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(I.R.S. Employer Identification Number)
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Dallas, Texas 75201
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(Address, including zip code, and telephone number,

including area code, of registrant�s principal executive offices)

Corey G. Prestidge, Esq.

General Counsel

Hilltop Holdings Inc.

200 Crescent Court, Suite 1330

Dallas, Texas 75201

(214) 855-2177

(Name, address, including zip code, and telephone number,

including area code, of agent for service)

Approximate date of commencement of proposed sale to public: From time to time after this registration statement becomes effective.

If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment plans, please check the
following box: o

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities
Act of 1933, other than securities offered only in connection with dividend or interest reinvestment plans, check the following box:  x

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering.  o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the Securities
Act registration statement number of the earlier effective registration statement for the same offering.  o
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If this Form is a registration statement pursuant to General Instruction I.D. or a post-effective amendment thereto that shall become effective
upon filing with the Commission pursuant to Rule 462(e) under the Securities Act, check the following box: o

If this Form is a post-effective amendment to a registration statement filed pursuant to General Instruction I.D. filed to register additional
securities or additional classes of securities pursuant to Rule 413(b) under the Securities Act, check the following box: o

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 definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act:

Large accelerated filer o Accelerated filer x

Non-accelerated filer o (Do not check if smaller reporting company) Smaller reporting company o

This filing constitutes a post-effective amendment to the registration statement on Form S-1 (File No. 333-129254), which was declared
effective on or about March 31, 2008.  This post-effective amendment shall hereafter become effective in accordance with Section 8(c) of the
Securities Act of 1933.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR DATES AS MAY BE
NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A FURTHER AMENDMENT
WHICH SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENT SHALL THEREAFTER BECOME EFFECTIVE
IN ACCORDANCE WITH SECTION 8(A) OF THE SECURITIES ACT OF 1933 OR UNTIL THE REGISTRATION STATEMENT
SHALL BECOME EFFECTIVE ON SUCH DATE AS THE COMMISSION, ACTING PURSUANT TO SAID SECTION 8(A),
MAY DETERMINE.
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EXPLANATORY NOTE

We initially registered on Form S-11/S-3 (File No. 333-129254) the issuance of up to 6,750,524 shares of Hilltop Holdings Inc. (formerly known
as Affordable Residential Communities Inc.) common stock upon the exchange of the 7½% Senior Exchangeable Notes due 2025 of Affordable
Residential Communities LP.  Due to the late filing of our Quarterly Report on Form 10-Q for the period ended September 30, 2007, under
applicable rules promulgated by the Securities and Exchange Commission, we did not qualify for the use of a registration statement on Form S-3
during most of calendar year 2008.  Additionally, since we no longer are a real estate investment trust, as defined in Section 856 of the Internal
Revenue Code, and our primary business is no longer that of acquiring, and holding for investment, real estate or investments in real estate, we
cease to qualify for the use of a registration statement on Form S-11.  To ensure that the shares of Hilltop Holdings Inc. common stock issuable
upon the exchange of the 7½% Senior Exchangeable Notes due 2025 of Affordable Residential Communities LP held by the selling stockholders
may be sold pursuant to an effective registration statement, we filed a post-effective amendment on Form S-1 to the registration statement
described above in March 2008.  The number of shares of Hilltop Holdings Inc. common stock issuable upon the exchange of the 7½% Senior
Exchangeable Notes due 2025 included in the post-effective amendment on Form S-1 was lower due to the redemption of a portion of the notes
in a connection with the sale of assets on July 31, 2007.  That decrease was offset in part by anti-dilution adjustments to the exchange ratio
provided for in the notes.  We currently are eligible to use Form S-3 and, accordingly, are filing this post-effective amendment to convert the
post-effective amendment on Form S-1 to a registration statement on Form S-3.  This prospectus is a part of the post-effective amendment on
Form S-3 and registers the resale of Hilltop Holdings Inc. common stock issuable to the selling stockholders upon exchange of the 7½% Senior
Exchangeable Notes due 2025 of Affordable Residential Communities LP.
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The information in this prospectus is not complete and may be changed.  We may not sell these securities until the registration statement filed
with the Securities and Exchange Commission is effective. This prospectus is not an offer to sell these securities, and it is not soliciting an offer
to buy these securities, in any jurisdiction where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED JUNE 12, 2009.

PROSPECTUS

6,718,340 Shares

HILLTOP HOLDINGS INC.

Common Stock

(Par Value $0.01 Per Share)

To be Offered by Holders of the Common Stock of

Hilltop Holdings Inc.

This prospectus relates to the public offering from time to time of up to 6,718,340 shares of our common stock that may be issued upon the
exchange of the 7½% Senior Exchangeable Notes due 2025, or the Senior Notes, of Affordable Residential Communities LP, or ARC LP, held
by the selling stockholders.  Subject to certain conditions, holders of the Senior Notes may exchange, at any time on or prior to maturity or
redemption , all or any portion of the outstanding Senior Notes into shares of our common stock.  As of June 8, 2009, the exchange rate is
73.94998 shares of our common stock per $1,000 principal amount of the Senior Notes (equivalent to an exchange price of $13.52 per share of
our common stock).  If a holder elects to exchange the Senior Notes in connection with a specified fundamental change that occurs prior to
August 20, 2015, the holder will be entitled to receive additional shares of our common stock as a make-whole premium upon exchange.  In lieu
of delivery of shares of our common stock upon exchange of all or any portion of the Senior Notes, we may elect to pay holders surrendering the
Senior Notes for exchange an amount in cash.  In accordance with the Registration Rights Agreement that we entered into in connection with the
issuance of the Senior Notes, we are obligated, subject to certain conditions, to register for resale the shares of common stock issuable upon
exchange of the Senior Notes.

Edgar Filing: Hilltop Holdings Inc. - Form POS AM

5



The distribution of the shares of common stock by the selling stockholders is not subject to any underwriting agreement.  We will receive none
of the proceeds from the sale of the shares offered by this prospectus.  All expenses of registration incurred in connection with this public
offering are being borne by us, but all selling and other expenses incurred by the selling stockholders will be borne by the selling stockholder.

The shares of common stock may be sold by the selling stockholders from time to time on The New York Stock Exchange, or NYSE, or any
other national securities exchange or automated inter-dealer quotation system on which shares of our common stock are then listed, through
negotiated transactions or otherwise at market prices prevailing at the time of sale or at negotiated prices.

Our common stock is listed on the NYSE under the symbol �HTH.�  The last reported price of our common stock on June 8, 2009, on the NYSE
was $12.18 per share.  To preserve our net operating loss carryforwards, or NOLs, our charter limits the amount of common stock that may be
owned by any single person or affiliated group to 4.9% of the outstanding shares and restricts the transferability of the shares under certain
circumstances.

Investing in shares of our common stock involves risks.  See �Risk Factors� commencing on page 2 of this prospectus for a discussion of
certain factors you should consider before buying shares of our common stock being offered by this prospectus.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES COMMISSION HAS
APPROVED OR DISAPPROVED OF THESE SECURITIES OR PASSED UPON THE ADEQUACY OR ACCURACY OF THIS
PROSPECTUS.  ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

The date of this prospectus is                     , 2009.
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TRADEMARKS

This prospectus contains registered trademarks owned or licensed by persons other than us.

MARKET AND INDUSTRY DATA AND FORECASTS

Market and industry data and other statistical information and forecasts used throughout this prospectus and incorporated in this prospectus by
reference are based on independent industry publications, government publications and reports by market research firms or other published
independent sources. We have not sought or obtained the approval or endorsement of the use of this third-party information.  Some data also is
based on our good faith estimates, which are derived from our review of internal surveys, as well as independent sources. Forecasts are
particularly likely to be inaccurate, especially over long periods of time.

i

Edgar Filing: Hilltop Holdings Inc. - Form POS AM

7



Table of Contents

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and current reports, proxy statements and other information with the Securities and Exchange Commission, or SEC. 
Our SEC filings are available to the public from the SEC�s website at �www.sec.gov� and also are available from our website at
�www.hilltop-holdings.com.�  You also may read and copy any document that we file with the SEC at its public reference facility at 100 F Street,
N.E., Washington, D.C. 20549.  Please call the SEC at 1-800-SEC-0330 for further information on the operation of the public reference facility.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

The SEC allows us to �incorporate by reference� into this prospectus information that we file with it, which means that we can disclose important
information to you by referring you to those documents, including our annual, quarterly and current reports, that are considered part of this
prospectus.  Information that we file subsequently with the SEC will automatically update and supersede this information.

We incorporate by reference the documents set forth below that we previously filed with the SEC.  These documents contain important
information about us and our finances.

1. Annual Report on Form 10-K for the fiscal year ended December 31, 2008;

2. Annual Report on Form 10-K/A (Amendment No. 1) for the fiscal year ended December 31, 2008;

3. Quarterly Report on Form 10-Q for the three months ended March 31, 2009;

4. Current Report on Form 8-K filed March 16, 2009;

5. Current Report on Form 8-K/A filed March 26, 2009; and

6. Description of our common stock contained in our registration statement on Form 8-A, including any amendments or reports filed for
the purpose of updating its description.

All documents filed by us with the SEC pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934, or the Exchange
Act, after the date of this prospectus and prior to the termination of the offering of securities covered by this prospectus shall be deemed to be
incorporated by reference in this prospectus and to be a part of this prospectus from the date of filing of that document.  Any statement contained
in this prospectus or in any document incorporated, or deemed incorporated, by reference in this prospectus shall be deemed to modify or
supersede, for purposes of this prospectus to the extent that a statement contained in this prospectus or in any subsequently filed document that
also is or is deemed to be incorporated by reference in this prospectus, modifies or supersedes, that statement.  Any statement so modified or
superseded shall not be deemed, except as so modified or superseded, to constitute a part of this prospectus.  We, however, are not incorporating
by reference in this prospectus those portions of a report that are not deemed to be �filed� for purposes of Section 18 of the Exchange Act, and we
will not incorporate by reference into a filing under the Securities Act of 1933 or the Exchange Act or into this prospectus those portions of any
future reports filed on Form 8-K that are not deemed to be �filed� for purposes of Section 18 of the Exchange Act, regardless of any general

Edgar Filing: Hilltop Holdings Inc. - Form POS AM

8



incorporation language in those filings.

We will provide to each person, including any beneficial owner, to whom this prospectus is delivered, a copy of any or all of the reports or
documents that have been incorporated by reference in this prospectus.  You may request a copy of these filings (other than an exhibit to a filing,
unless that exhibit is specifically incorporated by reference into that filing), at no cost, by writing to us at the following address:  General
Counsel, Hilltop Holdings Inc., 200 Crescent Court, Suite 1330, Dallas, Texas 75201 or telephoning us at (214) 855-2177.

ii
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SUMMARY

You should read the following summary together with the more detailed information regarding our company, the Senior Notes, our common
stock and the financial statements and notes accompanying those financial statements appearing elsewhere in this prospectus or incorporated
herein by reference.  Unless the context otherwise indicates, the words �we,� �our,� �ours,� �us� and the �Company� refer to Hilltop
Holdings Inc., or Hilltop, Affordable Residential Communities LP, or ARC LP, and their respective subsidiaries, collectively.

Our Company

We are a holding company that is endeavoring to make opportunistic acquisitions or effect a business combination.  In connection with that
strategy, we are identifying and evaluating potential targets on an ongoing basis.  In November 2008, we obtained a �shelf-charter� from the
United States Comptroller of Currency, the administrator of national banks.  This shelf charter permits us to bid on government-assisted bank
transactions.  At March 31, 2009, Hilltop and ARC LP, collectively, had approximately $736.0 million aggregate available cash and cash
equivalents that may be used for this purpose.  No assurances, however, can be given that we will be able to identify suitable targets,
consummate acquisitions or effect a combination or, if consummated, successfully integrate or operate the acquired business.

We also provide fire and homeowners insurance to low value dwellings and manufactured homes primarily in Texas and other areas of the
south, southeastern and southwestern United States through our wholly-owned property and casualty insurance holding company,
NLASCO, Inc., or NLASCO.  We acquired NLASCO in January 2007.  NLASCO operates through its wholly-owned subsidiaries, National
Lloyds Insurance Company, or NLIC, and American Summit Insurance Company, or ASIC.

NLASCO targets underserved markets that require underwriting expertise that many larger carriers have been unwilling to develop given the
relatively small volume of premiums produced by local agents.  Within these markets, NLASCO attempts to capitalize on its superior local
knowledge to identify profitable underwriting opportunities.  NLASCO believes that it distinguishes itself from competitors by delivering
products that are not provided by many larger carriers, providing a high level of customer service and responding quickly to the needs of its
agents and policyholders.  NLASCO applies a high level of selectivity in the risks it underwrites and uses a risk-adjusted return approach to
capital allocation, which NLASCO believes allows it to consistently generate underwriting profits.

A.M. Best assigned NLIC a financial strength rating of �A� (Excellent) in May 2009 and ASIC a rating of �A-� (Excellent) in May 2009.  An �A�
rating is the third highest of 15 rating categories used by A.M. Best, and an �A-� rating is the fourth highest of 15 rating categories.  Many
insurance buyers, agents and brokers use the ratings assigned by A.M. Best and other rating agencies to assist them in assessing the financial
strength and overall quality of the companies from which they purchase insurance.  This rating is intended to provide an independent opinion of
an insurer�s ability to meet its obligations to policyholders and is not an evaluation directed at investors. This rating assignment is subject to the
ability to meet A.M. Best�s expectations as to performance and capitalization on an ongoing basis, including with respect to management of
liabilities for losses and loss adjustment expenses, and is subject to revocation or revision at any time at the sole discretion of A.M. Best.
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Principal Executive Offices

Our principal executive offices are located at 200 Crescent Court, Suite 1330, Dallas, Texas 75201, and our telephone number at that address is
(214) 855-2177.  Our website address is www.hilltop-holdings.com.

1
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RISK FACTORS

You should carefully consider the risks described below before making an investment decision.  The risks and uncertainties described below are
not the only ones facing us.  Additional risks and uncertainties that we do not presently know, or that we currently deem immaterial, also may
adversely affect our business operations.

If any of the risks actually occur, they could materially adversely affect our business, financial condition or results of operations.  In that case,
the trading price of our common stock may decline.

Risks Related to Our Substantial Cash Position and Related Strategies for its Use

We intend to use a substantial portion of our available cash to make acquisitions or effect a business combination.

We are endeavoring to make opportunistic acquisitions or effect a business combination with a substantial portion of our available cash.  No
assurances, however, can be given that we will be able to identify suitable targets, consummate acquisitions or effect a combination or, if
consummated, successfully integrate personnel and operations.  Even if we identify suitable targets, we may not be able to make acquisitions or
effect a combination on commercially acceptable terms, if at all.  The success of any acquisition or combination will depend upon, among other
things, the ability of management and our employees to integrate personnel, operations, products and technologies effectively, to retain and
motivate key personnel and to retain customers and clients of targets.  In addition, any acquisition or combination we undertake may involve
certain other risks, including consumption of available cash resources, potentially dilutive issuances of equity securities and the diversion of
management�s attention from other business concerns.  We also may need to make further investments to support the acquired or combined
company and may have difficulty identifying and acquiring the appropriate resources.  There can be no assurance that any acquisition or
combination we undertake will perform as expected.  We may enter, on our own and through acquisitions or a combination, into new lines of
business or initiate new service offerings, whether related or unrelated to our insurance business.  Our success in any such endeavor will depend
upon, among other things, the ability of management to identify suitable opportunities, successfully implement sound business strategies and
avoid the legal and business risks of any new line of business or service offering and/or an acquisition related thereto.  There can be no assurance
that we will be able to do any of the foregoing.  In addition, any such undertakings may result in additional costs without an immediate increase
in revenues and may divert management�s attention from the operation and growth of our current lines of business.

Since we have not definitively selected a particular target business to acquire or combine with, you will be unable to ascertain the merits or
risks of the industry or business in which we may ultimately primarily operate.

We may consummate an acquisition of, or effect a business combination with, a company in any industry and are not limited to any particular
type of business.  Accordingly, there is no current basis for you to evaluate the possible merits or risks of the particular industry in which we
may ultimately conduct our primary ongoing operations or the target business that we may ultimately acquire.  To the extent we complete an
acquisition of, or business combination with, a financially unstable company or an entity in its development stage, we may be affected by
numerous risks inherent in the business operations of those entities.  If we complete an acquisition of, or effect a business combination with, an
entity in an industry characterized by a high level of risk, we may be affected by the currently unascertainable risks of that industry.  Although
our management will endeavor to evaluate the risks inherent in a particular industry or target business, we cannot assure you that we will
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properly ascertain or assess all of the significant risk factors.  Even if we properly assess those risks, some of them may be outside of our control
or ability to affect.

2
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We may change our primary lines of business without stockholder approval, which may result in riskier lines of business than our current
lines of business.

Depending on the structure of an acquisition or business combination, it may result in us conducting our primary operations in lines of business
that are different from, and possibly more risky than, our current business without stockholder approval.

Resources could be expended in researching acquisitions that are not consummated, which could materially adversely affect subsequent
attempts to locate and acquire or merge with another business.

It is anticipated that the investigation of each specific target business and the negotiation, drafting and execution of relevant agreements,
disclosure documents and other instruments will require substantial management time and attention and substantial costs for accountants,
attorneys and others.  If a decision is made not to complete a specific acquisition or business combination, the costs incurred up to that point for
the proposed transaction likely would not be recoverable.  Furthermore, even if an agreement is reached relating to a specific target business, we
may fail to consummate our acquisition or combination for any number of reasons, including those beyond our control, such as if the target�s or
our stockholders do not approve the transaction.  Any such event will result in a loss to us of the related costs incurred, which could materially
adversely affect subsequent attempts to locate and acquire or merge with another business.

Difficult market conditions have adversely affected the yield on our available cash.

Our primary objective is to preserve and maintain the liquidity of our available cash, while at the same time maximizing yields without
significantly increasing risk.  The capital and credit markets have been experiencing volatility and disruption for more than twelve months.  This
volatility and disruption reached unprecedented levels, resulting in dramatic declines in interest rates and other yields relative to risk.  This
downward pressure has negatively affected the yields we receive on our available cash to effectively zero.  If current levels of market disruption
and volatility continue or worsen, there can be no assurance that we commence receiving a yield on our available cash.  Further, given current
market conditions, no assurance can be given that we will be able to preserve our available cash.

Competition from other motivated purchasers may hinder our ability to consummate an acquisition in the near term.

We expect to encounter intense competition from entities having a business objective similar to ours, including venture capital funds, special
purpose acquisition companies, private equity funds, leveraged buyout funds, opportunity funds and other operating businesses competing for
acquisitions.  Many of these entities are well established and have extensive experience in identifying and effecting acquisitions or business
combinations directly or through affiliates.  Many of these competitors possess greater technical, human and other resources than we do and our
financial resources may be relatively limited when contrasted with those of many of these competitors.  While we believe that there are
numerous potential target businesses that we could acquire with our available cash, our ability to compete in acquiring certain sizable target
businesses may be limited by our available financial resources.  This inherent competitive limitation gives others an advantage in pursuing the
acquisition of certain target businesses.  For these reasons, we cannot assure you that we will be able to effectuate an acquisition or business
combination in the near term.
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Following the consummation of an acquisition or business combination, we may be required to take write-downs or write-offs or
restructuring, impairment or other charges that could have a significant negative effect on our financial condition, results of operations and
our stock price.

Even if we conduct extensive due diligence on a target business that we acquire or with which we merge, we cannot assure you that this
diligence will surface all material issues that may be present inside a particular target business, that it would be possible to uncover all material
issues through a customary amount of due diligence, or that factors outside of the target business and outside of our control will not later arise. 
As a result of these factors, we may be forced to later write-down or write-off assets, restructure our operations or incur impairment or other
charges that could result in us reporting losses.  Even if our due diligence successfully identifies certain risks,

3
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unexpected risks may arise and previously known risks may materialize in a manner inconsistent with our preliminary risk analysis.  Even
though these charges may be non-cash items and not have an immediate impact on our liquidity, the fact that we report charges of this nature
could contribute to negative market perceptions about us or our securities.  In addition, charges of this nature may cause us to violate net worth
or other covenants to which we may be subject as a result of assuming pre-existing debt held by a target business or by virtue of our obtaining
post-acquisition debt financing.

We may issue additional shares of common or preferred stock to complete an acquisition or effect a combination or under an employee
incentive plan after consummation of an acquisition or combination, which would dilute the interests of our stockholders and likely present
other risks.

The issuance of additional shares of common or preferred stock:

• may significantly dilute the equity interest of our stockholders;

• may subordinate the rights of holders of common stock if preferred stock is issued with rights senior to those afforded our common
stock;

• could cause a change in control if a substantial number of shares of common stock are issued, which may affect, among other things,
our ability to use our net operating loss carry forwards; and

• may adversely affect prevailing market prices for our common stock.

We may be unable to obtain additional financing to complete an acquisition or business combination or to fund the operations and growth of
a target business, which could compel us to restructure or abandon a particular acquisition or business combination.

Although we believe that our available cash will be sufficient to allow us to consummate an acquisition or effect a business combination, we
cannot ascertain the exact capital requirements for any particular transaction because we have not yet definitively selected a target business.  If
our available cash is insufficient, either because of the size of the acquisition or business combination or the depletion of available funds in
search of a target business, we may be required to seek additional financing.  We cannot assure you that such financing will be available on
acceptable terms, if at all.  To the extent that additional financing proves to be unavailable, if and when needed, to consummate an acquisition or
effect a business combination, we would be compelled to either restructure the transaction or abandon that particular acquisition or business
combination and seek an alternative target business candidate.  Even if we do not need additional financing to consummate an acquisition or
effect a business combination, we may require such financing to fund the operations or growth of the target business.  The failure to secure
additional financing could have a material adverse effect on the continued development or growth of the target.
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There may be tax consequences with respect to an acquisition or business combination that adversely affect us.

While we expect to undertake any merger or acquisition so as to minimize taxes, both to the acquired business and/or asset and us, such
acquisition or business combination might not meet the statutory requirements of a tax-free reorganization, or the parties might not obtain the
intended tax-free treatment upon a transfer of shares or assets.  A non-qualifying reorganization could result in the imposition of substantial
taxes.

Our net operating loss and other carryovers may be limited if we undergo an ownership change.  Generally, an ownership change occurs if
certain persons or groups increase their aggregate ownership in us by more than 50 percentage points looking back over the prior three-year
period.  If an ownership change occurs, our ability to use our net operating losses, or NOLs, to reduce income taxes is limited to an annual
amount, or a Section 382 limitation, equal to the fair market value of our common stock immediately prior to the ownership change multiplied
by the long term tax-exempt interest rate, which is published monthly by the Internal Revenue Service, or IRS.  In the event of an ownership
change, NOLs that exceed the Section 382 limitation in any year will continue to be allowed as carryforwards for the remainder of the
carryforward period and such excess NOLs can be used to offset taxable income for years within the carryforward period subject to the
Section 382 limitation in each year.  Whether or not an ownership change occurs, the carryforward period for NOLs is either 15 or 20 years from
the year in which the losses giving rise to the NOLs were incurred.  If the carryforward period for any NOL were to expire before that

4
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NOL had been fully utilized, the unused portion of that NOL would be lost.  Our use of NOLs arising after the date of an ownership change
would not be affected by the Section 382 limitation (unless there were another ownership change after those NOLs arose).

Based on our knowledge of stockholder ownership of Hilltop, we do not believe that an ownership change has occurred since our initial public
offering, or IPO, that would limit our post-IPO NOLs.  Accordingly, we believe that there is no annual limitation under Section 382 of the
Internal Revenue Code, or the Code, imposed on our use of post-IPO NOLs to reduce future taxable income.  Our pre-IPO NOLs are subject to
an annual limitation of approximately $17.0 million.

The determination of whether an ownership change has occurred, or will occur, is complicated, and therefore, no assurance can be provided as to
whether an ownership change has occurred or will occur.  We have not obtained, and currently do not plan to obtain, an IRS ruling or opinion of
counsel regarding our conclusions as to whether the pre-IPO NOLs or post-IPO NOLs are subject to any such limitations.  In addition,
limitations imposed by Section 382 may prevent us from issuing additional shares of common stock to raise capital or to acquire businesses or
properties.  To the extent not prohibited by our charter, we may decide in the future that it is necessary or in our best interest to take certain
actions that could result in an ownership change.

Existing circumstances may result in several of our directors having interests that may conflict with our interests.

A director who has a conflict of interest with respect to an issue presented to our board will have no inherent legal obligation to abstain from
voting upon that issue.  We do not have provisions in our bylaws or charter that require an interested director to abstain from voting upon an
issue, and we do not expect to add provisions in our charter and bylaws to this effect.  Although each director has a duty to act in good faith and
in a manner he or she reasonably believes to be in our best interests, there is a risk that, should interested directors vote upon an issue in which
they or one of their affiliates has an interest, their vote may reflect a bias that could be contrary to our best interests.  In addition, even if an
interested director abstains from voting, the director�s participation in the meeting and discussion of an issue in which they have, or companies
with which they are associated have, an interest could influence the votes of other directors regarding the issue.

If we are deemed to be an investment company, we may be required to institute burdensome compliance requirements and our activities may
be restricted, which may make it difficult for us to complete strategic acquisitions or effect combinations.

We do not plan to operate as an investment fund or investment company, or to be engaged in the business of investing, reinvesting or trading in
securities.  Our plan is to acquire, hold, operate and grow for the long-term one or more operating businesses in an industry that will strategically
align with or complement our current operations.  We do not plan to operate as a passive investor or as a merchant bank seeking dividends or
gains from purchases and sales of securities.

If we were deemed to be an investment company under the Investment Company Act of 1940, or the 1940 Act, we would be required to become
registered under the 1940 Act (or liquidate) and our activities would be subject to a number of restrictions, including, among others:

• corporate governance requirements and requirements regarding mergers and share exchanges;
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• restrictions on the nature of our investments;

• restrictions on our capital structure and use of multiple classes of securities; and

• restrictions on our use of leverage and collateral, each of which may make it difficult for us to consummate strategic acquisitions or
effect a combination.

In addition, we may have imposed upon us burdensome requirements, including:

• registration as an investment company;
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• adoption of a specific form of corporate structure; and

• reporting, record keeping, voting, proxy and disclosure requirements and other rules and regulations,compliance with which would
reduce the funds that we have available to consummate strategic acquisitions or a combination.

In order not to be regulated as an investment company under the 1940 Act, unless we can qualify for an exclusion, we must ensure that we are
engaged primarily in an initial business other than investing, reinvesting or trading of securities and that our activities do not include investing,
reinvesting, owning, holding or trading �investment securities.�  Our business, in addition to our insurance operations, will be to identify and
consummate an acquisition or business combination and, thereafter, to operate the acquired business or businesses for the long term.  We do not
plan to buy businesses to be a passive investor.  We do not believe that our anticipated principal activities will subject us to the 1940 Act.  If we
were deemed to be subject to the 1940 Act, compliance with these additional regulatory burdens would require additional expense for which we
have not accounted.

Risks Related to NLASCO�s Business and NLASCO�s Industry

Our management has limited prior experience operating an insurance company like NLASCO and, therefore, may have difficulty in
successfully and profitably operating NLASCO or complying with regulatory requirements applicable to insurance companies.

Operating an insurance company is complex.  The insurance industry is highly competitive and has historically been characterized by periods of
significant price competition, alternating with periods of greater pricing discipline during which competitors focus on other factors.  In addition,
insurance companies are subject to comprehensive regulation and supervision in those states in which they write insurance policies and in which
they are domiciled.  Significant changes in the political and regulatory climate could result in changes in these laws and regulations and could
make it more expensive or less profitable for us to manage an insurance company.  Because we could encounter difficulties in operating an
insurance company and complying with regulatory requirements applicable to insurance companies, you should be especially cautious in
drawing conclusions about the ability of our management team to execute its business strategies as they relate to NLASCO.

The occurrence of severe catastrophic events may have a material adverse effect on NLASCO, particularly because NLASCO conducts
business in a concentrated geographic area.

NLASCO expects to have large aggregate exposures to natural and man-made disasters, such as hurricanes, hail, tornados, windstorms, floods,
wildfires and acts of terrorism.  NLASCO expects that its loss experience, generally, will include infrequent events of great severity.  Hurricanes
Dolly, Gustav and Ike, which occurred in 2008, are examples, as well as Hurricanes Katrina and Rita that occurred in 2005.  The risks associated
with natural and man-made disasters are inherently unpredictable, and it is difficult to predict the timing of these events with statistical certainty
or estimate the amount of loss any given occurrence will generate.  Although NLASCO may attempt to exclude certain losses, such as terrorism
and other similar risks, from some coverage that NLASCO writes, it may be prohibited from, or may not be successful in, doing so.  The extent
of losses from a catastrophe is a function of both the total amount of policyholder exposure in the geographic area affected by the event and the
severity of the event.  The occurrence of losses from catastrophic events may have a material adverse effect on NLASCO�s ability to write new
business and on its financial condition and results of operations.  Increases in the values and geographic concentrations of policyholder property
and the effects of inflation have resulted in increased severity of industry losses in recent years, and NLASCO expects that these factors will
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increase the severity of losses in the future.  Factors that may influence NLASCO�s exposure to losses from these types of events, in addition to
the routine adjustment of losses, include, among others:

• exhaustion of reinsurance coverage;

• increases in reinsurance rates;

• unanticipated litigation expenses;

• unrecoverability of ceded losses;
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• impact on independent agent operations and future premium income in areas affected by catastrophic events;

• unanticipated expansion of policy coverage or reduction of premium due to regulatory, legislative and/or judicial action following a
catastrophic event; and

• unanticipated demand surge related to other recent catastrophic events.

NLASCO�s insurance subsidiaries write insurance primarily in the States of Texas, Arizona, Tennessee, Oklahoma and Louisiana.  In 2008,
Texas accounted for 74.4%, Arizona accounted for 9.0%, Tennessee accounted for 6.2%, Oklahoma accounted for 4.1%, Louisiana accounted
for 2.3% and the other states we do business in accounted for the other 4.0% of our premiums.  As a result, a single catastrophe, destructive
weather pattern, wildfire, terrorist attack, regulatory development or other condition or general economic trend affecting this region or
significant portions of this region could adversely affect NLASCO�s financial condition and results of operations more significantly than other
insurance companies that conduct business across a broader geographic area.  Although NLASCO purchases catastrophe reinsurance to limit its
exposure to these types of catastrophes, in the event of one or more major catastrophes resulting in losses to it in excess of $200.0 million,
NLASCO�s losses would exceed the limits of its reinsurance coverage.

NLASCO is exposed to claims related to severe weather and the occurrence of severe weather may result in an increase in claims frequency
and exposure amount that could materially adversely affect its financial condition.

NLASCO is subject to claims arising out of severe weather, such as hurricanes, tornados, rainstorms, snowstorms, hailstorms, windstorms and
ice storms, which may have a significant effect on its financial condition and results of operations.  The majority of its business is written in
Texas, Arizona and Oklahoma, and Texas experienced two major hurricanes in 2008.  The incidence and severity of weather conditions are
inherently unpredictable.  Some forecasters predict that the world is currently in a cycle of more numerous and more severe hurricanes.

Generally, NLASCO�s insured risks exhibit higher losses in the second and third quarters of the year due to a seasonal concentration of
weather-related events in its primary geographic markets.  Although weather-related losses (including hail, high winds, tornadoes and
hurricanes) can occur in any calendar quarter, the second quarter, historically, has experienced the highest frequency of losses associated with
these events.  For example, for the last five years, the contribution of weather-related catastrophes to the consolidated second quarter net loss
ratio was on average approximately 12.7 points greater than the average contribution of such catastrophes in the other three quarters. 
Hurricanes, however, are more likely to occur in the third quarter of the year.

NLASCO incurred $83.1 million (including loss adjustment expenses) in gross catastrophic related losses for the year ended December 31,
2008.  During 2008, NLASCO�s net catastrophic loss experience was $13.0 million after reinsurance and decreases in net premiums earned due
to reinsurance reinstatement premiums.  A substantial portion of the expense in 2008 relates to claims being paid or reserved on Hurricanes
Dolly, Gustav and Ike.  NLASCO incurred $6.0 million (including loss adjustment expenses) in gross catastrophic related losses for the year
ended December 31, 2007.  For the year ended December 31, 2007, NLASCO�s net catastrophic loss experience was $5.1 million after
reinsurance.  Most of the expense in 2007 related to claims being paid or reserved on Hurricane Rita due to lawsuits filed in 2007.  For
Hurricane Rita, all related reinsurance treaties are exhausted and we will not recoup any additional reinsurance on those paid claims.

Due to the inherent inability to accurately predict the severity and frequency of catastrophic losses, higher than expected catastrophic losses
could materially adversely affect NLASCO�s financial condition.
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NLASCO utilizes catastrophe modeling to assess its probable maximum insurance losses from hurricane and other wind/hail perils and to
structure its catastrophe reinsurance program to minimize its exposure to high severity/high frequency types of losses.  Hurricanes Katrina and
Rita highlighted the challenges inherent in predicting the impact of catastrophic events.  The catastrophe models, generally, failed to adequately
project the financial impact of Hurricanes Katrina and Rita.  This experience highlights the limitations inherent in the use of modeling as a
means of risk assessment/abatement.  If the exposure amount and frequency of catastrophe losses are
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higher than predicted under NLASCO�s modeling, NLASCO�s financial condition may be materially adversely affected.

NLASCO�s investment performance has suffered, and may further suffer, as a result of adverse capital market developments and other
factors, which affect its financial results.

NLASCO invests the premiums it receives from policyholders until they are needed to pay policyholder claims or other expenses.  At March 31,
2009, NLASCO�s invested assets consisted of $122.7 million in fixed maturity securities and $7.3 million in equity securities.  During the three
months ended March 31, 2009, NLASCO had $1.8 million of net investment income, representing 5.6% of NLASCO�s total revenues.  Although
NLASCO�s investment policies stress diversification of risks, conservation of principal and liquidity, its investments are subject to a variety of
investment risks, including those relating to general economic conditions, market volatility, interest rate fluctuations, liquidity risk and credit and
default risk.  In particular, the volatility of NLASCO�s claims may force it to liquidate securities, which may cause it to incur capital losses.  If
NLASCO�s investment portfolio is not appropriately matched with its insurance liabilities, it may be forced to liquidate investments prior to
maturity at a significant loss to cover these liabilities.  Investment losses could significantly decrease its asset base and statutory surplus, thereby
adversely affecting its ability to conduct business and potentially its A.M. Best financial strength rating.  Further, developments in the world�s
financial and capital markets have adversely impacted the performance of NLASCO�s investments.  Additionally, inflation could increase beyond
investment income.

The capital and credit markets have been experiencing volatility and disruption for more than twelve months.  This volatility and disruption has
reached unprecedented levels, resulting in dramatic declines in prices.  This downward pressure has negatively affected the performance of
NLASCO�s investments, which has resulted in the write down of several of those investments.  These write-downs, when determined to be
other-than-temporary, reduce NLASCO�s earnings for that period.  If current levels of market disruption and volatility continue or worsen, there
can be no assurances that we will not experience additional losses on our investments and reductions in our earnings.

NLASCO�s investment results may be adversely affected by interest rate changes.

NLASCO�s operating results are affected, in part, by the performance of its investment portfolio.  NLASCO�s investment portfolio contains
instruments, such as bonds, that may be adversely affected by increases in interest rates.  Because bond trading prices decrease as interest rates
rise, a significant increase in interest rates could have a material adverse effect on NLASCO�s financial condition and results of operations.  On
the other hand, decreases in interest rates could have an adverse effect on NLASCO�s investment income and results of operations.  For example,
if interest rates decline, investment of new premiums received and funds reinvested will earn less.  Interest rates are highly sensitive to many
factors, including governmental monetary policies, domestic and international economic and political conditions and other factors beyond
NLASCO�s control.

With respect to fixed-income investments, the fair market value of these securities fluctuates depending on market and other general economic
conditions and the interest rate environment.  Changes in interest rates can expose NLASCO to prepayment risks on these investments.  When
interest rates fall, mortgage-backed securities typically are prepaid more quickly and the holder must reinvest the proceeds at lower interest
rates.  NLASCO�s mortgage-backed securities currently consist of securities with features that reduce the risk of prepayment, but NLASCO can
make no assurances that it will invest in other mortgage-backed securities that contain this protection.  In periods of increasing interest rates,
mortgage-backed securities typically are prepaid more slowly, which may require NLASCO to receive interest payments that are below the then
prevailing interest rates for longer time periods than expected.
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If NLASCO cannot price its business accurately, its profitability and the profitability of its insurance companies could be materially
adversely affected.

NLASCO�s results of operations and financial condition depend on its ability to underwrite and set premium rates accurately for a wide variety of
risks.  Adequate rates are necessary to generate premiums sufficient to pay losses, loss adjustment expenses and underwriting expenses and to
earn a profit.  To price its products accurately, NLASCO must:
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• collect and properly analyze a substantial amount of data;

• develop, test and apply appropriate pricing techniques;

• closely monitor and recognize changes in trends in a timely manner; and

• project both severity and frequency of losses with reasonable accuracy.

NLASCO�s ability to undertake these efforts successfully, and price its products accurately, is subject to a number of risks and uncertainties,
some of which are outside its control, including:

• the availability of sufficient reliable data and NLASCO�s ability to properly analyze available data;

• changes in applicable legal liability standards and in the civil litigation system generally;

• NLASCO�s selection and application of appropriate pricing techniques;

• NLASCO�s ability to obtain regulatory approval, where necessary;

• the uncertainties that inherently characterize estimates and assumptions; and

• NLASCO�s ability to obtain adequate premium rates to offset higher reinsurance costs.

Consequently, NLASCO could under-price risks, which would adversely affect its profit margins, or it could overprice risks, which could reduce
its competitiveness and sales volume.  In either case, its profitability and the profitability of its insurance companies could be materially
adversely affected.

If NLASCO�s actual losses and loss adjustment expenses exceed its loss and expense estimates, its financial condition and results of
operations could be materially adversely affected.
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