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TO OUR SHAREHOLDERS

2001 was a remarkably good year for Greer Bancshares Incorporated and its subsidiary,
Greer State Bank (the Bank), despite the economic recession that officially began in March
of 2001, and a challenging interest rate environment wherein the Federal Reserve Bank
aggressively reduced interest rates by 4.75% over eleven months. In fact, interest rates
reached forty-year lows during 2001 as the Fed attempted to avoid a deep and prolonged
recession.

Greer Bancshares Incorporated earned net income of $2,126,000 for 2001, compared to
$1,753,000 in 2000, an increase of 21%. Earnings per diluted share were $1.39in 2001
compared to $1.16 in 2000, an increase of 20%. These earnings improvements were
achieved by moderate growth in assets, increased fee income, greater efficiency, and
expense management. The earnings improvements are even more impressive when one
considers the Bank increased its provision for loan losses by $355,000 in 2001, up
$155,000 over the $200,000 provision in 2000. At December 31, 2001, the total reserve
for loan losses was $1,245,000.

The Bank’s balance sheet grew 8.3% in 2001, ending our thirteenth year of business with
Total Assets of $180 million. Total loans, however, decreased by 2%, from $115.5 million
at the end of 2000 to $113.1 million at yearend 2001. Total deposits increased by $4.2
million or 3.3% in 2001, ending the year at $131.2 million. Total investments increased
dramatically in 2001, up $13.5 million or 37.3%, to $49.8 million. The Bank purchased
investments primarily to help offset the decrease in loan demand during 2001,

The primary challenges for the Bank in 2001 were achieving growth and increasing earn-
ings in a slow economy and a rapidly falling interest rate environment, just the opposite
of the scenario in 2000. As reported in last year’s Letter to Shareholders, the Federal
Reserve Bank began increasing interest rates in June of 1989 and continued raising
them through May 186, 2000 in an effort to slow the strong t). S. economy and to minimize
risks of higher inflation. Having accomplished its objectives, in January of 2001 the Fed
began cutting interest rates as the economy weakened. The Fed continued to cut interest
rates throughout 2001 and aggressively cut rates in the aftermath of the terrorist attacks
on September 11, 2001. The recession and the shock of the terrorist attacks created a
very challenging environment for the national economy, the equity markets, and bank
earnings. To minimize the impact of lower rates on the Bank’s net interest income, the




Bank borrowed funds from the Federal Home Loan Bank and discharged higher cost,
institutional and investor certificates of deposit as they matured.

In addition to improvements in earnings, the Bank progressed in other key areas during
2001. In February, the Bank introduced its Internet banking service and now has 840
customers enrolled, representing 1,533 accounts. In July, the Bank completed its con-
version to a bank holding company structure. In August, the Bank introduced its elec-
tronic bil! payment service that offers Internet banking customers a cost-effective and
efficient means of paying bills electronically. In Octaber, the Bank invested in a major
upgrade to its item processing hardware and software that now enables the Bank to offer
check imaging services to consumers and businesses. Check imaging will also enhance
personal service and research response times for customers. In summary, the year 2001
was both profitable and productive for Greer Bancshares Incorporated.

Unfortunately, our happiness with the Bank’s achievements in 2001 was overshadowed
by the tragic death of one of the Bank’s original organizers and directors, Mr. Robert H.
Henderson, who died with his wife, Frances, on September 22, 2001 in an automobile
accident. Mr. Henderson was a dedicated director who served the Bank with distinction
from the Bank’s inception. We extend our sympathy to the Henderson family and express
our deep gratitude for his service, counsel, and friendship.

As we look to the future, we believe the Greer community will soon resume its growth in
commercial, residential, and industrial activity. Our goals for 2002 are to enhance share-
holder value, improve service quality and value to our customers, grow the Bank profit-
ably, and position the Bank for success in the community we proudly call home.

Thank you for the confidence and trust you have placed in us, and we invite your sugges-

tions for how we may serve you and the Greer community better.

Sincerely,

Whlter 7hl St

Wallter M. Burch R Dennis Hennett E

Chairman of the Board President and CEO
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In Memoriom

On September 22, 2001, Director Robert H. Henderson, Sr.
and his wife Frances died in an automobile accident while
returning home from a social function in Tryon, North Caro-
lina. Mr. Henderson was one of the bank's original organiz-
ers and directors, serving continuously from the founding of
the bank and contributing greatly to its growth and success.
In all of his business, civic, and religious activities, Mr.
Hendersan exhibited the highest standards of ethics and sin-
cere dedication to the betterment of his fellowman.

The deaths of Bob and Frances are a source of great sorrow
to their children and family, and we extend our heartfelt sym-
pathy to them in their grievous loss. Greer State Bank cher-
ishes and honors the memory of Bob and Frances Henderson
and their service to our Bank and community.
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FOCUS ON GUSTOMERS, SHARENOLDERS, EMPLOYEES AND COMMUNITY

(below left) Greer State Bank President, Dennis Hennett, presents the Policeman of
the Year Award to Captain Gary Smith of the Greer Police Department. The Bank
shows its suppori for our law enforcemant by sponsoring the annual banqusi each
year.

(belowr right) Roger Sims, president of Greer Financial Services Corporation, and
Pierce Williams, Senior Commercial Lender, stang in front of the recently com-
pleted home of Greer Christian Learning Center. Both genileman serve on e
board of the Gresr Christian Learning Cenier, a non-danominational/non-profit
corporation which acministers “Relzase Time" programs at Gresr Widdle Scnool.
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Why did we decide to focus on community, customers, shareholders and employees
for this year’s annual report? The answer to us came easily. The evenis that shocked
the world in 2001 also deeply affected all of us within the Greer community. It seemed
that the thing that was most important to us quickly surfaced: people. People make
our families, neighbors, community, customers, shareholders and employees. Our
focus on people has never changed, but the events of 2001 prompted us to reflect on
the bank’s core values, which center on people.

We turned to the values that helped charter our Bank and are instilled in each cus-
tomer transaction today. These values stem from our responsibility to serve the
needs of our community seriously.

Our customers are the lifeblood of the Bank and the very reason we go to work each
day. We care about our customers and the wonderful friends, neighbors and com-
munity forces they represent. One of our goals is to be our customer’s single finan-
cial resource for handling their money, assisting their families with loans, building
their dreams with mortgages, and nurturing their businesses with small business
loans. We get to know our customers well, too. Many of them are friends, community
leaders, volunteers and business owners. They work hard everyday to give their
families and community a betier life. They depend on us at the Bank to be there
when they need us. And we always are. We always maintain a sharp focus on the
level and value of service we provide to each individual customer.

BEING A STRONG
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COMMUNITY BANK REQUIRES THAT WE STRIVE TO DO WHAT IS [N THE BEST INTEREST OF QUR COMMUNITY.

Tommy Williams, branch manager of our North Main Street office, serves on the board of
directors for Daily Bread Ministries. This ministry, also known as the Soup Kitchen, serves
75-100 meals a day. Merle State, fellow board member, reviews plans for their new facility
with Tommy.




FOCUS ON CUSTOMERS, SHAREHOLDERS, EMPLOYEES AND COMMUNITY, cont’.

Christy iackwell is one of several Creer
ncemaioysss who fulor childrenincurlocal

THE VALUES THAT HELPED US GROW THROUGH 2001 ARE THE SAME VALUES THAT WERE WIT
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(Below) The Greer Fire Depariment Explorers is a program for young people,
ages 14-20, who are interested in a future career in emergency Services,
especially fighting fires. Greer State Bank provides funds to this program to
purchase the necessary safety equipment,

(Below Right) Larry James, through the Visions of Excellence organization,
has provided teachers and students in the Greer area with tools that make
learning fun. The World War 1l display at Skyland Elementary Schoo! is just
one of the many history kits that Greer State Bank has helped to fund through
the Visions of Excellence program.
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The Greer community is an energetic, traditional community filled with values that stem from
many generations. And the community expects the Bank to reflect those values. At Greer
State Bank, we do. Our employees are honest and ethical members of the community who
want to serve our customers. As the world of technology changes the ways in which we
conduct business transactions, the manner in which we conduct business continues to re-
main unchanged.

What about these great individuals who are our employees and Bank directors! Many of our
Bank employees have been with us a long time, including several who were with us on Janu-
ary 3, 1989, when we opened our doors for business. Our Bank employees care about provid-
ing our customers with personalized service and financial products that help them realize
their needs and dreams.

THE CHARTER 1N 1988.

Finally, to our shareholders, we present our values of integrity, dependability and leadership.
We have positioned the Bank to sustain and nurture a strong and satisfied customer base.
And our growth plans echo the challenge for all businesses today to provide the highest
guality product and service at the lowest possible cost to customers while rewarding share-
holders with satisfactory returns on investment.

It came easily to us as to why we wanted to focus on people in the year 2001. The values that
helped us grow through 2001 are the same values that were with the charter in 1988: serv-
ing the needs of our customers, our community, our employees and our shareholders. While
the world may have changed to a different way of thinking through catastrophic events in
2001, we want you to know that we will always maintain our core focus: people.




DEPENDENT AUDITORS’ REPORT

Greer Bancsnaras \ncorporated and Subsidiary

To the Board of Directors
Greer Bancshares Incorporated and Subsidiary
Greer, South Carelina

We have audited the accompanying consolidated balance sheets
of Greer Bancshares Incorporated and Subsidiary (the “Com-
pany”) as of December 31,2001 and 2000, and the related con-
solidated statements of income, changes in stockholders’ eg-
uity and cash flows for each of the three years in the period
ended December 31, 2001. These consolidated financial state-
ments are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these consolidated fi-
nancial statements based on our audits.

We conducted our audits in accordance with U.S. generally ac-
cepted auditing standards. Those standards require that we plan
and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial state-
ments. An audit also includes assessing the accounting prin-
ciples used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to
above present fairly, in all material respects, the financial posi-
tion of Greer Bancshares Incorporated and Subsidiary as of De-
cember 31, 2001 and 2000, and the results of their operations
and their cash flows for each of the three years in the period
ended December 31, 2001, in conformity with U.S. generally
accepted accounting principles.

&%%%M

Asheville, North Carolina
January 31, 2002
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Management's Discussion and Analysis is provided to assist in
understanding and evaluating the Company's results of opera-
tions and financial condition. The following discussion should
be read in canjunction with the financial statements and related
notes included in the shareholder mailing.

GRETER STATE BANK Greer State Bank (the Bank) converted to
a bank holding company structure in July of 2001 and is now a
wholly owned subsidiary of Greer Bancshares Incorporated (the
Company). The Bank remains a South Carolina chartered, FDIC
insured, community bank, operating from three offices in Greer,
South Carolina: its main office at 1111 West Poinsett Street, a
branch office at 601 North Main Street, and a branch office at
871 South Buncombe Road. The Bank opened for business on
January 3, 1989.

An important characteristic of the Bank is its emphasis on oper-
ating as a community bank, serving a limited geographic area in
the center of two growth markets, Greenville and Spartanburg
Counties, and adjacent to the I-85 business corridor.

The Bank's primary mission is to maintain a sound and profit-
able community bank, maximize shareholders' value, provide
exemplary customer service, and function within the Greer com-
munity as an outstanding corporate citizen and responsible em-
ployer.

2027 OPERATING RESULTS The Bank experienced moderate
growth in Total Assets in 2001, growing from $166.2 million at
December 31, 2000, to $180.0 million at December 31, 2001,
an increase of 8.4%. Total Deposits grew by 3.3%, from $127.0
million to $131.2 million, and Total Loans, net of unearned in-
come and allowance for loan losses, declined 2.1% from $115.5
milfion to $113.1 million. The Company's Total Stockholders’
Equity increased substantially from $13.5 million to $15.9 mil-
lion, up 17.8%. Netincome for the Company in 2001 was $2.13
million or $1.39 per diluted share, compared to $1.75 million or
$1.16 per diluted share for 2000, and $1.62 million or $1.11 per
diluted share for 1999. Netincome for 2001 represents a21.3%
increase over 2000 earnings, a return on average assets of
1.22%, and a return on average shareholder equity of 14.83%,
compared to 1.10% and 14.06% respectively for 2000, and
1.17% and 14.59% in 1999. Greer Bancshares Incorporated
paid a 5% stock dividend in July of 2001.

The improvement in earnings in 2001 was achieved primarily
through the Bank's reduced funding costs, increased fee income,
and improved operating efficiencies. The higher earnings in 2001
were achieved despite an economic recession which began in
March, extraordinary interest rate reductions by the Federal Re-
serve Bank, and the economic shocks of the terrorist attacks on
September 11, 2001. The Fed reduced interest rates eleven

MANAGEMENT'S DISCUSSION AND ANALYSIS

Greer Bancshares Incorperated and Subsidiary

times during 2001, totaling 475 basis points or 4.75%, in an
effort to revive the economy. Each interest rate reduction had
an immediate, negative earnings impact on the Bank’s loans
that reprice with changes in the prime rate.

The Bank experienced another good year with its loan portfolio
in terms of delinquencies, non-performing loans, and charge-
offs. At December 31, 2001, seventy-three loans were delin-
quent more than 30 days, representing 2.4% of the total num-
ber of loans and 2.8% of total dollars outstanding. Ten loans
were on non-accrual status, totaling $346,012 and represent-
ing three-tenths of one percent of the total loan portfolio. Some
of these numbers, however, are higher than in 2000, reflecting
the impact of the slowing economy on some of our borrowing
customers. Chargeoffs for the year totaled $80,868, and the
Bank recovered $22,130 on loans previously charged off, still a
remarkable record by any lender's standards.

The accounting for Stockholders’ Equity on the Bank’s balance
sheet is impacted by FASB (Financial Accounting Standards
Board) 115 which has been in effect since January 1, 1994,
when all banks were required to apply “market value account-
ing” to their investment portfolios. FASB 115 requires banks to
classify securities into one of three accounts, and classification
is done by individual security. The classifications are “Available
for Sale”, “Held to Maturity”, and “Trading”. Each classification
has different accounting treatment that can affect both income
and capital.

Securities that are classified “Held to Maturity” are those the
Bank has a positive intent and ability to hold until the security
matures. Investments in this classification are reported on the
balance sheet at “amortized cost”, and there is no entry to in-
come or equity accounts resulting from changes in market val-
ues of these securities. In other words, “unrealized gains and
losses” are not reflected through the income statement or eq-
uity account. Greer State Bank has none of its investment secu-
rities classified as “Held to Maturity”.

Securities that are classified “Trading” are those purchased purely
for the purpose of taking short-term gains, and “unrealized gains
and losses” are reflected through earnings. Greer State Bank
does not engage in trading activities, and no securities are clas-
sified “Trading” by the Bank.

Securities classified “Available for Sale” are those that the Bank
does not classify in the two previous categories. “Unrealized
gains and losses” are applied to the Bank’s equity account until
those gains or losses are actually taken or the investment ma-
tures without a gain or loss. Greer State Bank has classified all
of its securities as “Available for Sale” to afford the bank flexibil-
ity in terms of managing the portfolio.




MANAGEMENT'S DISCUSSION AND ANALYSIS
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The Bank has elected to classify all of its securities as “Available
for Sale”, and is reporting in its equity account at December 31,
2001, (on a tax-equivalent basis) $35,266 in “net unrealized
gains” compared 1o “net unrealized losses ” on the investment
portfolio of $144,625 at December 31, 2000. These unrealized
gains are reported in the Stockholders’ Equity portion of the bal-
ance sheet as “Accumulated other comprehensive income” and
are not aciual gains. They would be actual gains only if the bank
had elected to sell all its investment securities which were clas-
sified “Available for Sale” on December 31, 2001 at the market
values on that date.

As reported earlier, the Bank’s loan portfolio decreased by $2.4
million or 2.1% during 2001. As a result, the Bank’s loans to
deposits ratio decreased to 86% at December 31, 2001, com-
pared with 91% at December 31, 2000. Interestincome on loans,
including fees, was $10.1 million in 2001, compared to $9.6
million in 2000 and $7.6 million in 1999.

Due to the extraordinary decreases in interest rates during the
year, interest income on investment securities was $2.3 million
in 2001, compared to $2.6 million in 2000 and $2.3 million in
1999. Net gains on sales of investment securities were $17,874
in 2001, compared to $26,527 in 2000 and $148,008 in 1899,
Total income (interest income plus gains or minus losses on sales
of securities) from the investment portfolio was $2.3 million in
2001, compared to $2.6 mittion in 2000 and $2.5 million in 1999,
LICTDITY  Liquidity is a measure of a bank's ability to provide
funds to meet the needs of depositors and borrowers, and Greer
State Bank's primary goal is to meet these needs at all times. In
addition to these basic cash needs, the Bank must meet liquidity
reguirements created by daily operations and regulatory require-
ments. Liquidity requirements of the Bank are met primarily
through two categories of funding, core deposits and purchased
liabilities. Core deposits include checking and savings accounts,
as well as retail certificates of deposit less than $100,000. These
are considered to be a relatively stable component of the Bank's
mix of liabilities since they are generally the result of stable con-
sumer and commercial banking relationships. At December 31,
2001, core deposits totaled $108.7 million or 83% of the Bank’s
total deposits, compared to $99.2 million or 78% of the Bank's
total deposits at yearend 2000.

The other principal method of funding available to the Bank is
through purchased liabilities. These funding instruments include
large denomination certificates of deposit, purchased federal
funds, lines of credit from the Federal Home Loan Bank and cor-
respondent banks, and repurchase agreements. It is
management's philosophy and practice to center growth of the
Bank on core deposits rather than on purchased liabilities. How-
ever, at certain times in 2001, the Bank found it prudent to use

12

advances from the Federal Home Loan Bank of Atlanta for fund-
ing certain loans with maturities longer than one year. Federal
Home Loan Bank Borrowings increased to $31.6 million at De-
cember 31, 2001, compared to $23.3 million at December 31,
2000,

[NTEREST REVE SENSIVAATY  Prior to deregulation of the fi-
nancial industry in March of 1980, the principal risk manage-
ment activities of banks were credit and investment risk. Be-
cause the cost of funds was regulated by Regulation Q, banks
principally had to manage the quality of their earning assets (loans
and investments) and assure that sufficient income was allo-
cated to their provision for loan losses.

Since 1980, however, the banking industry's deposit mix has
shifted from primarily checking and savings instruments with
interest rates fixed by Regulation Q to rate-sensitive instruments
with rates which fluctuate with market conditions, sometimes
rapidly and significantly. The restructuring of the banking
industry's deposit base, coupled with increases in short term
certificates of deposit, has dramatically increased the opportu-
nities for deposit repricing and also significantly increased the
interest rate risk relative to a bank's earning assets. Such re-
pricing opportunities, driven by financial markets and interest
rate fluctuations, have increased the importance of monitoring
and managing the interest rate risk inherent in the composition
of the Bank’s balance sheet and mix of assets and liabilities.

Greer State Bank's general policy regarding interest margin
management, or the difference between interest income earned
on assets and interest expense paid on deposit liabilities, has
been to optimize net interest income while maintaining a rela-
tively stable deposit base. At December 31, 2001, the Bank's
deposit base totaled $131.2 million and was composed of 35.6%
in transaction accounts, 20.8% in savings accounts (including
money market savings), and 43.6% in certificates of deposits
($22.6 million of which was in CDs equal to or greater than
$100,000, accounting for 17.2% of total deposits). The majority
of the Bank's large CDs are with relationship customers, and
there are no brokered CDs. While the percentage of deposits
comprised of CDs equal to or greater than $100,000 at yearend
2001 is higher than the Bank prefers, the Bank was successful
in reducing “jumbo CDs” by 18.2% in 2001 and will continue
efforts to reduce this ratio further in 2002.

Greer State Bank was successful in 2001 in increasing its core
deposits. The Bank will continue aggressive marketing efforts
to attract lower cost core funding in 2002 to achieve a more risk
averse mix of funding sources. Most of the Bank's certificates
of deposit are concenirated in the six to twelve months time
frame since it is difficult to induce retail customers to purchase
CDs with terms greater than twelve months without a signifi-




cant interest premium. Conversely, many of the Bank's loans
are for terms longer than one year, thus creating a negative dif-
ference, or gap, between the maturities of loans and deposits.
Recognizing this risk to earnings posed by this gap, the Bank
was successful in increasing its percentage of rate sensitive loans
during 2001. The Bank's current "negative gap" position rep-
resents only a moderate amount of interest rate risk to the Bank's
earnings in either rising or falling interest rate environments.
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Greer State Bank makes both consumer
and commercial purpose loans within its market area. The Bank
defines its primary market area to be the greater Greer commu-
nity, which is located in both Greenville and Spartanburg Coun-
ties.

The Bank strives for a balanced mix of consumer lending, com-
mercial lending to small and medium-sized businesses, and
mortgage lending, both consumer and commercial. At Decem-
ber 31, 2001, real estate loans, both commercial and consumer
purpose, comprised 69% of the total loan portfolio; commercial
purpose loans, excluding real estate loans, comprised 19%, and
consumer purpose loans, excluding real estate, comprised the
remaining 12%.

The Bank is responsive to the housing needs of low to moderate
income individuals and families in the Greer community. It makes
construction loans to build homes in the $70,000 to $99,000
price range and provides permanent financing, through both Bank
and correspondent programs, to qualified purchasers of these
and other low to moderate cost homes. This mix of loans has
provided the Bank a portfolio of acceptable risk and reasonable
yield.

The Bank strives to diversify its loan portfolio and limit loan con-
centrations to any borrower or industry. Management has placed
emphasis on the collateralization of loans with value-retaining
assets, and 93% of the Bank's loan portfolio is secured. As noted
earlier, sixty-nine percent of the total toan portfolio is secured by
real estate.

Loan Portfolio Composition at 12/31/01

2001 2000
Real Estate $78,731,792 $84,147,624
Commercial and Industrial
(Non-Real Estate) 22,186,698 20,205,012
Instaliment Loans to Consumers 9,902,996 10,204,525
All Other 3,541,989 1,908,704
Total Gross Loans $ 114,363,475 $ 116,465,865

MANAGEMENT’S DISCUSSION AND ANALYSIS

Greer Bancshares Incorporated and Subsidiary

PROVISICY FOR LOAN LOSSES  Providing for the possibility of
loan losses is, in reality, management's estimation and quantifi-
cation of potential loan losses. Management's determination of
the allowance for loan losses, however, is based on a board-
approved, loan-loss modeling system which includes the prior
loss experience of the Bank, the internal review and evaluation
of the Bank's loan portfolio for the purposes of identifying po-
tential problem loans, external review and evaluation by the
Bank's auditors and federal and state banking examiners,
management's consideration of current economic conditions, and
other relevant risk factors in evaluating the adequacy of the al-
lowance for loan losses. The adequacy of the loan loss reserve
is evaluated quarterly by the Board of Directors and adjusted as
necessary. For 2001, Greer State Bank provided $355,000 in
loan loss reserves, charged off $80,868, and recovered $22,130,
for net loan losses of $58,738. Total charge-offs, net of recover-
ies, for the bank's thirteen-year history are $334,543, an aver-
age of $25,734 per year. By any measure, this is truly an ex-
traordinary record and is indicative of the Bank’s sirong credit
culture, experienced lending staff, and the Loan Committee’s
oversight.

While the Bank has been very fortunate in loan losses during its
thirteen-year history, it should be noted that general economic
conditions greatly affect loan losses. No assurances can be made
that future loan losses may not be significant in relation to the
amount provided during a particular period. Future evaluations
of the loan portfolio, based on conditions then prevailing, may
require additions to the allowance, thus necessitating charges
toincome. Management, however, considers the present allow-
ance for loan losses adequate based on internal and external
analyses of the loan portfolio.

NONPERFORMING ASSETS  Non-performing Assets are fore-
closed properties, nonaccrual loans, restructured loans and loans
90 days or more past due. A loan is placed on nonaccrual status
and accrual of interest income suspended when, in
management's judgment, the collection of principal or interest
is considered to be in doubt. Any interest income accrued dur-
ing the current year but not received at the time the loan is placed
on nonaccrual status is reversed in the current year to the ex-
tent collection is considered doubtful. Any interest receivable
that had been accrued in a prior year and is subsequently deter-
mined to have doubtful collectibility is charged to the allowance
for loan losses. Payment of interest on loans that are classified
as non-accrual is recognized as received. For this purpose, past
due loans are those that have principal and/or interest that is
past due 90 days or more. In some cases, where borrowers are
experiencing financial difficulties, loans may be restructured 1o
provide terms more favorable to the borrower than the original
contractual terms.
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At December 31, 2001, the Bank had ten loans on non-accrual
status, totaling $344,640 and representing three-tenths of one
percent of the total loan portfolio. At yearend, the Bank had one
repossessed vehicle, one foreclosed property, and no loan that
had been restructured. The Bank anticipates only nominal losses
on the above non-performing accounts and will continue to work
with delinquent customers who show a desire and ability to re-
pay their debts. Bank management will monitor delinquent ac-
counts closely and make persistent efforts at collection.
INVESTHENT 8 0URITIES - Management of the Bank's in-
vestment porifolio has been active but moderate in terms of risk.
The investment portfalio is regarded by management as a source
of liquidity and interest income as opposed to a trading account
used to enhance income through the speculative buying and
selling of investments. At December 31, 2001, the Bank's in-
vestment portfolio had $35,266 (on a tax equivalent basis) in net
unrealized gains on marketable securities and investments avail-
able for sale, reflecting the impact of the 475 basis point (4.75%)
decrease in short-term interest rates in 2001 by the Federal
Reserve Bank.
REIUANCUASST! The following table shows
the return on average assets (net income divided by average
total assets) and return on average equity (net income divided
by average daily equity) for the years ended December 31,2001,
2000, and 1999:

TG ANT BOLTY
L 2l STV

2001 2000 1998

1.22% 1.10% 1.17%
14.83% 14.06% 14.59%

Return on average assets
Return on average equity
STICA XFIRATICY AND CIWIDENDS  The common stock
of Greer Bancshares incorporated (which replaced Greer State
Bank common stock on a one-for-one basis in July, 2001) has
been traded in the local over-the-counter market since January
4,1989, and is quoted in two local papers, The Greenville News
and The Spartanburg Herald, in the Area OTC listings section.
The following table sets forth the high and low “bid” prices per
share of the common stock for each quarterly period during 2001,
as reported by the Area Qver the Counter Market.

2001

Quarter High Low
First $27.00 $27.00
Second $27.00 $27.00
Third $28.25 $27.00
Fourth $28.25 $27.00
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The Bank paid 5% stock dividends annually from 1992 through
1998, its fourth through tenth years of operations, and paid a
cash dividend of 12.5 cents per share in June of 1997, 17.5
cenis per share in June of 1998, and 30 cents per share in June
1999. A 2-for-1 stock split was issued effective as of June 1,
1999. Cash dividends, as well as the prices listed above, have
been adjusted to reflect the stock split. In June of 2000, the
Bank paid a 3% stock dividend and a 35 cents per share cash
dividend. In July of 2001, Greer Bancshares Incorporated paid a
5% stock dividend.

The payment of dividends in the future is subject to earnings,
capital requirements, financial condition, and such other factors
as the Board of Directors of Greer Bancshares Incorporated, and
the Commissioner of Banking for South Carolina and the FDIC
may deem relevant.
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Decemier 3t, 2001  December 31, 2000

Assets

Cash and Due from Banks $ 7,420,621 § 4,772,911
Federal Funds Sold 150,000 130,000
Investment Securities 49,754,568 36,241,796
Net Loans 113,115,214 115,513,563
Premises and Equipment, net 4,617,936 4,447 216
Real Estate Held for Sale 685,698 632,974
Accrued Interest Receivable 1,089,859 1,142,136
Other Assets 3,217,882 3,316,785

Total Assets $ 180,051,778 § 166,197,381

Liabilities and Stockholders’ Equity

Deposits:
Non-interest bearing $ 16,856,854 $ 15,064,938
Interest bearing 114,314,373 111,948,687
131,171,227 127,013,625
Notes Payable to Federal Home Loan Bank 31,614,607 23,290,463
Federal Funds Purchased : - 900,000
Other Liabilities 1,340,358 1,453,295
Total Liabilities 164,126,192 152,657,383
Commitments--Noie 9
Stockholders’ equity:
Common stock--par value $5 per share, 10,000,000 shares authorized; 1,557,528
and 1,478,081 shares issued and outstanding at December 31, 2001 and 2000,
respectively 7,787,640 7,390,405
Additional 6aid in capital 5,344,572 3,659,815
Retained earnings 2,758,108 2,634,403
Accumulated other comprehensive income 35,266 (144,625)
Total stockholders’ equity 15,925,586 13,539,998
Total liabilities and stockholders’ equity $ 180,051,778 $ 166,197,381

The accompanying notes are an infegral part of these consclidated financial statements.
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For the Years Ended
28c3mkar 87,2207 December 31, 2000 December 31,1929
migrestincome:
Loans, including Fees $ 10,057,870 $ 9,639,812 $ 7,619,373
Investment Securities:
Taxable 1,729,392 1,998,513 1,673,968
Tax-exempt 600,263 559,025 633,377
Federal Funds Sold 87,534 4,639 29,604
Other 22,517 16,241 16,366
Total Interest Income 12,497,576 12,219,230 9,972,688
interest omenss:
Interest on Deposit Accountis 4,414,622 4,945,374 3,714,588
Interest on Other Borrowings 1,634,472 1,505,666 922,703
Total interest Expense 6,049,094 6,451,040 4,637,291
Net Interest Income 6,448,482 5,768,190 5,335,397
2rovision Tor Lo8T L08sss: 355,000 200,000 120,000
Net Interest Income after Provision for Loan Losses 6,093,482 5,568,190 5,215,397
Ngn-nferss: noome:
Service Charges on Deposit Accounts 305,596 179,330 141,300
Other Service Charges 606,519 412,471 236,970
Gain on Sale of Investment Securities 17,874 26,527 148,008
Gain on Sale of Real Estate Held for Sale 7,735 - 29,173
Loss on Sale of Premises and Equipment - - (9,331)
Other Operating Income 766,186 566,130 441,919
Total Non-Interest Income 1,703,910 1,184,458 988,039
Nern-nisres! Zxnensss:
Salaries and Emplovee Benefits $ 2,560,920 $ 2,324105 $ 2,188,990
Occupancy and Equipment 759,383 693,746 652,266
Postage and Supplies 221,379 199,310 190,737
FDIC Insurance 23,735 23,712 11,685
Other Operating Expenses 1,264,764 1,080,357 994,429
Total Non-Interest Expenses 4,830,181 4,321,230 4,038,107
Income Before income Taxes 2,967,211 2,431,418 2,165,329
Provision 107 2008 Taxses 841,350 678,615 543,006
Net Income $ 2,125,861 $ 1,752,803 $ 1,622,323
carnings Per Srae
Basic $ 141 § 118 $ 1.12
Diluted $ 139 § 116 § 1.11

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES [N STOCKHCLDERS® EQUITY
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Accumulated

Common Stock Aggiig?lzal Retained Com[?rtahheernsive Stocl?xts{iers'
For the Years Ended December 31, 2001, 2000 and 1999 Shares Amount Capital Earnings Income Equity
Balance at December 31, 1998 704,439 $3,522,195 $6,092,859 $1,302,155 $ 309,304 $11,226,513
Net Income - - - 1,622,323 - 1,622,323
Other Comprehensive Income, Net of Tax:
Unrealized Holding Losses on
Investment Securities - - - - (936,341)  (936,341)
Less Reclassification Adjustments for
Gains Included in Net Income - - - - (94,720) (94,720)
Comprehensive Income 591,262
Two for One Stock Split 709,417 3,547,085 (3,547,085) - - -
Stock Exercised Pursuant to Stock
Option Plan 8,255 46,275 63,149 - - 109,424
Cash Dividend ($.60 per Share) - - - (425,650) - (425,650)
Balance at December 31, 1999 1,423,111 7,115,555 2,608,923 2,498,828  (721,757) 11,501,549
Net Income - - - 1,752,803 - 1,752,803
Other Comprehensive Income, Net of Tax:
Unrealized Holding Losses on
Investment Securities - - - - 593,427 593,427
Less Reclassification Adjustments for
Gains Included in Net Income - - - - (16,295) {16,295)
Comprehensive Income 2,329,935
Three Percent Stock Dividend 42,596 212,980 894,516 (1,107,496) - -
Cash in Lieu of Fractional Shares on
Stock Dividend - - - (8,821) - (8,821)
Stock Exercised Pursuant to Stock
Option Plan 12,374 61,870 127,376 - - 189,246
Tax Benefit of Stock Options Exercised - - 29,000 - - 29,000
Cash Dividend ($.35 per Share) - - - (500,911 - {500,911
Balance at December 31, 2000 1,478,081 7,390,405 3,659,815 2,634,403  (144,625) 13,539,998
Net Income - - - 2,125,861 - 2,125,861
Other Comprehensive Income, Net of Tax:
Unrealized Holding Losses on
Investment Securities - - - - 190,884 190,884
Less Reclassification Adjustments for
Gains Included in Net Income - - - - (10,993) (10,993)
Comprehensive Income 2,305,752
Five Percent Stock Dividend 73,824 369,120 1,624,127 (1,993,247) - -
Cash in Lieu of Fractional Shares on
Stock Dividend - - - (8,909) - (8,909)
Stock Exercised Pursuant to Stock
Option Plan 5,623 28,115 60,630 - - 88,745
Balance at December 31, 2001 1,557,528 $7,787,640 $5,344,572 $2,758,108 $ 35,266 $15,925,586

The accompanying notes are an integra! part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
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For the Years Ended

December 31, 2000

December 31,1999

Ocerating Aclivites:

=3

Net Income $ 2,125,861 § 1,752,803 1,622,323
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:
Depreciation 459,405 378,224 369,021
Gain on Sale of Investment Securities (17,874) (26,527) (148,008}
Gain on Sale of Real Estate Held for Sale (7,735) - (29,173)
Gain on Surrender of Life Insurance Policy (81,780) - -
Loss on Sale of Premises and Equipment - - 9,331
Provision for Loan Losses 355,000 200,000 120,000
Deferred Income Tax Benefit (120,700) (68,000) (49,689)
Net Change in:
Accrued interest Receivable 52,277 (80,158) (181,134)
Other Assets (137,953) (161,273) (63,256)
Other Liabilities (112,937) 533,484 192,775
Net Cash Provided by Operating Activities 2,513,564 2,528,553 1,842,190
fnvesting Activilizs:
Proceeds from Sales of Investment Securities 1,005,000 10,659,445 8,645,545
Proceeds from the Maturity of Investment Securities 8,810,697 2,412,834 6,258,133
Purchase of Investment Securities (23,018,088) (4,840,772) (22,078,734)
Purchase of Bank-Owned Life Insurance - (1,415,000) -
Proceeds from Sale of Premises and Equipment - - 225
Proceeds from Sale of Real Estate Held for Sale 300,369 - 101,504
Proceeds from Life Insurance Policy Surrender 326,720 - -
Net Increase in Federal Funds Sold (20,000) {130,000) -
Net (Increase) Decrease in Loans 1,697,991 (19,639,230 (19,892,163)
Purchase of Premises and Equipment (630,125) (549,125) (167,915)
Net Cash Used for Investing Activities (11,527,436) (13,501,848) (27,133,405)
Finencing Aclviliss:
Net Increase in Deposits $ 4,157,602 $ 13,097,998 16,066,507
Repayment of Notes Payable to Federal Home Loan
Bank {(10,675,856) (10,510,647) (5,536,112)
Proceeds from Notes Payable to Federal Home Loan
Bank 19,000,000 8,000,000 16,450,000
Proceeds from Federal Funds Purchased - 900,000 -
Repayment of Federal Funds Purchased (900,000) - (1,450,000)
Proceeds from Exercise of Stock Options 88,745 189,246 109,424
Cash in Lieu of Fractional Shares on Stock Dividend (8,909) (8,821) -
Cash Dividends Paid - (500,911) (425,650)
Net Cash Provided by Financing Activities 11,661,582 11,166,865 25,214,169
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For the Years Ended

Decemier 31, 2021  December 31, 2000 December 31,1939

Net Increase (Decrease) in Cash and Due from Banks 2,647,710 193,570 {(77,046)
Cash and Due from Banks at Beginning of Year 4,772,911 4,579,341 4,656,387
Cash and Due from Barks at End of Year $ 7420621 $ 4772911 § 4,579,341
Supplemental Disclosures of Cash Flow Information:
Cash Paid During the Year for:
Interest $ 6,278,452 § 6,035,758 $ 4,496,938
Income Taxes $ 947151 § 718,006 $ 617,203
Non-Cash Investing and Financing Activities:
Real Estate Acquired in Satisfaction of Mortgage Loans 345,358 § - $ 187,331
Loan to Facilitate Sale of Real Estate $ - % - $ 115,000

The accompanying notes are an integral part of these consolidated financial statements.
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NCTZ ). SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reorganization In July 2001, we formed Greer Bancshares
incorporated as the bank holding company for Greer State Bank
{the “Bank”). All of the outstanding common shares of the Bank
were exchanged for common stock of the new holding company
at that time. The accompanying financial statements include the
accounts of the holding company and its wholly owned subsid-
iary (herein referred to as “the Company”).

Nature of Operations The only current activity of the holding
company is to hold its investment in the Bank. We operate the
Bank under a state bank charter and provide full banking ser-
vices to our clients. We are subject to regulation by the Federal
Deposit Insurance Corporation and the South Carolina Board of
Financial Institutions.

The Bank has Greer Financial Services Corporation as a wholly
owned subsidiary to provide financial management services and
non-deposit product sales.

Principles of Consolidation The consolidated financial state-
ments include the accounts of the GCompany and its subsidiaries
and, in consolidation, all significant intercompany items are elimi-
nated.

Estimates The preparation of financial statements in confor-
mity with generally accepted accounting principles requires man-
agement to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of con-
tingent assets and liabilities at the date of the financial state-
ments and the reported amounts of revenues and expenses dur-
ing the reporting period. Actual results could differ from those
estimates.

Gash and Cash Equivalents For the purpose of presentation
in the statements of cash flows, cash and cash equivalents are
defined as those amounts included in the balance sheet caption
“Cash and due from banks.”

Investment Securities  We account for investment securities
in accordance with Statement of Financial Accounting Standards
(SFAS) No. 115, Accounting for Certain Investments in Debt and
Equity Securities. This standard requires us to classify debt se-
curities upon purchase as available for sale, held to maturity, or
trading. We have no held to maturity or trading securities. Secu-
rities classified as available for sale are carried at market value.
Unrealized holding gains or losses are reported as a component
of stockholders’ equity (“accumulated other comprehensive in-
come”) net of deferred income taxes.

Realized gains or losses on dispositions are calculated on the
difference between net proceeds and adjusted carrying amount
of the security, using the specific identification method.
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Concentrations of Credit Risk We make loans to individuals
and small businesses located primarily in upstate South Caro-
lina for various personal and commercial purposes. We have a
diversified loan portfolio and the borrowers’ ability to repay their
loans is not dependent upon any specific economic sector.

Loans and Interest Inceme  We grant martgage, commercial
and consumer loans to customers. A substantial portion of the
loan portfolio is represented by loans throughout the Greater
Greer area of the upstate of South Carolina. The ability of our
debtors to honor their contracts is dependent upon the general
economic conditions in this area.

Loans are reported at their outstanding unpaid principal balances
adjusted for the allowance for loan losses and any unearned
discounts. Interest income is accrued and taken into income
based upon the interest method.

The accrual of interest on loans is discontinued when, in our
judgement, the interest will not be collectible in the normal course
of business. All interest accrued but not collected for loans that
are placed on non-accrual or charged off is reversed against
interest income. The interest on these loans is accounted for on
the cash-basis or cost-recovery method, until qualifying for re-
turn to accrual. Loans are returned to accrual status when all
the principal and interest amounts contractually due are brought
current and future payments are reasonably assured.

Allowance for Loan Losses The allowance for loan losses is
established as losses are estimated to have occurred through a
provision for loan losses charged to earnings. Loan losses are
charged against the allowance when we believe the
uncollectibility of a loan balance is confirmed. Subsequent re-
coveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by
our management and is based upon our periodic review of the
collectibility of the loans in light of historical experience, the na-
ture and volume of the loan portfolio, adverse situations that
may affect the borrower’s ability to repay, estimated value of
any underlying collateral, and prevailing economic conditions.
This evaluation is inherently subjective as it requires estimates
that are susceptible to significant revision as more information
becomes available.

A loan is considered impaired when, based on current informa-
tion and events, it is probable that we will be unable to collect
the scheduled payments of principal or interest when due ac-
cording to the contractual terms of the loan agreement. Factors
considered by us in determining impairment include payment
status, collateral value, and the probability of collecting sched-
uled principal and interest payments when due. Loans that ex-
perience insignificant payment delays and payment shortfalls
generally are not classified as impaired. Impairment is measured
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on a loan by loan basis for commercial and construction loans
by either the present value of expected future cash flows dis-
counted at the loan’s effective interest rate, the loan’s obtain-
able market price, or the fair value of the collateral if the loan is
collateral dependent.

Large groups of smaller balance homogeneous loans are col-
lectively evaluated for impairment. Accordingly, we do not sepa-
rately identify individual consumer and residential loans for im-
pairment disclosures.

Premises and Equipment Premises and equipment are stated
at cost, net of accumulated depreciation. Depreciation is charged
using straight-line and accelerated methods over the useful lives
of the assets. Additions to premises and equipment and major
replacements or improvements are capitalized at cost. Mainte-
nance, repairs and minor replacements are expensed when in-
curred. Gains and losses on routine dispositions are reflected in
current operations.

Real Estate Held for Sale  Our real estate held for sale is
stated at the lower of cost or net realizable value. Market values
of real estate held for sale are reviewed regularly and allow-
ances for losses are established when the carrying value ex-
ceeds the estimated net realizable value. Gains and losses on
the sale of real estate held for sale are recorded at the time of
sale.

Income Taxes We follow the practice of filing a consolidated
federal return and separate state returns. Income taxes are allo-
cated to each company based on the separate returns filed.

Certain items of income and expense for financial reporting are
recognized differently for income tax purposes (principally the
provision for loan losses and depreciation). Provisions for de-
ferred taxes are made in recognition of such temporary differ-
ences as required under SFAS No. 109, Accounting for Income
Taxes. Current income taxes are recorded based on amounts
due with the current income tax returns.

Earnings Per Share of Common Stoclk  SFAS No. 128, Earn-
ings Per Share, requires that we present basic and diluted earn-
ings per share of common stock. The assumed conversion of
stock options creates the difference between basic and diluted
net income per share. Income per share is calculated by divid-
ing net income by the weighted average number of common
shares outstanding for each period presented. The weighted
average number of common shares outstanding for basic earn-
ings per share was 1,512,574 in 2001, 1,486,307 in 2000, and
1,448,657 in 1999. The weighted average number of common
shares outstanding for diluted earnings per share was 1,531,082
in 2001, 1,505,932 in 2000, and 1,466,370 in 1999.

In 2001, we issued a five-percent common stock dividend. We

Greer Bancshares Incorporated and Subsidiary

issued a three-percent common stock dividend in 2000 and a
two for one stock split in 1999. Net income per share amounts
have been restated to reflect the stock split and stock dividends.

New Accounting Pronouncements  On July 20, 2001, the
Financial Accounting Standards Board (the “FASB") issued State-
ment of Financial Accounting Standards (SFAS) No. 141, Busi-
ness Combinations, and No. 142, Gooawill and Other Intangible
Assets. SFAS Nos. 141 and 142 will change the accounting for
business combinations and goodwill in two significant ways. First,
SFAS No. 141 requires that the purchase method of accounting
be used for all business combinations initiated after June 30,
2001. Use of the pooling-of-interests method is prohibited.

Second, SFAS No. 142 changes the accounting for goodwill from
an amortization method to an impairment-only approach. Upon
adoption of SFAS No. 142, we would cease amortization of any
goodwill recorded in past business transactions.

If necessary, the implied fair value of the goodwill will be com-
pared to the carrying value to determine if an allowance is nec-
essary. The provisions of SFAS No. 142 are effective for fiscal
years beginning after December 15, 2001. The application of
this statement is not expected to have a material impact on our
financial statements.

In June 2001, the FASB issued SFAS No. 143, Accounting for
Asset Retirement Obligations, and in July 2001, the FASB issued
SFAS No. 144, Accounting for Impairment or Disposal of Long-
Lived Assets.

SFAS 143 requires that obligations associated with the retire-
ment of tangible long-lived assets be recorded as a liability when
those obligations are incurred, with the amount of liability ini-
tially measured at fair value. SFAS 143 will be effective for fi-
nancial statements beginning after June 15, 2002, though early
adoption is encouraged. The application of this statement is not
expected to have a material impact on our financial statements.

SFAS 144 supersedes SFAS 121, Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to be Disposed
Of. SFAS 144 applies to all long-lived assets including discon-
tinued operations, and amends Accounting Principle Board of
Opinion No. 30, Reporting the Effect of Disposal of a Segment of
a Business, and Extraordinary, Unusual and Infrequently Occur-
ring Events and Transactions. SFAS 144 requires that long-lived
assets that are to be disposed of by sale be measured at the
lower of book or fair value less cost to sell. SFAS 144 is effective
for financial statements issued for fiscal years beginning after
December 15, 2001, and its provisions are generally expected
1o be applied prospectively. The application of this statement is
not expected to have a material impact on our financial state-
ments.
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NITE 2. INVESTMENT SECURITIES
The amortized cost, gross unrealized gains and losses, and esti-
mated fair value of investment securities are as follows:

Decsmber 31, 2007

Gross Gross
Amoritized Unrealized Unrealized Estimated
Cost Gains Losses  FairValue

United States Government

Agency Obligations $8,500,000 $132,354 $ 22,167 $ 8,610,187

Mortgage-Backed Securities 20,065,832 299,826 128,972 20,236,686
Municipal Securities 15,386,112 50,641 240,689 15,196,064
Corporate Bonds 2,262,562 47,407 - 2,309,969
Federal Home Loan Bank

Stock-Restricted 1,587,700 - - 1,587,700
Marketable Equity Securities-

Mutual Funds 1,895,020 9,338 90,396 1,813,962
Totals $49,697,226 $ 539,566 $ 482,224 $49,754,568

December 31, 2000

Gross Gross  Estimated
Amoritized Unrealized Unrealized Fair
Cost Gains Losses Value
United States Government
Agency Obligations $5,486,888 $ 62,246 $117,162 $ 5,431,972
Mortgage-Backed Securities 13,902,204 - 9,753 13,892,451
Municipal Securities 9,895,658 25546 76,084 9,845,120
Corporate Bonds 3,773,491 133 26,248 3,747,376
Federal Home Loan Bank
Stock-Restricted 1,523,700 - - 1,523,700
Marketable Equity Securities-
Mutual Funds 1,895,020 - 93843 1,801,177
Totals $36,476,961 $ 87,925 $323,090 $36,241,796

The amortized cost and estimated fair value of investment se-
curities at December 31, 2001, by contractual maturity for debt
securities and expected maturities for mortgage-backed secu-
rities, are shown below. Expected maturities will differ from con-
tractual maturities because borrowers may have the right to pre-
pay the obligations:

Net
Unrealized
Amoritized Estimated Gains
Cost Fair Value (Losses)

Due in One Year or Less $ 5,010,112 $ 4,933,058 $§ (77,054)
Due after One Year through Five

Years 6,304,566 6,388,253 83,687
Due after Five Years through Ten

Years 13,133,571 13,243,768 110,197
Due after Ten Years 25,248,977 25,189,489 (59,488)
Totals $49,697,226 $49,754,568 $ 57,342

Investment securities with an aggregate book value of approxi-
mately $23,984,000 and $23,451,000 at December 31, 2001
and 2000, respectively, were pledged to secure public deposits
and for other purposes.

For the years ended December 31, 2001, 2000 and 1988, pro-
ceeds from sales of securities available for sale amounted to
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$1,005,000, $10,659,445, and $8,645,545, respectively. Gross
realized gains amounted to $17,874, $61,264, and $148,421,
respectively. Gross realized losses amounted to $-0-, $34,737,
and $413, respectively. The tax provision applicable to these net
realized gains amounted to $7,000, $10,000, and $56,000, re-
spectively.

NUTE 3, NETLOANS

A summary of loans outstanding by major classification follows:
zer 31, 2C07  December 31, 2000

™
wICBIMIET 3, 2lwh

Real Estate $ 78,731,792 § 84,147,624
Commercial and Industrial
(Non-Real Estate) 22,186,698 20,205,012
Installment Loans to Individuals for
Household, Family and Other
Personal Expenditures 9,902,996 10,204,525
All Other Loans 3,541,989 1,908,704
114,363,475 116,465,865
Unearned Discounts (3,604) (3,907)
114,359,871 116,461,958
Allowance for Loan Losses (1,244,657) (948,395)
$ 113115214 $ 115,513,563

The change in the allowance for loan losses is summarized as
follows:

2031 2000 1989
Balance, Beginning of Year $ 948395 § 784,373 $§ 691,969
Provision Charged to Income 355,000 200,000 120,000
Recoveries on Loans 22,130 9,791 33,968
Loans Charged Off (80,868) (45,769) (61,564)
Balance, end of year $ 1,244657 § 948395 § 784,373

At December 31, 2001 and 2000, non-accrual loans totaled ap-
proximately $346,000 and $599,000, respectively. The total
amount of interest earned on non-accrual loans was approxi-
mately $38,000 in 2001, $32,000 in 2000, and $20,000 in 1999,
The gross interest income that would have been recorded under
the original terms of the non-accrual loans amounted to approxi-
mately $24,000 in 2001, $22,000 in 2000, and $24,000 in 1999.
As of December 31, 2001 and 2000, we had no impaired loans.

XCTE £, PREMISES AND EQUIPMENT

Premises and equipment are summarized as follows:

Cecemier 37, 2031 December 31, 2000

Land 3 264,720 $ 264,720
Buildings and Improvements 3,558,199 3,544,303
Equipment 804,078 758,917
Furniture and Fixtures 606,428 543,013
Electronic Data Processing 2,173,014 1,665,362
7,406,439 6,776,315

Less Accumulated Depreciation (2,788,503) (2,329,099)
$ 4617936 $ 4,447,216

Depreciation expense charged to operations was $459,405,
$378,224, and $369,021 for 2001, 2000 and 1998, respectively.
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WNOTE 5. OTHER ASSETS

Other assets at December 31 consist of the following:

2001 2000
Prepaid Expenses $ 223443 $ 226,400
Bank Owned Life insurance 2635172 2,737,983
Deferred Income Tax Asset 357,500 349,000
Other 1,767 3,002
$ 3217882 § 3,316,385
NOTE B. TIME DEPOSITS GREATER THAN OR EQUAL TO $100,000

At December 31, 2001 and 2000, time deposits of $100,000 or
more totaled approximately $22,590,000 and $27,880,000, re-
spectively. Interest expense on these deposits was approximately
$1,288,000, $1,496,000, and $895,000 in 2001, 2000 and 1999,
respectively.

Contractual maturities of time deposits are summarized as fol-
lows:

December 31, 2001 December 31, 2000

12 Months or Less $ 50,746,507 $ 56,758,920
1-3 Years 6,303,299 1,351,506
3 57,049,806 $ 58,110,426

WOTE 7. MOTES PAYABLE TO FEDERAL HOME LOAR BANK

At December 31,2001 and 2000, we had notes payable totaling
$31,614,607 and $23,290,463, respectively, to the Federal Home
Loan Bank (FHLB). At December 31, 2001, $3,000,000 of these
notes bear variable interest at 5.33 percent. At December 31,
2000, $13,500,000 of these notes had variable interest at rates
ranging from 6.35 to 6.8 percent. The remaining $28,614,607
and $9,790,463, at December 31, 2001 and 2000, respectively,
bear interest at fixed rates ranging from 2.15 to 6.67 percent at
December 31, 2001, and at fixed rates ranging from 4.97 to
6.67 percent at December 31, 2000. We have piedged as collat-
eral our FHLB stock and have entered into a blanket collateral
agreement whereby we will maintain, free of other encum-
brances, qualifying mortgages with a book value of at least 135
percent of total advances.

Minimum required payments of principal at December 31, 2001,
are as follows:

2002 $ 2,000,000
2003 3,000,000
2005 and therafter 26,614,607

$ 31,614,607

NOTE 8. UNUSED LINES OF CREDIT

We have an unused short-term line of credit to purchase fed-

Greer Bancshares Incorporated and Subsidiary

eral funds from correspondent banks totaling $6.5 million. We
also have an unused reverse repurchase line from a correspon-
dent bank totaling $1,000,000.

We also have the ability to borrow an additional $13 million
from the Federal Home Loan Bank. The borrowings are avail-
able by pledging collateral and purchasing additional stock in
the Federal Home Loan Bank.

NOTE Q. FINANCIAL INSTRUMENTS AND COMMITMENTS WITH OFF-
BALANCE SHEET RISK

In the normal course of our business, we are a party to financial
instruments with off-balance sheet risk. These financial instru-
ments include commitments to extend credit and standby let-
ters of credit. Those instruments involve, to varying degrees,
elements of credit and interest rate risk in excess of the amount
recognized in the accompanying balance sheets. The contract
amounts of those instruments reflect the extent of involvement
we have in particular classes of financial instruments. We use
the same credit policies in making commitments as for making
loans. Commitments to extend credit in the future represent
financial instruments involving credit risk. The amount of such
commitments and standby letters of credit at December 31,
2001, were approximately $20,100,000.

Commitments to extend credit are agreements to lend as long
as there is no violation of the conditions established in the con-
tract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee.
Since many of the commitments are expected to expire without
being drawn upon, the total commitment amounts do not nec-
essarily represent future cash requirements. We evaluate each
customer’s creditworthiness on a case-by-case basis. The
amount of collateral, if any, obtained upon extension of credit is
based on our credit evaluation.

We are a party to litigation and claims arising in the normal
course of business. After consultation with legal counsel, we
believe that the liabilities, if any, arising from such litigation and
claims will not be material to our financial position.

NOTE 10. STOCKMCLDERS' EQUTY

We have 1,000,000 authorized but unissued shares of preferred
stock (par value $5). Should we ever issue preferred stock, the
designation of terms, conditions and amounts will be set by our
directors.

In July 2001, we declared a five-percent stock dividend. In June
2000, we declared a three-percent stock dividend and in June
1999, we declared a two for one stock split. Information rela-
tive to previous stock option plans and earnings per share have
been restated for the effects of the stock split and stock divi-
dends.
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Under the Greer Bancshares Incorporated and Subsidiary em-
plovee Incentive Stock Option Plan, options for up to 120,000
shares of common stock can be granted to employees desig-
nated by the Board of Directors. The form, price, conditions and
number of shares under option are determined by the Board.
Plan limitations are: (1) that no option can be exercised before
one year, or after ten years from the date that the option is
granted, and (2) that the option price will be greater than or
equal to the fair market value of the commaon stock at the date

of the grant.

In 1997, our directors adopted a Directors Stock Option Plan.
Beginning with the adjournment of the 1997 annual meeting of
shareholders and at the adjournment of the annual meetings
for each of the succeeding nine years in which the return on
average equity for the fiscal year preceding the annual meeting
is greater than or equal to twelve percent, each director shall
be granted an option to purchase 1,000 shares of our common
stock at fair market value on the grant date. Each option be-
comes exercisable on the date six months and one day follow-
ing the grant date. No director may receive grants of options in
excess of 10,000 shares. The maximum number of shares for
which options may be granied is 80,000.

We apply Accounting Principles Board (APB) Opinion 25 and
related interpretations in accounting for the plans. Accordingly,
no compensation cost has been charged to operations. Had
compensation cost for the Plan been determined based on the
fair value at the grant dates for awards under the plans consis-
tent with the accounting method available under SFAS No. 123,
Accounting for Stock-Based Compensation, our net income per
share and our net income would have been reduced to the pro-
forma amounts indicated below:

2051 2000 1839

Net Income:

As Reported $ 2125861 $ 1,752,803 $ 1,622,323

Proforma 2,077,075 1,718,282 1,583,879
Basic Net income per Share of

Common Stock:

As Reported $ 141 § 118 § 112

Proforma 1.37 1.16 1.09
Diluted Net Income per Share of

Gommon Stock:

As Reported 3 139 $ 116 § 1.11

Proforma 1.36 1.14 1.08

The fair value of each option grant is estimated on the date of
grant using the Black - Scholes option pricing model with the
following weighted average assumptions for grants in 2001:
$.35 per share dividend yield, expected volatility of 12.5 per-
cent, risk-free interest rate of 5.00 percent and expected lives
of seven years. The following were the weighted average as-
sumptions for grants in 2000: $0.35 per share dividend yield,
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expected volatility of 12.5 percent, risk-free interest rate of 5.35
percent, and respective lives of seven years. The following were
the weighted average assumptions for grants in 1999: $0.60
per share dividend vield, expected volatility of 12.5 percent,
risk-free interest rate of 5.25 percent, and respective lives of
10 years.

A summary of the status of the plans as of December 31, 2001
and 2000, and changes during the years ending on those dates
is presented below (all per share amounts have been adjusted
for stock dividends):

2201 2000
Weighted Weighted
Average Average
Exercise Exercise
Shares Price Shares Price
Outstanding at Beginning of Year 47,805 $ 1505 50,679 $  13.44
Granted 9,000 25.65 9,500 23.96
Exercised (5,623) 1578 (12,374) 15.30
Forfeited or Expired (1,400) 15.52 -
Outstanding at End of Year 49,782 $ 16.98 47805 $ 15.05
Options Exercisable at Year-End 30,134 $ 18.85 21,736 $ 16.98
Shares Available for Grant 108,350 115,950
Weighted Average Fair Value of
Options Granted During the
Year $ 6.00 $ 6.17

The following table summarizes information at December 31,
2001:

Options Quistanding Options Exercisable
Weighted
Average Weighted Weighted
Range of Remaining  Average Average
Exercise Number Contractural  Exercise ~ Number Exercise
Price Qutstanding Life Price  Exercisable Price
$5.34-6.13 3900 2vyears § 5.78 1,902 § 5.58
$9.98-10.51 10,425 5years 10.36 5,025 10.19
$14.00-14.74 13,107 GByears 14.57 4,707 14.27
$19.35 5,850 7 years 19.35 4,250 19.35
$23.96-25.65 16,500 8 years 24.88 14,250 25.03
49,782 30,134

[COTE 7{. [NCOME TAXES

The components of the provision for income taxes are as fol-
lows:

2011 2000 1839
Current Income Tax Expense:
State $ 98,650 $ 80,515 § 73,195
Federal 863,400 666,100 519,500
962,050 746,615 592,695
Deferred Income Tax Benefit (120,700) (68,000) (49,689)
Provision for Income Taxes $ 841350 $ 678615 § 543,006
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The provision for income taxes differs from the amout of income tax computed at the federal statutory rate due to the following:

2001 2000 1933
Percent Percent Percent
of Income of Income of Income
Amount Before Tax Amount Before Tax Amount Before Tax
Income Before Income Taxes $ 2,967,211 $ 2,431,418 3 2,165,329
Tax at Statutory Rate $ 1,009,000 340% § 827,000 340% $ 736,000 34.0%
Tax Effect of:

Federally Tax Exempt Interest Income (202,000) 6.8) (187,000) (7.7) (252,000) {(11.6)
State Taxes, Net of Federal Benefit 65,000 2.2 53,000 2.2 48,000 2.2
Other-Net (30,650) (1.0) (14,385) (.6) 11,006 5

Income Tax Provision 3 841,350 284% §$ 678,615 279% § 543,006 25.1%

Deferred tax assets are included in other assets and consist of
the following:

December 31, 2009 December 31, 2000

Deferred Tax Assets:
Bad Debts $ 423,000 $ 322,000
Unrealized Holding Losses on
Investment Securities - 90,000
Other, Net 184,000 135,000
607,000 547,000
Deferred Tax Liabilities:
Unrealized Holding Gains on
Investment Securities 22,000 -
Depreciation 97,000 100,000
488,000 447,000
Less Valuation Allowance (130,500) (98,000)
Net Deferred Tax Asset $ 357,500 $ 349,000

NOTE 12, EMPLOYEE BENEFIT PLAN

We have a 401(k) Profit Sharing Plan for the benefit of our em-
ployees. Subject to annual approval by the Board of Directors,
we match employee contributions of up to 4% of compensation
in accordance with plan guidelines. Contributions of $64,777,
$58,583, and $42,456 were charged to operations during 2001,
2000 and 1999, respectively.

WCTE 3. OTHER OPERATING INCOME

Other operating income for the years ending December 31 con-
sist of the following:

2001 2000 1589
Income from Financial Manage-
ment Services $ 177456 $ 161,837 $ 108,859
Earnings on Life Insurance
Palicies 240,695 111,462 64,957
Credit Card Income 241,425 203,486 173,476
Safe Deposit Box Rental 20,253 16,498 17,310
Other Service Charges 86,357 72,847 77,317
$ 766,186 $ 566,130 $ 441,919

[NOTE 14. TRANSACTIONS WITH DIRECTORS AND EXECUTIVE OFFICERS

Our directors and executive officers are customers of and had
transactions with the Bank in the ordinary course of business.
Included in such transactions are outstanding loans and com-
mitments, all of which were made on comparable terms, includ-
ing interest rate and collateral, as those prevailing at the time

for our other customers and did not involve more than normal
risk of collectibility or present other unfavorable features. The
aggregate dollar balance outstanding on these loans was ap-
proximately $3,029,000 and $3,319,000 at December 31, 2001
and 2000, respectively. During 2001, approximately $206,000
of net loans and advances on lines of credit were made and
repayments totaled approximately $496,000. In addition to the
balance outstanding, directors and executive officers had avail-
able unused lines of credit totaling approximately $875,000 and
$868,000 at December 31, 2001 and 2000, respectively.

Effective January 1, 1996, our directors adopted an unfunded
Deferred Compensation Plan. Electing directors may annually
defer directors’ fees, which are then eligible for various future
payment plans as chosen by the director. Deferred amounts earn
interest varying from 7% to 12%. Deferral, including interest,
under the Plan during 2001, 2000 and 1999, totaled approxi-
mately $68,100, $63,200, and $46,400, respectively.

NOTE 13. REGULATORY MATTERS

Our ability to pay cash dividends from the Bank is restricted by
state banking regulations to the amount of our retained earn-
ings. At December 31, 2001, the Bank’s retained earnings were
approximately $4,727,000.

We are subject to various regulatory capital requirements ad-
ministered by the federal banking agencies. Failure to meet mini-
mum capital requirements can initiate certain mandatory, and
possibly additional discretionary, actions by reguiators that, if
undertaken, could have a direct material effect on our financial
statements. Under capital adequacy guidelines and the regula-
tory framework for prompt corrective action, we must meet spe-
cific capital guidelines that involve quantitative measures of our
assets, liabilities, and certain off-balance sheet items as calcu-
lated under regulatory accounting practices. Our capital amounts
and classification are also subject to qualitative judgements by
the regulators about components, risk weightings, and other fac-
tors.

Quantitative measures established by regulation to ensure capi-
tal adequacy require us to maintain minimum amounts and ra-
tios (set forth in the table below) of total and Tier | capital to risk-
weighted assets, and of Tier | capital to average assets. Man-

agement believes, as of December 31, 2001, that we meet all
capital adequacy requirements to which we are subject.
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As of December 31, 2001, the most recent notification from the Federal Deposit Insurance Corporation categorized us as well
capitalized under the regulatory framework for prompt corrective action. There are not conditions or events since that notification
that management believes have changed our category. Our actual capital amounts {in thousands) and ratios and minimum regula-

tory amounts (in thousands) and ratios are presented as follows:

For Capital To Be Well Capitalized Under
Adequacy Purposes Prompt Corrective Action Provisions
Actual Minimum Minimum
Amount Ratio Amount Ratio Amount Ratio
As ol Dzoeminer 37,2200
Total Risk-Based Capital (to Risk-Weighted Assets) $ 16,741 136% § 9,837 80% $ 12,297 10.0%
Tier 1 Capital (to Risk-Weighted Assets) $ 15,496 126% § 4919 40% $ 7,378 6.0%
Tier 1 Capital (to Average Assets) $ 15,496 87% $ 7,164 40% $ 8,955 5.0%
As of December 31, 2000
Total Risk-Based Capital (to Risk-Weighted Assets) $ 14,223 120% § 9,499 80% $ 11,874 10.0%
Tier 1 Capital (to Risk-Weighted Assets) $ 13,274 1.2% § 4,750 40% $ 7,124 6.0%
Tier 1 Capital (to Average Assets) $ 13,274 82% §$ 6,504 40% $ 8,130 5.0%

We are required by the Federal Reserve Bank to maintain aver-
age cash reserve balances at the Federal Reserve Bank and in
working funds based upon a percentage of deposits. The re-
quired amounts of these reserve balances for the years ended
December 31, 2001 and 2000, were approximately $1,052,000
and $1,068,000, respectively.

XOTE 6. FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, Disclosures About Fair Value of Financial Instru-
ments, requires disclosure of fair value information, whether or
not recognized in the balance sheet, when it is practicable to
estimate the fair value. SFAS 107 defines a financial instrument
as cash, evidence of an ownership interest in an entity, or con-
tractual obligations that require the exchange of cash or other
financial instruments. Certain items are specifically excluded from
the disclosure requirements, including our common stock, pre-
mises and equipment, real estate held for sale, and other assets
and liabilities. The following methods and assumptions were used
by us in estimating fair values of financial instruments:

o Fair value approximates carrying amount for cash and due
from banks due to the short-term nature of the instruments.

o Investment securities are valued using quoted fair market
prices.

o Fair value for variable rate loans that re-price frequently and
for loans that mature in less than one year is based on the car-
rying amount. Fair value for mortgage loans, personal loans and
all other loans (primarily commercial) is based on the discounted
present value of the estimated future cash flows. Discount rates
used in these computations approximate the rates currently of-
fered for similar loans of comparable terms and credit quality.

o Fair value for demand deposit accounts and interest-bearing
accounts with no fixed maturity date is equal to the carrying
amount. Ceriificate of deposit accounts maturing within one year
are valued at their carrying amount. Certificate of deposit ac-
counts maturing after one year are estimated by discounting
cash flows from expected maturities using current interest rates
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on similar instruments.

o Fair value for variable rate long-term debt that re-prices fre-
quently is based on the carrying amount. Fair value for our off-
balance sheet financial instruments is based on the discounted
present value of the estimated future cash flows. Discount rates
used in these computations approximate rates currently offered
for similar loans of comparable terms and credit quality.

Ve have used our best estimate of fair value based on the above
assumptions. Thus, the fair values presented may not be the
amounts that could be realized in an immediate sale or seitle-
ment of the instrument. In addition, any income taxes or other
expenses that would be incurred in an actual sale or settlement
are not taken into consideration in the fair values presented.

The estimated fair values of our financial instruments are as
follows:

D g W G
Ceeembar 37, 2007

December 31, 2000

Carrying Fair Carrying Fair
Amount Valug Amount Value

Financial Assets

Cash and Due from

Banks $ 7420621 $ 7420621 $ 4772911 $ 4772911
Federal Funds Sold 150,000 150,000 130,000 130,000
Investment Securities 49,754,568 49,754,568 36,241,736 36,241,796
Loans 113,115,214 113,578,000 115,513,563 114,093,000
Financial Liabilites

Deposits 131,171,227 131,682,000 127,013,625 126,943,000
Notes Payable to

Federal Home

Loan Bank 31,614,607 31,471,000 23,290,463 23,565,000
Federal funds pur-

chased - - 900,000 900,000
Finansial Instruments
with Off-Balance
Sheet Risk

Commitments to

Extend Credit 19,853,000 19,853,000 19,466,000 19,466,000
Standby Letters of

Credit 247,000 247,000 308,000 308,000
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