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Forward-Looking Statements

This Report contains statements which constitute forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. These
statements are based on many assumptions and estimates and are not guarantees of future performance.
Our actual results may differ materially from those antzczpated in any forward-looking statements, as they
will depend on many factors about which we are unsure, including many factors which are beyond our
control. The words “may,” “would,” “could,” “will,” “expect,” “anticipate,” “believe,” “intend,” ‘plan,”
and “estimate,” as well as similar expressions, are meant to identify such forward-looking statements.
Potential risks and uncertainties include, but are not limited to those described below under “Risk Factors.”

‘ PART 1
Item 1. Business.

SCBT Financial Corporat1on (“SCBT”), headquartered in Columbia, South Carolina, is a bank
holding company incorporated in 1985 under the laws of South Carolina. We were formerly named
First National Corporation until February 2004. We provide a wide range of banking services and
products to our customers through our wholly-owned subsidiary, SCBT, N.A. (wh1ch we sometimes
refer to as “our bank” or “the bank™), a national bank that opened for business in 1934, We operate as
South Carolina Bank and Trust, South Carolina Bank and Trust of the Piedmont (“Piedmont”) and
North: Carolina Bank and Trust (“NCBT”). Piedmont and NCBT are both divisions of SCBT, N.A.

SCBT is a legal entity separate and distinct from its subsidiary. We coordinate the financial
resources of the consolidated enterprise and thereby maintain financial, operation and administrative
systems that allow centralized evaluation of subsidiary operations and coordination of selected policies
and activities. SCBT’s operating revenues and net income are derived primarily from cash dividends
received from our bank subsidiary.

Our bank provides a full range of retail and commercial banking services, mortgage lending
services, trust and investment services, and consumer finance loans through 48 financial centers in
16 South Carolina counties and Mecklenburg County of North Carolina, and has served the Carolinas
for more than seventy-five years. At December 31, 2009, we had approximately $2.7 billion in assets,
$2.2 billion in loans, $2:1 billion in-deposits, $282 8 million in shareholders’ equlty, and market
capitalization of $352.8 million.

'We began operating in 1934 in Orangeburg, South Carolina and have malntalned our ability to
provide superior customer service while also leveraging our size to offer many products more common
to super-regional banks. We have pursued a growth strategy that relies primarily on organic growth,
supplemented by the acquisition of select financial institutions or branches in certain market areas.

" In recent years, we have continued to grow our business in South Carolina, and have expanded
into North Carolina and Georgla as. hlghhghted below:

* Subsequent to year-end on January 29, 2010—acquired all of the deposits excluding brokered
deposits, certain other borrowings, and: certain assets of Community Bank & Trust (“CBT”),
full service Georgia-state-chartered community bank headquartered in Cornelia, Georgia in a

- Federal Deposit Insurance Corporation (“FDIC”)-assisted transaction. The transaction added
38 locations, including 36 banking, 1. trust office, and 1 loan production office (“LPO”) in North

- Georgia. CBT operates as a division of SCBT, N.A.

. NoVember 2009——our. Wealth Management department hired the former Wachovia regiohal
executive team to lead our entry into the Spartanburg, South Carolina market.

* November 2009—opened a full-service branch in Mt. Pleasant, South Carolina Wthh replaced
an LPO located on Daniel Island, South Carolina.



* December 2008—opened a full-service branch on James Island, South Carolina.

* December 2008—opened a full-service branch in Irmo, South Carolina to replace the limited-
service branch. - :

* December ZOOS—Herged'Piedmont into our bank and continued to operate as South Carolina
Bank and Trust of the Pledmont a d1v1s1on of SCBT, N. A.

. November 2008—merged. The Scottish Bank (“TSB”) into our bank and began operatlng as
NCBT, a division of SCBT, N.A. 2

* November 2007—acquired TSB Financial Corporation, Inc. and its wholly-owned subsidiary,
TSB. On December 3, 2007, we converted TSB from a North Carolina state-chartered bank to a
national association. TSB has four full-service branch locations and an LPO in the following

~ Charlotte, North Carolina market areas: South Park, Myers Park, Cotswold, Mint Hill, and
Cornelius (the LPO).

* August 2007—opened a full-service branch in Lexington, South Carolina to replace the limited-
service branch. -

. Apr11 2007—opened a full-service branch at 46 Broad Street in Charleston, South Carolina to
replace a limited-service branch at another Charleston location.

* March 2007—replaced a LPO in Myrtle Beach, South Carolina with a full-service branch in a
banking location purchased in 2006.

Our principal executive offices are located at 520 Gervais Street, Columbia, South Carolina 29201.
Our mailing address at this facility is Post Office Box 1030, Columbia, South Carolina 29202 and our
telephone number is -(800) 277-2175.

Withstanding Market Turbulence

Despite the turbulence in financial markets and the financial services industry, we believe that our
credit quality measures continue to outperform those of the majority of our primary competitors in
North and South Carolina. We attribute this historical performance to sound credit underwriting and
risk selection, as well as our approach of hiring experienced financial services professionals in the
markets in which we operate. Generally, hiring bankers in the markets in which we operate has enabled
us to further our growth without experiencing significant credit quality related losses like many other
financial institutions of similar size or that operate in our market areas.

Available Information

We provide our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports
on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of
the Securities Exchange Act of 1934 on our website at www.scbtonline.com. These filings are made
accessible as soon .as reasonably practicable after they have been filed electronically with the SEC.
These filings are also accessible on the SEC’s website at www.sec.gov. In addition, we make available
on our website the following: (i) Corporate Governance Guidelines, (ii) Code of Conduct & Ethics,
which applies to our directors and all employees, and (iii) the charters of the Audit, Compensation, and
Corporate Governance & Nominating Committees of our board of directors. These materials are
available in a printed format free of charge to shareholders who request them in writing. Please address
your request to: Financial Management Division, SCBT Financial Corporation, 520 Gervais Street,
Columbia, South Carolina 29201. Statements of beneficial ownership of equity securities filed by
directors, officers, and 10% or greater shareholders under Section 16 of the Securities Exchange Act of
1934 are also available through our website. The information on our website is not incorporated by
reference into this report.



Territory Served and Competition

We serve customers and conduct our business through the Bank from forty-eight financial centers
in sixteen South Carolina counties and Mecklenburg County of North Carolina. Piedmont and NCBT
are both divisions of SCBT, N.A. Piedmont operates from six financial centers in two South Carolina
counties and NCBT operates from three financial centers in Mecklenburg County of North Carolina.
We also recently expanded our business into northeast Georgia with the acquisition of all of the
deposits excluding brokered deposits, certain other borrowings, and certain other assets of CBT. CBT
operates from 38 locations in 10 Georgia counties.

We compete in the highly competitive banking and financial services industry. Our profitability
depends principally on our ability to effectively compete in the markets in which we conduct business.
We expect competition in the industry to continue to increase as a result of consolidation among
banking and financial services firms. Competition may further intensify as additional companies enter
the markets where we conduct business and we enter mature markets in accordance with our expansion
strategy. :

We experience strong competition from both bank and non-bank competitors in certain markets.
Broadly speaking, we compete with super-regional, smaller community banks, and non-traditional
internet-based banks. We compete for deposits and loans with commercial banks, savings institutions,
and credit unions. In addition, we compete with other financial intermediaries and investment
alternatives such as mortgage companies, credit card issuers, leasing companies, finance companies,
money market mutual funds, brokerage firms, governmental and corporation bonds, and other’
securities firms. Many of these non-bank competitors are not subject to the same regulatory oversight,
affording them a competitive advantage in some instances. In many cases, our competitors have
substantially greater resources, can provide higher lending limits, and offer certain services that we are
unable to provide to our customers.

We encounter strong competition in making loans and attracting deposits. We compete with other
financial institutions to offer customers the competitive interest rates on deposit accounts, the
competitive interest rates charged on loans and other credit, and reasonable service charges. Our
customers also consider the quality and scope of the services provided, the convenience of banking
facilities, and relative lending limits in the case of loans to commercial borrowers. Our customers may
also take into account the fact that other banks offer different services from those that we provide. The
large national and super-regional banks may have significantly greater lending limits and may offer
additional products. However, we believe that SCBT has been able to compete successfully with our
competitors, regardless of their size. We do this by emphasizing customer service and by providing a
wide variety of services.

Employees

As of December 31, 2009, our bank had 700 full-time equivalent employees compared to 692 as of
the same date in 2008. We consider our relationship with our employees instrumental to the success of
our business. We provide our employees with a comprehensive employee benefit program which
includes the following: group life, health and dental insurance, paid vacation, sick leave, educational
opportunities, a cash incentive plan, a stock purchase plan, stock incentive, deferred compensation
plans for officers and key employees, a defined benefit pension plan for employees hired on or before
December 31, 2005 (except for employees acquired in the SunBank acquisition), and a 401(k) plan with
employer match. Effective April 1, 2009, we temporarily suspended the employer match contribution to
all participants in the plan. Effective January 1, 2010, we reinstated the employer match so that
participating employees would receive a 50% matching of their 401(k) plan contribution, up to 4% of
salary. e



Regulation and Supervision

As a financial institution, we operate under a regulatory framework. The framework outlines a
regulatory environment applicable to financial holding companies, bank holding companies, and their
subsidiaries. Below, we have provided some specific information relevant to SCBT. The regulatory
framework under which we operate is intended primarily for the protection.of depositors and the
Deposit Insurance Fund and not for.the protection of our security holders and creditors. To the extent
that the following information describes statutory andiregulatory prov181ons, it is qualified in its entirety
by reference to the particular statutory and regulatory:provisions.

General

The current regulatory environment for f1nanc1al institutions 1ncludes substantial enforcement
activity by the federal banking agencies, the U.S. Department of Justice, the Securities and Exchange
Commission, and other state and federal law enforcement agencies, reflecting an increase in activity
over prior years. This environment entails significant potential increases in compliance requirements
and associated costs.

We are a bank holding company registered with the Board of Governors of the Federal Reserve
System and are subject to the supervision of, and to regular inspection by, the Federal Reserve Board.
Our bank is organized as a national banking association. It is subject to regulation, supervision, and
examination by the Office of the Comptroller of the Currency (the “OCC”). In addition, SCBT and
our Bank-are subject to regulation (and in certain cases examination) by the FDIC, other federal
regulatory agencies, the South Carolina State Board of Financial Institutions (the “State Board”) and
the North Carolina Office of the Commissioner of Banks. The following discussion summarizes certain
aspects of banking and other laws and regulations that affect SCBT and its subsidiary bank.

Under the Bank Holding Company Act (the “BHC Act”), our activities and those of our subsidiary
bank are limited to banking, managing or controlling banks, furnishing services to or performing
services for our subsidiary bank, or any other activity which the Federal Reserve Board determines to
be so closely related to banking or managing or controlling banks as to be a proper incident thereto.
The BHC Act requires prior Federal Reserve Board approval for, among other things, the acquisition
by a bank holding company of direct or indirect ownership or control of more than 5% of the voting
shares or substantially all the assets of any bank, or for a merger or consolidation of a bank holding
company with another bank holding company. The BHC Act also prohibits a bank holding company
from acquiring direct or indirect control of more than 5% of the outstanding voting stock of any
company engaged in a non-banking business unless such business is determined by the Federal Reserve
Board to be so closely related to banking as to be a proper incident thereto. Further, under South
Carolina law, it is unlawful without the prior approval of the State Board for any South Carolina bank
holding company (i) to acquire direct or indirect ownership or control of more than 5% of the voting:
shares of any bank or any other bank holding company, (ii) to acquire all or substantially all of the
assets of a bank or any other bank holding company, or (iii) to merge or consolidate with any other
bank holding company. :

The Graham-Leach-Bliley Act amended a number of federal bankmg laws affecting SCBT and our
bank. In particular, the Graham-Leach-Bliley Act permits a bank holding company to elect to become a
“financial holding company,” provided certain conditions are met. A financial holding company, and
the companies it controls, are permitted to. engage in activities considered “financial in nature” as
defined by the Graham-Leach-Bliley Act and Federal Reserve Board interpretations (including, without
limitation, insurance and securities activities), and therefore may engage in a broader range of activities
than permitted by bank holding companies and their subsidiaries. We remain a bank holding company,
but may at some time in the future elect to become a financial holding company.



Interstate Banking

National banks are required by the National Bank Act to adhere to branch office banking laws
applicable to state banks in the states in which they are located. In July 1994, South Carolina enacted
legislation which effectively provided that, after June 30, 1996; out-of-state bank holding companies
may acquire other banks or bank holding companies in South Carolina, subject to certain conditions.
Further, pursuant to the Riegel-Neal Interstate Banking and Branching Efficiency Act of 1994 (the
“Interstate Banking and Branching Act”), a bank holding company became able to acquire banks in
states other than its home state, beginning in September 1995, without regard to the permissibility of
such acquisition under state law, subject to certain exceptions. The Interstate Banking and Branching
Act also authorized banks to merge across state lines, thereby creating interstate branches, unless a
state, prior to the July 1, 1997 effective date, determined to “opt out” of coverage under this provision.
In addition, the Interstate Banking and Branching Efficiency Act authorized a bank to open new
branches in a state in which it does not already have banking operations if such state enacted a law
permitting such “de novo” branching. ' '

Effective July 1, 1996, South Carolina law was amended to permit interstate branching through
acquisitions but not de novo branching by an out-of-state bank. We believe that the foregoing
legislation has increased takeover activity of South Carolina financial institutions by out-of-state
financial institutions. h ' ' '

North Carolina has opted-in.to the provision of the Interstate Banking and Branching Act that
allows out-of-state banks to branch into their state by establishing a de novo branch in the state, but
only on a reciprocal basis. This means that an out-of-state bank may establish a de novo branch in
North Carolina only if the home state of such bank would allow North Carolina banks (including
national banks with their home office in North Carolina) to establish de novo branches in that home
state under substantially the same terms as allowed in North Carolina. Because some- states impose
greater limits on de novo branching by out-of-state.banks, this provides a limited barrier of entry into
the North Carolina banking market, which protects us from a segment of potential competition.
However, for those states that have also opted-in to the interstate branching legislation, our subsidiary
bank, which has its home office in South Carolina, could establish a de novo branch in those states
with prior OCC approval. o "

Obligations yof Holding Compaﬁy to its Subsidiary Banks |

Under the policy of the Federal Reserve Board, a bank holding company is required to serve as a
source of financial strength to its subsidiary depository institutions and to commit resources to support
such institutions in circumstances where it otherwise might not desire or be able to do so. Under the
Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA”), to avoid receivership of
its insured depository institution subsidiary, a bank holding company is required to guarantee the
compliance of any insured depository institution subsidiary that may become “undercapitalized” within
the terms of any capital restoration plan filed by such subsidiary with its appropriate federal banking
agency up to the lesser of (i) an amount equal to 5% of the institution’s total assets at the time the
institution became undercapitalized, or (ii) the amount which is necessary (or would have been
necessary) to bring the institution into compliance with all applicable capital standards as of the time
the institution fails to comply with such capital restoration plan.

In addition, the “cross-guarantee” provisions of the Federal Deposit Insurance Act, as amended
(“FDIA), require’ insured depository institutions under common control to reimburse the FDIC for
any loss suffered or reasonably anticipated by the FDIC as a result of the default of a commonly
controlled insured depository institution or for-any assistance provided by the FDIC to a commonly
controlled insured depository institution in danger of default. The FDIC’s claim for damages is superior
to claims of shareholders of the insured depository institution or its holding company, but is



subordinate to claims of depositors, secured creditors and holders of subordinated debt (other than
affiliates) of the commonly controlled insured depository institutions.

The FDIA also provides that amounts received from the liquidation or other resolution of any
insured depository institution by any receiver must be distributed (after payment of secured claims) to
pay the deposit liabilities of the institution prior to payment of any other general or unsecured senior
liability, subordinated liability, general creditor or shareholder. This provision would give depositors a
preference over general and subordinated creditors and shareholders in the event a receiver is
appointed to distribute the assets of our bank. o

Any capital loans by a bank holding company to any of its subsidiary banks are subordinate in
right of payment to deposits and to certain other indebtednéss of such subsidiary bank. In the event of
a bank holding company’s bankruptcy, any commitment by the bank holding company to a federal bank
regulatory agency to maintain the capital of a subsidiary bank will be assumed by the bankruptcy
trustee and entitled to a priority of payment.

Under the National Bank Act, if the capltal stock of a national bank is impaired by losses or
otherwise, the OCC is authorized to require payment of the deficiency by assessment upon the bank’s
shareholders, pro rata, and if any such assessment is not paid by any shareholder after three months
notice, to sell the stock of such shareholder to make good the déficiency.

Government Actions

The following is a summary of certain recently enacted laws and regulations that could materially
impact our business, financial condition or results of operations

In response to the challenges facing the financial services sector, several regulatory and
governmental actions have recently been announced including:

* The Emergency Economic Stabilization Act of 2008 (“EESA”), approved by Congress and signed
by President Bush on October 3, 2008, which, among other | provisions, allowed the U.S. Treasury
to purchase up to $700 billion of mortgages, mortgage-backed securities and certain other
financial instruments from financial institutions for the purpose of stabilizing and providing -
liquidity to the U.S. financial markets. EESA also temporarily raised the basic limit of FDIC
deposit insurance from $100,000 to $250,000; EESA also temporarily raised the basic limit of
FDIC deposit insurance from $100,000 to $250,000; current legislation returns to the $100,000
limit on January 1, 2014;

* On October 7, 2008, the FDIC approved a plan to increase the rates banks pay for deposit
insurance (see page 13, “Insurance of Depos1ts”)

+ On October 14, 2008, the U.S. Treasury announced the creation of a new program, the Troubled
Asset Relief Program (the “TARP”) Capital Purchase Program (the “CPP”) that encourages and
allows financial institutions to build capital through the sale of senior preferred shares to the
U.S. Treasury on terms that are non-negotiable. During the second quarter of 2009, we
repurchased from the U.S. Treasury the preferred stock and common stock warrant that we
issued to it on January 16, 2009 (see below and “Note 28—Partlclpat10n in US. Treasury Capital
Purchase Program” on page F-64);

* On October 14, 2008, the FDIC announced the creation of the Temporary Liquidity Guarantee
Program (the “TLGP”), which seeks to strengthen confidence and encourage liquidity in the
banking system. The TLGP has two primary components that are available on a voluntary basis
to financial institutions:

* The Transaction Account Guarantee Program (“TAGP”), which provides unlimited deposit
insurance coverage through December 31, 2013 for noninterest-bearing transaction accounts



(typically business checking accounts) and certain funds swept into noninterest-bearing
savings accounts. Institutions participating in the TLGP pay a 10 basis points fee
(annualized) on the balance of each covered account in excess of $250,000, while the extra
deposit insurance is in place;

« The Debt Guarantee Program (“DGP”), under which the FDIC guarantees certain senior
unsecured debt of FDIC-insured institutions and their holding companies. The unsecured
debt must have been issued on or after: October 14, 2008 and not later than October 31,

2009, and the guarantee is effective through the earlier of the maturity date or -
December 31, 2012. The DGP coverage limit is generally 125% of the eligible entity’s .

- eligible debt outstanding on September 30, 2008-and scheduled to mature on or before
June 30, 2009 or, for certain insured institutions, 2% of their liabilities as of September 30,
2008. Depending on the term of the debt maturity, the nonrefundable DGP fee ranges from

- 50.to 100 basis points (annualized) for covered debt outstanding until the earlier of maturity
or June 30, 2012. The TAGP and DGP are in effect for all eligible entities, unless the entity
opted out on or before December 5, 2008. ‘ : .

+ In December 2008,wé decided to participate in the TLGP’s enhanced deposit insurance
program. As a result of the enhancements to deposit insurance protection and the demands on
the FDIC’s deposit insurance fund, our deposit insurance costs increased significantly during
2009. '

¢ On February 10, 2009, the U.S. Treasury announced the Financial Stability Plan, which
earmarked $350 billion of the TARP funds authorized under EESA. Among other things, the
Financial Stability Plan includes:

* A capital assistance program that invested in mandatory convertible preferred stock of
certain qualifying institutions determined on a basis and through a process similar to the
Capital Purchase Program; ’

« A consumer and business lending initiative to fund new consumer loans, small business
loans and commercial mortgage asset-backed securities issuances;

* A public-private investment fund program that is intended to leverage pﬁblic and private
capital with public financing to purchase up to $500 billion to $1 trillion of legacy “toxic
“assets” from financial institutions; and - :

* Assistance for homeowners by providing up to $75 billion to reduce mortgage payinents and
interest rates and establishing loan modification guidelines for government and private
programs.

 On February 17, 2009, the American Recovery and Reinvestment Act (the “Recovery Act”)
became law. The Recovery Act specifies appropriations of approximately $787 billion for a wide
range of Federal programs and increases or extends certain benefits payable under the Medicaid,
unemployment compensation, and nutrition assistance programs. The Recovery Act also reduces
individual and corporate income tax collections and makes a variety of other changes to tax laws.
The Recovery Act also imposes certain limitations on compensation paid by participants in the
U.S. Treasury’s TARP. ‘ ‘

e On March 23, 2009, the U.S. Treasury, in conjunction with the FDIC and the Federal Reserve,
announced the Public-Private Partnership Investment Program for Legacy Assets which consists
of two separate programs, addressing two distinct asset groups:

* The first plan is the Legacy Loan Program, which has a primary purpose to facilitate the
sale of troubled mortgage loans by eligible institutions, including FDIC-insured federal or
state banks and savings associations. Eligible assets are not strictly limited to loans;



however, what constitutes an eligible asset will be determined by partieipating: banks, their
primary regulators, the FDIC and the Treasury. Under the Legacy Loan Program, the FDIC
has sold certain troubled assets out of an FDIC receivership in two separate transactions
relating to the failed Illinois bank, Corus Bank, NA, and'the failed Texas bank; Franklin
Bank, S.S.B. These transactions were completed in September 2009 and October 2009,
respectlvely

* The second plan is the Securities Program; which is administered by the Treasury and
involves the creation of public-private investment funds to target investments in eligible
residential mortgage-backed securities and commercial mortgage-backed securities issued
before 2009 that originally were rated AAA or the equivalent by two or more nationally
recognized statistical rating organizations, without regard to rating enhancements
(collectively, “Legacy Securities”). Legacy Securities must be directly secured by actual
mortgage loans, leases or other assets, and may be purchased only from financial institutions
that meet TARP eligibility requirements. In July 2009, Treasury selected nine public-private
investment fund managers for the Legacy Securities PPIP. As of December 31; 2009, public-
private investment funds have completed initial and subsequent closings on approxrmately
$6.2 billion of private sector equity capital, which was matched 100% by Treasury,
representing $12.4 billion of total equity capital. Treasury has also provided $12.4 billion of
debt capital, representing $24.8 billion of total purchasing power. As of December 31, 2009,
public-private investment funds have drawn-down approximately $4.3 billion of total capital
which has been invested in certain non-agency residential mortgage backed securities and
commercial mortgage backed securities and. cash equivalents pending investment.

* On May 22, 2009, the FDIC levied a one-time special assessment on all banks due on
September 30, 2009.

* In November 2009, the FDIC announced a final rule to require FDIC insured banks to prepay
the fourth quarter assessment and the next three years assessment by December 31, 2009. The
calculation of the prepaid assessment provides for a 5% growth rate assumption in the deposit
base and a 3 basis point increase in FDIC assessments in 2011 and 2012. See page 13 under
“Insurance of Deposits” for more information.

Although it is likely that further regulatory actions may arise as the Federal government continues
to attempt to address the economic situation, we cannot predict the effect that fiscal or monetary
policies, economic control, or new federal or state legislation may have on our business and earnings in.
the future.

Farticipation in the Capital Purchase Program of the Troubled Asset Relief Program

As discussed above, under TARP authorized by the EESA, the U.S. Treasury established the CPP
providing for the purchase of senior preferred shares of qualifying U.S. controlled banks, savings
~associations and certain bank and savings and loan holding companies. On J anuary 16, 2009, pursuant
to the CPP, SCBT sold 64,779 shares of Fixed Rate Cumulative Perpetual Preferred Stock, Series T
(the “Series T Preferred Stock”) and a warrant to acquire 303,083 shares of common stock (the
“Warrant™) to the U.S. Treasury for aggregate consideration of $64.8 million. On May 20, 2009, we
entered into a repurchase letter agreement with the U. S. Treasury, pursuant to which we repurchased
all 64,779 shares of its Series T Preferred Stock for an aggregate purchase price of approximately
$64.8 million, which included accrued and unpaid dividends of approximately $45,000. On June 24,
2009, we entered into an agreement with the U.S. Treasury to repurchase the Warrant for a purchase
price of $1.4 million. As a result of the Warrant repurchase we have repurchased all securities issued
to the U.S. Treasury under the CPP.
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Capital Adequacy

The various federal bank regulators, including the Federal Reserve Board and the OCC, have
adopted risk-based capital requirements for assessing bank holding company and bank capital adequacy.
These standards define what qualifies as capital and establish minimum capital standards in relation to
assets and off-balance sheet exposures, as adjusted for credit risks. Capital is classified into tiers. For
bank holding companies, Tier 1 or “core” capital consists primarily of common and qualifying preferred
shareholders’ equity, less certain intangibles and other adjustments (“Tier 1 Capital”). Tier 2 capital
consists primarily of the allowance for possible loan losses (subject to certain limitations) and certain
subordinated and other qualifying debt (“Tier 2 Capital”). A minimum ratio of total capital to
risk-weighted assets of 8.00% is required and Tier 1 Capital must be at least 50% of total capital. The
Federal Reserve Board also has adopted a minimum leverage ratio of Tier 1 Capital to adjusted
average total assets (not risk-weighted) of 3%. The 3% Tier 1 Capital to average total assets ratio
constitutes the leverage standard for bank holding companies and national banks, and is used in
conjunction with the risk based ratio in determining the overall capital adequacy of banking
organizations. - : _

The Federal Reserve Board and the OCC have emphasized that the foregoing standards are
supervisory minimums and that an institution would be permitted to maintain such levels of capital only
if it had a composite rating of “1” under the regulatory rating systems for bank holding companies and
banks. All other bank holding companies are required to maintain a leverage ratio of 3% plus at least
1% to 2% of additional capital. These rules further provide that banking organizations experiencing
internal growth or making acquisitions will be expected to maintain capital positions substantially above
the minimum supervisory levels and comparable to peer group averages, without significant reliance on
intangible assets. The Federal Reserve Board continues to consider a “tangible Tier 1 leverage ratio” in
evaluating proposals for expansion or new activities. The tangible Tier 1 leverage ratio is the ratio of a
banking organization’s Tier 1 Capital less all intangibles, to total assets, less all intangibles. The Federal
Reserve Board has not advised us of any specific minimum leverage ratio applicable to SCBT.

As of December 31, 2009 and 2008, SCBT and our subsidiary bank had the following leverage
ratios and total risk-based capital ratios: .

December 31,

* (In percent) 2‘2 &
Tier 1 Leverage Ratios ’

SCBT Financial Corporation .. ............c. .. itneeeenan. 9.89 854
SCBT, N A, oottt e e e 9.79 838
Total Risk-Based Capital '

SCBT Financial Corporation ......... P 1442 1234
SCBT, N A, ittt e e e e e e 1428 12.14

The FDICIA, among other items, identifies five capital categories for insured depository
institutions (well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized, and
critically undercapitalized) and requires the respective Federal regulatory agencies to implement
systems for “prompt corrective action” for insured depository institutions that do not meet minimum
capital requirements within such categories. The FDICIA also imposes progressively more restrictive
constraints. on operations, management and capital distributions, depending on the category in which an
institution is classified. Failure to meet the capital guidelines could also subject a banking institution to
capital raising requirements. An “undercapitalized” bank must develop a capital restoration plan and its
parent holding company must guarantee that bank’s compliance with the plan (see “Obligations of
Holding Company to its Subsidiary Banks,” on page 7). In addition, the FDICIA requires the various
regulatory agencies to prescribe certain non-capital standards for safety and soundness relating
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generally to operations and management, asset quality, and executive compensation. The FDICIA
permits regulatory action against a financial institution that does not meet such standards.

The various regulatory agencies have adopted substantially similar regulations that define the five
capital categories identified by the FDICIA, using the total risk-based capital, Tier 1 risk-based capital,
and Tier 1 leverage ratios as the relevant capital measures. Such regulations establish various degrees
of corrective action to be taken when an institution is considered undercapitalized. Under the
regulations, a “well capitalized” institution must have a Tier 1 capital ratio of at least 6%, a total
risk-based capital ratio of at least 10%, a Tier 1 leverage ratio of at least 5% and not be subject to a
capital directive order. An “adequately capitalized” institution must have a Tier 1 capital ratio of at
least 4%, a total risk-based capital ratio of a least 8%, and a Tier 1 leverage ratio of at least 4% (or
3% in some cases). Under these guidelines, our bank is considered “well capitalized.”

Banking agencies have also adopted final regulations which mandate that regulators take into
consideration (i) concentration of credit risk, (ii) interest rate risk (when the interest rate sensitivity of
an institution’s assets does not match the sensitivity of its liabilities or its off-balance-sheet position),
and (iii) risks from non-traditional activities, as well as an institution’s ability to manage those risks,
when determining the adequacy of an institution’s capital. That evaluation will be made as a part of the
institution’s regular safety and soundness examination. In addition, the banking agencies have amended
their regulatory capital guidelines to incorporate a measure for market risk. In accordance with the
amended guidelines, if we were to engage in significant trading activity (as defined in the amendment)
we must incorporate a measure for market risk in our respectlve regulatory capital calculations effective
for reporting periods after January 1, 1998.

Payment of Dividends

SCBT is a legal entity separate and distinct from its subsidiary bank. Funds for cash distributions
to our shareholders are derived primarily from dividends received from our bank subsidiary. Our bank
is subject to various general regulatory policies and requirements relating to the payment of dividends.
Any restriction on the ability of our bank to pay dividends will 1nd1rectly restrlct the ability of SCBT to
pay dividends.

The approval of the OCC is required if the total of all dividends declared by a national bank in
any calendar year will exceed the total of its retained net profits for that year combined with its
retained net profits for the two preceding years, less any required transfers to surplus. In addition, -
national banks can only pay dividends to the extent that retained net profits (including the portion
transferred to surplus) exceed statutory bad debts in excess of the bank’s allowance for loan losses.
Further, if in the opinion of the OCC a bank under its jurisdiction is engaged in or is about to engage
in an unsafe or unsound practice (which, depending on the financial condition of the bank; could
include the payment of dividends), the OCC may require, after notice and a hearing, that such bank
cease and desist from such practice. The OCC has indicated that paying dividends that deplete a
national bank’s capital base to an inadequate level would be an unsafe and unsound banking practice.
The Federal Reserve Board, the OCC, and the FDIC have issued policy statements which provide that
bank holding compames and insured banks should generally only pay dividends out of current
operating earnings.

In addition to the foregoing, the ability of SCBT and its bank to pay dividends may be affected by
the various minimum capital requirements and the capltal and non-capital standards established under
the FDICIA, as described above. The right of SCBT its shareholders, and its creditors to participate in
any distribution of the assets or earnings of its subsidiary is further sub]ect to the prior claims of
creditors of our sub81d1ary bank. : :
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Certain Transactions by SCBT and its Affiliates

Various legal limitations place restrictions on the ability of the bank to lend or otherwise supply
funds to SCBT and its affiliate. The Federal Reserve Act limits a bank’s “covered transactions,” which
include extensions of credit, with any affiliate to 10% of such bank’s capital and surplus. All covered
transactions with its affiliate cannot in the aggregate exceed 20% of a bank’s capital and surplus. All
covered and exempt transactions between a bank and its affiliate must be on terms and conditions
consistent with safe and sound banking practices, and banks and their subsidiaries are prohibited from
purchasing low-quality assets from the bank’s affiliate. Also, the Federal. Reserve Act requires that all
of a bank’s extensions of credit to an affiliate be appropriately secured by acceptable collateral,
generally United States government or agency securities. In addition, the Federal Reserve Act limits
covered and other transactions among affiliates to terms and circumstances, including credit standards,
that are substantially the same or at least as favorable to a bank holding company, a bank or a
subsidiary of either as prevailing at the time for transactions with unaffiliated companies.

Insurance of Depo.s‘it.ﬁ

Deposits at our bank are insured up to applicable limits by the Deposit Insurance Fund of the
FDIC. The Deposit Insurance Fund is the successor to the Bank Insurance Fund and the Savings
Association Insurance Fund, which were merged effective March 31, 2006. As insurer, the FDIC
imposes deposit insurance premiums and is authorized to conduct examinations of and to require
reporting by FDIC insured institutions. It also may prohibit any FDIC insured institution from engaging
in any activity the FDIC determines by regulation or order to pose a serious risk to the insurance fund.
The FDIC also has the authority to initiate enforcement actions against savings institutions, after giving
the Office of Thrift Supervision an opportunity to take such action, and may terminate the deposit
insurance if it determines that the institution has engaged in unsafe or unsound practices or is in an
unsafe or unsound condition.

Under regulations effective January 1, 2007, the FDIC adopted a new risk-based premium system
that provides for quarterly assessments based on an insured institution’s ranking in one of four risk
categories based upon supervisory and capital evaluations. For deposits held as of March 31, 2009,
institutions are assessed at annual rates ranging from 12 to 45 basis points, depending on each
institution’s risk of default as measured by regulatory capital ratios and other supervisory measures.
Effective April 1, 2009, assessments will take into account each institution’s reliance on secured
liabilities and brokered deposits. This will result in assessments ranging from 7 to 77.5 basis points. In
May 2009, the FDIC issued a final rule which levied a special assessment applicable to all insured
depository institutions totaling 5 basis points of each institution’s total assets less Tier 1 capital as of
June 30, 2009, not to exceed 10 basis points of domestic deposits. This special assessment was part of
the FDIC’s efforts to rebuild the Deposit Insurance Fund. We paid this one-time special assessment in
the amount of $1.3 million to the FDIC during the second quarter 2009,

In November 2009, the FDIC published a final rule to require FDIC insured banks to prepay the
fourth quarter assessment and the next three years assessment by December 31, 2009. The calculation
of the prepaid assessment provides for a 5% growth rate assumption in the deposit base and a 3 basis
point increase in FDIC assessments in 2011 and 2012. Therefore, if deposits grow quicker than 5%, our
quarterly expense in the future will increase compared to previous periods. The prepayment does not
immediately impact expense levels during 2009, but does impact our liquidity. At December 31, 2009,
the Company had a prepaid assessment to the FDIC of $11.2 million. As a result of these factors, our
FDIC general assessment rates in 2009 increased.

FDIC insured institutions are required to pay a Financing Corporation assessment, to fund the
interest on bonds issued to resolve thrift failures in the 1980s. For the first quarter of 2009, the
Financing Corporation assessment equaled 1.14 basis points for domestic deposits. These assessments,
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which may be revised based upon the level of deposits, will continue until the bonds mature in the
years 2017 through 2019. :

The FDIC may terminate the deposit insurance of any insured depository institution, including the
bank, if it determines after a hearing that the institution has engaged in unsafe or unsound practices; is
in an unsafe or unsound condition to continue operations or has violated any applicable law, regulation,
rule, order or condition imposed by the FDIC or the OCC. It also may suspend deposit insurance
temporarily during the hearing process for the permanent termination of insurance, if the institution
has no tangible capital. If insurance of accounts is terminated, the accounts at the institution at the
time of the termination, less subsequent withdrawals, shall continue to be insured for a period of six
months to two years, as determined by the FDIC. Management of the bank is not aware of any
practice, condition or violation that might lead to termination of the bank’s deposit insurance.

International Money Laundering Abatement and Financial Anti-Terrorism Act of 2001

On October 26, 2001, the President signed the USA Patriot Act of 2001 into law. This act contains
the International Money Laundering Abatement and Financial Anti-Terrorism Act of 2001 (the
“IMLAFA”). The IMLAFA contains anti-money laundering measures affecting insured depository
institutions, broker-dealers, and certain other financial institutions. The IMLAFA requires U.S.
financial institutions to adopt new policies and procedures to combat money laundering. Further, the
Act grants the Secretary of the Treasury broad authority to establish regulations and to impose
requirements and restrictions on financial institution’s operations. We have adopted policies and
procedures to comply with the provisions of the IMLAFA.

The Office of Foreign Assets Control (“OFAC”), which is a division of the U.S. Department of the
Treasury, is responsible for helping to insure that United States entities do not engage in transactions
with “enemies” of the United States, as defined by various Executive Orders and Acts of Congress.
OFAC has sent, and will send, our banking regulatory agencies lists of names of persons and
organizations suspected of aiding, harboring or engaging in terrorist acts. If the bank finds a name on
any transaction, account or wire transfer that is on an OFAC list, it must freeze such account, file a
suspicious activity report and notify the FBI. The bank has appointed an OFAC compliance officer to
oversee the inspection of its accounts and the filing of any notifications. The bank actively checks
high-risk OFAC areas such as new accounts, wire transfers and customer files. The bank performs these

* checks utilizing software, which is updated each time a modification is made to the lists provided by
OFAC and other agencies of Specially Designated Nationals and Blocked Persons.

Other Laws and Regulations

Interest and certain other charges collected or contracted for by our bank is subject to state usury
laws and certain federal laws concerning interest rates. Our bank’s operations are also subject to certain
federal laws applicable to credit transactions, such as the following:

* Federal Truth-In-Lending Act, which governs disclosures of credit terms to consumer borrowers,

* Community Reinvestment Act requiring financial institutions to meet their obligations to provide
for the total credit needs of the communities they serve (which includes the investment of assets
in loans to low- and moderate-income borrowers),

* Home Mortgage Disclosure Act of 1975 requiring financial institutions to provide information to
enable the public and public officials to determine whether a financial institution is fulfilling its
obligation to help meet the housing needs of the community it serves,

* Equal Credit Opportunity Act prohibiting discrimination on the basis of race, creed or other
prohibited factors in extending credit,
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* Fair Credit Reporting Act,of 1978 governing the use and provision of information to credit
reporting agencies,

* Fair Debt Collection Act governing the manner in which consumer debts may be collected by
collection agencies, and

* Rules and regulations of the various federal agencies charged with the respon81b111ty of”
implementing such federal laws.

The deposit operations of our bank is also subject to the Right to Financial Privacy Act, which
imposes a duty to maintain confidentiality of consumer financial records and prescribes procedures for
complying with administrative subpoenas of financial records, and the Electronic Funds Transfer Act
and Regulation E issued by the Federal Reserve Board to implement that act, which govern automatic
deposits to and withdrawals from deposit accounts and customers’ nghts and liabilities arlsmg from the
use of automated teller machines and other electronic banking services.

From time to time, bills come before the United States Congress and in the North Carolina, South
Carolina, and Georgia state legislatures that in certain cases contain wide-ranging proposals for altering
the structure, regulation, and competitive relatlonshlps of financial institutions. Among such bills are
proposals to prohibit banks and bank holding companies from conducting certain types of activities, to
subject banks to increased disclosure and reporting requirements, to alter the statutory separation of
commercial and investment banking, and to further expand the powers of banks, bank holding
companies and competitors of banks. We cannot predict whether or in what form any of these
proposals will be adopted or the extent to which our business may be affected.

Fiscal and Monetary Policy

Banking is a business that depends largely on interest rate differentials. In general, the difference
between the interest we pay on our deposits and other borrowings, and the interest we receive on our
loans and securities holdings, constitutes the major portion of our bank’s earnings. Thus, our earnings
and growth will be subject to the influence of economic conditions generally, both domestic and
foreign, and also to the monetary and fiscal policies of the United States and-its agencies, particularly
the Federal Reserve Board. The Federal Reserve Board regulates, among other things, the supply of
money through various means, including open-market dealings in United States government securities,
the discount rate at which banks may borrow from the Federal Reserve Board, and the reserve
requirements on deposits. We cannot predict the nature and timing of any changes in such policies and
their impact on our business.

Proposed Legislation and Regulatory Action

Legislative and regulatory proposals regarding changes in banking, and the regulation of banks,
federal savings institutions, and other financial institutions and bank and bank holding company powers
are being considered by the executive branch of the federal government, Congress and various state
governments. Certain of these proposals, if adopted, could significantly change the regulation or
operations of banks and the financial services industry. New regulations and statutes are regularly
proposed that contain wide-ranging proposals for altering the structures, regulations, and competitive
relationships of the nation’s financial institutions. On June 17, 2009, the U.S. Treasury released a white
paper entitled “Financial Regulatory Reform—A New Foundation: Rebuilding Financial Supervision
and Regulation” (the “Proposal”) which calls for sweeping regulatory and supervisory reforms for the
entire financial sector and seeks to advance the following six key.objectives: (i) promote robust
supervision and regulation of financial firms, (ii) establish comprehensive supervision of financial
markets, (iii) protect consumers and investors from financial abuse, (iv) provide the government with
additional powers to monitor systemic risks, supervise and regulate financial products and markets, and
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to resolve firms that threaten financial stability, and (v) raise international regulatory standards and
improve international cooperation.

' The Proposal includes the creation of a new federal government agency, the National Bank
Supervisor (“NBS”) that would charter and supervise all federally chartered depository institutions, and
all federal branches and agencies of foreign banks. It is proposed that the NBS take over the
responsibilities of the OCC, which currently charters and supervises nationally chartered banks, such as
the Bank, and the responsibility for the institutions currently supervised by the Office of Thrift
Supervision, which supervises federally chartered savings institutions and federal savings institution
holding companies.

The elimination of the OCC, as proposed by the administration, also would result in a new
regulatory authority for the bank. There is no assurance as to how this new supervision by the NBS will
affect our operations going forward.

The Proposal also includes the creation of a new federal agency designed to enforce consumer
protection laws. The Consumer Financial Protection Agency (“CFPA’) would have authority to protect
consumers of financial products and services and to regulate all providers (bank and non-bank) of such
services. The CFPA would be authorized to adopt rules for all providers of consumer financial services,
supervise and examine such institutions for compliance, and enforce compliance through orders, fines,
and penalties. The rules of the CFPA would serve as a “floor” and individual states would be permitted
to adopt and enforce stronger consumer protection laws. If adopted as proposed, we may become
subject to multiple laws affecting its provision of loans and other credit services to consumers, which
may substantially increase the cost of providing such services.

On February 2, 2010, the U.S. President called on the U.S. Congress to create a new Small
Business Lending Fund. Under this proposal, $30 billion in TARP funds would be transferred to a new
program outside of TARP to support small business lending. As proposed, only small- and medium-
sized banks would qualify to participate in the program.

New regulations and statutes are regularly proposed that contain wide-ranging proposals for
altering the structures, regulations, and competitive relationships of the nation’s financial institutions.
We cannot predict whether or in what form any proposed regulation or statute will be adopted or the
extent to which our business may be affected by any new regulation or statute.
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Executive Officers of SCBT

Executive officers of SCBT are elected by the board of directors annually and serve at the pleasure
of the board of directors. The executive officers and their ages, positions w1th SCBT over the past five
years, and terms of office as of March 1, 2010, are as follows:

Name (age) ' Position and Five Year History with SCBT With SCBT Since

Robert R. Hill, Jr. (43) ... President, Chief Executive Officer and Director 1995
President and Chief Operating Officer of
South Carolina Bank and Trust (2004-1999)

John C. Pollok (44) ... ... Senior Executive Vice President and _ ‘ 1996
Chief Operating Officer
Chief Financial Officer (2007—2010)

Donald E. Pickett (49) ... Executive Vice President.and Chief Financial Officer 2010

Joe E. Burns (55) ...... . Senior Executive Vice President and Chief Risk Officer 2000
' Chief Credit Officer (2000-2009)

John E Windley (57) ... .. . President, South Carolina Bank and Trust 2002

Regional President, South Carolina Bank and Trust
(2006-2002)

Thomas S. Camp (58) . ... Division President and Chief Executive Officer, . 1998
South Carolina Bank and Trust of the Piedmont

Dane H. Murray (60) . ... Senior Executive Vice President and ' 1971
‘ Division Head of Lowcountry and Orangeburg Regions

None of the above officers are related and there are no arrangements or understandings between
them and any other person pursuant to which any of them was elected as an officer, other than
arrangements or understandings with the directors or officers of SCBT acting solely in their capacities
as such. '

Item 1A. Risk} Factors.

Our business operations and the value of securities issued by us may be adversely affected by
certain risk factors, many of which are outside of our control. We believe the risk factors listed eould
materially and adversely affect our business, financial condition or results of operations. We may also
be adversely affected by additional risks and uncertainties or those that we believe are currently
immaterial to our business operations. In such cases, you could lose part or all of your investment.

General Business Risks

Recent negative developments in the financial industry, the domestic and international credit. markets, and the
economy in general may adversely affect our operations and results.

Negative developments that began in the latter half of 2007, became more severe during 2008 and
2009 and have continued in 2010 in the global credit and securitization markets have resulted in
unprecedented volatility and disruption in the financial markets and a general economic downturn.

As a result of this “credit crunch,” commercial as well as consumer loan portfolio performances have
shown deterioration at our bank and at many other institutions and the competition for deposits and
quality loans has increased significantly. In addition, the values of real estate collateral supporting many
commercial loans and home mortgages have declined and may continue to decline. Global securities
markets, and bank holding company stock prices in particular, have been negatively affected, as has the
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ability of banks and bank holding companies to raise capital or borrow in the debt markets. As a result,
significant new federal laws and regulations relating to financial institutions, including, without
limitation, EESA and the U.S. Treasury Department’s CPP, have been adopted. Furthermore, the
potential exists for additional federal or state laws and regulations regarding, among other matters,
Iending and funding practices and liquidity standards, and bank regulatory agencies are expected to be
active in responding to concerns and trends identified in examinations, including the expected issuance
of many formal enforcement orders. Negative developments in the financial industry, the domestic and
international credit markets, and the economy in general and the impact of new legislation in response
to those developments, may negatively impact our operations by restricting our business operations,
including our ability to originate or sell loans, and materially and adversely impact our results of
operations and financial condition. We can provide no assurance regarding the manner in which any
new laws and regulations will affect us.

At December 31, 2009, we had 39 securities available for sale in an unrealized loss position, which
totaled $6.6 million. The majority of our unrealized loss position resulted from eight pooled trust
preferred securities (“TRUPs”). These TRUPs had a $5.8 million unrealized loss position as of
December 31, 2009, which was affected by continued trouble in credit and capital markets and the
continued deterioration in earnings and credit quahty of financial institutions participating in these
pooled trust preferred securities.

There can be no assurance that recently enacted legislation will help stabilize the U.S. financial system.

The EESA was signed into law on October 3, 2008 in response to the financial crises affecting the
banking system and financial markets and going concern threats to investment banks and other
financial institutions. The U.S. Treasury announced the CPP under EESA pursuant to which it has
purchased and may continue to purchase senior preferred stock in participating financial institutions.

In addition, the FDIC created the TLGP as part of a larger government effort to strengthen confidence
and encourage liquidity in the nation’s banking system.

On February 17, 2009, the Recovery Act was signed into law in an effort to, among other things,
create jobs and stimulate growth in the United States economy. The Recovery Act specifies
appropriations of approximately $787 billion for a wide range of Federal programs and will increase or
extend certain benefits payable under the Medicaid, unemployment compensation, and nutrition
assistance programs. The Recovery Act also reduces individual and corporate income tax collections
and makes a variety of other changes to tax laws. The Recovery Act also imposes certain limitations on
compensation paid by participants in the U.S. Treasury’s TARP, which includes programs such as the
CPP-in which we participate.

There can be no assurance that these government actions will achieve their purpose. The failure of
the financial markets to stabilize, or a continuation or worsening of the current financial market
conditions, could have a material adverse affect on our business, our financial condition, the financial
condition of our customers, our common stock trading price, as well as our ability to access credit.

It could also result in declines in our investment portfolio which could be “other-than-temporary
impairments.” :

Our estimated allowance for loan losses may be inadequate and an increase in the allowance would reduce
earnings.

We are exposed to the risk that our customers will be unable to repay their loans according to
their terms and that any collateral securing the payment of their loans will not be sufficient to ensure
full repayment. Credit losses are inherent in the lending business and could have a material adverse
effect on our operating results and ability to meet obligations. The volatility and deterioration in :
foreign and domestic markets may also increase our risk for credit losses. The composition of our loan
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portfolio, primarily secured by real estate, reduces loss exposure: At December 31, 2009, we had
approximately 12,700 loans secured by real estate with an average loan balance of approximately
$150,000. At December 31, 2009, we had approximately 26,100 total loans with an average loan balance
of approximately $84,000. We evaluate the collectability of our loan portfolio and provide an allowance
for loan losses that we believe to be adequaté based on a variety of factors including but not limited to:
the risk characteristics of various classifications of loans, previous loan loss experience, specific loans
that have loss potential, dehnquency trends, estimated fair market value of the collateral, current
economic conditions, the views of our regulators, and geographlc and industry loan concentrations.

If our evaluation is incorrect and borrower defaults cause losses that exceed our allowance for loan
losses, our earnings could be significantly and adversely affected. These risks have been exacerbated by
the recent developments in national and international financial markets and the economy in general.
No assurance can be given that the allowance will be adequate to cover loan losses inherent in our
portfolio. We may experience losses in our loan portfolios or perceive adverse conditions and trends
that may require us to s1gn1f1cant1y increase our allowance for loan losses in the future, a decision that
would reduce earnings.

We are exposed to higher credit risk by commercial real estate, commercial business, and construction lending.

Commercial real estate, commercial business and construction lending usually involves higher
credit risks than that of single-family residential lending. These types of loans involve larger loan
balances to a single borrower or groups of related borrowers. Commercial real estate loans may be
affected to a greater extent than residential loans by adverse conditions in real estate markets or the
economy because commercial real estate borrowers’ ability to repay their loans depends on successful
development of their properties, as well as the factors affecting residential real estate borrowers. These
loans also involve greater risk because they generally are not fully amortizing over the loan period, but
have a balloon payment due at maturity. A borrower’s ability to make a balloon payment typically will
depend on being able to either refinance the loan or sell the underlying property in a timely manner.

Risk of loss on a construction loan depends largely upon whether our initial estimate of the -
property’s value at completion of constructlon equals or exceeds the cost of the property construction
(including interest) and the availability of permanent take-out flnancmg During the construction phase,
a number of factors can result in delays and cost overruns. If estimates of value are inaccurate or if
actual construction costs exceed estimates, the value of the property securing the loan may be
insufficient to ensure full repayment when completed through a permanent loan or by seizure of
collateral.

Commercial busmess loans are typlcally based on the borrowers ability to repay the loans from the
cash flow of their businesses. These loans may involve greater risk because the availability of funds to
repay each loan depends:substantially on the success of the business itself. In addition, the collateral
securing the loans have the followrng characteristics: (i) depreciate over time, (ii) difficult to appraise
and liquidate, and (iii) fluctuate in value based on the success of the business.

Commercial real estate, commercial business, and construction loans are more susceptible to a risk
of loss during a downturn in’the business cycle. Our underwrrtmg, review, and monitoring cannot
eliminate all of the risks related to these loans.

As of December 31, 2009, our outstanding commercial real estate loans were equal to 251.1% of
our total risk-based capital. The banking regulators are giving commercial real estate lending greater
scrutiny, and may require banks with higher levels of commercial real estate loans to implement
improved underwriting, internal controls, risk management policies and portfolio stress testing, as well
as possibly higher levels of allowances for losses and capltal levels as a result of commercial real estate
lending growth and exposures
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Our business is predominately in three states, South Carolina, Mecklenburg County of North Carolina, and
Northeast Georgia; therefore, continuation of the economic downturn in South Carolina, this North Carolina
County, and Northeast Georgia could negatively impact results from operations and financial condition.

Because of our concentration of business in the southeast, continuation of the economic downturn
in that particular region could make it more difficult to attract deposits and could cause higher rates of
loss and delinquency on our loans than if the loans were more geographically diversified. Adverse
economic conditions in these regions, including, without limitation, declining real estate values, could
cause our levels of non-performing assets and loan losses to increase. If the economic downturn
continues or a prolonged economic recession occurs in the economy as a whole, borrowers will be less
likely to repay their loans as scheduled. A continued economic downturn could, therefore, result in
losses that materially and adversely affect our business.

A significant portion of our loan portfolio is secured by real estate, and events that negatively impact the real
estate market could hurt our business.

A significant portion of our loan portfolio is secured by real estate. As of December 31, 2009,
approximately 86.7% of our loans had real estate as a primary or secondary component of collateral.
The real estate collateral in each case provides an alternate source of repayment in the event of default
by the borrower and may deteriorate in value during the time the credit is extended. A weakening of
the real estate market in our geographic footprint could result in an increase in the number of
borrowers who default on their loans and a reduction in the value of the collateral securing their loans,
which in turn could have an adverse effect on our profitability and asset quality. If we are required to
liquidate the collateral securing a loan to satisfy the debt during a period of reduced Teal estate values,
our earnings and capital could be adversely affected. Acts of nature, including hurricanes, tornados,
earthquakes, fires and floods, which may cause uninsured damage and other loss of value to real estate
that secures these loans, may also negatively impact our financial condition.

Liquidity needs could adversely affect our results of operations and Jfinancial condition.

The primary sources of our bank’s funds are client deposits and loan repayments. While scheduled
loan repayments are a relatively stable source of funds, they are subject to the ability of borrowers to
repay the loans. The ability of borrowers to repay loans can be adversely affected by a number of
factors, including changes in economic conditions, adverse trends or events affecting business industry
groups, reductions in real estate values or markets, business closings or lay-offs, inclement weather,
natural disasters, which could be exacerbated by potential climate change, and international instability.
Additionally, deposit levels may be affected by a number of factors, including rates paid by competitors,
general interest rate levels, regulatory capital requirements, returns available to clients on alternative
investments and general economic conditions. Accordingly, we may be required from time to time to
rely on secondary sources of liquidity to meet withdrawal demands or otherwise fund operations. Such
sources include Federal Home Loan Bank advances, sales of securities and loans, and federal funds
lines of credit from correspondent banks, as well as out-of-market time deposits. While we believe that
these sources are currently adequate, there can be no assurance they will be sufficient to meet future .
liquidity demands, particularly if we continue to grow and experience increasing loan demand. We may
be required to slow or discontinue loan growth, capital expenditures or other investments or liquidate
assets should such sources not be adequate.

We may decide to make future acquisitions, which could dilute current shareholders’ stock ownership and
expose us to additional risks. :

In accordance with our strategic plan, we regularly evaluate opportunities to acquiré other banks
and/or branch locations to expand SCBT, including potential acquisitions of assets and liabilities of
target banks that are in receivership through the FDIC bid process for failed institutions. As a result,
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we may engage in negotiations or discussions that, if they were to result in a transaction, could have a
material effect on our operating results and financial condition, including short and long-term liquidity.

Our acquisition activities could be material to SCBT. For example, we could issue additional shares
of common stock in a purchase transaction, which could dilute current shareholders’ ownership interest
in SCBT. These activities could require us to use a substantial amount of cash, other liquid assets,
and/or incur debt. In addition, if goodwill recorded in connection with our prior or potential future
acquisitions were determined to be impaired, then we would be required to recognize a charge against
our earnings, which could materially and adversely affect our results of operations during the period in
which the impairment was recognized. Any potential charges for impairment related to goodwill would
not impact cash flow, tangible capital or liquidity.

Our acquisition activities could involve a number of additional risks, including the risks of:

* incurring time and expense associated with identifying and evaluating potential acquisitions and
merger partners and negotiating potential transactions, resulting in management’s attention
being diverted from the operation of our existing business;

* using inaccurate €stimates and judgments to evaluate credit, operations, management, and
market risks with respect to the target institution or assets;

* the time and expense required to integrate the operations and personnel of the combined
businesses;

* creating an adverse short-term effect on our results of operations; and
-* losing key employees and customers as a result of an acquisition that is poorly received.

Any acquisition of assets and liabilities- of target banks that are in receivership through the FDIC
bid process for failed institutions requires us, through our bank subsidiary, to enter into a Purchase &
Assumption Agreement (the “P&A Agreement”) with the FDIC. The P&A Agreement is a form
document prepared by the FDIC, and our ability to negotiate the terms of this agreement is extremely
limited. P&A Agreements typically provide (as did the P&A Agreement related to our acquisition of
deposits excluding brokered deposits, certain other borrowings and certain assets from CBT) for limited
disclosure about, and limited indemnification for, risks associated with the target banks. There is a risk
that such disclosure regarding, and indemnification for, the assets and liabilities of target banks will not
be sufficient and we will incur unanticipated losses in connection with any acquisition of assets and
liabilities of target banks that are in receivership through the FDIC bid process for failed institutions.
In any future P&A Agreements we may be required to make an additional payment to the FDIC under
certain circumstances following the completion of an FDIC-assisted acquisition if, for example, actual
losses related to the target bank’s assets acquired are less than a stated threshold. The P&A Agreement
related to our acquisition of deposits excluding brokered deposits, certain borrowings and certain assets
from CBT included such a true-up provision.

In addition, the FDIC bid prdcess for failed depository institutions is competitive. We cannot
provide any assurances that we will be successful in bidding for any target bank or for other failed
depository institutions in the future.

We may be exposed to difficulties in combining the operations of acquired businesses such as those of
Community Bank & Trust in Northeast Georgia into our own operations, which may prevent us from
achieving the expected benefits from our acquisition activities.

We may not be able to fully achieve the strategic objectives and operating efficiencies that we
anticipate in our acquisition activities. Inherent uncertainties exist in integrating the operations of an
acquired business, such as the business of CBT, from which we assumed all deposits excluding brokered
deposits and purchased certain other assets on January 29, 2010 through an FDIC assisted transaction.
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In addition, the markets and industries in which SCBT and our potential acquisition targets operate are
highly competitive. We may lose customers or the customers of acquired entities as a result of an
acquisition. We also may lose key personnel from the acquired entlty as a result of an acquisition.

We may not discover all known and unknown factors when examining a company for acquisition during
the due diligence period. These factors could produce unintended and unexpected consequences for us.
Undiscovered factors as a result of acquisition, pursued by non-related third party entities, could bring
civil, criminal, and financial liabilities against us, our management, and the management of those
entities acquired. These factors could contnbute to SCBT not achieving the expected benefits from its
acquisitions within desued time frames.

New or acquired banking office facilities and other facilities may not be praofitable.

We may not be able to identify profitable locations for new banking offices. The costs to start up
new banking offices or to acquire existing branches, and the additional costs to operate these facilities,
may increase our non-interest expense and decrease our earnings in the short term. If branches of
other banks become available for sale, we may acquire those offices. It may be difficult to adequately
and profitably manage our growth through the establishment or purchase of additional banking offices
and we can provide no assurance that any such’ ‘banking offices will successfully attract enough deposits
to offset the expenses of their operation. In addition, any new or acquired banking offices will be
subject to regulatory approval, and there can be no assurance that we will succeed in securing such
approval.

We are exposed to a need for additional capital resources for the future and these capital resources may not be
available when needed or at all.

We may need to incur additional debt or equity financing in the future to make strategic
acquisitions or investments or to strengthen our capital position. Qur ability to raise additional capital,
if needed, will depend on, among other things, conditions in the capital markets at that time, which are
outside of our control and our financial performance. We cannot provide assurance that such financing
will be available to us on acceptable terms or at all.

QOur net interest income may decline based on the interest rate environment.

We depend on our net interest income to drive’ prof1tab111ty Differences in volume, yields or
interest rates and differences in income earning products such as interest-earning assets and interest-
bearing liabilities determine our net interest income. We are exposed to changes in general interest rate
levels and other economic factors beyond our control. Net interest income may decline in a particular
period if:

* In a declining interest rate environment, more interest-earning assets than interest-bearing
liabilities re-price or mature, or

* In a rising interest rate environment, more interest-bearing liabilities than interest-earning assets
re-price or mature.-

Our net interest income may decline based on our exposure to a difference in short-term and
long-term interest rates. If the difference between the interest rates shrinks or disappear, the difference
between rates paid on deposits and received on loans could narrow significantly resulting in a decrease
in net interest income. In addition to these factors, if market interest rates rise rapidly, interest rate
adjustment caps may limit increases in the interest rates on adjustable rate loans, thus reducing our net
interest income. Also, certain adjustable rate loans re-price based on lagging interest rate indices.

This lagging effect may also negatively impact our net interest income when general interest rates
continue to rise periodically.
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Our primary policy is to monitor exposure to interest rate increases and decreases of as much as
200 basis points ratably over a 12-month period. As of December 31, 2009, the earnings simulations
indicated that the impact of a 200 basis point decrease in rates over 12 months would result in an
approximate 0.08% increase in net interest income—as compared with a base case unchanged interest
rate environment. As a result of the current rate environment with federal funds rates between zero
and 25 basis points, our simulation does not produce a realistic scenario for the impact of a 200 basis
point decrease in rates. These results indicate that our rate sensitivity is slightly asset sensitive to the
indicated change in interest rates over a one-year horizon.

We are exposed to the possibility that more prepayments may be made by customers to pay down loan
balances, which could reduce our interest income and proﬁtablltty

Prepayment rates stem from consumer behav1or, conditions in the housing and financial markets,
general United States economic conditions, and the relative interest rates on fixed-rate and
adjustable-rate loans. Therefore, changes in prepayment rates are difficult to predict. Recognition of
deferred loan origination costs and premiums paid in originating these loans are normally recognized
over the contractual life of each loan. As prepayments occur, the rate at which net deferred loan
origination costs and premiums are expensed will accelerate. The effect of the acceleration of deferred
costs and premium amortization may be mitigated by prepayment penalties paid by the borrower when
the loan is paid in full within a certain period of time, which varies between loans. If prepayment
occurs after the period of time when the loan is subject to a prepayment penalty, the effect of the
acceleration of premium and deferred cost amortization is no longer mitigated. We recognize premiums
paid on mortgage-backed securities as an adjustment from interest income over the expected life of the
security based on the rate of repayment of the securities: Acceleration of prepayments on the loans
underlying a mortgage-backed security shortens the life of the security, increases the rate at which
premiums are expensed and further reduces interest income. We may not be able to reinvest loan and
security prepayments at rates comparable to the prepald instrument particularly in a period of declining
interest rates.

We may not be able to adequately anticipate and respond to changes in market interest rates.

We may be unable to anticipate changes in market interest rates, which are affected by many
factors beyond our control including but not limited to inflation, recession, unemployment, money
supply, monetary policy, and other changes that affect financial markets both domestic and foreign.

Our net interest income is affected not only by the level and direction of interest rates, but also by the
shape of the yield curve and relationships between interest sensitive instruments and key driver rates, as
well as balance sheet growth, customer loan and deposit preferences, and the t1m1ng of changes in
these variables. In the event rates increase, our interest costs on liabilities may increase more rapidly
than our income on interest earning assets, thus a deterioration of net interest margins. As such,
fluctuations in interest rates could have significant adverse effects on our financial condition and results
of operations.

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

Financial services institutions are interrelated as a result of trading, clearing, counterparty, or other
relationships. We have exposure to many different industries and counterparties, and routinely execute
transactions with counterparties in the financial services industry, including commercial banks, brokers
and dealers, investment banks, and other institutional clients. Many of these transactions expose us to
credit risk in the event of a default by a counterparty or client. In addition, our credit risk may be
exacerbated when the collateral held by SCBT cannot be realized upon or is liquidated at prices not
sufficient to recover the full amount of the credit or derivative exposure due to SCBT. Any such losses
could have a material adverse effect on our financial condition and results of operations.
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We could experience a loss due to competition with other financial institutions.

The banking and financial services industry is very competitive. Legal and regulatory developments
have made it easier for new and sometimes unregulated competitors to compete with us. The financial
services industry has and is experiencing an ongoing trend towards consolidation in which fewer large
national and regional banks and other financial institutions are replacing many smaller and more local
banks. These larger banks and other financial institutions hold a large accumulation of assets and have
significantly greater resources and a wider geographic presence or greater accessibility. In some
instances, these larger entities operate without the traditional brick and mortar facilities that restrict
geographic presence. Some competitors are able to offer more services, more favorable pricing or
greater customer convenience than SCBT. In addition, competition has increased from new banks and
other financial services providers that target our existing or potential customers. As consolidation
continues among large banks, we expect other smaller institutions to try to compete in the markets we
serve. : : ’

Technological developments have allowed competitors, including some non-depository institutions,
to compete more effectively in local markets and have expanded the range of financial products,
services and capital available to our target customers. If we are unable to implement, maintain and use
such technologies effectively, we may not be able to offer products or achieve cost-efficiencies necessary
to compete in the industry. In addition, some of these competitors have fewer regulatory constraints
and lower cost structures.

We depend on the accuracy and completeness of information about clients and counterparties. .

In deciding whether to extend credit or enter into other transactions with clients and
counterparties, we may rely on information furnished to us by or on behalf of clients and
counterparties, including financial statements and other financial information. We also may rely on
representations of clients and counterparties as to the accuracy and completeness of that information
and, with respect to financial statements, on reports of independent auditors. For example, in deciding
whether to extend credit to clients, we may assume that a customer’s audited financial statements
conform to accounting principles generally accepted in the United States of America (“GAAP”) and
present fairly, in all material respects, the financial condition, results of operations and cash flows of
the customer. Our earnings are significantly affected by our ability to properly originate, underwrite
and service loans. Our financial condition and results of operations could be negatively impacted to the
extent we incorrectly assess the creditworthiness of our borrowers, fail to detect or respond to
deterioration in asset quality in a timely manner, or rely on financial statements that do not comply
with GAAP or are materially misleading.

The accuracy of our financial statements and related disclosures could be affected because we are exposed to
conditions or assumptions different from the judgments, assumptions or estimates used in our critical
accounting policies.

The preparation of financial statements and related disclosure in conformity with GAAP requires
us to make judgments, assumptions, and estimates that affect the amounts reperted in our consolidated
financial statements and accompanying notes. Our critical accounting policies, included in this
document, describe those significant accounting policies and methods used in the preparation of our
consolidated financial statements that are considered “critical” by us because they require judgments,
assumptions and estimates that materially impact our consolidated financial statements and related
disclosures. As a result, if future events differ significantly from the judgments, assumptions and
estimates in our critical accounting policies, such events or assumptions could have a material impact
on our audited consolidated financial statements and related disclosures.
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We are exposed to the possibility of technology failure and a disruption in our operations may adversely affect
our business.

We rely on our computer systems and the technology of outside service providers. Our daily
operations depend on the operational effectiveness of their technology. We rely on our systems to
accurately track and record our assets and liabilities. If our computer systems or outside technology
sources become unreliable, fail, or experience a breach of security, our ability to maintain accurate
financial records may be impaired, which could materially affect our business operations and financial
condition. In addition, a disruption in our operations resulting from failure of transportation and
telecommunication systems, loss of power, interruption of other utilities, natural disaster, fire, global
climate changes, computer hacking or viruses, failure of technology, terrorist activity or the domestic
and foreign response to such activity or other events outside of our control could have an adverse
impact on the financial services industry as a whole and/or on our business. Our business recovery plan
may not be adequate and may not prevent significant interruptions of our operations or substantial
losses. ‘

We are exposed to a possible loss of our employees and critical management team.

We are dependent on the ability and experience of a number of key management personnel who
have substantial experience with our operations, the financial services industry, and the markets in
which we offer products and services. The loss of one or more senior executives or key managers may
have an adverse effect on our operations. Also, as we continue to grow operations, our success depends
on our ability to continue to attract, manage, and retain other qualified middle management personnel.
We cannot guarantee that we will continue to attract or retain such personnel.

The FDIC Deposit Insurance assessments that we are required to pay may materially increase in the future,
which would have an adverse effect on our earnings.

As a member institution of the FDIC, we are required to pay semi-annual deposit insurance
premium assessments to the FDIC. The Company’s deposit insurance assessments expense totaled
$5.0 million for the year ended December 31, 2009, including a one-time special assessment of
$1.3 million. Due to the recent failure of several unaffiliated FDIC insurance depository institutions
and the FDIC’s new liquidity guarantee program, the deposit insurance premiuim assessments paid by
all banks has increased. In addition, new FDIC requirements shift a greater share of any increase in
such assessments onto institutions with higher risk profiles, including banks with heavy reliance on
brokered deposits, such as our bank. At December 31, 2009, the Company prepaid to the FDIC
$11.2 million under the November 2009 final rule requiring a prepayment of the next three years’
assessments, which amount we carried as a prepaid asset as of December 31, 2009.

Negative public opinion surrounding our company and the financial institutions industry generally could
damage our reputation and adversely impact our earnings.

Reputation risk, or the risk to our business, earnings and capital from negative public opinion
surrounding our company and the financial institutions industry generally, is inherent in our business.
Negative public opinion can result from our actual or alleged conduct in any number of activities,
including lending practices, corporate governance and acquisitions, and from actions taken by
government regulators and community organizations in response to those activities. Negative public
opinion can adversely affect our ability to keep and attract clients and employees and can expose us to
litigation and regulatory action. Although we take steps to minimize reputation risk in dealing with our
clients and communities, this risk will always be present given the nature of our business.
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Legal and Regulatory Risks

We are subject to extensive regulation that could restrict our activities and impose financial requirements or
limitations on the conduct of our business and limit our ability to receive dividends from our bank.

We are subject to Federal Reserve Board regulation. Our bank is subject to extensive regulation,
supervision, and examination by our primary federal regulator, the Office of the Comptroller of the
Currency (“OCC”), and by the Federal Deposit Insurance Corporation (“FDIC”), the regulating
authority that insures customer deposits. Also, as a member of the Federal Home Loan Bank
(“FHLB”), our bank must comply with applicable regulations of the Federal Housing Finance Board
and the FHLB. Regulation by these agencies is intended primarily for the protection of our depositors
and the deposit insurance fund and not for the benefit of our shareholders. Our bank’s activities are
also regulated under consumer protection laws applicable to our lending, deposit, and other activities.
A siifficient claim against our bank under these laws could have a material adverse effect on our results
of operations.

We are exposed to declines in the value of qualified pension plan assets or unfavorable changes in laws or
regulations that govern pension plan funding, which could require us to provide significant amounts of
funding for our qualified pension plan.

As a matter of course, we anticipate that we will make material cash contributions to our qualified
defined benefit pension plan in the near and long term. A significant decline in the value of qualified
pension plan assets in the future or unfavorable changes in laws or regulations that govern pension
plan funding could materially change the timing and amount of required pension funding. As a result,
we may be required to fund our qualified defined benefit pension plan with a greater amount of cash
from operations, perhaps by an additional material amount. ‘

We are exposed to further changes in the regulation of financial services companies.

Proposals for further regulation of the financial services industry are continually being introduced
in the Congress of the United States of America, the General Assembly of the State of South Carolina,
the General Assembly of the State of North Carolina, and the General Assembly of the State of
Georgia. The agencies regulating the financial services industry also periodically adopt changes to their
regulations. On September 7, 2008, the U.S. Treasury announced that Freddie Mac (along with Fannie
Mae) has been placed into conservatorship under the control of the newly created Federal Housing
Finance Agency. On October 3, 2008, EESA was signed into law, and on October 14, 2008 the
U.S. Treasury announced its CPP under EESA. On February 17, 2009, the Recovery Act was signed
into law. In November 2009, the FDIC announced a final rule to require FDIC insured banks to
prepay the fourth quarter assessment and the next three years assessment by December 31, 2009. It is
possible that additional legislative proposals may be adopted or regulatory changes may be made that
would have an adverse effect on our business. We can provide no assurance regarding the manner in
which any new laws and regulations will affect us. See “Risk Factors—We are subject to extensive
regulation that could restrict our activities and impose financial requirements-or limitations on the conduct
of our business and limit our ability to receive dividends from our bank” above.

Risks Related to an Investment in Qur Common Stock

Our ability to pay cash dividends is limited, and we may be unable to pay future dividends even if we desire
to do so. ‘

Our ability to pay cash dividends may be limited by regulatory restrictions, by our bank’s ability to
pay cash dividends to our holding company and by our need to maintain sufficient capital to support
our operations. The ability of our bank to pay cash dividends to our holding company is limited by its
obligation to maintain sufficient capital and by other restrictions on its cash dividends that are
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applicable to national banks and banks that are regulated by the FDIC. If our bank is not permitted to
pay cash dividends to our holding company, it is unlikely that we would be able to pay cash dividends
on our common stock. Moreover, holders of our common ‘stock are entitled to receive dividends only
when, and if declared by our board of directors. Although:we have historically paid cash dividends on
our comimon stock, we are not required to do so and our board of directors could reduce or eliminate
our common stock dividend in the future. See above “Risk:Factors—We are subject to extensive regulation
that could restrict our activities and impose financial requirements or limitations on the conduct of our
business and limit our ability to receive dividends from our bank”.

We may issue additional shares of stock or equity derivative securities that will dilute the percentage ownership
interest of existing shareholders and may dilute the book value per share of our common stock and adversely
affect the terms on which we may obtain additional capital. :

Our authorized capital includes 40,000,000 shares of common stock and 10 000, 000 shares of
preferred stock. As of December 31, 2009, we had 12,739,533 shares of common stock outstanding and
had reserved for issuance 348,575 shares underlying options that are or may become exercisable at an
average price of $27.84 per share. In addition, as of December 31, 2009, we had the ability to issue
238,415 shares of common stock pursuant to-options and restricted stock that may be granted in the
future under our existing equity compensation plans. In addition, as of December 31, 2009, we had no
shares of preferred stock outstanding. Subject to applicable NASDAQ rules, our board.generally has
the authority, without action by or vote of the shareholders, to issue all or part of any authorized but
unissued shares of stock for any corporate purpose, including issuance of equity-based incentives under
or outside of our equity compensation plans. We may seek additional equity capital in the future as we
develop our business and expand our operations. Any issuance of additional shares of stock or equity
derivative securities will dilute the percentage ownership interest of our shareholders and may dilute
the book value per share of our common stock. Shares we issue in connection with any such offering
will increase the total number of outstanding shates and may d11ute the economic and voting ownership
interest of our existing shareholders -

Our stock price may be volatile, which could result in losses to our investors and litigation against us.

‘Our stock price has been volatile in the past and several factors could cause ‘the pnce to fluctuate
substantially in the future. These factors include but are not limited to: actual or ‘anticipated variations
in earnings, changes in analysts’ recommendations or projections, our announcement of developments
related to our businesses, operations and stock performance of other companies deemed to be peers,
new technology used or services offered by traditional and non-traditional competltors news reports of
trends, concerns, irrational exuberance on the part of investors, and other i issues related to the financial
services industry. Our stock price may fluctuate significantly in the future, and these fluctuations may
be unrelated to our performance. General market declines or market volatility in the future, especially
in the financial institutions sector, could adversely affect the price of SCBT’s common stock, and the
current market price may not be indicative of future market prlces :

Stock prlce Volatlhty may make it more difficult for you to resell your ‘common stock when you
want and at prices you find attractive. Moreover, in the past, securities class action lawsuits have been
instituted against some companies following periods of volat111ty in the market price of its securities.

We could in the future be the target of similar 11t1gat10n Securities litigation could result in substantial
costs and divert management’s attention and resources from our normal busmess

Future sales of our stock by our shareholders or the perception that those sales could occur may cause our
stock price to decline.

Although our common stock is llsted for tradlng in The NASDAQ Global Select Market>™, the
trading volume in our common stock is lower than that of other larger financial services companies.
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A public trading market having the desired characteristics of depth, liquidity and orderliness depends
on the presence in the marketplace of willing buyers and sellers of our common stock at any given
time. This presence depends on the individual decisions of investors.and general economic and market
conditions over which we have no control. Given the relatively low trading volume of our common
stock, significant sales of our common stock in the public market, or the perception that those sales
may occur, could cause the trading price of our common stock to decline or to be lower than it
otherwise might be in the absence of those sales or perceptions.

The existence of outstanding stock options issued to our current or former executive officers, directors, and
employees may result in dilution of your ownership and adversely affect the terms on which we can obtain
additional capital. :

As of December 31, 2009, we had outstanding options to purchase 348,575 shares of our common
stock at-a weighted average exercise price of $27.84 per share. All of these options-are held by our
current or former executive officers, directors, and employees. Also, as of December 31, 2009, we had
the ability to issue options and restricted stock to purchase an additional 238,415 shares of our
common stock. The issuance of shares subject to options under the equity compensation plans will
result in dilution of our shareholders’ ownership of our common stock.

The exercise of stock options could also adversely affect the terms on which we can obtain
additional capital. Optlon holders are most likely to exercise their options when the exercise price is
less than the market price for our common stock. They profit from any increase in the stock prlce
without assuming the risks of ownership of the underlying shares of common stock by exercising their
options and selling the stock immediately. .

State law and provisions in our articles of incorporation or bylaws could make it more difficult for another
company to purchase us, even though such a purchase may increase shareholder value.

In many cases, shareholders may receive a premium for their shares if we were purchased by
another company. State law and our articles of incorporation and bylaws could make it difficult for
anyone to purchase us without the approval of our board of directors. For example, our articles of
incorporation divide the board of directors into three classes of directors serving staggered three-year
terms with approximately one-third of the board of directors elected at each annual meeting of
shareholders. This classification of directors makes it more difficult for shareholders to change the
composition of the board of directors. As a result, at least two annual meetings of shareholders would
be required for the shareholders to change a majority of the directors, whether or not a change in the
board of directors would be beneficial and whether or not a majority of shareholders believe that such
a change would be desirable.

Our articles of incorporation provide that a merger, exchange or consolidation of SCBT with, or
the sale, exchange or lease of all or substantially all of our assets to, any person or entity (referred to
herein as a “Fundamental Change™), must be approved by the holders of at least 80% of our
outstanding voting stock if the board of directors does not recommend a vote in favor of the
Fundamental Change. The articles of incorporation further provide that a Fundamental Change
involving a shareholder that owns or controls 20% or more of our voting stock at the time of the
proposed transaction (a “Controlling Party”) must be approved by the holders of at least (i) 80% of
our outstanding voting stock, and (ii) 67% of our outstanding voting stock held by shareholders other
than the Controlling Party, unless (x) the transaction has been recommended to the shareholders by a
majority of the entire board of directors or (y) the consideration per share to be received by our
shareholders generally is not less than the highest price per share paid by the Controlling Party in the
acquisition of its holdings of our common stock during the preceding three years. The approval by the
holders of at least 80% of our outstanding voting stock is required to amend or repeal these provisions
contained in our articles of incorporation. Finally, in the event that any such Fundamental Change is
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not recommended by the board of directors, the holders of at least 80% of our outstanding voting

stock must attend a meeting called to address such transaction, in person or by proxy, in order for a
quorum for the conduct of business to exist. If the 80% and 67% vote requirements described above do
not apply because the board of directors recommends the transaction or the consideration is deemed
fair, as applicable, then pursuant to the provisions of the South Carolina Business Corporation Act, the
Fundamental Change generally must be approved by two-thirds of the votes entitled to be cast with
respect thereto.

Consequently, a takeover attempt may prove difficult, and shareholders may not realize the highest
possible price for their securities.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

Our corporate headquarters are located in a four-story facility, located at 520 Gervais Street,
Columbia, South Carolina. The Midlands region lead branch of SCBT, N.A,, is also located in this
approximately 57,000 square-foot building. The main offices of SCBT, N.A. are in a four-story facility
with approximately 48,000 square feet of space for operating and administrative purposes, located at
950 John C. Calhoun Drive, S.E., Orangeburg, South Carolina. NCBT, a division of SCBT, N.A., leases
approximately 13,000 square feet in a building located at 6525 Morrison Boulevard, Charlotte, North
Carolina. In addition to these main locations, our bank owns forty-two other properties and leases
twenty-two other properties, all of Wthh are used, substantially, as branch locations or for housing
other operational units.

Subsequent to year-end, on January 29, 2010, we entered into a purchase and assumptibn.
agreement (“P&A Agreement”) with loss share arrangements with the FDIC to purchase certain assets
and assume substantially all of the deposits and certain liabilities of CBT. The main offices of CBT are
located in a 12,000 square-foot facility at 448 North Main Street, Cornelia, Georgia. We did not
immediately acquire the real estate, banking facilities, furniture or equipment of CBT as a part of the
P&A Agreement. However, we have the option to purchase the real estate and furniture and
equipment from the FDIC. The term of this option expires approx1mate1y 90 days from the date of the
P&A Agreement. .

Although the properties owned and leased are generally considered adequate, we have a
continuing program of modernization, expansion, and when necessary, occasional replacement of
facilities.

Item 3. Legal ‘Proceedings.

- We are not a party to, nor is any of our property the subject of, any pending material proceeding
other than those that may occur in our ordinary course of business as of December 31, 2009 and the
date of this Form 10-K.

Ttem 4. (Removed and Reserved).

29



PART II

Item 5. Market for the Registrant’s Common Equity, Related Stockholdér Matters and Issuer
Purchases of Equity Securities. ' i

(a) The table below describes historical information régarding our common equity securities:

2009 2008 2007 2006 2005

Stock Performance _ : o
Dividends per share .. .......... L8 068 $ 068 § 068 § 068 $ 0.68
Dividend payout ratio. ........... 74.66% 40.93% 29.17% 30.88% 34.29%
Dividend yield (based on the average o o

of the high and low for the year) . . 2.67% 1.90% 1.94% 1.81% 2.14%
Price/earnings ratio (based on

year-end stock price and diluted

earnings per share) . ........... 37.42x 22.70x 13.65x 19.39x 17.29x
Price/book ratio (end of year) . . . . .. 1.25x 1.58x 1.50x 2.25x% 1.95x
Common Stock Statistics
Stock price ranges: ’ '

High ............ . ... ..., $ 3437 $ - 4524 § 4084 $ 4293 § 3494

Low.. ... .. ’ 16.53 26.25 .28.29 32.38 28.50

CloSE . oottt +27.69 .. . 3450 31.67 - 4173 33.42
Volume traded on exchanges ...... 11,219,700 8,098,600 4,359,700 2,510,900 2,202,700
As a percentage of average shares : ; ‘

outstanding ................. 92.07% 75.65% 42.91% 28.89%  21.09%
Earnings per share, basic ......... $ 0.74 § 1.53 $ 233§ 217 $ 1.95
Earnings per share, diluted . . ... ... 0.74 152 232 215 1.93
Book value per share .. ... e 02220 21.77 2117 18.57 17.17

In reference to the table above, per share data have been retroactively adjusted to give effect to a
5% common stock dividend paid to shareholders of record on March 9, 2007. Also, we pay cash
‘dividends on common shares out of earnings generated by SCBT in the preceding quarter; therefore,
our dividend payout ratio is calculated by dividing total dividends paid during 2009 by the total net
income available to common shareholders reported in the fourth quarter of 2008, first quarter of 2009,
second quarter of 2009 and third quarter of 2009.

Quarterly Common Stock Price Ranges and Dividends

Year Ending Year Ending
December 31, 2009 December 31, 2008
Quarter High Low Dividend High Low Dividend
Ist vt [ P - $34.37 $16.53  $0.17  $34.83 $2696  $0.17
2nd ... e 26.76 19.68 0.17 36.39 2840 0.17
Brd . .. e 28.83  20.58 0.17 4524  26.25 0.17
4 ¢ 2836 25.14 0.17 38.00 2945 0.17

As of March 5, 2010, we had issued and outstanding 12,744,633 shares of common stock which
were held by approximately 5,400 shareholders of record. Our common stock trades on The NASDAQ
Global Select Market™™ under the symbol “SCBT.”

We pay cash dividends to SCBT shareholders from our assets, which are provided primarily by
dividends paid to SCBT by our bank subsidiary. Certain restrictions exist regarding the ability of our
subsidiary to transfer funds to SCBT in the form of cash dividends, loans or advances. The approval of
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the OCC is required to pay dividends in excess of our bank’s respective retained net profits for the .. -
current year plus retained net profits (net profits less dividends paid) for the preceding two years, less
any required transfers to surplus. As of December 31, 2009, approximately $23.0 million of our bank’s
retained earnings were available for distribution to SCBT as dividends without prior regulatory
approval. For the year ended December 31, 2009, our bank paid dividends of approximately

$8.2 million to SCBT. We anticipate that we will continue to pay comparable cash dividends from our
bank to SCBT in the future, however, this is evaluated each quarter. '

(b) Not épplicable.
(c) Issuer Purchases of Equity Securities:

In February 2004, we announced a program with no formal expiration daté to repurchase up to
250,000 of our common shares. The following, table reflects share repurchase activity during the fourth
quarter of 2009:

(d) Maximum
Number (or
(c) Total Approximate
Number of Dollar Value) of
Shares (or Shares (or
Units) Units) that
(a) Total Purchased as ~ May Yet Be
Number of Part of Publicly Purchased
Shares (or (b) Average Announced Under the
Units) Price Paid per Plans or Plans or
Period Purchased Share (or Unit) Programs Programs
October 1-October 31................ . 2,841* $25.77 — 147,872
November 1-November 30 .............. 267* 26.00 — 147,872
December 1-December 31 .............. 1,469* 27.82 — 147,872
TOtAl « et 4,577 — 147,872

* . These shares were repurchased under arrangements, authorized by our stock-based compensation
plans and Board of Directors, whereby officers or directors may sell previously owned shares to
SCBT in order to pay for the exercises of stock options or for income taxes owed on vesting shares
of restricted stock. These shares are not purchased under the plan to repurchase 250,000 shares.
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Item 6. Selected Financial Data.

The following table presents selected financial and quantitative data for the five years ended
December 31 for SCBT Financial Corporation:

(Dollars in thousands) :
Balance Sheet Data Period End
Assets ... .. i
Loans, net of unearned income* . .
Investment securities. .. ........
Goodwill and other intangible
ASSELS o vt
Deposits. .. ..., SN
Nondeposit borrowings .. .......
Shareholders’ equity . ..........
Number of common shares
outstanding . . . .............
Book value per common share ...
Tangible book value per common
share ........... ... .. ..

Annualized Performance Ratios
Return on average assets. . ......
Return on average equity .......
Return on average tangible equity .
Net interest margin (taxable

equivalent) ................ ‘

Efficiency ratio . . . ............
Dividend payout ratio . . ........

Asset Quality Ratios

Allowance for loan losses to period
endloans ................ ~

Allowance for loan losses to period

end nonperforming loans . ... ... :

Nonperforming assets to period
end loans and repossessed assets

Nonperforming assets to period
end total assets . ............

Net charge-offs to average loans **

Capital Ratios

Equity to assets ..............
Tangible equity to tangible assets . .
Tier 1 leverage ratio . . .........
Tier 1 risk-based capital ........
Total risk-based capital .........

Other Data
Number of financial centers .....
Number of employees (full-time

~ equivalent basis) ............ '

*  _Excludes loans held for sale.

. 2009

2008

2007

2006

2005

$ 2,702,188 $ 2,766,:710 $ 2,597,183

2,203,238
211,112

65,696
2,104,639
306,139
282,819

12,739,533
22.20

17.04

0.48%
4.66
6.18
4.05
61.17
74.66

1.70%
75.38
2.40

1.96
0.92

10.47%
8.24
9.89

12.47

14.42

48

700

2,316,076
222,227

66,221
2,153,274
349,870
244,928

11,250,603
21.77

15.88

0.58%
7.00
10.26

3.83

63.17
40.93

136%
211.34
0.91

0.76
0.26

8.85%

6.62

8.54
10.42
12.34

50
692

2,083,047
258,309

65,618
1,927,889
440,046
215,065

10,160,432
21.17

14.71

0.95%
12.42
16.28

3.85

65.31
29.17

1.28%
419.22
0.33

0.27
0.13

8.28%
5.90
8.42
9.64
10.89

50
701

$2,178,413  $1,925,856

1,760,830
210,391

35,679
1,706,715
293,521
161,888

8,719,146
18.57

14.47

0.97%
12.72
16.83

3.91

63.80
30.88

1.29%
492.14
0.30

0.24
0.16

7.43%

5.89

8.11
10.11
11.36

45
634

1,535,901
182,744

36,068
1,473,289
294,420
148,403

8,644,883
17.17

12.98

1.00%
13.19
15.40

4.04

64.88
34.29

1.30%
468.74
0.32

0.24
0.16

7.711%

5.94

8.58
10.25
11.45

41

590

** __For comparability, net charge-offs to average loans at December 31, 2005 includes estimated
automated overdraft protection (“AOP”) principal net charge-offs (see Table 12—Summary of
Loan Loss Experience on page 55 for further disclosure).
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The table below provides a reconciliation of non-GAAP measures to GAAP for the five years
ended December 31:

2009 2008 2007 2006 2005

Tangible book value per common share
Tangible book value per common share (non-GAAP) . $17.04  $15.88  $14.71  $1447  $12.98

Effect to adjust for tangible assets . ............. 5.16 5.89 6.46 4.10 4.19
Book value per common share (GAAP) . ......... 22.20 21.77 21.17 18.57 17.17
Return on average tangible equity :

Return on average tangible equity (non-GAAP) .. .. 6.18% 10.26% 16.28% 16.83% = 15.40%
Effect to adjust for tangible assets . ............. (1.52) (3.26) (3.86) (4.11) (2.21)
Return on average equity (GAAP).............. 4.66 7.00 12.42 12.72 13.19
Tangible equity to tangible assets ' )
Tangble equity to tangible assets (non-GAAP) ... .. 8.24% 6.62% 590% 589%  5.94%
Effect to adjust for tangible assets .. ............ 2.23 2.23 2.38 1.54 1.77
Equity to assets (GAAP) . . ................... 10.47 8.85 8.28 7.43 7.71

The tangible measures above are non-GAAP measures and exclude the effect of period end or
average balance of intangible assets. The tangible return on equity measures also add back the after-tax
amortization of intangibles to GAAP basis net income. Management believes that these non-GAAP
tangible measures provide additional useful information, particularly since these measures are widely
used by industry analysts for companies with prior merger and acquisition activities. Non-GAAP
measures should not be considered as an alternative to any measure of performance or financial
condition as promulgated under GAAP, and investors should consider the company’s performance. and
financial condition as reported under GAAP and all other relevant information when assessing the
performance or financial condition of the company. Non-GAAP measures have limitations as analytical
tools, and investors should not consider them in isolation or as a substitute for analysis of the
company’s results or financial condition as reported under GAAP.
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The following table presents selected financial data for the five years ended December 31:

2005

(Dollars in thousands, except per share) - 2009 2008 2007 2006

Summary of Operations )

Interest inCOME . . . .o vt ee e i e e e $141,798 $156,075 $149,199 $127,808 $90,568

Interest EXPense . . v v v v v v v v inn e e 37,208 60,298 68,522 54281 28,710
Net interestincome . .................. 104,590 95,777 80,677 73,527 61,858

Provision for loan losses .. ..... e 26,712 10,736 4,384 5,268 4,907
Net interest income after provision for loan g ‘

JOSSES & v v vttt 77,878 85,041 76,293 68,259 - 56,951
Noninterest income .. ........... e 26,246 19,049 27,359 23962 21,549
Noninterest €Xpense . . .. ... vvvv v v v e vw e 83,646 79,796 71,402 62,132 54,022

Income before provision for income taxes . .. 20,478 24,294 32,250 30,089 24,478
Provision for income taxes . ............... 6,883 8,509 10,685 10,284 7,823

Netincome ............. e 13,595 15,785 . 21,565 19,805 16,655
Preferred stock dividends . ................ 1,115 — — —_— —_
Accretion on preferred stock discount . . ... ... 3,559 — — — —

Net income available to common shareholders $ 8,921 $ 15,785 $ 21,565 $ 19,805 - $16,655
Earnings Per Common Share ' ' '
Net income available to common shareholders,

DASIC « v vttt e $ 074 $ 153 $ 233 $ 217 $ 195
Net income available to common shareholders, ‘ ’

diluted. .. ... .0 0.74 1.52 2.32 2.15 1.93
Cashdividends ....................... 0.68 -0.68 0.68 0.68 0.68

In reference to the table above, net income per share data have been retroactively adjusted to give
effect to 5% common stock dividend paid to shareholders of record on March 9, 2007.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following Management’s Discussion and Analysis of Financial Condition and Results of
Operations (“MD&A”) describes SCBT Financial Corporation and its subsidiary’s results of operations
for the year ended December 31, 2009 as compared to the year ended December 31, 2008, and also
analyzes our financial condition as of December 31, 2009 as compared to December 31, 2008. Like
most financial institutions, we derive most of our income from interest we receive on our loans and

investments. Our primary source of funds for making these loans and investments is our deposits, on
most of which we pay interest. Consequently, one of the key measures of our success is the amount of
net interest income, or the difference between the income on our interest-earning assets, such as loans
and investments, and the expense on our interest-bearing liabilities, such as deposits. Another key
measure is the spread between the yield we earn on these interest-earning assets and the rate we pay
on our interest-bearing liabilities.

Of course, there are risks inherent in all loans, so we maintain an allowance for loan losses to
absorb our estimate of probable losses on existing loans that may become uncollectible. We establish
and maintain this allowance by charging a provision for loan losses against our operating earnings. In
the following section, we have included a detailed discussion of this process.

In addition to earning interest on our loans and investments, we earn income through fees and
other expenses we charge to our customers. We describe the various components of this noninterest
income, as well as our noninterest expense, in the following discussion.
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The following section also identifies significant factors that have affected our financial position and
operating results during the periods included in the accompanying financial statements. We encourage
you to read this discussion and analysis in conjunction with the financial statements and the related
notes and the other statistical information also included in this report.

Overview

We achieved positive operating results during 2009, even though our earnings declined during the
year compared to 2008. We continued to experience pressures from the deteriorating U.S. economy and
the economies in our markets. Consolidated net income available to common shareholders decreased
43.5% to $8.9 million for the year ended December 31, 2009 driven by a 148.8% increase in provision
for loan losses to $26.7 million during 2009, $5.0 million in other than temporary impairment charges
related to pooled trust preferred securities and $4.7 million in preferred stock dividends and accretion
on preferred stock discount related to repurchasing the preferred stock from the U.S. Treasury in the
second quarter of 2009, and a $3.6 million increase in FDIC assessment and other regulatory charges
during the year. Diluted earnings per share decreased 51.3% to $0.74 for the year ended December 31,
2009 as compared to $1.52 for the year ended December 31, 2008. Our net interest income increased
9.2% to $104.6 million related to declines in interest rates paid on deposits as certificates of deposit-
balances re-priced lower during the year. Interest income decreased 9.1% while interest expense
decreased 38.3% for the year ended December 31, 2009 compared to the same period in 2008.

Nonperforming assets (“NPAs”) increased to $52.9 million at December 31, 2009 up from
$21.1 million at December 31, 2008. NPAs as a percentage of loans and repossessed assets increased to
2.40% at December 31, 2009 as compared to 0.91% at December 31, 2008 and 1.96% at September 30,
2009. NPAs to total assets at December 31, 2009 were 1.96% compared to 0.76%-at the end of 2008
and 1.56% at the end of the third quarter of 2009. The increase continues to reflect the pressure within
the real estate market and within the U.S. economy as a whole. The allowance for loans losses
represented 1.70% of total period-end loans at $37.5 million. The current allowance for loan losses
provides 0.75 times coverage of period-end nonperforming loans. Nonperforming loans totaled
$49.7 million, representing 2.26% of period-end loans. '

Our noninterest income increased during 2009, resulting primarily from an 89.6% increase in
mortgage banking income. Our noninterest expense increased during 2009, resulting from a $3.6 million
increase in FDIC assessments and other regulatory charges and a $3.9 million increase in OREO
expense and loan related expense. We continue to focus on lowering our efficiency ratio. Our efficiency
ratio was 61.17% at December 31, 2009 as compared to 63.17% at December 31, 2008.

On January 16, 2009, we completed the sale of $64.8 million in preferred stock and a warrant to
the U.S. Treasury as part of the government’s TARP CPP. We issued to the U.S. Treasury 64,779 shares
of Series T Preferred Stock and a ten-year warrant to purchase up to 303,083 shares of our common
stock (the “Warrant”) at an initial exercise price of $32.06 per share. On May 20, 2009, we repurchased
all of the shares of Series T Preferred Stock issued to the U.S. Treasury. As a result, we recorded a
$3.3 million accelerated deemed dividend on the preferred stock to account for the difference between
the original purchase price for the preferred stock and its redemption price. On June 24, 2009, we paid
the U.S. Treasury $1.4 million to repurchase the Warrant. With the repurchase of the Warrant, we have
repurchased all securities issued to the U.S. Treasury under the CPP.

We continue to remain well-capitalized with a total risk-based capital ratio of 14.42% as of
December 31, 2009. The increase from the prior year reflected additional capital of $29.2 million raised
in a public offering of common stock in May 2009. We believe our current capital ratios position us
well during this time of continued economic uncertainty.

Subsequent to December 31, 2009, our wholly-owned subsidiary, SCBT, N.A., entered into a
definitive purchase and assumption agreement (the “P&A Agreement”) with the Federal Deposit
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Insurance Corporation (the “FDIC”), pursuant to which SCBT, N.A. assumed all of the deposits,
certain other borrowings and certain assets of Community Bank & Trust; a commercial bank
headquartered in Cornelia, Georgia. Based on December 31, 2009 balances, we purchased total assets
of approximately $1.0 billion, including loans of approximately $771.5 million, and total liabilities
assumed were approximately $1.1 billion, including approximately $1.0 billion in deposits. Pursuant to
the P&A Agreement, we received a discount of $158.0 million on the assets acquired and did not pay
the FDIC a premium for the deposits assumed. The loans and foreclosed real estate purchased are
covered by a loss share agreement between the FDIC and SCBT, N.A. Under this loss share
agreement, the FDIC has agreed to cover 80% of loan and foreclosed real estate losses up to _
$233.0 million and 95% of losses that exceed that amount. If ultimate losses on these assets are less
than $233.0 million, then we may share a portion of the difference with the FDIC pursuant to a
true-up provision in the P&A Agreement. For further disclosure, see Note 30—Subsequent Events on
page F-65 to the consolidated financial statements.

At December 31, 2009, we had $2.7 billion in assets and 700 full-time equivalent employees.
Through our banking subsidiary we provide our customers with checking accounts, NOW accounts,
savings and time deposits of various types, brokerage services and alternative investment products such
as annuities and mutual funds, trust and asset management services, loans for businesses, agriculture,
real estate, personal use, home improvement and automobiles, credit cards, letters of credit, home
equity lines of credit, safe deposit boxes, bank money orders, wire transfer services, correspondent
banking services, and use of ATM facilities.

Government Actions

Please see the caption “Government Actions” under PART I, Item 1 Business on page 8.

Critical Accounting Policies and Estimates

We have established various accounting policies that govern the application of accounting
principles generally accepted in the United States of America in the preparation of our financial
statements. Significant accounting policies are described in Note 1 to the audited consolidated financial
statements. These policies may involve significant judgments and estimates that have a material impact
on the carrying value of certain assets and liabilities. Different assumptions-made in the application of
these policies could result in material changes in our financial position and results of operations.

Allowance for Loan Losses

The allowance for loan losses reflects the estimated losses that will result from the inability of our
bank’s borrowers to make required loan payments. In determining an appropriate level for the
allowance, we identify portions applicable to specific loans as well as providing amounts that are not
identified with any specific loan but are derived with reference to actual loss experience, loan types,
loan volumes, economic conditions, and industry standards. Changes in these factors may cause our
estimate of the allowance to increase or decrease and result in adjustments to the provision for loan
losses. See “Allowance for Loan Losses” in this MD&A and “Allowance for Loan Losses” in Note 1 to
the audited consolidated financial statements for further detailed descriptions of our estimation process
and methodology related to the allowance for loan losses.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase price over the sum of the estimated fair values of
the tangible and identifiable intangible assets acquired less the estimated fair value of the liabilities
assumed. Goodwill has an indefinite useful life and is evaluated for impairment annually or more
frequently if events and circumstances indicate that the asset might be impaired. An impairment loss is
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recognized to the extent that the carrying amount exceeds the asset’s fair value. The goodwill
impairment analysis is a two-step test. The first step, used to identify potential impairment, involves
comparing each reporting unit’s estimated fair value to its carrying value, including goodwill. If the
estimated fair value of a reporting unit exceeds its carrying value, goodwill is considered not to be
impaired. If the carrying value exceeds estimated fair value, there is an indication of potential
impairment and the second step is performed to measure the amount of impairment.

If required, the second step involves calculating an implied fair value of goodwill for each
reporting unit for which the first step indicated impairment. The implied fair value of goodwill is
determined in a manner similar to the amount of goodwill calculated in a business combination, by
measuring the excess of the estimated fair value of the reporting unit, as determined in the first step,
over the aggregate estimated fair values of the individual assets, liabilities and identifiable intangibles as
if the reporting unit was being acquired in a business combination. If the implied fair value of goodwill
exceeds the carrying value of goodwill assigned to the reporting unit, there is no impairment. If the
carrying value of goodwill assigned to a reporting unit exceeds the implied fair value of the goodwill, an
impairment charge is recorded for the excess. An impairment loss cannot exceed the carrying value of
goodwill assigned to a reporting unit, and the loss establishes a new basis in the goodwill. Subsequent
reversal of goodwill impairment losses is not permitted. Management has determined that SCBT has
one reporting unit. '

Our stock price has historically traded above its book value and tangible book value. However,
during the year ended December 31, 2009, our stock ptice occasionally traded below book value, but
always above tangible book value. During 2009, the lowest trading price for our stock was $16.53, and
the stock price closed on December 31,2009 at $27.69, above book value and tangible book value. In
the event our stock were to trade below its book value at any time during the reporting period, we
would perform an evaluation of the carrying value of goodwill as of the reporting date. Such a
circumstance would be one factor in our evaluation that could result in an eventual goodwill
impairment charge. We evaluated the carrying value of goodwill as of April 30, 2009, our annual test
date, and determined that no impairment charge was necessary. Additionally, should our future
earnings and cash flows decline and/or discount rates increase, an impairment charge to goodwill and
other intangible assets may be required.

Core deposit intangibles, included in other assets in the condensed consolidated balance sheets,
consist of costs that resulted from the acquisition of deposits from other commercial banks or the
estimated fair value of these assets acquired through business combinations. Core deposit intangibles
represent the estimated value of long-term deposit relationships acquired in these transactions. These
costs are amortized over the estimated useful lives of the deposit accounts acquired on a method that
we believe reasonably approximates the anticipated benefit stream from the accounts. The estimated
useful lives are periodically reviewed for reasonableness.

Income Taxes and Deferred Tax Assets

Income taxes are provided for the tax effects of the transactions reported in our condensed
consolidated financial statements and consist of taxes currently due plus deferred taxes related to
differences between the tax basis and accounting basis of certain assets and liabilities, including
available-for-sale securities, allowance for loan losses, accumulated depreciation, net operating loss
carryforwards, accretion income, deferred compensation, intangible assets, and pension plan and
post-retirement benefits. The deferred tax assets and liabilities represent the future tax return
consequences of those differences, which will either be taxable or deductible when the assets and
liabilities are recovered or settled. Deferred tax assets and liabilities are reflected at income tax rates
applicable to the period in which the deferred tax assets or liabilities are expected to be realized or
settled. In situations where it is “more likely than not” that a deferred tax asset is not realizable, a
valuation allowance is recorded. As changes in tax laws or rates are enacted, deferred tax assets and
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liabilities are adjusted through the provision for income taxes. We file a consolidated federal income
tax return for our subsidiary.

Other-Than-Temporary Impairment (“OTTI”)

We evaluate securities for other-than-temporary impairment at least on a quarterly basis, and more
frequently when economic or market concerns warrant such evaluation. Consideration is-given to
(1) the length of time and the extent to which the fair value has been less than cost, (2) the financial
condition and near-term prospects of the issuer, (3) the outlook for receiving the contractual cash flows
of the investments, (4) the anticipated outlook for changes in the general level of interest rates, and
(5) our intent and ability to retain our investment in the issuer for a period of time sufficient to allow
for any anticipated recovery in fair value or for a debt security whether it is more-likely-than-not that
the Company will be required to sell the debt security prior to recovering its fair value. See page 47
“Available-for-sale” for further discussion.

Recent Accounting Standards and Pronouncements

For information relating to recent accounting standards and pronouncements, see Note 1 to our
audited consolidated financial statements entitled “Summary of Significant Accounting Policies.”

Results of Operations

Consolidated net income available to common shareholders decreased by $6.9 million for the year
ended December 31, 2009 compared to the year ended December 31, 2008. The decrease reflects a
higher provision for loan losses throughout the year and an accelerated deemed dividend on the
repurchase of preferred shares during the second quarter of 2009. Below are key highlights of our
results of operations during 2009:

* Consolidated net income available to common shareholders decreased 43.5% to $8.9 million in
2009 compared with $15.8 million in 2008 and $21.6 m11110n in 2007, which reflects a decrease of
26.8% in 2008 compared to 2007.

* Basic earnings per common share decreased 51.6% to $0.74 in 2009 compared with $1.53 in
2008 and $2.33 in 2007.

* Diluted earnings per common share decreased 51.3% to $0.74 in 2009 compared with $1.52 in
2008 and $2.32 in 2007.

* Book value per common share was $22.20 at the end of 2009, an increase from $21.77 at the
end of 2008 and $21.17 at the end of 2007.

* Return on average assets decreased to 0.48% in 2009 compared with 0.58% in 2008 and 0.95%
in 2007. Our return on average assets was affected by a slight increase in average total assets
and lower net income caused primarily by a 148.8% increase in the provision for loan losses for
the year ended December 31, 2009 compared to December 31, 2008.

* Return on average shareholders’ equity decreased to 4.66% in 2009, compared with 7.00% in
2008 and 12.42% in 2007. The decrease reflected the impact of lower net income for the year
ended December 31, 2009 and the issuance of 1,356,500 common shares in a public offering in
May 2009.
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* Dividend payout ratio increased to 74.66% for the year ended December 31, 2009 compared
with 40.93% in 2008 and 29.17% in 2007. The increase from 2008 to 2009 reflects lower net
income available to common shareholders for the year ended December 31, 2009 related to a
higher provision for loan losses during the year, an accelerated deemed dividend on the
~repurchase of preferred shares during the second quarter of 2009, and cash dividends paid on
~ the preferred shares during the first and second quarters of 2009.

» Equity to assets ratio increased to 10. 47% at December 31, 2009 compared with 8.85% in 2008
and 8.28% in 2007.

The higher provision for loan losses for the year ended-December 31, 2009 as compared to the
same period in 2008 was partially offset by higher net interest-income. A decline in the average rate of
interest-bearing liabilities of 107 basis points mostly drove net interest income to increase by
$8.8 million, or 9.2%, during 2009. The average balance of interest-earning assets grew slightly by
$80.5 million, or 3.2%; however, the 56 basis point decline in the average yield drove: total interest
income to decrease by $14.3 million, or 9.1%. The lower total interest income resulted from the decline
in the average yield on the loan portfolio during a falling interest rate environment. The average
balance of interest-bearing liabilities remained comparable to the prior year ended December 31, 2008,
with a decline in the average rate on certificates and other time deposits driving total interest expense
lower. Overall, the lower net interest income resulted from average rates on interest-bearing liabilities
declining more quickly than average yields on interest-earning assets.

In the table below, we have reported our results of operations by quarter for the years ended
December 31, 2009 and 2008. :

Table 1—Quarterly Results of Operations (unaudited)

2009 Quarters 2008 Quarters

(Dollars in thousands) Fourth Third Second First - Fourth Third Second First
Interest income ............. $34,473 $35,020 $35,857 $36,448 $38,094 $38,958 $38,489 $40,534
Interest expense . . .. ......... 7,281 . 8,639 9,838 . 11450 13,450 14,301 14,927 17,620
Net interest income ........ 27,192 26,381 26,019 24,998 24644 24,657 23,562 22914
Provision for loan losses .. .. ... 10,158 6,990 © 4,521 5,043 4,374 2,785 2,332 1,245
Noninterest income .......... 5763 5591 7,761 7,131 6,110 (2,693) 8127 7,505
Noninterest expense . . ... ..... 20,624 21,797 21,038 20,187 20,876 19,096 19,695 20,129
Income before income taxes .. 2,173 3,185 8221 6,899 5,504 83 9,662 9,045
Income taxes ............... 654 1,014 2,83 2,379 1,955 (41) 3,513 3,082
Netincome .............. 1,519 2,171 5385 4,520 3,549 124 6,149 5963
Preferred stock dividends . ... .. —_ — 450 665 —_ — — —
Accretion on preferred stock
discount . ............... L = — 3410 149 — — — —
Net income available to common ' N ,
shareholders . . ............ $ 1,519 $ 2,171 $ 1,525 $ 3,706 $ 3,549 § 124 $ 6,149 $ 5,963
Earnings Per Common Share o ‘ '
Net income available to common .
shareholders, basic . . . ........ $ 012 % 017 $ 013 $ 033 $ 033 $ 001 $ 061 $ 059
Net income available to common : S
shareholders, diluted ......... 0.12 0.17 0.13 0.33 0.32 0.01 0.60 - - 0.58

Cash dividends. . ............ : 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17
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Net Interest Income

Net 1nterest income is the largest component of our net income. Net interest income is the
difference between income earned on interest-earning assets and interest paid on depos1ts and
borrowings. Net rlnterest income is determined by the yields earned on interest-earning assets, rates
paid on interest-bearing liabilities, the relative balances of interest-earning assets and interest-bearing
liabilities, the degree of mismatch, and the maturity and repricing characteristics of interest-earning
assets and interest-bearing liabilities. Net interest income divided by average interest-earning assets
represents our net interest margin.

The Federal Reserve’s Federal Open Market Committee’s Fed funds remained at a target range of
zero-to 0.25% for the year ended December 31, 2009. We continued to reduce rates on all of our
deposit products in early 2009 in line with the historically low Fed funds target. The reductions in the
rates on interest-bearing liabilities contributed to higher net interest income for 2009 as compared to
2008. The re-pricing of our certificates of deposits to lower interest rates drove interest expense lower
by $13.5 million for the year ended December 31, 2009. While the average balance of certificates of
deposits remained relatively comparable to the prior year, the ending balance decreased $268.3 million
from the balance at December 31, 2008. Offsetting the decrease in certificates of deposit balances was
an increase of $219.7 million in all other deposit categories. The average rates on interest-bearing -
liabilities adjusted downward more qu1ckly than the decrease in average yields on interest-earning
assets. :

Net interest income highlighted for the year ended December 31, 2009:
* Net interest income increased by $8.8 million, or 9.2%, to $104.6 million during 2009.

 Higher 2009 net interest income was driven by a 107 basis point decrease in the average rate on
interest- bearmg liabilities.

* A decrease in the average rate on certlflcates and other time deposits was the largest contributor
to the rate decrease.

¢ An increase of 33 basis pomts in net interest spread contrlbuted to higher net interest:income
. during 2009. , :

' Non-TE (non-taxable equlvalent) net interest margin increased 23 basis points to 4.02% from
3.79% in 2008. : .

"o Net interest margin (taxable equivalent) increased 22 basis points to 4.05% during 2009.
* Interest-free funds favorably impacted net interest margin by 28 basis points. ‘
Net interest income highlighted for the year ended December 31, 2008:

* Net interest income increased by $15.1 million, or 18.7%, to $95.8 million during 2008.

* Higher 2008 net interest income was driven by. volume as total average mterest—earmng assets
“increased by $410.4 million, or 19.4%, during 2008 and a 104 basis point rate decrease in the
average rate on interest-bearing liabilities.

* An increase in loans was the largest contributor to volume increase. The increase in loans
accounted for 96.8% of the growth in the average balance of total interest-earning assets for the
year ended December 31, 2008.

* An increase of 17 basis points in net interest spread contnbuted to hlgher net interest income
during 2008. :

* Non-TE (non-taxable equivalent) net interest margin decreased 3 basis points to 3.79% from
3.82% in 2007.
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¢ Net interest margin (taxable equivalent) decreased 2 basis points to 3.83% during 2008.
* Interest-free funds favorably impacted net interest margin by 39 basis points.

Net interest income highlighted for the year ended December 31, 2007:

* Net interest income increased by $7.2 million, or 9.7%, to $80.7 million during 2007.

* Higher 2007 net interest income was mostly volume related as total average interest- earnmg
assets increased by $215.5 million, or 11. 4%, during 2007.

* An increase in loans was the largest contributor to volume increase. The increase in loans
accounted for 82.4% of the growth in the average balance of total interest- earmng assets for the
year ended December 31, 2007. ;

¢ A decrease of 13 basis points in net interest spread offset interest-earning asset growth dunng
2007.

* Non-TE (non-taxable equivalent) net mterest margin decreased 5 basis points to 3.82% vs.
3.87% in 2006.

* Net interest margin (taxable equivalent) decreased 6 basis points to 3.85% during 2007.

* Interest-free funds favorably impacted net interest margin by 58 basis points.

Table 2—Volume and Rate Variance Analysis

2009 Compared to 2008 2008 Compared to 2007
Increase (Decrease) due to Increase (Decrease) due to

Volume(l) Rate(1) Total Volume(1) . Rate(l) Total

(Dollars in thousands)
Interest income on:

Loans, net of unearned income(2) . ....... $ 1,794  $(13,200) $(11,406) $29,274 $(21,966) $ 7,308

Loans held forsale. .................. 805 (2590 546  (272) (14)  (286)

Investment securities: : '
Taxable............ ... ... .. ... (1,645) 919) (2,564) 331 418 749

Taxexempt(3) .. . ... ... . e (322) (213) (535) 512 (343) 169
Federal funds sold and securities purchased ,
under agreements to resell and time

deposits . ......... .. Lae.. o L811 (2,129) (318) 23 (1,087) (1,064) .
Total interest income .............. 2443  (16,720) (14,277) 29,868 = (22,992) 6,876
Interest expense on:
Deposits ; ‘
Transaction and money market accounts ... = 983 (2,838) (1,855) 156  (5,964) (5,808)
Savings deposits . . ........ .. L 120 (1,071) (951) 662  (1,122)  (460)
Certificates and other time deposns ....... (621) (13,486) (14,107) 10,270  (9,515) 755
Federal funds purchased and securities sold _
under agreements to repurchase ......... 1,253) (3,672) (4,925) 2,757 (6,510) (3,753)
Other borrowings. . . . ... ... oo (780) @72) (1,252) 3,335 (2,293) 1,042
Total interest expense . ......... S (1,551)  (21,539) (23,090) 17,180 (25,404) (8,224)
Net interest income . .. ............ $3,994 § 4819 $ 8,813 $12,688 § 2,412 $15,100

(1) The rate/volume variance for each category has been allocated on an equal ba51s between rate dand
volumes. :

(2) Nonaccrual loans are included in the above analysis.
(3) Tax exempt income is not presented on a taxable-equivalent basis in the above analysis.
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Table 3—Yields on Average Interest-Earning Assets and Rates on Average Interest-Bearing Liabilities

2009 2008 2007
Interest Average Interest Average Interest Average
Average Earned/ Yield/ Average Earned/ Yield/ Average Earned/ Yield/
(Yle)ilifafl:‘ij:(ih]()nexcs:\‘ggg 3, Balance Paid Rate  Balance Paid Rate  Balance Paid Rate
Assets
Interest-earning assets:
Loans, net of unearned income(1) ... .. $2,248,568 $130,257 5.79% $2,220,448 $141,663 6.38% $1,823,196 $134,355 7.37%
Loans held for sale ... .. P 31,187 1,513 4.85% 17,022 967 5.68% 21,747 1,253  5.76%
Investment securities:
Taxable .. ..... e e 179,148 8,501 4.75% 210436 11,065 526% 203,899 10,316 5.06%
Tax-exempt . . .. ..o 28,703 936 3.26% 36,760 1,471 4.00% 26,386 1,302 4.93%
Federal funds sold and securities ‘
purchased under agreements to resell
and time deposits . . ......... ... 116,422 591 0.51% 38,907 909 2.31% 38,460 1,973 513%
Total interest-earning assets. . . . . . . 2,604,028 141,798 545% 2,523,573 156,075 6.18% 2,113,688 149,199 7.06%
Noninterest-earning assets: )
Cash and due frombanks. . . ........ 44,192 51,747 48,094
Otherassets . . . ..o v v v v i e v e 198,467 178,824 134,031
Allowance for loan losses . . . ........ (32,761) (28,189) (23,400)
Total noninterest-earning assets . . . . . . 209,898 202,382 158,725
Totalassets. .. .o oo v e ivn. .. $2,813,926 $2,725,955 $2,272,413
Liabilities
Interest-bearing liabilities:
Deposits
Transaction and money market accounts $ 658,030 $ 4,175 0.63% $ 565,815 $ 6,030 1.07% $ 558467 § 11,838 2.12%
Savings deposits . ... .. ... 155,797 755 0.48% 145,579 1,706 1.17% 111,484 2,166 1.94%
Certificates and other time deposits . . . 1,003,572 25801 2.57% 1019434 - 39,908 3.91% 807,594 39,153 4.85%
Federal funds purchased and securities
sold under agreements to repurchase . . 208,565 502  0.24% 271,143 5427 200% 208,516 9,180 4.40%
Other borrowings . . . . .. ..o .o n 150,446 5975 397% 168,645 7,227 4.29% 109,566 6,185 5.64%
Total interest-bearing liabilities . . . . . 2,176,410 37,208 1.71% 2,170,616 60,298 2.78% ..1,795,627 68,522 - 3.82%
Noninterest-bearing liabilities: .
Noninterest-bearing deposits . . .. .. ... 329,782 315,167 284,766
Other liabilities . . . .. ............ 16,144 14,688 18,341
Total noninterest-bearing liabilities . . . . . 345,926 329,855 303,107
Shareholders’ equity . . .. .......... 291,590 225,484 173,679
Total noninterest-bearing liabilities »
and shareholders’ equity .. ... .. 637,516 555,339 476,786
Total liabilities and shareholders’ ] :
equity . . ... $2,813,926 $2,725,955 $2,272,413
Net interest spread . . . .. ........... 3.74% 3.41% 3.24%
Impact of interest free funds . ... ... ... 0.28% 0.38% 0.58%
Net interest margin (non-taxable equivalent) 4.02% 3.79% 3.82%
$ 95,777 $ 80,677

Net interest income . .. ....... $104,590

(1) Nonaccrual loans are included in the above analysis.

Noninterest Income and Expense

" Noninterest income provides us with additional revenues that are significant sources of income. In
2009, 2008, and 2007, noninterest income comprised 20.1%, 16.6%, and 26.9%, respectively, of total net
interest and noninterest income. The increase from 2008 resulted from an increase in mortgage banking
income and-a decrease in other-than-temporary impairment losses for the year ended December 31,

2009 as compared to the same period in 2008.
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Table 4—Noninterest Income for the Three Years

Years Ended December 31,

(Dollars in thousands) . 2009 2008 2007
Service charges on deposit accounts. . .. ... ..o i $ 15498 §$ 16,117 § 15,114
Mortgage banking income, net of commissions . .. ............... 6,552 3,455 3,596
Bankcard services income . . ..... ... oo S 5,043 4,832 4,136
Trust and investment SEIViCes INCOME . . . . . v v v v vt v v vt v in e enns 2,517 2,756 2,566
Securities gains (losses), net . .............. . it 82 (43) (460)
Total other-than-temporary impairment losses . ................. (10,494)  (9,884) —
Portion of impairment losses recognized in other comprehensive loss. . 5,489 — -
Net impairment losses recognized in earnings . . ............... (5,005) (9884) . —
OtheT . . i e e e e 1,559 1,816 2,407
Total noninterest incOmMe . . .. ......veevnn.. e $ 26,246 $ 19,049 §$ 27,359

Noninterest income increased 37.8% for the year ended December 31, 2009 compared to 2008
resulting from the following: '

» Mortgage banking income increased 89.6%, driven by an increase in fees paid by investors to
purchase mortgage loans sold in the secondary market for the year ended December 31, 2009.
During 2009, production in secondary market mortgages was strong during the first and second
quarters of 2009 and overall higher than in the previous year.

* Net impairment losses recognized in earnings was lower during the year ended December 31,
2009 compared to the same period in 2008. We recorded $4.9 million of OTTI on seven pooled
trust preferred securities and $83,000 on other equities for the year ended December 31, 2009
(additional detailed discussion of OTTI can be found in Note 4—Investment Securities).

» Other noninterest income decreased 14.2%, primarily driven by a reduction in the cash
surrender value of bank-owned life insurance and miscellaneous other income.

Noninterest income decreased 30.4% for the year ended December 31, 2008 compared to 2007
resulting from the following: : :

* Service charges on deposit accounts increased 6.6%, driven by continued deposit growth in 2008.

' Mortgage banking income decreased 3.9%, driven by a slight decrease in scrvicé release
premiums for the year ended December 31, 2008. During 2008, production in secondary market
mortgages continued to slow down as in the previous year.

¢ Bankcard services income increased 16.8%, driven largely by the number of new accounts
opened in 2008 and a general increase in usage by bank customers related to the SCBT Rewards
program. :

o Trust and investment services income increased 7.4%, driven primarily by an increase in estate
and managing agency trust services while investment services remained relatively flat in 2008
compared to the year ending December 31, 2007.

* We recognized $10.1 million in realized losses during 2008 on the sale of Freddie Mac preferred
securities and a $124,000 OTTI write-down on other equities. In the second quarter of 2008, we
recognized a gain of $340,000 on the sale of an equity security. We recorded an OTTI charge of
$9.8 million during the third quarter of 2008 on Freddie Mac preferred securities, and then '
recorded an additional $383,000 loss in the fourth quarter of 2008 when we sold all of the
Freddie Mac preferred securities.
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* Other noninterest income declined 24.6% during 2008, driven largely by a $260,000 loss
recognized on bank owned life insurance (“BOLI”), a decrease of $124,000 on the cash
_surrender value of BOLI and an $86,000 loss on the sale of premise and equipment.

Noninterest expense‘ represents the largest expense category for our company. During 2009, we

continued to emphasize careffllly controlling our noninterest expense.

Table 5—Noninterest Exﬁéhse Jor the Three Years

Years Ended December 31,

(Dollars in thdusands) . : 2009 2008 2007
Salaries and employee benefits . ............ e $40,787 $42,554 $39,312
Net occupancy eXpense . . ... .o v nnnnn. e e 6,392 = 6,103 4,950
Furniture and equipment €Xpense . .. .........c.coutenuuennnenn. 6,049 6,246 5,758
Information SETVICES €XPENSE. . . v . v vvv v viu vt e 5,557 4,878 4,265
FDIC assessment and other regulatory charges ................... 5,449 1,837 871
OREQO expense and loan related.. . . . . . e e e 5,641 1,759 638
Advertising and marketing . ........... . . . . . . . . oo e . 2,497 3,870 3,143
Business development and staff related . ............... e 1,947 2,184 2,097
Professional fees . ........ ... . o . o oo . N 1,782 2,243 2,072
Amortization of intangibles. .. .. ... . e e e 526 575 509
Merger expense . . .. ... . S RSN e — 405 811
Other ....... ... ... i, P 7,019 7,142 6,976
Total noninterest expense . ..., .......: e e e e e $83,646 $79,796 $71,402

Noninterest expense increased 4.8% for the year ended December 31, 2009 compared to 2008

primarily as a result of the following::

* Salaries and employee benefits expense decreased 4.2%, driven mainly by a $1.2 million decrease
in the employer match on the 401(k) plan, an $863,000 decrease in employee incentive pay, and

a $521,000 decrease in pension cost during the 2009.

* Information services expense increased 13.9%, driven by an increase in cost related to internet

banking . and general computer servicing.

* FDIC assessments and other regulatory charges 1ncreased 196.6%, driven by continued quarterly
increases by the FDIC In November 2009, the FDIC published a final rule to require FDIC

insuréd banks to prepay the fourth quarter assessment and the next three years assessment

by

December 31, 2009. The calculation of the prepaid assessment provides for a 5% growth rate
assumption in the deposit base and a 3 basis point increase in FDIC assessments in 2011 and

2012. Therefore, if deposits grow.quicker than 5%, our quarterly expense in the future will

increase compared to previous periods. The prepayment does not immediately impact expense

levels during 2009, but does impact our liquidity. At December 31, 2009, we had a prepaid
assessment of $11.2 million.

* OREO expense and loan related expense increased 220.7%, mostly driven by a $3.5 million

increase in valuation losses on OREO. We believe that.-our OREO expense will remain elevated
and could rise as problem loans are foreclosed on and we dispose of these assets in 2010 and

2011.

* Advertising and marketing expense decreased 35.5%, driven largely by a $539,000, or 26.9%,
decrease in advertising expense, a $394,000, or 37.1%, decrease in public relations expense and a

$351,000, or 63.8%, decrease in debit card rewards expense.
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Noninterest expense increased 11.8% for the year ended December 31, 2008 compared to 2007
primarily as a result of the following:

* Salaries and employee benefits expense increased 8.2%, driven by sales volume incentives paid
to employees on certain banking products. This expense was the largest component of
noninterest expense comprising 53.3% of the category totals for 2008. At December 31, 2008, we
employed 692 fuli-time equivalent employees compared to 701 at the end of 2007.

* Furniture and equipment expense increased by 8.5% as a result of the purchase of TSB in late
2007 and the addition of two new financial centers during the year.

* Net occupancy expense increased 23.3%, driven by newly opened financial centers during 2008
and the increased lease expense and operating costs associated with the offices acquired in the .
TSB purchase. We maintained a total number of 50 financial centers during 2008. We opened a
full-service branch on James Island, South Carolina; opened a full-service branch to replace a
limited-service branch in Irino, South Carolina; and closed the Cornelius, North Carolina LPO.

* Information services expense increased 14.4%, driven by the incremental cost of the financial
centers acquired in the TSB transactlon and the addition of the full-service financial centers
opened during 2008.

 Advertising and marketing expense increased 23.1%, driven largely by a $478,000, or 31.3%,
increase in advertising expense, a $216,000, or 25.6%, increase in public relations expense and a
$127,000, or 30.1%, increase in debit card rewards expense.

* The remaining categories of total noninterest éxpense increased 26.6% during 2008 due
primarily to four factors: (1) an $888,000 increase in FDIC assessments, (2) a $776,000 increase
in costs related to loan collections and other real estate owned, (3) a $188,000 increase in
transaction expense related to bankcard services, and (4) a $182,000 increase in property taxes
with additional de novo locations and full year of TSB locatlons

Income Tax Expense

Our effective income tax rate decreased to 33.6% at December 31,.2009 compared to 35. O% at
December 31, 2008. The lower effective tax rate in 2009 is reflective: of the impact of tax exempt
income on municipal bonds (permanent difference) compared to lower pre -tax net income for the year
ended December 31, 2009. :

Investment Securities

We use investment securities, the second largest category of interest-earning assets, to generate
interest income through the employment of excess funds, to provide liquidity, to fund loan demand or
deposit liquidation, and to pledge as collateral for public funds. deposits and repurchase agreements.
The composition of the investment portfolio changed somewhat from 2008 mainly due to some
increased balances in state and municipal bonds and in government sponsored entities (“GSE”)
debentures and a decline in balances of agency mortgage-backed securities. The average life of the
investment portfolio at December 31, 2009 was approximately 4.97 years, compared with 5.47 years at
December 31, 2008. At December 31, 2009, investment securities were $211.1 million, or 8.3% of
earning assets, compared with $222.2 million, or 8.7% of earning assets, at December 31, 2008. See
Note 1 “Summary of Significant Accounting Policies” in the audlted consohdated financial statements
for our accounting policy on investment sécurities.

As securities are purchased, they are designated as held to matunty or avallable for sale based
upon our intent, which incorporates liquidity needs, interest rate expectations, asset/liability
management strategies, and capital requirements. We do not currently hold, nor have we ever held, any
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securities that are designated as trading securities. The following table presents the values reported of
investment securities for the past five years as of December 31:

Table 6—Irivestment Securities for the Five Years

December 31,
(Dollars in thous and‘s) 2009 2008 2007 2006 2005
Held-to-maturity (amortized cost): .
State and municipal obligations . ................ $ 21,538 $ 24,228 $ 21,457 $ 18,112 $ 18,194
Total held-to-maturity ...................... 21,538 . 24,228 21,457 18,112 18,194
Available-for-sale (fair value):
Government-sponsored enterprises debt ... ... ... 36615 28,672 71,952 67,448 37,749
State and municipal obligations. ... ............. 26,805 10,558 10,233 — —
Mortgage-backed securities . . . ... ... o oL 103,268 133,505 118,205 93,238 99,595
Trust preferred (collateralized debt obligations) . . ... 6,250 10,083 14,246 14,358 11,361
Corporate stocks . ................ e 365 402 8,744 7,069 4,923
Total available-for-sale ..................... 173,303 183,220( 223,380 182,113 153,628
Total other investments . . ................... 16,271 . 14,779 . 13,472 10,166 10,922
Total investment securities . ................... $211,112 $222,227 $258,309 $210,391 $182,744

During 2009, total investment securities decreased $11.1 million, or 5.0%, from December 31,
2008. The decrease was primarily. the result of maturing or called securities that were purchased in
higher interest rate environments and the writedown of some pooled trust preferred securities. The
decrease in held-to-maturity (“HTM?”) securities was the result of called and maturing state and
municipal tax-exempt securities during 2009. These are generally longer-maturity bonds that we
classified at the time of purchase as HTM. Beginning in the latter portion of 2008, we began to
typically classify new purchases of municipal securities as available-for-sale to increase future flexibility
to sell some of these securities if conditions warrant. During 2009, we increased our purchase of these
tax-exempt securities to take advantage of their wider-than-normal spreads to U.S. Treasury notes. At
December 31, 2009, the fair value of the total investment securities portfolio (including HTM) was
$1.4 million, or 0.64%, lower than its book value. Comparable valuations at December 31, 2008
reflected a total investment portfolio fair value that was $4.5 million, or 1.99%, lower than book value.

Held-to-maturity

HTM securities consist solely of tax-exempt state and municipal securities. The following -are
highlights: : :

* Total HTM securities decreased $2.7 million from the balance at December 31, 2008.

* The balance of HTM securities. represented 0.8% and 0.9% of total assets at December 31, 2009
-and 2008, respectively. .

* Interest earned amounted to $910,000, a decrease of $86,000, or 8.7%, from $966,000 in the
comparable year of 2008. The average balance of the HTM portfolio decreased by $2.2 million
during 2009: The overall yield on the HTM portfolio increased by 1 basis point from 2008 and
decreased by 23 basis points from 2007 attributable to maturing or called securities that were
purchased in higher interest rate environments.

The average life of the held to maturity portfolio was 10.7 years and 10.6 years at December 31,
2009 and 2008, respectively.
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Abvailable-for-sale

Securities available for sale consist mainly of government-sponsored enterprises, state and
municipal bonds, and mortgage-backed securities. At December 31, 2009, investment securities with an
amortized cost of $175.0 million and fair value of $173.3 million were classified as available for sale.
The negative adjustment of $1.7 million between the carrying value of these securities and their
amortized cost has been reflected, net of tax, in the consolidated balance sheet as a component of
accumulated other comprehensive loss. The following are highlights: ’

* Total securities available for sale decreased $9.9 million, or 5.4%, from the balance at
December 31, 2008, primarily as a result of maturities and calls of securities that were purchased
in a higher interest rate environment and the writedown of pooled trust preferred securities.

* The balance of securities available for sale represented 6.4% of total assets at December 31,
2009 and 6.6% at December 31, 2008. ' '

* Interest income earned in 2009 amounted to $8.5 million, a decrease of $3.0 million, or 26.2%,
from $11.5 million in the comparable year of 2008. The decrease in interest earned reflected a
59 basis point decrease in the yield on available for sale securities, reflecting the ongoing low
interest rate environment throughout 2009.

At December 31, 2009, we had 39 securities available for sale in an unrealized loss position, which
totaled $6.6 million. During 2009, the credit and capital markets continued to experience
unprecedented turmoil globally. These positions largely reflect the loss of liquidity in the capital
markets and substantial widening of spreads (over the U.S. Treasury yield curve) that many market
segments experienced during the period. The unrealized loss position at December 31, 2009 includes
$5.8 million attributable to 8 pooled trust preferred securities. These securities are collateralized by
subordinated debt issued by other financial institutions across the United States. In evaluating whether
or not these securities are other-than-temporarily impaired, we have considered the financial health of
these institutions. During 2009, we recorded $4.9 million in credit related other-than-temporary
impairment on seven of the eight pooled trust preferred securities. See Note 4—Investment Securities
for additional information.

The market for originating new pooled trust preferred securities, as well as the secondary market
for such existing securities, continued to be extremely illiquid in 2009. Accordingly, we use a pricing
model as the most appropriate method for valuing these securities. The pricing model uses observable
market data and unobservable market inputs. Therefore, these valuations are considered Level 3
valuations under the three-tier value hierarchy. Management continues to carefully monitor these
securities. See “Note 4—Investment Securities” to the audited consolidated financial statements for
information pertaining to our securities available for sale with gross unrealized losses at December 31,
2009 and 2008, aggregated by investment category and length of time that individual securities have
been in a continuous unrealized loss position and see “Note 24—Fair Value” for information pertaining
to fair value methodologies. .

For the year ended December 31, 2009, we recognized an $83,000 other-than-temporary
impairment on corporate stocks. :

Investment securities in an unrealized loss position as of December 31, 2009 continue to perform
as scheduled. We have the intent to hold all securities within the portfolio until their maturity or until
their value recovers and it is not more-likely-than-not that we will be required to sell the debt
securities, therefore, we do not consider these investments to be other-than-temporarily impaired at
December 31, 2009, except for the securities listed on page F-26 where we recorded an other-than-
temporary impairment charge in 2009. We continue to monitor all of these securities with a high degree
of scrutiny. There can be no assurance that we will not conclude in future periods that conditions
existing at that time indicate some or all of these securities are other than temporarily impaired, which
would require a charge to earnings in such periods. Any charges for other-than-temporary impairment
related to securities available for sale would not impact cash flow, tangible capital or liquidity.
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While securities classified as available for sale may be sold from time to time to meet liquidity or
other needs, it is not our normal practice to trade this segment of the investment securities portfolio.
While we generally hold these assets on a long-term basis or until maturity, any short-term investments
or securities available for sale could be sold at an earlier point, depending partly on changes in interest
rates and alternative investment opportunities.

Other Investments

Other investment securities include primarily our investments in Federal Reserve Bank stock and
Federal Home Loan Bank of Atlanta (“FHLB”) stock, each with no readily determinable market value.
The amortized cost and fair value of all these securities are equal at year end. As of December 31,
2009, the investment in FHLB stock represented approximately $9.0 million, or 0.3% as a percentage of
total assets. The following factors have been evaluated and considered in determining the carrying
amount of the FHLB stock:

* We evaluate ultimate recoverability of the par value.

¢ We currently have sufficient liquidity or have access to other sources of liquidity to meet all
operational needs in the foreseeable future, and would not have the need to dispose of this
stock below the recorded amount.

* Historically, the FHLB does not allow for discretionary purchases or sales of this stock.
Redemptions of the stock occur at the discretion of the FHLB, subsequent to the maturity of
outstanding advances held by the member institutions. We redeemed approximately $157,000 of
our investment during 2009, at par value. :

« We have reviewed the assessments by rating agencies;, which have concluded that debt ratings
are likely to remain unchanged -and the FHLB has the. ability to absorb economic losses, given
the expectation that the various FHLBanks have a very high degree of government support.

« The unrealized losses related to the securities owned by the FHLBanks are manageable given
the capital levels of these organizations.

« All of the FHLBs are meeting their debt obligations.

o In the first and second quarter of 2009, we considered the fact that the FHLB did not make any
dividend payments (distributions) in the fourth quarter of 2008 and would not make any
dividend determinations until after the end of each quarter when quarterly results were known;
‘however, our holdings of FHLB stock are not intended for the receipt of dividends or stock
growth, but for the purpose and rightto receive advances, or funding. Further, we: deem the

- FHLB’s process of determining after each quarter end whether it will pay a dividend and, if so,

~ the amount, as essentially similar to standard practice by most dividend-paying companies. Based
on the FHLB’s second and ‘third quarter results, the FHLB announced on August 12, 2009 and
October 30, 2009 a dividend payment for the second quarter and third quarter, respectively.

For the reasons above, we have concluded that our holdings of FHLB stock are not other than
temporarily impaired as of December 31, 2009 and ultimate recoverability of the par value of this
investment is probable.
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Table 7—Maturity Distribution and Yields of Investment Securities

Due In Due After Due After Due After )
1 Year or Less 1 Thru 5 Years 5 Thru 10 Years 10 Years Total Par ’ Fair

Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield Value Value

(Dollars in thousands)
Held-to-maturity

State and municipal obligations(2) .. ... $ 400 671% $1,484 771% $ 3,633 6.14% $ 16,021 5.98% $ 21,538 6.14% $ 21,560 $ 21,901
Total held;to-maturity .......... . 400 671% 1484 771% - 3,633 . 614% 16021 598% 21,538 6.14% 21,560 - 21,901
Available-for-sale )
Government-sponsored enterprises debt .. 3,168 4.79% 532 5.08% 9700 320% 23215 227% 36615 2.71% - 36498 - 36,615
State and municipal obligations(2) . .. .. 1,004 297% — 0.00% 1,555 5.67% 24246 6.12% 26,805 598% 26,555 26,805
Mortgage-backed securities . .. .. .. .. 3,047 434% 5016 438% 26524 507% 68,681 505% 103268 5.01% 99,280 103,268
Trust preferred (collateralized debt )
obligations) . . .. ... ... . 0.00% — - 0.00% — 0.00% 6,250 2.78% 6,250 2.78% - 16,903 6,250

Corporate stocks(1) . . ........... 0.00% 0.00% —  0.00% 365 3.12% 365 3.12% 365 365

[ %]
el |

Total available-for-sale . . . .. .. ... 393% 5588  445% 3TT9  438% 122757 341% 173303 367% 179,601 173303

Total other investments(1) . .. .. ... 000% - — 000%  — 000% 16271 201% 16271 201% 16271 16271
Total investment securities . . . . . . . . . . SI619 408% S0  S14% SALALZ  454% $155049 353% $AULI2 380% $217,432 $211475
Percentof total . . . . .. ...... LT Y T 0% T 73%—‘- T '
Cumulative percent of total . . . ... ... 4% 1% 21% 100% ‘ s

(1)  Federal Reserve Bank and other corporate stocks have no set maturity date and are classified in “Due after 10 Years.”

(2)  Yields on tax-exempt income have been presented on a taxable-equivalent basis in the above table.

Loan Portfolio

Our loan portfolio remains our largest category of interest-earning assets. An 11.0% decrease in
loans secured by commercial real estate mortgages and a 27.7% decrease in consumer loans
contributed to overall loan contraction for the year ended December 31, 2009:' At December 31, 2009,
total loans had contracted to $2.2 billion, a decrease of $112.8 million, or 4.9%, compared to " '
$2.3 billion at the end of 2008. Average loans outstanding during 2009 were $2.2 billion, an increase of
$28.1 million, or 1.3%, over the 2008 average of $2.2 billion. ' ‘

The following table presents a summary of the loan portfolio by category:
Table 8—Distribution of Net Loans by Type

December 31,
2009 2008 2007 2006 2005

(Dollars in thousands)
Real estate: ’ o _ '
Commercial non-owner occupied. .. $ 770,934 $ 866,430 $ 805267 ' $ 680,972 $ 545,646

Consumer . ..........ooeuunens - 533,123 515,546 436,767 392,650 376,323
Commercial owner occupied real , ’ o )

estate .......... . e 469,101 423,345 308,864 219,466 188,476
Commercial and industrial . ........ 214,174 251,929 -~ 257,170 198,044 183,334
Other income producing property . .-. .. 137,736 141,516 123,659 115,189 - 92,823
ConSUMEr . ..o vvvin e e 68,770 95,098 118,756 131,202 128,876
Other loans . . .. ... e e 9,400 22212 32,564 23,307 20,423

Total loans . . . ... e e $2,203,238  $2,316,076° $2,083,047 $1,760,830 $1,535,901

Note: In the table above, the loan category consumer real estate includes owner occupied real estate..
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Real estate mortgage loans continue to comprise the largest segment of our loan portfolio. All
commercial and residential loans secured by real estate are included in this category. As of
December 31, 2009 compared to December-31, 2008:.

* Loans secured by real estate mortgages were $1.3 billion, and comprised 59.2% of the total loan
portfolio. This was a decrease of $77.9 million, or 5.6%, over year-end 2008.

* Loans secured by commercial real estate decreased by $95.5 million, or 11.0%.
* Loans secured by consumer real estate grew by $17.6 million, or 3.4%.

¢ Commercial owner occupied real estate loans grew $45.8 million, or 10.8%, from the comparable
year of 2008. The balance represented 21.3% of total loans. '

Loan interest income, including fees, was $131.8 million in 2009, a decrease of $10.9 million, or
7.6% percent, over 2008 income of $142.6 million. The decrease was the result of an average loan
portfolio yield in 2009 of 5.79% which was 59 basis points lower than the 6.38% loan yield in 2008.
Interest and fee income for 2008 was 5.2% above the 2007 income of $135.6 million. The average loan
yield in 2008 was 97 basis points lower than the 2007 yield of 7.35%.

Loans secured by commercial real estate comprise of $467.3 million in construction and land
development loans and $303.6 million in commercial non-owner occupied loans at December 31, 2009.
At December 31, 2008, we had $535.6 million in construction and land development and $330.8 million
in commercial non-owner occupied loans. Construction and land development loans are more
susceptible to a risk of loss during the current downturn in the business cycle.

Loans secured by consumer. real eétate comprise of $284.5 million in consumer owner occupied
loans and $248.6 million in home equity-loans at' December 31, 2009. At December 31, 2008, we had
$293.5 million in consumer owner occupied loans and $222.0 million in home equity loans.

The table below shows the maturity of the loanﬁort‘folio at December 31, 2009.

Table 9—Maturity Distribution of Loans

1 Year Maturity Over

December 31, 2009 Total orLess ~1to5Years = 5 Years

(Dollars in thousands)
Real estate:

Commercial non-owner occupied. . .. ... R, $ 770,934 $297,673 $ 397,935 $ 75,326
ConsSumer ..........ouuuuununenn.. e 533,123 56,628 131,188 345,307
Commercial owner occupied real estate ......... s 469,101 76,513 263,425 129,163
Commercial and industrial ............ e 214,174 113,483 75,759 24,932
Other income producing property . . .............. 137,736 50,687 78,306 8,743
(0703 1131 1113 68,770 13,082 51,068 4,620
Otherloans.................... e ; 9,400 2,468 4,562 2,370
Totalloans . .......... e e e e . -$2,203,238  $610,534  $1,002,243 = $590,461

At December 31, 2009 and 2008, we had a balance. for loans due after one year of $344.2 million
and $407.3 million, respectively, with fixed interest rates and $129.1 million and $141.6 million,
respectively, with adjustable interest rates in the commercial non-owner occupied real estate loan
category. At December 31, 2009 and 2008, we had a balance for loans due after one year of
$357.8 million and $329.8 million, respectively, with fixed interest rates and $34.8 million and
$31.3 million, respectively, with adjustable interest rates in the commercial owner occupied real estate
loan category. At December 31, 2009 and 2008, we had a balance for loans due after one year of
$81.5 million and $92.1 million, respectively, with fixed interest rates and $19.2 million and
$47.6 million, respectively, with adjustable interest rates in the commercial and industrial loan category.
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Nonaccrual Loans and Total Nonperforming Assets

The placement of loans on a nonaccrual status is dependent upon the type of loan, the past due
status and the collection activities in progress. Non-real estate secured loans and commercial loans are
typically moved to nonaccrual status at 90 days past due. Loans well secured and in the process of
collection are generally allowed to remain on an accrual basis until they become 120 days past due but
could remain on accrual for up to 180 days. Unsecured commercial loans are generally charged off at
120 days past due. Generally, commercial and real estate loans that are fully or partially secured are
written down to the collateral value and placed on nonaccrual status after becoming once becoming 90
to 120 days past due. Consumer loans can be placed on nonaccrual status, but normally they are not
moved into nonaccrual status before charge off occurs. Closed end consumer loans are charged off or
written down to the collateral value on or before becoming 120 days past due. Open end consumer
loans secured by real estate are charged off or written down to the collateral value on or before
becoming 180 days past due. '

The level of risk elements in the loan portfolio, other real estate owned and other nonperforming
assets for the past five years is shown below:

Table 10—Nonperforming Assets

December 31,

(Dollars in thousands) 2009 2008 2007 2006 2005 ,
Nonaccrual loans . . . ..o v vt i e e i e e e e e $49,492 $14,624 $5,353 $3,567 $2,760
Accruing loans past due 90 daysormore ........... 241 293 985 1,039 1,512

Total nonperforming loans . . . ................. 49,733 14917 6,338 4,606 4,272
Other real estate owned (“OREO™)(1) ............. 3,102 6,126 490 597 379
Other nonperforming assets(2) . . ..........coovun 31 84 82 — —

Total nonperforming assets . .. ................. $52,866 $21,127 $6,910 $5,203 $4,651
Total nonperforming assets as a percentage of total :

loans and repossessed assets(3) .. ...... ... ... ... 240% 091% 033% 030% 0.32%
Total nonperforming assets as a percentage of total : ‘

ASSELS Lt R 1.96% 0.76% 027% 0.24% 024%
Nonperforming loans as a percentage of period end

loans(3) . . ... 226%  0.64% 030% 027% 0.28%

(1) Includes certain real estate acquired as a result of foreclosure and property not intended for bank
use.

(2) Consist of non-real estate foreclosed assets, such as repossessed vehicles.
(3) Loan data excludes mortgage loans held for sale.

Two loans that originated in October 2007 drove the increase in nonaccrual loans during the first
quarter of 2009. These loans became non-performing in January and March 2009, respectively. The
underlying collateral for one of these loans is commercial lots located in North Carolina, and the other .
loan is supported by residential lots on the coast of South Carolina. The most recent appraisals for
these two loans were in December 2009 and in March 2009.

Through December 31, 2009, these two “loans” (assets) are at different stages of resolution. One
loan which had an original note balance of $3.4 million was written down by $1.6 million during 2009.
The loan has been brought current as to past due interest and funds have been placed on deposit to
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fund the interest owed over the next 20 months on the remaining $1.8 million loan and has sufficient
collateral coverage for the remaining balance and is on accrual status. The other loan was moved to
OREO during the second quarter of 2009, with an original loan balance of $1.8 million. A charge-off
was recorded on this loan for $382,000 in the second quarter of 2009 prior to moving to OREO; and
an additional write-down of the property by $482,000 was recorded during the third quarter of 2009.
This OREO was sold during September 2009 at a minimal additional loss of $12,000.

Nonaccrual loans increased by approximately $8.6 million during the second quarter of 2009 which
was primarily the result of five commercial real estate loans. One of these loans was originated in 2005,
two were originated in 2006 and two were originated in 2007. Three of the loans moved to nonaccrual
status in May 2009-and two in June 2009. Two of these loans currently have specific reserves totaling
$1.2 million due to the shortfall in the collateral value as of December 31,.2009, an increase from
$943,000 at September 30, 2009. During the fourth quarter of 2009, one of the loans was partially
charged off by approximately $224,000, and therefore, no additional reserve is needed. The underlying -
collateral for each of these loans is real estate (one is secured by commercial lots, one is secured by
residential lots, two are secured with a primary residence, two non-owner occupied commercial
properties and one commercial non-owner occupied property, and one is secured by commercial owner-
occupied property). The most recent appraisals for each of these loans were completed in 2009.

Nonaccrual:loans increased by approximately $7.2 million during the third quarter of 2009, which
was primarily the result of four lending relationships (eight loans). All of these loans were originated in
2005, 2006 or 2007. With respect to four of these loans, the Company is currently holding specific
reserves totaling approximately $886,000. These loans are secured by two completed speculation homes,
five residential lots, and commercial non-owner occupied property. A fifth loan has been written down
by $604,000 due to the decline in real estate values related to this subdivision, and the collateral is a
single family residence. The sixth loan has matured and is now in foreclosure and secured by two
commercial lots, and was partially charged off by $214,000 during the fourth quarter of 2009. A seventh
and eighth loan has been partially charged off by $268,000 during the fourth quarter of 2009, and the
collateral value (raw land) supports the remaining balance. The most recent appraisals for these loans
were completed in 2009, except for one which was completed .in August of 2008.

Nonaccrual loans increased by approximately $9.5 million during the fourth quarter of 2009, which
was primarily the result of nine loans and seven relationships. Seven of the nine loans were originated
in 2007, one loan in 2008, and one loan.in 2009. With respect to these loans, the Company is currently
holding specific reserves totaling approximately $747,000 on three of the loans. Four of these loans are
currently in process of foreclosure; one of these same loans is a consumer real estate (primary
residence) loan which a partial charge off of $68,000 has been recorded, and four of the loans have
sufficient collateral to support the outstanding balances. The collateral of two loans are secured by
commercial non-owner occupied real estate, two loans secured by commercial owner-occupied real
estate, two loans secured by land development, two loans secured by primary residences, and one loan
secured by residential investment property. Seven of the nine loans had appraisals completed in 2009,
one loan had an appraisal completed in August of 2008 and one has an appraisal that was completed in
. June 2007.

At December 31, 2009, OREO decreased by $3.0 million from December 31, 2008. At
December 31, 2009, OREO consisted of 25 properties with an average value of $124,000 down from
$266,000 at December 31, 2008, when we had 23 properties. We added 10 properties into OREO
during the fourth quarter of 2009 at approximately $1.1 million and sold 10 properties with a basis of
approximately $1.5 million. Our OREO balance of $3.1 million, at December 31, 2009, is comprised of
23% in the Georgetown/Myrtle Beach region, 23% in the Beaufort (Hilton Head) region, 17% in the
Columbia region and 15%.in the Low Country region.
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Overall, we continue to believe that the loan portfolio remains manageable in terms of charge-offs
and NPAs as a percentage of total loans. Given the industry-wide rise in credit costs, we have taken
additional proactive measures to identify problem loans including in-house and independent review of
larger transactions. Our policy for evaluating problem loans includes obtaining new certified real estate
appraisals as needed. We contmue to monitor and review frequently the overall ‘asset quality within the
loan portfolio.

Silverton Bank Loan Pamapatwns

On Friday, May 1, 2009, Silverton Bank N.A. (“Sllverton”) in' Atlanta, Georgia was closed by the
Office of the Comptroller of the Currency (“OCC”) and subsequently the Federal Deposit Insurance
Corporation (“FDIC”) was named receiver. We had four loan participations acquired. in bank
acquisitions. The original loan balance of these loan participations totaled $6.4 million.

During 2009, we charged-off $4.4 million of these loan participations. Two of these loan
participations have been moved to OREO, and have been further written down by $810,000 during
2009. These two “loans” remain in OREO at a carrying value of $261,000. Two of these loan
participations remain in our loan portfolio as nonaccrual loans at a value of $611,000. These assets
were recorded at 14% of the original loan balance at December 31, 2009.

During the fourth quarter of 2009, we recorded no additional charge offs or write downs related to
these assets, however, we did receive a payment on one asset of $172,000, which resulted in reducing
the carrying amount of that spec1flc property.

During 2009, the increased activity by the FDIC to dispose of these assets and a known bid, along
with the reduced prospect of collection drove the additional charge-offs and write downs of the above
referenced assets, and therefore, the carrying value of these assets.

We have no other exposure to Silverton at December 31, 2009. -

Potential Problem Loans

Potential problem loans, which are not included in nonperforming loans, amounted to
approximately $26.4 million, or 1.20% of total loans outstanding at December 31, 2009, compared to
$8.0 million, or 0.34% of total loans outstanding at December 31, 2008. Potential problem loans
represent those loans with a well-defined weakness and where information about possible credit
problems of borrowers has caused management to have serious doubts about the borrower’s ability to
comply with present repayment terms.

Allowance for Loan Losses

On December 13, 2006, the Office of the Comptroller of the Currency, Board of Governors of the
Federal Reserve System, Federal Deposit Insurance Corporation, and other regulatory agencies
collectively revised the banking agencies’ 1993 policy statement on the allowance for loan and lease
losses to ensure consistency with generally accepted accounting principles in the United States and
more recent supervisory guidance. Our loan loss policy adheres to the interagency guidance.

The allowance for loan losses is based upon estimates made by management. We maintain an
allowance for loan losses at a level that we believe is appropriate to cover estimated credit losses on
individually evaluated loans that are determined to be impaired as well as estimated credit losses
inherent in the remainder of our loan portfolio. Arriving at the allowance involves a high degree of
management judgment and results in a range of estimated losses. We regularly evaluate the adequacy
of the allowance through our internal risk rating system, outside credit review, and regulatory agency
examinations to assess the quality of the loan portfolio and identify problem loans. The evaluation
process also includes our analysis of current economic conditions, composition of the loan portfolio,
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past due and nonaccrual loans, concentrations of credit, lending policies and procedures, and historical
loan loss experience. The provision for loan losses is charged to expense in an amount necessary to
maintain the allowance at an appropriate level.

‘The allowance consists of general and specific reserves. The general reserves are determined by
applying loss percentages to the portfolio that are based on historical loss experience and
management’s evaluation and “risk grading” of the loan portfolio. Additionally, the general economic
and business conditions affecting key lending areas, credit quality trends, collateral values, loan volumes
and concentrations, seasoning of the loan portfolio, the findings of internal and external credit reviews
and results from external bank regulatory examinations are included in this evaluation. The specific
reserves are determined on a loan-by-loan basis based on management’s evaluation of our exposure for
each credit, given the current payment status of the loan and the value of any underlying collateral.
These are loans classified by management as either doubtful, substandard or special mention. For such
loans that are also classified as impaired, an allowance is established when the discounted cash flows
(or collateral value or observable market price) of the 1mpa1red loan is lower than the carrying value of
that loan. Generally, the need for a specific reserve is evaluated on impaired loans greater than
$250,000 of all non-homogenous commercial loans. Loans for which specific reserves are provided are
excluded from the calculation of the general reserves. '

Table 11—Allocation of the Allowance for Loan Losses

2009 2008 2007 2006 2005
Amount %o* Amount %* Amount %o* Amount %* Amount %*

(Dollars in thousands)
Real estate: : ) :
Commercial non-owner occupied . $14,961  35.0% $11,960 = 37.4% $10,442 38.7% $ 8,886 38.7% $ 7,289 35.5%

Consumer ............... 8386 242%  6909. 222% 5527 210% 5010 . 223% 4,886 245%
Commercial owner occupied

realestate ............... 5978 213% 4,865 18.3% 3,268 148% 2,267 125% - 1,982 123%
Commercial and industrial . . . . . .. 4330 97% 3936 109% 3,587 123% 2811 112% 2,163 11.9%
Other income producing property .. 2375 63% 1,800 6.1% 1,568  5.9% 1,428 6.5% 1,302 - 6.1%
Consumer . ................ 1,258 3.1% 1,511 4.1% 1,594  5.7% 1,768 7.5% 1,762 8.4%
Otherloans . . .............. 200 . - 0.4% 454 1.0% 584 - 1.6% 498 - 1.3% 641  1.3%

Totatloans: . . ............. $37,488 100.0% $31,525 100.0% $26,570 100.0% $22,668 100.0% $20,025 100.0%

* Loan balance in each category, expressed as a percentage ‘of total loans

The Office of the Comptroller of the Currency recommends that banks take a broad view of
certain factors in evaluating their allowance for loan losses. These factors include loan loss experience,
specific allocations and other subjective factors. In our ongoing consideration of such factors, we
consider our allowance for loan losses to be adequate. The following table presents changes in the
allowance for loan losses for the five years at December 31: :
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Table 12—Summary of Loan Loss Experience

Years Ended December 31,

2009

2008

2007

2006

2005

(Dollars in thousands)

Allowance for loan losses at January 1 $ 31,525 § 26570 $ 22,668 § 20,025 §$ 14,470

Charge-offs:
Real estate:

Commercial non-owner occupied . (12,736) (1,532) (446) (798) (459)
Consumer: ............ AP (3,340) (1,263) - (374) (170) (124)
Commercial owner occupied real
estate . .. ... (571) (61) — (43) (143)
Commercial and industrial ....... 2,528) (1,449) (682) (454) (550)
Other income producing property . . (867) (185) (84) (418) (123)
Consumer™ .................. (2,005) (2,263) (1,738) (1,553) (451)
Other loans . ........ PO 3) (1) 1) Q) —
Total charge-offs . ............ (22,050) (6,754) (3,325) (3,438) (1,850)
Recoveries: '
Real estate:
Commercial non-owner occupied . 381 103 99 54 82
Consumer................:. 38 94 28 © 31 25
Commercial owner occupied real :
estate . . ... 4 11 — 6 —
Commercial and industrial ....... 192 140 254 199 124
Other income producing property . . 3 4 22 60 —
Consumer® . ............0.... 681 620 605 463 152
Otherloans .................. 2 1 — — —
Total recoveries. . ............ 1,301 973 1,008 813 383
Net charge-offs .. ............... (20,749) (5,781) (2,317) (2,625) (1,467)
Provision for loan losses. . . ........ 26,712 10,736 4,384 5,268 4,907
Allowance from acquisition .. ... . — — 1,835 —_ 2,115
Allowance for loan losses at
December 31 ................. $ 37488 § 31,525 $§ 26570 $ 22,668 $ 20,025
Average loans, net of unearned
income*™ .................... $2,248568 $2,220,448 $1,823,196 $1,646,906 $1,313,796
Ratio of net charge-offs to average
loans, net of unearned income® . . . . 0.92% 0.26% - 0.13% 0.16% 0.16%
Allowance for loan losses as a
percentage of total loans. ........ 1.70% 1.36% 1.28% 1.29% '1.30%

*  Net charge-offs at December 31, 2009, 2008, 2007 and 2006 include automated overdraft

protection (“AOP”) principal net charge-offs of $572,000, $559,000, $760,000 and $729,000,

respectively, that are included in the consumer classification above. At December 31, 2005, AOP
principal net charge-offs were estimated at $692,000. For comparability, the ratio of net charge-offs
to average loans, net of urearned income, for 2005 is adjusted to include the estimated AOP

principal net charge-offs.

**  Average loans, net of unearned income does not include loans held for sale.
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The higher provision in 2009 reflects higher net charge-offs than in 2008. The following provides
highlights for the years ended December 31, 2009 and 2008:

"« Total charge-offs increased $15.0 million, or 258.9% for the year ended December 31, 2009
compared to a $3.4 million, or 103.1%, increase for the comparable year in 2008. A majority of
the increase in total charge-offs between December 31, 2009 and December 31, 2008 was in
commercial real estate charge-offs of $10.9 million; consumer real estate charge-offs of
$2.1 million; and commercial and industrial charge-offs of $1.0 million.

* Management currently expects net charge-offs to increase during 2010 given the economic
environment, pressures within the real estate market and the rise in unemployment. Over the
past three years, the dollar amount of charge-offs has increased substantially, while the loan
portfolio has increased as well. The ratio of charge-offs to average loans increased to 0.92% at
the ‘end of 2009 compared to 0.26% at the end of 2008.

The provision for loan losses as a percent of average loans reflects an increase due to the increase
in our nonperforming assets and an increase in net charge-offs during 2009 compared to 2008.
Thirty-three percent of the charge-off amount for 2009 is comprised of 10 loans ranging from
approximately $382,000 to $1.7 million. Included in these 10 largest charge offs were four loan charge
offs related to Silverton Bank Loan Participations (see separate discussion on page 53) and they
comprised approximately 21% of total net charge-offs for 2009. Of the total net charge-offs during
2009, 60%, or $12.4 million, were in commercial real estate lending which includes construction and
land development loans, 16%, or $3.3 million, were in consumer real estate loans which include home
equity loans, 11%, or $2.3 million, in commercial and industrial loans, and 6%, or $1.3 million, in
consumer loans which includes overdraft and NSF loans. This compares to 2008 when the amount of
charge offs in all categories were substantially less than 2009, except for the consumer loans where net
charge-offs declined by approximately $318,000. We continue to aggressively charge off loans resulting
from the decline in the appraised value of the underlying collateral (real estate) and the overall
concern that borrowers will be unable to meet the contractual payments of principal and interest.
Additionally, there continues to be concern about the economy as a whole and the market conditions
throughout the Southeast during 2009 and into 2010. With the continued rise in NPLs during the
fourth quarter of 2009, the ratio of the allowance to cover these loans decreased from 211.3% at
December 31, 2008 to 75.4% at December 31, 2009.

We increased the ALLL for the fourth quarter of 2009 compared to the fourth quarter of 2008
due to the increase in risk within the overall loan portfolio both on a general and specific basis. On a
general basis, we consider three-year historical loss rates, economic risk, model risk and operational
risk when determining the ALLL. All of these factors are reviewed and/or adjusted each reporting -
period to account for management’s assessment of loss within the loan portfolio.

The three-year historical loss rate on an overall basis increased from December 31, 2008 due to
the increase in loan losses we experienced during 2009. This resulted in the need for a higher ALLL,
given the rise in losses throughout the portfolio.

Economic risk increased during 2009 as compared to 2008 due to rise in unemployment, rise in
foreclosures, and the decline in home sales within our markets. These trends have continued
throughout 2009 and into 2010.

Model risk has remained constant through December 31, 2009. This risk comes from the fact that
our ALLL model is not all- inclusive. Risk inherent with new products, new markets, and timeliness of
information are examples of this type of exposure. Management has not yet had any significant changes
or evidence from independent credit review which would warrant a change in this risk factor, therefore,
this component of our model did not significantly impact the provision for loan losses through
December 31, 2009.
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Operational risk consists of the underwriting, documentation, closing and servicing associated with
any loan. This risk is managed through policies and procedures, portfolio management reports, best -
practices and the approval process. The risk factors evaluated include the following: exposure outside
our deposit footprint, changes in underwriting standards, levels of past due loans, loan growth,
supervisory loan to value exceptions, results of external loan reviews, our centralized loan
documentation process and significant loan concentrations. We believe that the overall operational risk
has slightly decreased during 2009, due primarily to the decrease in loans outstanding, reduced loan
concentrations and reduced exposure outside our deposit footprint.

On a specific reserve basis, the allowance for loan losses at December 31, 2009 increased by
$1.8 million from December 31, 2008. :

Since December 31, 2008, the provision for loan losses remains elevated through the year ended
December 31, 2009 due to the continued higher level of net charge offs, rising unemployment, weak
real estate markets and the recessionary pressure within our markets. Offsetting this partially is the fact
that we have experienced no net loan growth since the beginning of 2009, reduced the exposure outside
of our depository footprint, and reduced our loan concentrations. Past due loans (more than 30 days)
at December 31, 2009 have increased by approximately $2.8 million from the level at December 31,
2008.

Liquidity

Liquidity refers to our ability to generate sufficient cash to meet our financial obligations, which
arise primarily from the withdrawal of deposits, extension of credit and payment of operating expenses.
Our Asset-Liability Management Committee (“ALCO”) is charged with the responsibility of monitoring
these policies, which are designed to ensure acceptable composition of asset/liability mix. Two- critical
areas of focus for ALCO are interest rate sensitivity and liquidity risk management. We have employed
our funds in a manner to provide liquidity from both assets and liabilities sufficient to meet our cash
needs. :

Asset liquidity is maintained by the maturity structure of loans, investment securities and other
short-term investments. Management has policies and procedures governing the length of time to
maturity on loans and investments. As reported in table 7, four percent of the investment portfolio
contractually matures in one year or less, but an additional amount of securities could also be called or
prepaid in this time horizon. This segment of the portfolio consists largely of government-sponsored
enterprises securities, municipal obligations, and some agency mortgage-backed securities. Normally,
changes in the earning asset mix are of a longer-term nature and are not utilized for day-to-day
corporate liquidity needs.

Our liabilities provide liquidity on a day-to-day basis. Daily 11qu1d1ty needs are met from deposit
levels or from our use of federal funds purchased securities sold under agreements to repurchase and
other short-term borrowings. We engage in routine activities to retain deposits intended to enhance our
liquidity position. These routine activities include various measures, such as the following:

* Emphasizing relationship banking to new and existing customers, where borrowers are
encouraged and normally expected to maintain deposit accounts with our bank,

* Pricing deposits, including certificates of deposit, at rate levels that will attract and/or retain
balances of deposits that will enhance our bank’s asset/liability management and net interest
margin requirements, and

* Continually working to identify and introduce new products that will attract customers or
enhance our bank’s appeal as a primary provider of financial services.

Several factors contributed to the increase in our liquidity position at December 31, 2009 from our
position at December 31, 2008. During 2009, our loan portfolio declined by approximately
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$112.8 million, or about 5.1%. We also allowed a net decline in our investment securities portfolio
primarily through not replacing prepayments, calls and some maturities of securities during the year
ended December 31, 2009. This provided approximately $11.1 million in additional liquidity.

In addition, over the last eight months of 2009, we increased our correspondent relationships with a
select group of smaller financial institutions and thereby significantly increased our liquidity and
funding sources. We also increased our liquidity position in May 2009 with the sale of 1,356,500 shares
of our common stock in a public offering, resulting in net proceeds of $29.2 million. As a result of the
increase in our liquidity position, at December 31, 2009 we had total cash and cash equivalents of
$104.9 million as compared to $49.5 million at December 31, 2008.

Subsequent to December 31, 2009, we acquired Community Bank & Trust in an FDIC-assisted
deal which provided approximately $312.2 million in cash and cash equivalents at January 29, 2010.
However, our liquidity position could be affected by potential run-off of deposits in these Northeast
Georgia markets. : ,

~ At December 31, 2009, we had no brokered deposits, a reduction from $110.0 mllhon at’
December 31, 2008, and the difference was largely made up by the loan portfolio run-off and decline in
our investment securities portfolio. Compared to December 31, 2008, we decreased deposits as we
allowed certificates of deposits to decline and decreased non-deposit sources of funding, especially
other borrowings. Other borrowings declined due to repayments of some FHLB borrowings. To the
extent that we do employ such non-deposit funding sources, typically to accommodate retail and-
correspondent customers, we continue to emphasize shorter maturities of such funds. Our approach
may prov1de an opportunity to sustain a low fundmg rate or possibly lower our cost of funds but could
also increase our cost of funds if interest rates rise.

-Our -ongoing philosophy is to remain in a liquid position as reflected by such indicators as the -
composition of our earning assets, typically including some level of federal funds sold, balances at the
Federal Reserve Bank, reverse repurchase agreements, and/or other short-term investments; asset
quality; well-capitalized position; and profitable operating results. Cyclical and other economic trends
and conditions can disrupt our bank’s desired liquidity position at any time. We expect that these
conditions would generally be of a short-term nature. Under such circumstances, our bank’s federal
funds sold position or balances at the Federal Reserve Bank, if any, serves as the primary source of
1mmed1ate liquidity. At December 31, 2009, our bank had total federal funds credit lines of
$336.0 million with no outstanding advances. If additional liquidity were needed, the bank would turn
to short-termi borrowings as an alternative immediate funding source and would consider other
appropriate actions such as promotions to increase core deposits or the sale of a portion of our
investment portfolio. At December 31, 2009, our bank had $47.6 million credit available at the Federal
Reserve Bank’s discount window, but had no outstanding advances as of the end of 2009. In addition,
we could draw on additional ‘alternative immediate funding sources from lines of credit extended to us
from our correspondent banks and/or the Federal Home Loan Bank. At December 31, 2009, our bank
had a total FHLB credit facility of $164.3 million with total outstanding advances of $107.0 million. We
believe that our liquidity position continues to be adequate and readily available.

Our contingency funding plan provides several potential stages based on liquidity levels.
Our board of directors reviews liquidity benchmarks quarterly. Also, we review on at least an annual
basis our liquidity position and our contingency funding plans with our principal banking regulator. Our
subsidiary bank maintains various wholesale sources of funding. If our deposit retention efforts were to
be unsuccessful, our bank would utilize these alternative sources of funding. Under such circumstances,
depending on the external source of funds, our interest cost would vary based on the range of interest
rates charged to our bank. ThlS could increase our bank’s cost of funds, impacting net interest margins
and net interest spreads.
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Derivatives and Securities Held for Trading

The Securities and Exchange Commission has adopted rules that require comprehensive disclosure
of accounting policies for derivatives as well as enhanced quantitative and qualitative disclosures of
market risk for derivatives and other financial instruments. The market risk disclosures are classified
into two categories: financial instruments entered into for trading purposes and all other instruments
(non-trading purposes). We do not maintain a derivatives or securities trading portfolio.

Asset-Liability Management and Market Risk Sensitivity

Our earnings and the economic value of our shareholders’ equity may vary in relation to changes
in interest rates and in relation to the accompanying fluctuations in market prices of certain of our
financial instruments. We use a number of methods to measure interest rate risk, including simulating
the effect on earnings of fluctuations in interest rates, monitoring the present value of asset and
liability portfolios under various interest rate scenarios, and, to a lesser extent, monitoring the
difference, or gap, between rate sensitive assets and liabilities. The earnings simulation model takes
into account our contractual agreements with regard to investments, loans, deposits, borrowings, and
derivatives. While the simulation model is subject to the accuracy of the assumptions that underlie the
process, we believe that such modeling provides a better illustration of the interest sensitivity of
earnings than does static interest rate sensitivity gap analysis. The simulation model assists in measuring
and achieving growth in net interest income by providing the Asset-Liability Management Committee
(“ALCO”) a reasonable basis for quantifying and managing interest rate risk. The simulations
incorporate interest rate changes as well as projected changes in the mix and volume of balance sheet
assets and liabilities. Accordingly, the simulations are considered to provide a measurement of the -
degree of earnings risk we have, or may incur in future periods, arising from interest rate changes or
other market risk factors.

During 2009, we entered into a forward starting interest rate swap agreement to manage interest
rate risk due to periodic rate resets in our junior subordinated debt issued by SCBT Capital Trust I, an
unconsolidated subsidiary of SCBT established for the purpose of issuing trust preferred securities. The
agreement will allow us to hedge the subordinated debt against future interest rate increases by using
an interest rate swap to effectively fix the rate to 5.85% on the debt beginning on June 15, 2010, at
which time the debt will contractually convert from a fixed interest rate to a variable interest rate. This
hedge expires on June 15, 2019.

Our primary policy, established by ALCO and the board of directors, is to monitor exposure to
interest rate increases and decreases of as much as 200 basis points ratably over a 12-month period.
Our policy guideline prescribes 8% as the maximum negative impact on net interest income associated
with a steady (“ramping”) change in interest rates of 200 basis points over 12 months. We traditionally
have maintained a risk position well within the policy guideline level. As of December 31, 2009, the
earnings simulations indicated that the impact of a 200 basis point increase in rates over 12 months
would result in an approximate 0.08% increase in net interest income—as compared with a base case
unchanged interest rate environment. Certain key rates in the simulations model (such as federal funds
at-zero to 0.25%) are at unprecedented low levels that can decline very little, if at all, and remain a
positive number. Consequently, the simulations in the declining-rate scenarios are viewed by us and
many other depository institutions as being remote and not meaningful. Therefore, declining rate
scenario simulations are not currently being used in our assessment and management of interest rate
risk. The simulations indicate that our rate sensitivity is currently very slightly-asset sensitive to the
indicated change in interest rates over a one-year horizon. At December 31, 2008, SCBT’s simulation
model indicated that a 200 basis point increase in rates over the next 12 months would cause an
approximate 1.85% increase in net interest income. Declining rate scenario simulations were not
considered meaningful at December 31, 2008, because the same extraordinary low rate environment
(federal funds at zero to 0.25%) that is explained above existed at the time. Actual results may differ
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from simulated results due to the timing, magnitude and frequency of interest rate changes and changes
in market conditions or management strategies, among other factors. Also, economic and global factors
may influence actual results, such as the nature and pace of the Federal Reserve’s monetary policy
activities (e.g., aggressive rate cuts tend to narrow margins for a period of time).

The shape and non-parallel shifts of the fixed-income yield curve can also influence interest rate
risk sensitivity. Therefore, we run a number of other rate scenario simulations to provide additional
assessments of our interest rate risk posture. For instance, in our analysis at December 31, 2009, a
moderately flattening yield curve would have a somewhat dampening effect on our slight asset
sensitivity. A further steepening of the current yield curve would boost net interest margins and provide
additional net interest income as compared to a static yield curve.

In addition to simulation analysis, we use Economic Value of Equity (“EVE”) analysis as an
indicator of the extent to which our capital could change, given potential changes in interest rates. This
measure assumes no growth in the balance sheet (no management influence) but does assume
mortgage-related prepayments and certain other cash flows. It provides a measure of rate risk
extending beyond the analysis horizon contained in the simulation analyses. The EVE model is
essentially a discounted cash flow of all of SCBT’s assets, liabilities, and derivatives. The difference
represented by the present value of assets minus the present value of liabilities is defined as the
economic value of equity. At December 31, 2009, SCBT’s ratio of EVE-to-assets was 9.17% in a flat
interest rate environment and 8.75% in a hypothetical environment where rates increased 200 basis
points instantaneously.

Deposits

We rely on deposits by our customers as a primary source of funds for the continued growth of
our loan and investment securities portfolios. Customer deposits are categorized as either noninterest-
bearing deposits or interest-bearing deposits. Noninterest-bearing deposits (or demand deposits) are
transaction accounts that provide SCBT with “interest-free” sources of funds. Interest-bearing deposits
include savings deposit, interest-bearing transaction accounts, certificates of deposits, and other time
deposits. Interest-bearing transaction accounts include NOW, HSA, IOLTA, and Market Rate checking
accounts. . :

During 2009, we implemented a deposit campaign to focus on increasing core deposits (excluding
certificates of deposits and other time deposits). The deposit campaign led to increases in demand
deposits, savings deposits and interest-bearing deposits. Those increased core deposit balances helped
offset a planned decline in certificate of deposit balances, which are higher cost funds to the bank.

The following table presents total deposits for the five years at December 31:

Table 13—Total Deposits

December 31,

(Dollars in thousands) - 2009 2008 2007 2006 - 2005

Demand deposits . ... ..... S $ 346,248 § 303,689 $ 315,791 $ 256,717 $ 250,899
Savings deposits. . .. ... ...t 163,348 141,379 137,129 76,734 76,609
Interest-bearing deposits .......... 731,060 575,991 588,289 579,398 545,811
Total savings and interest-bearing . . . . 894,408 717,370 725,418 656,132 622,420
Certificates of deposit . . .......... 863,507 1,131,828 886,330 793,540 599,673
Other time deposits . . ............ 476 387 350 © 326 297
Total time yd‘eposits. e 863,983 1,132,215 886,680 793,866 599,970
Total deposits . .................. $2,104,639  $2,153,274  $1,927,889 $1,706,715 $1,473,289
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A decrease in certificates of deposits drove a lower balance in total deposits at December 31, 2009

compared to 2008. The following are key highlights regarding overall growth in total deposits:

* Total deposits decreased $48.6 million, or 2.3%, for the year ended December 31, 2009, driven
largely by intended run-off in certificates of deposit as rates declined. For the year ended
December 31, 2008, total deposits increased $225.4 million, or 11.7%.

* Noninterest-bearing :deposits (demand_‘ depbsits) increased by $42.6 million, or 14.0%, for the
year ended December 31, 2009.

* Total savings and interest-bearing account balances increased $177.0 million for the year ended
December 31, 2009. Savings deposits increased $22.0 million, or 15.5%, money market (Market
Rate Checking) deposits decreased $141.8 million, or 50.9%, and other interest-bearing deposits
(NOW, IOLTA, and other) increased $13.3 million, or 4.5%.

* Interest-bearing deposits increased by $155.1 million, or 26.9%, for the year ended
December 31, 2009.

¢ At December 31, 2009, the ratio of savings, interest-bearing, and time deposits to total deposits
was 83.5%, down slightly from 85.9% at the end of 2008.

The following are key highlights regarding overall growth in average total deposits:

* Total deposits averaged $2.1 billion in 2009, an increase of 4.9% from 2008. This increase was
attributed to growth in transaction and money market account balances and savings account
balances to more than off-set the decline in certificate of deposits during 2009. Total deposits
averaged $2.0 billion in 2008, an increase of 16.1% from 2007.

* Average interest-bearing transaction account deposits grew by $86.6 million, or 5.0%, in 2009
compared to 2008, o

* Average noninterest-bearing demand deposits increased by $14.6 million, or 4.6%, in 2009
compared to 2008.

The following table provides a maturity distribution of certificates of deposit of $100,000 or more

for the next twelve months as of December 31:

Table 149—Maturity Distribution of Certificates of Deposits of $100 Thousand or More

December 31,

(Dollars in thousands) 2009 2008 % Change
Within threemonths .. ......... ... .. ... ... .. .. . ... ... .. . $129,168 $191,515 —32.6%
After three through sixmonths ..................... .. .. ... 127,468 148,575 -142%
After six through twelve months . . ....................... ... 173,592 147,478 17.7%
After twelve months . ............. T 16,371 22,642 —27.7%

‘ $446,599 $510,210 —12.5%

Short-Term Borrowed Funds

Our short-term borrowed funds consist of federal funds purchased and securities sold under
repurchase agreements. Note 9, “Federal Funds Purchased and Securities Sold Under Agreements to
Repurchase,” in our audited financial statements provides a profile of these funds for the last three
years at each year-end, the average amounts outstanding during each period, the maximum amounts

outstanding at any month-end, and the weighted average interest rates on year-end and average

balances in each category. Federal funds purchased and securities sold under agreements to repurchase
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most typically have maturities within one to three days from the transaction date. Certain of these:
borrowings have no defined maturity date.

Capital and Dividends ,

Our ongoing capital requirements have been met primarily through retained earnings; less the
payment of cash dividends, and more recently raising additional common equity in the capital markets.
As of December 31, 2009, shareholders’ equity was $282.8 million, an increase of $37.9 million, or
15.5%, from $244.9 million at December 31, 2008. The increase reflects the issuance of 1,356,500
shares of common stock in a public offering during the second quarter of 2009 raising approximately
$29.2 million in proceeds. Excluding the common stock issuance, shareholders’ equity increased

$8.6 million, or 3.5%, from December 31, 2008. Our equity-to-assets ratio increased to 10.47% at
December 31, 2009 from 8.85% at the end of the comparable period of 2008.

On January 16, 2009, pursuant to the CPP, we issued and sold 64,779 shares of Fixed Rate
Cumulative Perpetual Preferred Stock, Series T, having a liquidation preference of $1,000 per share,
along with a warrant to purchase 303,083 shares of our common stock, to the U.S. Treasury for an
aggregate purchase price of $64.8 million. On May 20, 2009, we entered into a repurchase letter
agreement with the U.S. Treasury, pursuant to which we repurchased all 64,779 shares of the preferred
stock for an aggregate purchase price of approximately $64.8 million, which included accrued and
unpaid dividends of approximately $45,000. On June 24, 2009, we entered into an agreement with the
U.S. Treasury to repurchase the warrant that was issued to the U.S. Treasury in conjunction with the
preferred stock. Pursuant to the terms of the agreement, we repurchased the warrant for a purchase
price of $1.4 million. As a result of the warrant repurchase, we have repurchased all securities issued to
the U.S. Treasury under the CPP. o o :

During the second quarter of 2009, we recognized a change in pension liability for plan curtailment
in other comprehensive income which increased our shareholders’ equity in the amount of $1.3 million.
This was a result of management’s decision to freeze the accrual of pension benefits effective July 1,
2009 in order to lower overhead.

The Federal Reserve Board on March 1, 2005 announced changes to its capital adequacy rules,
including the capital treatment of trust preferred securities. The Federal Reserve’s new rules, which
took effect in early April 2005, permit bank holding companies to treat outstanding trust preferred
securities as Tier 1 Capital for the first 25 years.of the 30 year term of the related junior subordinated
debt securities. We issued $40,000,000 of these types of junior non-consolidated securities during 2005,
positively impacting Tier I Capital. We did not issue trust preferred securities during the years ended
December 31, 2009, 2008 and 2007. (See Note 1 “Summary of Significant Accounting Policies” in the
audited consolidated financial statements for a more detailed explanation of our trust preferred
securities.) :

We are subject to certain risk-based capital guidelines that measure the relationship of capital to -
both balance sheet and off-balance sheet risks. Risk values are adjusted to reflect credit risk. Pursuant
to guidelines of the Board of Governors of the Federal Reserve System, which are substantially similar
to those promulgated by the Office of the Comptroller of the Currency, Tier 1 capital must be at least
fifty percent of total capital and total capital must be eight percent of risk-weighted assets.

As an additional measure of capital soundness, the regulatory agencies have prescribed a leverage
ratio of total capital to total assets. The minimum leverage ratio assigned to banks is between three and
five percent and is dependent on the institution’s composite rating as determined by its regulators.
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Table 15—Capital Adequacy Ratios

December 31,
2009 2008 2007

(In percent)

Tier 1 risk-based capital . .. ............covuvrnenn.. . 1247 1042  9.64
Total risk-based capital. . ............ ... .. ... .. Ce e 1442 1234 10.89
Tier 1leverage .........ouuiiiiiininninnnnennns 9.89 854 842

Compared to December 31, 2008 our Tier 1 risk-based capital ratio and total risk-based capital
ratio have increased because of the capital raised through the common stock issuance in May 2009.
Our capital ratios are currently in excess of the minimum standards and furthermore continue to be in
the “well capitalized” regulatory classifications.

We pay cash dividends to shareholders from funds provided mainly by dividends received from our
bank. Dividends paid by our bank are subject to certain regulatory restrictions. We must gain approval
of the Office of the Comptroller of the Currency.in order to pay dividends in excess of our bank’s net
earnings for the current year, plus retained net profits for the preceding two years, less any required
transfers to surplus. As of December 31, 2009, approximately $23.0 million of the bank’s retained
earnings was available for distribution to SCBT as dividends without prior regulatory approval.

The following table provides the amount of dividends and payout ratios for the years ended
December 31:

Table 16—Dividends Paid to Shareholders

- Years Ended December 31,

(Dollars in thousands) 2009 2008 2007
Shareholder dividend payments . ................... $8,177 $7,113 $6,227
Dividend payout ratios . .......... ..o, 74.66% 40.93% 29.17%

. 'We retain earnings to have capital sufficient to grow our loan and investment portfolios and to
support certain acquisitions or other business expansion opportunities. We pay cash dividends on
common shares out of earnings generated by SCBT in the preceding quarter; therefore, our dividend
payout ratio is calculated by dividing total dividends paid during 2009 by the total net income available
to common shareholders reported in the fourth quarter of 2008, first quarter of 2009, second quarter of
2009 and third quarter of 2009. :

Duriﬁg 2009, we paid the U.S. Treasury cash dividends of $1.1 million on the pfeferred stock.

In February 2004, SCBT’s board of directors authorized a program with no formal expiration date
to repurchase up to 250,000 of its common shares. We did not repurchase any shares under this
program during 2009, 2008 and 2007. During 2009, 2008 and 2007, we redeemed 15,823, 6,074 and
2,474, respectively, of SCBT shares from officers at an average cost of $28.24, $33.10 and $37.40,
respectively, under an approved program designed to facilitate stock option exercises or tax payments
on vesting restricted stock under SCBT’s stock incentive plans:

Asset Credit Risk and Concentrations

The quality of our interest-earning assets is maintained through our management of certain
concentrations of credit risk. We review each individual earning asset including investment securities
and loans for credit risk. To facilitate this review, we have established credit and investment policies
that include credit limits, documentation, periodic examination, and follow-up. In addition, we examine
these portfolios for exposure to concentration in any one industry, government agency, or geographic
location. S
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Loan and Deposit Concentration

We have no material concentration of deposits from any single customer or group of customers.
We have no significant portion of our loans concentrated within a single industry or group of related
industries. Furthermore, we attempt to avoid making loans that, in an aggregate amount, exceed
10 percent of total loans to a multiple number of borrowers engaged in similar business activities. At
December 31, 2009 and 2008, there were no aggregated loan concentrations of this type. We do not
believe there are any material seasonal factors that would have a material adverse effect on us. We do
not have foreign loans or deposits.

Concentration of Credit Risk

Fach category of earning assets has a certain degree of credit risk. We use various techniques to
measure credit risk. Credit risk in the investment portfolio can be measured through bond ratings
published by independent agencies. In the investment securities portfolio, the investments consist of
U.S. government-sponsored enterprise securities, tax-free securities, or other securities having ratings of
“AAA” to “Not Rated”. All securities, with the exception of those that are not rated, were rated by at
least one of the major bond rating agencies. The credit risk of the loan portfolio can be measured by
historical experience. We maintain our loan portfolio in accordance with credit policies that we have
established.

We consider concentrations of credit to exist when, pursuant to regulatory guidelines, the amounts
loaned to a multiple number of borrowers engaged in similar business activities which would cause
them to be similarly impacted by general economic conditions represents 25 percent of total risk-based
capital. Based on this criteria, we had three such credit concentrations at December 31, 2009, including
loans to borrowers engaged in other activities related to real estate, loans to religious organizations,
loans to lessors of nonresidential buildings (except mini-warehouses).

Off-Balance Sheet Arrangementé

Through the operations of our bank, we have made contractual commitments to extend credit in
the ordinary course of our business activities. These commitments: are legally binding agreements to
lend money to our customers at predetermined interest rates for a specified period of time. We
evaluate each customer’s credit worthiness on a case-by-case basis. The amount of collateral obtained,
if deemed necessary by us upon extension of credit, is based on our credit evaluation of the borrower.
Collateral varies but may include accounts receivable, inventory, property, plant and equipment,
commercial and residential real estate. We manage the credit risk on these commitments by subjecting
them to normal underwriting and risk management processes.

At December 31, 2009, the bank had issued commitments to extend credit and standby letters of
credit and financial guarantees of $469.8 million through various types of lending arrangements, of
which $355.8 million was at variable rates. We believe that we have adequate sources of liquidity to
fund commitments that are drawn upon by the borrowers.

In addition to commitments to extend credit, we also issue standby letters of credit, which are
assurances to third parties that they will not suffer a loss if our customer fails to meet its contractual
obligation to the third party. Standby letters of credit totaled $9.7 million at December 31,-2009. Past
experience indicates that many of these standby letters of credit will expire unused. However, through
our various sources of liquidity, we believe that we will have the necessary resources to meet these
obligations should the need arise.

Except as disclosed in this report, we are not involved in off-balance sheet contractual
relationships, unconsolidated related entities that have off-balance sheet arrangements or transactions
that could result in liquidity needs or other commitments that significantly impact earnings.
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Effect of Inflation and Changing Prices

The consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America, which require the measure of financial position
and results of operations in terms of historical dollars, without consideration of changes in the relative
purchasing power over time due to inflation. Unlike most other industries, the majority of the assets
and liabilities of a financial institution are monetary in nature. As a result, interest rates generally have
a more significant effect on a financial institution’s performance than does the effect of inflation.
Interest rates do not necessarily change in the same magnitude as the pricés of goods and services.

While the effect of inflation on banks is normally not as significant as is its influence on those
businesses which have large investments in plant and inventories, it does have an effect. During periods
of high inflation, there are normally corresponding increases in money supply, and banks will normally
experience above average growth in assets, loans and deposits. Also, general increases in the prices of
goods and services will result in increased operating expenses. Inflation also affects our bank’s
customers and may result in an indirect effect on our bank’s business.

Contractual Obligations

The following table presents payment schedules for certain of our contractual obligations as of
December 31, 2009. Long-term debt obligations totaling $143.6 million include advance agreements
(borrowings) with the Federal Home Loan Bank (FHLB) of Atlanta, junior subordinated debt and a
subordinated term loan. The FHLB advances are collateralized by stock in the FHLB of Atlanta,
HELOCs, and qualifying first mortgage residential loans and commercial real estate loans under a
blanket-floating lien. Operating lease obligations of $42.2 million pertain to banking facilities and
equipment. Certain lease agreements include payment of property taxes and insurance and contain
various renewal options. Additional information regarding leases is contamed in Note 20 to the audited
consolidated financial statements.

Table 17—Obligations

Less Than 1to3 3to5 More Than

(Dollars in thousands) Total 1 Year Years Years 5 Years

Long-term debt obligations* ................ $143,624  $1,560 $45206 $ 395 $ 96,463
Operating lease obligations . ................ 42,227 2,278 4,676 4,357 30,916
Total . ... e $185,851  $3,838  $49,882 $4,752 $127,379

*  Represents principal maturities.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk.

See “Asset-Liability Management and Market Risk Sensitivity” on page 59 in Management’s
Discussion and Analysis of Financial Condition and Results of Operations for quantitative and
qualitative disclosures about market risk.

Item 8. Financial Statements and Supplementary Data.

See Table 1 on page 39 for our unaudited quarterly results of operations and the pages beginning
with F-1 for our audited consolidated financial statements.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

Not applicable.
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Item 9A. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures

As of December 31, 2009 (the “Evaluation Date”), we carried out an evaluation, under the
supervision and with the participation of management, including our President and Chief Executive
Officer and our Chief Financial Officer, of the effectiveness of the design and operation of SCBT’s
disclosure controls and procedures pursuant to Exchange Act Rule 13a-15. We applied our judgment in
the process of reviewing these controls and procedures, which, by their nature, can provide only
reasonable assurance regarding our control objectives. Based upon this evaluation, our President and
Chief Executive Officer and our Chief Financial Officer concluded that SCBT’s disclosure controls and
procedures as of the Evaluation Date were effective to provide reasonable assurance regarding our
control objectives.

Changes in Internal Controls

There were no changes in our internal controls over financial reporting that occurred during our
most recent fiscal quarter that materially affected, or are reasonably likely to materlally affect, our
internal controls over financial reporting.

Management’s Report on Internal Controls Over Financial Reporting

We are responsible for establishing and maintaining adequate internal control over financial
reporting. Management’s assessment of the effectiveness of SCBT’s internal control over financial
reporting as of December 31, 2009 is included in Item 8 of this Report under the heading
“Management’s Report on Internal Controls Over Financial Reporting.”

Our independent auditors have issued an audit report on management’s assessment of internal
controls over financial reporting. This report entitled “Report of Independent Registered Public
Accounting Firm” appears in Item 8.

Item 9B. Other Information.
Not applicable.
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-PART III
Item 10. Directors, Executive Officers and Corporate Governance. .

The information required by this item will be incorporated herein by reference to the information
in SCBT’s definitive proxy statement to be filed in connection with the our 2010 Annual Meeting of
Shareholders under the caption “Election of Directors,” in the fourth paragraph under the caption
“The Board of Directors and Committees,” in the subsection titled “Audit Committee” under the
caption “The Board of Directors and Committees,” in the subsection titled “Governance Committee”
under the caption “The Board of Directors and Committees,” and under the caption “Section 16(a)
Beneficial Ownership Reporting Compliance.” ‘ : ‘ '

Item 11. Executive Compensation.

The information required by this item will be incorporated herein by reference to the information
in SCBT’s definitive proxy statement to be filed in connection with our 2010 Annual Meeting of
Shareholders under the caption “Executive Compensation,” including the sections titled “Compensation
Discussion and Analysis,” “Summary Compensation Table,” “Grants of Plan Based Awards,”
“Outstanding Equity Awards at Fiscal Year-End,” “Option Exercises and Stock Vested,” “Pension
Benefits,” “Deferred Compensation Plan,” “Compensation Committee Report,” “Potential Payments
Upon Termination or Change of Control,” “Director Compensation,” and “Compensation Committee
Interlocks and Insider Participation.”

Item 12. Sécurity Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

The following table contains certain information as of December 31, 2009, relating to securities
authorized for issuance under our equity compensation plans:

A B C
Number of
securities
remaining
Number of available for
securities to be ‘Weighted- future issuance
issued upon average exercise under equity
exercise of price of compensation
outstanding outstanding plans (excluding
options, options, securities
warrants, and warrants, and reflected in
Plan Category rights rights column “A”)
Equity compensation plans approved by security holders . 348,575 $27.84 471,902
Equity compensation plans not approved by security
holders .. ....... ... i None n/a n/a

Included within the 471,902 number of securities available for future issuance in the table above
are a total of 233,487 shares remaining from the authorized total of 363,825 under SCBT’s Employee
Stock Purchase Plan. All securities totals for the outstanding and remaining available for future
issuance amounts described in this Item 12 have been adjusted to give effect to stock dividends paid on
March 23, 2007, January 1, 2005 and December 6, 2002.

Other information required by this item will be incorporated herein by reference to the
information under the captions “Beneficial Ownership of Certain Parties” and “Beneficial Ownership
of Directors and Executive Officers” in the definitive proxy statement of SCBT to be filed in
_ connection with our 2010 Annual Meeting of Shareholders.
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Item 13. Certain Relationships and Related Transactions, and Director Independence.

The information required by this item will be incorporated herein by reference to the information
under the caption “Certain Relationships and Related Transactions™ in the definitive proxy statement of
SCBT to be filed in connection with our 2010 Annual Meeting of Shareholders.

Item 14. Principal Accounting Fees and Services.

The information required by this item will be incorporated by reference to the information under
the caption “Audit and Other Fees” in the definitive proxy statement of SCBT to be filed in connection
with our 2010 Annual Meeting of Shareholders.
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PART IV

Item 15. Exhibits, Financial Statement Schedules.

(a)' 1. The financial statements and independent auditors’ report referenced in “Item 8—Financial

Statements and Supplementary Data” are listed below:

SCBT Financial Corporation and Subsidiary

Reports of Independent Registered Public Accounting Firms
Consolidated Balance Sheets

Consolidated Statements of Income , v
Consolidated Statements of Changes in Shareholders’ Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

2. Financial Schedules Filed: None

3. Exhibits

In most cases, documents incorporated by reference to exhibits that have been filed with SCBT’s
reports or proxy statements under the Securities Exchange Act of 1934 are available to the public over
the Internet from the SEC’s web site at http://www.sec.gov. You may also read and copy any such
document at the SEC’s public reference room located at 450 Fifth Street, N.W., Washington, D.C.
20549 under the Company’s SEC file number (001-12669).

Exhibit No. Description of Exhibit

2.1 Agreement and Plan of Merger between SCBT Financial Corporation and TSB Financial
Corporation, dated as of August 29, 2007 (incorporated by reference to Exhibit 2.1 to the
Registrant’s Current Report on Form 8-K filed on August 30, 2007)

3.1 Amended and Restated Articles of Incorporation of SCBT Financial Corporation
(incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K
filed on December 31, 2008) '

32 Amended and Restated Bylaws of SCBT Financial Corporation (incorporated by reference

' to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K filed on December 23, 2008)

33 Articles of Amendment to Articles of Incorporation of SCBT Financial Corporation
(incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K
filed on January 16, 2009)

4.1 Specimen SCBT Financial Corporation Common Stock Certificate (incorporated by
reference to Exhibit 4.1 to the Registrant’s Annual Report on Form 10-K filed on
March 15, 2007)

42 Articles of Incorporation (included as Exhibit 3.1)

43 Bylaws (included as Exhibit 3.2)

44 Warrant to Purchase up to 303,083 Shares of Common Stock (incorporated by reference to
Exhibit 4.1 to the Registrant’s Current Report on Form 8-K filed on January 16, 2009)

4.5 Form of Series T Preferred Stock Certificate (incorporated by reference to Exhibit 4.2 to
the Registrant’s Current Report on Form 8-K filed on January 16, 2009)

10.1 First National Corporation Dividend Reinvestment Plan (incorporated by reference to

exhibits filed with Registration Statement on Form S-8, Registration No. 33-58692)
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Exhibit No.

Description of Exhibit

10.2*

10.3*
10.4*

10.5*

10.6*

10.7
10.8

10.9

10.10
10.11

10.12

10.13

10.14

First National Corporation Incentive Stock Option Plan of 1996 (incorporated by reference
to the Registrant’s Definitive Proxy Statement filed in connection with its 1996 Annual
Meeting of Shareholders)

First National Corporation 1999 Stock Option Plan (incorporated by reference to Exhibit 4
to the Registrant’s Registration Statement on Form S-8, Registration No. 333-33092)

First National Corporation 2002 Employee Stock Purchase Plan (incorporated by reference
to Exhibit 4.1 to the Registrant’s Registration Statement on Form S-8, File No. 333-90014)

SCBT Financial Corporation Stock Incentive Plan (incorporated by reference to
Appendix A to the Registrant’s Definitive Proxy Statement filed in connection with its 2004
Annual Meeting of Shareholders)

Executive Incentive Plan (incorporated by reference to Exhibit 10.28 to the Registrant’s
Annual Report on Form 10-K filed on March 15, 2005)

' Indenture between SCBT Financial Corporation, as Issuer, and Wilmington Trust Company,

as Debenture Trustee, dated as of April 7, 2005 (incorporated by reference to Exhibit 10.1
to the Registrant’s Current Report on Form 8-K filed on April 13, 2005) o

Guarantee Agreement between SCBT Financial Corporation and Wllmlngton Trust
Company, dated as of April 7, 2005 (1ncorporated by reference to Exhibit 10.2 to the
Registrant’s Current Report on Form 8-K filed on April 13, 2005)

Amended and Restated Declaration of Trust among SCBT Financial Corporation, as
Sponsor, Wilmington Trust Company, as Institutional Trustee, Wilmington Trust Company,
as Delaware Trustee, and the Administrators named therein, including exhibits containing
the related forms of the SCBT Capital Trust I Common Securities Certificate and the
Preferred Securities Certificate, dated as of April 7, 2005 (incorporated by reference to
Exhibit 10.3 to the Registrant’s Current Report on Form 8-K filed on April 13, 2005)

Indenture between SCBT Financial Corporation, as Issuer, and Wilmington Trust Company,
as Debenture Trustee, dated as of April 7, 2005 (incorporated by reference to Exhibit 10.4
to the Registrant’s Current Report on Form 8-K filed on April 13, 2005)

Guarantee Agreement between SCBT Financial Corporation and Wilmington Trust
Company, dated as of April 7, 2005 (incorporated by reference to Exhibit 10.5 to the
Registrant’s Current Report on Form 8-K filed on April 13, 2005)

Amended and Restated Declaration of Trust among SCBT Financial Corporation, as
Sponsor, Wilmington Trust Company, as Institutional Trustee, Wilmington Trust Company,
as Delaware Trustee, and the Administrators named therein, including exhibits containing
the related forms of the SCBT Capital Trust II Common Securities Certificate and the
Preferred Securities Certificate, dated as of April 7, 2005 (incorporated by reference to
Exhibit 10.6 to the Registrant’s Current Report on Form 8-K filed on April 13, 2005)

~Employment Agreement between SCBT Financial Corporation and Thomas Bouchette,

dated July 21, 2005 (incorporated by reference to Exhibit 10.1 to the Registrant’s Current

- Report on Form 8-K filed on July 22, 2005)

Noncompete Agreement between SCBT Financial Corporation and Thomas Bouchette,
dated as of July 21, 2005 (incorporated by reference to Exhibit 10.2 to the Registrant’s
Current Report on Form 8-K filed on July 22, 2005)
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Exhibit No.

Description of Exhibit

10.15
10.16

10.17

10.18

10.19

10.20

10.21

10.22
10.23

10:24

1025

Indenture between SCBT Financial Corporation and JPMorgan Chase Bank, National .
Association, as Trustee, dated as of July 18, 2005 (incorporated by reference to Exhibit 10.1
to the Registrant’s Current Report on Form 8-K filed on July 22, 2005)

Guarantee Agreement between SCBT Financial Corporation and JPMorgan Chase Bank
National Association, dated as of July 18, 2005 (incorporated by.reference to Exhibit 10.2
to the Registrant’s Current Report on Form 8-K filed on July 22, 2005)

Amended and Restated Declaration of Trust among SCBT Financial Corporation, as
Sponsor, JPMorgan Chase Bank, National Association, as Institutional Trustee, Chase Bank
USA, National Association, as Delaware Trustee, and the Administrators named therein,
including exhibits containing the related forms of the SCBT Capital Trust III Capital
Securities Certificate and the Common Securities Certificate, dated as of July 18, 2005
(incorporated by reference to Exhibit 10.3 to the Registrant’s Current Report on Form 8-K
filed on July 22, 2005)

Form of SCBT Financial Corporation Restricted Stock Agreement for Restricted Stock
Awarded to Directors under the SCBT Financial Corporation Stock Incentive Plan,
effective as of May 27, 2004 (incorporated by reference to Exhibit 10.28 to the Registrant’s
Annual Report on Form 10-K filed on March 16, 2006)

Formof SCBT Financial Corporation Restricted Stock Agreement for Restricted Stock
Awarded to Employees Under the SCBT Financial Corporation Stock Incentive Plan,
effective as of May 27, 2004 (incorporated by reference to Exhibit 10.29 to the Reglstrant s

, Annual Report on Form 10-K filed on March 16, 2006)

Form of SCBT F1nanc1a1 Corporatlon Stock Optlon Agreement for Options Granted to
Directors Under the SCBT Financial Corporation Stock Incentive Plan, effective as of

" May 27, 2004 (incorporated by reference to Exhibit 10.30 to the Registrant’s Annual Report
- on Form 10-K filed on March 16, 2006)

Form of SCBT Financial Corporation Stock Option Agreement for Options Granted to
Officers and Employees Under the SCBT Financial Corporation Stock Incentive Plan,
effective as of May 27, 2004 (incorporated by reference to Exhibit 10.31 to the Registrant’s
Annual Report on Form 10-K filed on March 16, 2006)

Description of the 2006 Long-Term Retention and Incentive Plan (incorporated by
reference to Exhibit 10.15 to the Registrant’s Current Report on Form 8-K filed on
November 7,2006)

Amended and Restated South Carolina Bank & Trust Deferred Income Plan, executed on
November 16, 2006, to be effective as of January 1, 2005 (incorporated by reference to
Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed on November 22, 2006)

Amended and Restated South Carolina Bank & Trust Non-Employee Directors Deferred
Income Plan, executed on November 16, 2006, to be effective as of January 1, 2005
(incorporated by reference to Exhibit 10.2 to the Reglstrant s Current Report on Form 8-K
filed on November 22, 2006)

Form of Agreement for Restricted Stock Issued Pursuant to the Long -Term Retention and
Incentive Plan (incorporated by reference to Exhibit 10.37 to the Registrant’s Annual
Report on Form 10-K filed on March 15, 2007):
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Exhibit No.

Description of Exhibit

10.26

10.27*

10.28*

10.29*

10.30*

10.31*

10.32*

10.33*

10.34*

10.35*

10.36*

Form of Registration Rights Agreement (incorporated by reference to Exhibit 10.1 to the
Registrant’s Current Report on Form 8-K filed on October 28, 2008)

Second Amended and Restated Employment and Noncompetition Agreement between
SCBT Financial Corporation and Robert R. Hill, Jr., dated as of December 31, 2008
(incorporated by reference to Exhibit 10.5 to the Registrant’s Current Report on Form 8-K
filed on January 6, 2009)

Second Amended and Restated Employment and Non-Competition Agreement between
SCBT Financial Corporation and Thomas S. Camp,dated and effective as of December 31,
2008 (incorporated by reference to Exhibit 10.8 to the Registrant’s Current Report on
Form 8-K filed on January 6, 2009)

Second Amended and Restated Employment and Non-Competition Agreement between
SCBT Financial Corporation and John C. Pollok, dated and effective as of December 31,
2008 (incorporated by reference to Exhibit 10.6 to the Registrant’s Current Report on
Form 8-K filed on January 6, 2009)

Second Amended and Restated Employment and Non-Competition Agreement between

' SCBT Financial Corporation and Richard C. Mathis, dated and effective as of

December 31, 2008 (incorporated by reference to Exhibit 10.9 to the Registrant’s Current
Report on Form 8-K filed on January 6, 2009)

Second Amended and Restated Employment and Non-Competition Agreement between
SCBT Financial Corporation and Joe E. Burns, dated and effective as of December 31,
2008 (incorporated by reference to Exhibit 10.7 to the Registrant’s Current Report on
Form 8-K filed on January 6, 2009) .

Amended and Restated Employment and Non-Competition Agreement between SCBT
Financial Corporation and John Windley, dated and effective as of December 31, 2008
(incorporated by reference to Exhibit 10.11 to the Registrant’s Current Report on
Form 8-K filed on January 6, 2009)

Amended and Restated Employment and Non-Competition Agreement between SCBT
Financial Corporation and Dane Murray, dated and effective as of December 31, 2008
(incorporated by reference to Exhibit 10.10 to the Registrant’s Current Report on
Form 8-K filed on January 6, 2009)

Form of Amendment to the Supplemental Executive Retirement Agreements between
SCBT;, N.A. and Robert R. Hill, Jr., John C. Pollok, and Joe E. Burns effective as of
December 30, 2008 (incorporated by reference to Exhibit 10.1 to the Registrant’s Current
Report on Form 8-K filed on January 6, 2009)

Form of Termination Letter for Supplemental Executive Retirement Agreements for Robert
R. Hill, Jr., John C. Pollok, and Joe E. Burns, dated December 30, 2008 (incorporated by
reference to Exhibit 10.2 to the Registrant’s Current Report on Form 8-K filed on

January 6, 2009) : : :

Form of Amendment to the Supplemental Executive Retirement Agreements between
SCBT, N.A. and Thomas S. Camp, Richard C. Mathis, Dane H. Murray, and John E
Windley, effective as of December 31, 2008 (incorporated by reference to Exhibit 10.3 to
the Registrant’s Current Report on Form 8-K filed on January 6, 2009)
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Exhibit No.

Description of Exhibit

10.37

10.38

10.39

10.40

10.41

10.42

10.43

10.44

10.45

10.46

10.47

141

16.1

21
231
23.2

Amendment to the 2004 Stock Incentive Plan, dated December 18, 2008 (incorporated by
reference to Exhibit 10.4 to the Registrant’s Current Report on Form 8-K filed on
January 6, 2009) :

Letter Agreement dated January 16, 2009, including Securities Purchase Agreement,
between SCBT Financial Corporation and the United States Department of the Treasury
(incorporated by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K
filed on January 16, 2009)

Form of Waiver, executed by each of Messrs. Robert R. Hill, Jr., John C. Pollok, John F.
Windley, Thomas S. Camp, and Joe E. Burns (incorporated by reference to Exhibit 10.2 to
the Registrant’s Current Report on Form 8-K filed on January 16, 2009)

Form of Letter Agreement, executed by each of Messrs. Robert R. Hill, Jr., John C. Pollok,
John F. Windley, Thomas S. Camp, and Joe E. Burns with SCBT Financial Corporation
(incorporated by reference to Exhibit 10.3 to the Registrant’s Current Report on Form 8-K
filed on January 16, 2009)

Subordinated Term Loan Agreement and Note, dated as of September 19, 2008, among
South Carolina Bank and Trust, N.A., as borrower and SunTrust Bank, as lender
(incorporated by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K
filed on September 23, 2008)

Form of Registration Rights Agreement (incorporated by reference to Exhibit 10.1 to the
Registrant’s Current Report on Form 8-K filed on October 28, 2008)

Amended and Restated 2002 Employee Stock Purchase Plan (incorporated by reference to
Exhibit 4.1 to the Registrant’s Current Report on Form 8-K filed on April 30, 2009)

Repurchase Letter Agreement, dated May 20, 2009, between the Registrant and the U.S.
Department of Treasury (incorporated by reference to Exhibit 10.1 to the Registrant’s
Current Report on Form 8-K filed on May 22, 2009)

Warrant Repurchase Letter Agreement, dated June 24, 2009, between the Registrant and
the U.S. Department of Treasury (incorporated by reference to Exhibit 10.1 to the
Registrant’s Current Report on Form 8-K filed on June 24 2009)

Employment and Noncompetition Agreement for Donald E. Pickett, effective January 22,
2010 (incorporated by reference as Exhibit 10 to the Registrant’s Current Report on
Form 8-K filed on January 25, 2010)

Purchase & Assumption Agreement dated January 29, 2009 (incorporated by reference as
Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed on February 4, 2010)

SCBT Code of Ethics (incorporated by reference to Exhibit 14 to the Registrant’s Annual
Report on Form 10-K filed on March 12, 2004)

Letter dated March 21, 2008 from J.W. Hunt and Company LLP (incorporated by reference
to Exhibit 16.1 to the Registrant’s Current Report on Form 8-K filed on March 21, 2008)

Subsidiaries of the Registrant
Consent of Dixon Hughes PLLC
Consent of J.W. Hunt and Company, LLP
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Exhibit No. Description of Exhibit

24.1 Power of Attorney (contained herein as part of the signature pages)
311 Rule 13a-14(a) Certification of the Principal Executive Officer
31.2 Rule 13a-14(a) Certification of the Principal Financial Officer

32 Section 1350 Certifications

*  Denotes a management compensatory plan or arrangement.

(b) See Exhibit Index following the Annual Report on Form 10-K for a listing of exhibits filed
herewith.

(c) Not Applicable.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, in the City of Columbia and State of South Carolina, on the 12th day of March, 2010.

virtue hereof.

SCBT FINANCIAL CORPORATION

(Registrant)

By: /s/ ROBERT R. HILL, JR.

Robert R. Hill, Jr..
President and Chief Executive Officer

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints Robert R. Hill, Jr., his true and lawful attorney-in-fact and agent, with full
power of substitution and resubstitution, for him and in his name, place and stead, in any and all
capacities, to sign any and all amendments to this Annual Report on Form 10-K, and to file the same,
with all exhibits thereto, and other documents in connection therewith, with the Securities and
Exchange Commission, granting unto attorney-in-fact and agent full power and authority to do and
perform each and every act and thing requisite or necessary to be done in and about the premises, as
fully to all intents and purposes as he might or could do in person, hereby ratifying and confirming all
that attorney-in-fact and agent, or his substitute or substitutes, may lawfully do or cause to be done by

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, this
report has been signed below by the following persons in the capacities indicated.

Signature

/s/ ROBERT R. HiLL, JR.

Robert R. Hill, Jr.

/s/ JoHN C. POLLOK

John C. Pollok

/s/ DONALD E. PICKETT

Donald E. Pickett

/s/ JOE E. BURNS

Joe E. Burns

/s/ KAREN L. DEY

Karen L. Dey

/s/ ROBERT R. HORGER

Robert R. Horger

President and Chief Executive Obfficer

Senior Executive Vice President and
Chief Operating Officer :

Executive Vice President and .
Chief Financial Officer

Senior Executive Vice President and
Chief Risk Officer

Senior Vice President and Controller

Chairman of the Board of Directors
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Date

March 12, 2010

March 12, 2010

March 12, 2010

March 12, 2010

March 12, 2010

March 12, 2010



Signature

/s/ JiIMmMY E. ADDISON

Jimmy E. Addison

/s/ LUTHER J. BATTISTE, III

Luther J. Battiste, III

/s/ M. OSWALD FOGLE

M. Oswald Fogle

/s/ DALTON B. FLOYD, JR.

Dalton B. Floyd, Jr.

/s/ DWIGHT W. FRIERSON

Dwight W, Frierson

/s/ HERBERT G. GRAY

Herbert G. Gray

/s/ HARRY M. MIMS, JR.

Harry M. Mims, Jr.

/s/ RALPH W. NORMAN

Ralph W. Norman

/s/ ALTON C. PHILLIPS -

Alton C. Phillips

/s/ JAMES W. ROQUEMORE -

James W. Roquemore

/s/ THOMAS E. SUGGS

Thomas E. Suggs

/s/ Susie H. VANHUSS

Susie H. VanHuss

/s/ JOHN W. WILLIAMSON, III

John W. Williamson, 111

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director
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Date

March 12, 2010
March 12, 2010
March 12, 2010
March 12, 2010
March 12, 2010
March 12, 2010
March 12, 2016
March 12, 2010
March 12, 2010
March 12, 2010
March 12, 2010
March 12, 2010

March 12, 2010



EXHIBIT INDEX

Exhibit No. Description of Exhibit
21 Subsidiaries of the Registrant
23.1 Consent of Dixon Hughes PLLC
23.2 Consent of J.W. Hunt and Company, LLP
31.1 Rule 13a-14(a) Certification of the Principal Executive Officer
31.2 Rule 13a-14(a) Certification of the Principal Financial Officer
32 Section 1350 Certifications
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mo(b]

FINANCIAL CORPORATION

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of SCBT Financial Corporation (the “Company”) is responsible for establishing and
maintaining adequate internal control over financial reporting. Management has assessed the
effectiveness of internal control over financial reporting using the criteria established in Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO).

The Company’s internal control over financial reporting is a process designed to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles. The
Company’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the Company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts and expenditures of the Company are being
made only in accordance with authorizations of management and directors of the Company; and
(3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisitions,
use, or disposition of the Company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Therefore, even those systems determined to be effective can provide only
reasonable assurance with respect to financial statement preparation and presentation. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

Based on the testing performed using the criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COS0), management of the Company believes that the company’s internal control over financial
reporting was effective as of December 31, 2009. '

The effectiveness of our internal control over financial reporting as of December 31, 2009, has -
been audited by Dixon Hughes PLLC, an independent registered public accounting firm, as stated in
their report which is included herein. :

SCBT Financial Corporation
Columbia, South Carolina
March 12, 2010

www.SCBTonline.com
(800) 277-2175 | PO. Box 1030 | Columbia, South Carolina | 29202-1030
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DIXON HUGHES -
Certified Public Accountants and Advisors

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors andVSharehc.)lders
SCBT Financial Corporation ‘

We have audited the accompanying consolidated balance sheets of SCBT Financial Corporation
and subsidiary (the “Company”) as of December 31, 2009 and 2008, and the related consolidated
statements of income, changes in shareholders’ equity and cash flows for the years then ended. These
consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of SCBT Financial Corporation and subsidiary as of
December 31, 2009 and 2008, and the results of their operations and their cash flows for the years then
ended in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 1 to the consolidated financial statements, in 2009 the Company changed its
method of accounting for other-than-temporary impairment of debt securities ds a result of adopting
new accounting guidance. :

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the Company’s internal control over financial reporting as of
December 31, 2009, based on criteria established in Internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report
dated March 12, 2010 expressed an unqualified opinion. -

~Tixor Hughas P LLC

Charlotte, North Carolina
March 12, 2010
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DIXON HUGHES n
Certified Public Accountants and Advisors

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
SCBT Financial Corporation

We have audited SCBT Financial Corporation’s (the “Company”) internal control over financial reporting as
of December 31, 2009, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible
for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting, included in the accompanying Management’s Report on Internal Control
Over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of theé Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, SCBT Financial Corporation maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2009, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements of SCBT Financial Corporation as of December 31, 2009 and
2008 and for the years then ended, and our report dated March 12, 2010, expressed an unqualified opinion on
those consolidated financial statements. Our report refers to the fact that the Company changed its method of
accounting for other-than-temporary impairment of debt securities as a result of adopting new accounting
guidance.

T Hughes P LLC

Charlotte, North Carolina
March 12, 2010



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and
Shareholders of SCBT Financial Corporation

We have audited the accompanying consolidated statements of income, changes in shareholders’
equity, and cash flows of SCBT Financial Corporation and subsidiaries (the “Company”) for the year
ended December 31, 2007. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility. is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the -
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statemenit presentatlon

We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above pr_esent fairly, in all
material respects, the results of operations and cash flows.of SCBT Financial Corporation and
subsidiaries for the year ended December 31, 2007, in conformity with accounting principles generally
accepted in the United States of America.

/s/ I.W. Hunt and Company, LLP

Columbia, South Carolina
March 17, 2008
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SCBT Financial Corporation and Subsidiary
Consolidated Balance Sheets

(Dollars in thousands, except par value)

December 31,

2009 2008
ASSETS
Cash and cash equivalents:
Cash and due frombanks .................. I $ 80,523 § 47,024
Interest-bearing deposits with banks . . ... ........... ... . ... ... 174 1,441
Federal funds sold and securities purchased under agreements to resell . .. 24,211 1,000
Total cash and cash equivalents . . .. .........couerrruunennn.... 104,908 49,465
Investment securities: ' ;
Securities held to maturity (fair value of $21,901 and $23 577, respectlvely) . 21,538 24,228
Securities available for sale, at fairvalue. . ........................ 173,303 183,220
COther investments ... . ...t e 16,271 14,779
Total investment securities .......... e e e e 211,112 222,227
Loans held forsale . . ... .. ittt i e i e et e e e 17,563 15,742
Loans .............. e 2,203,238 - 2,316,076
Less allowance for loan 1osses . ...........ccciitiiinununnnnnn (37,488) (31,525)
Loans, Met . . vttt e e e e 2,165,750 2,284,551
Premises and equipment, net. ................ e e e e 71,829 66,392
Goodwill .............. e e e e e e 62,888 62,888
Otherassets . .................. e e e e e e e 68,138 65,445
TOtAl ASSELS « v v vt e v et e e e e e e e e e $2,702,188 $2,766,710
LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits: .
Nonlnterest-bearlng ................................ e e $ 346,248 $§ 303,689
Interest-bearing . . ........... ... ... ... e 1,758,391 1,849,585
Total deposits . ............ e e et e e 2,104,639 2,153,274
Federal funds purchased and securities sold under agreements to repurchase . 162,515 172,393
Other bOITowings . . & .o vttt v e e e 143,624 177,477
Other Habilities . . .. oo vttt e e et e e e e 8,591 18,638
Total liabilities . . . . . o v ittt i e e e e e . 2,419369 2,521,782
Shareholders’ equity:
Preferred stock—$.01 par value; authorlzed 10,000,000 shares;
no shares issued and outstanding . ............ .. ... ... — —
Common stock—$2.50 par value; authorized 40,000,000 shares;
12,739,533 and 11,250,603 shares issued and outstanding ............ 31,849 28,127
Surplus . . ... e e 196,437 166,815
- Retained €arnings . .. .. .c.covv vttt e e e 59,915 59,171
Accumulated. other comprehensive loss . . .. ... ..o (5,382) (9,185)
Total shareholders’ equity . . .. .. .. ... i i i 282,819 244,928
Total liabilities and shareholders’ equity. . . ........ ... ..o u... $2,702,188 $2,766,710

The Accompanying Notes are an Integral Part of the Financial Statements.
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SCBT Financial Corporation and Subsidiary
Consolidated Statements of Income
(Dollars in} thousands, except per share data)

Years Ended December 31,

The Accompanying Notes are an Integral Part of the Financial Statements.
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2009 2008 2007
Interest income:
Loans, including fees . . . . . .. v it i e $131,770  $142,630  $135,608
Investment securities:
Taxable . . ... e e e i e s 8,501 11,065 10,316
TAX-CXCIMPE &« v v i v vt v e e e e e e e e 936 1,471 1,302
Federal funds sold and securities purchased under agreementstoresell . ... ......... 515 857 1,766
Deposits with banks and money market funds . .. ........... ... ... 0L 76 52 207
Total interest INCOME . . . v v v v v v vttt it e et e et en e 141,798 156,075 149,199
Interest expense: . ‘
DEPOSIES & o o v v e e e e e e e e 30,731 47,644 53,157
Federal funds purchased and securities sold under agreements to repurchase . . . . ...... 502 5,427 9,180
Other borrowings . . .. ................y e e e e e e 5,975 7,227 6,185
Total INErest EXPENSE . . . v v v v v vt vttt it i a e e 37,208 60,298 68,522
Net inferest MCOME . . . v vttt ittt et ittt e e ettt e 104,590 95,777 80,677
Provision for 10an 1oSses . . . . . . . .. e e 26,712 10,736 4,384
Net interest income after provision for loanlosses. . ... . ................... 77,878 85,041 76,293
Noninterest income:
Service charges on deposit aCCOUNES . . . . . o . i i it i e e 15,498 16,117 15,114
Mortgage banking inCome . . . . . . .o vttt e e s 6,552 3,455 3,596
" Bankcard SEIVICES INCOIMIE . & . o v o v v ettt et e et e e te e e e e 5,043 4,832 4,136
Trust and investment SEIviCes IMCOME . . . . . . v v v v v v et e e e e vt ae e ene st ane e 2,517 2,756 2,566
Securities gains (10SSES), MET. . . . . v vt it it it it e 82 43) (460)
Total other-than-temporary impairment losses . . .. ... ... ..o ... (10,494) (9,884) —
" Portion of impairment losses recognized in other comprehensive income . .. ......... 5,489 — —
Net impairment losses recognized in earnings . . .. ... ..ot i e (5,005) (9,884) —
Other......... e e e e e e e e e e 1,559 1,816 2,407
Total NONINtETEsSt INCOMIE . . . . v v v vt e e i et e e e et e e et et et e e e eeee e 26,246 19,049 27,359
Noninterest expense:
Salaries and employee benefits . . . . .. ... L L L e PN 40,787 42,554 39,312
Net OCCUPANCY EXPEIISE + « « v v v v v v v v v v e e et i et et ottt e e 6,392 6,103 4,950
Furniture and equIpmMent-€XPense . . . . o . v v v v it i e 6,049 6,246 5,758
FDIC assessment and other regulatory charges. ... ....... e 5,449 1,837 871
OREO expense and loanrelated. . . ... ... ... . i 5,641 1,759 883
Advertising and marketing . . . . ... ... L e e e e 2,497 3,870 3,143
Professional fEeS . ... . o i e e e e e e e e e e e e e e e 1,782 2,243 2,072
Amortization of intangibles . . .. ........ ... .. .. e e e 526 575 509
Merger EXpenSe . . v v v v v it e e e e e — 405 81t
(21T 14,523 = 14,204 13,093
Total NONINEEIESt EXPEISE . -+« o o v v vt it et e et et st e 83,646 79,796 71,402
Earnings:
Income before provision forincome taxes . . . . ... .. o i i e i 20,478 24,294 32,250
Provision fOr iNCOME tAXES . . . v ¢ v v vt it e e et e et e e et e e ee s e e e e eeeee 6,883 8,509 10,685
Net IMCOME . . . . oottt it i e et et et e e e 13,595 15,785 21,565
Preferred stock dividends . . . . .. ... e e 1,115 — —
Accretion on preferred stock discount . ... .. R T IR 3,559 — —
Net income available to common shareholders . . ... ... .................. $ 8921 $ 15,785 §$ 21,565
'Earnings per common share:
BasiC . . e e e e $ 074 $ 153 §$§ 233
DIULEd . v vt e e e e e e $ 074 $ 152 § 232
Dividends per common share . ... ... ... e $ 068 § 068 § 068
Weighted average common shares outstanding: .
Basic . ... e e e e e e e 12,061 10,301 9,275
Diluted. . ... .. . i e P e 12,109 10,394 9,305



SCBT Financial Corporation and Subsidiary

Consolidated ‘Statements of Changes in Shareholders’ Equity

(Dollars in thousands, except per share data)

Balance, December 31,2006 . . . ... ........
Comprehensive income:
Netincome ................ ... .....
Other comprehensive income, net of tax effects
Pension and retiree medical plan . . . . ... ...
Net unrealized gain on securities available for
sale, net of reclassification adjustment . . ...

Total comprehensive income . . . ........
Cash dividends declared at $.68 per share . . . . ..
Stock options exercised . . . .......... .. ..
Employee stock purchases . ..............
Restricted stock awards . . . . ... .. .. ... ...
Common stock repurchased . .............
Share-based compensation expense . . . .. .....
Common stock issued for TSB acquisition . . . . . .
Common stock dividend .. ...............

Balance, December 31,2007 . . .. ..........
Comprehensive income:
Netincome . . .....................
Other comprehensive income, net of tax effects
Pension and retiree medical plan . . . .. ... ..
Net unrealized loss on securities available for
sale, net of reclassification -adjustment . . . ..

Total comprehensive income . .. ........
Cash dividends declared at $.68 per share . . . . . .
Stock options exercised . . ... .. ... ... ...,
Employee stock purchases . ..............
Restricted stock awards . . . . .............
Common stock repurchased . .............
Share-based compensation expense . . . .......
Common stock issued in private placement

offering . ......... . ... .. ..

Balance, December 31,2008 . . .. ..........
Comprehensive income:
Netincome . . . ........ ... ... .n.
Other comprehensive income, net of tax effects
Pension and retiree medical plan . . . .. ... ..
Change in pension liability for plan curtailment .
Change in net unrealized gain on securities
available forsale . .................
Noncredit portion of other-than-temporary
impairment losses recognized in earnings
Change in unrealized losses on derivative financial
instruments qualifying as cash flow hedges . . . .

Total comprehensive income . .. ........
Cash dividends on Series T preferred stock at
annual dividend rate of 5% . . ... .... .. ..
Cash dividends declared at $.68 per share . . . . . .
Issuance of Series T preferred stock, net of
iSSUANCE COStS . . . v
Repurchase of Series T preferred stock and
WAITANES . . o v v v vt e i e
Stock options exercised . . ... ... ... ...
Employee stock purchases . ..............
Restricted stock awards . . .. .............
Common stock repurchased . .............
Share-based compensation expense . . . . ......
Common stock issued in public offering . . . . . ..

Balance, December 31,2009 . . ... ..... e

Preferred Stock

Common Stock

Accumulated
Other

Retained Comprehensive

Shares Amount Shares  Amount Surplus Earnings Loss Total
— § — 8,719,146 $21,798 $ 92,099 §$ 51,508 $(3,517) $161,888
— —_— —_ — — 21,565 — 21,565
— — — — — — 347 347
— — — — — — 1,683 1,683

23,595

- —_ — — —  (6,227) — (6,227)
— — 12,830 32 226 — — 258
- — 20,904 52 561 — — 613
— — 34,890 87 87) —_ —_ —
—_ —_ (2,474) (6) (86) — — (92)
— o —_ —_ 1,002 —_ — 1,002
— — 939,372 2,349 31,679 — — 34,028
— — 435,764 1,089 15258 (16,347) — —
— — 10,160,432 25,401 140,652 50,499 (1,487) 215,065
— — — — — 15,785 — 15,785
—_ — — — — — (4,596) (4,596)
— — — — — — (3,102) (3,102)
8,087

— — — — —  (7,113) — (7,113)
— — 14,087 35 262 — — 297
— — 25,029 63 594 — — 657
— — 47,129 118 (118) — — —
—_ — (6,074) 15 (186) — — (201)
— — — — ,379 —_ — 1,379
— — 1,010,000 2,525 24,232 — — 26,757
— — 11,250,603 28,127 166,815- 59,171 (9,185) 244,928
— -— — — — 13,595 — 13,595
— — — — — — 1,279 1,279
— — — — — — 1,283 1,283
— — — — — — 4,795 4,795
— — — — — — (3,540) (3,540)
— — — — — — (14) 14)
17,398

— 3,559 — — —  (4,674) — (1,115)
_ —_ — — — (8,177 — (8,177)

64,779 61,220 — — 3,412 — — 64,632

(64,779) (64,779) — — (1,400) — — (66,179)
— — 30,831 77 455 — — 532
— — 27,991 70 496 — — 566
— — 89,431 224 (224) — — —
— = (15823) (40) (406)  — — (446)
— — — — 1,431 — — 1,431
— — 1,356,500 3,391 25,858 — — 29,249
— $ — 12,739,533 $31,849 $196,437 $ 59,915 $(5,382) $282,819

The Accompanying Notes are an Integral Part of the Financial Statements.
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SCBT Financial Corporation and Subsidiary ‘

‘- Consolidated Statements of Cash Flows
(Dollars in thousands)

Cash flows from operating activities:
Net income . . ... e e e e e e e e e
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization . ... ........ ... ... .. .. 0 oo,
Provision for loanlosses . ........... ... . . ... . i i,
Deferred income taxes . .. ... ... .. . e
Other-than-temporary impairment on securities . .. ...................
Loss on sale of securities available forsale . ..................... ...
Share-based compensation €xpense . .. .......... ...t
Loss (gain) onsaleofassets. .. ......... .. i i,
Net accretion of discount on investment securities . ...................
Net change in:
Loans held forsale . ... ... ... .. it
Accrued interest receivable . . ... ... L e e
Prepaid @ssets. . . . v vttt i e e e
Miscellaneous other assets . ............ S
Accrued interest payable ... ... ... .. o e
Accrued INCOME taXES . . . v v v v ittt e e e
Miscellaneous other liabilities . . . ... ..ot

Net cash provided by operating activities . . . . .....................

Cash flows from investing activities:
Proceeds from sales of investment securities available forsale . .. ...........
Proceeds from maturities and calls of investment securities held to maturity . . . . .
Proceeds from maturities of investment securities available forsale... .. .......
Proceeds from sales of other investment securities . . .. ..................
Purchases of investment securities available forsale . . . .. ................
Purchases of investment securities held to maturity .. ...................
Purchases of other investment securities .. ............... ...,
Net (increase) decrease in customer loans ... ........... ... ... .......
Acquisition, net of cash acquired . .. ....... ... ... ... o o oL,
Purchases of premises and equipment . . .. ... ... L o oo oo
Proceeds from sale of premises and equipment . . . .. ...... .. ... . ...

Net cash provided by (used in) investing activities . . . ................

Cash flows from financing activities:
Net increase (decrease) indeposits . . . .. ... .. . o i
Net increase (decrease) in federal funds purchased and securities sold under
agreements to repurchase and other short-term borrowings ..............
Proceeds from FHLB advances . ............. ... ... ... ...
Repayment of FHLB advances. . . .. ... .. ...t iy
Preferred stock issuance, net of issuance costs . .. ....... .. ... . ...,
Preferred stock and common stock warrant repurchase . . . .. ...... .. .. .. ..
Common StOCK iSSUANCE . . . . . . ot v it e
Common stock repurchased . ... ... ..... .. .. .. . i i
Dividends paid on preferredstock . ........... .. .. ... .. . .,
Dividends paid on common stock . . . .. .. .. e
Stock options exercised . .. ... ... e e

Net cash provided by (used in) financing activities . . .. ...............

Net increase (decrease) in cash and cash equivalents. . .. ..................
Cash and cash equivalents at beginning of period . . . .. .......... ... ...,

Cash and cash equivalents atend of period . . . . ...... ... ... ... . . ...
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Years Ended December 31,

2009 2008 2007
$ 13,595 § 15785 $ 21,565
6,874 4,999 4,324
26,712 10,736 4,384
(2,925) (874)  (705)
5,005 9,884 —
(82) 43 460
1,431 1,379 1,002
42 86 (38)

84 (339) (225)
(1,822) 1,609 5,885
1,252 1,628 (167)
(11,395) 51 500
6,887  (10,384) (240)
(2,350) (1,807) (2,007)
392 811 (712)
(3,287) (2,646) 296
40,413 30,961 34,322
2,410 2,126 25,353
2,686 3,925 3,645
80,298 82,895 60,491
451 2,338 4,502
(75,672)  (59.809)  (94,359)
— (6,679) (7,005)
(1,943) (3,304) (6,715)
92,088  (238,810) (168,370)
— — (2,462)
(6337)  (15401)  (8463)
2. 19 128
93,983  (232,700)  (193,255)
(48,635) 225,383 52,370
(31,350)  (127,774) 89,038
— 205400 210,000
(18,030)  (167,535)  (170,100)
64,632 o —
(66,179) — —
29,815 27,414 613
(446) (201) 92)
(1,115) — —
(8,177) (7,113) (6,227)
532 297 258
(78,953) 155871 175,860
55443  (45868) 16,927
49,465 95,333 78,406
$104,908 $ 49465 § 95333




SCBT Financial Corporation and Subsidiary
Consolidated Statements of Cash Flows (Continued)
(Dollars in thousands)

Years Ended December 31,

2009 2008. 2007
Supplemental Disclosures:
Cash Flow Information:
Cash paid for:
1T (=] A < .. $39557 $62,106 $ 70,224
InCome tagES . . . . v vt e e e e e e e s 6,642 13,879 11,708
Schedule of Noncash Investing Transactions:
Acquisitions:
Fair value of tangible assets acquired .......... N $ — 8 — $ 194,289
Goodwill and other intangible assets acquired . . ... ... e e e —_ —_ 30,378
Liabilities assumed . . ... ... . e e — —  (188,177)
Common stock issued. . . . .. ... . e e — — (34,028)
Real estate acquired in full or in partial settlement of loans ... ................ 10,500 10,428 1,538

The Accompanying Notes are an Integral Part of the Financial Statements.

F-9



Note 1—Summary of Significant Accounting Policies
Nature of Operations

SCBT Financial Corporation (the “Company”) is a bank holding company whose principal activity
is the ownership and management of its wholly-owned subsidiary, SCBT, N.A., a nationally chartered
bank operating (divisions) as South Carolina Bank and Trust, South Carolina Bank and Trust of the
Piedmont (“Piedmont”) and North Carolina Bank and Trust (“NCBT”). The bank provides general
banking services within the State of South Carolina and Mecklenburg County of North Carolina. The
accounting and reporting. policies of the Company and its consolidated subsidiary conform with
accounting principles-generally accepted in the United States of America. SCBT Capital Trust I and
SCBT Capital Trust II are unconsolidated subsidiaries of the Company established for the purpose of
issuing an aggregate of $20.0 million of trust preferred securities. SCBT Capital Trust III is an
unconsolidated subsidiary of the Company established for the purpose of issuing an aggregate of
$20.0 million of trust preferred securities. TSB Statutory Trust I is an unconsolidated subsidiary of the
Company acquired in the TSB merger and established for the purpose of issuing an aggregate of
$3.0 million of trust preferred securities. On November 30, 2007, the Company acquired TSB Financial
Corporation, the parent company of The Scottish Bank, N.A. (“TSB”). On November 8, 2008, the
Company merged TSB into SCBT, N.A. and changed its name to NCBT. On December 6, 2008, the
Company merged Piedmont into SCBT, N.A. In addition, on January 29, 2009, SCBT, N.A. acquired all
of the deposits except brokered deposits, certain other borrowings, and certain other assets of
Community Bank & Trust (“CBT”), a full service Georgia-state-chartered community bank
headquartered in Cornelia, Georgia in an FDIC-assisted transaction (see Note 30—Subsequent Events).

Basis of Consolidation

The consolidated financial statements include the accounts of the Company and other entities in
which it has a controlling financial interest. All significant intercompany balances and transactions have
been eliminated in consolidation. Assets held by the Company in trust are not assets of the Company
and are not included in the accompanying consolidated financial statements.

Segments

The Company, through its subsidiary, provides a broad range of financial services to individuals
and companies in South Carolina and North Carolina. These services include demand, time and savings
deposits; lending and credit card servicing; ATM processing; and trust services. While the Company’s
decision makers monitor the revenue streams of the various financial products and services, operations
are managed and financial performance is evaluated on an organization-wide basis. Accordingly, the
Company’s banking and finance operations are not considered by management to be more than one
reportable operating segment. -

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities as of the date of the consolidated
balance sheet and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates. Material estimates that are particularly susceptible to
significant change in the near term relate to the determination of the allowance for loan losses, fair
value of financial instruments, evaluating other-than-temporary-impairment of investment securities,
goodwill impairment tests and valuation of deferred tax assets.
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Note 1—Summary of Significant Accounting Policies (Continued)

In connection with the determination of the allowance for loan losses, management has identified
specific loans as well as adopted a policy of providing amounts for loan valuation purposes which are
not identified with any specific loan but are derived from actual loss experience ratios, loan types, loan
volume, economic conditions and industry standards. Management believes that the allowance for loan
losses is adequate. While management uses available information to recognize losses on loans, future
additions to the allowance may be necessary based on changes in economic conditions. In addition,
regulatory agencies, as an integral part of the examination process, periodically review the banking
subsidiary’s allowance for loan losses. Such agencies may require additions to the allowance based on
their judgments about information available to them at the time of their examination.

Concentrations of Credit Risk

The Company’s subsidiary grants agribusiness, commercial, and residential loans to customers
throughout South Carolina and North Carolina. Although the subsidiary have diversified loan
portfolios, a substantial portion of their borrowers’ abilities to honor their contracts is dependent upon
economic conditions within South Carolina, North Carolina and the surrounding regions.

The Company considers concentrations of credit to exist when, pursuant to regulatory guidelines,
the amounts loaned to a multiple number of borrowers engaged in similar business activities which
would cause them to be similarly impacted by general economic conditions represents 25% of total
risk-based capital, or $76.8 million at December 31, 2009. Based on this criteria, the Company had
three such credit concentrations at December 31, 2008, including $281.1 million of loans to borrowers
engaged in other activities related to real estate, $95.0 million of loans to religious organizations and
$80.3 million of loans to lessors of nonresidential buildings (except mini-warehouses).

Cash and Cash Equivalents

For the purpose of presentation in the consolidated statements of cash flows, cash and cash
equivalents include cash on hand, cash items in process of collection, amounts due from banks, interest
bearing deposits with banks, purchases of securities under agreements to resell, and federal funds sold.
Due from bank balances are maintained in other financial institutions. Federal funds sold are generally
purchased and sold for one-day periods, but may from time to time have longer terms.

The Company enters into purchases of securities under agreements to resell substantially identical
securities typically for the purpose of obtaining securities on a short-term basis for collateralizing
certain customer deposit relationships. Securities purchased under agreements to resell at
December 31, 2009 and 2008 consisted of U.S. government-sponsored enterprises and mortgage-backed
securities. It is the Company’s policy to take possession of securities purchased under agreements to
resell. The securities are delivered into the Company’s account maintained by a third-party custodian
designated by the Company under a written custodial agreement that explicitly recognizes the
Company’s interest in the securities. The Company monitors the market value of the underlying
securities, including accrued interest, which collateralize the related receivable on agreements to resell.
At December 31, 2009, these agreements were considered to be short-term investments with maturities
of three months or less.

Investment Securities

Debt securities that management has the positive intent and ability to hold to maturity are
classified as “held to maturity” and carried at amortized cost. Securities not classified as held to
maturity, including equity securities with readily determinable fair values, are classified as “available for
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Note 1—Summary of Significant Accounting Policies (Continued)

sale” and carried at fair value with unrealized gains and losses excluded from earnings and reported in
other comprehensive income. :

Purchase premiums and discounts are recognized in interest income using methods approximating
the interest method over the terms of the securities. Declines in the fair value of held-to-maturity and
available-for-sale securities below their cost that are deemed to be other than temporary are reflected
in earnings as realized losses. Gains and losses realized on sales of securities available for sale are
determined using the specific identification method. The Company evaluates securities for
other-than-temporary impairment (“OTTI”) at least on a quarterly basis, and more frequently when
economic or market concerns warrant such evaluation. In estimating OTTI losses, management
considers: (1) the length of time and the extent to which the fair value has been less than cost, (2) the
financial condition and near-term prospects of the issuers, (3) the outlook for receiving the contractual
cash flows of the investments, (4) the anticipated outlook for changes in the general level of the
interest rates, and (5) the intent and ability of the Company to retain its investment in the issuer for a
period of time sufficient to allow for any anticipated recovery in fair value or for a debt security
whether it is more-likely-than-not that the Company will be required to sell the debt security prior to
recovering its fair value (see Note 4—Investment Securities).

Other investments include stock acquired for regulatory purposes and trust preferred securities.
Stock acquired for regulatory purposes includes Federal Home Loan Bank of Atlanta (“FHLB”) stock
and Federal Reserve Bank stock. These securities do not have a readily determinable fair value because
their ownership is restricted and they lack a market for trading. As a result, these securities are carried
at cost and are periodically evaluated for impairment. Trust preferred securities represent a minority
investment in SCBT Capital Trust I, SCBT Capital Trust II, SCBT Capital Trust III, and TSB Statutory
Trust I. These investments are recorded at cost and the Company receives quarterly dividend payments
on these investments.

Loans Held for Sale

Loans originated and intended for sale in the secondary market are carried at the lower of cost or
estimated fair value in the aggregate. Estimated fair value is determined on the basis of existing
forward commitments, or the current market value of similar loans. Net unrealized losses, if any, are
recognized through a valuation allowance by charges to income.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until
maturity or pay-off generally are reported at their unpaid principal balances, less unearned income and
net of any deferred loan fees and costs. Unearned income on installment loans is recognized as income
over the terms of the loans by methods that generally approximate the interest method. Interest on
other loans is calculated by using the simple interest method on daily balances of the principal amount
outstanding. : '

Loans are placed on nonaccrual status depending upon the type of loan, the past due status, and
the collection activities in progress. Well-secured loans, in the process of collection, are allowed to
remain on an accrual basis until they become 120 days past due. Partially secured loans are written
down to the collateral value and placed on nonaccrual status on or before becoming 90 days past due.
Unsecured commercial loans are charged off on or before the date they become 90 days past due.
Closed end consumer loans and open end consumer loans are charged off or written down to the fair
value of collateral on or before becoming 120 and 180 days past due, respectively. A nonaccrual loan
may not be considered impaired if it is expected that the delay in payment is minimal. When a loan is
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Note 1—Summary of Significant Accounting Policies (Continued)

placed on nonaccrual status, previously accrued and uncollected interest is charged against interest
revenue on loans. Interest payments are applied to the principal balance on nonaccrual loans.

A loan is considered impaired when, in management’s judgment, based on current information and
events, it is probable that the Company will be unable to collect the scheduled payments of principal or
interest when due according to the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status, collateral value, and the probability of
collecting scheduled principal and interest payments when due. Management determines when loans
become impaired through its normal loan administration and review functions. Loans identified as .
substandard or doubtful as a result of the loan review process are potentially impaired loans. Loans
that experience insignificant payment delays and payment shortfalls generally are not classified as
impaired, provided that management expects to collect all amounts due, including interest accrued at
the contractual interest rate for the period of delay. Impairment is measured on a loan by loan basis
for commercial and construction loans by either the present value of expected future cash flows
discounted at the loan’s effective interest rate, the loan’s obtainable market price, or the fair value of
the collateral if the loan is collateral dependent. Interest revenue on impaired loans is discontinued
when the loans meet the criteria for nonaccrual status described above. Large groups of smaller
balance homogeneous loans are collectively evaluated for loss and a general reserve is established
accordingly.

Allowance for Loan Losses

The allowance for loan losses is established for estimated loan losses through a provision for loan
losses charged to earnings. Loan losses are charged against the allowance when management believes
that the collectability of the principal is unlikely. Subsequent recoveries, if any, are credited to the
allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon
management’s periodic review of the collectability of the loans in light of historical experience, the
nature 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.

The allowance consists of general and specific reserves. The general reserves are determined by
applying loss percentages to the portfolio that are based on historical loss experience and
management’s evaluation and “risk grading” of the loan portfolio. Additionally, the general economic
and business conditions affecting key lending areas, credit quality trends, collateral values, loan volumes
and concentrations, seasoning of the loan portfolio, the findings of internal and external credit reviews
and results from external bank regulatory examinations are included in this evaluation. The specific
reserves are determined on a loan-by-loan basis based on management’s evaluation of the Company’s
exposure for each credit, given the current payment status of the loan and the value of any underlying
collateral. Management evaluates loans that are classified as either doubtful, substandard or special
mention to determine whether or not they are impaired. For such loans that are also classified as
impaired, an allowance is established when the discounted cash flows (or collateral value or observable
market price) of the impaired loan is lower than the carrying value of that loan. Generally, the need
for specific reserve is evaluated on impaired loans greater than $250,000.

Although management uses available information to estimate losses on loans, because of
uncertainties associated with local, regional, and national economic conditions, collateral values, and
future cash flows on impaired loans, it is reasonably possible that a material change could occur in the
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allowance for loan losses in the near term. However, the amount of the change that is reasonably
possible cannot be estimated.

Rate Lock Commitments

The Company enters into rate lock commitments to originate mortgage loans whereby the interest
rate on the loan is determined prior to funding. Rate lock commitments on mortgage loans that are
originated for resale are considered to be derivatives. The period of time between issuance of a loan
commitment and closing and sale of the loan generally ranges from 10 to 60 days. For such rate lock
commitments, the Company is protected from changes in interest rates through the use of best efforts
forward delivery commitments, whereby an investor commits to buy the loan at the time the borrower
commits to an interest rate with the intent that the investor has assumed the interest rate risk on the
loan. As a result, the Company is not exposed to losses nor will it realize gains or losses related to its
rate lock commitments due to changes in interest rates. Operational processes may create timing
differences where the final delivery of a forward contract to purchase a loan may occur in the reporting
period immediately following the period when the loan was originally ‘closed. The market values of rate
lock commitments and best efforts contracts are not readily ascertainable with precision because rate
lock commitments and best efforts contracts are not actively traded. On January 1, 2008, the Company
adopted the.Securities and Exchange Commission’s (“SEC”) Staff Accounting Bulletin (“SAB”)

No. 109, Written Loan Commitments Recorded at Fair Value Through Earnings. The adoption of the
bulletin did not have a material impact on the Company’s results of operations.

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales when control over the assets has been
surrendered. Control over transferred assets is deemed to be surrendered when (1) the assets have
been isolated from the Company, (2) the transferee obtains the right (free of conditions that constrain
it from taking advantage of that right) to pledge or exchange the transferred assets, and (3) the
Company does not maintain effective control over the transferred assets through an agreement to
repurchase them before their maturity. These transfers are (1) routine mortgage loan sales with no
servicing retained and (2) occasionally loan participations.

Premises and Equipment

Land is carried at cost. Office equipment, furnishings, and buildings are carried at cost less
accumulated depreciation computed principally on the declining-balancé and straight-line methods over
the estimated useful lives of the assets. Leasehold improvements are amortized on the straight-line
method over the shorter of the estimated useful lives of the improvements or the terms of the related
leases including lease renewals only when the Company is reasonably assured of the aggregate term of
the lease. Additions to premises and equipment and major replacements are added to the accounts at
cost. Maintenance and repairs and minor replacements are charged to' expense when incurred. Gains
and losses on routine dispositions are reflected in current operations.

Intangible Assets

Intangible assets consist primarily of goodwill and core deposit intangibles that result from the
acquisition of other banks or branches from other banks. Core deposit intangibles represent the value
of long-term deposit relationships acquired in these transactions. Goodwill represents the excess of the
purchase price over the sum of the estimated fair values of the tangible and identifiable intangible
assets acquired less the estimated fair value of the liabilities assumed. Goodwill has an indefinite useful

F-14



Note 1—Summary of Significant Accounting Policies (Continued)

life and is evaluated for impairment annually, or more frequently if events and circumstances indicate
that the asset might be impaired. An impairment loss is recognized to the extent that the carrying
amount exceeds the asset’s fair value. The goodwill impairment analysis is a two-step test. The first
step, used to identify potential impairment, involves comparing each reporting unit’s estimated fair
value to its carrying value, including goodwill. If the estimated fair value of a reporting unit exceeds its
carrying value, goodwill is considered not to be impaired. If the carrying value exceeds estimated fair
value, there is an indication of potential impairment and the second step is performed to measure the
amount of impairment.

If required, the second step involves calculating an implied fair value of goodwill for each
reporting unit for which the first step indicated impairment. The implied fair value of goodwill is
determined in a manner similar to the amount of goodwill calculated in a business combination, by
measuring the excess of the estimated fair value of the reporting unit, as determined in the first step,
over the aggregate estimated fair values of the individual assets, liabilities and identifiable intangibles as
if the reporting unit was being acquired in a business combination. If the implied fair value of goodwill
exceeds the carrying value of goodwill assigned to the reporting unit, there is no impairment. If the
carrying value of goodwill assigned to a reporting unit exceeds the implied fair value of the goodwill, an
impairment charge is recorded for the excess. An impairment loss cannot exceed the carrying value of
goodwill assigned to a reporting unit, and the loss establishes a new basis in the goodwill. Subsequent
reversal of goodwill impairment losses is not permitted. Management has determined that the Company
has one reporting unit. :

The Company’s stock price has historically traded above its book value and tangible book value.
However, during the year ended December 31, 2009, its stock price occasionally traded below book
value, but always above tangible book value. During 2009, the lowest trading price for the Company’s
stock was $16.53, and the stock price closed on December 31, 2009 at $27.69, above book value and
tangible book value. In the event the Company’s stock were to trade below its book value at any time
during the reporting period, the Company would perform an evaluation of the carrying value of
goodwill as of the reporting date. Such a circumstance would be one factor in the Company’s
evaluation that could result in an eventual goodwill impairment charge. The Company evaluated the
carrying value of goodwill as of April 30, 2009, its annual test date, and determined that no impairment
charge was necessary. Additionally, should the Company’s future earnings and cash flows decline and/or
discount rates increase, an impairment charge to goodwill and other intangible assets may be required.

Core deposit intangibles, included in other assets, consist of costs that resulted from the acquisition
of deposits from other commercial banks or the estimated fair value of these assets acquired through
business combinations. Core deposit intangibles represent the estimated value of long-term deposit
relationships acquired in these transactions. These costs are amortized over the estimated useful lives
of the deposit accounts acquired (generally 2 to 10 years) on a either (1) the straight-line method or
(2) the accelerated basis method which reasonably approximates the anticipated benefit stream from
the accounts. The estimated useful lives are periodically reviewed for reasonableness.

Adbvertising Costs

The Company expenses advertising production costs as they are incurred and advertising
communication costs the first time the advertising takes place. The Company may establish accruals for
anticipated advertising expenses within the course of a current year.
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Note 1—Summary of Significant Accounting Policies (Continued)-
Comprehensive Income '

Accounting principles generally require that recognized revenue, expenses, gains and losses be
included in net income. Although certain changes in assets and liabilities, such as (1) unrealized gains
and losses on available-for-sale securities and (2) net change in unrecognized amounts related to
pension and post-retirement benefits, are reported as a separate component of the equity section of the

. balance sheet, such items, along with net income, are components of comprehensive income (see
Note 14). ’

Employee Benefit Plans

The Company’s defined benefit pension and other post retirement plans are accounted for in
accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards Codification
(“ASC”) 715, Compensation—Retirement Benefits, which requires the Company to recognize the funded
status in its statement of financial position. See Note 16 for defined benefit pension and Note 17 for
the post retirement benefits plan. The expected costs of the plans are being expensed over the period
that employees provide service. The provisions of FASB ASC 715 that eliminated the early
measurement date option were effective for fiscal years ended after December 15, 2008 (see “Recent

Accounting Pronouncements”).

The Employee Stock Purchase Plan (“ESPP”) allows for a look-back option which establishes the
purchase price as an amount based on the lesser of the stock’s market price at the grant date or its
market price at the exercise (or purchase) date. For the shares issued in exchange for employee
services under the plan, the Company accounts for the plan under the FASB ASC 718, Compensation—
Stock Compensation, in which the fair value measurement method is used to estimate the fair value of ’
the equity instruments, based on the share price and other measurement assumptions at the grant date.
See Note 18 for the amount the Company recognized as expense for the years ended December 31,
2009, 2008 and 2007. ' ‘ - '

A summary of the Company’s various employee benefit plans-follows:

Pension Plan—The Company and its subsidiary have a non-contributory defined benefit pension
plan covering all employees hired on or before December 31, 2005, who have attained age 21, and who
have completed one year of eligible service. The Company’s funding policy is based principally, among
other considerations, on contribiting an amount necessary to satisfy the Internal Revenue Service’s
funding standards. ' o SR

Employee Savings Plan—The Company and its subsidiary have an employee savings plan, including
Internal Revenue Code Section 401(k) provisions. Electing employees are eligible to participate after
attaining age 21 and completing one year of eligible service. Plan participants elect to contribute
portions of their annual base compensation as a before tax contribution. In 2005 and prior years, the
Company matched 50% of these contributions up to a 6% ‘employee contribution. Employer ‘
contributions may be made from current or accumulated net profits. Participants may elect to
contribute an additional 1% to 6% (or higher, in certain cases) of annual base compensation as a.
before tax contribution with no employer matching contribution. In 2006, the Company continued its
previous matching policy for employees hired before 2006 and who were age 45 and higher with five or
more years of service. The Company has changed some of the provisions in its defined benefit plan and
as a result of reduced benefits for certain employees, will match 100% of contributions up to 6% of -
salary of current employees under age 45 or with less than five years of service. Additionally, any
employee hired in 2006 or thereafter will not participate in the defined benefit pension plan, but will
receive the Company’s 100% matching of their 401(k) plan contribution, up to 6% of salary. Effective
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April 1, 2009, the Company temporarily suspended the employer match contribution to all participants -
in the plan. Effective January 1, 2010, the Company reinstated the employer match so that participating
employees would receive a 50% matching of their 401(k) plan contribution, up to 4% of salary.

Retiree Medical Plan—Post-retirement health and life insurance benefits are provided to eligible
employees, such benefits being limited to those employees of the Company eligible for early retirement
under the pension plan on or before December 31, 1993, and former employees who are currently
receiving benefits. The plan was unfunded at December 31, 2009, and the hablhty for future benefits
has been recorded in the consolidated financial statements.

ESPP—The Company has registered 363,825 shares of common stock in connection with the
establishment of an Employee Stock Purchase Plan. The plan, which expires June 30, 2012, is available
to all employees who have attained age 21 and completed six months of service. The price at which
common stock may be purchased for each quarterly option period is the lesser of 95% of the common
stock’s fair value on either the first or last day of the quarter. The Company’s shareholders approved
the amendment and restatement of the ESPP at the Company’s 2009 annual shareholder meeting:

Income Taxes

Income taxes are provided for the tax effects of the transactions reported in the accompanying
consolidated financial statements and consist of taxes currently due plus deferred taxes related
primarily to differences between the basis of available-for-sale securities, allowance for loan losses,
accumulated depreciation; net operating loss carryforwards, accretion income, deferred compensation,
intangible assets, and pension plan and post-retirement benefits. The deferred tax assets and liabilities
represent the future tax return consequences of those differences, which will either be taxable or
deductible when the assets and liabilities are recovered or settled. Deferred tax assets and liabilities are
reflected at income tax rates applicable to the period in which the deferred tax assets or liabilities are
expected to be realized or settled. As changes in tax laws or rates are enacted, deferred tax assets and
liabilities are adjusted through the provision for income taxes. The Company files a consolidated
federal income tax return with its subsidiary.

The Company recognizes interest and penalties accrued relative to unrecognized tax benefits in its
respective federal or state income taxes accounts. As of December 31, 2009, there were no interest and
penalties. The Company and its subsidiary file a consolidated United States federal income tax return,
as well as income tax returns for its subsidiary in the state of South Carolina. The Company’s filed
income tax returns are no longer subject to examination by taxing authorities for years before 2006.

Share-Based Compensatwn Plans

Compensation cost is recognized for stock options and restrlcted stock awards issued to employees.
Compensation cost is measured as the fair value of these awards on their'date of grant. A Black-
Scholes model is utilized to estimate the fair value of stock 'options, while the market price of the
Company’s common stock at the date of grant is used as the fair value of restricted stock awards.
Compensation cost is recognized over the required service period, generally defined as the vesting
period for stock option awards and as the restriction period for restricted stock awards. For awards
with graded vesting, compensation cost is recognized on a straight-line basis over the requisite service
period for the entire award.
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Earnings Per Share

Basic earnings per share represents income available to common shareholders divided by the
weighted-average number of shares outstanding during the year. Diluted earnings per share reflects
additional shares that would have been outstanding if dilutive potential shares had been issued.
Potential shares that may be issued by the Company relate solely to outstanding stock options,
restricted stock (non-vested shares), and warrants, and are determined using the treasury stock method.
Under the treasury stock method, the number of incremental shares is determined by assuming the
issuance of stock for the outstanding stock options and warrants, reduced by the number of shares
assumed to be repurchased from the issuance proceeds, using the average market price for the year of
the Company’s stock.

Derivative Financial Instruments

The Company’s interest rate risk management strategy incorporates the use of a derivative
financial instrument, specifically an interest rate swap (cash flow hedge), to essentially convert a portion
of its variable-rate debt to a fixed rate. Cash flows related to variable-rate debt will fluctuate with
changes in an underlying rate index. When effectively hedged, the increases or decreases in cash flows
related to the variable-rate debt will generally be offset by changes in cash flows of the derivative
instrument designated as a hedge. This strategy is referred to as a cash flow hedge.

By using derivative instruments, the Company is exposed to credit and market risk. If the
counterparty fails to perform, credit risk is equal to the fair value gain in a derivative. When the fair
value of a derivative contract is positive, this situation generally indicates that the counterparty is
obligated to pay the Company, and, therefore, creates a repayment risk for the Company. When the
fair value of a derivative contract is negative, the Company is obligated to pay the counterparty and,
therefore, has no repayment risk. The Company minimizes the credit risk in derivative instruments by
entering into transactions with high-quality counterparties that are reviewed periodically by the
Company.

The Company’s derivative activities are monitored by its Asset-Liability Management Committee as
part of that committee’s oversight of the Company’s asset/liability and treasury functions. The
Company’s Asset-Liability Management Committee is responsible for implementing various hedging
strategies that are developed through its analysis of data from financial simulation models and other
internal and industry sources. The resulting hedging strategies are then mcorporated into the overall
interest-rate risk management process.

The Company recognizes the fair value of derivatives as assets or liabilities in the financial
statements. The accounting for the changes in the fair value of a derivative depends on the intended
use of the derivative instrument at inception. The change in fair value of the effective portion of cash
flow hedges is accounted for in other comprehensive income rather than net income. Changes in fair
value of derivative instruments that are not intended as a hedge are accounted for in the net income of
the period of the change (see Note 29—Derivative Financial Instruments for further disclosure).

Reclassification

Certain amounts previously reported have been reclassified to conform to the current year’s
presentation. Such reclassifications had no effect on net income and shareholders’ equity.
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Recent Accounting Pronouncements

In February 2010, the Financial Accounting Standards Board (“FASB”) issued Ac¢counting
Standards Update (“ASU”) 2010-09 amending its guidance in FASB Accounting Standards Codification
(“ASC”) 855-10, Subsequent Events, to remove the requirement for Securities & Exchange Commission
(“SEC”) filers to disclose the date through which an entity has evaluated subsequent events. This
change alleviates potential conflicts with current SEC guidance.

In June 2009, the FASB issued Statement of Financial Accounting Standard (“SFAS”) No. 168,
The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles, a replacement of FASB Statement No. 162. This statement modifies the Generally Accepted
Accounting Principles (“GAAP”) hierarchy by establishing only two levels of GAAP, authoritative and
nonauthoritative accounting literature. Effective July 2009, the FASB Accounting Standards
Codification (“ASC”), also known collectively as the “Codification,” is considered the single source of
authoritative U.S. accounting and reporting standards, except for additional authoritative rules and
interpretive releases issued by the SEC. Nonauthoritative guidance and literature would include, among
other things, FASB Concepts Statements, American Institute of Certified Public Accountants Issue
Papers and Technical Practice Aids and accounting textbooks. The Codification was developed to
organize GAAP pronouncements by topic so that users can more easily access authoritative accounting
guidance. It is organized by topic, subtopic, section, and paragraph, each of which is identified by a
numerical designation. FASB ASC 105-10, Generally Accepted Accounting Principles, became applicable
beginning in third quarter of 2009. All accounting references have been updated, and therefore SFAS
references have been replaced with ASC references except for SFAS references that have not been
integrated into the codification.

In April 2009, the FASB issued a FASB Staff Position (“FSP”) 157-4, Determining Fair Value When
the Volume and Level of Activity for the Asset or Liability Have Significantly Decreased and Identifying
Transactions That Are Not Orderly. FASB ASC 820-10-65-4 in topic 820, Fair Value Measurements and
Disclosures, includes the transition and open effective date information related to this FSP. The
guidance allows an entity to determine whether a market is not active for a financial ‘asset, considered
in relation to normal market activity for that asset, using a list of factors provided in the guidance to
aid in making that assessment. If, after evaluating the relevant factors, the evidence indicates the
market is not active, the entity would determine whether a quoted price in that market is associated
with a distressed transaction. The determination of whether transactions are distressed should be based
on the weight of the available evidence. The guidance provides illustrative circumstances that could
indicate that a transaction is not orderly (i.e., distressed). More weight should be placed on transactions
that are orderly and less weight placed on transactions that are not orderly. The guidance requires new
disclosures relating to fair value measurement inputs and valuation techniques (including changes in
inputs and valuation techniques). The guidance is effective for periods ending after June 15, 2009 with
early adoption permitted. The Company had previously determined that transactions in the market for
its pooled trust preferred securities were disorderly using guidance from ASC 820-10-35 to determining
the fair value of a financial asset when the market for that asset is not active. Therefore the adoption
of ASC 820-10-65-4 did not have a material impact on the Company’s results of operations.

In April 2009, the FASB issued FSP No. FAS 115-2 and FAS 124-2, Recognition and Presentation of
Other-Than-Temporary Impairments. FASB ASC 320-10-65-1 in topic 320, Investments—Debt and Equity
Securities, includes the transition and open effective date information related to this FSP. The guidance
will change (1) the method for determining whether an OTTI exists for debt securities and (2) the
amount of an impairment charge to be recorded in earnings. To determine whether an OTTI exists, an
entity will assess the likelihood of selling the security prior to recovering its cost basis. This is a change
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from the current requirement for an entity to assess whether it has the intent and ability to hold a
security to recovery. If the entity intends to sell the debt security or it is more-likely-than-not that the
entity will be required to sell the debt security prior to recovering its cost basis, the security should be
written down to fair value with the full charge recorded in earnings. If the entity does not intend to sell
the debt security and it is not more-likely-than-not that the entity will be required to sell the debt
security prior to recovery, the security would not be considered other-than-temporarily impaired unless
there are credit losses associated with the security. In that case: (1) where credit losses exist, the
portion of the impairment related to those credit losses should be recognized in earnings; (2) any
remaining difference between the fair value and the cost basis should be recognized as part of other
comprehensive income. The entity will be required to present on the face of the income statement both
the total of any OTTI loss, and the noncredit portion recorded in other comprehensive income as an
adjustment thereto. The entity is required to provide enhanced disclosures, including its methodology
and key inputs used for determining the amount of credit losses recorded in earnings. On adoption, the
noncredit portion of an OTTI previously recognized in retained earnings should be reclassified to other
comprehensive income as a cumulative effect adjustment if the entity does not intend to sell the debt
security and it is not more-likely-than-not that the entity will be required to sell the security prior to
recovery. The impairment model for equity securities is unaffected by this guidance. The guidance is
effective for periods ending after June 15, 2009 with early adoption permitted. See Note 4—Investment
Securities for the effect of the adoption of this guidance. .

In April 2009, the FASB issued FSP No. FAS 107-1 and APB 28-1, Interim Disclosures about Fair
Value of Financial Instruments. FASB ASC 825-10:65-1 in topic 825, Financial Instruments, includes the
transition and open effective date information related to this FSP. The guidance will increase the
frequency of fair value disclosures from annual only to quarterly to provide financial statement users
with more timely information about the effects of current market conditions on their financial
instruments. The guidance requires public entities to disclose in their interim financial statements the
fair value of all financial instruments within the scope of FASB ASC 825-10-50 as well as the method(s)
and significant assumptions used to estimate the fair value of those financial instruments. The guidance
is effective for periods ending after June 15, 2009 with early adoption permitted. While the Company
expanded its disclosure in accordance with the guidance, its adoption did not have a material impact on
the Company’s results of operations.

In April 2009, the FASB issued FSP No. FAS 141(R)-1, Accounting for Assets Acquired and
Liabilities Assumed in a Business Combination That Arise from Contingencies. FASB ASC 805-10-65-1 in
topic 805, Business Combinations, includes the transition and open effective date information related to
this FSP. The guidance amends and clarifies the accounting for assets acquired and liabilities assumed
in a business combination that arise from contingencies. Assets acquired and liabilities assumed in a
business combination that arise from contingencies should be recognized at fair value on the acquisition
date if fair value can be determined during the measurement period. If fair value can not be
determined, companies should typically account for the acquired contingencies using existing guidance.
Contingent consideration arrangements of an acquiree assumed by the acquirer as part of a business
combination will be accounted for as contingent consideration by the acquirer. The guidance is effective
for fiscal years beginning after December 15, 2008. The Company will prospectively apply the guidance
to all business combinations completed on or after January 1, 2009.

In June 2008, the FASB issued a FSP EITF 03-6-1, Determining Whether Instruments Granted in
Share-Based Payment Transactions Are Participating Securities. FASB ASC 260-10-65-2 in topic 260,
Earnings Per Share, includes the transition and open effective date information related to this FSP. The
guidance applies to the calculation of earnings per share (“EPS”) for share-based payment awards with
rights to dividends or dividend equivalents. Unvested share-based payment awards that contain
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Note 1—Summary of Significant Accounting Policies (Continued)

nonforfeitable rights to dividends or dividend equivalents (whether paid or unpaid) are participating
securities and shall be included in the computation of EPS pursuant to the two-class method. This
guidance is effective for financial statements issued in fiscal years beginning after December 15, 2008.
Adoption of this guidance did not have a significant impact on the Company’s EPS calculation and
related disclosures.

In April 2008, the FASB issued FSP No. 142-3, Determination of the Useful Life of Intangible Assets.
FASB ASC 350-30-65-1 in topic 350, Intangibles—Goodwill and Other, includes the transition and open
effective date information related to this FSP. The guidance amends the factors an entity should
consider in developing renewal or extension assumptions used in determining the useful life of
recognized intangible assets. This new guidance applies prospectively to intangible assets that are
acquired individually or with a group of other assets in business combinations and asset acquisitions.
The guidance is effective for financial statements issued for fiscal years and interim periods beginning
after December 15, 2008.

In February 2008, the FASB issued FSP No. FAS 157-2, Effective Date of FASB Statement No. 157.
FASB ASC 820-10-65-1 in topic 820, Fair Value Measurements and Disclosures, includes the transition
and open effective date information related to this FSP. The guidance deferred the effective date of the
disclosure requirement for nonfinancial assets and nonfinancial liabilities until the beginning the first
quarter of 2009. The Company has adopted the guidance (see Note 24—Fair Value).

Note 2—Mergers and Acquisitions

Subsequent to year-end on January 29, 2010, the Company acquired Community Bank & Trust
(“CBT”) in a Federal Deposit Insurance Corporation (“FDIC”)-assisted deal. See Note 30—
Subsequent Events for further disclosure.

On November 30, 2007, the Company acquired in a merger 100% of the outstanding stock of TSB
Financial Corporation (“TSB”), including its banking subsidiary, The Scottish Bank, headquartered in
Charlotte, NC. The Scottish Bank was immediately converted to The Scottish Bank, National
Association with the approval of the Office of the Comptroller of the Currency. The acquisition
represented the Company’s first initiative to expand outside the state of South Carolina. The Scottish
Bank had four offices located in Charlotte and one loan production office (it is now closed) in
Cornelius, NC (Lake Norman). The Scottish Bank operates as NCBT, a division of SCBT, N.A,, the
Company’s sole bank subs1d1ary

Under terms of the agreement, TSB shareholders received aggregate consideration of 939,472
shares of SCBT common stock and approximately $10.0 million in cash, including the intrinsic value of
TSB’s stock options. The stock portion of the consideration was based upon a fixed exchange ratio of
.993 shares of the Company’s common stock for each of the outstanding shares of TSB common stock,
which as of November 30, 2007 totaled 1,162,018 shares. Based upon the Company’s five-day average
closing stock price of $36.224, which was the average closing price of the Company’s stock for two days
before and two days after the definitive agreement of August 30, 2007, the transaction was valued at
approximately $44.0 million in the aggregate.

The transaction resulted in goodwill of $29.4 million and a core deposit intangible asset of
$982,000. None of the goodwill is deductible for tax purposes and will be subject to impairment testing
at least annually. The core deposit intangible is being amortized over a period of ten years.

The results of operations of The Scottish Bank became part of the Company’s Consolidated
Statements of Income from the respective dates of acquisition.
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Note 2—Mergers and Acquisitions (Continued)

The following table presents selected pro forma information of the Company as if the TSB
acquisition had occurred on January 1, 2006.

Years Ended
December 31,

(Dollars in thousands, except per share data) __2_0_0.7_
Net interest INCOME .« . v v v v vt oe e e ettt e et ee e et $86,723
N[ A V01 ) .1 = 22,935
Basicearnings pershare . . ...... ... .. .. i i i e $ 226
Diluted earnings per Share ... ........c.vvintenieennnnennenns $ 226

As a part of the acquisition, the Company incurred certain merger costs related to the acquisition
of TSB. Presented in the table below is the activity in accrued merger costs related to the TSB
transaction: :

Amounts

Beginning Purchase Charged to Amounts Ending
(Dollars in thousands) Balance Adjustments Earnings Paid Balance
Year ended December 31, 2008:
Severance and related costs . .. ... e $ 491 $§ — $ — $ (48) $ 3
Professional fees .. .............. ... ... 680 (&) — (675) —
Contract termination costs .. ............... 105 5) — (100) —
Other merger-related expenses . .. ........... 125 (6) — (119) —
Totals......... e e $1,401 $ (16) $ — $(1,382) § 3
Year ended December 31, 2007:
Severance and related costs . ............... $ — $ 632 $378 $ (519) $ 491
Professional fees ........................ — 1,104 18 (442) 680
Contract termination costs ... .............. — — 314 (209) 105
Other merger-related expenses ... ........... — 50 101 (26) 125
Totals.......... e $ — $1,786 $811 $(1,196) $1,401

The remaining accrued merger costs reflected above were paid out during the first half of 2009.
Severance and related costs included change in.control payments. Professional fees primarily included
investment banker fees, accountant fees, legal fees and transfer agent fees. Contract termination costs
are the result of the early termination of service contracts with various service providers related to the
acquisition of TSB.

Note 3—Restriction on Cash and Due from Banks

The Banks are required to maintain a specified average amount of reserve funds in cash or on
deposit with the Federal Reserve Bank. The average amount of such reserve funds at December 31,
2009 and 2008 was approximately $25,000 and $2.0 million, respectively.
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Note 4—Investment Securities

The following is the amortized cost and fair value of investment securities held to maturity:

Gross Gross
Amortized Unrealized Unrealized Fair
(Dollars in thousands) Cost Gains Losses . Value
December 31, 2009:
State and municipal obligations . .................... $21,538 $391 $ (28) $21,901
December 31, 2008: :
State and municipal obligations ..................... $24,228 $ 84 $(735)  $23,577

The following is the amortized cost and fair value of investment securities available for sale:

) Gross Gross

Amortized Unrealized Unrealized Fair
(Dollars in thousands) Cost Gains Losses Value
December 31, 2009:
Governmerit-sponsored enterprises debt* . ............ $ 36,785 $ 166 $ (336) $ 36,615
State and municipal obligations . . .................. 26,727 489 (411) 26,805
Mortgage-backed securities . .. .... ... ... ..., 99,192 = 4,182 (106) 103,268
Trust preferred (collateralized debt obllgauons) ........ 12,042 — (5,792) 6,250
Corporate Stocks . ........ .ttt 285 80 — 365

$175,031  $4,917 $(6,645) $173,303

December 31, 2008: ’ '
Government-sponsored enterprises debt* . ... ......... $ 28207 $ 465 $ — $ 28672

State and municipal obligations . . ... ............... 11,449 8 (899) 10,558
Mortgage-backed securities . .. ... . o oL 130,009 3,510 (14) 133,505
Trust preferred (collateralized debt obligations) . . ... ... 17,011 — (6,928) 10,083
Corporate stocks .......... ... .. i, 369 35 2 402

$187,045 = $4,018 $(7,843) $183,220

*  Government-sponsored enterprises are comprised of debt securities offered by Federal Home Loan
Mortgage Corporation (“FHLMC”) or Freddie Mac, Federal National Mortgage Association
(“FNMA”) or Fannie Mae, Federal Home Loan Bank (“FHLB”) and Federal Farm Credit Banks
(“FFCB”).
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Note 4—Investment Securities (Continued)

The following is the amortized cost and fair value of other investment securities:

(Dollars in thousands)

December 31, 2009:

Federal Reserve Bank stock. . ............
Federal Home Loan Bank stock ..........
Investment in unconsolidated subsidiaries . . . .

December 31, 2008:

Federal Reserve Bank stock. . ............
Federal Home Loan Bank stock ..........
Investment in unconsolidated subsidiaries. . . .

Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
.......... $ 5987  $— $—  $ 5987
.......... 8,952 —_— — 8,952
.......... 1332 — — 1332
$16271  $— $—  $16271
.......... $ 4,337 $— $— $ 4,337
.......... 9,110 — — 9,110
.......... 1332 — — 1,332
$14,779  $— $— 814,779

The Company has determined that the investment in Federal Reserve Bank stock and Federal
Home Loan Bank stock is not other than temporarily impaired as of December 31, 2009 and ultimate
recoverability of the par value of these investments is probable.

The amortized cost and fair value of debt securities at December 31, 2009 by contractual maturity
are detailed below. Expected maturities will differ from contractual maturities because borrowers may
have the right to call or prepay obligations with or without prepayment penalties.

(Dollars in thousands)

Dueinoneyearorless.................
Due after one year through five years ......
Due after five years through ten years ... ...
Due aftertenyears. .. .................

..........

.......... 16,021 16,250

Securities Securities
Held to Maturity Available for Sale
Amortized Fair Amortized Fair

Cost Value Cost Value

.......... $ 400 $ 401 $ 7,115 $ 7219

1,484 1,495 5,360 5,548
3,633 3,755 36,621 37,779
125,935 122,757

$21,538 $21,901 $175,031 §$173,303

There were no sales or transfers of held-to-maturity securities during 2009, 2008 or 2007. The
following table summarizes information with respect to sales of available-for-sale securities:

(Dollars in thousands)

Sale proceeds . .. ..............

Gross realized gains . ...........
Gross realized losses . . ..........

Net realized gain (loss) . .........

...............

................ $ 82 § (43) $ (460)

Years Ended December 31,
2009 2008 2007

............... $2,410 $2,126 $25,353
............... $ 8 $ 340 § 42

— (383 (502)

The Company sold its entire position in Freddie Mac preferred stock during 2008.

The Company had 47 securities with gross unrealized losses at December 31, 2009. Information
pertaining to securities with gross unrealized losses at December 31, 2009 and 2008, aggregated by
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Note 4—Investment Securities (Continued)

investment category and length of time that individual securities have been in a continuous loss position
follows:

Less Than Twelve Twelve Months or

Months More
Gross Gross
Unrealized Fair - Unrealized Fair
Losses Value Losses Value

(Dollars in thousands)

December 31, 2009:
Securities Held to Maturity

State and municipal obligations. . .................... $ 28 $4308 $ — $§ —
_ $ 28 $4308 $§ — §$§ —

Securities Available for Sale v :

Government-sponsored enterprises debt . .............. $ 336 $21,117 $ — $ —

State and municipal obligations. . .................... 13 3,281 398 4,400

Mortgage-backed securities. . .. ....... ... L L., 106 9,388 — —

Trust preferred (collateralized debt obligations) .......... — — 5,792 6,250

$ 455 $33,786  $6,190  $10,650

December 31, 2008:
Securities Held to Maturity

State and municipal obligations. . .................... $ 735 $17944 $§ — § —
$ 735 $17944 $§ —  $§ —

Securities Available for Sale

Government-sponsored enterprisesdebt ............... $ — & — $ — 5 —

State and municipal obligations. . ................ S 899 10,014 — —

Mortgage-backed securities . . . . . .. S N 11 2,767 3 1,503

Trust preferred (collateralized debt obligations) . . . . . .. ... 3,408 6,452 3,522 3,949

$4,318  $19,233  $3,525 § 5,452

At December 31, 2009 and 2008, debt securities with unrealized losses have depreciated 12.0% and
16.8%, respectively, from their amortized cost basis. The unrealized losses in 2009 relate principally to
some state and municipal obligations, government sponsored entities (“GSE”) debentures and pooled
trust preferred securities whose spreads have widened to U.S. Treasury securities in the midst of the
current economic and liquidity environments. In analyzing an issuer’s financial condition, management
considers whether the securities are issued by the federal government or its agencies, whether
downgrades by bond ratmg agencies have occurred, the results of reviews of the issuer’s financial
condition, and the issuer’s anticipated ability to pay the contractual cash flows of the investments. The
Company does not intend to sell the securities within the portfolio and it is not more-likely-than-not
that the Company will be required to sell the debt securities, therefore, management does not consider
these investments to be other-than-temporarily impaired at December 31, 2009. Management continues
to monitor all of these securities with a high degree of scrutiny. There can be no assurance that the
Company will not conclude in future periods that conditions existing at that time indicate some or all
of these securities are other than temporarlly 1mpa1red which would require a charge to earnings in
such periods.

Management evaluates securltles for OTTI at least on a quarterly basis, and more frequently when
economic or market concerns warrant such evaluation. Consideration is given to (1) the length of time
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Note 4—Investment Securities (Continued)

and the extent to which the fair value has been less than cost, (2) the financial condition and near-term
prospects of the issuer, (3) the outlook for receiving the contractual cash flows of the investments, .-

(4) the anticipated outlook for changes in the general level of interest rates, and (5) the intent and
ability of the Company to retain its investment in the issuer for a period of time sufficient to allow for
any anticipated recovery in fair value or for a debt security whether it is more-likely-than-not that the
Company will be required to sell the debt security prior to recovering its fair value.

At December 31, 2009 and 2008, investment securities with a carrying value of $74.9 million and
$68.6 million, respectively, were pledged to secure public deposits and for other purposes required and
permitted by law. At December 31, 2009 and 2008, the carrying amount of the secur1t1es pledged to"”
secure repurchase agreements was $74.4 million and $99.1 million, respectively.

The following table presents a rollforward of the amount of credit losses on the Company’s
investment securities recognized in earnings for the year ended December 31 2009 for debt securities
held and not intended to be sold:: :

(Dollars in thousands)
Balance at beginning of period .. ....... ...ttt $ —
Credit losses on debt securities for which other-than- -temporary 1mpa1rment

was not prev1ously recognized

PreTSL IX B-3 . . e e e e 699
PreTSL X B-1 ....... PN Lo 1,882
PreTSL X B-3 ..ttt P 1528
PreTSL XI B-1. ... . e i e 335
PreTSL XIII B-2 .. ... e e e e e e e e e e e e e e .. 156
PreTSL XTIV . . e e 307
PreTSL XV C .o e e e e 1,015

Subtotal ... .. e e e 4,922

Additional credit losses on debt securities for which other-than- temporary
impairment was previously recognized........... R

Balance atend of period . .. . . ... ... . L L i 4,922

Other-than-temporary impairment on equity securities ................ 83
Net impairment losses recognized in’ earnings e [ S, $5,005

During 2009, the Company evaluated its pooled trust preferred collateralized debt obligations
(“TRUPs”) for OTTI. As of June 30, 2009, the Company adopted FSP FAS 115-2 and FAS 124-2,
Recognition and Presentation of Other-than-Temporary Impairments, in FASB ASC 320-10-65-1 which
requires that credit-related OTTI on debt securities be recognized in earnings while noncredit-related
OTTI on debt securities not expected to be sold be recognized in other comprehensive income. As a
result of this analysis, the Company recorded $4.9 million in credit-related OTTI charges in earnings.
These OTTI charges were taken on seven of the eight TRUPs, and ranged from $156,000 to
$1.9 million per security. In addition, the Company recognized $3.5 million, or $5.5 million on a pre-tax
basis, for the non-credit impairment associated with the same seven TRUPs in other comprehensive
income (equ1ty) ‘An additional $83,000 OTTI charge was taken on equity securltres

On at least a quarterly basis, the: Company revrews its investment po_rtfoho for indications of .
impairment. This review includes analyzing the length of time and the extent to which fair value has-
been lower than the cost, the financial condition and near-term prospects of the issuers on a specific
collateral approach basis (discussed further below), including any specific events which may influence
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Note 4—Investment Securities (Continued)

the operations of those issuers. The Company evaluates its intent and ability to hold investments for a
period of time sufficient to allow for any anticipated recovery in the market, including consideration of
its investment strategy, its cash flow needs, liquidity position, capital adequacy and interest rate risk
position. Additionally, the risk of further OTTI charges may be influenced by additional bank failures,
prolonged recession of the U.S. economy, changes in real estate values, interest deferrals, and whether
the federal government continues to provrde financial assrstance to financial institutions.

The TRUPs represent beneficial interests in securitized financial assets that the Company analyzes
within the scope of FASB ASC 320, Investments—Debt and Equity Securities, and ate evaluated for
OTTI using management’s best estimates of future cash flows. If these estimated cash flows determine
that it is probable an adverse change in the discounted present value of future cash flows has.occurred,
then an OTTI charge would be recognized in accordance with FASB ASC 320, Investments—Debt and
Equity Securities. There is risk that continued collateral deterioration would result in the Company
recording OTTI charges in the future.

At December 31, 2009, the book value of the Company s TRUPs totaled $12.0 m1lllon wrth an
estimated fair value of $6.3 million. One of these securities is a senior tranche (MMCaps I A) and the
remaining seven securities are mezzanine tranches. As of March 31, 2009, all of these securities were
downgraded by both Moody’s and Fitch, except for the MMCaps 1 A security which is rated A3/AAA.
Subsequent to December 31, 2009, Fitch has downgraded the TRUPs to “C” credit ratings.

* As of December 31, 2009, the following table provrdes detail of the Company’s pooled TRUPs,
which all have been in an unrealized loss posmon greater than twelve months:

Current Information for the-Securities iR Deferral/Default Statistics
C T ‘Excess
Receiving Deferral/ Subordination(4)
-Principal/ - Defaults . : % of

L P Interest % of Total Current

" #of Book - Fair Unrealized - "Cr’edit * Contractually Collateral* ~ * Performing

(Dollas in- thousands) Class.  Issuers. Value Value.. . Loss Ratings(l) . at 12/31/09? . Balance(3) Amount Collateral
PreTSLIXB-3 .......... Mezzanine 44  $ 2283 § 944  $(1,339) Ca/CC .- Yes/Yes* 281% $ — . - 00%
PreTSLXB-1 .......... Mezzanine 53 1,649 547 (1,102) Ca/CC Yes/No(2) 38.5% — 0.0%
PreTSLXB-3 .......... Mezzanine 53 460 156 (304) * Ca/CC- - Yes/No(2) 38.5% — 0.0%
PreTSLXIB-1.......... Mezzanine 60 2,664 1,158 (1,506) Ca/CC Yes/Yes 20.8% 46,500 10.0%
PreTSLXIIIB-2 . ....... . Mezzanine 64 - 844 395 (449) - : - Ca/CC « Yes/Yes . - 17.0% 44,000 11.0%
PreTSLXIVB-2......... Mezzanine - 62 1,499 710 (789) .. .. .Ca/CC ~ Yes/No(2) 18.7% 38,000 10.0%
PreTSLXVIC ... ....... Mezzanine 46 — — — 7 Ca/CC  Yes/No(2) 31.7% — 0.0%

MMCapsIA ........... Senior <2777 2,643 2340 ¢ (303) A3/AAA - Yes/Yes U 16.5% 63,840 28.2%
Total ..o o Ti812,042 $6,250 - $(5,792) - ‘

Ndes to table above: . ,
(1) Credit Ratings represent Moody’s and Fitch ratings (S&P does not rate these securltles)

(2) Interest on this securrty is currently not bemg pard in cash, but is being added (caprtalrzed) to the
bond balance, a process known as a, payment in kind (“PIK”). This is the result of a current,
temporary interest shortfall bemg experlenced due to the amount of deferrals/defaults within the
glven deal, and therefore, there is not enough interest available to pay the current interest on the
grven class of notes or breaching the pr1nc1pa1 coverage test.of the class of notes immediately
senior to the given class. The Company has three TRUPs, PreTSL X B-1, X B-3 and XVI C,
which are fully PIKlng In addition, PreTSL XIV.B-2 is partlally PIKing. ;
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Note 4—Investment Securities (Continued)

(3) This ratio represents the amount of specific deferrals/defaults that have occurred, plus those that
are known or projected for the following quarters to the total amount of original collateral for a
given deal. Fewer deferrals/defaults produce a lower ratio.

(4) “Excess subordination” amount is the additional defaults/deferrals necessary in the next reporting
period to deplete the entire credit. enhancement (excess interest and over- collaterahzatlon) beneath
our tranche within each pool to the point that would cause a “break in yield.” This amount
assumes that all currently performing collateral continues to perform. A break in yield means that
our security would not be expected to receive all the contractual cash flows (principal and interest)
by maturity. The “percent of current performing collateral” is the ratio of the “excess
subordination amount” to current performing collateral—a higher percent means there is more
excess subordination to absorb additional defaults/deferrals, and the better our security is protected
from loss.

When evaluating TRUPs for OTTI, the Company determines a credit-related portion and a
noncredit-related portion. The credit-related portion is recognized in earnings and represents the net
present value of the expected shortfall in future cash flows. The noncredit-related portion is recognized
in other comprehensive income and represents the difference between the book value and the fair
value of the security less the amount of the credit related impairment. A discounted cash flow analysis
under FASB ASC 320, Investments—Debt and Equity Securities, provides the best estimate of credit-
related OTTI for these securities. The determination of whether it is probable that an adverse change
in estimated cash flows has occurred is evaluated by comparing the present value of the estimated cash
flows previously projected (at September 30, 2009) with the present value of the projected remaining
cash flows at December 31, 2009. The Company considers this cash flow analysis to be its primary
evidence when determining whether credit-related OTTI exists.

Results of a discounted cash flow test are significantly affected by other variables such as the
estimate of future cash flows, credit worthiness of the underlying issuers and determination of the
likelihood of defaults of the underlying collateral. Below is a description of the process employed by
the Company in reviewing these TRUPs:

1. Review of Individual Issuers/Banks

Within each of the eight pooled trust preferred securities, the Company reviews each issuer
(typically a bank or insurance company) individually. This review includes obtaining quarterly
financial information and monitoring news releases and pertinent information relative to those
issuers on a daily basis. The Company specifically reviews the financial ratios of asset quality
(including Texas ratio analysis), capitalization, earnings trends, profitability, capital adequacy
and participation in the Troubled Asset Relief Program of each issuer. The Company believes
the “Texas Ratio (“TR”)” is a prominent indicator of the stress a financial institution is
experiencing. The information is compiled both on a specific issuer basis and on a pooled
basis relative to each security. The TR is calculated by taking nonperforming assets and loans,
including past due 90 days or more, divided by tangible equity plus loan loss reserve.
Specifically, the Company accounts for defaults that have occurred, deferrals which have

" occurred, and then for deferrals/defaults for which we have specific information that indicates
a deferral/default is likely to occur and create specific loss and recovery assumptions for each
bank in these categories. In addition, the Company stratifies the pooled information for the
performing issuers based upon the TR to assess the “at risk” issuers within each security.
Based on the results of this analysis, the Company ensures that actual deferrals/defaults as
well as forecasted deferrals/defaults of specific institutions are appropriately factored into the
cash flow projections for each security. This review and analysis is used to support the deferral
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IL

III.

Iv.

and default assumptions applied in the discounted cash flow analysis results described below
in III. : S : ; :

Break in Yield (“BIY”)/Stress Analysis

The Company receives and reviews analyses from outside analysts. This data provides the
Company with an indication of how much more in immediate deferrals/defaults would trigger
a BIY of the security. A BIY means that the TRUPs would not be expected to collect all
contractual cash flows (principal and interest) by maturity. This BIY analysis does not project
any future defaults; rather, it solves for the amount of deferrals that would trigger a BIY if
the deferrals occurred ar the next payment date. This stress analysis is used as an indicator
which allows the Company to make reasonable judgments regarding the likelihood of the
existence of OTTI at any reporting date. “Excess subordination” is considered by the
Company to be the amount of immediate additional defaults/deferrals necessary to deplete the
entire credit enhancement beneath our tranche within each pool to the point that results in a
BIY. A declining ratio of excess subordination to performing collateral is an indicator of the -
need for additional review, such as comparing back to the credit-quality of the pool of issuing
banks. - ‘ : : L . . S

Discounted Cash Flow Analysis

Next, management evaluates each of these securities urider FASB ASC 325-40-65-1 and

ASC 320-10-65-1, considering the context of our deemed likelihood (or not) of OTTI garnered
from the review and analysis above. When performing this detailed cash flow analysis,
management works with independent third parties to identify its best estimate of the cash
flows to be collected over the life of the security, applying the deferral and default
assumptions from the analysis in section I, “Review of Individual Issuers/Banks” above. If the
estimated results of the present value of expected cash flows is less than the amortized cost
basis of the security, an OTTI is considered to have occurred (a credit loss exists). If there is
no credit loss, then any impairment is deemed to be temporary.

The following assumptions were used at December 31, 2009:

* The Company assumes all currently existing defaults will have a 0% recovery rate, and all
currently existing deferrals will default immediately and will have a 5% recovery rate after
_two years; _ L L S

* Using information from the pool’s trustee, the Company projects specific additional
amounts of deferrals/defaults for institutions that are likely to defer or default but -have not
made public announcements as of the date of the analysis; : '

* Based upon a revie'W‘Qf ,individilal issuers/banks (seé secﬁon I ',on,: pagé F-28),"the Company
forecasts future deferrals/defaults for each security; ’ o '

* The Company assumes recoveries on future projected deferrals/defaults will be at an
aggregate rate of 5% after two-years (a two-year lag);- \

* The Company assumes no prepayments by remaining performing issuers within these
securities. : ’ ' '

Review of Test Results and Analysis .

Both (Discounted Cash Flow Analysis 'aridkBIY/St_resvs AnalySis) of the:teét _results and analyses
referenced above are reviewed together to allow management to arrive at a reasonable

E-29



Note 4—Investment Securities (Continued)

conclusion of the existence of OTTI at any point in time. Currently, this complete analysis is
performed at the end of each reporting period when actual payments have been made by the
trustee on each security and cash flows can be modeled, but the data for this analysis is
gathered and considered each day as it becomes available.

Based upon the analysis performed by management as of December 31, 2009, the Company
deemed it probable that all contractual principal and interest payments on seven of the eight TRUPs,
with MMCaps I A being the exception, will not be collected. The analysis on these seven TRUPs
resulted in a $4.9 million credit-related OTTI charge during 2009.

Note SeLoans and Ailowance for Loan Los'ses

The following is a summary of loans by category at December 31:

2009 2008

(Dollars in thousands)
Commercial non-owner occupied real estate:
Construction and land development . . . ............. $ 467,284 $ 535,638
Commercial non-owner occupied . . . ..o oot 303,650 330,792
Total commercial non-owner occupied real estate . ... 770,934 866,430
Consumer real estate:
Consumer owner occupied . .........v i 284,484 293,521
Home equity loans . . ....... ..o s 248,639 222,025
Total consumer real estate . . ..o v v v e e 533,123 515,546
Commercial owner occupied real estate ... . ............ 469,101 423,345
Commercial and industrial . .......... .. venn 214,174 251,929
Other income producing property . .................. 137,736 141,516
CONSUIMET + v v o e e ettt teneeen oot ensosaenns 68,770 95,098
(07711 o (o727 0 - IR NN 9,400 22,212
Total 10anS . . o o vt et it e e e 2,203,238 2,316,076
Less, allowance for loan losses . .................... (37,488) (31,525)
Loans, net . . . .. P B P $2,165,750  $2,284,551

At December 31, 2009 and 2008, net loans included a $1.1 million and $1.4 million, respectively,
unamortized discount on loans -acquired from TSB.

An analysis of the changes in the allowance for loan losses for the years ended December 31 is as
follows: ‘

(Dollars in thousands) 2009 B, 2008 2007
Balance at beginning of period . ................ $ 31,525 $26,570 $22,668
Loans charged-off ............ ... . i (22,050)  (6,754) (3,325)
Recoveries of loans previously charged-off . . ....... 1,301 973 1,008
" Net charge-offs . .. ..... ...t . (20,749) (5,781) (2,317)
Provision for loan losses . .. .. ..o 26,712 10,736 4,384
Allowance acquired in business combination . ...... — — 1,835
Balance at end of period . . . .. .. ... el $ 37,488 $31,525 $26,570
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Note 5—Loans and Allowance for Loan Losses (Continued)

The following is a summary of information pertaining to impaired and nonaccrual loans at
December 31: ‘

(Dollars in thousands) 2009 2008
Impaired loans without a valuation allowance............... - $16,202 § 8,720
Impaired loans with a valuation allowance . ................ 18,508 8,817
- | $34,710  $17,537
Valuation allowance related to impaired loans .............. $ 4,041 -§ 2218
Average of impaired loans during the year. ............ oo $26,124  § 7,137
Total nonaccrual loans . ........... ... 0 iiiiinnnnn... $49,492 $14,624
Total loans past due ninety days or more and still accruing . . ... $ 241 § 293

Included in the balance sheet under the caption “Other assets” are certain real properties that
were acquired as a result of completed foreclosure proceedings. Other real estate owned totaled
$3.1 million and $6.1 million at December 31, 2009 and 2008, respectively.

Note 6—Premises and Equipment

Premises and equipment consisted of the following:

: December 31,

(Dollars in thousands) Useful Life 2009 2008 ’
Land .................. e $ 21,034 $ 19,210
Buildings and leasehold improvements . ....... 15-40 years 52,406 50,474
Equipment and furnishings ................ 3-10 years 30,674 24,866
Construction in process . . ... .......c.vuv... 180 180

Total .. ..o . 104,294 94,730
Less accumulated depreciation. . ... ......... (32,465) (28,338)

$ 71,829 §$ 66,392

Depreciation expense charged to operations was $5.9 million, $4 0 million, and $3.4 million for the
years ended December 31, 2009, 2008, and 2007, respectively.

Computer software with an original cost of $3.1 million is being amortized using the straight-line
method over thirty-six months. Amortization expense totaled $492,000, $439,000, and $361,000 for the
years ended December 31, 2009, 2008, and 2007, respectively.

Note 7—Goodwill and Other Intangible Assets

In accordance with FASB ASC 350, Intangibles—Goodwill and Other, the Company ceased
amortization of goodwill as of January 1, 2002. The Company has determined that there has been no
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Note 7—Goodwill and Other Intangible Assets:(Continued)

impairment of goodwill, based on analysis through December 31, 2009. The changes in the carrying
amount of goodwill for the years ended December 31, 2009 and 2008 are as follows:

(Dollars in thousands)

Balance, December 31,2007 .. ... vt it it e $61,709
Increases (decreases) related to TSB acquisition:
Additional cash paid in lieu of fractional shares . .................. 13
Recognition of deferred tax liability (temporary difference) related to
core deposit intangible asset . ... .. ... Lo 332
" Reduction in accrued merger costs from initial estimate, net of tax ... . . . (10)
Total increases related to TSB acquisition ................... . 335

Recognition of deferred tax liability (temporary difference) related to core
deposit intangible asset
in the Sun Bancshares, Inc. and New Commerce Bancorp acquisitions . . 844

Balance, December 31, 2009 and 2008 .. $62,888

The Company. adjusted goodwill during. the first half of 2008 for certain items related to the TSB
acquisition labeled above. Additionally, in April 2008, the Company also adjusted goodwill to correct an
error in accounting related to the acquisitions of New Commerce Bancorp and Sun Bancshares, Inc. on
April 8, 2005 and November 18, 2005, respectively. At the time of each acquisition, the Company
should have recorded a deferred tax liability when recording its core deposit intangible assets related to
the temporary difference between book and tax basis amortization. The adjustment resulted in an
increase in goodwill of $844,000. The adjustment did not have an impact on the Company’s results of
operations for the year ended December 31, 2008.

The Company’s other intangible assets, consisting primarily of core deposit intangibles, are
included in “Other assets”. The following is a summary of gross carrying amounts and accumulated
amortization of core deposit premium costs at December 31:

(Dollars in thousands) 2009 2008
Gross CAITYing AMOUNL . . ...« oovvy e wv s susvness a9 8,803 $ 8,803

Accumulated amortization e e (5,996) (5,470)
o o $2,807 $3,333

Amorﬁzation éxpénse totaled $5y2_6,0,00, $544,000, and $472,000 for the years ended December 31,
2009, 2008, and 2007, respectively. Core deposit intangibles are amortized using either the straight-line
method or the accelerated basis of their estimated useful lives, with lives generally between 2 and
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Note 7—Goodwill and Other Intangible Assets (Continued)

10 years. Estimated amortization expense for core deposit premium costs for each of the next five years
is as follows: : :

(Dollars in thousands)
Years ending December 31:

2000, ... e iea TP S $ 508
.1 U 490
2012 o et 461
2013 e e e 443
2014 ot 427

$2,329

Note 8—Deposits

The aggregate amount of time deposits in denominations of $100,000 or more’ at December 31,
2009 and 2008 was $446.6 million and $510.2 million, respectively.

At December 31, 2009, the scheduled maturities of time deposits of all denominations are as
follows:

(Dollars in thousands)
Years ending December 31:

2000 . . e e e e e e e e $836,049
2000 .. e e 23,019
2002 . e e e e 2,630
2003 e e e e e e 1,035
2014 .. e e e e e e 666
Thereafter. .. ........... C et et s et et e e 108

‘ $863,507

Note 9—Federal Funds Purchased and Securities Sold Under Agreements to Repurchase

Federal funds purchased and securities sold under agreements to repurchase generally mature
within one to three days from the transaction date, but may have maturities as long as nine months.
Certain of the borrowings have no defined maturity date. Securities sold under agreements to
repurchase are reflected at the amount of cash received in connection with the transaction. The
Company monitors the fair value of the underlying securities on a daily basis. Some securities
underlying these agreements include arrangements to resell securities from broker-dealers approved by
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Note 9—Federal Funds Purchased and Securities Sold Under Agreements to Repurchase (Continued)

the Company. Information concerning federal funds'purchased and securities sold under agreements to
repurchase are below:

December 31,
2009 2008 2007
Amount Rate Amount Rate Amount Rate

(Dollars in thousands)
At period-end:
Federal funds purchased and securities
sold under repurchase agreements ... $162,515 0.26% $172,393 0.28% $296,186 3.73%

- Average for the year:

Federal funds purchased and securities
sold under repurchase agreements ... $208,565 0.24% $271,143 2.00% $208,516 4.40%

Maximum month-end balance:
Federal funds purchased and securities, - 1.0 = . - .
sold under repurchase agreements ....- .$256,908 . < $352,162 $296,186
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Note 10—Other Borrowings

The Company’s other borrowings were as follows as of December 31:

(Dollars in thousands) )

FHLB advances with various maturity dates (ranging from slightly more than one
year to fourteen years), various contractual terms, and various repayment
schedules with fixed rates of interest; net of dlscount of $31 and $59 in 2009
—and 2008, respectively. . ... ... S A I I "

SCBT Capltal Trust III junior subordinated debt with a fixed interest rate of -
5.92% for ten years and thereafter at a rate equal to the three-month LIBOR
rate plus a spread of 159 basis pomts adjusted quarterly; matures on July 18
2035, and can be called by the issuer without penalty on or after
September 15, 2012 for the outstanding principal plus any accrued and unpald
interest. Guaranteed by the Company on a subordinated basis. ............

Federal Reserve Bank (“FRB”) Term Auction Facility advance with a fixed

interest rate of 0.42%; matured on February 26, 2009 e e e -

Subordinated Term Loan with a variable interest rate equal to the three-month
LIBOR rate (0.25% at December 31, 2009) plus a spread of 350 basis points- -
per annum, payable quarterly; matures on September 30, 2015; net of discount
on loan fee of $210 and $221 at December 31, 2009 and 2008, respectively. - . .

SCBT Capital Trust I junior subordinated debt with a variable interest rate equal
~to the three-month LIBOR rate plus a spread of 179 basis points adjusted
quarterly; guaranteed by the Company on a subordinated basis, matures on
June 15, 2035, and can be called by the issuer without penalty on or after
June 30, 2010 for the principal outstanding plus any accrued and unpaid
interest. Guaranteed by the Company on a subordinated basis. . . . .. e

SCBT Capital Trust II juniotr subordinated debt with a fixed interest rate of
6.37% for five years and thereafter at a rate equal to the three-month LIBOR
rate plus a spread of 179 basis points adjusted quarterly; guaranteed by the
Company on a subordinated basis, matures on June-15, 2035, and can be
called by the issuer without penalty on or after June 30, 2010 for the principal
outstanding plus any accrued and upaid interest. Guaranteed by the Company
on a subordinated basis. ........ P

TSPB Statutory Trust I junior subordinated debt with a variable interest rate of
“three-month LIBOR plus 172 basis points and pays interest quarterly; rate is
subject to quarterly resets; matures on March 14, 2037, and can be called by
the issuer without penalty in five years (December 2011); net of discount of
$59-and $89 on December 31, 2009 and 2008, respectively. Guaranteed by the
Company on a subordinated basis. ............. ... i,
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— 20,000
14,790 14,779
12372 12372
8248 8,248
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Note 10—Other Borrowings (Continued)
FHIB Advances

The Company has entered into borrowing agreements with the FHLB. Advances under these
agreements are collateralized by stock in the FHLB, qualifying first and second mortgage residential
loans, and commercial real estate loans under a blanket-floating lien.

Advances outstanding of $29.5 million at December 31, 2009 and 2008 could be called by the
FHLB at the next available call date prior to maturity, when the LIBOR index equals or exceeds 7.50%
and 7.50%, respectively. There was a $10.0 million variable rate advance outstanding at December 31,
2009. Net eligible loans of the Company pledged to the FHLB for advances and letters of credit at
December 31, 2009, were approximately $308.9 million which allows the Company a total borrowing
capacity at FHLB was approximately $164.3 million. After accounting for outstanding advances totaling
$80.3 million and letters of credit totaling $26.7 million, the Company had unused net credit available
with the FHLB in the amount of approximately $57.3 million at December 31, 2009.

The maximum FHLB advances outstanding at any month-end for the years ended December 31,
2009 and 2008 was $88.5 million and $129.1 million, respectively. The average amount outstanding for
the years ended December 31, 2009 and 2008 was approximately $84.3 million and $153.5 million,
respectively. The weighted-average interest rate during the years ended and at December 31, 2009 and
2008 was 3.40% and 3.51%, respectively. - ‘

Federal Reserve Bank Term Auction Facility

During 2008, the Company entered into borrowing agreements with the FRB. This agreement
matured February 26, 2009. Advances under these agreements were collateralized by qualifying first and
second mortgage residential loans, and commercial real estate loans under a blanket-floating lien.

Junior Subordinated Debt

The obligations of the Company with respect to the issuance of the capital securities constitute a
full and unconditional guarantee by the Company of the Trusts’ obligations with respect to the capital
securities. Subject to certain exceptions and limitations, the Company may elect from time to time to
defer interest payments on the junior subordinated debt securities, which would result in a deferral of
distribution payments on the related capital securities.

As of December 31, 2009, the sole assets of the Trusts were an aggregate of $44.3 million of the
Company’s junior subordinated debt securities with like maturities and like interest rates to the trust
preferred securities.

For regulatory purposes, the junior subordinated debt securities may be classified as Tier 1 Capital.
The trust preferred securities represent a minority investment in an unconsolidated subsidiary, which is
currently included in Tier 1 Capital so long as it does not exceed 25% of total Tier 1 Capital. The
subordinated term loan is also currently included in Tier 1 Capital. However, after the first two years,
the amount which can be included is reduced by 20% per year until the loan matures.
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Note 10—Other Borrowings (Continued)

Principal maturities of other borrowings are summarized below:

FHLB Sub{)lll'g;g;ted Subordinated

(Dollars in thousands) Borrowings Debt Term Loan Other Total
Years Ended December 31,
2010 ... $  — $  — $ — $1,560 § 1,560
2011 .. e 42,531 L — — 2,675 45,206
2012 .. e —_ — — — —
2013 .. 395 — — — 395
2014 .. —_ — — — —
Thereafter ......................... 37,400 44,273 14,790 — 96,463

$80,326 $44,273 $14,790 $4,235 $143,624

Note 11—Income Taxes

The provision for income taxes consists of the following:

Years Ended December 31,

(Dollars in thousands) 2009 2008 2007
Current:
Federal .......... . 0., $ 9,064 $8,580 $10,368
State . .. e 744 803 1,022
Total current taX €Xpense . . ..........uuvinnn.... 9,808 9,383 11,390
Deferred: .
Federal .. ... 2,925y (874) (705)
State .. ... e e — — —_
Total deferred tax benefit .. ..................... (2,925)  (874) (705)
Provision for income taxes . .. ................... $ 6,883 $8,509 $10,685

The provision for income taxes differs from that computed by applying the federal statutory

. income tax rate of 35% to income before provision for income taxes, as indicated in the following

analysis:

(Dollars in thousands)

Income taxes at federal statutoryrate. . .............

Increase (reduction) of taxes resulting from:
State income taxes, net of federal tax benefit
Tax-exempt interest
Income tax credits

..........................
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Yeafs Ended December 31,
2009 2008 2007

$7,167 $8,503  $11,288

484 522 664
(637) (637)  (439)
423) (324)  (324)

— (74 (204

22 519 (300)

$6,883 $8,509 $10,685




Note 11—Income Taxes (Continued)

The components of the net deferred tax asset, included in other assets at December 31 are as
follows:

(Dollars in thousands) , 2009 2008
Allowance for 10an I0sses . ... ... oo vttt $13,325 $10,972
Other-than-temporary impairment on securities ............. 1,823 —
- Unrealized losses on investment securities available for sale
(AFS”) .« ottt e 658 1,498
Share-based compensation ............ N 533 498
Pension plan and post-retirement benefits . ................ 480 2,735
Deferred compensation. . .......... e 436 525
Purchase accounting adjustments . . ............. ... 397 567
Net operating loss carryforwards . . . ... e 892 783
1 74173 SN 38 —
Total deferred tax aSSELS .« . v v v v vttt e 18,582 17,578
Depreciation ..................... e 1,886 1,726
Intangible assets . . . . ... v i 1,500 1,542
Deferred loan fees .. . ..o oo i it ittt e e 1,194 —
Prepaid eXpense . . .. ...ttt 349 —
(0711 1= S RO 395 263
Total deferred tax liabilities . . ............. [P 5,324 3,531
Net deferred tax asset before valuation allowance .......... 13,258 14,047
Less, valuation allowance .. .... J (894) (762)
Net deferred tax asset . . . oot ittt e e i e eiae e e $12,364 $13,285

At December 31, 2009, the Company had operating loss carryforwards for state income tax
purposes of approximately $17.8 million available to offset future taxable income. The carryforwards
expire in varying amounts through 2023. The valuation allowance is based on management’s estimate of
the ultimate realization of the parent company’s deferred tax asset. The parent company’s deferred tax
asset mostly relates to net operating loss carryforwards for state income tax purposes.
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Note 12——Other Expense

The following is a summary of the .components of other noninterest expense:

Years Ended December 31,

(Dollars in thousands) 2009 2008 2007

Data and computer Services . . .. .....oveuenn. ... $ 398 §$ 3,545 §$ 2,973
Business development and staff related. . ... ....... 1,947 2,184 2,097
Bankcard services ............... PRI 1,333 1,220 1,004
Property andsalestax ........................ 1,140 915 765
Office supplies ........... .. ... . v ivn. 1,131 1,255 1,291
Retail products . ............... ... ... .. ..., 1,006 866 769
POStage . .. ..ot 797 814 720
Other 10an eXpense . .. ........vuvrvunenenen.n 557 547 509
Regulatory fees .. ... ... ' 348 404 432
Insurance ......... e e e e e 224 257 272
Other . ... e e 2,051 2,197 2,261

$14,523 $14,204 $13,093

Note 13——Earnings Per Common Share

The following table sets forth the computation of basic and diluted earnings per common share:

Years Ended December 31,
2009 2008 2007

(Dollars in thousands)
Numerator:
Net income available to common shareholders—
numerator for basic and diluted earnings per
Share . ... .. i $ 8,921 $15,785 $21,565

Denominator:
Denominator for basic earnings per share— ,
weighted-average shares outstanding .......... 12,061 10,301 9,275
Effect of dilutive securities: :
Employee stock options and restricted stock ...... 48 93 30

Dilutive potential shares:
Denominator for diluted earnings per share—
adjusted weighted-average shares and assumed
COMVETSIOMS . & & v v v ettt e ettt e e e 12,109 10,394 9,305

Basic earnings per common share . . . ............. $ 074 $ 153 §$ 233

Diluted earnings per common share . ............. $ 074 $§ 152 $ 232

The earnings per share data above has been retroactively adjusted to give effect to a 5% common
stock dividend paid to shareholders of record as of March 9, 2007.
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Note 13—Earnings Per Common Share (Continued)

The calculation of diluted earnings per common share excludes outstanding stock options that have
exercise prices greater than the average market price of the common shares for the year as follows:

Years Ended December 31,

(Dollars in thousands) 2009 2008 2007
Number of shares ........ 253,313 57,095 T 38,104
Range of exercise prices ... $25.53 to $39.74 $32.82 to $39.74 $37.70 to $39.74

Note 14—Accumulated Other Comprehensive Loss

The components of the change in other comprehensive loss and the related tax effects for the
Company’s retirement plan and post retirement benefits plan were as follows: ‘

Years Ended December 31,

(Dollars in thousands) 2009 2008 - 2007
Retirement plan:
Net (I0SS) gaIN . . .. oo v e ii it $ 1,717 $(7,222) $ 535
Effect of curtailment ............... ... ... .... 1,974 — —
Credit to accumulated other comprehensive income for
measurement date change . . .................. — 24 —
Amortization of prior service cost . .. ... .. ... — (173) (173)
Amortizationof loss. . . ......... . . ... oL, 307 . 315 417

3998  (7,056) 779

Post-retirement benefits:

Net (loss) gain. . ......covviiiinnennennnnnnn.. (125) (130) - (86)
Transition obligation ........... e (89 (121), 31
: | : , @214y  (251)  (55)

Net change in unrecognized amounts . .............. 3,784 (7,307) 724
Taxeffect .. ... oo i a,222) 2,711 (377)
Net-of-tax amount . .................. e $ 2,562 $(4,596) $ 347
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Note 14—Accumulated Other Comprehensive Loss (Continued)

The components of the change in other comprehensive loss and the related tax effects for the
Company’s available for sale securities and cash flow hedges were as follows:

Years Ended December 31,

(Dollars in thousands) 2009 2008 2007
Unrealized holding gains (losses) on available for
sale securities:
Change in net unrealized gain (loss) on securities v
available forsale ............... ... ... ... $ 7,516 $(14,930) $ 2,254
Less, reclassification adjustment for losses realized in s
NELINCOME . .t vttt ittt it ettt eeneen (82) 9,927 460
Net change in unrealized holding gains (losses) . . ... 7,434 (5,003) 2,714
Taxeffect ... e (2,639) 1,901  (1,031)
Net-of-tax amount . ............c0vvuuuun... $ 4795 §$ (3,102) $ 1,683
Noncredit portion of other-than-temporary ’ '
impairment losses:
Total other-than-temporary impairment losses . . . . .. $(10,494) $ — $ —
Less, reclassification adjustment of credit portion
included netincome . ... ................:. . 5,005 — —
Net noncredit‘portion of other-than-temporary
impairment losses . .............. .. .. ..., (5,489) —_— —
Tax effect ............ e e 1,949
Net-of-tax amount . ... .o v it i s s ennns $ 3,540) $ —  $ —
Cash flow hedges: :
Change in unrealized losses on derivative financial
instruments qualifying as cash flow hedges. ... ... $ (@ s — $ —
Taxeffect ... oo oi i i 7 — —
Net-of-tax amount . ... ..ove et emeeenennnn. $ 149 $ - —
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Note 14—Accumulated Other Comprehensive Loss (Continued)

The components of accumulated other comprehensive losses were as follows:

Unrea]ize& Noncredit

(Losses) Gains  Other-Than-
on Securities Temporary
Benefit Available Impairment  Cash Flow
(Dollars in thousands) Plans for Sale Losses Hedges Total
Balance at January 1,2008.............. $(2,268) $ 781 $ — $—  $(1487)
Change in pension and retiree medical
plan....... .o i (4,596) — — — (4,596)
Change in net unrealized loss on securities
available forsale.................. — (3,102) — — (3,102)
Balance at December 31,2008 . .......... (6,864) (2,321) — —_— (9,185)
Change in pension and retiree medical : '
plan....... ... i i 1,279 — — — 1,279
Change in pension liability for plan
curtailment . . .. .......... .. ... 1,283. —_ — — 1,283
Change in net unrealized gain on securities
available forsale. . ................ — 1,255 — — 1,255

Reclassification of noncredit

other-than-temporary impairment losses

on available-for-sale securities . . ... ... — 3,540 (3,540) — —
Change in unrealized losses on derivative

financial instruments qualifying as cash

flow hedges ..................... — — — (14) (14)

Balance at December 31,2009 ........... $(4,302)  $ 2474 $(3,540)  $(14)  $(5382)

Note 15—Restrictions on Subsidiary Dividends, Loans, or Advances

The Company pays cash dividends to shareholders from its assets, which are mainly provided by
dividends from its banking subsidiary. However, certain restrictions exist regarding the ability of its
subsidiary to transfer funds to the Company in the form of cash dividends, loans or advances. The
approval of the Office of the Comptroller of the Currency is required to pay dividends in excess of the
subsidiary’s net profits for the current year plus retained net profits (net profits less dividends paid) for
the preceding two years, less any required transfers to surplus. As of December 31, 2009 and 2008,
approximately $23.0 million and $31.8 million of the bank’s retained earnings are available for
distribution to the Company as dividends without prior regulatory approval. In addition, dividends paid
by the bank to the Company would be prohibited if the effect thereof would cause the Bank’s capital to
be reduced below applicable minimum capital requirements.

Under Federal Reserve regulations, the bank is also limited as to the amount they may lend to the
Company. The maximum amount available for transfer from the bank to the Company in the form of
loans or advances was approximately $64.5 million and $56.6 million at December 31, 2009 and 2008,
respectively.
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Note 16—Retirement Plans

The following sets forth the pension plan’s funded status and amounts recognized in the
Company’s accompanying consolidated financial statements at December 31:

(Dollars in thousands) 2009 2008
Change in benefit obligation:
Benefit obligation at beginning of year . ................. $19,610 $17,398
Service Cost .. ... 758 772
Interest cost .. ... v i e 1,095 - 1,203
Actuarial loss (gain) . .......... ... .. i, 154 734
Benefitspaid ..................... e (519) (497)
Curtailment ................. e e (2,756) —
Benefit obligation at end of year . ..................... 18,342 19,610
Change in plan assets:
Fair value of plan assets at beginning of year ............. 12,386 16,915
Actual return (loss) onplanassets . .................... 3,277 - (4,922)
Employer contribution. ... ......... ..., 1,352 - 890
Benefits paid ............ ... . . . .. . . . i, (519) 497)
Fair value of plan assets at end of year. ... ... .. .. Voldee. o 16,496 12,386
Funded status. ... ....... ... i, $(1,846) $(7,224)

Amounts recognized in accumulated other comprehensive income as of December 31 consist of:

(Dollars in thousands) ‘ 2009 2008

Netloss. . ... i i, - 96,315 $11,183
Prior service credit . . ......... ... ... . i i — (869)
Total amounts recognized . . ...... e e e e $6,315 $10,314
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Note 16—Retirement Plans (Continued)

The components of net periodic pension:cost and other amounts recognized in other
comprehensive income are as follows:

Years Ended December 31,

(Dollars in thousands) 2009 2008 2007
SEIVICE COSE & v v v v e ettt it e s $ 758 $ 662 $ 666
Interest COSt . v v v v vt it et e s 1,095 1,031 923
Expected return on plan assets . ................. (1,406) (1,342) (1,202)
Amortization of prior service cost . ......... .. ... (86) 173) (173)
Recognized net actuarial loss. .. ................. 393 315 417
Net periodic benefit cost . . ................ 754 493 631
Netloss (gain) . ......ovvvninneiinnvnneennin.. w717 7,222 (535)
Credit to accumulated other comprehensive income for . :
measurement date change .. ... e — (24) —
Amortization of prior service cost . ........ ... ... — 173 173
Amortization of netloss .. ..... ... . i (307) (315) (417)
Effect of curtailment . . . ................. e (1,974) — —_
Total amount recognized in other comprehensive
INCOME ... .vvvii 3,998) 7,056 (779)
Total recognized in net periodic benefit cost and :
other comprehensive income .. . ............ $(3,244) $ 7,549 § (148)

The estimated neét loss and prior service cost for the defined benefit pension plan that will be
amortized from accumulated other comprehensive income into periodic benefit cost over the next fiscal
year are $500,000 and $0, respectively.

The following is information as of the measurement date:

December 31,

(Dollars in thousands) 2009 2008

Projected benefit obligation. . .. ....... ... ... ... oo $18,342 . $19,610
Accumulated benefit obligation . . . ... ... .. 18,342 16,904
Fairvalue of plan assets ... ....... ... ... 16,496 12,386

The Company used a 6.00% discount rate in its weighted-average assumptions used to determine
benefit obligation at December 31, 2009. The rate of compensation increase was not applicable in the
Company’s weighted-average assumptions because of the plan curtailment at June 30, 2009. The
Company used a 6.00% discount rate and a 5.00% rate of compensation increase in its weighted-
average assumptions used to determine benefit obligation at December 31, 2008. The weighted-average
assumptions used to determine net periodic pension cost for the years ended December 31, 2009, 2008,
and 2007 are as follows:

Years Ended December 31,
2009 2008 2007

Discount rate . . ... vv et it e 6.00% 6.00% 5.75%
Expected long-term return on plan assets. . ........... 8.00% 8.00% 8.00%
Rate of compensation increase . ................... 5.00% 5.00% 5.00%
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Note 16—Retirement Plans (Continued)

During 2008, the Company changed its method in determining its discount rate to a more precise
measurement. For the years ended December 31, 2009 and 2008, the discount rate of 6.00% was
determined by matching the projected benefit obligation cash flows of the plan to an independently
derived yield curve, to arrive at the single equivalent rate. The method for the year ended
December 31, 2007 had been to use prevailing market bond rates as noted by the Moody’s Corporate
AA bond index. ' ’

The expected rate of return for the pension plan’s assets represents the average rate of return to
be earned on plan assets over the period the benefits included in the benefit obligation are to be paid.
In developing the expected rate of return, the Company considered long-term compound annualized
returns of historical market data as well as historical actual returns on the Company’s plan assets.
Using this reference information, the Company developed forward-looking return expectations for each
asset category and a weighted average expected long-term rate of return for a targeted portfolio
allocated across these investment categories. The asset allocation of the Company’s pension plan is
targeted at 55% in U.S. equities, 10% in international equities, 30% in fixed income, and 5% in cash
equivalents. ’ '

- In developing the 8% long-term rate of return assumption for the pension plan, the Company
utilized the following long-term rate of return and standard deviation assumptions:

Rate of Standard

Return Deviation
Asset Class ' ‘ Assumption:  Assumption
High Grade Fixed Income . ... ...................... 6.93% 7.27%
High Yield Fixed Income . . . .. [ 9.26% 7.74%
International Fixed Income ... ...................... 9.91% 8.56%
Large Cap Equity . . .......... ... . ... 12.21% 16.42%
Small Cap Equity ... ........... e e 13.20% 19.68%
Foreign Equity .. . ...... ... ... .. . - 11.06% 18.81%
Inflation. . . . ... 3.00% n/a

The portfolio’s equity weighting is consistent with the long-term nature of the Plan’s benefit
obligation, and the expected annual return on the portfolio of 8%.

The policy, as established by the Investment Committee of the Defined Benefit Pension Plan, seeks
to maximize return within reasonable and prudent levels of risk. The overall long-term objective of the
Plan is to achieve a rate of return that exceeds the actuarially assumed rate of return of 8%. The
investment policy is reviewed on a regular basis and revised when appropriate based on the legal or
regulatory environment, market trends, or other fundamental factors. In determining the long-term rate
of return for the pension plan, the Company considers historical rates of return and the nature of the
plan’s investments. Plan assets are divided among various investment classes with allowable allocation
percentages as follows: Equities 55-65%, Fixed Income 20-40%, Cash Equivalents 0-35%. As of
December 31, 2009, approximately 57% of pension plan assets were invested with equity managers,
approximately 40% of pension plan assets were invested with fixed income managers, and
approximately 3% of pension plan assets were held in cash equivalents. The difference between actual
and expected returns on plan assets is accumulated and amortized over future periods and, therefore,
affects the recognized expenses in such future periods.

Following is a description of valuation methodologies used for assets recorded at fair value.
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Note 16—Retirement Plans (Continued)
Money Market Funds
Money Market Funds are public investment vehicles valued using $1 for the Net Asset Value (the
“NAV”). The money market funds are classified within level 2 of the valuation hierarchy.
Broad Market Fixed Income, Domestic Equity and Foreign Equity Mutual Funds

Broad Market Fixed Income, Domestic Equity and Foreign Equity mutual funds are public
investment vehicles valued using the NAV provided by the administrator of the fund. The NAV is
based on the value of the underlying assets owned by the fund, minus its liabilities, and then divided by
the number of shares outstanding. The NAV is a quoted price in an active market and classified within
level 1 of the valuation hierarchy. ‘ ' '

The fair values of the Company’s pension plan assets at December 31, 2009 by asset category are
as follows:

Quoted Prices

In Active Significant
Markets for Other Significant
Fair Value Identical Observable  Unobservable

December 31, Assets Inputs Inputs

(Dollars in thousands) 2009 (Level 1) (Level 2) (Level 3)
Money market funds. .. ....... .. .. . $ 450 $ - $450 $—
Broad market fixed income .. ......... ..., .. 6,833 6,833 — —
Domestic equity . . . .. oo i i 6,465 6,465 — —
Foreignequity ........conoeevnneivnnnns 2,748 2,748 — —
Total @SSELS . v v v v v e e e $16,496 $16,046 $450 $—

As of December 31, 2009 and 2008, the Plan’s domestic equity securities did not include any of the

Company’s common stock. The plan made no purchases of the Company’s stock during 2009, 2008 and
2007.

Estimated future benefit payments (including expected future service as appropriate):

(Dollars in thousands)

10 S $ 635
1) 1 R T I 691
1)1 1 750
/1) ST I R R 800
13 S 873
20052000 . . .ot et e 5,822

$9,571
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Note 16—Retirement Plans (Continued) ‘

Expenses incurred and charged against operations with regard to all of the Company’s retirement
plans were as follows: ’ . »

Years Ended December 31, .
2009 2008 2007

(Dollars in thousands)

Pension: ,, ' ' ‘
Pension ........... e P $754 § 493 § 631
Effect of curtailment .......................... (782) — —
Total pension. .. ................. e 28) 493 631
Profit-sharing. . . ........ ... ... .. ... ... ... ..., 349 1,537 1,424

$ 321 $2,030 $2,055

The Company expects to contribute approximately $890,000 to the pension plan in 2010, but
reserves the right to contribute between the minimum required and maximum deductible amounts as
determined under applicable federal laws.

Effective July 1, 2009, the Company suspended the accrual of benefits for plan participants under
the non-contributory defined benefit plan and recorded a curtailment gain of $782,000, before tax, as a
reduction in compensation expense and a change in pension liability for plan curtailment of
$1.3 million, net of tax, in other comprehensive income.

Electing employees are eligible to participate in the employees’ savings plan, under the provisions
of Internal Revenue Code Section 401(k), after attaining age 21. Plan participants elect to contribute
portions of their annual base compensation as a before tax contribution. The Company matches 50% of
these contributions up to a 6% employee contribution for employees hired before January 1, 2006 who
were age 45 and higher with five or more vesting years of service. The Company matches 100% of
these contributions up to a 6% employee contribution for current employees under age 45 or with less
than five years of service. Effective April 1, 2009, the Company temporarily suspended the employer
match contribution to all participants in the plan. Effective January 1, 2010, the Company reinstated
the employer match so that participating employees would receive a 50% matching of their 401(k) plan
contribution, up to 4% of salary.

Employees hired on January 1, 2006 or thereafter will not participate in the defined benefit
pension plan, but are eligible to participate in the employees’ savings plan.

Employees can enter the savings plan on or after the first day of each month. The employee may
enter into a salary deferral agreement at any time to select an alternative deferral amount or to elect
not to defer in the Plan. If the employee does not elect an investment allocation, the plan
administrator will select a retirement-based portfolio according to the employee’s number of years until
normal retirement age. The plan’s investment valuations are generally provided on a daily basis.
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Note 17—Post-Retirement Benefits

The following sets forth the plan’s funded status and amounts recognized in the Company s
accompanying consolidated financial statements at December 31:

(Dollars in thousands) 2009 2008
Change in benefit obligation: -
Benefit obligation at beginning of year . . . ......... ... ... ... $ 585 -$ 565
Interestcost . ... ... e 34 37
Actuarial (gain)/loss . .. ... i e e — 56
Benefitspaid .......... ... .. .. . . . e 39 (73
Benefit obligation at endof year . ............ ... ... ... 560 585
Change in plan assets: .
Fair value of plan assets at beginningofyear ................ — —
Employer contribution .............. ... ... .. .00 59 73
Benefitspaid ......... ... ... . . 39  (73)
Fair value of plan assets atend ofyear ................. o —_ =
Funded status .......... ... ittt $(560) $(585)

Weighted-average assumptions used to determine benefit obligations and net periodic benefit cost
at December 31 are as follows:

, 2009 2008

Weighted-average assumptions used to determine benefit obligation

at December 31: Discountrate. ............. ... ... ...... 6.00% 6.00%
Weighted-average assumptions used to determine net periodic benefit

cost for years ended December 31: Discount rate . ............ 6.00% 6.00%
Assumed health care cost trend rates at December 31:

Health care cost trend rate assumed fornextyear . ............ 5.00% 5.00%

Year that the rate reaches the ultimate trend rate . ........... . 2009 2008
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Note 17—Post-Retirement Benefits (Continued)

Components of net periodic benefit cost and other amounts recognized in other comprehensive
income are as follows: AL '

Years Ended
December 31,

(Dollars in thousands) . 2009 2008 2007

Interest cost .. ............ P S $33 $32 $27

Amortization of transition obligation . ............ FIPN 32 32 32

Recognized net actuarial 1oss . . . . . R LLuelses 6 2 —
Net periodic benefitcost .. ...................... T 66 59

Net (gain) loss . .......... .o, — 56 86

Credit to accumulated other comprehensive income for .

measurement date change .......................... — 6)

Amortization of transition obligation .................. +o @31 (31 (3D
Amortization of 10SS . . . ... . i e ) 2 —

Total amount recognized in other comprehensive income . ... (37) 17 55

Total recognized in net periodic benefit cost and other
comprehensive Income .. ...... .. $34 $83 $114

The estimated net loss, transition and prior service cost for the retiree medical plan that will be
amortized from accumulated other comprehensive income into periodic benefit cost over the next fiscal
year are $6,000, $31,000, and $0, respectively.

Assumed health care cost trend rates have a significant effect on the amounts reported for the
post-retirement benefit plan. A one-percentage-point change in assumed health care cost trend rates
would have the following effects at the end of 2009:

One-Percentage

‘ Point
(Dollars in thousai)ds) ‘ Increase  Decrease
Effect on total of service and interestcost . .. ............... $3 $ 2
Effect on postretirement benefit obligation .............. S 41 (37

Estimated future benefit payments (including expected future service as appropriate):

(Dollars in thousands)

2010

200 . e e e 61

2002 L e e e 59

2003 L e e 58

2004 . 56

20152000 . . . 247
$543

The Company expects to contribute approximately $62,000 to the post-retirement medical plan in
2010.
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Note 18—Share-Based Compensation

The Company’s 1999 and 2004 stock incentive programs are long-term retention programs
intended to attract, retain, and provide incentives for key employees and non-employee directors in the
form of incentive and non-qualified stock options and restricted stock.

Stock Options

With the exception of non-qualified options granted to directors under the 1999 and 2004 plans,
which in some cases may be exercised at any time prior to expiration and in some other cases may be
exercised at intervals less than one year following the grant date, incentive stock options granted under
the plans may not be exercised in whole or in part within one year following the date of the grant, as
these incentive stock options become exercisable in 25% increments ratably over the four year period
following the grant date. The options are granted at an exercise price at least equal to the fair value of
the common stock at the date of grant and have terms ranging from five to ten years. No options were
granted under the 1999 plan after January 2, 2004, and the plan is closed other than for any options
still unexercised and outstanding. The 2004 plan is the only plan from which new share-based
compensation grants may be issued.

Activity in the Company’s stock option plans is summarized in the following table. All information
has been retroactively adjusted for stock dividends and stock splits.

2009 2008 2007

Weighted Weighted Weighted

Average Average Average

: Exercise Exercise Exercise

Shares Price Shares Price Shares Price

Outstanding at January 1 ............. 351,553 $26.94 336,384 $26.33 308,368 $24.26

Granted........... e 33,288 27.48 29,483 31.50 41,445 39.25

EXercised . . ..o oot (30,831) 17.24 (14,087) 2118 (12964) 19.91

Forfeited . ................ PO (4,099)  30.80 (227) 2701 (465)  28.53

Expired ......... ... L (1,336) 1845 — — — —

Outstanding at December 31........... 348,575 27.84 351,553 2694 336,384 26.27

Exercisable at December 31 ........... 274,829 26.82 277,492 25.00 246,366 23.42
Weighted-average fair value of options '

granted during the year . . . .......... \ $ 9.75 $10.77 $ 9.25

The aggregate intrinsic value of 348,575 and 351,553 stock options outstanding at December 31,
2009 and 2008 was $884,000 and $2.9 million, respectively. The aggregate intrinsic value of 274,829 and
277,492 stock options exercisable at December 31, 2009 and 2008 was $877,000 and $2.7 million,

respectively.
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Note 18—Share-Based Compensation (Continued)

Information pertaining to options outstanding at December 31, 2009, is as follows:

Options Outstanding Options Exercisable

Weighted Weighted
Average Average
Remaining Weighted Weighted Remaining
. Number Contractual Average Number Average Contractual
Outstanding Life Exercise Price  Outstanding  Exercise Price Life
$11.39-$16.00 .. ....... - 41,458 1.8 years $15.02 41,435 $15.02
$16.01-$21.00 . ... ... .. - 10,750 2.6 years 19.08 10,748 19.08
$21.01-$26.00 . ........ . 45,673 3.1 years 22.56 45,654 22.56
$26.01-$31.00 . ........ - 106,472 5.8 years 27.49 75,722 27.50
$31.01-$36.00 . ........ 101,408 6.3 years 31.96 74,580 32.05
$36.01-$39.74 . .. ... ... 42,814 7.1 years 3915 26,690 38.99
348575  S52years  27.84 - 274,829 2682 4.4 years

The fair value of options is estimated at the date of grant using the Black-Scholes option pricing
model and expensed over the options’ vesting periods. The following weighted-average assumptions
were used in valuing options issued:

2009 2008 2007
Dividendyield .. ........................ 2.47% 1.86% 1.88%
Expectedlife .................. .. ....... 6 years 6 years 7 years
Expected volatility ....................... 44.9%-492%  36% 18%
Risk-free interest rate. . . . ................. 1.87% 344%  4.65%

As of December 31, 2009, there was $440,000 of total unrecognized compensation cost related to
nonvested stock option grants under the plans. The cost is expected to be recognized over a weighted-
average period of 1.06 years as of December 31, 2009. The total fair value of shares vested during the
years ended December 31, 2009, 2008 and 2007 was approximately $313,000,  $403,000 and $483,000,
respectively. Compensation expense of $310 000, $347 000, and $424; 000 was recorded in 2009, 2008,
and 2007, respectively.

Restricted Stock

The Company from time-to-time also grants shares of restricted stock to key employees and
non-employee directors. These awards help align the interests of these employees and directors with
the interests of the shareholders of the Company by providing economic value directly related to
increases in the value of the Company’s stock. The value of the stock awarded is established as the fair
market value of the stock at the time of the grant. The Company recognizes expense, equal to the total
value of such awards, ratably over the vesting period of the stock grants. Grants to employees have
typically vested over a 48-month period, and beginning in 2007, some grants cliff vest after four years.
Grants to employees for the year ended December 31, 2009 and 2008 cliff vest after four years. Grants -
to non-employee directors typically vest within a 12-month period.

All restricted stock agreements are conditioned upon continued employment. Termination of
employment prior to a vesting date, as described below, would terminate any interest in non-vested
shares. Prior to vesting of the shares, as long as employed by the Company, the key employees and
non-employee directors will have the right to vote such shares and to receive dividends paid with
respect to such shares. All restricted shares will fully vest in the event.of change in control of the
Company or upon the death of the recipient.
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Note 18—Share-Based Compensation (Continued)

Nonvested restricted stock for the year ended December 31, 2009 is summarized in the following
table. All information has been retroactively adjusted for stock dividends and stock splits.

Weighted-Average

Grant-Date Fair
Restricted Stock Shares : Value
Nonvested at January 1....... P 99,557 $31.57
Granted . ........ N e 96,257 26.76
Vested .. ..ot e e P (37,102) 26.50
Forfeited .. .......oviuniiimnvinennnnn e (6,829) 33.73
Nonvested at December 31 ... .. e e e e 151,883 29.66

The Company granted 96,257, 48,089, and 36,061 shares for the years ended December 31, 2009,
2008, and 2007, respectively. The weighted-average-grant-date fair value of restricted shares granted in
2009, 2008, and 2007 was $26.76, $32.37, and $37.39, respectively. Compensation expense of
$1.1 million, $1.1 million, and $578,000 was recorded in 2009, 2008, and 2007, respectively.

The vesting schedule of these shares as of December 31, 2009 is as follows:

Shares
2010...... e e e et e e e e e e e e e e 18,936
2011 .o S e e e e e e e e e e 24,836
2012, ..o L N 29,487
2013 .. ... e N e e e e 11,978
2014 . ... R R e e e e - 4,395
Thereafter ......... e e e 62,251

151,883

As of December 31, 2009, there was $3.3 million of total unrecognized compensation cost related
to nonvested restricted stock granted under the plans. The cost is expected to be recognized over a
weighted-average period of 5.07 years as of December 31, 2009. The total fair value of shares vested
during the years ended December 31, 2009, 2008 and 2007 was approximately $983,000, $604,000 and
$468,000, respectively.

Employee Stock Purchase Plan

The 2002 Employee Stock Purchase Plan permits eligible employees to purchase Company stock at
a discounted price. Beginning July 1, 2009, the 15% discount was reduced to 5%. The Company
recognized $69,000, $116,000 and $108,000 in share-based compensation expense for the years ended
December 31, 2009, 2008 and 2007, respectlvely

Note 19—Stock Repurchase Program

In February 2004, the Company’s Board of Directors authorized a repurchase program to acquire
up to 250,000 shares of its outstanding common stock. This program superseded any previously
announced programs that may have had remaining available shares for repurchase. Under the
announced stock repurchase program, the Company did not repurchase any shares during the years
ended December 31, 2009, 2008 and 2007. Under other arrangements where directors or officers
surrendered currently owned shares to the Company to acquire proceeds for exercising stock options or
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Note 19—Stock Repurchase Program (Continued)

paying taxes on currently vesting restricted stock, the Company repurchased 15,823, 6,074, and 2,474
shares at a cost of $446,000, $201,000, and $92,000 in 2009, 2008, and 2007, respectively.

Note 20—Lease Commitments

The Company’s subsidiary was obligated at December 31, 2009, under certain noncancelable
operating leases extending to the year 2045 pertaining to banking premises and equipment. Some of the
leases provide for the payment of property taxes and insurance and contain various renewal options.
The exercise of renewal options is, of course, dependent upon future events. Accordingly, the following
summary does not reflect possible additional payments due if renewal options are exercised. - :

Future minimum lease payments, by year and in the aggregate, under noncancelable operating
leases with initial or remaining terms in excess of one year are as follows:

(Dollars in thousands)

Years Ending December 31,

2000 . . e e e, $ 2,278
200 L e e e 2,321
200 . e e e 2,355
2008 . i e e e 2,338
2004 . L e e 2,019
Thereafter . ... ... . i e 30,916

Total lease expense for the years ended December 31, 2009, 2008, and 2007 was $2.4 million,
$4.0 million and $3.3 million, respectxvely

Note 21—C0ntmgent Liabilities

The Company and its subsidiary are involved at times in certain litigation arising in the normal
course of business. In the opinion of management, there is no pending or threatened litigation that will
have a material effect on the Company’s consolidated financial position or results of operations.

Note 22—Related Party Transactlons

During 2009 and 2008, the Company’s banking subsidiary had loan and deposit relatlonshlps with
certain related parties, principally directors and executive officers, their immediate families and their
business interests. All of these relationships were in the ordinary course of business. Loans outstanding
to this group (including immediate families and business interests) totaled $27.8 million and
$29.7 million at December 31, 2009 and 2008 respectively. During 2009, $1.9 million of new loans were -
made to this group while repayments of $8.8 million were received during the year. Other changes
resulted in a increase of $2.2 million and a $2.8 million adjustment to the beginning balance due to
adding a board member during 2009. Related party deposits totaled approximately $20.9 million and
$16.1 million at December 31, 2009 and 2008, respectively.
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Note 23—Financial Instruments with Off-Balance Sheet Risk

The Company’s subsidiary is a party to credit related financial instruments with off-balance sheet
risks in the normal course of business to-meet the financing needs of their customers. These financial
instruments include commitments to extend credit, standby letters of credit and financial guarantees.
Such commitments involve, to Varying degrees, elements of credit, interest rate, or liquidity risk in
excess of the amounts recognized in the consolidated balance sheets. The contract amounts of these
instruments express the extent of involvement the sub51d1ary has in partlcular classes of financial
instruments.

The subsidiary’s exposure to credit loss in the event of nonperformance by the other party to the
financial instrument for commitments to extend credit, standby letters of credit, and financial
guarantees is represented by the contractual amount of those instruments. The subsidiary uses the same
credit policies in making commitments and conditional obligations as it does for on-balance sheet
instruments. At December 31, 2009 and 2008, the following financial instruments, whose contract
amounts represent credit risk, were outstanding:

(Dollars in thousands) 2009 2008
Commitments to extend credit . . .............. ... .. ... $469,841  $544,307
Standby letters of credit and financial guarantees .......... 9,725 9,805

$479,566  $554,112

Commitments to Extend Credit

Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. 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 necessarily
represent future liquidity requirements. The bank evaluates each customer’s.credit worthiness on a
case-by-case basis. The amount of collateral obtained, if deemed necessary by the bank upon extension
of credit, is based on management’s credit evaluation of the customer. Collateral held varies but may
include accounts receivable, inventory, property, plant and equipment, and personal guarantees.

- Unfunded commitments under commercial lines-of-credit, revolving credit lines and overdraft
protection agreements are commitments for possible future extensions of credit to existing customers.
These lines-of-credit are uncollateralized and usually do not contain a specified maturity date and may
not be drawn to the exient to which the banking subsidiary is committed.

Standby Letters of Credit and Financial Guarantees

Standby letters of credit and financial guarantees are condltlonal commitments issued by the
banking subsidiary to guarantee the performance of a customer to a third party. Those letters of credit
and guarantees are primarily issued to support public and private. borrowmg arrangements. Essentially,
all standby letters of credit have expiration dates within one year. The credit risk involved in issuing
letters of credit is essentially the same as that involved in extending loan facilities to customers. The
amount of collateral obtained, if deemed necessary, is based on management’s credit evaluation of the
customer.

Note 24—Fair Value

FASB ASC 820, Fair Value Measurements and Disclosures, defines fair value, establishes a
framework for measuring fair value under accounting principles generally accepted in the
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Note 24—Fair Value (Continued)

United States, and enhances disclosures about fair value measurements. FASB ASC 820 clarifies that
fair value should be based on the assumptions market participants would use when pricing an asset or
liability and establishes a fair value hierarchy that prioritizes the information used to develop those
assumptions.

The Company utilizes fair value measurements to record fair value adjustments to certain assets
and liabilities and to determine fair value disclosures. Available for sale securities and derivative
contracts are recorded at fair value on a recurring basis. Additionally, from time to time, the Company
may be required to record at fair value other assets on a nonrecurring basis, such as loans held for sale,
loans held for investment and certain other assets. These nonrecurring fair value adjustments typically
involve application of lower of cost or market accounting or write-downs of individual assets.

FASB ASC 820 establishes a three-tier fair value hierarchy which prioritizes the inputs used in
measuring fair value as follows:

Level 1 - Observable inputs such as quoted prices in active markets;

Level 2 Inputs, other than the quoted prices in active markets, that are observable either directly
or indirectly; and

Level 3  Unobservable inputs in which there is little or no market data, which require the
- reporting entity to develop its own assumptions.

Following is a description of valuation methodologies used for assets recorded at fair value.

Investment Securities

Securities available for sale are valued on a recurring basis at quoted market prices where
available. If quoted market prices are not available, fair values are based on quoted market prices of
comparable securities. Level 1 securities include those traded on an active exchange, such as the New
York Stock Exchange or U.S. Treasury securities that are traded by dealers or brokers in active
over-the-counter markets and money market funds. Level 2 securities include mortgage-backed
securities and debentures issued by government sponsored entities, municipal bonds and corporate debt
securities. Securities classified as Level 3 include asset-backed securities in less liquid markets.
Securities held to maturity are valued at quoted market prices or dealer quotes similar to securities
available for sale. The carrying value of Federal Reserve Bank and Federal Home Loan Bank stock
approximates fair value based on their redemption provisions.

Pooled trust preferred securities are Level 3 securities under the three-tier fair value hierarchy
because of an absence of observable inputs for these and similar securities in the debt markets. The
Company has determined that (1) there are few observable transactions and market quotations
available and they are not reliable for purposes of determining fair value at December 31, 2009, and
(2) an income valuation approach technique (present value technique) that maximizes the use of
relevant observable inputs and minimizes the use of unobservable inputs will be equally or more
representative of fair value than the market approach valuation technique used at prior measurement
dates. This income valuation approach requires numerous steps in determining fair value. These steps
include estimating credit quality of the collateral, generating asset defaults, forecasting cash flows for
underlying collateral, and determining losses given default assumption.

Mortgage Loans Held for Sale

Mortgage loans held for sale are carried at the lower of cost or market value. The fair values of
mortgage loans held for sale are based on commitments on hand from investors within the secondary
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Note 24—Fair Value (Continued)

market for loans with similar characteristics. As-such, the fair value adjustments for mortgage loans
held for sale is nonrecurring Level 2. cee

Loans

The Company does not record loans at fair value on a recurring basis. However, from time to
time, a loan may be considered impaired and an allowance for loan losses may be established. Loans .
for which it is probable that payment of interest and:principal will not be made in accordance with the
contractual terms of the loan agreement are considered impaired. Once a loan is identified as
individually impaired, management measures impairment using estimated fair value methodologies. The
fair value of impaired loans is estimated using one of several methods, including collateral value, '
market value of similar debt, enterprise value, liquidation value and discounted cash flows. Those
impaired loans not requiring an allowance represent loans for which the fair value of the expected
repayments or collateral exceed the recorded investments in such loans. At December 31, 2009,
substantially all of the impaired loans were evaluated based on the fair value of the collateral because
such loans were considered collateral dependent. Impaired loans, where an allowance is established
based on the fair value of collateral, require classification in the fair value hierarchy. ‘When the fair
value of the collateral is based on an observable market price or a current appraised value, the
Company considers the impaired loan as nonrecurring Level 2. When an appraised value is not
available or management determines the fair value -of the collateral is further impaired below the
appraised value and there is no observable market price, the Company considers the impaired loan as
nonrecurring Level 3. - ' ‘ '

Other Real Estate Owned (“OREO”)

OREO, consisting of properties obtained through foreclosure or in satisfaction of loans, is reported
at the lower of cost or fair value, determined on the basis of current’ appraisals, comparable sales, and
other estimates of value obtained principally from independent sources, adjusted for estimated selling
costs (Level 2). At the time of foreclosure, any excess of the loan balance over the fair value of the
real estate held as collateral is treated as a charge against the allowance for loan losses. Gains or losses
on sale and generally any subsequent adjustments to the value are recorded as a component of OREO
expense.

Derivative Financial Instruments

Fair value is estimated using pricing models of derivatives with similar characteristics, at which
point the derivatives are classified within Level 2 of the hierarchy. See Note 29—Derivative Financial
Instruments for additional information. ‘ '
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Note 24—Fair Value (Continued)
Assets and Liabilities Recorded at Fair Value on a Recurring Basis

The table below presents the recorded amount of assets and liabilities measured at fair value on a
recurring basis.

Quofed Prices b ‘
In Active - Significant

Markets for . Other . Significant
Fair Value -~ Identical ‘Observable  Unobservable
December 31, Assets - Inputs Inputs
(Dollars in thousands) 2009 (Level 1) (Level2)  (Level 3)
Assets - 1 "
Securities available for sale: o
Government-sponsored enterprises debt . ... .. $ 36,615 $ —  $ 36615 $ —
State and municipal obligations ............ 26,805 — 26,805 —
Mortgage-backed securities ............... 103,268 _ 103,268 —
Trust preferred (collateralized debt obligations) . - 6,250 . —_ L — 6,250
Corporate stocks . . ... oo vt v v 365 330" 35 —
Total securities available forsale .......... $173,303 $330 $166,723 $6,250
Liabilities ’ ' o
Derivative financial instruments . . ............ $ 2 $— $ 2 $ —

Quoted Prices v
In Active Significant

Markets for Other Significant
Fair Value Identical Observable  Unobservable
December 31, Assets Inputs Inputs
) (;ll arhslin thousands) 2008 (Level 1) (Level 2) (Level 3)
Assets
Securities avallable for sale: ' ‘
Government-sponsored enterprises debt ... . ... $ 28,672 - $ — $ 28,672 J—
State and municipal obligations ............ 10,558 —_ 10,558 - - —
Mortgage-backed securities ............... 133,505 — 133,505 —
Trust preferred (collateralized debt obligations) . 10,083 — — 10,083
Corporate stocks . ......... . 402 367 35 —
Total securities available forsale . ......... $183,220 $367 $172,770 = $10,083,

Changes in Level 3 Fair Value Measurements

When a determination is made to classify a financial instrument within Level 3 of the valuation
hierarchy, the determination is based upon the significance of the unobservable factors to the overall
fair value measurement. However, since Level 3 financial instruments typically include, in addition to-
the unobservable or Level 3 components, observable components (that is, components that are actively
quoted and can be validated to external sources), the gains and losses below include changes in fair
value due in part to observable factors that are part of the valuation methodology.
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Note 24—Fair Value (Continued)

A reconciliation of the beginning and ending balances of Level 3 assets and liabilities recorded at -
fair value on a recurring basis for the year ended December 31, 2009 and 2008 are as follows:

(Dollars in thousands) Assets Liabilities
Fair value, January 1,2008 ... ... ......c.couuinennn.. $ —  $—
Total realized and unrealized losses included in income . . . . (1,994) - —
Purchases, issuances and settlements, net .............. (35) —
Transfers inand/oroutoflevel 3 .................... 12,112 —
Fair value, December 31, 2008. ... ...... ... i, 10,083 —
Total realized and unrealized losses included in income . . . . (3,870) —
Purchases, issuances and settlements, net .............. 37 —
Transfers in and/or outof level 3 ................. ... — —
Fair value, December 31,2009. . . .. .......ovvvinnnn.. $ 6250 $—
Total unrealized losses included in income related- to financial
assets and liabilities still on the consolidated balance sheet
at ) :
December 31,2008 . . ..ot $ (1,994)  $—
December 31,2009 ........ e $ (38700 $—

Assets and Liabilities Recorded at Fair Value on a Nonrecurring Basis

Quoted Prices

In Active Significant
Markets for Other Significant
Fair Value Identical Observable  Unobservable
December 31, Assets Inputs Inputs
(Dollars in thousands) 2009 (Level 1) (Level 2) (Level 3)
Impairedloans .. ........... .. ... $23,276 $— $14,809 $8,467
OREO . ... ... i i e e 3,102 —_ 3,102 —_
Quoted Prices
In Active Significant
Markets for Other Significant
Fair Value Identical Observable  Unobservable
‘ December 31, Assets Inputs Inputs
(Dollars in thousands) 2008 (Level 1) (Level 2) (Level 3)
Impaired loans ..............cvuvvinn... $8,603 $— $8,603 $—

The amount above includes impaired loans that have been partially charged off and are carried at
fair value. , ‘

Fair Value of Financial Instruments .

The following methods and assumptions were used by the Company in estimating its fair value
disclosures for financial instruments. In cases where quoted market prices are not available, fair values
are based on estimates using present value or other valuation techniques. Those models are
significantly affected by the assumptions used, including the discount rates and estimates of future cash
flows. In that regard, the derived fair value estimates cannot be substantiated by comparison to
independent markets and, in many cases, could not be realized in immediate settlement of the
instrument. The use of different methodologies may have a material effect on the estimated fair value
amounts. The fair value estimates presented herein are based on pertinent information available to
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Note 24—Fair Value (Continued)

management as of December 31, 2009 and 2008. Such amounts have not been revalued for purposes of
these consolidated financial statements since those dates and, therefore, current estimates of fair vahie
may differ significantly from the amounts presented herein.

The following methods and assumptions were used to estimate the fair value of each class of
financial instruments for which it is practicable to estimate that value:

Cash and Cash Equivalents—The carrying amount is a reasonable estimate of fair value.

Investment Securities—Securities held to maturity are valued at quoted market prices or dealer
quotes. The carrying value of Federal Reserve Bank and Federal Home Loan Bank stock apprOximates
fair value based on their redemption provisions. The carrying value of the Company’s investment in
unconsolidated subsidiaries approximates fair value. Syt

Loans—TFor variable-rate loans that reprice frequently and with no significant change in credit risk,
fair values are based on carrying values. Fair values for certain mortgage loans (e.g., one-to-four family
residential) and other consumer loans are based on quoted market prices of similar loans sold in
conjunction with securitization transactions, adjusted for differences in loan characteristics. Fair values
for other loans (e.g., commercial real estate and investment property mortgage loans, commercial and
industrial loans) are estimated using discounted cash flow analyses, using interest rates currently being
offered for loans with similar terms to borrowers of similar credit quality. Fair values for
non-performing loans are estimated using discounted cash flow analyses or underlying collateral values,
where applicable.

Deposit Liabilities—The fair values disclosed for demand deposits (e.g., interest and non-interest
bearing checking, passbook savings, and certain types of money market accounts) are, by definition,
equal to the amount payable on demand at the reporting date (i.e., their carrying amounts). The
carrying amounts of variable-rate, fixed-term money market accounts, and certificates of deposit
approximate their fair values at the reporting date. Fair values for fixed-rate certificates of deposit are
estimated using a discounted cash flow calculation that applies interest rates currently being offered on
certificates to a schedule of aggregated expected monthly maturities on time deposits.

Federal Funds Purchased and Securities Sold Under Agreements to Repurchase—The carrying amount
of federal funds purchased, borrowings under repurchase agreements, and other short-term borrowings
maturing within ninety days approximate their fair values.

Other Borrowings—The fair value of other borrowings is estimated using discounted cash flow '
analysis on the Company’s current incremental borrowing rates for similar types of instruments.

Accrued Interest—The carrying amounts of accrued interest approximate fair value.

Commitments to Extend Credit, Standby Letters of Credit and Financial Guarantees—The fair values
of commitments to extend credit are estimated using the fees currently charged to enter into similar
agreements, taking into account the remaining terms of the agreements and the present
creditworthiness of the counterparties. For fixed-rate loan commitments, fair value also considers the -
difference between current levels of interest rates and the committed rates. The fair values of
guarantees and letters of credit are based on fees currently charged for similar agreements or on the
estimated costs to terminate them or otherwise settle the obligations with the counterparties at the
reporting date.
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Note 24—Fair Value (Continued)

The estimated fair value, and related carrying amount, of the Company’s financial instruments are
as follows:

December 31,
2009 . 2008
Carrying Fair Carrying Fair

(Dollars in thousands) Amount Value Amount Value
Financial assets:
Cash and cash equivalents . . .. ............... $ 104,908 $ 104,908 $ 49,465 § 49,465
Investment securities. . ... .......... e 211,112 211,475 222,227 221,576
Loans, net and loans held forsale . ............ 2,183,313 2,142,404 2,300,293 2,308,660
Accrued interest receivable ... ............... 9,880 9,880 11,133 11,133
Financial liabilities: v :
DepoSitS. v oottt e e e © 2,104,639 2,109,983 2,153,274 2,153,509
Federal funds purchased and securities sold under ’

agreements to repurchase ...... . e 162,515 162,515 172,393 172,393
Other borrowings .. .........ovvvunnn.. ee.. 143,624 132,049 177,477 177,486
Accrued interest payable . .. ....... .. ... 3,059 3,059 5,408 5,408
Unrecognized financial instruments: ,
Commitments to extend credit. . .............. 469,841 461,038 544,307 546,287
Standby letters of credit and

financial guarantees. ... ........ccovveenn. 9,725 9,725 9,805 9,805

Note 25—Regulatory Matters

The Company and its banking subsidiary are subject to various regulatory capital requirements
administered by the federal banking agencies. Failure to meet minimum capital requirements can
initiate certain mandatory and possibly additional discretionary actions by regulators that, if undertaken,
could have a direct material effect on the financial statements. Under capital adequacy guidelines and
the regulatory framework for prompt corrective action, the Company and its subsidiary must meet
specific capital guidelines that involve quantitative measures of the assets, liabilities, and certain
off-balance-sheet-items as calculated under regulatory accounting practices. The capital amounts and
classification are also subject to qualitative judgments by the regulators about components, risk
weightings, and other factors. Prompt corrective action provisions are not applicable to bank holding
companies.

Quantitative measures established by regulation to ensure capital adequacy require the Company
and its subsidiary to maintain minimum amounts and ratios (set forth in the following table) of total
and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier 1
capital (as defined) to average assets (as defined). Management believes, at December 31, 2009 and
2008, that the Company and its subsidiary met all capital adequacy requirements to which they are
subject. :

As of their most recent regulatory examinations, the Company and its subsidiary were considered
well capitalized under the regulatory framework for prompt corrective action. To be categorized as well
capitalized, an institution must maintain minimum total risk-based, Tier 1 risk-based, and Tier 1
leverage ratios as set forth in the following table. There are no conditions or events subsequent to the
most recent examinations that management believes have changed the institutions’ category.
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Note 25—Regulatory Matters (Continued)

Actual capital amounts and ratios are presented in the table below:

(Dollars in thousands)
December 31, 2009:

Total risk-based capital (to risk-weighted
assets):
Consolidated
SCBTNA. ... i

Tier 1 capital (to risk-weighted assets):
Consolidated
SCBLNA. .. i

Tier 1 capital (to average assets):
Consolidated
SCBL NA. .. i

December 31, 2008:

Total risk-based capital (to risk-weighted
assets):
Consolidated
SCBT, NA. ..... e e

Tier 1 capital (to risk-weighted assets):
Consolidated
SCBLNA. ..

Tier 1 capital (to average assets):
Consolidated
SCBT NA. ... iviiiiiiaen..

D N T T SR Y

......................

......................

Minimum To Be
Well Capitalized

Under Prompt
Minimum Capital Corrective Action
Actual Requirement Provisions
Amount Ratio Amount Ratio  Amount Ratio
$307,039 14.42% $170,298 8.00% | ‘n/a n/a
303,853 14.28% 170,276 8.00% 212,845 10.00%
265,506 12.47% 85,149 4.00% n/a n/a
262,323 12.32% ' .85,138 4.00% 127,707 6.00%
265,506 9.89% 107,338 4.00% . n/a  n/a
262,323  9.79% 107,202 4.00% 134,003 5.00%
$273,410 12.34% $177,229 8.00% n/a n/a
268,752 12.14% 177,073 8.00% 221,341 10.00%
230,892 1042% 88,615 4.00% n/a n/a
226,258 '10.22% 88,536 4.00% 132,804  6.00%
230,892  8.54% 108,060 4.00% n/a n/a
226,258
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Note 26—Condensed Financial Statements of Parent Company

Financial information pertaining only to SCBT Financial Corporation is as follows:

Condensed Balance Sheets

(Dollars in thousands)

ASSETS

Investment in SUDSIAIATIES . . . v v v vt it e st e e e e e
Less allowance for 10an 10SSES . . . . vt v it ittt it et e e e e
O T @SSEES & v v v v vt ettt ettt e e e e e e e e

TOtaAl ASSELS & v v vttt e e e e e e e e

LIABILITIES AND SHAREHOLDERS’ EQUITY .
LAabIlitiES o v o vt ettt e e e e e e
Shareholders’ equity. . .. ..o vttt e

Total liabilities and shareholders’ equity . . . .. ... ... .o,

Condensed Statements of Income

December 31,

2009 2008

$ 2,002 $ 2487
330 367
323,881 284,555
— (34

988 1,894
$327,201  $289,269
$ 44,382 §$ 44,341
282,819 244,928
$289,269

$327,201

Years Ended December 31,

(Dollars in thousands) 2009 2008 2007
Income:
Dividends from subsidiaries . . . . ... .. it e $ 8242 $ 9,680 $16,261
Operating iNCOME . . . ... ...ttt 138 (125) 50
TOtal INCOIMNE &+ v v ot e e et et et et et e ettt 8,380 9,564 16,311
Operating expenses . .......... e e e e 2,699 2,990 3,898
Income before income tax benefit and equity in undistributed earnings of :

SUDSIdIAIIES . . . v v it e e e e e e e 5,681 6,574 12,413
Applicable income tax benefit . . ....... ... .. o o L. 875 1,068 1,320
Equity in undistributed earnings of subsidiary .................... 7,039 8,143 7,832

[ AT 4o ) 1 = 13,595 15,785 21,565
Preferred stock dividends . . ... ... . i e 1,115 — —
Accretion on preferred stock discount . ............ ... ... . L. 3,559 — —

Net income available to common shareholders ................ $ 8,921 $15,785 $21,565
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Note 26—Condensed Financial Statements of Parent Company (Continued)

Condensed Statements of Cash Flows

Years Ended December 31,

(Dollars in thousands) 2009 - 2008 2007
Cash flows from operating activities: :
Netincome ...........ccovivnuine... e i od 913,595 $ 15,785 $21,565
Adjustments to reconcile net income to net cash provided by
operating activities: :
Depreciation and amortization. . ......................... 31 31 37
Provision for loanlosses . ............. i, - (34) (38) 34
Share-based compensation . .. ..........c.vviiiinnen... 1,431 1,379 1,002
Other-than-temporary impairment on securities .............. 84 124 —
Decrease (increase) in other assets. .......... e : (111) 11 11
(Decrease) increase in other liabilities . .................... 996 (602) (295)
Undistributed earnings of subsidiary. ...................... (7,039)  (8,143) (7,832)
Net cash provided by operating activities. . ................ 8,953 8,547 14,522
Cash flows from investing activities:
Proceeds from sale of investment securities avallable forsale ...... — — 111
Purchases of investment securities available for sale ............. — — (100)
Payments for investments in subsidiary....................... (28,500) (27,502) (9,009)
Recoveries on loans previously charged off ................... — — 4
Other,net . ... ...t e —_ — (39)
Net cash used in investing activities ..................... - (28,500) . (27,502) (9,033)
Cash flows from financing activities: ; ' "
Preferred stock issuance, net of issuance costS . ............. o 64,632 — —
Preferred stock repurchase ........... .. ... .. o i, - (64,779) — —
Common stock warrant repurchase ................. [ (1,400) — —_
Common StOCK iSSUANCE . . . . vttt it e it et 29,815 27,414 613
Common stock repurchased . ............ 0., : (446) (201) (92)
Dividends paid on preferred stock . ... ............. e ~.. (1115 — —
Dividends paid on common stock . .............c.0i0eia.n. @177  (7,113)  (6,227)
Stock options exetcised . . . ... ... ... i i e 532 297 258
Net cash provided by (used in) financing activities .. ......... 19,062 20,397  (5,448)
Net increase (decrease) in cash and cash equivalents .............. (485) 1,442 41
Cash and cash equivalents at beginning of period ................ 2,487 1,045 1,004
Cash and cash equivalents at end of period . .............. eeeee. $ 2002 § 2487 $ 1,045

Note 27—Common Stock Issuance

In May of 2009, the Company commenced a public offering by selling 1,356,500 shares of common
stock, including an over-allotment option with the underwriters; at an offering price of $23.00 per share
resulting in net proceeds to the Company of approx1mately $29.2 million (see Consolidated Statements

of Changes in Shareholders’ Equlty)

On October 28, 2008, the Company issued 1,010,000 shares of its authorized but unissued common
stock to certain accredited investors at $28.00 per share pursuant to a private placement transaction.
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Note 27—Common Stock Issuance. (Continued)

Net proceeds from this sale of common stock of $26.8 million are expected to be used for general
corporate purposes, including supporting the continued and anticipated growth of the Company. On
December 2, 2008, the Company filed a registration statement with the U.S. Securities and Exchange
Commission to permit resale of the common shares issued in this transaction.

Note 28—Participation in U.S. Treasury Capital Purch?éi“se Program

On January 16, 2009, the Company issued and sold Fixed Rate Cumulative Perpetual Preferred
Stock, Series T, having a liquidation preference of $1,000 per share to the U.S. Treasury, along with a
warrant to purchase 303,083 shares of the Company’s common stock, for an aggregate purchase price
of $64.8 million as part of the U.S. Treasury s Capital Purchase Program. ‘

On May 20, 2009, the Company entered into a repurchase letter agreement with the U.S. Treasury,
pursuant to which the Company repurchased all 64,779 shares of its preferred shares for an aggregate
purchase price of approximately $64.8 million, which included accrued and unpaid dividends of
approximately $45,000. :

On June 24, 2009, the Company entered into an agreement with the Treasury to repurchase the
warrant that was issued to the Treasury in connection with the preferred stock. Pursuant to the terms
of the agreement, the Company repurchased the warrant for a purchase price of $1.4 million. As a
result of the warrant repurchase, the Company has repurchased all securities issued to the Treasury
under the Capital Purchase Program. ' ’ ‘

The Company recognized a charge of approximately $3.3 million during 2009 in the form of an
accelerated dividend to account for the difference between the original purchase price for the preferred
stock and its redemption price. In addition to this charge, the Company recognized a dividend on the
preferred stock including the accretion on the preferred stock discount of approximately $1.4 million,
for a total effective dividend of approximately $4.7 million for the year ended December 31, 2009,
charged to net income available to .common shareholders. :

Note 29—Derivative Financial Instruments

The Company is exposed to interest rate risk in the course of its business operations and manages
a portion of this risk through the use of a derivative financial instrument, specifically an interest rate
swap (cash flow hedge). The Company accounts for its interest rate swap in accordance with FASB
ASC 815, Derivatives and Hedging, which requires that all derivatives be recognized as assets or
liabilities in the balance sheet at fair value. For more information regarding the fair value of the
Company’s derivative financial instruments, see Note 24 to these financial statements. The only type of
derivative currently used by the Company is a forward starting interest rate swap agreement.

The Company utilizes the interest rate swap agreement to essentlally convert a portion of its
variable-rate debt to a fixed rate (cash flow hedge). For derivatives des1gnated as hedgmg the exposure
to changes in the fair value of an asset or liability (fair value hedge), the gain or loss is recognized in
earnings in the period of change, together with the offsetting gain or loss to the hedged item
attributable to the risk being hedged. Earnings will be affected to the extent to which the hedge is not
effective in achieving offsetting changes in fair value. For derivatives designated as hedging exposure to
variable cash flows of a forecasted transaction (cash flow hedge), the effective portion of the
derivative’s gain or loss is 1n1t1a11y reported as a component of other comprehenswe income and
subsequently reclassified into earnings when the forecasted transaction affects earnings or when the
hedge is terminated. The ineffective portion of the gain or loss is reported in earnings immediately. For
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Note 29—Derivative Financial Instruments (Continued)

derivatives that are not designated as-hedging instruments, changes in the falr value of the derivatives
are recognized in earnings immediately. : 1

In applying hedge accounting for derivatives, the Company establishes a method for assessmg the
effectiveness of the hedging derivative and a-measurement approach for determining the ineffective
aspect of the hedge upon the 1ncept10n of the. hedge ‘

Cash Flow Hedge of Interest Rate Risk

 ‘During 2009, the Company entered into a forward starting interest rate swap agreement with a
notional amount of $8.0 million to manage interest rate risk due to periodic rate resets on its junior
subordinated. debt issued by SCBT Capital Trust II, an unconsolidated subsidiary of the Company
established for the purpose of issuing trust preferred securities. The Company will hedge the variable
rate cash flows of subordinated debt against future interest rate increases by using an interest rate swap
to effectively fix the rate on the debt beginning on June 15, 2010, at which time the debt will
contractually convert from a fixed interest rate to-a variable interest rate. This hedge expires on
June 15, 2019. The notional ‘amount on which the interest payments are based will not be exchanged.
As of December 31, 2009, the junior subordinated debt had a fixed interest rate of 6.37%.

The Company recognlzed an after-tax unreahzed loss on its cash flow hedge in other
comprehenswe income of $14,000 for the year ended December 31, 2009. The Company recognized a
$21,000 cash flow hedge liability in other liabilities on the balance sheet at December 31, 2009. There
was no 1neffect1veness in the cash ﬂow hedge during the year ended December 31, 2009.

Credit risk related to the derlvatlve arises when amounts receivable from the counterparty °
(derivative dealer) exceed those payable. The Company controls the risk of loss by only transacting with
derivative dealers that are national market makers whose credit ratings are strong. Each party to the
interest rate swap is required to provide collateral in the form of cash or securities to the counterparty

-when the counterparty’s exposure to a mark-to-market replacement value exceeds certain negotiated
limits. These limits are typically based on current credit ratings and vary with ratings changes. As of
December 31, 2009, neither party was required to post any cash collateral. Also, the Company has a
netting agreement with the counterparty.

Note 30—Subsequent Events

On January 29, 2010, the Company entered into a purchase and assumption (“P&A’) agreement
with loss share arrangements with the FDIC to purchase certain assets and assume substantially all of
the deposits and certain liabilities of CBT, a full service Georgia state-chartered community bank
headquartered in Cornelia, Georgia.

CBT operated 38 locations, including 36 branches, one loan production office and one trust office
in the Northeast region of Georgia. Excluding the effects of purchase accounting, the Company
acquired $1.0 billion in total assets, including loans of $771.5 million, and $1.1 billion in total liabilities,
including $1.0 billion in deposits, based on December 31, 2009 unaudited balances.

Pursuant to the P&A agreement, SCBT, N.A. received a discount of $158.0 million on the assets
acquired and did not pay the FDIC a premium to assume all customer deposits. The loans and
foreclosed real estate purchased are covered by a loss share agreement between the FDIC and SCBT,
N.A. Under this loss share- agreement, the FDIC has agreed to cover 80% of loan and foreclosed real
estate losses up to $233.0 million and 95% of losses that exceed that amount.
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Note 30—Subsequent Events (Continued)

~ The loss sharing agreement applicable to single family residential mortgage loans provides-for loss
sharing with the FDIC for up to ten years, and for commercial loans and other covered assets provides -
for loss sharing for up to five years with the FDIC. '

The Company did not immediately acquire the real estate, banking facilities, furniture or
equipment of CBT as a part of the P&A agreement. However, the Company has the option to
purchase the real estate and furniture and equipment from the FDIC. The term of this option expires
approximately 90 days from the date of the acquisition. CREE

The. acquisition will be accounted for ‘under the purchase method of accounting in accordance with
ASC 805, Business Combinations. Both the purchased assets and liabilities assumed will be recorded at
their respective acquisition date fair values. Determining the fair value of assets and liabilities,
especially the loan portfolio and foreclosed real estate, is a complicated process involving significant
judgment regarding estimates and assumptions used to calculate estimated fair values. Accordingly, the
initial accounting for the acquisition of CBT is incomplete as of March 12,2010. The Company expects
to record a bargain purchase gain in connection with the acquisition during the three months ended
March 31, 2010; however, since the initial purchase accounting adjustments have not been finalized, the
Company is unable to provide the amount or a range of the ultimate bargain purchase gain, or the
estimated fair values of the acquired assets and assumed liabilities of CBT, at the present time. The
impact of the purchase accounting adjustments in an FDIC-assisted deal are also integral to accurately
assessing the impact of the acquired entity on the operations of the Company. Disclosure of pro forma -
financial information is also made more difficult by the troubled nature of CBT prior to the date of the
combination. Therefore, pro forma financial information is not considered meaningful or currently
possible for purposes of these consolidated financial statements. :
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EXHIBIT 21
SUBSIDIARIES OF THE REGISTRANT
SCBT, N.A. (Orangeburg, South Carolina)
SCBT Capital Trust I .
SCBT Capital Trust II
SCBT Capital Trust III
TSB Statutory Trust I



EXHIBIT 23.1
/D
v”

DIXON HUGHESm
Certified Public Accountapts and Advisors ’

,CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors | : o ?
SCBT Financial Corporation

We consent to the incorporation by reference in the registration statements (File Nos. 333-26029,
333-103708, 333-26031, 333-33092, 333-90014, 333-115919, 333-86922, and 333-103707) on Form S-8 and
File Nos. 333-15208 and 333-158116 on Form S-3 of our reports, dated March 12, 2010, related to the
consolidated balance sheets of SCBT Financial Corporation and subsidiary as of December 31, 2009
and 2008, and the related consolidated statements of income, changes in shareholders’ equity and cash
flows for the years then ended, and the effectiveness of internal control over financial reporting at
December 31, 2009, which reports appear in SCBT Financial Corporation’s 2009 Annual Report on

" Form 10-K. Our audit report on the consolidated financial statements refers to the Company’s change
in its method of accounting for other-than-temporary impairment of debt securities as a result of
adopting new accounting standards.

o Hughes P LLL

Charlotte, North Carolina
March 12, 2010



EXHIBIT 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors
SCBT Financial Corporation

We consent to the incorporation by reference in the registration statements (File No. 333-26029, File
No. 333-103708, File No. 333-26031, File No. 333633092, File No. 333-90014, File No. 333-115919, File
No. 333-86922, and File No. 333-103707) on Forms S-8 and File Nos. 333-155208 and 333-158116 on
Forms §-3 of our report, dated March 17, 2008, related to the consolidated statements of income,
changes in shareholders’ equity, and cash flows of SCBT Financial Corporation for the year ended
December 31, 2007, which report appears in SCBT Financial Corporation’s annual report on

Form 10-K for the year ended December 31, 2009.

/s/ J.W. Hunt and Company, LLP
J.W. Hunt and Company, LLP:

Columbsia, South Carolina -
March 12, 2010



EXHIBIT 31.1

RULE 13A-14(A) CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

I, Robert R. Hill, Jr., Chief Executive Officer, certify that:

1.
2.

I have reviewed this annual report on Form'10-K of SCBT Financial-Corporation; »

Based on my knowledge, this report does not contsin any untrue statement of a material fact or

_omit to state a material fact necessary to make the statements made; in light of the circumstances

under which such statements were made, not misleading with respect to the period covered by this
report; : : . e

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition;, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for-establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have: ' C e T

a) Designed such disclosure controls and procedures, or caused such disclosure controls ‘and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiary, is made known to us by others within
those entities, particularly during the period in which this annual report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and-
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation;

d) Disclosed in this report any change in the registrant’s iriternal control over financial reporting
that occurred during the registrant’s fourth fiscal quarter that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
commiittee of registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
controls over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and L

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls over financial reporting. :

/s/ ROBERT R. HiLL, JR.

Robert R. Hill, Jr.
Chief Executive Officer

Date: March 12, 2010



EXHIBIT 31.2

RULE 13A-14(A) CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

I, Donald E. Pickett, Chief Financial Officer, certify that:

1.
2.

I have reviewed this annual report on Form 10- K of SCBT Frnanc1a1 Corporation;

- Based on my knowledge, this report does not contain any untrue statement of a material fact or

omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

Based on my knowledge the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the reglstrant as of, and for, the periods presented in thrs report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(¢))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiary, is made known to us by others within
those entities, partlcularly during the penod in which this annual report is bemg prepared;

b) Desrgned such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the rehablhty of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the regrstrant s disclosure controls and procedures and
presented in this report our couclusrons about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation;

d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s fourth fiscal quarter that has materially affected, or is
reasonably likely to materially affect, the reglstrant s 1nternal control over financial reporting;
and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal
controls over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and ’

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls over financial reporting,

/s/ DONALD E. PICKETT

Donald E. Pickett
Chief Financial Officer

Date: March 12, 2010



Exhibit 32
CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER PURSUANT TO 18 U.S.C.

SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF = "
THE SARBANES OXLEY ACT OF 2002

In connection with the Annual Report of SCBT Flnanclal Corporation (“the Company”) on
Form 10-K for the year ended December 31, 2009 as ‘filed 'with the Securities and Exchange
Commission on the-date hereof (the. “Report”), I, Robert R. Hill, Jr., Chief Executive Officer.of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that, to my knowledge: o

1. The Report fully complies with the requlrements of section 13(a) or 15(d) of the Securrtles .
Exchange Act of 1934; and R ,

2. The information contained in the Report falrly presents, in all materials respects, the flnancral
condition and results of operations of the Company as of the dates and for the perlods expressed
in the Report : - : : :

/s/ ROBERT R. HILL, JR.

Robert R. Hill, Jr.
Chief Executive Officer

March 12, 2010

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PUﬁSUANTuTO 18 U.S.C.
SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES OXLEY ACT OF 2002 : "

In connection with the Annual Report of SCBT F1nanc1a1 Corporatron (the “Company ) on
Form 10-K for the year ended December 31, 2009 as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), I, Donald E. Pickett, Chief Financial Officer of the
Company, cettify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that, to-my knowledge:

1.. The Report fully complies with the requlrements of section 13(a) or 15(d) of the Securltles
Exchange Act of 1934; and

2. The information contained in the Report fairly presents in all material respects the fmanmal
condition and results of operations of the Company as of the dates and for the perlods expressed
in the Report.

/s/ DONALD E. PICKETT

Donald E. Pickett
Chief Financial Officer

March 12, 2010
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