is the “appropriate Federal
banking agency” with jurisdiction to maintain an admists aiive enforcement proceeding
against a savings association. Therefore, the Association ic subject to the authority of OTS to
initiate and maintain an administrative cease and desist orvoceeding againsi it pursuant to 12
USC § 1818(b;.

2. OTS Findings of Fact.

Based on its September 2, 2008 examination of the Association, OTS finds that the
Association has engaged in unsafe or unscund practices tzat resulted m the current nigh level of
a3l assels, pour eanuigs inadequate capiial, and ihe Gilnre to jmplement policies and

strategies tc mitigate concentration risks in its loan and non-agency mortgage-backed securities

portfolios.
3. Consent.

The Association consents to the issuance by OTS of the accompanying Order tc Cease
and Desisi (Order). The Association further agrees to comply with the terms of the Order upen
the Effective Date of the Order and stipulates that the Order complies with all requirements of

law,

4. Finality.
The Order is 1ssued by OTS under 12 USC § 1818(5) and upon the Effective Date it shall
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be a final order, effective and tully enforc
1818(i).
3. Waivers.
The Association waives the following:
a. The right to be served with a written notice of OTS s charges against it as piovided by 12
LSC 8 1818(b) and 12 CFK Part 509;
o, The right i0 an administrative hearing of QT&’s charges as provided by 12 USC §
1818(b) and 12 CFR Part 509:
C. The right te seek judicial review of the Order, inciuding, without limization, any such
right provided by 12 USC § 1818(h), or otherwise to challenge the validity of the Order, and
o} Anry and all claims against OTS;‘ilncluding its empiovees and agents, and any other
<~ governmental eniity for the award of fees costs, o expensis related to this OTS ensorcemenr

S tenen andin the Gries, whether arising under common low facural statutes, or othe wise.

- 0. OTS Authority Not Affected.

Nothing in this Stipulatidn or accompanying Order shall inhibit, estop, bar or otherwise
prevent OTS from taking any other action affecting the Association if at any time OTS deems it
appropiiate to do so to fulfiil the responsibilities placed upéri‘ OTS by law.

7. Other Governmental Actions Not Affected.

The Association acknowledges and agrees that its consent to the issuance of the Order ic
solely for the purpose of resolving the matters addressed herein, consistent with Paragraph 6
above, and does not otherwise release. discharge, compremise, settle, dismiss, resolve, or in any

way affect any actions. charges against, or liability of the Association that arise pursuant to this
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action or otherwise. and that may be or have been brought by any governmental entity other than
TS,

8. Miscellaneous.

8 The laws of the United States of America shall govern the construction and validity
cf this Stipulation and of the Order:

b.  Ifany provision of this Stipulation and/or the Order is ruied io be invalid, iilegal,
or unenforceable by the decision of any Court of competent iurisdiction, the validity, legality,
and enforceability of the remaining provisions hereof shall a0y in any way be affected or
:mpaired thereby, unless the Regicnal Director in his or her sole discretion determines otherwise;

C.  Alireferences to OTS in this Stipulation and the Order shall aiso mean any of
the OTS’s predecessors, successors, and assigns;

d. The section and raragraph headings in this Stipulation and the Grder are for

erence oniy snd shall sot affect ihe Interpretation of iiis Stipulation o1 the Order,

,}3 : e The tertas of this Stipulation and of the Order i‘épresent the final agreement of the
-parties with respect to the subject matters thereof, and constitute the sole agreement of the parties
with respect to such aubject matters; and
f The Siipulation and Order shall remain in effect until terminated, modified, or

suspended n writing by OTS, acting through its Regiona! Director or other authorized

representative.
9, Signature of Directors/Board Resolution.

Each Director signing this Stipulation attests that he or she voted in favor of a Board
Resolution authorizing the consent of the Association to the 1ssuance of the Order and the
execution of the Stipulation. This Stipulatior may be executed in counterparts by the directors
Cuaranty Bank 4
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after approval orf execution of the Stipulation at a duly called beard meeting. A copy of the

Board Resolution authorizing execution of this Stipulation shall be delivered to OTS, along with

the executed originai(s) of this Stipulation.

[Remainder of Page Intentionally Left Blank]
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WHEREFORE, the Association, by its directors, executes this Stipulation.

GUARANTY BANK
Austin, Texas

Y
John T. Stuart I1I.
Chairman and CEOQ

/S/

bavid W. Biegler, Director

S/
Dr. Larry R. Faulkner, Director

€Y/
s

Robert V. Kavanmuigh, Director

i

Accepted by:

OFFICE OF THRIFT SUPERVISION

Cdwaird R, Mc’%erson, Director

<y
i}

Robert fo\/IcTeer', it)irector

<
S/
! /

Robert B. Rowling. Director

. s/
Larry E. Temple, Director

VAR
ioast

Jaries . Vinger, Direcror
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By: S/
CK. Lee
Regional Director, Western Region

Date: See Effective Date on page |



