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Demand deposits increased from 16.2% of total deposits to 20.9% and our assets
under management grew 6.9% to total $2.9 billion. Our Treasury Management
group helped us grow Houston demand deposits 42.2% in 2010,

Our credit quality also improved as nonperforming assets were reduced
by 29.3% from year-end 2009. The ratio of nonperforming loans to total loans
decreased during 2010 from 3.47% to 2.88% at December 31, 2010. Other
indicators of credit risk within the loan portfolio, such as delinquent and
classified loans, also showed improvement.

Over the past two years, loans decreased from the sale of Florida assets
and client deleveraging due to the recession. However, we are now positioned

to rebuild our loan portfolio, with an emphasis on commercial loans, while

leveraging our existing expense base. The Florida sale will improve our net

interest margin and we expect it will continue to expand as we lower our cost of
funds and further reduce nonperforming assets.

Due to the disruption caused by recent consolidations in Houston'’s
banking industry, we believe there is a considerable opportunity to bring new
relationships and business to our bank. Our current deposit market share is
approximately 1% and we believe that another 1-2% in market share, doubling
or tripling our size, would go relatively unnoticed by the larger out-of-state

banks. An essential part of this strategy is to grow loans and deposits. To help

ASSOCIATED PIPE LINE CONTRACTORS, INC.

As a world leader in its industry, Associated Pipe Line Contractors, Inc. has worked on major pipelines

in over 43 states and 27 countries. Established in 1946 and headquartered in Houston, Associated has
benefited from a long-standing partnership with Encore Bank. This relationship has enabled Associated
Pipe Line Contractors, Inc. to do what they do best everyday - helping to meet the world’s growing
demand for energy. As part of Associated Pipe Line's dedication to innovation and quality, the company
expanded its industry involvement to include many phases of the pipeline process. This growth has made
Associated Pipe Line Contractors, Inc. the tremendously successful global player that it is today.

ess
Clyde Fowler
David Webster




In 2010, Encore Bancshares successfully completed three transactions in

which we sold our Florida operations. Our 2010 net loss of $24.2 million was
primarily due to recognizing the costs associated with leaving Florida. We are
confident that Encore has emerged as a valuable company and is well-positioned
for the future.

We have started 2011 with a reenergized focus on growing our Houston
franchise. We are located in the energy capital of the world and in a city that
boasts the world’s largest medical center, as well as the second biggest port,
bz

faster and healthier than most other regional economies. Further, the Houston

d on tonnage. We believe that Houston has emerged from the recession

market is currently dominated by larger out-of-state banks which creates an
attractive opportunity for Encore.

Encore has a solid capital position that will enable us to grow and continue
building our franchise in Houston. In addition, we have an experienced and
sapable team of lenders and personal bankers with a culture of extraordinary
service to develop and support this growth.

In 2010, our Houston growth metrics improved as we experienced

deposit growth of 10.0% and commercial loan growth of 12.0% from 2009.

 HOUSTON CARDIOVASCULAR ASSOCIATES

For over a half of a century, Houston Cardiovascular Associates has been dedicated to advancing
cardiovascular patient care. Located in the world's largest medical center, patients from all over the
country seek the expertise of this highly accomplished team of cardiologists led by Dr. David Samuels
and Dr. Milton Klein. Houston Cardiovascular Associates depends on Encore Bank to help it acquire
cutting edge equipment and manage the unique financial challenges that a highly successful practice
of its size faces. Breakthrough technology, a wealth of experience and the highest standard of patient
care make it a shining leader in Houston's healthcare industry.

(from left to right)
David Samuels, M.D.
Jo Ann Lofton
Milton Kiein, M.D.

Encore Bank, NA.
ular Associates




grow deposits, we plan to open our twelfth location in the heart of the Houston
Energy Corridor in the third quarter of 2011

Encore has two thriving fee-based businesses with our wealth
management and insurance subsidiaries, which provide stability and growth to
our franchise. In 2011, we will celebrate Linscomb & Williams” 40th anniversary
and we continue to benefit from having the founding management team still
in place. Together with our trust division, Encore Trust, wealth management

revenues increased 12.3% to $19.0 million in 2010. Our insurance company,

Town & Country Insurance Agency, continues to be stable with a high return
on investment and $5.8 million in revenues.

We are committed to executing our plans of increasing our earnings,
growing our franchise and making Encore Bancshares a more valuable company.
We want to express deep gratitude to our dedicated employees, our Board
of Directors for their valuable guidance and of course, our shareholders for

their loyalty.

Sincerely, X
Olgrons ) (et P ome
James S. D’Agostino, Jr. Preston Moore
Chairman and CEO President
Encore Bancshares, Inc. LEncore Baneshares, Inc.

ASIA SOCIETY TEXAS CENTER

Today, Asia Society Texas Center stands poised at a transformative moment. In March 2012 the 32-year-
old nenprofit dedicated to educating Americans about Asia will open its spectacular new headquarters,
Designed by Japanese architect Yoshio Taniguchi and located in the heart of Houston's Museum District,
the 38,000-square-foot cultural center will provide a hame for /\Ki( s rich array of programs spanning
business and policy, arts and culture, and education. Encore Bank has played a key role in this project,
facilitating the complex ﬁmmf‘,l arrangements required by a 548 million construction project. The result
is an architectural gem that will serve Houstonians for generations to come,

Rose Chen -

core Bank, h A
Charles C. Foster exas Cente
Martha Blackwelder

1 and Associates
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April 11,2011
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Securities and Exchange Commission
100 F Street, NE
Washington, DC 20549

Re: Encore Bancshares, Inc.
Rule 14a-3(c) — Annual Report

Dear Sir or Madam:

Enclosed please find seven (7) copies of the Encore Bancshares, Inc. 2010 Annual Report.
If you have questions or need additional information, please feel free to contact me.

Rhopda Carroll
Senior Vice President, Chief Compliance Officer and
Corporate Secretary
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PART1

Item 1. Business

The disclosures set forth in this item are qualified by ltem 1A. Risk Factors and by the section captioned
“Special Cautionary Notice Regarding Forward-Looking Statements” in Part Il, Item 7 of this Annual Report on
Form 10-K and other cautionary statements set forth elsewhere in this report.

General

Encore Bancshares, Inc. (we, the Company or our) is a financial holding company and wealth management
organization that provides banking, investment management, financial planning and insurance services to
privately-owned businesses, professional firms, investors and affluent individuals. We are headquartered in
Houston, Texas and currently manage, through our primary subsidiary Encore Bank, National Association
(Encore Bank), 11 private client offices in the greater Houston area. We also operate five wealth management
offices and three insurance offices in Texas through Encore Trust, a division of Encore Bank, Linscomb &
Williams, Inc. (Linscomb & Williams), a subsidiary of Encore Bank, and Town & Country Insurance Agency,
Inc. (Town & Country), a subsidiary of the Company. Our principal executive office is located at Nine Greenway
Plaza, Suite 1000, Houston, Texas 77046, and our telephone number is (713) 787-3100.

Our website address is www.encorebank.com. We make available free of charge on or through our website
our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act
of 1934, as amended, as soon as reasonably practicable after such material is electronically filed with or
furnished to the Securities and Exchange Commission (SEC). Information contained on our website is not
incorporated by reference into this Annual Report on Form 10-K and is not part of this or any other report.

Sale of Florida Operations

We made the strategic decision to exit the Florida market because we believed the Houston market
represented a better investment of our capital and a better risk profile. As a result of this decision, we have lower
loan and deposit balances at December 31, 2010, and have experienced significantly higher expenses and
provisions for loan losses during 2010 as we have sold or written down most of the Florida loan portfolio.

On March 15, 2010, Encore Bank executed two separate purchase and assumption agreements to sell certain
assets and transfer certain liabilities of its Florida operations. The first agreement was with Ovation Holdings,
Inc. (Ovation Holdings) and its subsidiary bank, National Bank of Southwest Florida (NBSWF), headquartered in
Port Charlotte, Florida.

On December 31, 2010, NBSWF assumed approximately $180.8 million of deposits associated with our
four private client offices located in Naples, Ft. Myers and Sun City Center, Florida. NBSWF also purchased
approximately $61.5 million of loans as well as other assets, including premises and equipment. We recorded a
$3.5 million write down of premises and equipment, a charge-off of $1.3 million related to the loans and a gain
on sale of branches of $2.6 million.

The second agreement was with HomeBanc National Association (HomeBanc), headquartered in Lake
Mary, Florida. Pursuant to this agreement, in May 2010, HomeBanc assumed approximately $50.5 million of
deposits and certain assets associated with our two private client offices in Clearwater and Belleair Bluffs,
Florida. We recorded a gain on sale of branches of $1.1 million.

In October 2010, Encore Bank sold $25.3 million of Florida loans in a bulk sale. These loans were classified
as held-for-sale as of September 30, 2010 and were marked to market in the third quarter of 2010, resulting in a

charge of $8.5 million, primarily to the allowance for loan losses. This pool of loans included $19.8 million of
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nonaccrual loans. As of December 31, 2010, we had $49.5 million in loans in Florida. Of these loans, $20.8
million are residential loans purchased to satisfy our Community Reinvestment Act requirements, $14.7 million
are primarily commercial real estate loans and $4.4 million are consumer loans we expect to retain in the loan
portfolio, and $9.6 million are loans held-for-sale. As of December 31, 2010, $11.3 million of the Florida loans
were nonperforming.

History and Franchise Transformation

Encore Bank was founded as Guardian Savings and Loan of Dallas in 1928. In September 2000, our current
Chief Executive Officer, James S. D’ Agostino, Jr., led a group of primarily local Houston investors in our
acquisition of Guardian for $8.0 million. At the closing of the acquisition, we recapitalized our company with
$25.0 million. At the time of the acquisition, Guardian’s balance sheet was comprised primarily of investment
securities and purchased loans funded principally by borrowings and certificates of deposit originated through
brokers or our 24 branch offices in Atlanta, Boston, Kansas City and St. Louis, and one Houston location.

Starting in September 2000, our new management team took action to transform the bank by aligning its
assets and liabilities with our business strategies. We changed the name of the bank to Encore Bank in
September 2001. We targeted privately-owned businesses, professional firms, investors and affluent individuals
as clients, and initiated our strategy of providing them with superior service in a “private banking” environment.
In four separate transactions in the period from December 2001 to September 2003, we sold all 24 branches
located outside our target markets, disposing of $674.9 million in deposits and $50.8 million in real estate. While
divesting these branches, we established new private client offices in our target markets. By December 2003, we
had opened nine new private client offices in Texas and southwest Florida. We also recruited new lending
officers and began changing our asset mix, replacing lower yielding investment securities and purchased
mortgage loans with our own higher yielding originated loans. On the liability side, we actively solicited
deposits, replacing brokered deposits with core deposits. To provide capital for growth, we completed our initial
public offering in July 2007. Our net proceeds, including the sale of the overallotment shares, were $41.4 million.
On December 5, 2008 in connection with our participation in the Capital Purchase Program (CPP), we issued and
sold to the U.S. Department of Treasury (U.S. Treasury) (i) 34,000 shares of our Fixed Rate Cumulative
Perpetual Preferred Stock, Series A, par value $1.00 per share (Series A Preferred Stock), with a liquidation
value of $1,000 per share, and (ii) a warrant (Warrant) to purchase up to 364,026 shares of our common stock, at
an exercise price of $14.01 per share, subject to certain anti-dilution and other adjustments, for an aggregate
purchase price of $34.0 million in cash.

We continued our transformation by hiring our new President and our new Chief Lending Officer in June
2009 to focus our efforts on growing commercial banking business in the Houston market. These two executives
have extensive banking and lending experience and provide us the expertise to expand our commercial lending
platform. We have also added several new commercial lending officers to our team in Houston.

We currently have 11 private client offices in the greater Houston area. As of December 31, 2010,
originated loans constituted 92.0% of our loan portfolio and core deposits constituted 75.2% of our total deposits.
In addition to building out our core banking platform, we have also completed and integrated the following series
of acquisitions to add wealth management and insurance services to our product offering:

Insurance. On April 30, 2004, we acquired Town & Country. The agency, with offices in Houston,
Galveston and Fort Worth and approximately 8,200 clients, sells property and casualty insurance and is one of
the largest independent agencies in the Houston area with a clientele that matches our target demographic. On
January 1, 2005, Town & Country purchased certain assets and assumed certain liabilities of the Bumstead
Insurance Agency, further enhancing the agency’s penetration of affluent households.

Trust. On March 31, 2005, we acquired National Fiduciary Services, N.A. and renamed the entity Encore
Trust Company, N.A.,which subsequently became a division of Encore Bank (Encore Trust) as of June 30, 2007.
Encore Trust provides personal trust services in the greater Houston metropolitan area, Dallas and Austin, Texas.
As of December 31, 2010, Encore Trust had $997.9 million in assets under management.
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Investment Management and Financial Planning. On August 31, 2005, we acquired Linscomb & Williams,
an investment management and financial planning firm based in Houston. Founded in 1971, Linscomb &
Williams is, in the opinion of management, one of Houston’s largest and most respected financial planning and
investment management firms. As of December 31, 2010, Linscomb & Williams had $1.9 billion in assets under
management and over 3,900 accounts.

Business Strategies

We intend to use the franchise we have built and the following strategies in an effort to continue to originate
loans, increase deposits and improve profitability.

Optimize our deposit mix. Increasing business and personal checking (noninterest and interest checking, or
transaction deposits) is key to our strategy of decreasing our funding costs and continuing to increase our net
interest margin on a taxable-equivalent basis from 2.93% for the year ended December 31, 2010. We have
increased our business demand deposits, which has resulted largely from our continued growth in lending to
privately-owned businesses and professional firms and our offering of cash management services. We have
increased our transaction deposits to $393.6 million, or 37.5% of total deposits, as of December 31, 2010 from
$323.2 million, or 31.3% of total deposits, as of December 31, 2006, a compounded annual growth rate of 5.1%.
We believe that increasing our core deposits will help reduce our cost of deposits.

Continue to increase loan originations. Since the sale of our Florida operations, we intend to focus on
generating commercial loans in Houston because of the opportunity to add business demand deposits and the
relative good performance of the Houston economy. To that end, in 2009 we hired several experienced lenders to
enhance our penetration of the business and private banking sectors. During 2010, we grew commercial loans
12.0% in our Texas market.

Expand wealth management and insurance businesses. We believe that our ability to offer sophisticated
wealth management products and services within a high-touch community bank framework gives us a
competitive advantage over traditional brokerage firms. We believe that the recent recession and stock market
turmoil have created confusion and lack of trust in Wall Street. For many prospective clients, the current
environment highlights the distinction of holistic wealth management approaches compared with a more limited
scope in investment management. This environment offers us the opportunity to market our objective wealth
management services and to offer prospects a second opinion in this financial situation. However, we expect that
fluctuations in market value could impact our overall levels of assets under management in the short term.

Cost containment. During 2010, we have experienced increased costs related to managing problem assets,
higher Federal Deposit Insurance Corporation (FDIC) assessments, and costs related to the sale of our Florida
operations. Our goal for the next several years is to return to a more normalized level of expenses and improve
our efficiency ratio. We have invested in our commercial lending platform in Houston during the past two years,
which we expect will be sufficient to sustain our growth for the next several years.

Acquire compatible banks and financial services companies. We intend to continue to explore acquisition
opportunities for bank and financial service companies, but will be selective in the acquisitions we pursue. We
will focus on targets within our existing footprint with significant core deposits and/or a potential client base
compatible with our operating philosophy.

Operating Philosophy

We focus on providing our banking, wealth management and insurance products and services to privately-
owned businesses, professional firms, investors and affluent individuals. These clients include entrepreneurs,
attorneys, doctors and other professionals, real estate developers, executives, and high net worth families and
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their business interests. Our business clients operate in a variety of industries and are generally small businesses
with revenues of less than $50 million. Our individual clients generally have a net worth of between $500,000
and $20 million. We offer a broad array of products and services tailored to the objectives of our target clients,
ranging from checking accounts to state-of-the-art cash management to commercial loans to sophisticated
financial and estate planning, all within a high-touch community bank framework.

Our clients are served by a private banker or relationship manager who understands each client’s financial
needs and offers products and services designed to meet those needs. Our private bankers and relationship
managers are able to offer traditional banking services and to collaborate with investment management, financial
planning, trust and insurance specialists in our subsidiaries to meet our clients’ financial needs.

Banking Services
Lending Activities

We specialize in lending to privately-owned businesses, professional firms, investors and affluent
individuals. The types of loans we make to businesses include commercial loans, commercial real estate loans,
real estate construction loans, revolving lines of credit, working capital loans, equipment financing and letters of
credit. We intend to focus our lending efforts on commercial-related loans, because they are generally more
profitable and often generate a deposit relationship. These loans are primarily originated in Houston. The types of
loans we make to individuals include residential mortgage loans and mortgage loans on investment and vacation
properties, unsecured and secured personal lines of credit, home equity lines of credit and overdraft protection.

The following is a discussion of our major types of lending:

Commercial Loans

Our commercial loans are primarily made within our market area and are underwritten on the basis of the
borrower’s ability to service the debt from cash flow. We make both secured and unsecured commercial loans.
For secured commercial loans, we generally take as collateral a lien on accounts receivable, inventory,
equipment, or other assets owned by the borrower and obtain the personal guaranty of the business owner.
Underwriting commercial loans focuses on an analysis of cash flow, including primary and secondary sources of
repayment, and the stability of the underlying business which provides the cash flow stream for debt service.
Coupled with this analysis is an assessment of the financial strength of the guarantor, the borrower’s liquidity and
leverage, management experience of the owners or principals, economic conditions, industry trends and the
collateral securing the loan. We require a first lien position in all collateral, and the loan to value ratio of
commercial loans varies based on the collateral securing the loan. Generally, loans collateralized by accounts
receivable are financed at 50% to 80% of accounts receivable less than 90 days past due. Loans collateralized by
inventory will be made at 25% to 50% of the inventory value. We offer a broad range of short- to medium-term
commercial loans that generally have floating interest rates. As of December 31, 2010, we had $147.1 million in
commercial loans, which represented 15.8% of our total loans.

Commercial Real Estate Loans

In addition to commercial loans, we originate commercial real estate mortgage loans to finance the purchase
of real property, which generally consists of real estate with completed structures. Commercial real estate lending
involves large loan principal amounts, and the repayment of these loans is dependent, in large part, on sufficient
income from the properties securing the loans to cover operating expenses and debt service. As a general
practice, we require our commercial real estate loans to be secured by well-managed income producing property
with adequate margins and to be guaranteed by responsible parties. We look for opportunities where cash flow
from the collateral provides adequate debt service coverage and the guarantor’s net worth is centered in assets
other than the project we are financing.



Our commercial real estate loans are generally secured by first liens on real estate and, if rental property, an
assignment of the lease, have fixed or floating interest rates and amortize over a 10- to 25-year period with
balloon payments due at the end of one to ten years. Payments on loans secured by such properties are often
dependent on the successful operation or management of the properties. Accordingly, repayment of these loans
may be subject to adverse conditions in the real estate market or the economy.

In underwriting commercial real estate loans, we seek to minimize the risks in a variety of ways, including
giving careful consideration to the property’s operating history, future operating projections, current and
projected occupancy, location and physical condition. Our underwriting analysis also includes credit checks,
reviews of appraisals and environmental hazards or EPA reports, the borrower’s liquidity and leverage,
management experience of the owners or principals, economic conditions and industry trends. Our policies
require us to visit properties on an annual basis, but our practice is to conduct more frequent visits of properties if
possible. Generally, we will originate commercial real estate loans in an amount up to 80% of the value of
improved property. As of December 31, 2010, we had $166.0 million in commercial real estate loans, which
represented 17.8% of our total loans.

Residential Real Estate Loans

Our lending activities also include the origination of first and second lien residential real estate loans that we
consider to be predominately prime, collateralized by residential real estate that is located primarily in our market
area. We offer a variety of mortgage loan products which generally are amortized over 15 to 30 years. We
originate second mortgage loans through a network of brokers, primarily in the Houston, Dallas and Austin,
Texas markets.

Our first lien residential real estate loans are collateralized by 1-4 family residential real estate and generally
have been originated in amounts of no more than 90% of appraised value, with most being jumbo adjustable rate
mortgages. We sell many of our first lien residential real estate loans, although we generally elect to keep for our
own account loans that are nonconforming with an adjustable rate that adjusts within a period of not more than
seven years and made to a client who has a relationship with us or the potential for a relationship. We retain a
valid lien on real estate and obtain a title insurance policy that insures that the property is free of encumbrances.
We also require hazard insurance in the amount of the loan and, if the property is in a flood plain as designated
by the Department of Housing and Urban Development, we require flood insurance. We offer the option to
borrowers to advance funds on a monthly basis from which we make disbursements for items such as real estate
taxes, private mortgage insurance and hazard insurance.

Our second lien residential real estate loans are collateralized by 1-4 family residential real estate, located
primarily in the Texas markets of Houston, Dallas and Austin. These loans are predominantly prime (FICO score
of 700 or greater) and used as supplemental funding in the purchase of a home. Though these loans represent a
second lien position on the collateral, we generally underwrite these loans with full documentation and an
average combined loan to value of less than 90%. Historically, until the third quarter of 2007, we sold most of
our second mortgage loans into the secondary market within 60 days of production, but as a result of the
disruption in the mortgage market beginning in 2007 and continuing through 2010, have elected to retain them in
our loan portfolio. Although we have no current plans to resume the ongoing sale of our second mortgage loans,
as opportunities occur, we have sold some second mortgage loans into the secondary market.

For the year ended December 31, 2010, we originated $128.4 million in residential real estate loans, sold
$35.7 million of these loans and recognized $618,000 in gains on such sales.

Since 2000, we purchased residential mortgage loans serviced by others in order to build our loan portfolio
and leverage our capital. We have not purchased any loans with evidence of deterioration of credit quality for
which it was probable, at acquisition date, that we would be unable to collect all contractually required payments.
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We do not intend to purchase such loans in the future, as it is inconsistent with our goal of developing client
relationships. As of December 31, 2010, we had $74.1 million in purchased residential real estate loans, which
represented 15.6% of our residential real estate loans.

As of December 31, 2010, our residential real estate loan portfolio was $475.3 million, which represented
51.0% of our total loans. Of this amount, $68.8 million is repriceable in one year or less and an additional $83.6
million is repriceable in greater than one year to five years.

Real Estate Construction Loans

We make loans to finance the construction of residential properties to clients with a relationship with us or
the potential of a relationship. We also make construction loans to custom high-end home builders who operate
in the markets where our clients are located, and to a limited extent, to finance commercial properties.
Substantially all of our residential construction loans are originated in our Houston market. In addition, we make
loans on raw land. Real estate construction loans generally are secured by first liens on real estate and have
floating interest rates. We employ a third party construction inspector to make regular inspections prior to
approval of periodic draws on these loans. Underwriting guidelines similar to those described above under
Commercial Real Estate Loans are also used in our construction lending activities. In the case of raw land, we
will originate real estate construction loans in an amount up to 65% of the value of raw land and up to 75% of the
value of land to be acquired and developed. Real estate construction loans involve additional risks attributable to
the fact that loan funds are advanced upon the security of a project under construction, and the value of the
project is typically dependent on its successful completion. As a result of these uncertainties, construction
lending often involves the disbursement of substantial funds with repayment dependent, in part, on the success of
the ultimate project rather than the ability of a borrower or guarantor to repay the loan. If we are forced to
foreclose on a project prior to completion, there is no assurance that we will be able to recover the entire unpaid
portion of the loan. In addition, we may be required to fund additional amounts to complete a project and may
have to hold the property for an indeterminate period of time.

As of December 31, 2010, real estate construction loans totaled $46.3 million, which represented 5.0% of
our total loans. Of this total, $39.8 million in real estate construction were land loans, $757,000 were to finance
residential construction with an identified purchaser, $3.7 million were to finance residential construction with no
identified purchaser and $2.1 million were to finance commercial construction.

Consumer Loans

Substantially all of our other consumer loan origination function exists to support client relationships. We
provide a variety of consumer loans, including automobile loans, personal loans and lines of credit (secured and
unsecured), and deposit account collateralized loans. The terms of these loans typically range from 1 to 10 years
and vary based upon the nature of the collateral and size of the loan.

From 2002 through 2005, we originated indirect automobile and boat loans. We eliminated this lending
function in the third quarter of 2005, as this type of lending was not consistent with our goal of developing client
relationships. As of December 31, 2010, we had $4.7 million in consumer installment-indirect loans, which
represented 0.5% of our total loans.

Generally, consumer loans entail greater risk than do real estate secured loans, particularly in the case of
consumer loans that are unsecured or secured by rapidly depreciating assets such as automobiles. In such cases,
any repossessed collateral for a defaulted consumer loan may not provide an adequate source of repayment for
the outstanding loan balance. The remaining deficiency often does not warrant further substantial coliection
efforts against the borrower beyond obtaining a deficiency judgment. In addition, consumer loan collections are
dependent on the borrower’s continuing financial stability, and thus are more likely to be adversely affected by
job loss, divorce, illness or personal bankruptcy. Furthermore, the application of various federal and state laws
may limit the amount which can be recovered on such loans. As of December 31, 2010, we had $20.5 million in
other consumer loans, excluding indirect automobile and boat loans, which represented 2.2% of our total loans.
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Underwriting Strategy

While Encore Bank’s legal lending limit for loans to one borrower as of December 31, 2010 was
$17.8 million, we generally operate within an internal lending guideline equal to slightly more than half of our
legal lending limit. Lending officers are assigned various levels of loan approval authority based upon their
respective levels of experience and expertise. Loans with relationships over the lending authority of the account
officer must be approved by the loan committee, which includes Encore Bank’s Chairman of the Board,
President and Chief Executive Officer, and loans with a total relationship exceeding $7.5 million must be
approved by the board of directors of Encore Bank.

Loan decisions are documented as to the borrower’s business, purpose of the loan, evaluation of the
repayment source and the associated risks, evaluation of collateral, covenants and monitoring requirements, and
the risk rating rationale. When making consumer loans, we use standard credit scoring systems to assess the
credit risk of consumers. Our loan committee meets bi-weekly to evaluate applications for new and renewed
loans, or modifications to loans, in which the loan relationship is above an individual loan officer’s approval
authority. Our strategy for approving or disapproving loans is to follow conservative loan policies and prudent
underwriting practices which include:

* knowing our clients;
» granting loans on sound and collectible basis;

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

* developing and maintaining our targeted levels of diversification for our loan portfolio as a whole and
for loans within each category; and

« ensuring that each loan is properly documented and that any insurance coverage requirements are
satisfied.

Managing credit risk is a company-wide process. Our strategy for credit risk management includes well-
defined, centralized credit policies, uniform underwriting criteria, and ongoing risk monitoring and review
processes for all commercial and consumer credit exposures. The strategy also emphasizes regular credit
examinations and management reviews of loans exhibiting deterioration in credit quality. In addition, a third
party loan review of commercial loans is performed approximately quarterly to identify problem assets. We
strive to identify potential problem loans early in an effort to aggressively seek resolution of these situations
before the loans become a loss, record any necessary charge-offs promptly and maintain adequate allowance
levels for probable loan losses inherent in the loan portfolio. A quarterly review of potential problem loans and
the allowance for loan losses is conducted by Encore Bank’s asset classification committee, which reviews credit
concerns and reports to the board of directors.

Deposit Products and Other Sources of Funds

Our primary sources of funds for use in our lending and investing activities consist of deposits, maturities
and principal and interest payments on loans and securities and other borrowings. We closely monitor rates and
terms of competing sources of funds and utilize those sources we believe to be most cost effective and consistent
with our asset and liability management policies.

Deposits

Deposits are our principal source of funds for use in lending and for other general business purposes. We
provide checking, savings, money market accounts, time deposits ranging from 7 days to five years, and
individual retirement accounts. For businesses, we provide a range of cash management products and services.
As of December 31, 2010, core deposits (which consist of noninterest-bearing deposits, interest checking, money
market savings and time deposits less than $100,000) were $790.1 million, or 75.2% of total deposits, while
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time deposits $100,000 and greater and brokered deposits made up 22.8% and 2.0% of total deposits,
respectively. We attempt to price our deposit products in order to promote core deposit growth and maintain our
liquidity requirements in order to satisfy client needs.

Borrowings, Repurchase Agreements and Junior Subordinated Debentures

We borrow from the Federal Home Loan Bank of Dallas (FHLB) pursuant to a blanket lien based on the
value of our loans and securities. These borrowings provide term funding at a competitive cost and are primarily
used to fund loans with longer durations. As of December 31, 2010, we had $207.7 million in long-term
borrowings from the FHLB with remaining maturity of greater than one year, $95.0 million of which have
various call dates prior to the maturity date.

We also obtain other overnight borrowed funds under arrangements with certain clients and investment
banks whereby investment securities are sold under an agreement to repurchase the next business day. These
borrowing arrangements are collateralized by pledging applicable investment securities. As of December 31,
2010, we had $12.1 million in repurchase agreements.

In addition, we have raised additional regulatory capital through the issuance of junior subordinated
debentures in connection with trust preferred securities issuances by separate non-consolidated statutory trust
subsidiaries in September 2003 and April 2007.

Wealth Management Services

We provide a wide variety of wealth management services to our clients through our subsidiary,
Linscomb & Williams, and the trust division of Encore Bank, Encore Trust, which we manage as one segment.
As of December 31, 2010, we had $2.9 billion in assets under management in our wealth management group.

Linscomb & Williams

Linscomb & Williams is an investment management and financial planning firm that operates primarily in
the Houston market. Linscomb & Williams provides fee-based financial planning services for clients and
investment management services for a quarterly management fee based on the value of assets in the account. The
majority of Linscomb & Williams fees originate from investment management services. Linscomb & Williams
has been in Houston since 1971 and all of the senior staff from the firm have remained with our company since
we acquired it in August 2005. As of December 31, 2010, Linscomb & Williams had $1.9 billion in assets under
management and over 3,900 accounts.

Through Linscomb & Williams, we offer personal financial planning based on a comprehensive review and
coordination of a client’s financial situation and objectives that may include asset preservation/protection,
employee benefits, estate planning, investments and asset allocation, retirement planning, risk management and
insurance and tax planning. We also assist our clients in preparing for special situations by offering financial
planning tailored to specific events such as charitable giving, death of a spouse, divorce, education funding,
executive benefits/stock options, inheritance, legal settlements, long-term care, retirement plan distributions and
wealth transfer. Additionally, we provide financial services for businesses through financial counseling for
employees, financial planning for executives and financial workshops for employees.

Our investment management services include comprehensive investment planning and implementation for
individual and business clients including understanding client objectives and risk tolerance, developing
appropriate asset allocation, selecting and implementing specific investments, regular reviewing and monitoring
of client portfolios and providing regular market comments, comprehensive quarterly reports and attentive
servicing of each client’s needs. For discretionary investment management services, we charge a quarterly
management fee in arrears, which is generally determined on a sliding scale based on the portfolio value. Our
services are independent, and a key point of differentiation to our clients is that we do not have proprietary funds
to sell them, and all client assets are held in custody with a third party.
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We also provide investment consulting services to individuals, companies and qualified retirement plans,
which may include assistance in developing a written statement of investment policy to provide guidance on
asset allocation, asset allocation studies, assistance with money manager searches and/or mutual fund selection,
manager and/or mutual fund performance measurement and/or portfolio monitoring, review of portfolio
allocation and construction and assistance with programs of employee investment education for firms sponsoring
participant-directed retirement plans.

Encore Bank’s Trust Division

Encore Trust became a division of Encore Bank as of June 30, 2007 in connection with the merger of
Encore Bank with Encore Trust Company, N.A. Prior to this merger, Encore Trust Company, N.A. was a
subsidiary of Encore Bank. Encore Trust provides trust services primarily to individuals in Houston, Austin and
Dallas. The personal trust business focuses primarily on the Houston market to service the needs of individuals.
We also administer court-appointed trusts on behalf of individuals in Houston, Austin and Dallas who receive
monetary awards. As of December 31, 2010, Encore Trust had $997.9 million in assets under management.

We deliver trust services to individuals under the supervision of trust professionals. Our level of
involvement—from full management to specific assistance—is based on our client’s needs, the type of trust
established and the responsibilities assigned in the trust agreement. Our trust officers possess an average of 25
years of trust experience, which enables them to provide prudent and efficient management of trust assets in
administering complex financial holdings. We administer personal trusts, assist with estate trust administration,
handle charitable trust and foundation needs and manage employee retirement assets in retirement programs,
such as profit sharing plans, defined benefit plans, money purchase plans, individual retirement plans and
non-qualified retirement trusts for employee benefit trusts.

We also provide management of judgment or settlement awards for minors or incapacitated persons. We
handle Section 142 Trusts, Section 867 Trusts, Special Needs Trusts, 468b Qualified Settlement Fund Trusts and
U.S. Government Periodic Payment Trusts, which offer alternatives to registries of the court, annuities and
guardianships. While the company we acquired and made a division of Encore Bank known as Encore Trust has
been in business for over 50 years, approximately ten years ago the company created a special team to focus
specifically on court trust business. Court-created trusts benefit clients by providing the flexibility to adapt the
administration of the trust to the needs of our clients, as those needs change, protecting assets to balance near and
long-term needs, allowing distributions without court expense, providing professional money management,
creating a competitive return on investment, safeguarding against inflation, providing accurate trust accounting,
allowing the ability to adjust to market conditions, avoiding liability and malpractice issues and having the
balance of principal returned at the trust end, unlike the payout system of annuities.

Insurance

We offer a wide variety of personal and commercial property and casualty insurance products through our
insurance agency, Town & Country. With offices in Houston, Galveston and Fort Worth, Town & Country has
been providing personal and commercial insurance for over 40 years. As of December 31, 2010, we had
approximately 8,200 insurance clients and were one of the largest independent insurance agencies in the Houston
metropolitan area. Town & Country provides commercial, personal, and life and health insurance for businesses
and individuals through a staff of 35 licensed and experienced insurance professionals. Our independent
insurance professionals can help clients select the coverage and price best suited to their particular needs. In
addition to home, auto, business and life insurance, we also offer condominium and renters insurance, fine art
coverage, personal umbrella policies and boat insurance. Our commercial coverages include general liability,
auto liability, workers compensation, property, professional liability, directors and officers liability and accounts
receivable coverage. Our insurance partners include Chubb Group, Fidelity National Financial, America First,
Liberty Mutual, ACE, Hanover Insurance, Progressive, Texas Mutual Insurance Company, Travelers, The
Hartford, Republic, Safeco, Utica National, Zurich Insurance, Lloyds and others.
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Competition

The banking, wealth management and insurance businesses are highly competitive, and our profitability
depends principally on our ability to compete in the market area in which we are located. In our banking
business, we experience substantial competition in attracting and retaining deposits and in originating loans. The
primary factors we encounter in competing for deposits are convenient office locations and rates offered. Direct
competition for deposits comes from other commercial banks and thrift institutions, money market mutual funds
and corporate and government securities which may offer more attractive rates than insured depository
institutions are willing to pay. The primary factors we encounter in competing for loans include, among other
things, the interest rate, loan origination fees and the range of services offered. Competition for loans normally
comes from other commercial banks, thrift institutions, mortgage bankers and mortgage brokers, and insurance
companies. We believe that we have been able to compete effectively with other financial institutions by
emphasizing client service, by establishing long-term relationships and building client loyalty, and by providing
products and services designed to address the specific needs of our clients.

Our senior management reviews rate surveys weekly to ensure that we are consistently offering competitive
rates. The financial institutions included in the surveys are located in our market areas and were selected based
on their asset size, branch network and their consistent advertisement of similar products. We also survey the top
ten mortgage lenders in each market to ensure that our rates are competitive.

Our loan and deposit rates are set by market area, which enables us to respond timely to the local market
conditions. We closely monitor competitor responses regarding our rates and product types to ensure that we are
emphasizing the most effective products and utilizing the most efficient rates in each market. Ultimately, we seek
to balance the rate levels in each region to achieve the appropriate overall target cost of funds.

In providing wealth management services, we compete with a wide variety of firms including national and
regional investment management and financial planning firms, broker-dealers, accounting firms, trust companies,
and law firms. Many of these companies have greater resources and may already have relationships with our
clients in related product areas. We believe that our ability to compete effectively with other firms is dependent
upon the quality and level of service, personal relationships, price, and investment performance. These factors
are also the basis for competition in the insurance industry. With respect to our insurance business, some of
Town & Country’s competitors are larger and have greater resources than we do and operate on an international
scale. We are also in competition with insurance providers that write insurance directly for their customers as
well as companies that provide self-insurance and other employer-sponsored programs.

Supervision and Regulation

The following is a summary description of the relevant laws, rules and regulations governing banks and
bank holding companies and our wealth management and insurance subsidiaries. The descriptions of, and
references to, the statutes and regulations below are brief summaries and do not purport to be complete. The
descriptions are qualified in their entirety by reference to the specific statutes and regulations discussed.

General

The supervision and regulation of bank holding companies and their subsidiaries is intended primarily for
the protection of depositors, the Deposit Insurance Fund (DIF) of the FDIC and the banking system as a whole,
and not for the protection of the bank holding company, shareholders or creditors. The banking agencies have
broad enforcement power over bank holding companies and banks, including the power to impose substantial
fines and other penalties for violations of laws and regulations.

Various legislation and proposals to overhaul the bank regulatory system and limit the investments that a
depository institution may make with insured funds are introduced in Congress from time to time. Such

legislation may change banking statutes and our operating environment and that of our banking subsidiary in
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substantial and unpredictable ways. In addition, the Texas state legislature from time to time considers legislation
affecting insurance agencies operating in the state. We cannot determine the ultimate effect that any potential
legislation, if enacted, or implemented regulations with respect thereto, would have upon the financial condition
or results of operations of us or our subsidiaries.

Encore Bancshares, Inc.

On March 30, 2007, we converted from a thrift holding company to a bank holding company and registered
with the Board of Governors of the Federal Reserve System (Federal Reserve) under the Bank Holding Company
Act of 1956, as amended (BHCA). Our conversion was accomplished in connection with the conversion of
Encore Bank from a federal savings association to a national bank. On July 21, 2008, we became a financial
holding company. Accordingly, we are subject to supervision, regulation and examination by the Federal
Reserve. The Gramm-Leach-Bliley Act (GLBA), the BHCA and other federal laws subject financial and bank
holding companies to particular restrictions on the types of activities in which they may engage, and to a range of
supervisory requirements and activities, including regulatory enforcement actions for violations of laws and
regulations.

Regulatory Restrictions on Dividends; Source of Strength. We are regarded as a legal entity separate and
distinct from Encore Bank. The principal source of our revenue is dividends received from Encore Bank. As
described in more detail below, federal law places limitations on the amount that national banks may pay in
dividends, which Encore Bank must adhere to when paying dividends to us. It is the policy of the Federal
Reserve that bank holding companies should pay cash dividends on common stock only out of income available
over the past year and only if prospective earnings retention is consistent with the organization’s expected future
needs and financial condition. The policy provides that bank holding companies should not maintain a level of
cash dividends that undermines the bank holding company’s ability to serve as a source of strength to its banking
subsidiaries. In addition, it is Federal Reserve policy that we inform and consult with them prior to declaring and
paying a dividend that could raise safety and soundness concerns, including dividends on the Series A Preferred
Stock issued to the U.S. Treasury under the CPP or interest on the subordinated debentures underlying our trust
preferred securities.

Under Federal Reserve policy, a bank holding company has historically been required to act as a source of
financial strength to each of its banking subsidiaries. The Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act) codifies this policy as a statutory requirement. Under this requirement, we are
expected to commit resources to support Encore Bank, including at times when we may not be in a financial
position to provide such resources. Any capital loans by a bank holding company to any of its subsidiary banks
are subordinate in right of payment to deposits and to certain other indebtedness of such subsidiary banks. As
discussed below, a bank holding company in certain circumstances could be required to guarantee the capital
plan of an undercapitalized banking subsidiary.

In the event of a bank holding company’s bankruptcy under Chapter 11 of the U.S. Bankruptcy Code, the
trustee will be deemed to have assumed and to cure immediately any deficit under any commitment by the debtor
holding company to any of the federal banking agencies to maintain the capital of an insured depository
institution. Any claim for breach of such obligation will generally have priority over most other unsecured
claims.

Scope of Permissible Activities. Under the BHCA, bank holding companies generally may not acquire a
direct or indirect interest in or control of more than 5% of the voting shares of any company that is not a bank or
bank holding company or from engaging in activities other than those of banking, managing or controlling banks
or furnishing services to or performing services for its subsidiaries, except that it may engage in, directly or
indirectly, certain activities that the Federal Reserve has determined to be so closely related to banking or
managing and controlling banks as to be a proper incident thereto. These activities include, among other things,
numerous services and functions performed in connection with lending, investing and financial counseling and
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tax planning. In approving acquisitions or the addition of activities, the Federal Reserve considers, among other
things, whether the acquisition or the additional activities can reasonably be expected to produce benefits to the
public, such as greater convenience, increased competition, or gains in efficiency, that outweigh such possible
adverse effects as undue concentration of resources, decreased or unfair competition, conflicts of interest or
unsound banking practices.

The GLBA, effective March 11, 2000, eliminated many of the historical barriers to affiliations among
banks, securities firms, insurance companies and other financial service providers and permits bank holding
companies to become financial holding companies and thereby affiliate with securities firms and insurance
companies and engage in other activities that are financial in nature.

A bank holding company may become a financial holding company by filing a declaration with the Federal
Reserve if each of its subsidiary banks is well capitalized under the prompt-corrective-action provisions of the
Federal Deposit Insurance Corporation Improvement Act of 1991 (FDICIA), is well managed, and has at least a
satisfactory rating under the Community Reinvestment Act of 1977. We became a financial holding company on
July 21, 2008.

Beginning in July 2011, our financial holding company status will also depend upon our maintaining our
status as “well capitalized” and “well managed’ under applicable Federal Reserve regulations. If a financial
holding company ceases to meet these requirements, the Federal Reserve may impose corrective capital and/or
managerial requirements on the financial holding company and place limitations on its ability to conduct the
broader financial activities permissible for financial holding companies. In addition, the Federal Reserve may
require divestiture of the holding company’s depository institutions and/or its non-bank subsidiaries if the
deficiencies persist.

While the Federal Reserve is the “umbrella” regulator for financial holding companies and has the power to
examine banking organizations engaged in new activities, regulation and supervision of activities which are
financial in nature or determined to be incidental to such financial activities will be handled along functional
lines. Accordingly, activities of subsidiaries of a financial holding company will be regulated by the agency or
authorities with the most experience regulating that activity as it is conducted in a financial holding company.

Safe and Sound Banking Practices. Bank holding companies are not permitted to engage in unsafe and
unsound banking practices. The Federal Reserve’s Regulation Y, for example, generally requires a holding
company to give the Federal Reserve prior notice of any redemption or repurchase of its own equity securities, if
the consideration to be paid, together with the consideration paid for any repurchases or redemptions in the
preceding year, is equal to 10% or more of the holding company’s consolidated net worth. The Federal Reserve
may oppose the transaction if it believes that the transaction would constitute an unsafe or unsound practice or
would violate any law or regulation. Depending upon the circumstances, the Federal Reserve could take the
position that paying a dividend would constitute an unsafe or unsound banking practice.

The Federal Reserve has broad authority to prohibit activities of bank holding companies and their
nonbanking subsidiaries which represent unsafe and unsound banking practices or which constitute violations of
laws or regulations, and can assess civil money penalties for certain activities conducted on a knowing and
reckless basis, if those activities caused a substantial loss to a depository institution. The penalties can be as high
as $1.0 million for each day the activity continues.

Anti-Tying Restrictions. Bank holding companies and their affiliates are prohibited from tying the provision
of certain services, such as extensions of credit, to other services offered by a holding company or its affiliates.

Capital Adequacy Requirements. The Federal Reserve has adopted a system using risk-based capital
guidelines under a two-tier capital framework to evaluate the capital adequacy of bank holding companies. Tier 1

capital generally consists of common shareholders’ equity, retained earnings, a limited amount of qualifying
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perpetual preferred stock, qualifying trust preferred securities and noncontrolling interests in the equity accounts
of consolidated subsidiaries, less goodwill and certain intangibles. Tier 2 capital generally consists of certain
hybrid capital instruments and perpetual debt, mandatory convertible debt securities and a limited amount of
subordinated debt, qualifying preferred stock, loan loss allowance and unrealized holding gains on certain equity
securities.

Under the guidelines, specific categories of assets are assigned different risk weights, based generally on the
perceived credit risk of the asset. These risk weights are multiplied by corresponding asset balances to determine
a “risk-weighted” asset base. The guidelines require a minimum total risk-based capital ratio of 8.0% (of which
at least 4.0% is required to consist of Tier 1 capital elements). Total capital is the sum of Tier 1 and Tier 2
capital. As of December 31, 2010, our ratio of Tier 1 capital to total risk-weighted assets was 12.83% and our
ratio of total capital to total risk-weighted assets was 14.09%.

In addition to the risk-based capital guidelines, the Federal Reserve uses a leverage ratio as an additional
tool to evaluate the capital adequacy of bank holding companies. The leverage ratio is a company’s Tier 1 capital
divided by its average total consolidated assets. Certain highly rated bank holding companies may maintain a
minimum leverage ratio of 3.0%, but other bank holding companies are required to maintain a leverage ratio of
4.0%. As of December 31, 2010, our leverage ratio was 8.10%.

The federal banking agencies’ risk-based and leverage ratios are minimum supervisory ratios generally
applicable to banking organizations that meet certain specified criteria. Banking organizations not meeting these
criteria are expected to operate with capital positions well above the minimum ratios. The federal bank regulatory
agencies may set capital requirements for a particular banking organization that are higher than the minimum
ratios when circumstances warrant. Federal Reserve guidelines also provide that banking organizations
experiencing internal growth or making acquisitions will be expected to maintain strong capital positions
substantially above the minimum supervisory levels, without significant reliance on intangible assets.

Proposed Revisions to Capital Adequacy Requirements. The Dodd-Frank Act requires the Federal Reserve,
the Office of the Comptroller of the Currency (OCC) and the FDIC to adopt regulations imposing a continuing
“floor” of the 1988 capital accord (Basel I) of the Basel Committee on Banking Supervision (Basel Committee)
capital requirements in cases where the 2004 Basel Committee capital accord (Basel II) capital requirements and
any changes in capital regulations resulting from Basel III (defined below) otherwise would permit lower
requirements. In December 2010, the Federal Reserve, the OCC and the FDIC issued a joint notice of proposed
rulemaking that would implement this requirement.

On December 16, 2010, the Basel Committee released its final framework for strengthening international
capital and liquidity regulation (Basel III). Basel III, when implemented by the U.S. banking agencies and fully
phased-in, will require bank holding companies and their bank subsidiaries to maintain substantially more
capital, with a greater emphasis on common equity.

The U.S. banking agencies have indicated informally that they expect to propose regulations implementing
Basel III in mid-2011 with final adoption of implementing regulations in mid-2012. Notwithstanding its release
of the Basel III framework, the Basel Committee is considering further amendments to Basel 111, including the
imposition of additional capital surcharges on globally and systemically important financial institutions. In
addition to Basel III, the Dodd-Frank Act requires or permits the Federal banking agencies to adopt regulations
affecting banking institutions’ capital requirements in a number of respects, including potentially more stringent
capital requirements for systemically important financial institutions. Accordingly, the regulations ultimately
applicable to us may be substantially different from the Basel III final framework as published in December
2010. Requirements to maintain higher levels of capital or to maintain higher levels of liquid assets could
adversely impact our net income and return on equity.
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The Basel III final capital framework, among other things, (i) introduces as a new capital measure
“Common Equity Tier 1” (CET1), (ii) specifies that Tier 1 capital consists of CET1 and “Additional Tier 1
capital” instruments meeting specified requirements, (iii) defines CET1 narrowly by requiring that most
adjustments to regulatory capital measures be made to CET1 and not to the other components of capital and
(iv) expands the scope of the adjustments as compared to existing regulations.

When fully phased in on January 1, 2019, Basel III will require banks to maintain (i) as a newly adopted
international standard, a minimum ratio of CET1 to risk-weighted assets of at least 4.5%, plus a 2.5% “capital
conservation buffer” (which is added to the 4.5% CET] ratio as that buffer is phased in, effectively resulting in a
minimum ratio of CET1 to risk-weighted assets of at least 7%), (ii) a minimum ratio of Tier 1 capital to risk-
weighted assets of at least 6.0%, plus the capital conservation buffer (which is added to the 6.0% Tier 1 capital
ratio as that buffer is phased in, effectively resulting in a minimum Tier 1 capital ratio of 8.5% upon full
implementation), (iii) a minimum ratio of total (that is, Tier | plus Tier 2) capital to risk-weighted assets of at
least 8.0%, plus the capital conservation buffer (which is added to the 8.0% total capital ratio as that buffer is
phased in, effectively resulting in a minimum total capital ratio of 10.5% upon full implementation) and (iv) as a
newly adopted international standard, a minimum leverage ratio of 3%, calculated as the ratio of Tier 1 capital to
balance sheet exposures plus certain off-balance sheet exposures (computed as the average for each quarter of the
month-end ratios for the quarter). Basel III also provides for a “countercyclical capital buffer” that would be
added to the capital conservation buffer generally to be imposed when national regulators determine that excess
aggregate credit growth becomes associated with a buildup of systemic risk.

Proposed Liquidity Requirements. Historically, regulation and monitoring of bank and bank holding
company liquidity has been addressed as a supervisory matter, without required formulaic measures. The Basel
[T final framework will require banks and bank holding companies to measure their liquidity against specific
liquidity tests that, although similar in some respects to liquidity measures historically applied by banks and
regulators for management and supervisory purposes, going forward will be required by regulation. One test,
referred to as the liquidity coverage ratio (LCR), is designed to ensure that the banking entity maintains an
adequate level of unencumbered high-quality liquid assets equal to the entity’s expected net cash outflow for a
30-day time horizon (or, if greater, 25% of its expected total cash outflow) under an acute liquidity stress
scenario. The other, referred to as the net stable funding ratio (NSFR), is designed to promote more medium- and
long-term funding of the assets and activities of banking entities over a one-year time horizon. These
requirements will incentivize banking entities to increase their holdings of U.S. Treasury securities and other
sovereign debt as a component of assets and increase the use of long-term debt as a funding source. The LCR
would be implemented subject to an observation period beginning in 2011, but would not be introduced as a
requirement until January 1, 2015, and the NSFR would not be introduced as a requirement until January 1, 2018.
These new standards are subject to further rulemaking and their terms could change before implementation.

Imposition of Liability for Undercapitalized Subsidiaries. Bank regulators are required to take prompt
corrective action to resolve problems associated with insured depository institutions whose capital declines
below certain levels. In the event an institution becomes “undercapitalized,” it must submit a capital restoration
plan. The capital restoration plan will not be accepted by the regulators unless each company having control of
the undercapitalized institution guarantees the subsidiary’s compliance with the capital restoration plan up to a
certain specified amount. Any such guarantee from a depository institution’s holding company is entitled to a
priority of payment in bankruptcy.

The aggregate liability of the holding company of an undercapitalized bank is limited to the lesser of 5% of
the institution’s assets at the time it became undercapitalized or the amount necessary to cause the institution to
be “adequately capitalized.” The bank regulators have greater power in situations where an institution becomes
“significantly” or “critically” undercapitalized or fails to submit a capital restoration plan. For example, a bank
holding company controlling such an institution can be required to obtain prior Federal Reserve approval of
proposed dividends, or might be required to consent to a consolidation or to divest the troubled institution or
other affiliates.
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Acquisitions by Bank Holding Companies. The BHCA requires every bank holding company to obtain the
prior approval of the Federal Reserve before it may acquire all or substantially all of the assets of any bank, or
ownership or control of any voting shares of any bank, if after such acquisition it would own or control, directly
or indirectly, more than 5% of the voting shares of such bank. In approving bank acquisitions by bank holding
companies, the Federal Reserve is required to consider, among other things, the financial and managerial
resources and future prospects of the bank holding company and the banks concerned, the convenience and needs
of the communities to be served, and various competitive factors.

Control Acquisitions. The Change in Bank Control Act (CBCA) prohibits a person or group of persons from
acquiring “control” of a bank holding company unless the Federal Reserve has been notified and has not objected
to the transaction. Under a rebuttable presumption established by the Federal Reserve, the acquisition of 10% or
more of a class of voting stock of a bank holding company with a class of securities registered under Section 12
of the Securities Exchange Act of 1934, as amended (Exchange Act), such as us, under the circumstances set
forth in the presumption, constitutes acquisition of control of our company.

In addition, the CBCA prohibits any entity from acquiring 25% (5% in the case of an acquiror that is a bank
holding company) or more of a bank holding company’s or bank’s voting securities, or otherwise obtaining
control or a controlling influence over a bank holding company or bank without the prior approval of the Federal
Reserve. In most circumstances, an entity that owns 25% or more of the voting securities of a banking
organization owns enough of the capital resources to have a controlling influence over such banking organization
for purposes of the CBCA. On September 22, 2008, the Federal Reserve issued a policy statement on equity
investments in bank holding companies and banks, which allows the Federal Reserve to generally be able to
conclude that an entity’s investment is not “controlling” if the entity does not own in excess of 15% of the voting
power and 33% of the total equity of the bank holding company or bank. Depending on the nature of the overall
investment and the capital structure of the banking organization, based on the policy statement, the Federal
Reserve will permit noncontrolling investments in the form of voting and nonvoting shares that represent in the
aggregate (i) less than one-third of the total equity of the banking organization (and less than one-third of any
class of voting securities, assuming conversion of all convertible nonvoting securities held by the entity) and
(ii) less than 15% of any class of voting securities of the banking organization.

Encore Bank

On March 30, 2007, Encore Bank converted from a federal savings association to a national bank. As a
national banking association, the deposits of Encore Bank are insured by the DIF of the FDIC. Encore Bank’s
primary regulator is the OCC. By virtue of the insurance of its deposits, however, Encore Bank is also subject to
supervision and regulation by the FDIC. In addition, because Encore Bank is also a member of the Federal
Reserve System, it is subject to regulation pursuant to the Federal Reserve Act. Such supervision and regulation
subjects Encore Bank to special restrictions, requirements, potential enforcement actions and periodic
examination by the OCC. Because the Federal Reserve regulates us as a holding company parent of Encore Bank,
the Federal Reserve’s supervisory authority over us directly affects Encore Bank.

Financial Modernization. Under the GLBA, a national bank may establish a financial subsidiary and
engage, subject to limitations on investment, in activities that are financial in nature, other than insurance
underwriting, insurance company portfolio investment, real estate development, real estate investment, annuity
issuance and merchant banking activities. To do so, a bank must be well capitalized, well managed and have a
Community Reinvestment Act (CRA) rating of satisfactory or better. Subsidiary banks of a financial holding
company or national banks with financial subsidiaries must remain well capitalized and well managed in order to
continue to engage in activities that are financial in nature without regulatory actions or restrictions, which could
include divestiture of the financial in nature subsidiary or subsidiaries. In addition, a financial holding company
or a bank may not acquire a company that is engaged in activities that are financial in nature unless each of the
subsidiary banks of the financial holding company or the bank has a CRA rating of satisfactory or better.
Currently, Encore Bank has a CRA rating of satisfactory.
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Branching. The establishment of a branch must be approved by the OCC, which considers a number of
factors, including financial history, capital adequacy, earnings prospects, character of management, needs of the
community and consistency with corporate powers.

Restrictions on Transactions with Affiliates and Insiders. Transactions between Encore Bank and its
non-banking affiliates, including us, are subject to Section 23A of the Federal Reserve Act. An affiliate of a bank
is any company or entity that controls, is controlled by, or is under common control with that bank. In general,
Section 23A imposes limits on the amount of such transactions to 10% of Encore Bank’s capital stock and
surplus and requires that such transactions be secured by designated amounts of specified collateral. It also limits
the amount of advances to third parties which are collateralized by our securities or obligations of our
non-banking subsidiaries. Commencing in July 2011, the Dodd-Frank Act will require that the 10% of capital
limit on covered transactions begin to apply to financial subsidiaries. “Covered transactions” are defined by
statute to include a loan or extension of credit, as well as a purchase of securities issued by an affiliate, a
purchase of assets (unless otherwise exempted by the Federal Reserve) from the affiliate, the acceptance of
securities issued by the affiliate as collateral for a loan and the issuance of a guarantee, acceptance or letter of
credit on behalf of an affiliate.

Affiliate transactions are also subject to Section 23B of the Federal Reserve Act which generally requires
that certain transactions between the bank and its affiliates be on terms substantially the same, or at least as
favorable to the bank, as those prevailing at the time for comparable transactions with or involving other
nonaffiliated persons. The Federal Reserve has also issued Regulation W, which codifies prior regulations under
Sections 23 A and 23B of the Federal Reserve Act, and interpretive guidance with respect to affiliate transactions.

The restrictions on loans to directors, executive officers, principal shareholders and their related interests
(collectively referred to herein as “insiders”) contained in the Federal Reserve Act and Regulation O apply to all
insured depository institutions and their subsidiaries. These restrictions include limits on loans to one borrower
and conditions that must be met before such a loan can be made. There is also an aggregate limitation on all loans
to insiders and their related interests. These loans cannot exceed the institution’s total unimpaired capital and
surplus, and the OCC may determine that a lesser amount is appropriate. Insiders are subject to enforcement
actions for knowingly accepting loans in violation of applicable restrictions.

Restrictions on Distribution of Subsidiary Bank Dividends and Assets. Capital adequacy requirements serve
to limit the amount of dividends that may be paid by Encore Bank to us as its parent company. Until capital
surplus equals or exceeds capital stock, a national bank must transfer to surplus 10% of its net income for the
preceding four quarters in the case of an annual dividend or 10% of its net income for the preceding two quarters
in the case of a quarterly or semiannual dividend. As of December 31, 2010, Encore Bank’s capital surplus
exceeded its capital stock. Without prior approval, a national bank may not declare a dividend if the total amount
of all dividends declared by that bank in any calendar year exceeds the total of that bank’s retained net income
for the current year and retained net income for the preceding two years. Under federal law, Encore Bank cannot
pay a dividend if, after paying the dividend, it will be “undercapitalized.” The OCC may declare a dividend
payment to be unsafe and unsound even though Encore Bank would continue to meet its capital requirements
after the dividend.

Because we are a legal entity separate and distinct from our subsidiaries, our right to participate in the
distribution of assets of any subsidiary upon the subsidiary’s liquidation or reorganization will be subject to the
prior claims of the subsidiary’s creditors. In the event of a liquidation or other resolution of an insured depository
institution, the claims of depositors and other general or subordinated creditors are entitled to a priority of
payment over the claims of holders of any obligation of the institution to its shareholders, arising as a result of
their status as shareholders, including any depository institution holding company (such as us) or any shareholder
or creditor thereof.



Examinations. The OCC periodically examines and evaluates insured banks. Based upon such an evaluation,
the OCC may revalue the assets of the institution and require that it establish specific reserves to compensate for
the difference between the OCC-determined value and the book value of such assets.

Audit Reports. Insured institutions with total assets of $500 million or more must submit annual audit
reports prepared by independent auditors to federal regulators. In some instances, the audit report of the
institution’s holding company can be used to satisfy this requirement. Auditors must receive examination reports,
supervisory agreements, and reports of enforcement actions. For institutions with total assets of $1 billion or
more, financial statements prepared in accordance with accounting principles generally accepted in the U.S.,
management’s certifications concerning responsibility for the financial statements, internal controls and
compliance with legal requirements designated by the OCC, and an attestation by the auditor regarding the
statements of management relating to the internal controls must be submitted. For institutions with total assets of
$3 billion or more, independent auditors may be required to review quarterly financial statements. FDICIA
requires that independent audit committees, consisting of outside directors only, be formed. The committees of
such institutions must include members with experience in banking or financial management, must have access
to outside counsel, and must not include representatives of large clients.

Capital Adequacy Requirements. Similar to the Federal Reserve’s requirements for bank holding companies,
the OCC has adopted regulations establishing minimum requirements for the capital adequacy of national banks.
The OCC may establish higher minimum requirements if, for example, a bank has previously received special
attention or has a high susceptibility to interest rate risk.

The OCC’s risk-based capital guidelines generally require national banks to have a minimum ratio of Tier 1
capital to total risk-weighted assets of 4.0% and a ratio of total capital to total risk-weighted assets of 8.0%. As of
December 31, 2010, Encore Bank’s ratio of Tier | capital to total risk-weighted assets was 11.78% and its ratio
of total capital to total risk-weighted assets was 13.04%.

The OCC’s leverage guidelines require national banks to maintain Tier 1 capital of no less than 4.0% of
average total assets, except in the case of certain highly rated banks for which the requirement is 3.0% of average
total assets unless a higher leverage capital ratio is warranted by the particular circumstances or risk profile of the
depository institution. As of December 31, 2010, Encore Bank’s ratio of Tier 1 capital to average total assets
(leverage ratio) was 7.41%.

Corrective Measures for Capital Deficiencies. The federal banking regulators are required to take prompt
corrective action with respect to capital-deficient institutions. Agency regulations define, for each capital
category, the levels at which institutions are “well capitalized,” “adequately capitalized,” “under capitalized,”
“significantly under capitalized” and “critically under capitalized.” A “well capitalized” bank has a total risk-
based capital ratio of 10.0% or higher; a Tier 1 risk-based capital ratio of 6.0% or higher; a leverage ratio of 5.0%
or higher; and is not subject to any written agreement, order or directive requiring it to maintain a specific capital
level for any capital measure. An “adequately capitalized” bank has a total risk-based capital ratio of 8.0% or
higher; a Tier 1 risk-based capital ratio of 4.0% or higher; a leverage ratio of 4.0% or higher (3.0% or higher if
that bank was rated a composite 1 in its most recent examination report and is not experiencing significant
growth); and does not meet the criteria for a well capitalized bank. A bank is “under capitalized” if it fails to
meet any one of the ratios required to be adequately capitalized.

In addition to requiring undercapitalized institutions to submit a capital restoration plan, agency regulations
authorize broad restrictions on certain activities of undercapitalized institutions including asset growth,
acquisitions, branch establishment, and expansion into new lines of business. With certain exceptions, an insured
depository institution is prohibited from making capital distributions, including dividends, and is prohibited from
paying management fees to control persons if the institution would be undercapitalized after any such
distribution or payment.

19



As an institution’s capital decreases, the OCC’s enforcement powers increase. A significantly
undercapitalized institution is subject to mandated capital raising activities, restrictions on interest rates paid and
transactions with affiliates, removal of management, and other restrictions. The OCC has only limited discretion
in dealing with a critically undercapitalized institution and is required to undertake stringent measures to protect
the interests of deposits and the DIF, which depending on the circumstances, could include the appointment of a
receiver or conservator.

Banks with risk-based capital and leverage ratios below the required minimums may also be subject to
certain administrative actions, including the termination of deposit insurance upon notice and hearing, or a
temporary suspension of insurance without a hearing in the event the institution has no tangible capital.

Deposit Insurance Assessments. Substantially all of the deposits of Encore Bank are insured up to applicable
limits by the DIF of the FDIC and Encore Bank must pay deposit insurance assessments to the FDIC for such
deposit insurance protection. The FDIC maintains the DIF by designating a required reserve ratio. If the reserve
ratio falls below the designated level, the FDIC must adopt a restoration plan that provides that the DIF will
return to an acceptable level generally within 5 years. The designated reserve ratio is currently set at 2.00%. The
FDIC has the discretion to price deposit insurance according to the risk for all insured institutions regardless of
the level of the reserve ratio.

The DIF reserve ratio is maintained by assessing depository institutions an insurance premium based upon
statutory factors. Under its current regulations, the FDIC imposes assessments for deposit insurance according to
a depository institution’s ranking in one of four risk categories based upon supervisory and capital evaluations.
The assessment rate for an individual institution is determined according to a formula based on a combination of
weighted average CAMELS component ratings, financial ratios and, for institutions that have long-term debt
ratings, the average ratings of its long-term debt. Well-capitalized institutions (generally those with CAMELS
composite ratings of 1 or 2) are grouped in Risk Category I and the initial base assessment rate for deposit
insurance is set at an annual rate of between 12 and 16 basis points. The initial base assessment rate for
institutions in Risk Categories II, III and TV is set at annual rates of 22, 32 and 50 basis points. These initial base
assessment rates are adjusted to determine an institution’s final assessment rate based on its brokered deposits,
secured liabilities and unsecured debt. Total base assessment rates after adjustments range from 7 to 24 basis
points for Risk Category I, 17 to 43 basis points for Risk Category II, 27 to 58 basis points for Risk Category III,
and 40 to 77.5 basis points for Risk Category IV.

In November 2009, the FDIC adopted a rule that required all insured institutions with limited exceptions, to
prepay their estimated quarterly risk-based assessments for the fourth quarter of 2009 and for all of 2010, 2011
and 2012. The assessment, which totaled $7.5 million for us, was calculated by taking the institution’s actual
September 30, 2009 assessment base and adjusting it quarterly by an estimated 5% annual growth rate through
the end of 2012. Each institution recorded the entire amount of its prepaid assessment as a prepaid expense, an
asset on its balance sheet, as of December 31, 2009. As of December 31, 2009, and each quarter thereafter, each
institution records an expense, or a charge to earnings, for its quarterly assessment invoiced on its quarterly
statement and an offsetting credit to the prepaid assessment until the asset is exhausted. As of December 31,
2010, $4.3 million in prepaid assessments is included in other assets in the accompanying consolidated balance
sheet.

On February 7, 2011, the FDIC approved a final rule that amends its existing DIF restoration plan and
implements certain provisions of the Dodd-Frank Act. Effective April 1, 2011, the assessment base will be
determined using average consolidated total assets minus average tangible equity rather than the current
assessment base of adjusted domestic deposits. Since the change will result in a much larger assessment base, the
final rule also lowers the assessment rates in order to keep the total amount collected from financial institutions
relatively unchanged from the amounts currently being collected. The new assessment rates, calculated on the
revised assessment base, will generally range from 2.5 to 9 basis points for Risk Category 1 institutions, 9 to 24
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basis points for Risk Category II institutions, 18 to 33 basis points for Risk Category III institutions, and 30 to 45
basis points for Risk Category IV institutions. The new assessment rates will be calculated for the quarter
beginning April 1, 2011 and reflected in invoices for assessments due September 30, 2011.

Enforcement Powers. The FDIC and the other federal banking agencies have broad enforcement powers,
including the power to terminate deposit insurance, impose substantial fines and other civil and criminal penalties
and appoint a conservator or receiver. Failure to comply with applicable laws, regulations and supervisory
agreements could subject us or our banking subsidiary, as well as officers, directors and other institution-
affiliated parties of these organizations, to administrative sanctions and potentially substantial civil money
penalties. The appropriate federal banking agency may appoint the FDIC as conservator or receiver for a banking
institution (or the FDIC may appoint itself, under certain circumstances) if any one or more of a number of
circumstances exist, including, without limitation, the fact that the banking institution is undercapitalized and has
no reasonable prospect of becoming adequately capitalized, fails to become adequately capitalized when required
to do so, fails to submit a timely and acceptable capital restoration plan or materially fails to implement an
accepted capital restoration plan.

Brokered Deposit Restrictions. Adequately capitalized institutions (as defined for purposes of the prompt
corrective action rules described above) cannot accept, renew or roll over brokered deposits except with a waiver
from the FDIC, and are subject to restrictions on the interest rates that can be paid on such deposits.
Undercapitalized institutions may not accept, renew, or roll over brokered deposits.

Cross-Guarantee Provisions. The Financial Institutions Reform, Recovery and Enforcement Act of 1989
(FIRREA) contains a cross-guarantee provision which generally makes commonly controlled insured depository
institutions liable to the FDIC for any losses incurred in connection with the failure of a commonly controlled
depository institution.

Community Reinvestment Act. Under the Community Reinvestment Act as implemented by Congress in
1977, a financial institution has a continuing and affirmative obligation, consistent with its safe and sound
operation, to help meet the credit needs of its entire community, including low and moderate income
neighborhoods. The CRA does not establish specific lending requirements or programs for financial institutions
nor does it limit an institution’s discretion to develop the types of products and services that it believes are best
suited to its particular community, consistent with the CRA. The CRA requires federal examiners, in connection
with the examination of a financial institution, to assess the institution’s record of meeting the credit needs of its
community and to take such record into account in its evaluation of certain applications by such institution. The
CRA also requires all institutions to make public disclosure of their CRA ratings. In February 2009, Encore Bank
received a satisfactory rating in meeting community credit needs under the CRA in our most recent examination
for CRA performance.

Consumer Laws and Regulations. In addition to the laws and regulations discussed herein, Encore Bank is
also subject to certain consumer laws and regulations that are designed to protect consumers in transactions with
banks. While the list set forth herein is not exhaustive, these laws and regulations include the Truth in Lending
Act, the Truth in Savings Act, the Electronic Funds Transfer Act, the Expedited Funds Availability Act, the
Equal Credit Opportunity Act and the Fair Housing Act, among others. These laws and regulations mandate
certain disclosure requirements and regulate the manner in which financial institutions must deal with clients
when taking deposits or making loans to such clients. Encore Bank must comply with all applicable provisions of
these consumer protection laws and regulations as part of its ongoing compliance and client relations programs.

Privacy. In addition to expanding the activities in which banks and bank holding companies may engage,
the GLBA imposes new requirements on financial institutions with respect to client privacy. The GLBA
generally prohibits disclosure of client information to non-affiliated third parties unless the client has been given
the opportunity to object and has not objected to such disclosure. Financial institutions are further required to
disclose their privacy policies to clients annually. Financial institutions, however, will be required to comply with
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state law if it is more protective of client privacy than the GLBA. The privacy provisions became effective on
July 1, 2002. The GLBA contains a variety of other provisions including a prohibition against ATM surcharges
unless the client has first been provided notice of the imposition and amount of the fee.

Anti-Money Laundering and Anti-Terrorism Legislation. A major focus of governmental policy on financial
institutions in recent years has been aimed at combating money laundering and terrorist financing. The USA
PATRIOT Act of 2001 (USA Patriot Act) substantially broadened the scope of United States anti-money
laundering laws and regulations by imposing significant new compliance and due diligence obligations, creating
new crimes and penalties and expanding the extra-territorial jurisdiction of the United States. The U.S. Treasury
has issued and, in some cases, proposed a number of regulations that apply various requirements of the USA
Patriot Act to financial institutions. These regulations impose obligations on financial institutions to maintain
appropriate policies, procedures and controls to detect, prevent and report money laundering and terrorist
financing and to verify the identity of their customers. Certain of those regulations impose specific due diligence
requirements on financial institutions that maintain correspondent or private banking relationships with non-U.S.
financial institutions or persons. Failure of a financial institution to maintain and implement adequate programs
to combat money laundering and terrorist financing, or to comply with all of the relevant laws or regulations,
could have serious legal and reputational consequences for the institution.

Office of Foreign Assets Control Regulation. The United States has imposed economic sanctions that affect
transactions with designated foreign countries, nationals and others. These are typically known as the “OFAC”
rules based on their administration by the U.S. Treasury’s Office of Foreign Assets Control (OFAC). The OFAC-
administered sanctions targeting countries take many different forms. Generally, however, they contain one or
more of the following elements: (i) restrictions on trade with or investment in a sanctioned country, including
prohibitions against direct or indirect imports from and exports to a sanctioned country and prohibitions on “U.S.
persons” engaging in financial transactions relating to making investments in, or providing investment-related
advice or assistance 10, a sanctioned country; and (ii) a blocking of assets in which the government or specially
designated nationals of the sanctioned country have an interest, by prohibiting transfers of property subject to
U.S. jurisdiction (including property in the possession or control of U.S. persons). Blocked assets (e.g., property
and bank deposits) cannot be paid out, withdrawn, set off or transferred in any manner without a license from
OFAC. Failure to comply with these sanctions could have serious legal and reputational consequences.

Concentrated Commercial Real Estate Lending Regulations. The federal banking agencies, including the
FDIC, have promulgated guidance governing financial institutions with concentrations in commercial real estate
lending. The guidance provides that a bank has a concentration in commercial real estate lending if (1) total
reported loans for construction, land development, and other land represent 100% or more of total capital or
(2) total reported loans secured by multifamily and non-farm residential properties and loans for construction,
land development, and other land represent 300% or more of total capital and the bank’s commercial real estate
loan portfolio has increased 50% or more during the prior 36 months. Owner occupied loans are excluded from
this second category. If a concentration is present, management must employ heightened risk management
practices including board and management oversight and strategic planning, development of underwriting
standards, risk assessment and monitoring through market analysis and stress testing, and increasing capital
requirements.

Regulation of Nonbanking Subsidiaries

Linscomb & Williams. Linscomb & Williams is a Texas corporation and an investment adviser that is
registered with the SEC under the Investment Advisers Act of 1940. Under the Investment Advisers Act, an
investment adviser is subject to supervision and inspection by the SEC. A significant element of supervision
under the Investment Advisers Act is the requirement to make significant disclosures to the public under Part II
of Form ADV of the adviser’s services and fees, the qualifications of its associated persons, financial difficulties
and potential conflicts of interests. An investment adviser must keep extensive books and records, including all
customer agreements, communications with clients, orders placed and proprietary trading by the adviser or any
advisory representative.

22



Town & Country. Town & Country is a Texas corporation licensed to sell insurance policies in the State of
Texas by the Texas Department of Insurance. The Texas Insurance Code provides that licensed agents are subject
to regulation requirements of the Texas Department of Insurance. The requirements include maintaining books
and records and continuing education. In addition, Town & Country is licensed to sell insurance in a number of
other states and accordingly, is subject to regulation in those states.

Expanding Enforcement Authority

One of the major additional burdens imposed on the banking industry by FDICIA is the increased ability of
banking regulators to monitor the activities of banks and their holding companies. In addition, the Federal
Reserve and FDIC possess extensive authority to police unsafe or unsound practices and violations of applicable
laws and regulations by depository institutions and their holding companies. For example, the FDIC may
terminate the deposit insurance of any institution which it determines has engaged in an unsafe or unsound
practice. The agencies can also assess civil money penalties, issue cease and desist or removal orders, seek
injunctions, and publicly disclose such actions. FDICIA, FIRREA and other laws have expanded the agencies’
authority in recent years, and the agencies have not yet fully tested the limits of their powers.

Effect on Economic Environment

The policies of regulatory authorities, including the monetary policy of the Federal Reserve, have a
significant effect on the operating results of bank holding companies and their subsidiaries. Among the means
available to the Federal Reserve to affect the money supply are open market operations in U.S. government
securities, changes in the discount rate on member bank borrowings, and changes in reserve requirements against
member bank deposits. These means are used in varying combinations to influence overall growth and
distribution of bank loans, investments and deposits, and their use may affect interest rates charged on loans or
paid for deposits.

Federal Reserve monetary policies have materially affected the operating results of commercial banks in the
past and are expected to continue to do so in the future. The nature of future monetary policies and the effect of
such policies on our business and operations of us and those of our subsidiaries cannot be predicted.

Legislative Initiatives

In light of current conditions and the market outlook for continuing weak economic conditions, regulators
have increased their focus on the regulation of financial institutions. From time to time, various legislative and
regulatory initiatives are introduced in Congress and State Legislatures. Such initiatives may change banking
statutes and the operating environment for us and Encore Bank in substantial and unpredictable ways. We cannot
determine the ultimate effect that any potential legislation, if enacted, or implementing regulations with respect
thereto, would have, upon the financial condition or results of our operations or the operations of Encore Bank. A
change in statutes, regulations or regulatory policies applicable to us or Encore Bank could have a material effect
on the financial condition, results of operations or business of our company and Encore Bank.

Dodd-Frank Act. In July 2010, Congress enacted the Dodd-Frank Act regulatory reform legislation, which
the President signed into law on July 21, 2010. Many aspects of the Dodd-Frank Act are subject to further
rulemaking and will take effect over several years, making it difficult for us to anticipate the overall financial
impact to us or across the industry. This new law broadly affects the financial services industry by implementing
changes to the financial regulatory landscape aimed at strengthening the sound operation of the financial services
sector, including provisions that, among other things, will:

* Create a new agency, the Consumer Financial Protection Bureau, responsible for implementing,
examining and enforcing compliance with federal consumer financial laws;

* Apply the same leverage and risk—based capital requirements that apply to insured depository
institutions to most bank holding companies, which, among other things, will require us to deduct all
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trust preferred securities issued on or after May 19, 2010 from our Tier 1 capital (existing trust
preferred securities issued prior to May 19, 2010 for all bank holding companies with less than $15.0
billion in total consolidated assets as of December 31, 2009 are exempt from this requirement);

* Broaden the base for FDIC insurance assessments from the amount of insured deposits to average total
consolidated assets less average tangible equity during the assessment period;

* Permanently increase FDIC deposit insurance to $250,000 and provide unlimited FDIC deposit
insurance beginning December 31, 2010 until January 1, 2013 for noninterest bearing demand
transaction accounts at all insured depository institutions;

* Permit banks to engage in de novo interstate branching if the laws of the state where the new branch is
to be established would permit the establishment of the branch if it were chartered by such state;

* Repeal the federal prohibitions on the payment of interest on demand deposits, thereby permitting
depository institutions to pay interest on business transaction and other accounts;

* Require financial holding companies, such as the Company, to be well capitalized and well managed as
of July 21, 2011. Bank holding companies and banks must also be both well capitalized and well
managed in order to acquire banks located outside their home state;

* Eliminate the ceiling on the size of the DIF and increase the floor of the size of the DIF;

¢ Implement corporate governance revisions, including with regard to executive compensation and proxy
access by shareholders, that apply to all public companies, not just financial institutions;

* Amend the Electronic Fund Transfer Act to, among other things, give the Federal Reserve the authority
to establish rules regarding interchange fees charged for electronic debit transactions by payment card
issuers having assets over $10 billion and to enforce a new statutory requirement that such fees be
reasonable and proportional to the actual cost of a transaction to the issuer; and

* Increase the authority of the Federal Reserve to examine us and our non-bank subsidiaries.

Management is actively reviewing the provisions of the Dodd—Frank Act and assessing its probable impact
on our business, financial condition and results of operations. Provisions in the legislation that affect deposit
insurance assessments and payment of interest on demand deposits could increase the costs associated with
deposits as well as place limitations on certain revenues those deposits may generate. Provisions in the legislation
that revoke the Tier 1 capital treatment of newly issued trust preferred securities could require us to seek other
sources of capital in the future. Many aspects of the Dodd-Frank Act are subject to rulemaking and will take
effect over several years, making it difficult to anticipate the overall financial impact on us, our customers or the
financial industry more generally.

Incentive Compensation. In June 2010, the Federal Reserve, OCC and FDIC issued comprehensive final
guidance on incentive compensation policies intended to ensure that the incentive compensation policies of
banking organizations do not undermine the safety and soundness of such organizations by encouraging
excessive risk-taking. The guidance, which covers all employees that have the ability to materially affect the risk
profile of an organization, either individually or as part of a group, is based upon the key principles that a
banking organization’s incentive compensation arrangements should (i) provide incentives that do not encourage
risk-taking beyond the organization’s ability to effectively identify and manage risks, (ii) be compatible with
effective internal controls and risk management, and (iii) be supported by strong corporate governance, including
active and effective oversight by the organization’s board of directors. Also, on February 7, 2011, the FDIC
proposed an interagency rule to implement certain incentive compensation requirements of the Dodd-Frank Act.
Under the proposed rule, financial institutions must prohibit incentive-based compensation arrangements that
encourage inappropriate risk taking that are deemed excessive or that may lead to material losses.

The Federal Reserve will review, as part of the regular, risk-focused examination process, the incentive
compensation arrangements of banking organizations, such as us, that are not “large, complex banking
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organizations.” These reviews will be tailored to each organization based on the scope and complexity of the
organization’s activities and the prevalence of incentive compensation arrangements. The findings of the
supervisory initiatives will be included in reports of examination. Deficiencies will be incorporated into the
organization’s supervisory ratings, which can affect the organization’s ability to make acquisitions and take other
actions. Enforcement actions may be taken against a banking organization if its incentive compensation
arrangements, or related risk-management control or governance processes, pose a risk to the organization’s
safety and soundness and the organization is not taking prompt and effective measures to correct the deficiencies.

In addition, the United States government, particularly the U.S. Treasury and the FDIC, have taken a variety
of extraordinary measures designed to restore confidence in the financial markets and to strengthen financial
institutions, including capital injections, guarantees of bank liabilities and the acquisition of illiquid assets from
banks. One such law, the Emergency Economic Stabilization Act of 2008 (EESA) granted the U.S. Treasury the
authority to take a range of actions for the purpose of stabilizing and providing liquidity to the U.S. financial
markets and included several programs, including many of the programs described below. We cannot predict at
this time the effect that the recent legislative initiatives may have on our business, financial condition or results
of operations.

U.S. Treasury Capital Purchase Program. On October 3, 2008, the ESSA (initially introduced as the
Troubled Asset Relief Program or TARP) was enacted. TARP gave the U.S. Treasury authority to deploy up to
$700 billion into the financial system with an objective of improving liquidity in capital markets. On October 14,
2008, the U.S. Treasury announced the CPP, which provides for direct equity investment of perpetual preferred
stock by the U.S. Treasury in qualified financial institutions. The program is voluntary and requires an institution
to comply with a number of restrictions and provisions, including limits on executive compensation, stock
redemptions and declaration of dividends. The CPP provides for the purchase by the U.S. Treasury of perpetual
senior preferred stock in an aggregate amount ranging from 1% to 3% of a participant’s risk-weighted assets. The
CPP also requires a public company participant to issue to the U.S. Treasury warrants to purchase common stock
equal to 15% of the capital invested by the U.S. Treasury. We elected to participate in the CPP, and on
December 5, 2008, we issued and sold to the U.S. Treasury (i) 34,000 shares of Series A Preferred Stock and
(i) a Warrant to purchase up to 364,026 shares of our common stock, at an exercise price of $14.01 per share,
subject to certain anti-dilution and other adjustments, for an aggregate purchase price of $34.0 million in cash.

American Recovery and Reinvestment Act of 2009. On February 17, 2009, the American Recovery and
Reinvestment Act of 2009 (ARRA) was signed into law. Section 7001 of the ARRA amended Section 111 of the
EESA in its entirety. While the U.S. Treasury must promulgate regulations to implement the restrictions and
standards set forth in Section 7001, the ARRA, among other things, significantly expands the executive
compensation restrictions previously imposed by the EESA. Such restrictions apply to any entity that has
received or will receive financial assistance under the TARP, and shall generally continue to apply for as long as
any obligation arising from financial assistance provided under TARP, including preferred stock we issued under
the CPP, remains outstanding. These ARRA restrictions shall not apply to any TARP recipient during such time
when the U.S. Treasury (i) only holds a warrant to purchase common stock of such recipient or (ii) holds no
preferred stock or warrant to purchase common stock of such recipient.

As a result of our participation in the CPP, the restrictions and standards set forth in Section 7001 of the
ARRA are applicable to us, subject to regulations to be promulgated by the U.S. Treasury. Pursuant to
Section 7001(g) of the ARRA, we are permitted to repay the $34.0 million received under the CPP, subject to
approval by our primary Federal banking regulator, without regard to certain repayment restrictions in the
Securities Purchase Agreement.

Employees

As of December 31, 2010, we had 315 full-time employees. Management considers our relations with
employees to be good. Neither we nor Encore Bank or any of its subsidiaries are a party to any collective
bargaining agreement.
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Item 1A. Risk Factors

An investment in our common stock involves risks. The following is a description of the material risks and
uncertainties that we believe affect our business and an investment in our common stock. Additional risks and
uncertainties that we are unaware of, or that we currently deem immaterial, also may become important factors
that affect us and our business. If any of the risks described in this Annual Report on Form 10-K were to occur,
our financial condition and results of operations could be materially and adversely affected. If this were to
happen, the value of our common stock could decline significantly and you could lose all or part of your
mvestment.

Risks Associated With Qur Business

We may continue to experience losses in our remaining Florida loans which could adversely affect our
financial condition and results of operations.

As of December 31, 2010, we had $49.5 million of loans to borrowers in Florida, which was 5.3% of total
loans at such date. Of these loans, $9.6 million were held-for-sale and $11.3 million were nonperforming loans.
We incurred $8.6 million in write downs on Florida loans held-for-sale in 2010. Although we have marked our
nonperforming and held-for-sale Florida loan portfolios to either market value or the value of the underlying
collateral, further deterioration in this market may continue, which could result in additional write downs. We
also may not be able to sell the held-for-sale loans at the estimated market value. Further, the $39.9 million of
loans not held-for-sale, which include primarily residential real estate, commercial real estate and consumer
loans, are subject to the risks related to the particular loan type as well as the economic conditions in Florida,
which have declined significantly in the past several years, particularly with respect to commercial and
residential real estate values. If we are required to recognize losses or write downs of assets in these Florida
loans, it could adversely affect our financial condition and results of operations.

Difficult market conditions and economic trends have adversely affected the banking industry and could
adversely affect our business, financial condition and results of operations.

We are operating in a challenging and uncertain economic environment, including generally uncertain
conditions nationally and locally in our markets. Financial institutions continue to be affected by declines in the
rea] estate market that have negatively impacted the credit performance of residential real estate, construction and
commercial real estate loans and resulted in significant write downs of assets by many financial institutions.
Concerns over the stability of the financial markets and the economy have resulted in decreased lending by
financial institutions to their customers and to each other. We retain direct exposure to the residential and
commercial real estate markets, and we are affected by these events.

Our ability to assess the creditworthiness of customers and to estimate the losses as they are incurred in our
loan portfolio is made more complex by these difficult market and economic conditions. A prolonged national
economic recession or further deterioration of these conditions in our markets could drive the rate of losses
beyond that which has been provided for in our recent quarterly provisions for loan losses and result in the
following consequences:

* increases in loan delinquencies;
* increases in nonperforming assets and foreclosures;

* decreases in demand for our products and services, which could adversely affect our liquidity position;
and

* decreases in the value of the collateral securing our loans, especially real estate, which could reduce
customers’ borrowing power.

While economic conditions in Texas and the U.S., and to a lesser extent Florida, are showing signs of
recovery, there can be no assurance that these difficult conditions will continue to improve. Continued declines in
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real estate values, home sales volumes and financial stress on borrowers as a result of the uncertain economic
environment, including job losses, could have an adverse affect on our borrowers or their customers, which could
adversely affect our business, financial condition and results of operations.

Liquidity risk could impair our ability to fund operations and jeopardize our financial condition.

Liquidity is essential to our business. An inability to raise funds at an acceptable cost through deposits,
borrowings, the sale of loans and other sources could have a substantial negative effect on our liquidity. Our
access to funding sources in amounts adequate to finance our activities or on terms which are acceptable to us
could be impaired by factors that affect us specifically or the financial services industry or economy in general.
Factors that could detrimentally impact our access to liquidity sources include a decrease in the level of our
business activity as a result of a downturn in the markets in which our loans are concentrated or adverse
regulatory action against us. Our ability to borrow could also be impaired by factors that are not specific to us,
such as a disruption in the financial markets or negative views and expectations about the prospects for the
financial services industry in light of the recent turmoil faced by banking organizations and the continued
deterioration in credit markets.

Future growth or operating results may require us to raise additional capital, but that capital may not be
available or it may be dilutive.

We and Encore Bank are each required by the Federal Reserve and the OCC, respectively, to maintain
adequate levels of capital to support our operations. In the event that our future operating results erode capital, if
Encore Bank is required to maintain capital in excess of well-capitalized standards, or if we elect to expand
through loan growth or acquisitions, we may be required to raise additional capital. Our ability to raise capital
will depend on conditions in the capital markets, which are outside our control, and on our financial performance.
Accordingly, we cannot be assured of our ability to raise capital on favorable terms when needed, or at all. If we
cannot raise additional capital when needed, we will be subject to increased regulatory supervision and the
imposition of restrictions on our growth and business. These outcomes could negatively impact our ability to
operate or further expand our operations through acquisitions or the establishment of additional private client
offices and may result in increases in operating expenses and reductions in revenues that could have a material
adverse effect on our financial condition and results of operations. In addition, in order to raise additional capital,
we may need to issue shares of our common stock that would dilute the book value of our common stock and
reduce our current shareholders’ percentage ownership interest to the extent they do not participate in future
offerings.

If we are unable to continue to transform our balance sheet by originating loans and growing core deposits
and if our strategic decision to offer wealth management services and insurance products does not
continue to generate new business, our business and results of operations may be negatively affected.

We have transformed our balance sheet by replacing lower yielding investment securities and purchased
mortgage loans with our own higher yielding originated loans. We continue to focus on generating commercial
lending relationships and transforming our balance sheet from one with a concentration in mortgages to a
commercial lending specialization. We have also rolled out a full line of deposit and cash management products,
which has enabled us to replace brokered deposits with core deposits. In connection with this transformation, we
have disposed of our out-of-market locations and expanded the number of private client offices we operate in our
target market of Texas. Additionally, we have made strategic acquisitions enabling us to offer wealth
management services and insurance products to our clients. Our ability to continue the growth of originated loans
and core deposits depends, in part, upon our ability to leverage our Texas offices and infrastructure, successfully
attract core deposits, identify attractive commercial lending opportunities and retain experienced lending officers.
Our ability to continue to successfully execute our business plan requires effective planning and management
implementation, which may be affected by factors outside of our control. If we are not able to attract significant
business from our target markets, our business and results of operations may be negatively affected.
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Our dependence on loans secured by real estate subjects us to risks relating to fluctuations in the real
estate market and related interest rates and legislation that could result in significant additional costs and
capital requirements that could adversely affect our financial condition and results of operations.

Approximately 80.3% of our loan portfolio as of December 31, 2010 was comprised of loans collateralized
by real estate, with 81.2% of the real estate located in Texas and 5.3% located in Florida. The real estate
collateral in each case provides an alternate source of repayment in the event of default by the borrower and may
deteriorate in value during the time the credit is extended. The real estate markets in Florida, and to a lesser
extent, Texas, have deteriorated in the last several years. A continued weakening of the real estate market in our
primary market areas could have an adverse effect on the demand for new loans, the ability of borrowers to repay
outstanding loans, the value of real estate and other collateral securing the loans and the value of real estate
owned by us. As real estate values decline, it is also more likely that we would be required to make provisions for
additional loan losses, which could adversely affect our financial condition and results of operations.

Current market conditions include an over-supply of land, lots and finished homes in many markets,
including those where we do business. As of December 31, 2010, we had $46.3 million, or 5.0%, of our total
loans in real estate construction loans. Of this amount, $39.8 million were land loans, $757,000 were made to
finance residential construction with an identified purchaser and $3.7 million were made to finance residential
construction with no identified purchaser. Substantially all of these loans are located in the Houston area.
Further, $2.1 million of real estate construction loans were made to finance commercial construction.
Construction loans are subject to risks during the construction phase that are not present in standard residential
real estate and commercial real estate loans. These risks include:

» the viability of the contractor;
» the value of the project being subject to successful completion;

» the contractor’s ability to complete the project, to meet deadlines and time schedules and to stay within
cost estimates; and

* concentrations of such loans with a single contractor and its affiliates.

Real estate construction loans also present risks of default in the event of declines in property values or
volatility in the real estate market during the construction phase. If we are forced to foreclose on a project prior to
completion, we may not be able to recover the entire unpaid portion of the loan, may be required to fund
additional amounts to complete a project and may have to hold the property for an indeterminate amount of time.
If any of these risks were to occur, it could adversely affect our financial condition, results of operations and cash
flows.

The federal banking agencies have issued guidance regarding high concentrations of commercial real estate
loans within bank loan portfolios. The guidance requires financial institutions that exceed certain levels of
commercial real estate lending compared with their total capital to maintain heightened risk management
practices that address the following key elements: including board and management oversight and strategic
planning, portfolio management, development of underwriting standards, risk assessment and monitoring through
market analysis and stress testing, and maintenance of increased capital levels as needed to support the level of
commercial real estate lending. If there is any deterioration in our commercial real estate or real estate
construction portfolios or if our regulators conclude that we have not implemented appropriate risk management
practices, it could adversely affect our business and result in a requirement of increased capital levels, and such
capital may not be available at that time.

Our commercial real estate and commercial loans expose us to increased credit risks, and these risks will
increase if we succeed in increasing these types of loans.

We focus our lending efforts on commercial-related loans and intend to grow commercial real estate and
commercial loans further as a proportion of our portfolio. As of December 31, 2010, commercial real estate and
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commercial loans totaled $313.1 million. In general, commercial real estate loans and commercial loans yield
higher returns and often generate a deposit relationship, but also pose greater credit risks than do owner-occupied
residential real estate loans. As our various commercial loan portfolios increase, the corresponding risks and
potential for losses from these loans will also increase.

We make both secured and some unsecured commercial loans. Unsecured loans generally involve a higher
degree of risk of loss than do secured loans because, without collateral, repayment is wholly dependent upon the
success of the borrowers’ businesses. Secured commercial loans are generally collateralized by accounts
receivable, inventory, equipment or other assets owned by the borrower and include a personal guaranty of the
business owner. Compared to real estate, that type of collateral is more difficult to monitor, its value is harder to
ascertain, it may depreciate more rapidly and it may not be as readily saleable if repossessed. Further,
commercial loans generally will be serviced primarily from the operation of the business, which may not be
successful, and commercial real estate loans generally will be serviced from income on the properties securing
the loans.

If our allowance for loan losses is not adequate to cover actual loan losses, our results of operations will be
negatively affected.

The allowance for loan losses is an estimate of losses incurred through year end. As the losses are
confirmed, it is possible that additional loss provisions may be needed in future periods to refine that estimate,
which will be made in addition to the regular provision for estimated losses in those periods. Loans totaling
$716.8 million, or 77.0%, of our loan portfolio as of December 31, 2010 represent loans originated since the
beginning of 2006 and $74.1 million, or 8.0%, of our loan portfolio represents purchased loans. As a lender, we
are exposed to the risk that our loan clients may not repay their loans according to the terms of these loans, and
the collateral securing the payment of these loans may be insufficient to assure repayment. We make various
assumptions and judgments about the collectability of our loan portfolio, including the creditworthiness of the
borrowers and the value of the real estate and other assets serving as collateral for the repayment of many of our
loans. We maintain an allowance for loan losses to cover an estimate of loan losses incurred in the loan portfolio
at the balance sheet date. In determining the size of the allowance, we rely, among other factors, on a periodic
analysis of our loan portfolio, our historical loss experience and our evaluation of general economic conditions. If
our assumptions prove to be incorrect, our current allowance may not be sufficient to cover actual loan losses and
adjustments may be necessary in future loss provisions. A material addition to the allowance for loan losses to
correct for a material change in the estimate could cause our results of operations to be negatively affected.

In addition, federal regulators periodically review our allowance for loan losses and may require us to
increase our provision for loan losses or recognize further charge-offs, based on judgments different than those of
our management. Any significant increase in our allowance for loan losses or charge-offs required by these
regulatory agencies could have a material adverse effect on our results of operations and financial condition.

Our profitability depends significantly on local economic conditions in the areas where our operations and
loans are concentrated.

Our profitability depends on the general economic conditions in our primary market in Texas and in
southwest Florida where we have loans. Unlike larger banks that are more geographically diversified, we provide
banking and financial services to clients primarily in the greater Houston area, including Harris, Ft. Bend and
Montgomery counties. As of December 31, 2010, $579.3 million, or 84.2%, of our commercial real estate, real
estate construction and residential real estate loans were made to borrowers in Texas and $35.0 million, or 5.1%
of such loans (which includes $20.8 million in purchased loans and excludes loans held-for-sale) were made to
borrowers in Florida. The local economic conditions in these areas have a significant impact on our commercial,
real estate and construction and consumer loans, the ability of the borrowers to repay these loans and the value of
the collateral securing these loans. In addition, if the population or income growth in either of these regions
slows, stops or declines, income levels, deposits and housing starts could be adversely affected and could result
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in the curtailment of our expansion, growth and profitability. In the last several years, economic conditions in
Florida and, to a lesser extent, Texas have declined and if either of these regions experiences a downturn or a
recession for a prolonged period of time, we would likely experience significant increases in nonperforming
loans, which could lead to operating losses, impaired liquidity and eroding capital.

Moreover, a significant decline in general economic conditions, caused by inflation, recession, acts of
terrorism, an outbreak of hostilities or other international or domestic calamities, unemployment or other factors
beyond our control could impact these local economic conditions and could negatively affect the financial results
of our operations.

We may be required to pay significantly higher FDIC deposit insurance premiums and assessments in the
future.

Recent insured depository institution failures, as well as deterioration in banking and economic conditions,
have significantly depleted the FDIC’s DIF, resulting in a decline in the ratio of reserves to insured deposits to
historical lows. The FDIC anticipates that additional insured depository institutions are likely to fail in the
foreseeable future so the reserve ratio may continue to decline. In addition, the deposit insurance limit on FDIC
deposit insurance coverage generally has increased to $250,000. These developments have caused the premiums
assessed on us by the FDIC to increase and materially increase our noninterest expense.

On February 7, 2011, the FDIC approved a final rule that amends its existing DIF restoration plan and
implements certain provisions of the Dodd-Frank Act. Effective April 1, 2011, the assessment base will be
determined using average consolidated total assets minus average tangible equity rather than the current
assessment base of adjusted domestic deposits. Since the change will result in a much larger assessment base, the
final rule also lowers the assessment rates in order to keep the total amount collected from financial institutions
relatively unchanged from the amounts currently being collected. The new assessment rates, calculated on the
revised assessment base, will generally range from 2.5 to 9 basis points for Risk Category I institutions, 9 to 24
basis points for Risk Category II institutions, 18 to 33 basis points for Risk Category III institutions, and 30 to 45
basis points for Risk Category IV institutions. The new assessment rates will be calculated for the quarter
beginning April 1, 2011 and reflected in invoices for assessments due September 30, 2011.

It is possible that our FDIC assessments could increase under these final regulations and could have an
adverse impact on our results of operations. For the year ended December 31, 2010, our FDIC insurance related
costs were $3.7 million compared with $2.1 million and $161,000 for the years ended December 31, 2009 and
2008. The FDIC insurance related cost for 2009 included $478,000 in prepaid assessments related to the fourth
quarter of 2009 that would otherwise have been payable in the first quarter of 2010 and $684,000 related to the
special assessment paid in September 2009. The increase was also a result of the expiration of credits used in
previous years.

If the goodwill that we recorded in connection with business acquisitions becomes impaired, it could have a
negative impact on our profitability.

Goodwill represents the amount of acquisition cost over the fair value of net assets we acquired in the
purchase of another entity including our trust function, investment management and insurance subsidiaries. We
review goodwill for impairment at least annually, or more frequently if events or changes in circumstances
indicate the carrying value of the asset might be impaired. Examples of those events or circumstances include the
following:

» significant adverse change in business climate;
* significant unanticipated loss of clients/assets under management;
¢ unanticipated loss of key personnel; or

* significant reductions in profitability.
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We determine impairment by comparing the fair value of the reporting unit with the carrying amount of that
reporting unit. If the carrying amount of the reporting unit exceeds the fair value of that reporting unit, an
impairment loss is recognized based upon our calculation of the implied fair value of goodwill. Any such
adjustments are reflected in our results of operations in the periods in which they become known. At
December 31, 2010, our goodwill totaled $35.8 million. While we have recorded no such impairment charges
since we initially recorded the goodwill, there can be no assurance that our future evaluations of goodwill will
not result in findings of impairment and related write downs, which may have a material adverse effect on our
financial condition and results of operations.

Future losses or insufficient core earnings may result in our inability to fully realize our net deferred tax
asset, which could have a material adverse effect on our earnings and capital.

As of December 31, 2010, we had a net deferred tax asset of $22.1 million. We regularly assess the
realization of our deferred tax asset and are required to record a valuation allowance if it is more likely than not
that we will not realize all or a portion of the deferred tax asset. Our assessment is primarily dependent on
historical taxable income and projections of future taxable income, which are directly related to our core earnings
(earnings that exclude non-recurring income items) capacity and our prospects to generate core earnings in the
future. Projections of core earnings and taxable income require us to apply significant judgment and are
inherently speculative because they require estimates that cannot be made with certainty.

We did not establish a valuation allowance against the net deferred tax asset as of December 31, 2010 as
management believes that it is more likely than not that we will have sufficient future earnings to utilize this
asset to offset future income tax liabilities. If we were to determine at some point in the future that we will not
achieve sufficient future taxable income to realize our net deferred tax asset, we would be required under
generally accepted accounting principles to establish a full or partial valuation allowance. If we determine that a
valuation allowance is necessary, we would incur a charge to operations that could have a material adverse effect
on our earnings and capital.

The properties that we own and our foreclosed real estate assets could subject us to environmental risks
and associated costs.

There is a risk that hazardous substances or wastes, contaminants, pollutants or other environmentally
restricted substances could be discovered on our properties or our foreclosed assets (particularly in the case of
real estate loans). In this event, we might be required to remove the substances from the affected properties or to
engage in abatement procedures at our sole cost and expense. Besides being liable under applicable federal and
state statutes for our own conduct, we may also be held liable under certain circumstances for actions of
borrowers or other third parties with respect to property that collateralizes one or more of our loans or property
that we own. Potential environmental liability could include the cost of remediation and also damages for any
injuries caused to third parties. We cannot assure you that the cost of removal or abatement will not substantially
exceed the value of the affected properties or the loans secured by those properties, that we would have adequate
remedies against prior owners or other responsible parties or that we would be able to resell the affected
properties either prior to or following completion of any such removal or abatement procedures. If material
environmental problems are discovered prior to foreclosure, we generally will not foreclose on the related
collateral.

The small- to medium-sized businesses we lend to may have fewer resources to weather a downturn in the
economy, which may impair a borrower’s ability to repay a loan to us, and such impairment could
materially harm our operating results.

We make loans to professional firms and privately-owned businesses that are considered to be small- to
medium-sized businesses. Small- to medium-sized businesses frequently have smaller market shares than their
competition, may be more vulnerable to economic downturns, often need substantial additional capital to expand
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or compete and may experience substantial volatility in operating results, any of which may impair a borrower’s
ability to repay a loan. In addition, the success of a small- to medium-sized business often depends on the
management talents and efforts of one or two persons or a small group of persons, and the death, disability or
resignation of one or more of these persons could have a material adverse impact on the business and its ability to
repay our loan. A continued economic downturn and other events that negatively impact our target market could
cause us to incur substantial credit losses that could materially harm our operating results.

Our banking business is subject to interest rate risk and fluctuations in interest rates may adversely affect
our results of operations and financial condition.

The majority of our banking assets are monetary in nature and subject to risk from changes in interest rates,
which are neither predictable nor controllable. Like most financial institutions, our results of operations are
significantly dependent on our net interest income, which is the difference between interest earned from interest-
earning assets, such as loans and investment securities, and interest paid on interest-bearing liabilities, such as
deposits and borrowings. We expect that we will periodically experience “gaps” in the interest rate sensitivities
of our assets and liabilities, meaning that either our interest-bearing liabilities will be more sensitive to changes
in market interest rates than our interest-earning assets, or vice versa. In either event, if market interest rates
should move contrary to our position, this “gap” will negatively impact our results of operations. Many factors
impact interest rates, including governmental monetary policies, inflation, recession, changes in unemployment,
the money supply, and international disorder and instability in domestic and foreign financial markets.

As of December 31, 2010, we were liability sensitive, meaning that our interest-bearing liabilities reprice
more quickly than our interest-earning assets, so in the event of an increase in interest rates, our net interest
income will be affected negatively. Although our asset liability management strategy is designed to control our
risk from changes in market interest rates, it may not be able to prevent changes in interest rates from having a
material adverse effect on our results of operations and financial condition.

The recent repeal of federal prohibitions on payment of interest on demand deposits could increase our
interest expense.

All federal prohibitions on the ability of financial institutions to pay interest on demand deposit accounts
were repealed as part of the Dodd-Frank Act. As a result, beginning on July 21, 2011, financial institutions could
commence offering interest on demand deposits to compete for clients. We do not yet know what interest rates
other institutions may offer. Our interest expense will increase and our net interest margin will decrease if we
begin offering interest on demand deposits to attract additional customers or maintain current customers, which
could have a material adverse effect on our business, financial condition and results of operations.

The wealth management fees we receive may decrease as a result of poor investment performance, in
either relative or absolute terms, which could decrease our revenues and results of operations.

For the year ended December 31, 2010, we received $19.0 million in fees from our wealth management
business, which represented 59.8% of our total noninterest income. We derive our revenues from this business
primarily from investment management fees based on assets under management and, to a lesser extent, fee-based
financial planning services. Our ability to maintain or increase assets under management is subject to a number
of factors, including investors’ perception of our past performance, in either relative or absolute terms, market
and economic conditions, and competition from investment management companies.

Financial markets are affected by many factors, all of which are beyond our control, including general
economic conditions; securities market conditions; the level and volatility of interest rates and equity prices;
competitive conditions; liquidity of global markets; international and regional political conditions; regulatory and
legislative developments; monetary and fiscal policy; investor sentiment; availability and cost of capital;
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technological changes and events; outcome of legal proceedings; changes in currency values; inflation; credit
ratings; and the size, volume and timing of transactions. A decline in the fair value of the assets under
management caused by a decline in general economic conditions would decrease our wealth management fee
income.

Investment performance is one of the most important factors in retaining existing clients and competing for
new wealth management clients. Poor investment performance could reduce our revenues and impair our growth
in the following ways:

* existing clients may withdraw funds from our wealth management business in favor of better
performing products;

¢ asset-based management fees could decline from a decrease in assets under management;
* our ability to attract funds from existing and new clients might diminish; and

¢ our wealth managers and investment advisors may depart, to join a competitor or otherwise.

Even when market conditions are generally favorable, our investment performance may be adversely
affected by the investment style of our wealth management and investment advisors and the particular
investments that they make. To the extent our future investment performance is perceived to be poor in either
relative or absolute terms, the revenues and profitability of our wealth management business will likely be
reduced and our ability to attract new clients will likely be impaired. As such, fluctuations in the equity and debt
markets can have a direct impact upon our results of operations.

Linscomb & Williams’ investment advisory contracts are subject to termination on short notice, and
termination of a significant number of investment advisory contracts could have a material adverse impact
on our revenues.

Linscomb & Williams derived 97.2% of its revenue for the year ended December 31, 2010 from investment
advisory contracts with its clients. These contracts are typically terminable by clients without penalty upon
relatively short notice (generally not more than 60 days). Our wealth management clients can terminate their
relationships with us, reduce their aggregate assets under management, or shift their funds to other types of
accounts with different rate structures for any number of reasons, including investment performance, changes in
prevailing interest rates, inflation, changes in investment preferences of clients, changes in our reputation in the
marketplace, changes in management or control of clients, loss of key investment management personnel and
financial market performance. We cannot be certain that Linscomb & Williams’ management will be able to
retain all of their clients. If its clients terminate their investment advisory contracts, Linscomb & Williams, and
consequently we, could lose a significant portion of our revenues.

Our insurance agency’s commission revenues are based on premiums set by insurers and any decreases in
these premium rates could adversely affect our operations and revenues.

Our insurance agency subsidiary, Town & Country, is engaged in insurance agency and brokerage activities.
For the year ended December 31, 2010, Town & Country received $5.8 million in commissions and fees, which
represented 18.2% of our total noninterest income. Town & Country derives revenues primarily from
commissions paid by the insurance underwriters on the sale of insurance products to clients. These commissions
are highly dependent on the premiums charged by insurance underwriters, which historically have been cyclical
in nature, vary by region and display a high degree of volatility based on the prevailing economic and
competitive factors that affect insurance underwriters. These factors, which are not within Town & Country’s
control, include the capacity of insurance underwriters to place new business, non-underwriting profits of
insurance underwriters, consumer demand for insurance products, the availability of comparable products from
other insurance underwriters at a lower cost and the availability to consumers of alternative insurance products,
such as government benefits and self-insurance plans.
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Town & Country also receives contingent commissions, which are commissions paid by insurance
underwriters based on profitability of the business, premium growth, total premium volume, or some
combination of these factors. Town & Country generally receives these contingent commissions in the first and
second quarters of each year. Due to the nature of these commissions, it is difficult for us to predict their
payment. Increases in loss ratios experienced by insurance underwriters will result in a decreased profit to them
and may result in decreases in the payment of contingent commissions to us.

Town & Country cannot predict the timing or extent of future changes in premiums and thus commissions.
As a result, we cannot predict the effect that future premium rates will have on our operations. While increases in
premium rates may result in revenue increases, decreases in premium rates may result in revenue decreases.
These decreases may adversely affect our operations and revenues for the periods in which they occur.

Our business would be harmed if we lost the services of any of our senior management team and senior
relationship bankers and are unable to recruit or retain suitable replacements.

We believe that our success to date and our prospects for future success in our banking, wealth management
and insurance businesses depend significantly on the continued services and performance of our Chief Executive
Officer, James S. D’ Agostino, Jr., our President, Preston Moore, and the other members of our senior
management team. While we have granted restricted stock to, and have change in control agreements with,
certain key officers, our ability to retain such officers may be hindered by the fact that we have not entered into
employment or non-competition agreements with most of them. Therefore, they may terminate their employment
with us at any time, and we could have difficulty replacing such officers with persons who are experienced in the
specialized aspects of our business or who have ties to the communities within our primary market areas.

In addition, as a participant in the CPP, we are subject to the executive compensation limitations under
Section 111 of EESA, as amended. The EESA contains restrictions on bonus and other incentive compensation
payable to certain of our most highly compensated employees. Such restrictions and standards may further
impact management’s ability to retain key officers and employees as well as our ability to compete with financial
institutions that are not subject to the same limitations as we are. The unexpected loss of services of any of these
key officers could materially harm our business.

Our growth could be hindered unless we are able to recruit and retain qualified employees.

Competition for highly qualified employees in a number of industries, including the financial services
industry, is intense in our market areas. Our business plan includes, and is dependent upon, our hiring and
retaining highly qualified and motivated executives and employees at every level and, in particular, experienced
loan officers and relationship managers. We expect to experience substantial competition in our endeavor to
identify, hire and retain the top-quality employees that we believe are key to our future success. If we are unable
to hire and retain qualified employees, we may not be able to grow our banking, wealth management and
insurance franchise and successfully execute our business plan.

We operate in a highly regulated environment and, as a result, are subject to extensive regulation and
supervision and changes in federal and local laws and regulations that could adversely affect our financial
performance.

We and Encore Bank are subject to extensive federal regulation and supervision. Banking regulations are
primarily intended to protect depositors’ funds, federal deposit insurance funds and the banking system as a
whole, not the Company’s shareholders. These regulations affect the Company’s lending practices, capital
structure, investment practices, dividend policy and growth, among other things. Congress and federal regulatory
agencies continually review banking laws, regulations and policies for possible changes. Any change in
applicable regulations or federal legislation could have a substantial impact on us, Encore Bank and our
respective operations.
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The Dodd-Frank Act, enacted in July 2010, instituted major changes to the banking and financial institutions
regulatory regimes in light of the recent performance of and government intervention in the financial services
sector. Additional legislation and regulations or regulatory policies, including changes in interpretation or
implementation of statutes, regulations or policies, could significantly affect our powers, authority and
operations, or the powers, authority and operations of Encore Bank in substantial and unpredictable ways.
Further, regulators have significant discretion and power to prevent or remedy unsafe or unsound practices or
violations of laws by banks and bank holding companies in the performance of their supervisory and enforcement
duties. The exercise of this regulatory discretion and power could have a negative impact on us. Failure to
comply with laws, regulations or policies could result in sanctions by regulatory agencies, civil money penalties
and/or reputation damage, which could have a material adverse effect on our business, financial condition and
results of operations.

Our wealth management subsidiary, Linscomb & Williams, is registered with the SEC under the Investment
Advisers Act of 1940. The Investment Advisers Act imposes numerous obligations and fiduciary duties on
registered investment advisers including record-keeping, operating and marketing requirements, disclosure
obligations and prohibitions on fraudulent activities. The failure of Linscomb & Williams to comply with the
Investment Advisers Act and regulations promulgated thereunder could cause the SEC to institute proceedings
and impose sanctions for violations of this act, including censure, termination of an investment adviser’s
registration, or prohibition to serve as adviser to funds registered with the SEC and could lead to litigation by
investors in those funds or harm to our reputation, any of which could adversely affect our financial performance.

In addition, our insurance subsidiary, Town & Country, is subject to regulation by the Texas Department of
Insurance. State insurance regulators and the National Association of Insurance Commissioners continually
re-examine existing laws and regulations, and such re-examination may result in the enactment of insurance-
related laws and regulations, or the issuance of interpretations thereof, that adversely affect the financial
performance of Town & Country, and hence, us.

As a regulated entity, we and Encore Bank must maintain certain required levels of regulatory capital that
may limit our operations and potential growth.

We and Encore Bank are subject to various regulatory capital requirements administered by the Federal
Reserve and the OCC, respectively. Failure to meet minimum capital requirements can initiate certain
mandatory, and possibly additional discretionary actions by regulators that, if undertaken, could have a direct
material effect on Encore Bank’s and our company’s consolidated financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, Encore Bank must meet specific capital
guidelines that involve quantitative measures of Encore Bank’s assets, liabilities and certain off-balance sheet
commitments as calculated under these regulations.

Quantitative measures established by regulation to ensure capital adequacy require Encore Bank to maintain
minimum amounts and defined ratios of total and Tier 1 capital to risk-weighted assets and of Tier 1 capital to
adjusted total assets, also known as the leverage ratio. As of December 31, 2010, Encore Bank exceeded the
amounts required to be well capitalized with respect to all three required capital ratios. To be well capitalized, a
bank must generally maintain a leverage ratio of at least 5%, a Tier 1 risk-based capital ratio of at least 6% and a
total risk-based capital ratio of at least 10%. However, the OCC could require Encore Bank to increase its capital
levels. For example, regulators have recently required certain banking companies to maintain a leverage ratio of
at least 8% and a total risk-based capital ratio of at least 12%. As of December 31, 2010, Encore Bank’s leverage,
Tier 1 risk-based capital and total risk-based capital ratios were 7.41%, 11.78% and 13.04%.

Many factors affect the calculation of Encore Bank’s risk-based assets and its ability to maintain the level of
capital required to achieve acceptable capital ratios. For example, changes in risk weightings of assets relative to
capital and other factors may combine to increase the amount of risk-weighted assets in the Tier 1 risk-based
capital ratio and the total risk-based capital ratio. Any increases in its risk-weighted assets will require a
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corresponding increase in its capital to maintain the applicable ratios. In addition, recognized loan losses in
excess of amounts reserved for such losses, loan impairments, impairment losses on securities and other factors
will decrease Encore Bank’s capital, thereby reducing the level of the applicable ratios.

In addition, as discussed above in “Supervision and Regulation—Encore Bancshares, Inc.—Proposed
Revisions to Capital Adequacy Requirements,” the possible future implementation of Basel III could require us
to maintain substantially more capital with a greater emphasis on common equity.

Encore Bank’s failure to remain well capitalized for bank regulatory purposes could affect customer
confidence, our ability to grow, our costs of funds and FDIC insurance costs, our ability to pay dividends on our
capital stock, our ability to make acquisitions, and on our business, results of operations and financial condition.
Under regulatory rules, if Encore Bank ceases to be a well capitalized institution for bank regulatory purposes,
the interest rates that it pays on deposits and its ability to accept, renew or rollover brokered deposits may be
restricted.

We face strong competition with other financial institutions and financial service companies, which could
adversely affect our results of operations and financial condition.

The banking, wealth management and insurance businesses are highly competitive, and our profitability
depends heavily on our ability to compete in our markets with other financial institutions and financial service
companies offering products and services at prices similar to those offered by us. In our banking business, we
face vigorous competition from banks and other financial institutions, including savings and loan associations,
savings banks, finance companies and credit unions. A number of these banks and other financial institutions
have substantially greater resources and lending limits, larger branch systems and a wider array of banking
services. We also compete with other providers of financial services, such as money market mutual funds,
brokerage firms, consumer finance companies, insurance companies and governmental organizations which may
offer more favorable financing than we can offer. Some of our nonbank competitors are not subject to the same
extensive regulations that govern us. To the extent that we are forced to compete on the basis of price, we may
not be able to maintain our current fee structure.

In our wealth management and insurance businesses, we compete with national and regional investment
management and financial planning firms, broker-dealers, accounting firms, trust companies and law firms.
Many of these companies are more geographically diversified and have greater resources than we do. This
competition in all of our businesses may reduce or limit our margins on banking services, reduce our market
share, reduce our noninterest income and adversely affect our results of operations and financial condition.

We may be adversely affected by the soundness of other financial institutions.

Our ability to engage in routine funding transactions could be adversely affected by the actions and potential
failures of other financial institutions. Financial institutions are interrelated as a result of trading, clearing,
counterparty and other relationships. We have exposure to many different industries and counterparties, and we
routinely execute transactions with a variety of counterparties in the financial services industry. As a result,
defaults by, or even rumors or concerns about, one or more financial institutions with whom we do business, or
the financial services industry generally, have led to market-wide liquidity problems and could lead to losses or
defaults by us or by other institutions. Many of these transactions expose us to credit risk in the event of default
of our counterparty or client. In addition, our credit risk may be exacerbated when the collateral we hold cannot
be sold at prices that are sufficient for us to recover the full amount of our exposure. Any such losses could
materially and adversely affect our financial condition and results of operations.

We are subject to losses resulting from fraudulent and negligent acts on the part of loan applicants,
correspondents or other third parties.

We rely heavily upon information supplied by third parties, including the information contained in loan
applications, property appraisals, title information, equipment pricing and valuation and employment and income
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documentation, in deciding which loans we will originate, as well as the terms of those loans. If any of the
information upon which we rely is misrepresented, either fraudulently or inadvertently, and the misrepresentation
is not detected prior to asset funding, the value of the asset may be significantly lower than expected, or we may
fund a loan that we would not have funded or on terms we would not have extended. Whether a
misrepresentation is made by the applicant or another third party, we generally bear the risk of loss associated
with the misrepresentation. A loan subject to a material misrepresentation is typically unsellable or subject to
repurchase if it is sold prior to detection of the misrepresentation. The sources of the misrepresentations are often
difficult to locate, and it is often difficult to recover any of the monetary losses we may suffer.

An interruption in or breach in security of our information systems may result in a loss of client business
and have an adverse effect on our results of operations and financial condition.

We rely heavily on communications and information systems to conduct our business. Any failure or
interruption or breach in security of these systems could result in failures or disruptions in our client relationship
management, general ledger, deposits, servicing or loan origination systems. We cannot assure you that such
failures or interruptions will not occur or, if they do occur, that they will be adequately addressed by us. The
occurrence of any failures or interruptions could result in a loss of client business and have an adverse effect on
our results of operations and financial condition.

Risks Associated With an Investment in Our Common Stock

Our directors and executive officers own a significant number of shares of our common stock, allowing
management further control over our corporate affairs.

As of February 28, 2011, our directors and executive officers beneficially own 23.4% of the outstanding
shares of our common stock. Accordingly, these directors and executive officers are able to control, to a
significant extent, the outcome of all matters required to be submitted to our shareholders for approval, including
decisions relating to the election of directors, the determination of our day-to-day corporate and management
policies and other significant corporate transactions.

Our corporate organizational documents and the provisions of Texas law to which we are subject may
delay or prevent a change in control of our company that you may favor.

Our amended and restated articles of incorporation and amended and restated bylaws contain certain
provisions which may delay, discourage or prevent an attempted acquisition or change of control of our
company. These provisions include:

* aprovision that any special meeting of our shareholders may be called only by a majority of the board
of directors, the Chairman of the Board, the President or the holders of at least 50% of our total number
of shares of common stock entitled to vote at the meeting;

* aprovision establishing certain advance notice procedures for nomination of candidates for election as
directors and for shareholder proposals to be considered at an annual or special meeting of
shareholders; and

¢ aprovision that denies shareholders the right to amend our bylaws.

Our amended and restated articles of incorporation provide for noncumulative voting for directors and
authorize our board of directors to issue shares of preferred stock, $1.00 par value per share, without shareholder
approval and upon such terms as our board of directors may determine. The issuance of preferred stock, while
providing desirable flexibility in connection with possible acquisitions, financings and other corporate purposes,
could have the effect of making it more difficult for a third party to acquire, or of discouraging a third party from
acquiring, a controlling interest in us. In addition, certain provisions of Texas law, including a provision which
restricts certain business combinations between a Texas corporation and certain affiliated shareholders, may
delay, discourage or prevent an attempted acquisition or change in control of our company.
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We currently do not intend to pay dividends on our common stock. In addition, our future ability to pay
dividends is subject to restrictions.

We have not paid any dividends to our holders of common stock in the past and we currently do not intend
to pay any dividends on our common stock in the foreseeable future. In the event that we decide to pay
dividends, there are a number of restrictions on our ability to pay dividends. It is the policy of the Federal
Reserve that bank holding companies should pay cash dividends on common stock only out of income available
over the past year and only if prospective earnings retention is consistent with the organization’s expected future
needs and financial condition. The policy provides that bank holding companies should not maintain a level of
cash dividends that undermines the bank holding company’s ability to serve as a source of strength to its banking
subsidiaries. Additionally, we received notice from the Federal Reserve that it must approve any dividends to be
paid on our common stock and Series A Preferred Stock and any interest payments with respect to our junior
subordinated debentures. If we fail to pay dividends on our Series A Preferred Stock or interest on our junior
subordinated debentures, we will be prohibited from paying dividends on our common stock.

Our principal source of funds to pay dividends on our common stock will be cash dividends that we receive
from Encore Bank. The payment of dividends by Encore Bank to us is subject to certain restrictions imposed by
federal banking laws, regulations and authorities. The federal banking statutes prohibit federally insured banks
from making any capital distributions (including a dividend payment) if, after making the distribution, the
institution would be “under capitalized” as defined by statute. In addition, the relevant federal regulatory
agencies have authority to prohibit an insured bank from engaging in an unsafe or unsound practice, as
determined by the agency, in conducting an activity. The payment of dividends could be deemed to constitute
such an unsafe or unsound practice, depending on the financial condition of Encore Bank. Regulatory authorities
could impose administratively stricter limitations on the ability of En