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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities the Act. Yeso No b

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of
the Act. Yes o No p

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days. Yes o No p

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. p

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a
non-accelerated filer, or a smaller reporting company. See the definitions of large accelerated filer, accelerated
filer, and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer b Smaller reporting company o
(Do not check if a smaller reporting Company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Act). Yeso Nop

The aggregate market value of the Common Stock held by non-affiliates of the registrant, based on the closing sales
price of the Common Stock on the New York Stock Exchange on December 31, 2007, was approximately
$566,073,000. For purposes of this computation, all officers, directors, and five percent beneficial owners of the
registrant (as indicated in Item 12) are deemed to be affiliates. Such determination should not be deemed an admission
that such directors, officers, or five percent beneficial owners are, in fact, affiliates of the registrant. As of

February 29, 2008, there were 35,507,148 shares of Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Company s definitive proxy statement to be prepared in connection with the 2008 Annual Meeting of
Shareholders are incorporated by reference into Part III of this report.

As filed with the Securities and Exchange Commission on February 29, 2008

Table of Contents 3



Edgar Filing: Guaranty Financial Group Inc. - Form 10-K

TABLE OF CONTENTS
Page

PART I
Item 1. Business 1
Item 1A. Risk Factors 10
Item 1B. Unresolved Staff Comments 17
Item 2. Properties 18
Item 3. Legal Proceedings 18
Item 4. Submission of Matters to a Vote of Security Holders 18
PART 11
Item 5. Market for Registrant s Common Equity. Related Stockholder Matters and Issuer Purchases of

Equity Securities 18
Item 6. Selected Financial Data 20
Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations 21
Item 7A. Quantitative and Qualitative Disclosures About Market Risk 52
Item 8. Financial Statements 53
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 92
Item 9A. Controls and Procedures 92
Item 9B. Other Information 92
PART III.
Item 10. Directors. Executive Officers and Corporate Governance 93
Item 11. Executive Compensation 93
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related

Stockholder Matters 94
Item 13. Certain Relationships and Related Transactions. and Director Independence 94
Item 14. Principal Accounting Fees and Services 94
PARTIV.
Item 15. Exhibits and Financial Statement Schedules 94
SIGNATURES 97

Savings and Retirement Plan
Supplemental Executive Retirement Plan
2007 Stock Incentive Plan

Director's Fee Deferral Plan

Change in Control Agreement - Executive Officers

Form of Restricted Stock Agreement (Time and Performance Vesting)
Form of Restricted Stock Agreement (Performance Vesting)

List of Subsidiaries

Consent of Ernst & Young LLP

Certification of Kenneth R. Dubuque Pursuant to Section 302
Certification of Ronald D. Murff Pursuant to Section 302

Certification of Kenneth R. Dubuque Pursuant to Section 906
Certification of Ronald D. Murff Pursuant to Section 906



Edgar Filing: Guaranty Financial Group Inc. - Form 10-K




Edgar Filing: Guaranty Financial Group Inc. - Form 10-K

Table of Contents

PART I

Item 1. Business

DESCRIPTION OF OUR BUSINESS
Overview

We are a holding company organized in 1986 as a Delaware corporation. Our primary operating entities are Guaranty
Bank and Guaranty Insurance Services, Inc. We currently operate in four business segments:

Commercial banking,
Retail banking,
Insurance agency, and

Treasury, corporate and other.

Guaranty Bank, headquartered in Austin, Texas, is a federally-chartered savings bank that began operations in 1988.
Guaranty Bank conducts consumer and business banking activities through a network of over 150 bank branches
located in Texas and California and provides commercial banking products and services to diverse geographic markets
throughout the United States. Guaranty Bank has consolidated total assets in excess of $16 billion and is one of the
largest financial institutions headquartered in Texas. Guaranty Insurance Services, Inc., headquartered in Austin,
Texas, is one of the largest independent agencies nationally and is a full service insurance agency emphasizing
property and casualty insurance as well as fixed annuities. The insurance agency operates through 17 offices located in
both Texas and California.

Our origins date back to 1938, when the original charter was given to Guaranty Building and Loan in Galveston,
Texas. In late 1988, Temple-Inland Inc. ( Temple-Inland ) formed Guaranty Bank by acquiring three institutions,
including what was then Guaranty Federal Savings and Loan Association. At that time, Temple-Inland s existing
insurance operations, which had begun in the late 1950s, were combined with the banking operations to create a
financial services group as a part of Temple-Inland. These banking and insurance agency operations continued to
grow during the last two decades, with over 30 acquisitions, and in the late 1990s, began to expand and acquire
operations in California. On February 26, 2007, Temple-Inland announced its plans to spin-off Guaranty. We
completed our spin-off from Temple-Inland on December 28, 2007.

We maintain a website at www.guarantygroup.com. Information found on our website is not intended to be a part of
this report. All filings made by us with the Securities and Exchange Commission, including our annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any amendments to those reports filed
or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, are available free
of charge on our website as soon as reasonably practicable after such filings are made.

1
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The following chart presents the ownership structure of our primary operating entities. It does not contain all of our
subsidiaries, some of which are immaterial entities. Our only significant subsidiaries are Guaranty Holdings Inc. I and
Guaranty Bank. All subsidiaries shown are 100% owned by their immediate parent.

Our Strategy

Our primary operating philosophy is to maximize long-term stockholder value by growing sustainable client
relationships and delivering our products with extraordinary service. We have a commitment to:

create outstanding long-term value for our stockholders,

improve the financial success of the people and businesses in the markets we serve,

make a significantly positive impact in the communities where our customers reside and work, and
attract, develop, and retain superior employees.

Our core values, listed below, describe our corporate culture and how we operate our business:

We conduct our business with the highest degree of integrity, honesty, and efficiency,

We manage our customers assets with care,

We show mutual respect to our clients, our neighbors, and our fellow employees,

We are passionate about our business, we play to win, and we have fun,

We are empowered to make decisions that provide creative solutions for our customers, and

We are entrepreneurial in our actions.

Table of Contents 7
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Our specific business strategies are to:

Grow our commercial lending franchise. Our commercial lending group has emphasized targeting certain
industries and product types in which we have expertise. We will continue to serve niche industries in select
markets across the country with experienced personnel who can add value to our customer relationships.

Grow our retail franchise in Texas and California. We will continue to invest in relocating existing bank
branches and in opening new branches in the high growth areas of our existing markets. We will also build
upon our consumer and small business lending capabilities. We believe these activities along with strategic
mergers and acquisitions will enable us to grow our business in each of the markets we will serve.

Increase fee income. We will continue to emphasize our deposit services, annuities and mutual funds,
insurance products, and other products and services that can be provided to our clients to deepen the
relationship.

Provide distinctive customer service. We must retain and attract individuals who understand the financial
needs of our customers and are experienced and trained to provide customized solutions.

Improve operating efficiency. We must continually review our business practices to assure we are operating
as efficiently as possible.

Maintain strong credit and risk standards. We will maintain the strong and effective approach to risk
management that has been a foundation of our operating culture.

We believe our corporate culture and business strategies allow us to distinguish ourselves from other financial
institutions operating in Texas and California and successfully attract and retain relationships with businesses and
individual customers.
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Business Segments

We operate in four business segments.
Commercial banking

Commercial banking operates out of a primary production office in Dallas, with satellite production offices in
Houston, Austin, San Antonio, Los Angeles, Sacramento, and San Diego. We offer banking services to business and
commercial customers including financing for commercial real estate, multifamily and homebuilder construction,
mortgage warehouse financing, senior housing, middle market businesses and companies engaged in the energy
industry. We provide lines of credit, working capital loans, acquisition, expansion and development facilities,
borrowing base loans, real estate construction loans, regional and national homebuilder loans, term loans, equipment
financing, letters of credit, and other loan products. The commercial loans we provide are diversified by product,
industry, and geography. We lend to nationally known corporations, regional companies, oil and gas producers, top
tier real estate developers, mortgage lenders, manufacturing and industrial companies, and other businesses. We have
processes in place to analyze and evaluate on a regular basis our exposure to industries, products, market changes, and
economic trends. The chart below indicates the primary and other markets where our commercial banking group
focuses its efforts.

In each of these markets, we monitor pertinent factors such as industry, sector, geographic, and market conditions for
concentrations of credit risk. In particular, for these states shown that exceed five percent of total loans, we benefit
from diversification by loan purpose, product type, location, and sector.

4
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We focus on specific industries and specialties in which we have expertise and lend on a national basis. The chart
below shows the composition of our lending portfolio at year-end 2007.

Our residential housing portfolio exceeds $5 billion and includes adjustable rate single-family mortgages and loans to
finance single-family, multifamily and senior housing construction and loans to finance mortgage warehouse
activities. Our commercial real estate portfolio is approximately $2 billion and includes financing for the construction
of office, retail, and industrial properties.

The commercial business and energy lending portfolios exceed $2 billion. Commercial and business loans are
typically secured by various business and commercial assets principally in Texas and California, but also throughout
the United States. Energy loans are typically secured by reserve-based oil and gas collateral, primarily located in
Texas, Oklahoma, California, and Louisiana.

Our commercial customers are also able to use our corporate investment services, commercial deposit accounts, and
treasury management services, including remote deposit capabilities.

Guaranty Bank maintains formal loan policies, and a committee of the Bank s board of directors oversees loan
approval authorities and credit underwriting standards. Our lending activities are subject to lending limits imposed by
federal law. Differing limits apply based on the type of loan and the nature of the borrower, including our overall
relationship with the borrower. In general, the maximum amount we may loan to any one borrower is 15% of
Guaranty Bank s unimpaired capital and surplus.

The principal economic risk associated with lending is the creditworthiness of the borrower. General economic factors
affecting a borrower s ability to repay include interest rates, inflation, collateral valuations, and unemployment rates, as
well as other factors affecting a borrower s assets, clients, suppliers, and employees. Many of our commercial loans are
made to medium-sized businesses, that are sometimes less able to withstand competitive, economic, and financial
pressures than larger borrowers. In periods of economic weakness, these businesses may be more adversely affected
than larger enterprises, which may cause increased levels of non-accrual or other problem loans and higher provision
for loan losses. To mitigate this risk we have adopted policies, procedures, and standards that help identify problem
areas and allow corrective action to be taken on a timely basis.

Our primary commercial banking competitors are the very large national banking organizations such as Wells Fargo,
Bank of America, Comerica, JPMorgan Chase, and Wachovia.

5
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Retail banking

We offer a broad range of retail banking services to consumers and small businesses including deposits, loans, and
non-deposit investment products. We also offer an array of convenience-centered services, including telephone and
Internet banking, debit cards, and direct deposit. We are associated with a nationwide network of automated teller
machines of other financial institutions that enables our customers to use ATM facilities throughout the United States
and around the globe.

We offer a variety of deposit accounts to our consumers and businesses, including savings, checking, interest-bearing
checking, money-market, and certificates of deposit. The primary sources of deposits are residents and businesses
located in our Texas and California markets. We have over 100 branches in Texas concentrated in the Austin,
Dallas/Fort Worth, Houston, and San Antonio metropolitan areas. We have over 50 branches in California
concentrated in the Inland Empire and Central Valley regions of that state. Our California office locations are
proximally located in and around the cities of San Diego, Palm Springs, Riverside, Sacramento, Stockton, and
Bakersfield. These markets have very attractive consumer and business demographics including eight of the top

25 population growth markets in the country. The chart below provides a breakdown of deposits by state at year-end
2007 and the maps below indicate the areas of Texas and California where we have retail operations.

State Total Deposits
(In billions)

Texas $ 6.4

California 2.4

$ 8.8

To attract deposits, we employ a marketing plan in our service areas that features a broad product line and competitive
rates and services. Our marketing plan includes advertising programs as well as personal solicitation by our
employees, officers and directors. Over 45% of our deposit balances are either checking or money market accounts.
Additionally, a large portion of our certificates of deposit accounts represent significant long-term customer
relationships. We do not generally raise deposits through brokers.

We loan to individuals for personal, family, and household purposes, including secured and unsecured installment and
term loans, home equity loans and home equity lines of credit.

We provide, through a non-affiliated registered broker-dealer and through licensed agents, non-deposit investment
products such as mutual funds and variable annuity products for which we receive a commission.

Our primary retail banking competitors include the large national banking organizations that operate in Texas and
California as well as the smaller local community banks, savings and loans and credit unions.

6
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Through our 17 branch offices in Texas and California, we offer property and casualty insurance and life insurance. In
providing these products, we act as an agent for the third-party insurance companies and their underwriters. We do not
underwrite these risks, nor do we provide the insurance coverage. We work with over 400 insurance companies. Our
compensation is in the form of a commission paid by the insurance companies. Our agency also sells fixed annuity
products through our retail bank branches. The markets served by the insurance agency generally follow the
geographic footprint of our retail banking operations. The maps below show our existing insurance agency offices.

Treasury, corporate and other

This segment includes activities we perform to manage our liquidity needs and provide attractive risk adjusted returns.
We borrow from the Federal Home Loan Bank of Dallas and other third parties and invest in what we believe to be
low risk variable rate mortgage-backed securities. This segment also includes expenses we do not allocate to other
segments.

Customers and Relationships

We believe that the large economies in Texas and California provide a significant opportunity to build a successful,
locally-oriented banking franchise. Currently we serve approximately 275,000 retail customers. These customers rely
on us for deposit, lending, and non-deposit investment products. These relationships are the foundation upon which
we continue to build a strong consumer client base. Our recent addition of a consumer lending platform is expected to
provide customer acquisition opportunities and to increase our product cross-marketing.

We provide commercial banking services to approximately 500 medium to large corporate and business customers.
These business customers, including real estate developers, homebuilders and oil and gas producers, have been

developed through our relationship officers who have knowledge and expertise in these market segments.

7
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We have approximately 36,000 insurance agency customers, and we actively cross-sell our products and services to
commercial customers of the bank and our insurance agency.

Markets and Trends

We believe that Texas and California are two of the best states for offering banking and insurance services. Population
growth in both states is creating a growing demand for financial services. The U.S. Census Bureau projects that Texas
and California will account for about 30% of the total U.S. population growth between now and 2030. We currently
have over 100 bank branches and eight insurance offices in Texas and over 50 bank branches and nine insurance
offices in California.

Our Texas locations are concentrated in the Austin, Dallas/Fort Worth, Houston, and San Antonio metropolitan areas.
We also have an integrated network of bank branches within the central and eastern regions of the state.

Our California locations are concentrated in the Inland Empire and Central Valley regions of that state. California
office locations are located in and around the cities of San Diego, Palm Springs, Riverside, Sacramento, Stockton, and
Bakersfield.

We are committed to expanding our operations in the markets we currently serve by providing convenient access for
our customers and attracting new customers in these growing regions. However, our increased distribution strategy
will not be limited to opening new offices, but will include acquiring branches as well as acquiring banks and
insurance agencies in the markets we serve, provided such acquisitions meet our financial and strategic requirements.

Guaranty Bank s commercial lending is geographically dispersed throughout the United States, with a concentration in
Texas, California, Florida, Arizona, and Georgia. We perform significant research and analysis to understand the
current and future prospects for each market. Additionally, we monitor business conditions to provide additional data
regarding the economic condition of the area.

Competition

Based on deposit market share, we are one of the ten largest financial institutions in Texas and have a significant
presence in the Central Valley and Inland Empire regions of California. We face significant competition in all of the
products we offer and geographic markets we serve. Our competitors include commercial banks, savings and loan
associations, mutual savings banks, credit unions, consumer finance companies, credit card companies, captive and
independent insurance agencies, as well as other investment firms and advisors. Many of our competitors are larger,
well established and have greater financial resources.

Supervision and Regulation

We are subject to the extensive regulatory framework applicable to savings and loan holding companies as well as
federal savings associations and insurance agencies. This regulatory framework is primarily intended for the
protection of depositors, the federal deposit insurance fund and the banking system as a whole rather than for the
protection of stockholders and creditors.

As a savings and loan holding company, we are subject to regulation by the Office of Thrift Supervision, or OTS.
Guaranty Bank is subject to regulation and examination by the OTS (its primary federal regulator) as well as the
Federal Deposit Insurance Corporation, or FDIC. Guaranty Insurance Services, Inc. is also subject to various federal
and state laws and regulations. We also engage in real estate brokerage services and are subject to licensing and
oversight of state regulators with jurisdiction over these activities.
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We are a legal entity separate and distinct from our banking and nonbanking subsidiaries. Our principal sources of
funds are cash dividends paid by our subsidiaries, investment income, and borrowings. Guaranty Bank has a policy to
remain well-capitalized. Federal laws limit the amount of dividends or other capital distributions that a banking

institution can pay. In some cases, Guaranty Bank must file an application or notice with the OTS at least 30 days
before it can pay dividends to us.
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We are not currently subject to any explicit regulatory capital requirements, but Guaranty Bank is subject to OTS
capital requirements. Federal statutes and OTS regulations have established four ratios for measuring an institution s
capital adequacy: a leverage ratio the ratio of an institution s Tier 1 capital to adjusted tangible assets; a Tier 1
risk-based capital ratio an institution s adjusted Tier 1 capital as a percentage of total risk-weighted assets; a total
risk-based capital ratio the percentage of total risk-based capital to total risk-weighted assets; and a tangible equity
ratio the ratio of tangible capital to total tangible assets.

Federal statutes and OTS regulations have also established five capital categories for federal savings banks:
well-capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically
undercapitalized. An institution is treated as well-capitalized when its risk-based capital ratio is at least 10.00%, its
Tier 1 risk-based capital ratio is at least 6.00%, its leverage ratio is at least 5.00%, and it is not subject to any federal
supervisory order or directive to meet a specific capital level. As of December 31, 2007, Guaranty Bank met all capital
requirements to which it was subject and satisfied the requirements to be treated as a well-capitalized institution.

We actively follow the progress of the U.S. banking agencies in their efforts to develop a new set of regulatory
risk-based capital requirements. The new requirements are commonly referred to as Basel II or the New Basel Capital
Accord. We are evaluating these proposed standards to understand how they may affect our capital requirements. We
are also reviewing the appropriateness of our internal measurements of credit risk, market risk, and operational risk.
We are assessing the potential effects the New Basel Capital Accord may have on our business practices as well as
broader competitive effects within the industry.

We are a grandfathered unitary savings and loan holding company, as defined by federal law, and may not acquire
control of another savings association without OTS approval. The Gramm-Leach Bliley Act, or GLBA, generally
restricts any non-financial entity from acquiring us, unless such non-financial entity was, or had submitted an
application to become, a savings and loan holding company as of May 4, 1999. Because we were a savings and loan
holding company prior to May 4, 1999, we may engage in activities not otherwise permissible for a savings and loan
holding company and may acquire non-financial subsidiaries. We may not be acquired by a savings and loan holding
company, bank holding company, financial holding company, or by any individual without the approval of our
governing regulatory agency. In any case, the public must have an opportunity to comment on any proposed
acquisition, and that agency must complete an application review. Without prior approval from the OTS, we may not
acquire more than five percent of the voting stock of any savings institution.

The FDIC insures the deposits of Guaranty Bank to the applicable maximum in each account, and such insurance is
backed by the full faith and credit of the United States government. Prior to March 31, 2006, the FDIC administered
two separate deposit insurance funds, the Bank Insurance Fund, or the BIF and the Savings Association Insurance
Fund, or the SAIF. In accordance with federal deposit insurance reform legislation enacted in February 2006, the
FDIC merged the BIF and the SAIF into a newly created Deposit Insurance Fund, or the DIF, effective March 31,
2006. Effective January 1, 2007, the FDIC modified its system for setting deposit insurance assessments. In addition
to the capital and supervisory factors of the former system, assessment rates under the new system will be determined
by an institution s examination rating and either its long-term debt ratings or certain financial ratios.

The federal deposit insurance reform legislation also increases the amount of deposit insurance coverage for
retirement accounts, allows for deposit insurance coverage on individual accounts to be indexed for inflation starting
in 2010, and provides the FDIC more flexibility in setting and imposing deposit insurance assessments.

Numerous regulations promulgated by the Board of Governors of the Federal Reserve System, or Federal Reserve
Board, affect the business operations of Guaranty Bank. These include regulations relating to equal credit opportunity,
electronic fund transfers, collection of checks, truth in lending, truth in savings, home ownership and equity
protection, and availability of funds. Under Federal Reserve Board regulations, Guaranty Bank is required to maintain
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a reserve against its transaction accounts (primarily interest-bearing and noninterest-bearing checking accounts).
Because reserves must generally be maintained in cash or in
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noninterest-bearing accounts, the effect of the reserve requirements is to increase Guaranty Bank s cost of funds.

The GLBA includes provisions that give consumers protections regarding the transfer and use of their nonpublic
personal information by financial institutions. In addition, states are permitted under the GLBA to have their own
privacy laws, which may offer greater protection to consumers than the GLBA. Numerous states in which we do
business have enacted such laws.

The Bank Secrecy Act and the USA PATRIOT Act include numerous provisions designed to fight international
money laundering and to block terrorist access to the U.S. financial system. We have established policies and
procedures to ensure compliance with the provisions of the Bank Secrecy Act and the USA PATRIOT Act.

The Community Reinvestment Act, or CRA, requires that Guaranty Bank help meet the credit needs of the
communities it serves, including low-to-moderate-income neighborhoods, while maintaining safe and sound banking
practices. The primary federal regulatory agency assigns one of four possible ratings to an institution s CRA
performance and is required to make public an institution s rating and written evaluation. The four possible ratings of
meeting community credit needs are outstanding, satisfactory, needs to improve, and substantial non-compliance. In
the most recent examination, we received an outstanding CRA rating from the OTS.

The non-affiliated registered broker-dealer that sells investment products through our branches maintains its own
compliance monitoring program. In addition, we have developed our own compliance-monitoring program to ensure
our employees deliver products in a manner consistent with the various laws governing these activities.

Although our lending activities expose us to some risk of liability for environmental hazards, we do not currently have
any significant liabilities for environmental matters.

Employees

We have about 2,500 employees of which about 2,300 are full time. None of our employees are covered by collective
bargaining agreements. We consider our relationship with our employees to be good.

Item 1A. Risk Factors

You should carefully consider each of the following risk factors and all of the other information set forth in this
annual report. We have separated the risk factors into two groups: (1) risks relating to our business, and (2) risks
relating to ownership of our common stock. Based on the information currently known to us, we believe the following
information identifies the most significant risk factors relating to our company. In addition, past financial
performance may not be a reliable indicator of future performance and historical trends should not be used to
anticipate results or trends in future periods.

If any of the following risks and uncertainties develop into actual events, these events could have a material adverse
effect on our business, financial condition or results of operations. In such case, the trading price of our common
stock would likely decline.

Risks Relating to Our Business

Changes in interest rates affect our business and profitability.

Changes in interest rates are not predictable or controllable. The majority of our assets and liabilities are monetary in
nature and are affected by changes in interest rates. Like most financial institutions, changes in interest rates affect our
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net interest income as well as the value of our assets and liabilities. A significant change in the general level of interest
rates may adversely affect our net interest margin because our interest-bearing assets and liabilities do not necessarily
reprice at the same time or in the same amounts. In addition, periodic and lifetime caps may limit interest rate changes
on our mortgage-backed securities and loans that pay interest at adjustable rates.
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Additionally, changes in interest rates affect the demand for our loan, deposit, and other financial products. An
increase in interest rates may reduce the demand for loans and our ability to originate loans. A decrease in the general
level of interest rates may affect us through increased prepayments on our loan and mortgage-backed securities
portfolios and increased competition for deposits. Accordingly, changes in interest rates will likely affect our net
interest income and our overall results.

Declining real estate values, particularly in California, may cause borrowers to default on loans and leave us
unable to fully recover our loans.

A large portion of our loans are secured by real estate. Real estate values and real estate markets are generally affected
by fluctuations in interest rates, the availability of loans to potential purchasers, changes in tax laws and other
governmental statutes, regulations and policies, acts of nature, and changes in national, regional and local economic
conditions. When real estate prices decline, the value of real estate collateral securing our loans is reduced. Values of
certain types of real estate, particularly undeveloped land, single-family residential lots, and new home construction
have declined recently in certain parts of the country. As a result, we increased our allowance for loan losses. We may
be forced to further increase our allowances for loan losses and suffer additional loan losses if real estate values
decline further, or we are not able to recover on defaulted loans by foreclosing and selling the real estate collateral, or
by completing development or construction.

Approximately one-half of our single-family residential loans are secured by real estate in California. We would be
adversely affected by a significant reduction in the value of real estate in California that serves as collateral for our
loans. We may be forced to increase our allowance for loan losses and may suffer additional loan losses as a result of
any such reduction in collateral values. The adverse impact from a reduction in real estate values in California may be
greater for us than that suffered by other financial institutions with a more geographically diverse loan portfolio.

Additionally, we have a significant investment in private issuer mortgage-backed securities. Deterioration in the value
of single-family homes may cause borrowers to default on the mortgages underlying these securities. In the cash flow
distribution from the underlying assets, our securities are senior to subordinate tranches. However, losses from the
underlying loans could eliminate the subordinate tranches. In that case, our securities would begin to become
impaired. If we were to conclude we would not fully recover all contractual amounts due on the securities, we would
record charges to reduce the carrying amount of the securities, which would reduce our earnings and our regulatory
capital.

If our allowance for loan losses is not sufficient to cover actual loan losses, our profitability could decrease.

Our loan customers may fail to repay their loans according to the terms, and the collateral securing the payment of
these loans may be insufficient to assure repayment. Such loan losses could have a material adverse effect on our
operating results. We make various assumptions, estimates, and judgments about the collectibility of our loan
portfolio, including the creditworthiness of our borrowers and the value of the real estate and other assets serving as
collateral for the repayment of many of our loans. In determining the amount of the allowance for loan losses, we rely
on a number of factors, including our own experience and our evaluation of current economic conditions. If our
assumptions prove to be incorrect, our current allowance for loan losses may not be sufficient to cover incurred losses
in our loan portfolio, and adjustments may be necessary that would have a material adverse effect on our operating
results.

Our loan portfolio lacks diversity, which exposes us to a greater risk of loss from isolated events and individual
market adjustments.

Table of Contents 19



Edgar Filing: Guaranty Financial Group Inc. - Form 10-K

Commercial real estate, homebuilder construction, multifamily, commercial and business, and energy loans, which
represent two-thirds of our loan portfolio, generally expose a lender to greater risk of loss than single-family mortgage
loans because such loans involve larger loan balances to single borrowers or multiple borrowers in specific industries.
The repayment of commercial and business loans often depends on the successful operations and income streams of
the borrowers and for commercial real estate loans, repayment is also dependent on the completion and successful
lease up, sale or refinancing of the property. Although the
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majority of our energy loans are collateralized by oil and gas reserves, significant changes in energy prices or
unsuccessful hedge programs by our borrowers could affect collateral values. Many of our commercial real estate or
multifamily borrowers have more than one loan outstanding with us. Consequently, an adverse development with
respect to one loan, credit relationship, or geographic market can expose us to a significantly greater risk of loss
compared to an adverse development with respect to one single-family mortgage loan.

We have not acquired a significant amount of mortgage loans from our correspondent mortgage warehouse
borrowers since we commenced this activity in 2007, and have experienced decreases in our mortgage-backed
securities investments; if this continues, our earning assets and interest income could decrease.

We have developed the capability to acquire mortgage loans from correspondent mortgage warehouse borrowers. The
correspondent mortgage business is very competitive, and the current market environment is not generally conducive
to significant production of non-agency adjustable-rate mortgages, which we generally hold. Our single-family loan
portfolio will decline in size if market conditions continue to inhibit our ability to acquire loans from our
correspondent lending activities. Additionally, if we choose not to acquire additional mortgage-backed securities, our
investment portfolio will decrease. The resulting decreases in total loans or securities would result in lower net interest
income.

Current market conditions may limit our ability to raise regulatory capital.

We may desire to raise funds by issuing financial instruments, such as additional subordinated notes payable to trust,
as a source for our regulatory capital at Guaranty Bank. We may also desire to seek capital infusions in the form of
debt or equity investments, as market and economic conditions may require. Current market conditions are
unfavorable for the issuance of such instruments. We may be unable to raise additional funds, may find the costs
associated with such issuances are too high, or may find the dilutive effect of such capital infusions may be significant
to current holders of our securities. This could limit our ability to grow earning assets, or make growth less profitable.

Recent volatility in the credit markets could limit our ability to grow our earning assets and could increase our
credit losses.

Credit markets have recently experienced difficult conditions and volatility, including the well-publicized concerns in
the sub-prime mortgage market as well as related financings. Market uncertainty increased dramatically and expanded
into other markets, including leveraged finance, and other segments of mortgage finance. These conditions resulted in
less liquidity, greater volatility, widening of credit spreads and a lack of price transparency. While it is difficult to
predict how long these conditions will exist and which markets, products or other segments of our loan and securities
portfolio will ultimately be affected, these factors could adversely affect our ability to grow our earning assets and
could increase our credit losses.

As a savings bank pursuant to the Home Owners Loan Act, or HOLA, Guaranty Bank is required to maintain a
certain percentage of its total assets in HOLA-qualifying loans and investments, which limits our asset mix and
could limit our ability to increase the yield on our earning assets.

A savings bank or thrift differs from a commercial bank in that it is required to maintain 65% of its total assets in
HOLA-qualifying loans and investments, such as loans for the purchase, refinance, construction, improvement, or
repair of residential real estate. To maintain our thrift charter we have to pass the Qualified Thrift Lender test, or QTL
test. The QTL test limits the extent to which we can grow our commercial loan portfolio. Accordingly, we may be
limited in our ability to change our asset mix and increase the yield on our earning assets by growing our commercial
loan portfolio.
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In addition, if we continue to grow our commercial loan portfolio and our single-family loan portfolio declines, it is
possible that in order to maintain our QTL status, we could be forced to buy mortgage-backed securities or other
qualifying assets at times when the terms might not be attractive. Alternatively, we could find it necessary to pursue
different structures, including changing Guaranty Bank s thrift charter to a commercial bank charter.
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Our business strategy of shifting our asset mix to reduce the residential mortgage loan portfolio and increase
commercial and consumer loans exposes us to greater credit risk.

Our asset mix has shifted, resulting in reductions in our residential mortgage loan portfolio and increases in our
commercial portfolio. Additionally, we have plans to increase our consumer loan portfolio. Commercial and consumer
lending typically results in higher yields than traditional residential mortgage lending. However, it also typically
entails more credit risk. Generally speaking, the losses on commercial and consumer portfolios are more volatile and
less predictable than residential mortgage lending, and consequently, the credit risk associated with such portfolios is
higher.

The business segments in which we operate are highly competitive and competitive conditions may negatively affect
our ability to maintain or increase our market share and profitability.

Our operations are in highly competitive markets and a number of entities with which we compete are substantially
larger and have greater resources. We compete with commercial banks, savings and loan associations, credit unions,
mortgage banks, other lenders, and insurance agencies, many of which are larger and have greater resources. Any
improvement in the cost structure or service of our competitors will increase the competition we face. Many
competitors offer similar products and use similar distribution channels. The substantial expansion of banks and
insurance companies distribution capacities and product features in recent years has intensified pressure on margins
and production levels and has increased the level of competition in many of our business lines.

We operate in a highly regulated environment and may be adversely affected by changes in federal and local laws
and regulations.

We are subject to regulation, supervision, and examination by federal banking and state insurance authorities. The
regulations enforced by these authorities are intended to protect customers and federal deposit insurance funds, not
creditors, stockholders, or other security holders. Regulations affecting banks and financial services companies are
continuously changing, and any change in applicable regulations or federal or state legislation could have a negative
effect on our operations. Further, regulators have significant discretion and power to prevent or remedy unsafe or
unsound practices or violations of laws by federal savings banks and their holding companies (including the power to
appoint a conservator or receiver for such banks) or to require changes in various aspects of their operations at any
time, including restrictions on the payment of dividends to the parent company. Any exercise of such regulatory
discretion could have a negative effect on our financial condition or the results of our operations.

We may not be able to pay dividends if we are not able to receive dividends from Guaranty Bank.

Cash dividends from Guaranty Bank would be the principal source of funds for paying cash dividends on our common
stock. Unless we receive dividends from Guaranty Bank, we may not be able to pay dividends. Guaranty Bank s ability
to pay dividends is subject to its ability to earn net income and to meet certain regulatory requirements. Additionally,
we may choose for Guaranty Bank to retain its earnings in order to meet regulatory capital requirements.

Our information systems may experience an interruption or breach in security that could expose us to liability or
loss.

We rely heavily on communications and information systems to conduct our business. Any failure, interruption or
breach in security of these systems could result in failures or disruptions in customer relationship management,
general ledger, deposit, loan, insurance, and other systems. While we have policies and procedures designed to
prevent or limit the effect of any such failure, interruption or security breach, there can be no assurance that any such
failures, interruptions or security breaches will not occur or, if they do occur, that they will be adequately addressed.
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The occurrence of any failures, interruptions or security breaches of information systems could damage our reputation,
result in a loss of customer business, subject us to additional regulatory scrutiny, or expose us to civil litigation and
possible financial liability, any of which could have a material adverse effect on our financial condition and results of
operations.
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We may be unable to achieve some or all of the benefits that we expect to achieve from being a stand-alone public
company.

We may not be able to achieve the full strategic and financial benefits that we expect as a stand-alone public company,
or such benefits may be delayed or may not occur at all. There can be no assurance that analysts and investors will
regard our corporate structure or business model as appropriate or competitive. Additionally, we will incur costs in
excess of the amounts allocated to us by Temple-Inland, such as information technology costs, director and officer
liability insurance costs, director fees, and corporate administrative costs.

We have very little operating history as an independent, publicly-traded company upon which you can evaluate our
performance and, accordingly, our prospects must be considered in light of the risks that any newly independent
company encounters.

We have very limited experience operating as an independent, publicly-traded company and performing various
public company administrative functions, including human resources, tax administration, registrant filing
responsibilities (including compliance with the Sarbanes-Oxley Act of 2002 and with the periodic reporting
obligations of the Securities Exchange Act of 1934), investor relations, information technology and
telecommunications services, as well as the accounting for some items such as equity compensation and income taxes.
We may be unable to make, on a timely or cost-effective basis, the changes necessary to operate as an independent,
publicly-traded company, and we may experience increased costs as an independent publicly traded company. Our
prospects must be considered in light of the risks, expenses and difficulties encountered by companies in the early
stages of independent business operations, particularly companies such as ours in highly competitive markets.

Our agreements with Temple-Inland and Forestar may not reflect terms that would have resulted from
arm s-length negotiations among unaffiliated third parties.

The agreements that we have entered into related to our spin-off from Temple-Inland, including the separation and
distribution agreement, employee matters agreement, tax matters agreement and transition services agreement, were
prepared in the context of our spin-off from Temple-Inland while we were still part of Temple-Inland and,
accordingly, may not reflect terms that would have resulted from arm s-length negotiations among unaffiliated third
parties. In many cases, these agreements extend into future periods, and relate to, among other things, future services
provided by us to Temple-Inland and purchased by us from Temple-Inland, contractual rights, indemnifications and
other obligations between Temple-Inland, Forestar and us.

Our historical financial information is not necessarily indicative of our results as a separate company and,
therefore, may not be reliable as an indicator of our future financial results.

Our historical financial information has been created using our historical results of operations and historical bases of
assets and liabilities as part of Temple-Inland. This historical financial information is not necessarily indicative of
what our results of operations, financial position and cash flows would have been if we had been a separate,
stand-alone entity during the periods presented.

It is also not necessarily indicative of what our results of operations, financial position and cash flows will be in the
future. Our historical financial information does not reflect changes that may occur in our cost structure, financing and
operations as a result of the spin-off. These changes might include increased costs associated with reduced economies
of scale and purchasing power.

If the spin-off is determined to be taxable for U.S. federal income tax purposes, we and our stockholders could
incur significant U.S. federal income tax liabilities.
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Temple-Inland received a private letter ruling from the IRS that the spin-off, if completed as described in the ruling
request, qualified for tax-free treatment under applicable sections of the IRS Code. In addition, Temple-Inland
received an opinion from tax counsel that the spin-off so qualified. The IRS ruling and the opinion rely on certain
representations, assumptions, and undertakings, including those relating to the past and future conduct of our business,
and neither the IRS ruling nor the opinion would be valid if such representations, assumptions, and undertakings were
incorrect. Moreover, the IRS private letter ruling does not
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address all the issues that are relevant to determining whether the spin-off qualifies for tax-free treatment.
Notwithstanding the IRS private letter ruling and opinion, the IRS could determine that the spin-off should be treated
as a taxable transaction if it determines that any of the representations, assumptions, or undertakings that were
included in the request for the private letter ruling are false or have been violated or if it disagrees with the
conclusions in the opinion that are not covered by the IRS ruling.

If the spin-off failed to qualify for tax-free treatment, Temple-Inland would be subject to tax as if it had sold our
common stock in a taxable sale for its fair market value at the date of the spin-off, and our initial public stockholders
would be subject to tax as if they had received a taxable distribution equal to the fair market value of our common
stock that was distributed to them. Under the tax matters agreement between Temple-Inland and us, we would
generally be required to indemnify Temple-Inland against any tax resulting from the distribution to the extent that
such tax resulted from (1) an issuance of our equity securities, a redemption of our equity securities, or our
involvement in other acquisitions of our equity securities, (2) other actions or failures to act by us, or (3) any of our
representations or undertakings being incorrect or violating provisions of the tax matters agreement. Our
indemnification obligations to Temple-Inland and its subsidiaries, officers, and directors are not limited by any
maximum amount. If we are required to indemnify Temple-Inland or such other persons under the circumstances set
forth in the tax matters agreement, we may be subject to substantial liabilities.

We must abide by certain restrictions to preserve the tax-free treatment of the spin-off and may not be able to
engage in desirable acquisitions and other strategic transactions following the spin-off.

To preserve the tax-free treatment of the spin-off to Temple-Inland, under the tax matters agreement, for the two-year
period following the distribution, we are prohibited, except in specified circumstances, from:
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