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Dear Shareholders,

2013 was a year unlike any we can
remember for the bank. Our company

has certainly evolved in size and scope
fromjust a few years ago. This past year,
we were focused on the integration of

our merger with First Financial Holdings,
inc. and building a platform for our future.
Our merger with First Financial, which
closed in July of 2013, is the largest
in-state bank merger in South Carolina
history. It adds scale in important markets,
lines of business, and our support areas.
This evolution and growth for our company
have also created increased value for

our shareholders as we experienced

27% increase from 2012 in operating
earnings per share and continued to

improve in our key performance metrics.

Ourincreased size, market share gains
and efficiencies achieved from mergers,
combined with our organic growth, helped
produce a 66% increase in our stock price
for 2013. This followed a 39% increase

in 2012. Our long-term performance has

also been solid as evidenced by a tota
10-year return of 185%. Much of the share
price improvement has been driven by the
growth in our operating EPS and may also
be atiributed to our company being well-

positioned for the future.

As our company has grown, we have

remained focused on ensuring our values

and culture are sustained. Our core values
have been a consistent guiding principle
for our company in both good times and
bad. In addition, we remain committed

to our relationship banking madel. While
the banking and regulatory landscape
continues to present challenges, we are
growing our customer base, expanding
existing relationships and focusing on
doing the basics better than anyone else.
We believe this approach will continue to
give us a competitive advantage over both

large and small banks.

Our performance has improved as we
entered new markets and local economies
recovered. Most of the markets we serve
continued to show steady economic

improvement over the last year. A decade

ago we had low market share in the higher

growth markets in our footprint. Today,

we have a dominant banking position in
growth markets. We are fortunate to have
great teams, excellent {eadership and
strong market share in many of the top
markets in the Southeast. Charleston,
Columbia, Greenville, Wilmington,
Savannah and Charlotte all contributed to
our loan and deposit growth and improved
asset quality in our footprint, which

helped drive organic growth.

We began to see significant contribution
from banks that joined us over the past
few years. Our banks in Georgia had an
impact on our performance this year,
with Northeast Georgia markets leading

our company in many growth and fee



income categories. We have combined two
110-year-old, troubled banks in Northeast
Georgia and turned them into strong,
profitable parts of our company that have
been an important driver of our financial
performance. These banks are also having
a positive impact on the communities and

customers they serve.

in addition, we were fortunate to merge
with vibrant community banks in recent
years - Peoples Bancorporation, Inc. and
The Savannah Bancorp, inc. With full
integration of both banks behind us, our
teams have shifted attention to taking
care of customers and obtaining new
relationships. Both banks have had a
meaningful impact on our earnings and

been an outstanding fit culturally.

receptivity and excitement from

our customers. We fully anticipate

the combination of these two banks
to produce strong earnings, a solid
balance sheet and operational
advantages. We believe the platform
this merger allows us to create for

the future is unigue, and it would have
been more costly and taken alonger
period of time to execute had we built

such a platform on a standalone basis.

One of the important elements for

the future will be the name change we
announced in February 2014 and the
new brand rollout in the summer of 2014.
The planned name change will allow us
to bring our current five bank brands

together as one teamn under one unified

Our lines of business merged in the first weeks following
the July closing, and we could not be more pleased with
the level of engagement of our team and the receptivity
and excitement from our customers.

In 2013, we announced and closed a
transformational merger between SCBT
and First Financial, and we anticipate a
full operational conversion in July 2014,
Our lines of business merged in the first
weeks following the July closing, and
we could not be more pleased with the

level of engagement of our team and the

brand: South State Bank and South
State Corporation. More importantly,
consolidating our name and systems will
make our company more convenient for
customers and position us as a strong

regional bank across three states.

Critical Benchmarks
Now let us turn to our performance
this year. Our three areas of focus -
soundness, profitability and growth -
are the benchmarks we use to

measure our success.

In the area of soundness, we feel we
turned the corner very meaningfully this
year. For instance, our nonperforming
assets level, as a percent of non-acquired
loans and repossessed assets,declined
from 3.13% in 2012 to 1.94%. This level

is still higher than we would like, and

we believe it will improve further. Other
measures show, for example, that our
classified assets level did decline by
32.9% in 2013. We have seen inflows of
problem loans slow significantly and have
continued to dispose of OREOC with the
sale of 693 properties during 2013. Net
charge-offs for the year totaled 0.41%,
compared to 0.73% in 2012. This is a nice
improvement, and net charge off activity
was particularly good in the fourth quarter
with only a 0.26% annualized charge-off
level. We are working to reduce the level
of charge-offs to the fourth quarter level
on a more consistent basis. Continued
reductions in our nonperforming asset

level will help achieve this.

We are pleased with our record operating
earnings this year of $3.16 per share, a

27% increase over 2012. While we've made




progress, we know it will take all of 2014
for us to garner most of the efficiencies
from our recent First Financial merger.
Also, we will not have operated for a full
year post-integration with The Savannah
Bank until March 2014. Our operating

ROA of 1.02% and operating Return on

Average Common Equity of 9.26% reflect

noteworthy improvements for the year, but

they can be further improved after our fulf
merger integration. By the end of 2014 we
should have most merger and branding
expenses behind us and should fully
achieve the expected $38 milflion in annual
cost saves resulting from the merger
Our company has been adept at growing
revenue, and we expect to continue that

n 2014. We will also effectively align our

expenses to ensure we have a strong and
efficient platform upon which to build.
Our fee-generating businesses also
contributed significantly during 2013. We
continue to gain nice momentum in our
Wealth Management areas and now have
the scale to compete with over $3 billion

in combined assets under management.

Our leaders ensure we
remain focused on our
fu
great talent, and do not
lose sight of our culture
of relationship banking as

WE grow.

Mortgage lending has always been
animportant driver of our profitability.
It certainly contributed in 2013, but
with rising rates and regulatory

anges, mortgage lending could be

tougher business in 2074. We remain
focused on cobtaining more organic

growth on the balance sheet for
mortgage lending in 2014, And while
rates have started to rise, the still-low
rate environment has led to some
margin compression in our non-acquired
loan portfolios. We must continue
carefully managing our net interest

margin in this low rate environment.

While merger planning and integration has

certainly required our attention, our team




did not lose focus on growing the non-
acquired portion of our company.

In fact, non-acquired loan growth was

up 1% for the year and grew in every
major loan category. A unique part of our
company today is our need to shrink the
balance sheet of the acquired portion of
our bank as we work to move problem
joans out, reposition the bond portfolio,
and manage loan concentration levels.
These activities slow revenue growth in
the short term (as they typically take a year
or longer to execute), but they beneficially
reduce risk and unencumber some capital.
We have seen some of the decline in
acquired loan portfolio balances sfow
down, but The Savannah Bank and First
Federal portfolios are still slightly declining
since they are our newest partners. As for
deposit growth, we are especially pleased
with the growth in core deposits, which
grew 55.5% in 2013, as we added 8,000
new non-acquired customers and 225,000

new customers in the merger.

The entire picture of our financial
performance cannot be seen through

the income statement, as we have also
worked to protect our tangible book value
through these recent years of acquiring
banks. On a per share basis, our tangible
book value per common share declined
from $22.54 at December 31, 2012 to
$22.28 at year-end 2013, a 1.1% decline.

The earn-back period described in the

initial merger announcement and the
tangible book value dilution are meeting
our expectations. The strong capital
levels we anticipated post-merger are also
in line with our original estimates. This
strong capital position has positioned us
to redeemn the preferred stock (formerly
TARP) acquired from First Financial in the

first guarter of 2014,

Strong Leadership

As the company has grown and changed,
we have also had leadership step up in
meaningful ways. Renee Brooks, our
Chief Administrative Officer, and Jack
Goettee and Greg Lapointe, our division
executives, who oversee our markets, all
had material changes in their job scope
over the last few vears. These leaders
have had a profound impact on our bank
and our performance. They have also
done a tremendous job of bringing our
cultures together. Our leaders ensure we
remain focused on our fundamentals,
recruit great talent, and do not lose sight
of our culture of relationship banking as
we grow. We have always believed the
success of the bank is dependent on
great leadership, and we are fortunate

to have depth in this area.

Our board and governance practices have
also continued to evolve as our company
has grown. We are establishing a Risk

Committee to further enhance

our risk management practices and
prepare for the additional risk and
regulatory requirements of banks with
$10 billion and more in assets. We have
an engaged board of directors who
commit their time to guide the bank.
Paula Harper Bethea, T. J. Johnson, Ed
Shelley, Richard Salmons, and Wayne
Hall joined our board this year in
connection with the merger with First
Financial. We also thank Harry Mims
upon his retirement from 30 years of
service to the board, and his tenure will

be hard to duplicate.

We thank you for your continued support
of our company and assure you that we
remain focused on increasing the value
of your investment and building a sound,

profitable and growing company.

L NI

ROBERT R.HILL, JR.,, CEO

ROBERT R. HORGER, CHAIRMAN OF THE BOARD
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Supporting our customers — and our
communities -— is a core value that
remains essential to who we are and
how we do business. As we bring our
banks together under one name in
2014, we look back at the rich histories

of each organization.

A deep sense of responsibility to the
places where we live and work led to

the founding of SCBT in 1933, originally

as First National Bank in Orangeburg.
During the depths of the Great Depression
when so many banks in the area failed,
First National was established to provide

banking services to local residents. This
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The Peoples
National Bank

year, SCBT will celebrate 80 years of

service to our local communities.

We expanded our coastal South Carolina
and North Carolina presence this year with

the merger of First Federal. Founded in

Charleston, SC, First Federal had an 80-
year history of growth and service in the
Lowcountry, Grand Strand, Florence, 5C
and recent expansion in Wilmington, NC.
In 2010, we gained a presence in Georgia
with the acquisition of Community Bank &
Trust, which had a long history of serving
the banking needs of Northeast Georgia.
Qur merger with NCBT added North
Carolina to our footprint and, in 2012, we
further expanded into Georgia through
our merger with The Savannah Bank. With
cultures very similar to our own, Peoples

Bank rounded out our SCBT presence in

the Upstate area of South Carolina.

2074 A NEWNAME WiTH A FAMILIAR FACE.




The quality of an organization is built over time. This year, we will
continue the journey set by each predecessor organization as

we come together under a new name-—South State Bank. As we
embark on this next era in our history, we will continue our legac
of service and commitment to relationship banking that has been

a hallmark of our organization for more than a century.

From Greenville to the Grand Strand,
Charleston, Columbia, Savannah and beyond,
we will build on the performance, convenience
and strength of our company to enhance the
service our customers have come to rely on.
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As NCBT has grown, Bill Allen’s
business and banking relationship

have grown as well.

In business over 40 years, Republic

Crane originally started stocking heavy
equipment for scrap yards and has grown
into the largest dealer for Liebherr material

handling equipment in the US.

“I've been a customer since the bank
began. Back then it was a small bank,
but now with the larger size they can

do whatever | need.”

While larger banks offer the same
products, Bill believes their service cannot

compare to his experience with NCBT.

“From the top down, the people at the
bank are great. Whether you're dealing
with the CEO or the local leadership,
everyone is very genuine, which you don't
find very often. It is just a pleasure to do

business with them.”

“There have been times when a project
didn't fit the mold - that's when banking
with someone who knows you and your
business is important. They look at the
entire scope of the business as a whole
and figure out a way to make it work.

That's going the extra mile.”

"There have been many times when a project didn't fit the
mold — that's when banking with someone who knows you

and your business is important

1t

-Bill Allen




When Danny Mixon moved his business to
Orangeburg, he started a relationship that

has endured the test of time.

With 43 years of experience in the
agricultural and seed business, Mixon
Seed Company distributes seed
throughout the Southeast including
Virginia, South Carolina, Alabama,

Mississippi, Florida and North Carolina.

“I've been a customer and a shareholder
for aver 40 years. What | like most is the
seople and the simplicity and ease of
peo; p

5

doing business with them. | felt like the

bank would succeed and they have. While
other banks made bad decisions, SCBT
has always been conservative and has

used good judgment.”

Overall, the most important reason
for the longevity of his relationship
with SCBT is the people and the culture

of the organization.

“As the bank has continued to grow, it has
done a good job keeping local leadership
empowered. it is the people — not the
organization - that have character. The

character of the people becomes the

* DANNY MIXON
President '

MlXOl'l Seed Company .

“I've been a customer and

a shareholder for over 40
years. What | like most

is the people and the
simplicity and ease of doing
business with them.”

-Danny Mixon

character of the organization. The bank
still has the same game plan as when it
started - deliver good service and satisfy
the customers. | have been a satisfied
customer for over 40 years and have never

considered leaving.”




"When it came to the customer, we always tried Our unique culture has been our ha

Imark

to put their needs first and built great customer for over 80 years and no one is a better

- " example than AL "Al" Hutchinson, Jr.
;Oyaity that way. -A.L. Hutchinson, Jr. e
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“I'started at the bank on January 16,

1961 and have worked in just about

When it came to the custemer, we

always tried to put their needs first and

buiit great customer loyalty that way.”
¥ Y

Al believes having an entrepreneurial spirit

and being open to new ideas contributed

to the bank’'s success.

“I always tried to hire people smarter

than me and then got out of their way.

My advice to
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all you can as fast as you can and don't

worry about asking questions - that's

how you learn things.”

Mr. Hutchinson's 53-year legacy of
leadership has had a lasting impact on the
company’s culture. A mentor and friend

to many, he has inspired generations to
embark on careers in banking. His genuine

concern for employees and customers has

helped shape the culture of our company's
first 80 years and those he inspired will

continue to lead us inte the next era.
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Financial

AT YEAR END DECEMBER 31, 2011 012 2013
Assets - $3,896,557 $5136446  $7931498
= - e i
Deposits - 3,254472 . 4298443 6585497
Shareholder equity - 381,780 507,549 : 981,469
Book value per common share / 2749 29.97 o 40.72
Tangible book value per common share (non-GAAP)! 21.89 22.54 / 22.28

FOR THE YEAR ENDED DECEMBER 31,

Net income $ 22,585 $30,032 $49,219
Net Income available to common shareholders 22,595 30,032 47,865
Net operating earnings (non-GAAP)! 14,445 36,920 64,733
Earnings per share - Diluted 1.63 2.03 2.38
Operating earnings per share - Diluted (non-GAAP)! 1.05 2.45 3.6
Dividends per share 0.68 0.69 0.74

KEY FINANCIAL RATIOS FOR THE YEAR ENDED DECEMBER 31,

Returnon-average assets 0.58% 0.70% 077%
Operating return on-average assets (non-GAAP) 0.37 0:86 1.02
Returnoniaverage equity 2610 715 6.90
Operating returnon average equity (non-GAAP)! 3.90 8.79 9.08
Return.onaverage tangible common equity (non-GAAP) 810 9.27 11.54

OTHER DATA AT DECEMBER 31,

Number of

Financial centers 70 86 144
Employees 1,139 1,434 2,235

The financial information should be read in conjunction with Management's Discussion and Analysis of Finar
ifi ty by reference to the maore detailed financial statements and the notes thereto, all of wi
porton Form 16-K.

Condition and Resuits of Operat
ch are contained in First Financial Ho




Total Return Performance
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The performance graph above compares First Financial Holdings, Inc. curulative total return over the most recent five-year period with th
index, a banking industry performance index for banks with $5B to $108 in assets, and the SNL Southeast U.S, Bank Index, a banking indus
Southeastern United States. Returns are shown on a total return basis, assuming the reinvestment of dividends and a beginning stock index value of $100 per share.

The value of First Financial Holdings, Inc. stock as shown is based on published prices for transactions in our stock.
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First Financial Holdings, Inc.

General Office Analyst Contact Stock Information
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John C. Pollok

Chief Financial Officer and

f Operating C

st Financial Holdings, nc.

Please read the following disclosure along with the annual shareholder letter.
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UNITED STATES
SECURITIES AND EXCHANGE C()Mmﬁim

Washington, D.C. 20549 Sentinn

FORM 10-K MAR 1.8 2014

Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange

Act of 1934 ) WaShing fon Do
or the fiscal year ended December 31, 2013 05
[0 Transition Report Pursuant to Section 13 or 15(d) of the Securi%nes Exchange
Act of 1934
For the transition period from to

Commission file number 001-12669

FIRST FINANCIAL HOLDINGS, INC.

(Exact name of registrant as specified in its charter)

South Carolina 57-0799315
(State or other jurisdiction (LR.S. Employer
of incorporation or organization) Identification No.)
520 Gervais Street Columbia, South Carolina ' 29201
(Address of principal executive offices) (Zip Code)

(800) 277-2175
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12 (b) of the Act:
Title of each class Name of each exchange on which registered

Common stock, $2.50 par value per share The NASDAQ Global Select MarketsM
Securities registered pursuant to Section 12 (g) of the Act: None.

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

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

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405
of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit
and post such files). Yes No I

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

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

Large accelerated filer Accelerated filer [ Non-accelerated filer [ Smaller reporting company [
(Do not check if a
smaller reportmg company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Act). Yes [1 No [X].

The aggregate market value of the voting stock of the registrant held by non-affiliates was $824,759,000 based on
the closing sale price of $50.39 per share on June 30, 2013. For purposes of the foregoing calculation only, all directors
and executive officers of the registrant have been deemed affiliates. The number of shares of common stock outstanding
as of February 26, 2014 was 24,104,396.

Documents Incorporated by Reference

Portions of the Registrant’s Definitive Proxy Statement for its 2014 Annual Meeting of Shareholders are
incorporated by reference into Part IIJ, Items 10 - 14 of this form 10-K.
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Forward-Looking Statements

The disclosures set forth in this Report are qualified by Part I, Item 1A. Risk Factors and the section
captioned “Forward-Looking Statements” in Part II, Item 7. Management’s Discussion and Analysis of
Firiancial Condition and Results of Operations of this Report and other cautionary statements set forth
elsewhere in this Report. '

» PART 1
Item 1. Business.

First Financial Holdings, Inc. (formerly SCBT Financial Corporation), headquartered in Columbia,
South Carolina, is a bank holding company incorporated in 1985 under the laws of South Carolina. We
provide a wide range of banking services and products to our customers through our wholly-owned
bank subsidiary, SCBT (the “Bank™), a South Carolina-chartered commercial bank that opened for
business in 1934. We operate as NCBT, a division of the Bank, in Mecklenburg County of North
Carolina, Community Bank & Trust (“CBT”), a division of the Bank, in northeast Georgia, The
Savannah Bank (“Savannah”), a division of the Bank, in coastal Georgia, and First Federal Bank
(“First Federal™), a division of the Bank, in coastal South Carolina and North Carolina. The Bank also
operates Minis & Co., Inc. and First Southeast 401k Fiduciaries, both wholly owned registered
investment advisors; and First Southeast Investor Services, a wholly owned broker dealer. We do not
engage in any significant operations other than the ownership of our banking subsidiary.

. On July 26, 2013, SCBT Financial Corporation entered into a business combination with First
Financial Holdings, Inc., of Charleston, South Carolina (“FFCH”), and changed its name from “SCBT
Financial Corporation” to “First Financial Holdings, Inc.” Unless otherwise mentioned or unless the
context requires otherwise, references herein to the “Company” “we,” “us,” “our” or similar references
mean First Financial Holdings, Inc. and its consolidated subsidiaries. References to the “Bank” mean. -
the Company’s wholly-owned bank subsidiary, SCBT, a South Carolina banking corporation.

The Company is a legal entity separate and distinct from the Bank. 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. The Company’s operating revenues and net income are derived primarily from cash
dividends received from our Bank. } : C ' -

Our Bank provides a full range of retail and commercial banking services, mortgage lending
services, trust and investment services, and consumer finance loans through financial centers in South
Carolina, North Carolina, northeast Georgia, and coastal Georgia. At December 31, 2013, we had
approximately $7.9 billion in assets, $5.6 billion in loans, $6.6 billion in deposits, $981.5 million in
shareholders’ equity, and market capitalization of approximately $1.6 billion.

We began operating in 1934 in Orangeburg, South Carolina and have maintained 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 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 the business under our guiding principles of soundness,
profitability and growth. Below are highlights of our expansion efforts over the past three years:

* On July 26, 2013, the Company completed the business combination wherein First Financial
Holdings, Inc. (“FFCH”), of Charleston, South Carolina, a bank holding company merged into
the Company, and First Federal Bank merged into the Bank. The remaining subsidiaries became
subsidiaries of the Bank, and included First Southeast 401k Fiduciaries, a wholly owned
registered investment advisor, and First Southeast Investor Services, a wholly owned broker
dealer.



° ¢ On December 13, 2012, the Company completed the business combination wherein The -
Savannah Bancorp, Inc. (“Savannah™), of Savannah, Georgia, a bank holding company merged
into the Company, and The Savannah Bank, N.A., Bryan Bank and Trust merged into the Bank

. and Minis & Company, Inc., a registered 1nvestment advisory firm became a wholly-owned
subsidiary of the Bank. As of February 9, 2013, the Company had successfully completed the
~ operational conversion of Savannah.,

* On April 24, 2012, the Company completed the busmess combination whereln the Peoples
Bancorporation, Inc. (“Peoples”), of Easley, South Carolina, the bank holding company merged
into the Company, and bank subsidiaries, The Peoples National Bank (“PNB”), Bank of
Anderson (“BOA”), and Seneca National Bank (“SNB”) merged into the Bank.

¢ On July 29, 2011, the Company completed the acquisition of all of the deposits, certain other
borrowings, and certain assets of BankMeridian, a full service community bank headquartered in
‘Columbia, South Carolina, in a Federal Deposit Insurance Corporation (“FDIC”) -assisted
transaction. The transaction initially added three banking locatlons in total in Columbia;
Spartanburg, and Hilton Head Island, South Carolina. :

* On February 18, 2011, the Company completed the acquisition of all of the deposits, certain
other borrowings, and certain assets of Habersham, a full service Georgia-state-chartered ‘
‘community bank headquartered in Clarkesville, Georgla in a FDIC-assisted transactlon The
transaction initially added eight bankmg locations in: Northeast Georgia.

Our principal executive offices are located at 520 Gervais Street Columbla 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. '

Avallable Informatmn

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 (the “Exchange Act™) 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 Securities and Exchange Commission (the “SEC”). These filings are also
accessible on the SEC’s website at www.sec.gov. In addition, we make available on our website
(www.scbtonline.com) 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, Executive, Wealth Management and Trust, and Corporate Governance & Nominating
Committees of our board of directors. These materials are available to the general public on our
website free of charge. Printed copies of these materials are also available free of charge to
shareholders who request them in writing. Please address your request to: Financial Management
Division, First Financial Holdings, Inc., 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 Exchange Act are also available through our website,
www.scbtonline.com. The information on our website is not incorporated by reference into this report.

Territory Served and Competition

We serve customers and conduct our business from 137 financial centers in 19 South Carolina
counties, 4 North Carolina counties, 10 northeast Georgia counties, and 2 coastal Georgia counties.
NCBT, CBT, TSB and First Federal are divisions of SCBT. NCBT operates from 3 financial centers in
Mecklenburg County of North Carolina; CBT operates from 18 financial centers in 10 Northeast
Georgia counties; Savannah operates from 7 financial centers in 2 coastal Georgia counties; and First



Federal operates: from 57 financial centers in 7 coastal South Carolma counties and 3 coastal North
Carolina counties.

We compete in the highly compet1t1ve bankmg and financial services industry. Our profrtablhty
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 expans1on
strategy.. : o

We experience strong competltron from both bank and non-bank competitors in ‘Certain markets.
Broadly speaking, we compete with national banks, super-regional banks, smaller community banks, and
non-traditional internet-based banks. We-compete for deposits and loans with commercial banks, and
credit unions. In addition, we compete with other financial intermediaries and investment alternatives
such as mortgage companies, credit card issuers, léasing 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 tlie same regulatory oversight, affording them a
competitive advantage in some mstances In many cases, our competitors have substantlally greater
resources 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 competitive interest rates on deposit accounts, competitive
interest rates charged on loans and other credit, and reasonable service charges. We believe our
customers also consider the quality and scope of the services provided the convenience of banking
fac1lrt1es, 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, by emphasizing customer service and by providing a wide variety of
services, we believe that our Bank has been able to compete successfully with our competitors,
regardless of the1r size.

Employees

As of December 31, 2013, our Bank had 2,106 full-time equ1valent employees compared to 1,324
as of the same date in 2012. We consider our relationship with our employees instrumental to the
success of our business. We provide most of 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 hrred
on or before December 31, 2005 (except for employees acquired in the SunBank acquisition in
November of 2005), and a 401(k) plan with employer match.

Regulation and SuperVISlon

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 the Company. The
regulatory framework under which we operate is intended primarily for the protection of depositors
and the FDIC’s Dep081t Insurance Fund and not for the protection of our security holders and
creditors. To the extent that the following information describes statutory and regulatory provisions, it is
qualified in its entirety by reference to the particular statutory and regulatory provisions. .



General

The current regulatory environment for financial institutions includes substantial enforcement
activity by the federal banking agencies, the U.S. Department of Justice, the SEC, 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.
In addition, as a South Carolina bank holding company organized under the South Carolina Banking
and-Branching Efficiency Act, we are subject to limitations on sale or merger and to regulation by the
South Carolina Board of Financial Institutions (the “SCBFI”). Our Bank is organized as a South
Carolina-chartered commercial bank. It is subject to regulation, supervision, and examination by the
SCBFI and the FDIC. The following discussion summarizes certain aspects of bankmg and other laws
and regulations that affect the Company and our Bank. : i

Under the Bank Holding Company Act (the “BHC Act”), our activities and those of our Bank are
limited to banking, managing or controlling banks, furnishing services to.or performing services for our
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
acqulrmg 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 SCBFI 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 Gramm-Leach- Bllley Act amended a number of federal banking laws affecting the Company
and our Bank. In particular, the Gramm-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 Gramm-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

In July 1994, South Carolina enacted leglslatlon which effectlvely provided that after June 30
1996, out-of-state bank holding companies may acquire other banks or bank holding companies in
South Carolina, sub]ect 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 creatlng 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.

North Carolina 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 could 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 imposed greater hmlts
on de novo branching by out-of-state banks, prior to the Dodd-Frank Wall Street Reform and
Consumer Protection Act (the “Dodd-Frank Act”), this prov1ded a hmlted barrier of entry into the
North Carolina banking market. :

Georgia did not opt-in to the provision allowing out-of-state banks to branch into their state.
Therefore, prior to the Dodd-Frank Act, interstate merger was the only method through which a bank
located outside of Georgia could branch into Georgia, which in effect provided a limited barrier of
entry into the Georgia banking market.

On July 21, 2010, the U.S. President signed into law the Dodd-Frank Act. The Dodd-Frank Act
removes previous state law restrictions on de novo interstate branching in states such as South
Carolina, North Carolina, and Georgia. This change effectively permits out-of-state banks to open de
novo branches in states where the laws of such state would permit a bank chartered by that sate to
open a de novo branch.

Obligations of Holding Company to its Subsidiary Banks

There are a number of obligations and restrictions imposed by law and regulatory policy on bank
holding companies with regard to their depository institution subsidiaries that are designed to minimize
potential loss to depositors and to the FDIC insurance fund in the event that the depository institution
becomes in danger of defaulting under its obligations to repay deposits. Under a policy of the Federal
Reserve Board, which was confirmed in the Dodd-Frank Act, 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 might not do so absent such policy. 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. :

The Federal Reserve Board also has the authority under the BHC Act to require a bank holding
company to terminate any activity or relinquish control of a nonbank subsidiary (other than a nonbank
subsidiary of a bank) upon the Federal Reserve Board’s determination that such activity or control
constitutes a serious risk to the financial soundness or stability of any subsidiary depository institution
of the bank holding company. Further, federal law grants federal bank regulatory authorities additional
discretion to require a bank holding company to divest itself of any bank or nonbank subsidiary if the
agency determines that divestiture may aid the depository institution’s financial condition.

In addition, the “cross guarantee” provisions of the Federal Deposit Insurance Act (“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 affrhates) of the
commonly controlled insured depository institutions. :

The FDIA also provides that amounts received from the liquidation or other resolution of any
insured deposrtory institution by any receiver must be distributed (after payment of secured clalms) 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 glve deposrtors a
preference over general and subordinated creditors and shareholders in the event a receiver is
appomted to dlstrrbute the assets of our Bank.

Any capital loans by a bank holding company to any of its subsidiary banks are subordlnate in
right of payment to depos1ts and to certain other indebtedness 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 prlorlty of payment.

The Dodd-Frank Wall Street Reform and Consumer Protection Act

On July 21 2010, President Obama signed into law the Dodd- Frank Act-which, among other
things, changes the -oversight and supervision of financial institutions, includes new .minimum capital
requirements, creates a new federal agency to regulate consumer financial products. and services-and
implements changes to corporate governance and compensation practices. The Dodd-Frank Act is
focused in large part on the financial services industry, particularly bank holding companies with
consolidated assets of $50 billion or more, and contains a number of provisions that will affect us,
including: :

* Minimum Levemge and Risk-Based Capital Requirements. Under the Dodd-Frank Act, the
appropriate federal bankmg agencies are required to. establish minimum leverage and risk-based
capital requirements on a consolidated basis for all insured depository institutions and bank
holding companies, which can be no less than the currently applicable leverage and risk-based
capital requirements for depository institutions. As a result, the Company and the Bank will be
subject to at least the same capital requirements and must include the same components in
regulatory capital.

* Deposit Insurance Modifications. The Dodd-Frank Act modifies the FDIC’s assessment base
upon which deposit insurance premlums are calculated. ‘The new assessment base will equal our
average total consolidated assets minus the sum of our average tangible equity during the
assessment period. The act also permanently raises the standard maximum insurance amount to

’ $250 000.

* . Creation of New Govemmental Authorities. . The Dodd-Frank Act creates ‘various new
governmental authorities such as the Financial Stability Oversight Council and the Consumer
Financial Protection Bureau (the “CFPB”), an independent regulatory authority. housed within
the Federal Reserve. The CFPB has broad authority to regulate the offering and provision of
consumer financial products. The CFPB officially came into being on July 21, 2011, and
rulemaking authority for a range of consumer financial protection laws (such as the Truth in
Lending Act, the Electronic Funds Transfer Act and the Real Estate Settlement Procedures Act,
among others) transferred from the Federal Reserve and other federal regulators to-the CFPB
on that date. The Dodd-Frank Act gives the CFPB authority to supervise and examine
depository institutions with more than $10 billion in assets for compliance with these federal



consumer laws. The authority to supervise and examine depository institutions with $10 billion or
less in assets for compliance with federal consumer laws will remain largely with those
institutions’ primary regulators. However, the CFPB may participate in examinations of these
smaller institutions on a “sampling basis” and may refer potential enforcement actions against
- such institutions to their primary regulators. The CFPB also has. supervisory and examination
authority over certain nonbank institutions that offer-consumer financial products. The ,
Dodd-Frank Act identifies a number of covered nonbank institutions, and also authorizes the
CFPB to identify additional institutions that will be subject to its jurisdiction. Accordingly, the
CFPB may participate in examinations of the Bank, which currently has assets of less than
$10 billion, and could supervise and examine our other direct or indirect subsidiaries that offer
consumer financial products or services. In addition, the act permits states to adopt consumer
protection laws and regulations that aré stricter than those regulations promulgated by the
CFPB, and state attorneys general are permitted to enforce consumer protection rules adopted
by the CFPB agamst certain institutions.

The Dodd-Frank Act also authorized the CFPB to establish certain minimum standards for the
origination of Tesidential mortgages, including a determination of the borrower’s ability to repay.
Under the Dodd-Frank Act, financial institutions may not make a residential mortgage loan
unless they make a “reasonable and good faith determination” that the consumer has a
“reasonable ability” to repay the loan. The Dodd-Frank Act allows borrowers to raise certain
defenses to foreclosure but provides a full or partial safe harbor from such defenses for loans
that are “qualified mortgages.” On January- 10, 2013, the CFPB published final rules to, among
other things, specify the types of income and assets that :may be considered in the
ability-to-repay determination, the permissible sources for verification, and the required methods
of calculating the loan’s monthly payments. Since then the CFPB made certain modifications to
these rules. The rules extend the requirement that creditors verify and document a borrower’s
income and assets to include all information that creditors rely on in determining repayment
ability. The rules also provide further examples of third-party documents that may be relied on
for such verification, such as government records and check-cashing or funds-transfer service
recelpts The new rules took effect on January 10, 2014. The rules also define ‘qualified
mortgages,” imposing both underwriting standards—for example, a borrower’s debt-to-income

_ ratio may not exceed 43%—and limits on the terms of their loans. Points and fees are subject to
'a relatively stringent cap, and the terms include a wide array of payments that may be made in
the course of closing a,loan. Certain loans, 1nclud1ng interest-only loans and negative
amortization loans, cannot be qualified mortgages.

* Executive Compensatzon and Corporate Governance Requirements. The Dodd-Frank Act requires
pubhc compames to include, at least once every three years, a separate non-binding “say on
pay”.vote in their proxy statement by which shareholders may vote on the compensation of the

_company’s named executive officers. In addition, if such companies are involved in a merger,
acquisition, or consolidation, or if they propose to sell or dispose of all or substantially all of
their assets, shareholders have a right to an advisory vote on any golden parachute arrangements
in connection with such transaction (frequently referred‘to as “say-on-golden parachute” vote).
Other provisions of the Dodd-Frank Act may impact our corporate governance. For instance, the
Dodd-Frank Act requires the SEC to adopt rules:

. prohlbltmg the listing of any equity security of a company that does not have an
1ndependent compensation committee; and

* requiring all exchange-traded companies to adopt clawback policies for incentive
compensation paid to executive officers in the event of accounting restatements based on
material non-comphance w1th financial reporting requlrements ~



The Dodd-Frank Act also authorizes the SEC to issue rules allowing shareholders to include
their own nominations for directors in a company’s proxy solicitation materials. Many provisions
of the Dodd-Frank Act require the adoption of additional rules to implement the changes. In
addition, the Dodd-Frank Act mandates multiple studies that could result in additional
legislative action. Governmental intervention and new regulations under these programs could
materially and adversely affect our business, financial condition and results of operations.

Basel Capital Standards

In December 2010, the Basel Commrttee on Banking Supervision (the “BCBS”) an 1nternat10nal
forum for cooperation on banking supervisory matters, announced the “Basel III” capital standards,
which substantially revised the existing capital requirements for banking organizations. Modest revisions
were made in June 2011.. The Basel: 11l standards operate in conjunction with portions of standards
previously released by the BCBS and commonly known as “Basel II” and “Basel 2.5.”. On June 7, 2012,
the Federal Reserve Board, FDIC, and the Office of the Comptroller of the Currency (the “OCC”)
requested comment on these proposed rules that, taken together, would implement the Basel regulatory
capital reforms through what we refer to herein as the “Basel III capital framework.”

On July 2, 2013, the Federal Reserve adopted a final rule for the Basel III capltal framework and
on July 9, 2013; the FDIC adopted the same provisions in the form of an “interim” final rule. The rule
will apply to all national and state:banks-and savings associations and most bank holding companies.
(including the Company) and savings and loan holding companies, which we collectively refer to herein

as “covered” banking organizations. The requirements in the rule begin to 'phase in on January 1, 2015
for covered banking organizations such as the Company. The requirements in the rule wﬂl be fully
phased in by January 1, 2019.

The rule i 1mposes hrgher risk-based capital and leverage requirements for dep051tory mstltutrons
including bank holding companies with consolidated assets of $500 million or more (such as the
Company), than those’ currently in place. Spemfrcally, the rule imposes the: followmg minimum capital
requrrements .

'* a new common equrty Tier 1 risk-based caprtal ratio of 4. 5%, - ;
* a Tier 1 risk- based capital ratio -of 6% (increased from. the current 4% requlrement)
* a total rlsk based capital ratio of 8% (unchanged from current requlrements)"and

*a leverage ratio of 4% (currently 3% for depository. institutions with the hlghest supemsory
composite ratlng and 4% for other depository 1nst1tut10ns)

Under the rule, Tier 1 capttal is redefined to include two components: Common Equ1ty Tler 1
capital and additional Tier-1 capital. The new and highest form of capital, Common Equity Tier 1
capital, consists solely of common stock (plus related surplus), retained earnings, accumulated other
comprehensive income, and limited amounts of minority interests that are in the form of common
stock. Additional Tier 1 capital includes other perpetual instruments historically included in Tier 1
capital, such as ‘non-cumulative perpetual preferred stock. The rule permits bank holdrng comipanies
with-less than $15 billion in total consolidated asscts to continue to include trust preferred securities
and cumulative perpetual preferred stock issued before May 19, 2010 in Tier 1 capltal but not in
Common Equlty Tier 1 capital, subject to certain restrictions. Tier 2 capltal consists of instruments that
cuirently quahfy in Tier 2 capital plus instruments that the rule has d1squa11f1ed from T1er 1 capltal '
treatment )

In addttron in order to avord restrictions. on .capital drstrlbutlons or dlscretlonary bonus payments
to executives, a covered banking organization must maintain a “capital conservation buffer” on top.of
its minimum risk-based capital requirements. This buffer must consist solely of Tier 1 Common Equity,
but the buffer applies to all three measurements (Common Equity Tier 1, Tier 1 capital and total



capital). The capital conservation buffer will be phased in incrementally over time, becoming fully
effective on January 1, 2019, and will consist of an additional amount of common equity equal to 2.5%
of risk-weighted assets. :

The current capital rules require certain deductions from or adjustments to capital. The final rule
retains many of these deductions and adjustments and also provides for new ones. As a result,
deductions from Common Equity Tier 1capital will be required for goodwill (net of associated deferred
tax liabilities); intangible assets such as non-mortgage servicing assets and purchased credit card _
relationships (net of associated deferred tax liabilities); deferred tax assets that arise from net operatirig
loss and tax credit carryforwards (net of any related valuations allowances and net of deferred tax
liabilities); any gain on sale in connection with a securitization exposure; any defined benefit pension
fund net asset (net of any associated deferred tax liabilities) held by a bank holding company (this
provision does not apply to a bank or savings association); the aggregate amount of outstanding equity
investments (including retained earnings) in financial subsidiaries; and identified losses. Other
deductions will be necessary from different levels of capital.

Additionally, the final rule provides for the deduction of three categories of assets: (i) deferred tax
assets arising from temporary differences that cannot be realized through net operating loss carrybacks
(net of related valuation allowances and of deferred tax liabilities), (ii) mortgage servicing assets (net of
associated deferred taxliabilities) and (iii) investments in more than 10% of the issued and outstanding
common stock of unconsolidated financial institutions (net of associated deferred tax liabilities). The
amount in each category that exceeds 10% of Common Equity Tier 1 capital must be deducted from
Common Equity Tier 1 capital. The remaining, non-deducted amounts are then aggregated, and the
amount by which this total amount exceeds 15% of Common Equity Tier 1 capital. must be deducted
from Common Equity Tier 1 capital. Amounts of minority investments in consolidated subsidiaries-that
exceed certain limits and investments in unconsolidated financial institutions may also have to be
deducted from the category of capital to which such instruments belong.

Accumulated other comprehensive income (“AOCI”) is presumptively included in. Common Equity
Tier 1 capital and often would operate to reduce this category of capital. The final rule provides a
one-time opportunity at the end of the first quarter of 2015 for covered banking organizations to opt
out of much of this treatment of AOCI. The final rule also has the effect of increasing capital
requirements by increasing the risk weights on certain assets, including high volatility commercial real
estate, mortgage servicing rights not includable in Common Equity Tier 1 capital, equity exposures, and
claims on securities firms, that are used in the denominator of the three risk-based capital ratios.

The ultimate impact of the rule on the Company and the Bank is currently being reviewed and is
dependent upon when certain requirements of the rule will be fully phased in. While the rule contains
several provisions that would affect the mortgage lending business, at this point we cannot determine
the ultimate effect that the rule will have upon our earnings or financial position.

Volcker Rule

Section 619 of the Dodd-Frank Act, known as the “Volcker Rule,” prohibits any bank, bank
holding company, or affiliate (referred to collectively as “banking entities”) from engaging in two types
of activities: proprletary trading” and the ownership or sponsorship of private equity or hedge funds
that are referred to as “covered funds.” On December 10, 2013, our primary federal regulators, the
Federal Reserve Board and the FDIC, together with other federal banking agencies and the SEC and
the Commodity Futures Trading Commission, finalized a regulation to implement the Volcker Rule.
The deadline for compliance with the Volcker Rule is July 21, 2015. At December 31, 2013, the
Company has evaluated our ‘securities. portfoho and has determmed that we do not hold any covered
funds . - . ; : .
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Proprietary tradlng includes the purchase or sale as principal of any security, derivative, commodity
future; or option on any such instrument for the purpose of benefitting from short-term price
movements or realizing short-term profits. Exceptions apply, however. Trading in U.S. Treasuries,
obligations or other instruments issued by a government sponsored enterprise, state or municipal
obligations, or obligations of the FDIC is permitted. A banking entity also may trade for the purpose of
managing its liquidity, provided that it has a bona fide liquidity management plan. Trading activities as
agent, broker or custodian; through a deferred compensation or pensmn plan; as trustee or fiduciary on
behalf of customers; in order to satisfy a debt previously contracted; or in repurchase and securities
lending agreements are permltted Additionally, the Volcker Rule permits banking entities to engage in
tradmg that takes the form of rlsk-mltlgatlng hedging act1v1t1es

The covered funds that a banking entity may not sponsor or hold on ownership interest in are,
with certain exceptions, funds that are exempt from registration under the Investment Company Act of
1940 because they either have 100 or fewer investors or are owned exclusively by “qualified investors”
(generally, high net worth individuals or entities). Wholly owned subsidiaries, joint ventures and
acquisition vehicles, foreign pension or retirement funds, insurance company separate accounts
(including bank-owned life insurance), pubhc welfare investment funds, and entities formed by the
FDIC for the purpose of disposing of assets are not covered funds, and a bank may invest in them.
Most securitizations also are not treated as covered funds. -

The regulation as issued on December 10,2013, treated collateralized debt obhgatlons backed by
trust preferred securities as covered funds and accordingly. subject to divestiture. In an interim final
rule issued on January 14, 2014, the agencies exempted collateralized debt obligations (“CDOs”) issued
before May 19, 2010, that were backed by trust preferred securities issued before the same’date by a
bank with total consolidated assets of less than $15 billion or by a mutual holding company and that
the bank holding the CDO interest had purchased before December 10, 2013, from the Volcker Rule
prohibition. This exemptlon does not extend to CDOs backed by trust-preferred securities 1ssued by an
insurance company.

Prompt Corrective Action.

As an insured depos1t0ry 1nst1tut10n the Bank is requlred to comply with the capltal requ1rements
promulgated under the FDIA and the regulations under it, which set forth five capital categories, each
with spec1flc regulatory consequences. Under current regulations, the categories are as noted below. -
Beginning 'in January 2015, however, the minimum capital levels for each prompt corrective action
category will be increased pursuant to the new capital regulations adopted in July 2013, described
above under “Recent Legislative and Regulatory Initiatives to Address the Financial and Economic
Crises—Basel Capital Standards.”- The followmg is a list of the current criteria for each prompt
corrective action category: : :

* Well Capltahzed—The institution exceeds the required mlmmum level for each relevant capital
measure A well capitalized institution:

* has- total rlsk-based capital ratio of 10% or greater; ‘and
e has a Tier 1 risk-based cap1ta1 ratio of 6% or greater; and
* hasa leverage capital ratio of 5% or greater; and

« is not sub]ect to any order or written directive to meet and maintain a. specnflc capital level
for any capital measure.
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* . Adequately Capitalized-—The institution meets the required minimum level for each relevant
capital measure. The institution may not make a capital distribution if it would result in the
institution becoming undercapitalized. An adequately capitalized institution:

* has a total risk-based capital ratlo'of 8% or greater; and
~* has a Tier 1 r1sk based capital ratio of 4% or. greater; and.

* hasa leverage cap1tal ratio of 4% or greater or a leverage capital ratio of 3% or greater if
the institution is rated composite 1 under the CAMELS (Capital, ‘Assets, Management
Earnings, Liquidity and Sensitivity to markét rlsk) rating system :

* Undercapitalized—The institution fails to meet the requ1red mlnlmum level for any relevant
cap1ta1 measure. An undercap1tal1zed institution: :

. has a total risk- based capital ratio of less than 8%; or
* has a Tier 1- rlsk-based caprtal ratio of less than 4%; or

* hasa leverage capital ratio of less than 4%, or if the 1nst1tut1on is rated. a composne 1
‘under the CAMELS rating system, a leverage capital ratio of less than 3%.

* Significantly Undercapitalized—The institution is significantly below the required minimum level
for any relevant capital measure. A significantly undercapitalized institution:

* has a total risk-based capital ratio of less than 6%; or: -
* has a Tier 1 riskfbased capital ratio of less than 3%;er ,
* has a leverage capital ratio of less than 3%.

* Critically Undercapltahzed——The institution fails to meet a critical capital level set by the
appropriate federal banking agency. A critically undercapitalized institution has a ratio of
tangible equity to total assets that is equal to or less than 2%.

If the applicable federal regulator determines, after notice and an opportunity for hearing, that the
institution is in an unsafe or unsound condition, the regulator is authorized to reclassify the institution
to the next lower capital category (other than critically undercapltahzed) and require the subm1ss1on of
a plan to correct the unsafe or unsound condition.

If the institution is not well capitalized, it cannot accept brokered deposits without prior FDIC
approval. Even if approved, rate restrictions will govern the rate the institution may pay on the
brokered deposits. In addition, a bank that is undercapitalized cannot offer an effective yield in excess
of 75 basis points over the “national rate” paid on deposits (including brokered deposits, if approval is
granted for the bank to accept them) of comparable size and maturity. The “national rate” is defined
as a simple average of rates paid by insured depository institutions and branches for which data are
available and is published weekly by the FDIC. Institutions subject to the restrictions that believe they
are operating in an area where the rates paid on deposits are higher than the “national rate” can use
the local market to determine the prevailing rate if they seek and receive a determination from the
FDIC that it is operating in a high-rate area. Regardless of the determination, institutions must use the
national rate to determine conformance for all deposits outside their market area.

Moreover, if the institution becomes less than adequately capitalized, it must adopt a capital
restoration plan acceptable to the FDIC. The institution.also would become subject to- increased
regulatory oversight, and is increasingly restricted in the scope of its permissible activities. Each
company having control over an undercapitalized institution also must provide a limited guarantee that
the institution will comply with its capital restoration plan. Except under limited circumstances
consistent with an accepted capital restoration plan, an undercapitalized institution may not grow. An
undercapitalized institution may not acquire another institution, establish additional branch offices or
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engage in any new line of business unless it is determined by the appropriate federal banking agency to
be consistent with an accepted capital restoration plan, or unless the FDIC determines that the ‘
proposed action will further the purpose of prompt corrective action. The appropriate federal bankmg
agency may take any action authorized for a significantly undercapitalized institution if an
undercapitalized institution fails to submit an acceptable capital restoration plan or fails in any material
respect to implement a plan accepted by the agency. A critically undercapitalized institution is subject
to having a receiver or conservator appointed to manage its affairs and for loss of its charter to
conduct banking act1v1tles

An insured depository institution may not pay a management fee to a bank holdmg ‘company
controlling that institution or any other person having control of the institution if, after making the
payment; the institution would be undercapitalized. In addition, an institution cannot make a capital -
distribution, such as a dividend or other distribution that is in substance a distribution of capital, to the
owners of the institution if following such a distribution the institution would be undercapitalized.

As of December 31, 2013, the Bank’s regulatory capital surpassed the Ievels required to be
considered “well capitalized.”:

As further described under “Recent Legislative and Regulatory Initiatives to Address the Financial
and Economic Crises—Basel Capital Standards,” the Basel Committee released in June 2011 a revised
framework for the regulation of capital and liquidity of internationally active banking organizations.
The new framework is generally referred to as “Basel IT1I”. As discussed above, Basel III when fully
phased-in, will require: certain bank holding companies and their bank subsidiaries to maintain
substantially more capital, with a greater emphasis on common equity. On July 2, 2013, the Federal
Reserve Board adopted a final rule implementing the Basel III standards and complementary parts of
Basel II and Basel 2.5. On July 9, 2013, the FDIC adopted the same provisions in the form of an

“interim” final rule . ‘

Payment of Dtvzdends

The Company is a legal entity separate and distinct from the Bank. The Federal Reserve Board
has issued a policy statement on the payment of cash dividends by bank holding companies, which
expresses the Federal Reserve Board’s view that a bank holding company generally should' pay cash
dividends only to.the extent that the holding company’s net income for the past year is sufficient to
cover both the cash dividends and a rate of earnings retention that is'consistent with the holding
company’s capital needs, asset quality, and overall financial condition. The Federal Reserve Board also
indicated that it would be inappropriate for a-bank holding company experiencing serious financial
problems ‘to borrow funds to pay dividends. Funds for cash distributions to our shareholders are
derived primarily from dividends received from our Bank. 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 indirectly restrict the ability of the Company to pay dividends.
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The Company pays cash dividends to shareholders from its assets, which are mainly provided by
dividends from the Bank. However, certain restrictions exist regarding the ability -of its subsidiary to
transfer. funds to the Company in form of cash dividends, loans or advances. The approval of the South.
Carolina Board of Financial Institutions (“SCBFI”) is required to pay dividends that exceed current
year’s net income. The Federal Reserve Board, the FDIC, and the OCC have issued policy statements
which provide that bank holding companies and insured banks should generally only pay dividends out
of current operating earnings.

In addition to the foregoing, the ability of the Company and the Bank to pay dividends may be
affected by the various minimum capital requirements and the capital and non-capital standards
established under the FDICIA, as described above. The right of the Company, its shareholders, and its
creditors to participate in any distribution of the assets or earnings of its subsidiary is further subject to
the prior claims. of creditors of our Bank.

In January of 2014, the Bank requested and received approval from the SCBFI to pay a special
dividend of $31.4 million. These funds, along with a normal level of Bank dividends, would allow for
the Company to have sufficient funds to redeem $65.0 million of outstanding preferred stock. The
Company has received all necessary regulatory approvals to redeem the outstanding preferred stock
(see Note 31—Subsequent events for more information). ‘ '

Certaih Transactions by the Company and its Affiliates

Various legal limitations restrict the Bank from lending or otherwise supplying funds to the
Company or its non-bank subsidiaries. The Company and the Bank are subject to. Sections 23A and -
23B of the Federal Reserve Act and Federal Reserve Regulation W. Section 23A of the Federal
Reserve Act places limits on the amount of loans or extensions of credit to, or investments in, or
certain other transactions with, affiliates and on the amount of advances to third parties collateralized
by the securities or obligations of affiliates. The aggregate of all covered transactions is limited in
amount, as to any one affiliate, to 10% of the Bank’s capital and surplus and, as to all affiliates
combined, to 20% of the Bank’s capital and surplus. Furthermore, within the foregoing limitations as to
amount, each covered transaction must meet specified collateral requirements. The Bank is forbidden
to purchase low quality assets from an affiliate. ‘ '

Section 23B of the Federal Reserve Act,-among other things, prohibits a bank from engaging in
certain transactions with certain affiliates unless the transactions are on terms and under circumstances,
including credit standards, that are substantially the same, or at least as favorable to such bank or its
subsidiaries, as those prevailing at the time for comparable transactions with or involving other
nonaffiliated companies. If there are no comparable transactions, a bank’s (or one of its subsidiaries’) -
affiliate transaction must be on terms and under circumstances, 1nclud1ng credit standards, that in good
faith would be offered to, or would apply to, nonaffiliated companies..

Regulation W generally excludes all non-bank and non-savings association subsidiaries of banks
from treatment as affiliates, except to the extent that the Federal Reserve decides to treat these
subsidiaries as affiliates.

The Bank is also subject to certain restrictions on extensions of credit to executive officers,
directors, certain principal shareholders, and their related interests. Those extensions of credit:

* must be made on substantially the same terms, including interest rates and collateral, as those
prevailing at the time for comparable transactions with third parties; and

* must not involve more than the normal risk of repayment or present other unfavorable features.

Effective as of July 21, 2011, the Dodd-Frank Act expands the definition of affiliate for purposes
of quantitative and qualitative limitations of Section 23A of the Federal Reserve Act to include mutual

14



funds advised by a depository institution or its affiliates. The Dodd-Frank Act will apply Section 23A
and Section 22(h) of the Federal Reserve Act (governing transactions with insiders) to derivative
transactions, repurchase agreements and securities lending and borrowing transaction that create credit
exposure to an affiliate or an insider. Any such transactions with affiliates must be fully secured. The -
current exemption from Section 23A for transactions with financial subsidiaries will be eliminated. The
Dodd-Frank Act will additionally prohibit an insured depository institution from purchasing an asset
from or selling an asset to an insider unless the transaction is on market terms and, if representmg
more than 10% of capital, is approved in advance by the disinterested directors.

Insurance of Deposits

The deposits of the Bank are insured up to applicable limits by the Deposit Insurance Fund of the
FDIC. The Dodd-Frank Act permanently increased the maximum amount of deposit insurance for
banks, savings associations and credit unions to $250,000 per account. 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.

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. These assessments, 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 if it
determines after a notice-and 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. 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, remain insured for a period of six months to two years, as
determined by the FDIC. Management is not aware of any practice, condition or violation that might
lead to termination of the Bank’s deposit insurance.

Incentive Compensation

In June 2010, the Federal Reserve Board, the FDIC and the OCC issued comprehensive final
guidance on incentive compensation policies intended to ensure that the incentive compensation
policies of banking organizations do not undermine the safety and soundness of such. organizations by
encouraging excessive risk-taking. The guidance, which covers all employees that have the ability to
materially affect the risk profile of an organization, either individually or as part of a group, is based
upon the key principles that a banking organization’s incentive compensation arrangements should
(i) provide incentives that do not encourage risk-taking beyond the organization’s ability to effectively
identify and manage risks, (ii) be compatible with effective internal controls and risk management, and
(iif) be supported by strong corporate governance, including active and effective oversight by the
organization’s board of directors. .

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

Anti-Tying Restrictions

Under amendments to the Bank Holding Company Act and Federal Reserve Board regulatlons a
bank is prOhlblth from engaging in certain tying or reciprocity arrangements with its customers. In
general, a bank may not extend credit, lease, sell property, or furnish any services or fix or vary the
consideration for these on the condition that:

* the customer obtain or provide some additional credit, property, or services from or to the bank,
the bank holding company or its sub51d1arles or

* the customer not obtain some other credit, property, or services from a competitor, except to the
extent reasonable conditions are imposed to assure the soundness of the credit extended.

Certain arrangements are permissible: a bank may offer combined-balance products and may
otherwise offer more favorable terms if a customer obtains two or more traditional bank products; and
certain foreign transactions are exempt from the general rule. A bank holding company or any bank
affiliate also is subject to anti-tying requirements in connection with electronic benefit transfer services.

Community Reinvestment Act

The Community Reinvestment Act requires a financial institution’s primary regulator, which is the
FDIC for the Bank, to evaluate the record of each financial institution in meeting the credit needs of
its local community, including low and moderate income neighborhoods. These factors are also
considered in-evaluating mergers, acquisitions and applications to open a branch or facility. Failure to
adequately meet these criteria could result in the imposition of additional requirements and limitations
on the institution. Additionally, the institution must publicly disclose the terms of various Community -
Reinvestment Act-related agreements. In its most recent CRA examination, the Bank received a
“satisfactory” rating.

Consumer Protection Regulations

Activities of the Bank are subject to a variety of statutes and regulations designed to protect
consumers. Interest and other charges collected or contracted for by the Bank are subject to state usury
laws and federal laws concerning interest rates. The loan operations of the Bank are also subject to
federal laws and regulations applicable to credit transactions, such as:

* the Dodd-Frank Act that created the CFPB within the Federal Reserve Board, which has broad
rule-making authority over a wide range of consumer laws that apply to all insured depository
institutions;

* the federal Truth-In-Lending Act and Regulation Z; governing disclosures of credit terms to
consumer.borrowers and including substantial new requlrements for mortgage lendlng, as
mandated by the Dodd-Frank Act;

» the Home Mortgage Disclosure Act of 1975 and Regulation C, 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;

* the Equal Credit Opportunity Act and Regulation B, prohibiting discrimination on the basis of
“race, color, religion, or other prohibited factors in extending credit; '

* the Fair Credit Reportmg Act of 1978, as amended by the Fair and Accurate Credit Transactions
Act and Reégulation V, as well as the rules and regulations of the FDIC, governing the use and
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provision of'information to credit reporting- agenmes certain 1dent1ty theft protections and
certain credit and other disclosures;- : : . o

e the Falr Debt Collection Practices Act and Regulatlon F governing the manner in which
consumer debts may be collected by collection agencies; and

«_the Real Estate Settlement Procedures Act and Regulatlon X, which governs aspects of the
settlement process for residential mortgage loans.

~ The d_epos;t operations of the Bank are also sub]ect to_, federal’ laws, such.a,s:,

*‘the Right to Financial Privacy Act, which imposes a duty to maintain confidentiality of consumer
- financial recotrds and prescribes procedures for complylng with admmlstratlve subpoenas of
financial records; - : ‘ R .

« the Electronic Funds Transfer Act and Regulation E, which governs automatic deposits to and b‘
withdrawals from deposit accounts and customers’ rights and liabilities arising from the use of
automated teller machines and other electronic banking services; and

« the Truth in Savmgs Act and Regulatlon DD, which requlres depos1tory institutions to provide
. disclosures so that consumers can make meaningful comparisons about depository institutions.

Enfbrcement Powers ‘

The Bank and its “institution-affiliated parties,” including its management, employees, agents,
independent contractors, and consultants such as attorneys and accountants and others who participate
in the conduct of the financial institution’s affairs, are subject to potential civil and criminal penalties
for violations.of law, regulations or ‘written orders of a government agency. These practices can include
the failure of an institution to timely file required reports or the filing of false or misleading
information or the submission of inaccurate reports. Civil penalties may be as high as $1,375, 000 a day
for certain v1olat10ns Criminal penaltles for some financial institution crimes have been increased to
20 yeats.

In addition, regulators are provided with considerable flexibility to commence enforcement actions
against institutions and institution-affiliated parties. Possible enforcement actions include the
termination of deposit insurance. Furthermore, banking agencies” have expansive power to issue
cease-and-desist orders. These orders may, among other ‘things, require affirmative action to correct any
harm resulting from a violation or practice, including restitution; reimbursement, indemnifications or
guarantees against loss. A financial institution may also be ordered to restrict its growth, dispose of
certain assets, rescind agreements or contracts or take other actions as determmed by the ordering
agency to be approprlate

The number. of government entities authorized to take actlon against the Bank has expanded
under the Dodd-Frank Act. The FDIC continues to have primary enforcement authority with respect to
the Bank. In addition, the CFPB also has back-up enforcement authority with respect to the consumer
protection statutes above. Specifically, the CFPB may request reports from and conduct limited
examinations of the Bank in conducting investigations involving the consumer protection statutes.
Further, state attorneys general may bring civil actions or other proceedings under the Dodd-Frank Act
or regulatlons against state-chartered banks, including the Bank. Prior notice to the CFPB and the
FDIC would be necessary for an action against the Bank. :

Antz-Money Laundermg

Financial institutions must maintain anti-money laundering programs that include estabhshed
internal policies, procedures and controls; a designated compliance officer; an ongoing employee
training program; and testing of the program by an independent audit function. Financial institutions

i
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are also prohibited from entering into specified financial transactions and account relationships and
must meet enhanced standards for due diligence and “knowing your customer” in their dealings with
foreign financial institutions, foreign customers and other high risk customers. Financial institutions
must take reasonable steps to conduct enhanced scrutiny of account relationships to guard against
money laundering and to report any suspicious transactions, and recent laws provide law enforcement
authorities with increased access to financial information maintained by banks. Anti-money laundering
obligations have been substantially strengthened as a result of the USA PATRIOT Act (the “Patriot
Act”) enacted in 2001 and renewed through 2015, as described below. Bank regulators routinely
examine institutions for compliance with these obligations, and this area has become a particular focus
of the regulators in recent years. In addition, the regulators are required to consider compliance in
connection with the regulatory review of applications. The regulatory authorities have been active in
imposing “cease and desist” orders and money penalty sanctions against institutions found to be -
violating these obligations.

USA PATRIOT Act

The Patriot Act became effective on October 26, 2001 and amended the Bank Secrecy Act. The
Patriot Act provides, in part, for the facilitation of information sharing among governmental entities
and financial institutions for the purpose of combating terrorism and money laundering by enhancing
anti-money laundering and financial transparency laws, as well as enhanced information collection tools
and enforcement mechanics for the U.S. government, including:

* requiring standards for verifying customer identification at account opening;

* rules to promote cooperation among financial institutions, regulators and law enforcement
entities in identifying parties that may be involved in terrorism or money laundering;

* reports by nonfinancial trades and businesses filed with the Treasury Department’s Financial
Crimes Enforcement_ Network for transactions exceeding $10,000; and

» filing suspicious activities reports by brokers and dealers if they believe a customér may be
violating U.S. laws and regulations.

The Patriot Act requires financial institutions to undertake enhanced due diligence of private bank
accounts or correspondent accounts for non-U.S. persons that they administer, maintain, or manage.
Bank regulators routinely examine institutions for comphance with these obligations and are required
to consider compliance in connection with the regulatory review of applications.

Under the Patriot Act, the Financial Crimes Enforcement Network (“FinCEN”) can send the Bank
a list of the names of persons suspected of involvement in terrorist activities or money laundering. The
Bank may be requested to search its records for any relationships or transactions with persons on the
list. If the Bank finds any relationships or transactions, it.-must report those relationships.-or
transactions to FinCEN.

The Oﬂice of Foreign Assets Control

The Office of Foreign Assets Control (“OFAC”), which is an office in the U.S. Department of the
Treasury, is rcspons1ble for helping to ensure that U.S. entities do not engage in transactions with
“enemies” of the United States, as defined by various Executive Orders and Acts of Congress. OFAC
publishes lists of names of persons and organizations suspected of aiding, harboring or engaging’in
terrorist acts; owned or controlled by, or acting on behalf of target countries, and narcotics traffickers.
If a bank finds a name on any transaction, account or wire transfer that is on an OFAC list, it must
freeze or block the transactions on the account. The Bank has appointed a 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.. These checks are
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performed using software that is updated each time a modification is made to the lists provided by.
OFAC and other agencies of Specially Designated Nationals and Blocked Persons.

Privacy and Credzt Reporting

Financial 1nst1tuttons are required to disclose their p011c1es for collectmg and protecting
confidential information. Customers generally may prevent financial institutions from sharing nonpublic
personal financial information with nonaffiliated third parties except under narrow circumstances, such
as the processing of transactions requested by the consumer or when the financial institution is jointly
'sponsonng a product or service with a nonaffiliated third party. Addltlonally, financial 1nst1tutlons
generally may not disclose consumer account numbers to any nonaffiliated third party for use in
telemarketing, direct mail marketing or other marketing to consumers. The Bank’s policy is ot to
disclose any personal information unless permitted by law.

Like other lending institutions, the Bank uses-credit bureau data in its underwriting activities. Use..
of that data is regulated under the Federal Credit Reporting Act on a uniform, nationwide basis,
including credit reporting, prescreening, sharing of information between affiliates, and the use of credit
data. The Fair and Accurate Credit Transactions Act of 2003 allows states to enact identity theft laws
that are not inconsistent with the conduct required by the provisions of the act.

Check 21

The Check Clearing for the 21st Century Act gives “substitute checks,” such as a digital image of a
check and coples made from that image, the same legal standmg as the original paper check. Some of
the major provisions include:

« allowing check truncation without ‘making it mandatory;

* requiring every financial institution to communicate to accountholders in writing a description of
its substitute check processing program and their rights under the law;

. legahzmg substltutlons for and replacements of paper checks without agreemernt from
consumers;

* retaining in place the previoirsly mandated electronic collection and return of checks between
~ financial institutions only when individual agreements are in place;

* requiring that when accountholders request verification, financial institutions produce the
original check (or a copy that accuirately represents the original) and demonstrate that the
account debit was accurate and vahd and

- » generally requiring the re-crediting of funds to an individual’s account on the next business day
after a consumer proves that the financial institution has erred.

Fiscal and Monetaly Policy

Bankmg is a business that depends largely on 1nterest rate dlfferentlals In general the dlfference &
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.
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Proposed Legislation and Regulatory Action

New regulations and statutes are regularly proposed that contain wide-ranging provisions 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.

Executive Officers of First Financial Holdings, Inc.

Executive officers of First Financial Holdings, Inc. 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 over
the past five years, and terms of office as of February 26, 2014, are as follows:

Name (age)

Robert R. Hill, Jr. (47) .. . ... ... ...

John C. Pollok (48)

Joseph E. Burns (59)

Position and Five Year History

'With the Company Since

Chief Executive Officer and Director
President (2004 - 2013) President and .

-Chief Operating Officer of South

Carolina Bank and Trust (1999 - 2004)

Senior Executive Vice 'President,
Director (2012-Present), Chief
Financial Officer (2007 - 2010,

+2012-Present) and Chief Operatrng

Officer -

Senior Executive Vice President and“
Chief Credit Officer (2000 - 2009,

- 2013-Present) Chief Risk Officer

John E. Windley (61)

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

R. Wayne Hall (63)
Renee R. Brooks (44)

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

(2009 - 2013)

Chief Banking Officer and Pres1dent of .

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

" President and Director

/' Corporate Secretary and Chief

Administrative Officer Corporate
Secretary and Retail & Commercial

" Banking Officer (2009 - 2010)

Commercial Department Manager—
SCBT of the Piedmont (2005 - 2009)

1995

1996

2000

2002

2013
11996

None of the above officers are related and there are no arrangements or ﬁnderstandings between
them and any other person’ pursuant to which any of them was elected as an officer, other than
arrangements-or understandlngs with the directors or officers of the Company actmg solely in their

capacrtles as such
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Itéem-1A.- Risk Factors.

Our busmess operatlons 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 could
matérjally and adversely affect our busmess, financial condition or results of operatlons ‘We may also
be adversely affected by add1t1onal risks and uncertainties that management is not aware of or focused k
on or that we currently believe are immaterial to our business operatlons If any of such risks actually
occur, you could lose part or all of your investment. This Report is quahfred in its entlrety by these risk
factors.

General Busmess Rrsks

Negatzve developments in the ﬁnanctal mdustry, the domestlc and international credit markets and the
economy in general pose significant challenges for our mdustly and us and could adversely affect our
business, ﬁnam:lal condltlon and results of operattons

Negative developments that ‘began in the latter half of 2007 and that have contmued have now
began to show signs of improvement:both nationally and in our primary markets of South Carolina,. .
North Carolina, and Geergia. The competition for deposits and quality loans has increased significantly
glven the limited number -of qualified borrowers. As a result, we may face the following risks:

-« economic conditions that negatrvely affect housing prices and the jOb market may cause the
credit quahty of ‘our loan portfohos to deterlorate,

. market developments that affect consumer confrdence may cause adverse changes in payment
patterns by our customers; causing increases in delinquencies and default rates on loans and
.- other credit facilities;

* the processes that‘we use to estimate our allowance for loan and lease losses and reserves may
no‘longer be reliable because they rely on judgments, such as forecasts of economrc condrtlons
that may ho longer be capable of accurate estimation; :

e the value of our securltles portfollo may decline; and

* we face increased regulatlon of our mdustry, and the costs of compliance with such regulation
‘may increase.

These conditions or similar ones may continue to persist or worsen, causing us to. experience
continuing or increased adverse effects on our busmess fmanclal condition, results of operatrons and
the price of our common stock. ‘

Our estzmated allowance Jor loan losses may be madequate and an mcrease 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 Credrt 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 -
portfolio, prlmarliy secured by real estate, reduces loss exposure. At December 31, 2013, we had
approximately 28,046 of non- acquired and acquired non-credit impaired-loans secured by real estate
with an average loan balance of approximately $130,000. At December 31, 2013, we had
approximately 82,442 total non-acquired and acquired non-credit impaired loans with an average loan
balance of approximately $54,000. We evaluate the collectability of our loan portfolio and provide an
allowance for loan losses that we believe to be adequate based on a variety of factors: 1nclud1ng but not
limited to:-the risk characteristi¢s of various classifications of loans, previous loan loss experience,
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specific loans that have loss potential, delinquency trends, estimated fair market value of the collateral,
current economic conditions, the views of our regulators, and geographlc and industry loan
concentrations. If our evaluatlon is incorrect and borrower defaults cause losses that exceed our
allowance for loan losses, our earnmgs could be s1gmf1cant1y and adversely affected. These risks have
been exacerbated by the recent developments i 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 experlence losses in our loan portfolios or perceive adverse ‘
conditions and trends that may require us to significantly increase our allowance for loan losses in the
future, a decision that would reduce earnings.

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

A significant portlon of our non-acquired loan pof‘gfqlio is secured by real estate. As of ,
December 31, 2013, approximately 81.7% 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. We have identified -credit concerns with respect to certain loans in our loan portfolio-
which are primarily related to the downturn in the real estate market. The real estate market has been
substantially impacted by the current economic environment, increased levels of inventories of unsold
homes, and higher foreclosure rates. As a result, property. values for this type of collateral have
declined substantially. These loans carry a higher degree of risk than long-term financing of existing
real estate since repayment is dependent on the ultimate completion of the project or home and-
usually on the sale of the property or permanent financing. Slow housing conditions have affected some
of these borrowers’ ability to sell the completed projects in a timely manner, and we believe that these
trends are likely-to continue. In some cases, this downturn has resulted in impairment to the value of
our collateral and our ability to sell the collateral upon foreclosure. Further deterioration in the real
estate market may cause us to adjust our opinion of the level of credit quality in,our loan portfolio.
Such a determination may lead to an additional increase in our provisions for loan losses, which could
also adversely impact our business, financial condition, and results of operations.

If we fail to effectively manage credit risk and interest rate risk, our business and ﬁnancial condition will
suffer.

We must effectively manage credit risk. There are risks inherent in making any loan, including
risks with respect to the period of time over which the loan may be repaid, risks relating to proper loan
underwriting and guidelines, risks resulting from changes in economic and industry conditions, risks
inherent in dealing with individual borrowers and risks resulting from uncertainties as to the future
value of collateral. There is no assurance that our credit risk monitoring and loan approval procedures
are or will be adequate or will reduce the inherent risks associated with lending. Our credit
administration personnel, policies and procedures may not adequately adapt to changes in economic or
any other conditions affecting customers and the quality of our loan portfolio. Any failure to manage
such credit risks may materially adversely affect our busmess and our consohdated results of operatlons
and financial condltlon

We must also effectively manage interest rate risk. Because mortgage loans typically- have much
longer maturities than deposits or other-types of funding, rising interest rates can raise the cost of
funding relative to the value of the mortgage. We. manage this risk in part by holding adjustable rate
mortgages in portfolios and through other means. Conyersely, the value of our mortgage servicing
assets may fall when interest rates fall, as borrowers refinance into lower-yield loans. Given current
rates, material reductions in rates may not be probable, but as rates rise, then the risk increases. There
can be no assurance that we will successfully manage the lending and serv1cmg businesses through all
future interest-rate environments.
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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 whéther our initial estimate of the -
property’s value at completion of construction equals or exceeds the cost of the property construction
(including interest) and the availability of permanent take-out financing. 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, thie 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 business loans are typlcally based on the borrowers’ ablhty to repay the Ioans 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 following 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 suscepnble to a risk
of loss during a-downturn in the business cycle. Our underwrltlng, review, and monitoring cannot
el1m1nate all ‘of the risks. related to these loans: oo :

As of December 31 2013, our non- acquired and acquired non- credlt impaired outstanding
commercial real estate loans were equal to 94.1% 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 1mplement enhanced underwriting, internal controls, risk
management pohmes and portfolio stress testing, as well as possibly higher levels of allowances for
losses and capital levels as a result of commercial real estate lendmg growth and exposures o

Repayment of our comrmercial business loans is often dependent on the cash flows of the borrower, which may
be. nnpredzctable and the collateral securmg these loans may ﬂuctuate in value. :

Our commercial business loans are originated primarily based on the 1dent1f1ed cash flow and
general liquidity of the borrower and secondarily on the underlying collateral provided by the borrower
and/or repayment capacity of any guarantor. The borrower’s cash flow may be unpredictable, and
collateral securing these loans may fluctuate in value. Although commercial business loans are often -
collateralized by equipment, inventory, accounts receivable, or other business assets, the liquidation of
collateral in the event of default is often an insufficient source of repayment because accounts
receivable may be uncolléctible and inventories may be obsolete-or of limited use. In addition, business
assets may depreciate over time, may be difficult to appraise, and may fluctuate in value based on the
success of the business. Accordingly, the repayment of commercial business loans depends primarily on
the cash flow and credit worthiness of the borrower and secondarily on the underlying collateral value

provrded by the borrower and liquidity of the guarantor
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Changes in local economic conditions where we operate could have a negative effect.

Our success depends significantly on growth, or lack thereof, in population, income levels, deposits
and housing starts in the geographic markets in which we operate. The local economic conditions i
these areas have a significant impact on our commercial, real estate and construction loans, the ability
of borrowers to repay these loans, and the value of the collateral securing these loans. Unlike larger
financial institutions that are more geographically diversified, we are a regional banking franchise.
Adverse changes in, and further deterioration of, the economic conditions of the Southeast United -
States in general or in our primary markets imn South Carolina, Mecklenburg County and coastal North
Carolina, Northeast Georgia, and coastal Georgia could negatively affect our financial condition, results
of operations and profitability. A continuing deterioration in economic conditions could result in'the
following consequences, any of which could have a material adverse effect on our business:

r. -+ loan delinquencies may increase;
- ¢ problem assets and foreclosures may increase;
* demand for our products and services may decline; and

« collateral for loans that we make, especially real estate, may decline in value, in turn reducing a
customer’s borrowing power, and reducing the value of assets and collateral associated with the
our loans. g

Liquidity needs could adversely affect our results of operations and financial 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 Bark 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. : ’ -

The Company’s acquisition of FFCH may present certain risks to the Company’s business and operations.

On July 26, 2013, the Company completed the acquisition of FFCH, the bank holding company for
First Federal. The acquisition presents the following risks, among others: '

» the possibility that expected benefits may not materialize in the timeframe.expected or at all, or
may be more costly to achieve; : :

+ that the Compahy’s and FFCH’s respective businesses may not perform as expected due to
transaction-related uncertainty or other factors; :

e that the parties are unable to successfully implement integration strategies, due to challenges
associated with integrating complex systems, technology, banking centers, and other assets of
FFCH in a manner that minimizes any adverse effect on customers, suppliers, employees, and
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other constituencies and integrating FFCH’s workforce while mamtalnmg focus on providing
consistent, high quality customer service;

* reputational risks and the‘ reaction Q’_f the compan_ies’ customers to the transaction; and

* the acqui'sition may require diversion of the attention of the Company’s management and other
key employees from ongoing business activities, including the pursuit of other opportumtles that
could be beneficial to the Company. e

We may make ﬁtture acqmsmons,, which could dllute current shareholders stock ownership and expose us to
addtttonal risks. - L

In accordance with our strategic plan, we regularly evaluate opportunities to acquire other banks
and branch locations to expand the Company, including potential acquisitions of assets and liabilities of
target banks that are in receivership through the FDIC bid process for failed institutions as described
below. As a result, we may engage in acquisitions and other transactions that could have a material
effect on our operating results and financial condition, including short and long-term liquidity.

Our acquisition 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 potential future acquisitions
were determined to be impaired, then we. would. be required to recognize a charge agamst our earnings,
which could materially and adversely affect our results of operatlons durmg the period in which the
impairment was recognized. . ;

Our acqulsmon act1v1t1es could involve a number of addltronal risks, including the risks of:

. the p0351b111ty that expected beneflts may not materlahze in the tlmeframe expected or at all, or
may be more costly to achieve; . , : e :

. mcﬁrrmg the time and-expense associated with identifying’an‘d evaluating potential acquisitions -
-and ‘merger partners and negotiating potential transactions, resulting in management s attentron
belng dlverted from the operatlon of our exrstmg busmess, - o

. usmg maccurate estimates and ]udgments to evaluate credit, operations, management and
market risks with respect to the target institution or assets;

* incurring the time and eXpense required to-integrate the operations and personnel of the
combined businesses; .. - ., e S o C gt

* ‘the possibility that we will’ be unable to successfully implement integration strategies, due to
challenges associated: with integrating complex systems, technology, bankirig centers, and other "
assets of the acquired bank in a manner that mmlmlzes any adverse effect on customers, '
suppliers; emplOyees and other constltuenmes v : 2

* the possibility that the acqulsltlon may not be tlmely completed 1f at all;
e 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.

If we do not successfully manage these risks;-our ‘acquisition activities could: have a material effect
on our operating results and financial condition; including short and long-term liquidity.

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, 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 for limited disclosure about, and limited indemnification -
for, risks associated with the target banks (as-did the P&A Agreement related to our acquisition of

25



deposits (excluding brokered deposits), certain other borrowings and certain assets from CBT,
Habersham, BankMeridian, Plantation Federal Bank (“Plantation”) and Cape Fear Bank (“Cape
Fear”)). 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 futute 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 Agreements related to our acquisitions of deposits (excluding
brokered deposits), certain borrowings and certain assets from CBT, Habersham, BankMeridian,
Plantation and Cape Fear ; include such a true-up. provision.

In addition, the FDIC bid process 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 exposéd to difficulties in combining the operations of acquired businesses 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 acqulsmon activities, including our completed acquisition of FFCH. Inherent
uncertainties exist in integrating the operations of an acquired business. In addition, the markets and -
industries in which the Company 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 entity 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 contribute to the Company not achieving the expected benefits from its acquisitions
within desired time frames.

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

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.

Our ability to continue to receive the benefits of our loss share arrangements with the FDIC is condmoned
upon our compliance with certain requirements under the agreements.

We are the beneficiary of loss share agreements with the FDIC that call for the FDIC to fund a
portion of our losses on a majority of the assets we acquired in connection ‘with-our FDIC-assisted
transactions. To recover a portion of ‘our losses and retain the loss share protection, we must comply .
with certain requirements imposed by the agreements. The requirements of the agreements relate
primarily to our administration of the assets covered by the agreements, as well as our obtaining the
consent of the FDIC to engage in certain corporate transactions that may be deemed under the
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agreements to constitute a transfer of the loss share benefits. For example, among other transact1ons
the following transactions require the consent of the FDIC:

¢ any merger or consolidation of the Company in which our shareholders will own less than
sixty-six and two-thirds percent (66.66%) of the equity of the consolidated entity (in connection
with the merger with FFCH, the FDIC consented to the assumption by SCBT of the First
Federal purchase and assumption agreement with the FDIC related to Plantation and Cape.
Fear) or

* any sale of shares of our common stock, or securities convert1ble 1nto our common stock, by one
or more shareholders that will effect a change in control of the Company, as determined by the
FDIC with reference to the standards under the Change in Bank Control Act.

When the consent of the FDIC is required under the loss share agreements, the FDIC may
withhold its consent or may condition its consent on terms that we do not find acceptable. If the FDIC
does not grant its consent to a transaction we would like to pursue, or conditions its consent on terms
that we do not find acceptable, we may be unable to engage in a corporate transaction that might
otherwise benefit our shareholders or we may elect to pursue such a transaction without obtaining the
FDIC’s consent, which could result in termination of our loss share agreements with the FDIC.

Additionally, the loss sharing agreements have limited terms; therefore, any charge-off of related
losses after the term of the loss sharing agreements will not be reimbursed by the FDIC and will
negatively imipact our net income.

Our loss sharing arrangements with the FDIC will not cover all of our losses on loans we acquired through
the acqulsmons of CBT Habersham, BankMertdtan, Plantatwn, and Cape. Fear.

‘Although we have entered into loss share agreements with the FDIC that provide that the FDIC
will bear a significant portion of losses related to specified loan portfolios that we acquired through the
acquired banks, we are not protected for all losses resulting from charge-offs with respect to those
specified loan portfolios. Additionally, the loss sharing agreements have limited terms (10 years for
losses on single-family residential real estate loans, as defined by the FDIC, five years for losses on
non-residential real estate loans, as defined by the FDIC, and eight years with respect to recoveries on
non-residential real estate loans) Therefore, the FDIC will not reimburse us for any charge-off or
related losses that we experlence after the term of the loss share agreements, and any such charge-offs
would negatlvely impact our net income. Moreover, the loss share provisions in the loss share
agreement may be administered 1mproper1y, or the FDIC may interpret those provisions in a way
different than we do. In any of those events, our losses could increase.

The FDIC requires that we make a “true-up” payment to the FDIC tf our realtzed losses are less than
expected.

The loss share agreements between the bank and the FDIC with respect to CBT, Habersham, -
BankMeridian Plantation, and Cape Fear each contain a provision that obligates us to make a
“true-up” payment to the FDIC if the realized losses of each of these acquired banks are less than .
expected. The “true-up” calculation is scheduled to be made as of the 45th day following the last day
of the calendar month of the tenth anniversary of the closing of the acquisitions of the acquired banks.
Any such “true-up” payment that is materially higher than current estimates could have a negative
effect on our business, financial condltlon and results of operations.

We are esq)osed 10 a need for additional capital resources for the Jfuture and these capital resources may not be
available when needed or at all. :

We may need to incur additional debt or equity fmancmg in the future to make strategic
acquisitions or investments or to strengthen our capital position. Our ability to raise additional capital,
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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. Accordingly, we cannot provide assurance that
such financing will be available to us on acceptable terms or at all. If we cannot raise additional capital
when needed, our ability to further expand our operations through internal growth and acquisitions
could be materially 1mpa1red In addition, if we dec1de to raise additional equlty capltal our current
shareholders’ interests could be diluted.

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

We depend on our net interest income to drive profitability. Differences in volume, yields or
interest rates and differences in income earmng 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 partlcular
perlod if: :

eIna dechmng interest rate env1ronment more mterest earmng assets than interest- bearlng
- liabilities re—pnce or mature, or

« In a rising interest rate environment, more interest-bearing 11ab111t1es than mterest-earnlng assets
re-prlce or mature, or

* For acquired loans, expected total cash flows dechne

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 teceived on loans could narrow s1gn1flcant1y 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 negatlvely impact our net interest income when general interest rates continue
to rise periodically. : :

Our primary policy for managmg interest rate risk exposure involves monitoring exposure to
interest rate increases and decreases of as much as 200 basis points ratably over a 12-month perlod As
of December 31, 2013, the earnings simulations indicated that the impact of a 200 basis point increase
in rates over 12 months would result in an approximate 0.9% increase in net interest income—as
compared with a forward-rate curve interest rate scenario as the base case. As a result of the current
rate environment with federal funds rates bétween zero and 25 basis points, simulation analysis 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 somewhat asset sens1t1ve to the mdlcated change in interest rates
over a one-year honzon

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 r
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 timing 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 operatlons : :
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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 profitability.

Prepayment rates stem from consumer behavior, conditions in the housing and financial markets,
generaI United Stafes economic conditions, and the relatlve interest rates on fixed-rate and
adjustable-rate’ ‘Joas. 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 edch 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 w1th1n 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 prepaid instrument partlcularly in a period of declining
interest rates. : - :

Our htstortcal operatmg results may not be mdzcatzve of our future operatmg results.

We may not be able to sustain our historical rate of growth, and, consequently, our historical -
results of operations ‘will not necessarily be indicative of our future operations. Various factors, such as
economic conditions, regulatory and leglslatlve considerations, and competition, may also impede our
ability to expand our market presence. If we experience a significant decrease in our historical rate of
growth, -our results of operations and financial condition may be adversely affected because a high.
percentage of our operating costs-are fixed expenses:. :

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 operatlons 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 w111 continue to attract or retain such personnel.

If we are unable to oﬁ'er our key management personnel long-term incentive compensatwn, including options,
restricted stock, and restricted stock’ units, as part of their total compensation package, we may have dtjﬁculty
retaining such personnel, w_h_lch would ,adversely affect our operations and financial performance.

We have historically granted equity awards, including non-qualified options and restricted stock
awards, to key management personnel as part of a competitive compensation package. Our ability to.
grant equity compensation awards as a part of our total compensation package has been vital to
attracting, retaining and aligning shareholder interest with a talented management team in a highly
competitive marketplace.

In the future, we will be required to ask our shareholders to approve additional issuances of equity
awards in order for the equity component of our compensation packages to remain competitive in the
industry. Shareholder advisory groups have implemented guidelines and issued voting recommendations
related to how much equity companies should be able to grant to employees. These advisory influence
shareholder votes regarding approval of a company’s request for approval of equity compensation
arrangements. The factors used to formulate these guidelines and voting recommendations include the
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volatility of a company’s share price and are influenced by broader macro-economic conditions that can
change year to year. The variables used by shareholder advisory. groups to formulate equity plan
recommendations may- limit our ability to obtain approval to issue additional equity awards or adopt a
new equity plan. If we are limited in our ability to grant equity compensation awards, we would need to
explore offering other compelling alternatives to supplement our compensation, 1ncludmg long-term
cash compensatlon plans or significantly increased short-term cash compensation, in order to continue
to attract and retain key management personnel. If we used these alternatives to long-term equity
awards, our compensation costs could increase and our financial performance could be adversely
affected. If we are unable to offer key management personnel long-term incentive compensation,
including options and restricted stock, as part of their total compensation package, we may have
difficulty attracting and retaining such personnel, which would adversely affect our operations and
financial performance. ’ :

We may bé ddver.éely affected by the lack of 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 our Bank cannot be realized or is liquidated at prices not
sufficient to recover the full amount of the credit or derivative exposure due to our Bank. Any such
losses could have a material adverse effect on our financial condition and results of operations.

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 our Bank. 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. This competition could reduce our net income by decreasing the number and size of the loans
that we originate and the interest rates we charge on these loans. Additionally, these competitors may
offer higher interest rates, which could decrease the deposits we attract or require us to increase rates
to retain existing deposits or attract new deposits. Increased deposit competition could adversely affect
our ability to generate the funds necessary for lending operations which could increase our cost of
funds.
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The financial services industry could become even more competitive as a result of legislative,
regulatory and technological changes and continued consolidation. Banks, securities firms and insurance
companies can merge as part of a financial holding company, which can offer virtually any type of
financial service, including banking, securities underwriting, insurance (both agency and underwriting)
and merchant banking. 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
1mp1ement maintain and use such technologles effectively, we may not be able to offer products or
achieve cost- eff1c1enaes 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 customet:-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 ﬁnanczal statements and related disclosures could be aﬁected because we are exposed to
conditions or assumptions different from the Judgments, assumptions or estimates used in our crtttcal
accounting pohczes ~

The preparation of flnanmal statements and related disclosure in conformity with GAAP requlres
us to make judgments, assumptions; and estimates that affect the amounts reported 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.

Any’ requested or‘,requitfed chauges in how we determine the impact of loss share accounting on our Jinancial
information could have a material adverse effect on our reported results.

Our financial results are significantly affected by loss share accounting, which is driven by
accounting rule interpretations, assumptions and judgments made by us, and subject to ongoing review
by our accountants and the regulatory agencies to whom we report such information. Loss share
accounting is a complex accounting methodology. Many of the decisions mianagement makes regarding
the application: of this accounting methodology are subject to question or revision by our accountants
and the various regulatory agencies to whom we report. As such; any financial information generated
through the use of loss share accounting is subject to modification or change. Any significant
modification or change in such information could have a material adverse effect on our results of
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operations and our previously reported results. In some cases, we could be required to apply a new or
revised standard retroactively, resulting in us restatmg prior period financial statements.

We are exposed to the possibility of technology failure and a disruption in our operatwns may adversely affect
our business. :

We rely on our computer systems and the technology of outside service prov1ders 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 outs1de technology
sources become unreliable, fail, or experience a breach of security, our ability to mamtam 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. The number of cyber attacks during the past year has further heightened our attention to. this
risk. As such, we are in the process of implementing additional security software and hiring additional .
persons to monitor and assist with the mitigation.of this ever increasing risk. .

A failure in or breach of our operational or security systems or infrastructure, or those of our third party - .
vendors and other service providers or other third parties, including as a result of cyber attacks, could disrupt
our businesses, result in the. disclosure or misuse of confidential or propnetary information, damage our
reputation, increase our costs and cause losses. ~ :

We rely heavily on communications and information systems to conduct our business. Information
security risks for financial institutions such as ours have generally increased in recent years in part
because of the proliferation of new technologles the use of the internet and telecommunications
technologies to conduct financial transactions, and the increased sophistication and activities of
organized crime, hackers, terrorists, activists, and other external parties. As client, public, and
regulatory expectations regarding operational and information security have increased, our operational
systems and infrastructure must centinue to be safeguarded and monitored for potential failures,
disruptions, and breakdowns. Our business, financial, accounting and data processing systems, or.other
operating systems and facilities may stop operating properly or become disabled or damaged as a result
of a number of factors, including events that are wholly or partially beyond our control. For example,
there could be electrical or telecommunications outages; natural disasters such as earthquakes,
tornadoes, and hurricanes; disease pandemics; events arising; from local or larger scale political or social
matters, including terrorist acts; and, as described below cyber attacks.

As noted above, our business rélies on our d1g1ta1 technologies, computer and email systems,
software, and networks to conduct its operations. Although we have information security procedures
and controls in place, our technologies, systems, networks, and our clients” devices may become the
target of cyber attacks or information security breaches that could result in the unauthorized release,
gathering, monitoring, misuse, loss or destruction of our or our clients’ confidential, proprietary and
other information, or otherwise disrupt our or our clients’ or other third parties’ business operations. -
Third parties with whom we do business or that facilitate our business- activities, including financial
intermediaries, or vendors that provide services or security solutions for our operations, and other third
parties could also be sources of operational and information security, risk to us, mcludmg from
breakdowns. or failures of their own systems or capacity constraints. : L

While we have dlsaster recovery and other policies and procedures deSIgned to prevent or limit the
effect of the failure, interruption or security breach of our information systems, thére can be no

32



assurance that any such failures, interruptions or security breaches will not occur or, if they do occur,
that they will be-adequately addressed. Our risk and exposure to these matters remains heightened
because of the evolving nature of these threats. As a result, cybersecurity and the .continued
development and enhancement of our controls, processes and practices designed to protect our systems,
computers, software, data and networks from attack, damage or unauthorized access.remain a focus for
us. As threats continue’ to evolve, we 'may be required to expend additional resources to continue to
modify or enhance our protective measures or to investigate and remediate information security
vulnerabilities. Disruptions or failures in the physical infrastructure or operating systems that support
our businesses and clients, or cyber attacks or security breaches of the networks, systems or devices that
our clients use to access our products . and services could result in client attrition, regulatory fines,
penalties or intervention, reputational damage reimbursement or other compensation costs, and/or
additional compliance costs, any of which could materlally adversely affect our results of operatlons or
financial condition. - . -

Our controls and: proeedures may fail or be circamvented; which could have a matertal adverse effect on our
bu.s‘mess, result of operatwns and ﬁnam:tal condition. :

We regula;:ly review and update our internal controls, disclosure controls and procedures, and
corporate governance policies and procedures. Any system of controls, however well designed and
operated, is based in part on certain assumptions and can provide only reasonable, not absolute,
assurances that the objectives of the system are met. Any failure or circumvention of our controls and
procedures or failure to comply with regulations related to controls and procedures could have a
material adverse effect on our busmess results of operatlons and financial condition. )

Our deposzt insurance premiums could be substanttally htgher in the Juture, which could have a material
adverse effect on our ﬁtture earnings. : : o :

The FDIC insures deposits at FDIC- 1nsured depos1tory institutions, such as the Bank, up to
$250,000 per account. The amount of a particular institution’s deposit insurance assessment is based on
that institution’s risk classification under an FDIC risk-based assessment system. An institution’s risk
classification is assigned based on its capital levels and the level of supervisory concern the institution
poses to its regulators. Recent market developments and bank failures’ significantly depleted the FDIC’s
Deposit Insurance Fund, and reduced the ratio of reserves to insured deposits. As a result of recent
economic conditions and the enactment of the Dodd-Frank Act, banks are now assessed deposit
insurance premiums based on the bank’s average consolidated total assets, and the FDIC has modified
certain risk-based adjustments which increase or decrease a bank’s overall assessment rate. This has
resulted in increases to the deposit insurance assessment rates and thus raised deposit premiums for
many insured depository institutions. If these increases are insufficient for the Deposit Insurance Fund
to meet its funding requirements, further special assessments or increases in deposit insurance -
premiums may be required. We are generally unable to control the amount of premiums that we are
required to pay for FDIC insurance. If there are additional bank .or financial institution failures, we
may be required to pay even higher FDIC premiums than the recently increased: levels. If our financial
condition deteriorates or if the bank regulators otherwise have supervisory concerns about us, then our
assessments could rise. Any future additional assessments, increases or required prepayments in FDIC
insurance premiums could reduce our proﬁtablhty, may limit our ablhty to pursue certain business
opportunities, or otherwise negatively impact our cperations.

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

Reputation risk, or the risk to our business, earnings and eapital from negative public opinion
surrounding our company and the financial institutions industry generally, is inherent in our business.
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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.

Legal and Regulatory Rxsks

We are subJect to extensive regulation that could restrict our activities, have an adverse tmpact on our
operations, and impose financial requzrements or limitations on the conduct of our business.

We operate in a hlghly regulated mdustry and are subject to examination, supervision, and -
comprehensive regulation by various regulatory agencies. the Company is subject to Federal Reserve
Board regulation, and our Bank is subject to extensive regulation, supervision, and examination by our
primary federal regulator, the FDIC, and by the SCBFI. Also, as a member of the Federal Home Loan
Bank (the “FHLB”), the 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 sufficient claim against us under these laws could have a matenal adverse effect on
our results of operations.

Further, changes in laws, regulations and regulatory practlces affectmg the financial services
industry could subject us to additional costs, limit the types of financial services and products we may
offer and/or increase the ability of non-banks to offer competing financial services and products, among
other things. Failure to comply with laws, regulations or policies could also result in heightened
regulatory scrutlny and in sanctions by regulatory agencies (such as a memorandum of understanding, a
written supervisory agreement or a cease and desist order), civil money penalties and/or reputation
damage Any of these consequences could restrict our ability to expand our business or could require
us to raise additional capital or sell assets on terms that are not advantageous to us or our shareholders
and could have a material adverse effect on our business, financial condition and results of operations.
While we have policies and procedures designed to prevent any such violations, such violations may
occur despite our best efforts.

The Dodd-Frank Act may have a material adverse effect on our operations. :

On July 21, 2010, President Obama signed into law the Dodd-Frank Act, which imposes significant
regulatory and compliance changes. The key effects of the Dodd-Frank Act on our business are:

* changes to regulatory capital requirements;

«- exclusion of hybrid securities, including trust preferred securities, issued on or after‘May 19,
2010 from Tier 1 capital; :

* creation of new government regulatory agencies (such as the Financial Stability Oversight
Council, which oversees systemiic risk, and the CFPB, which develops and enforces rules for
bank and non-bank providers of consumer financial products);

* potential limitations on federal preemption;
. changes to deposit insurance assessments;

» regulation of debit interchange fees we earn;
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- '» changes in retail bankmg regulatlons including potent1al limitations on certain fees we may
- charge; and :

. changes in regulation of consumer mortgage loan origination and risk retention.

In addmon the Dodd-Frank Act restricts the ability of banks to engage in certain proprletary
tradlng or to sponsor or invest in private equity or hedge funds. The Dodd-Frank Act also contains
provisions designed to limit the ability of insured depository institutions, their holding companies and
their affiliates to conduct certain swaps and derivatives activities and to take certain principal positions
in fmancml instruments. '

-Some provisions of the Dodd Frank Act became effective 1mmed1ately upon its enactment Many
provisions, however, will require regulations to be promulgated by various federal agencies in order to
~ be implemented, some but not all of which have been proposed or finalized by the applicable federal
agencies. The provisions of the Dodd-Frank Act may have unintended effects, which will not be clear
until after implementation. Certain changes resulting from the Dodd-Frank Act may impact the
profitability of our business activities, require changes to certain of our business practices, impose upon
us more stringent capital, liquidity and leverage requirements or otherwise adversely affect our
business. These changes may also requlre us to invest significant management attention and resources
to evaluate and make any changes necessary to comply with new- statutory and regulatory requirements.
Failure to comply with the new requirements may negatively impact our results of operations and
financial condltlon ‘While we cannot predict what effect any presently contemplated or future changes
in the laws or regulatlons or their interpretations would have on us, these changes could be materially
adverse to investors in our common stock.

We are exposed to declmes 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 cash contnbutlons to our qualified defined
benefit penslon 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 regulatlons 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.

New capital rules that were recently issued generally require insured depository institutions and their holding
companies to hold more capital. The impact of the new rules on our financial condttzon and operations is
uncertain but could be materially adverse. S

On July 2, 2013, the Federal Reserve Board adopted a final rule for the Basel 111 cap1tal ,
framework and, on July 9, 2013, the FDIC adopted the same provisions in the form of an “interim final
rule.” These rules substantially amend the regulatory risk-based capltal rules applicable to us. The rules
phase in over time beginning in 2015 and will become fully effective in 2019. The rules apply to the
Company as well as to the Bank.

The final rules increase capital requirements and generally 1nclude two new capital measurements
that will affect us, a risk-based common equity Tier 1 ratio and a capital conservation buffer. Common
Equity Tier 1-(“CET1”):capital is‘a subset of Tier 1 capital and is limited to common equity (plus -
related surplus), retained earnings, accumulated other comprehensive income and certain other items.
Other instruments that have historically qualified for Tier 1 treatment, including non-cumulative
perpetual preferred stock, are consigned to a category known as Additional Tier 1 capital and must be
phased out over a perlod of nine years beginning in 2014. The rules pérmit bank holding companies
with less than $15 billion in assets (such as us) to continue to include trust preferred securities and
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non-cumulative perpetual preferred stock issued before May 19, 2010 in Tier- 1 capital, but not CET1.
Tier 2 capital consists of instruments that have historically been placed in Tier 2, as well as cumulative
perpetual preferred stock.

The final rules adjust all three categones of capltal by requlnng new deductions from and
ad]ustments to capital that will result in more stringent capital requirements and may require changes
in the ways we do business. Among other thlngs the current rule on the deduction of mortgage’
servicing assets from Tier 1 capital has been revised in ways that are likely to require a greater
deduction than we currently make and that will require the deductioti to be made from CETI1. This
deduction phases in over a three-year period from 2015 through 2017. We closely monitdr our
mortgage servicing assets, and we expect to maintain our mortgage servicing asset at levels below. the
deduction thresholds by a combination of sales of portions of these assets from time to time either on-a
flowing basis as we originate mortgages or.through bulk sale transactions. Additionally, any gains on
sale from mortgage loans sold into securitizations must be deducted in full from CET1. This
requirement phases in over three years from 2015 through 2017. Under the earlier rule and through -
2014, no deduction is required. : : ,

Beginning in 2015, the minimum capital requirements for the Company and the Bank will be (i) a
CET1 ratio of 4.5%, (11) a Tier 1 capital (CET1 plus Additional Tier 1 capital) of 6% (up from 4%) '
and (111) a total capital tatio of 8% (the current requlrement) Our leverage ratio requirement will
remain at ‘the 4% level now required. Beginning in 2016, a capital conservation buffer will phase in
over three years, ultimately resulting in a requirement of 2.5% on top of the CET1, Tier 1 and total
capital requirements, resulting in a require CET1 ratio of 7%, a Tier 1 ratio of 8.5%, and a total
capital ratio of 10.5%. Failure to satisfy any of these three capital requirements will result in limits on
paying dividends, engaging in share repurchases and paying discretionary bonuses. These limitations will
establish a maximum percentage of eligible retained income that could be utilized for such actions.
While the final rules will result in higher regulatory capital standards, it is dlfflcult at th1s time t0
predlct when or how any new standards will ultimately be applied to us.

In addition to the hlgher required capital ratios and the new deductions and adjustments, the final
rules increase the risk weights for certain assets, meaning that we will have to hold more capital against
these assets. For example, commercial real estate loans that do not meet certain new underwriting
requirements must be risk-weighted at 150%, rather than the current 100%. There are also new risk
weights for unsettled transactions and derivatives. We also will be required to hold capital against
short-term commitments that are not unconditionally cancelable; currently, there are no capital
requirements for these off—balance sheet assets. All changes to the risk weights take effect in full in
2015.

In addition, in the current economic and regulatory environment, bank regulators may impose
capital requirements that are more stringent than those required by applicable existing regulations. The
application of more stringent capltal requirements’ for us could, among other things, result in lower
returns on equity, require the raising of additional capital, and result in regulatory actions if we were to
be unable to comply with such requirements. Implementation of changes to asset risk welghtmgs for
risk-based capital calculations, items included or deducted in calculating regulatory capital or additional
capital conservation buffers, could result in management modifying our business strategy and could ‘
limit our ability to make distributions, including paying dividends or buying back our shares.

The federal banking agencies are likely to issue new liquidity standards ‘that could result in our having to
lengthen the term of our funding, restructure our business lines by forcing us to seek new sources of lzqwdzty
Jor them, and/or increase our holdings of liquid assets.

As part of the Basel IIT capital process, the Basel Committee on Bankmg Supervision has flnahzed
a new lquldlty standard, a llquldlty coverage ratio, which requlres a banking orgamzatlon to hold
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-sufficient “high quality liquid assets” to meet liquidity needs for a 30 calendar day liquidity stress
scenario. A net stable funding ratio, which imposes a similar requirement over a one-year period, is
under consideration: The U.S. banking regulators have said that they intend to adopt such liquidity
standards, although-they have not yet:proposed a rule. New rules could restrict our operations by
compelling us to reduce our holdmgs of illiquid assets and adversely affect our results and financial
condition: > : : ’

We face a risk of noncomplidnce and enforcement action with the Bank Secrecy Act and other anti-money
laundering statutes.and regulations;

The federal Bank Secrecy Act, the Uniting and Strengthening America by Prov1dmg Appropnate
Tools Required to Intercept and Obstruct Terrorism Act of 2001 (whrch we refer to as the “Patriot
Act”) and other laws and regulations require financial institutions, among other duties, to institute and
maintain effective anti-money laundering programs and file suspicious activity and currency transaction
reports as appropriate. The federal Financial Crimes Enforcement Network, established by the U.S.
Treasury Department to administer the Bank Secrecy Act, is authorized to impose significant civil
money penalties for violations of those requirements and has recently engaged in coordinated
enforcement efforts with the individual federal banking regulators, as well as the U.S. Department of
Justice, Drug Enforcement Administration and Internal Revenue Service. There is also increased
scrutiny of compliance with the rules enforced by the OFAC. Federal and state bank regulators also
have begun to focus on compliance with Bank Secrecy Act and anti-money laundering regulations. If
our policies, procedures and; systems are deemed deficient or the policies, procedures and systems of -
the financial institutions:that we have already acquired or may acquire in the future are deficient, we .-
would be subject to liability; including fines and regulatory actions such as restrictions on our ability to
pay dividends and the necessity to’ obtain regulatory approvals to proceed with certain aspects of our
business plan, including our acquisition plans, which would negatively impact our:business, financial -
condition and results of operations. Failure to maintain and implement adequate programs to combat
money laundering and terrorist financing could also have serious reputational cOnsequences for us. -

Federal, state aml lo,cal consumer lendmg laws ‘may restrict our abtlujy to ortgmate certain mortgage loans or
increase our risk of lzabtln{y WIth respect to such loans and could mcrease our cost of domg basmess, )

Federal state and local laws have been adopted that are intended to ehmmate certain lending
practices considered “predatory.” These laws ‘prohibit practices such as steering; borrowers away from: ..
more affordable products, selling unnecessary insurance to borrowers, tepeatedly refinancing loans and
making loans without a reasonable ‘expectation that the borrowers will be able to repay ‘the loans
irrespective- of 'the value of the underlying property. Loans with certain terms and conditions and:that
otherwise meet the definition of'a “qualified mortgage’” may be protected from liability to a borrower: :
for failing to make the necessary determinations. In either case, we may find it necessary to tlghten our
mortgage loan underwrltmg standards in response to the CFPB rules, which may constrain our ability
to make loans consistent with our busmess strategies. It i is ‘our policy not to make predatory loans and
to determine borrowers ability to repay, but the law and related rules create the potential for 1ncreased
liability with respect to our lending ‘and loan investment, activities. They increase our cost of domg
business and, ultlmately, may; prevent us from making certain loans and cause us to reduce the average
percentage rate or the _points, and fees on loans that we do make
The CFBP receaii)r issued “abzlzty-to-repay” and allﬁéd mortgage rules that may have a negattve tmpact
on our loan origination process and foreclosure proceedtngs, which could adversely aﬁect our basmess, '
operating results, and financial condition.

On January 10, 2013, the CFPB issued a final rule to implement the “qualified mortgage”
provisions of the Dodd-Frank Act requiring mortgage lenders to consider consumers’ ability to repay

37



home loans before extending them credit. The- CFPB’s “qualified mortgage” rule, which became
effective on January 10, 2014, describes certain minimum requirements for lenders making
ability-to-repay determinations, but does not dictate that they follow particular underwriting models.
Lenders will be presumed to have complied with the ability-to-repay rule if they issue “qualified
mortgages,” which are generally defined as mortgage loans prohibiting or limiting certain risky features.
Loans that do not meet the ability-to-repay standard can be challenged in court by borrowers who
default and the absence of ability-to-repay status can be used against a lender in foreclosure
proceedings. Any loans that we make outside of the “qualified mortgage™ criteria could expose us to an
increased risk of liability and reduce or delay our ability to foreclose on the underlying property.-It is
difficult to predict how the CFPB’s “qualified mortgage” rule will impact us when it takes effect, but
any decreases in loan origination volume or increases in compliance and foreclosure costs caused by the
rule could negatlvely affect our business, operating results and financial condition. '

We are subject to federal and state fair lending laws, and failure to comply wzth these laws could lead to
material penalties.

Federal and state fair lending laws and regulations, such as the Equal Credit Opportunity Act and
the Fair Housing Act, impose nondiscriminatory lending requirements on financial institutions. The
Department of Justice, CFPB and other federal and state agencies are responsible for enforcing these
laws and regulations. Private parties may also have the ability to challenge an institution’s performance -
under fair lending laws in private- class action litigation. A successful challenge to our performance
under the fair lending laws and regulations could adversely impact our rating under the Community
Reinvestment Act and result in a wide variety of sanctions, including the required payment of damages
and civil money. penalties, injunctive relief, imposition of restrictions on merger and: acquisition activity
and restrictions, on expansion-activity, which could negatlvely 1mpact our reputatlon business, financial
condition and results of operations. : :

The Federal Reserve Board may require us to commit capital resources to support the Bank.

The Federal Reserve Board requires a bank holding company to act as a source of financial and.
managerial strength to a subsidiary bank and to commit resources to support such subsidiary bank.
Under the “source of strength” doctrine, the Federal Reserve Board may require a bank holding
* company to make capital injections into a troubled subsidiary bank and may charge the bank holding
company with engaging in unsafe and unsound practices for failure to commit resources to such a
subsidiary bank. In addition, the Dodd-Frank Act directs the federal bank regulators to require that all
companies that directly or indirectly control an insured depository institution serve as a source of
strength for the institution. Under these requlrements, in the future, we could be requlred to provide
financial assistance to our Bank if the Bank experiences financial distress.

A capital injection may be required at times when we do not have the resources to prov1de it, and
therefore we may be required to borrow the funds. In the event of a bank holding company’s ‘
bankruptcy, the bankruptcy trustee will assume any commitment by the holding company to a fedéral
bank regulatory agency to maintain the capital of a subsidiary bank. Moreover, bankruptcy law provides
that claims based on any such commitment will be entitled to a priority of payment over the claims of
the holdmg company’s general unsecured creditors, including the holders of its note obligations. Thus,
any borrowing that must be done by the holding company in order to make the required capital
injection becomes more difficult and expensive and will adversely impact the holdmg company’s cash
flows, fmancml condltlon results of operations and prospects )
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The downgrade of the U.S. credit rating could negatively impact our business, results of operations and
Jinancial condition. : .

Recent U.S. debt ceiling and budget deficit concerns together with s1gns of deteriorating sovereign
debt conditions in Europe, have increased the possibility of additional credlt-ratmg downgrades and
economic slowdowns in the U.S. Although U.S. lawmakers passed legislation to raise the federal debt
ceiling in 2011, Standard & Poor’s Ratings Services lowered its long-term sovereign credit rating on the
U.S. from “AAA” to “AA+” in August 2011. The impact of any further downgrades to the U.S.
government’s sovereign credit rating or its perceived creditworthiness could adversely affect the U.S.
and global financial markets and economic conditions. In February 2014, the U.S. government adopted
legislation to suspend the debt limit until March 15,.2015. Moody’s and Fitch have each warned that
they may downgrade the U.S. government’s rating if the federal debt is not stabilized. A downgrade of
the U.S. government’s credit rating or a default by the U.S. government to satisfy its debt obligations
likely would create broader financial turmoil and uncertainty, which would weigh heavily on the global
banking system. It is possible that any such impact could have a material-adverse effect on our
business, results of operations and financial condition.

We are party to various lawsuits incidental to our business. Litigation is subject to many uncertainties such
that the expenses and ulttmate e.xposure with respect to many of these matters cannot be ascertained.

From time to time, customers and others make claims and take legal action pertaining to our
performance of fiduciary responsibilities. Whether customer claims and legal actions are legitimate or .
unfounded, if such claims and legal actions are not resolved in our favor, they may result in significant
financial liability and/or adversely affect the market perception of us and our products and services as
well as impact customer demand for those products and services. Any financial liability or reputation
damage could have a material adverse effect on our business, which, 1n turn, could have a material
adverse effect on our financial condltlon and results of operatlons

Risks Related to an Investment i in Our Common Stock

Our ability to pay cash dividends is limited, and we may be unable to pay future dividends even if we des:re
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 Federal Reserve Board has issued a policy statement regarding the payment of
dividends by bank holding companies. In general, the Federal Reserve Board’s policies provide that
dividends should be paid-only.out of current earnings and only if the prospective rate of earnings
retention by the bank holding company appears consistent with the organization s capital needs, asset
quality and overall financial condition. The Federal Reserve’s policies also require that a bank holding -
company serve as a source of financial strength to its subsidiary banks by standing ready to use
available resources to provide adequate capital funds to those banks during periods of financial stress
or adversity and by maintaining the financial flexibility and capital-raising capacity to obtain additional
resources for assisting its subsidiary banks where necessary. Under the prompt corrective action
regulations, the ability of a-bank holding company to pay dividends may be restricted if a subsidiary
bank becomes undercapitalized. These regulatory policies could affect the ability of the Company to
pay dividends or otherwise engage in capital distributions. - . ,

Since the-Company is legal entity separate and distinct from the Bank and does not conduct stand-
alone operations, its ability to pay dividends depends on the ability of the Bank to pay dividends to it.
As a South Carolina: chartered bank, the Bank is subject to limitations on the amount of dividends that
it is permitted to pay. Unless otherwise instructed by the SCBFI or the Commissioner of Banking; the -
Bank is generally permitted under South Carolina state banking regulations to pay cash dividends. of up
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to 100% of net income in any calendar year without obtaining the prior approval of the SCBFI. The
Federal Reserve Board, the FDIC, and the OCC have issued policy statements which provide that bank
holdmg companies and insured banks should generally only pay dividends out of current operating .
earnings. In addition, under Federal Reserve Board regulations, a dividend cannot be paid by the Bank
if it would be less than well-capitalized after the dividend. The Federal Reserve Board may also prevent
the payment of a dividend by the Bank if it determines that the payment would be an unsafe and
unsound banking practice. ‘ ‘ '

If our Bank is not perm1tted to pay cash dividends to our- holdlng company, it is unhkely 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 common stock, we are not required to do so and our board
of directors could reduce or eliminate our common stock dividend-in the future.

We may issue additional shares of stock or equity derivative securities that will dilite 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, 2013, we had 24,104,124 shares of common stock outstanding and
had reserved for issuance 295,916 shares underlying options that are or may become exercisable at an
average price of $33:26 per share. In addition, as of December 31, 2013, we had the ability to issue -
1,509,853 shares of common stock pursuant to options and restricted stock' that may be granted in the
future under our existing equity compensation plans. - ;

Subject to applicable NASDAQ rules, our board generally has the authorlty, w1thout 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 ini connection with any such offering will increase the total.
number of outstanding shares and may dilute the economic and voting ‘ownership 1nterest of our
existing shareholders.

Our stock price may be volatile, ‘which. could result in losses to our mvestors and litigation agamst us.

Our stock price has been volatile in the past-and several factors could cause the price 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 competitors, news reports.of
trends, concerns, irrational exuberance on-the part of investors, and other 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 the Company’s common stock
and the current market price may not be indicative of future market prices. P

-Stock price volatility may make it more difficult for our investors to resell their common stock’
when they desire and at prices they find attractive. Moreover, in the past; securities class action lawsuits
have been instituted against some companies following periods of volatility in the market price of its
securities. We could in the future be the target of similar litigation. Securities litigation could result in
substantial costs and divert management’s attention and resources.from our normal: business. ‘
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Future sales of our stock by our- shareholders or the perceptton that those sales could occur may cause our
stock price to declme . .

A]though our common stock is hsted for trading in The NASDAQ Global Select Markets™, the
trading volume in our common stock is lower than that of other larger financial services companies. A
public trading market having the desrred 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, srgmfrcant 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 mrght 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, 2013, we had outstanding options to purchase 295,916 shares of our common
stock at a weighted average exercise price of $33.26 per share. All of these options are held by our
current or former executive officers, directors, and employees. Also, as of December 31, 2013, we had
the ability to issue options and restricted stock to purchase an additional 1,509,853 shares of our
common stock. The issuance. of shares subject to options under the equity compensation plans will
result in dllutlon of our shareholders ownershlp of our common stock.

. The exercise of stock optlons could'also adversely- affect the terms on whlch we can obtain
addltlonal capital: Option 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 price
without assuming the risks of ownership of the underlymg shares of common stock by exerc1s1ng their -
options and selhng the stock rmmedlately ‘ ; :

State law and provisions in our artwles 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 drrectors 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 desuable

Our articles. of 1ncorporat10n prov1de that a merger, exchange or consohdatron of the Company
with, or the sale, exchange or lease of:all er 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
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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 outstandlng voting stock is required to amend or repeal these prov1s1ons
contained in our articles of incorporation. Finally, in the event that any such Fundamental Charige is
not recommended by the board of directors, the holders of at least 80% of our outstandmg 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 Coi'poration 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 main offices of SCBT and the Midlands region lead branch are also
located in this approximately 57,000 square-foot building. Including this main location, our bank owns
116 properties and leases 47 properties, all of which are used as branch locations or for housing .
operational units in North and South Carolina and Georgia. 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. For additional information relating to the -
Company’s premises, equipment and lease commitments, see Note 7—Premises and Equipment and
Note 21—Lease Commitments to our audited consolidated financial statements.

Item 3. Legal Proceedmgs

As of December 31, 2013 and the date of this form 10-K, we believe that we are not a party to,
nor is any of our property the subject of, any pending material proceeding other than those that may
occut in the ordinary course of our business, except for those described below.

Arnette Lawsuit.  On January 18, 2012, two purported shareholders of Peoples filed a class action
lawsuit in the Court of Common Pleas for the Thirteenth Judicial District, State of South Carolina,
County of Pickens, captioned E Davis Arnette and Mary F. Arnette v. Peoples Bancorporation, Inc., Case
No. 2012-CP-39-0064 (the ‘“Arnette Lawsuit”). The Complaint names as defendants Peoples, the
members of Peoples” board of directors immediately prior to the completion of the merger between the
Company and Peoples (the “Director Defendants”) and the Company. The Complaint is brought on
behalf of a putative class of shareholders of Peoples common stock and seeks a declaration that it is
properly maintainable as a class action. The Complaint alleges that Peoples’ directors breached. their
fiduciary duties by failing to maximize shareholder value in connection with the merger between the
Company and Peoples, and also alleges that the Company aided and abetted those breaches of
fiduciary duty. The Complaint seeks déclaratory and injunctive relief to prevent the completion of the -
merger, an accounting to determine damages sustained by the putative class, and costs including
plaintiffs’ attorneys’ and experts’ fees. The Company believes that the claims asserted in the Complaint
are without merit and that the proceeding will not have any material adverse effect on the f1nanc1al
condition or operations of the Company. :
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On April 17, 2012, the Company entered into a memorandum of understanding (the “Peoples
MOU”) with plaintiffs and other named defendants regarding: the settlement of the Complaint. Under
the terms of the Peoples MOU, the Company, Peoples, the Director Defendants and the plaintiffs have
agreed to settle the Arnette Lawsuit and release the defendants from all claims relating to the Peoples
merger, subject to approval by the Court. If the Court approves the settlement contemplated by the
Peoples MOU, the Arnette Lawsuit will be dismissed with prejudice. Pursuant to the terms of the
Peoples MOU, the Company and Peoples have made available additional information to Peoples
shareholders in the Current Report on Form 8-K filed April 18, 2012. In return, the plaintiffs have
agreed to the dismissal of the Arnette Lawsuit with prejudice and to withdraw all motions filed in
connection with the Arnette Lawsuit. On June 14, 2013, the parties entered into a Stlpulatlon and
Agreement of Compromise, Settlement and Release. On September 17, 2013, the court issued an Order
and Final Judgment approving the settlement and dismissing the action with prejudice.

Rational Lawsuit. On October 11, 2012, a purported shareholder of Savannah filed a lawsuit in - -
the Supreme Court of the State of New York captioned Rational Strategies Fund v. Robert H.
Demere, Jr. et al., No. 653566/2012 (the “Rational Lawsuit”), naming Savannah, members of Savannah’s
board of directors and the Company as defendants. This lawsuit is purportedly brought on behalf of a
putative class of Savannah’s common shareholders and seeks a declaration that it is properly
maintainable as a class action with the Plaintiff as the proper class representative. The Rational
Lawsuit alleges that Savannah, Savannah’s directors and the Company breached duties and/or alded -
and abetted such breaches by failing to disclose certain material information about the proposed
merger between Savannah and the Company. Among other relief, the Complaint seeks to enjoin the
merger. The Company believes that the claims asserted in the Complaint are without merit and that
the proceeding will not have any matenal adverse effect on the financial condition or operatlons of the
Company.

On November 23, 2012, the Company, Savannah and the other named defendants entered into a
memorandum of understanding (the “Rational MOU”) with the Plaintiff regarding a settlement of the
Rational Lawsuit. Pursuant to the Rational MOU, Savannah made available additional information
concerning the Savannah merger to Savannah shareholders in a Current Report on Form 8-K. The
Rational MOU provides that the parties will enter into a stipulation of settlement, which will be subject
to customary conditions, including court approval following notice to Savannah’s shareholders. If the
settlement is finally approved by the Court, it is anticipated that the settlement will resolve and release
all claims in the action that were or could have been brought challenging any aspect of the Savannah
merger, the Savannah merger agreement, and any disclosure made in connection therewith, and that
the action will be dismissed with prejudice. There can be no assurance that the parties will ultimately
enter into a stipulation of settlement or that the court will approve the settlement even if the parties
were to enter into such stipulation. In the event, that the parties fail to enter into a stipulation of
settlement or the. parties do so but the court fails to approve the stipulation of settlement, the
proposed settlement as contemplated by the Rational MOU may be terminated.

First Financial Litigation. On March 5, 2013, a purported shareholdér of FFCH filed a lawsuit in
the Court of Chancery of the State of Delaware captioned Arthur Walter v. R. Wayne Hall et al.,
No. 8386-VCN. On March 25, 2013, another purported shareholder of FFCH filed a lawsuit in the
same court captioned Emmy Moore v. R. Wayne Hall et al., No. 8434-VCN. Each complaint named
FFCH, members of FFCH’s board of directors and the Company as defendants. The complaints were
purportedly brought on behalf of a putative class of FFCH’s common shareholders and sought a
declaration that the lawsuits are properly maintainable as a class action with the named plaintiffs as the
proper class representatives. Each complaint alleged that FFCH’s board of directors breached their
fiduciary duties to FFCH shareholders by attempting to sell FFCH to the Company by means of an
unfair process and for an unfair price and that the Company aided and abetted these alleged breaches
of fiduciary duty. Among other relief, each complaint sought declaratory and injunctive relief to
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prevent the proposed merger between FFCH and the Company. On April 18, 2013, the Court of
Chancery issued an order consolidating the two lawsuits into one action captioned In re First Financial
Holdings, Inc. Shareholder Litigation, No. 8386-VCN, and requiring the plaintiffs to file a single -
consolidated amended complaint as soon as practicable. On May 7, 2013, the plaintiffs filed a
consolidated amended complaint, which generally alleges that FFCH’s board of directors breached their
fiduciary duties to FFCH shareholders by attempting to sell FFCH to-the Company by means of an
unfair process and for an unfair price and by failing to disclose certain matenal information about the
proposed merger..

On July 16 2013, the Company, FFCH and the dlrector defendants entered into a ‘memorandum -
of understandlng (the “FFCH MOU”) with plaintiffs regarding the settlement of the action, subject to
the approval of the court. Pursuant to the terms of the FFCH MOU, the Company and FFCH agreed
to make available addifional information to FFCH shareholders regarding the FFCH merger. In return,
the plaintiffs agreed to the dismissal of the lawsuit with prejudice and not to seek any interim relief in
favor of the alleged class of FFCH stockholders. On October 30, 2013, the parties entered into and
filed with the Delaware court a stipulation of settlement. On January 24, 2014, the court: issued an
Order and Final Judgment approving the settlement and dismissing the action with prejudice. - -

On May 3, 2013, a purported shareholder of the Company filed a lawsuit in the Supreme Court of
the State of New York in the County of New York captioned Rational Strategies Fund v. Robert R.
Hill Jr: et al., No. 651625/2013, naming the Company and members of its board of directors as
defendants. This lawsuit is purportedly brought on behalf of a putative class of the Company’s common
shareliolders and seeks a declaration that it is properly maintainable as a class action with the Plaintiff
as the proper class representative. The lawsuit alleges that the Company and members of its board of
directors breached duties by failing to disclose certain material information about the proposed merger
between FFCH and the Company. Among other relief, the Complaint seeks to enjoin the merger..

On July 18, 2013, the court granted a temporary injunction enjoining the Company from certlfylng
the vote of its shareholders at its special meeting on July 24, 2013 to consider and vote upon the FFCH
merger, pending a hearing scheduled for the same date on the defendants’ motion to vacate that
temporary injunction. On July 19, 2013, the Company entered into a memorandum of understandlng ‘
(the “Rational/FFCH MOU”) with plaintiff regarding the settlement of the action. Pursuant to the
Rational/FFCH MOU, the Company agreed to make available additional information to the Company
shareholders regarding the FFCH merget, and the plaintiff agreed to jointly request with the Company
that the temporary injunction be lifted so that the results of the special meeting could be certified
without any delay or impediment. Under the terms of the Rational/FFCH MOU, the Company, the the
Company director defendants and the plaintiff have agreed to settle the lawsuit and release the ‘
defendants from all claims made by the plaintiff relating to the FFCH merger, subject to approval by
the Court. If the court approves the settlement contemplated by the Rational/FFCH MOU, the lawsuit
will be dismissed with prejudice. On February 20, 2014, the parties entered into a stipulation of ‘
settlement that is subject to court approval. There can be no assurances that the court will approve the
settlement. In the event that the court fails to do so, the proposed settlement as contemplated by the
stipulation may be terminated. '

Item 4. ‘iMine Safety Disclosures. -
Not applicable. '
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+ PART II

Item 5. Market for the Registrant’s ‘Common Equity, Related Stockholder Matters and Issuer
Purchases of Equlty Securities. .

(a) The table below describes historical mformatlon regarding our common eqmty securities:

_ o . 2013 2012 .2011 L2000 2009
Stock Performance - . e : C
Dividends per share. . ........ $ 074 $ 069 $ 068 $ 068 $ 0.68

Dividend payout ratio . ... .- . - 31.91% 34.11% 42.11% 16.74% 60.14%
Dividend yield (based on the: - , - : N
average of the high and low SR : . . :
fortheyear) ............. 1.37% 1.94% 2.26% 1.98% o 267%
Price/earnings ratio (based on '
year-end stock price and : :
diluted earnings per share) . . . 27.95x 19.79x 17.80x 8.03x 37.42x
Price/book ratio (end of year) .. 1.63x - 1.34x 1.07x 1.27x 1.25x

Common Stock Statistics
Stock price ranges: - -

High ........ e $ 6869 $ 4213 $§ 3618 § 4103 $ 34.37
Low ........... T 39.56 29.16 - 24.02 27.59 16.53
Close ............ e ) 66.51 40.18 29.01 32.75 27.69
Volume traded on exchanges . . . 15,928,600 9,796,100 8,048,600 9,948,300 11,219,700
As a percentage of average _ . , :
shares outstanding . ........ 79.29% 65.88% 58.16% - 77.91% 92.07%
Earnings per share, basic . . . . .. $ 241 $ 204§ 165 $ 411. $ 0.74
Earnings per share, diluted .. .. : 2.38 - 2.03 1.63 408 0.74
Book value per share. . ... .. . 40.72 29.97 27.19 25.79 22.20

Quarterly Common Stock Price Ranges and Dividends

Years Ending December 31,

- 2013 2012
Quarter , High Low Dividend High Low Dividend
Ist.. ... ..., $51.68 $39.56 $0.18 $33.81 $29.16  $0.17
2nd ......... 51.82 . 46.80 ' 0.18 35.88 30.27 0.17
3rd ......... 58.31 50.21 0.19 42.13 34.30 0.17
4th.......... 68.69 54.38 0.19 41.70 36.90 0.18

As of February 26, 2014, we had issued and outstanding 24, 104,396 shares of common stock which
were held by approximately 9,900 shareholders of record. Our common stock trades in The NASDAQ
Global Select Market™ under the symbol “SCBT.”

The Company is a legal entity separate and distinct from the Bank. The Federal Reserve Board
has issued a policy statement on the payment of cash dividends by bank holding companies, which
expresses the Federal Reserve Board’s view that a bank holding company generally should .pay cash
dividends only to the extent that the holding company’s net income for the past year is sufficient to
cover both the cash divideénds and a rate of earnings retention that is consistent with the holding
company’s cap1ta1 needs asset quality, and overall financial condition. The Federal Reserve Board also
indicated that it would be inappropriate for a bank holding company experiencing serious financial
problems to borrow funds to pay dividends.
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We pay cash dividends to the Company’s shareholders from our assets, which are provided
primarily by dividends paid to the Company by our Bank. Certain restrictions exist regarding the ability
of our subsidiary to transfer funds to the Company in the form of cash dividends, loans or advances.
The approval of the SCBFI is required to pay dividends in excess of the bank’s net income for the
current year. For the year ended December. 31, 2013, our Bank paid dividends of approximately
$18.0 million to the Company Subsequent to year end, the Bank received approval from the SCBFI to
pay a $31.4 million dividend in excess of the Bank’s net income. These funds, along with a normal level
of Bank dividends, would allow for the Company to have sufficient funds to redeem $65.0 million of
outstanding preferred stock. The Company has received all necessary regulatory approvals to redeem
the outstanding preferred stock (see Note 31—Subsequent events for more information). We anticipate
that we will continue to pay comparable cash dividends from our Bank to the Company in the future
without needing SCBFI approval. Dividends paid to our shareholders are evaluated each quarter by the
board of directors.

Cumulative Total Return Performance

$300

s
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© $200
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$50

$0 } t . } 4
12/31/2008 12/31/2009 12/31/2010 12/31/2011 12/31/2012 12/31/2013

Source: SNL Financial LC, Charlottesville, VA © 2013 )
—&— First Finé.x{cial Holdings, Inc.
—B— NASDAQ Composite Index
—&— SNL Southeast Bank Index

" Period Ending
12/31/2008  12/31/2009  12/31/2010  12/31/2011 © 12/31/2012 ~ 12/31/2013

First Financial Holdings, Inc. ...... $100.00 $.8246 -$ 9951 = $ 90.20 - $12743  $213.97
NASDAQ Composite Index ....... $100.00 $145.36  $171.74 $170.38  $200.63 ~ $281.22

SNL ‘Southeast' Bank Index. ... ... ~ $100.00 $10041 $ 9749 $57.04 $ 9475 $128.40

The performance graph above compares the Company’s cumulative total return over the most -
recent five-year period with the NASDAQ Comp051te and the SNL Southeast Bank Index, a banking
industry performance index for the Southeastern United States. Returns are shown on a total return
basis, assuming the reinvestment of dividends and a beginning stock index value of $100 per share. The
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value of the Company’s common stock as shown in the graph is based on published prices for
transactions in the Company’s stock.

) Not applicable.
(¢) Issuer Purchases of Equity Securities:

In February 2004, we announced a program with no formal expiration date to repurchase up to -
250,000 of our common shares. The following table reflects share repurchase activity during the fourth
quarter of 2013: . , o ' o '

. ‘ (d) Maximmp}
(c) Total ' Number (or

Number of ~ Approximate "

Shares (or Units) - Dollar Value) of

- Purchased as:° - Shares (or Units)

(a) Total Part of Publicly that May Yet Be
Number of - - (b) Average Announced Purchased

) » . ) Shares (or Units) . Price Paid per Plans or Under the Plans

Period A ‘ .. Purchased Share (or Unit) * Programs = ’vor'}’rograms_‘

October'1 - October 31........... - 2,242* $57.02 — . 147,872
November 1 - November 30 ....... 482% - 62.07 — 147,872
December 1 - December 31 ....... 1,509* 68.25 — 147,872
— 147,872

Total ...... PR e 4,233.

*  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 the
Company 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. : S R
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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 First Financial Holdings, Inc.:

2013 2012 2011 2010 2009

(Dollars in thousands, except per share)
Balance Sheet Data Period. End‘ Sl . o . . o B
ASSELS: wiv v v vt e e e .. $ 7,931, 498 $ 5136446 $ 3,806,557 §$ 3,594,791  §$ 2,702,188
Acquired credit impaired loans net of acqulred ) o .

allowance for loan losses. . . .. .......... 1,216,080 969,395 370,581 321,038 C=
Acqpired non-credit impaired loans . ... ..... 1,598,051 73,215 — —_ —
Non- acqulred foans. . ....... ... ... ... 2,865,216 2,571,003 2,470,565 2,296,200 2,203,238
Loans, nét of unearned i income* . .......... 5,679,347 3,613,613 2,841,146 2,617,238 2,203,238
Investment seeurities . . .oy s e 812,603 560,091 324,056 237,912 211,112
FDIC receivable for loss share agreements Cee 93,947 146,171 262,651 212,103 —
Goodwill and other mtanglble assets ........ 379,337 128,491 74,426 72,605 65,696
Deposits~ .. . ......" U e LoV 6,555,497 4,298,443 3,254,472 3,004,148 2,104,639
Nondeposit borrowings . . . . .. et . 313,461 . . 293518 227,119 237,995 306,139
Shareholders’-equity .. ... ... .o . L. © - 981,469 507,549 381,780 329,957 282,819
Number of common shares outstandmg ...... 24,104,124 16,937,464 14,039,422 12,793,823 .12,739,533
Book value per common share ............ 40.72 29.97 27.19 2579 e 2220
Tangible common equity per common share**** 22.28 22.54 21.89 02012, . 17.04
Annualized Performance Ratios P
Return On average assets . .. ............. 0.77% . 0.70% -  0.58% 1.43% 0.48%
Return on average equity . . . . .. .......... 6.90 7.15 6.10 15.45 4.66
‘Return on average tangible common equity**** . 11.54 9.27 8.10 T2012 . 6.18
Net‘interest margin (taxable equ1va1ent) ...... T 499 483 466 400 - 405
Efficiency ratio - . ... v .. 0. o, o 00l 15850 7220 68.77 < 4668 - 6117

- Dividend payout ratio. . . .. ... N e 3191 34.11 4211 - .. 1674 . . 60.14

Asset Quality Ratios ’ o $ - : . e .
Allowance for loan losses to period end loans** . 1.20% 1.73% 2.00% 2.07% - 1.70%
Allowance for loan losses to period end )

nonperforming loans*™* . .. ............. 81.20 71.53 64.19 68.71 75.38
Net charge-offs to average loans™* . ......... 0.41 0.73 1.12 1.99 0.92
Excluding acquired assets:
Nonperforming assets to period end loans and

repossessed assets . . ........ . ... ... 1.94 3.13 3.82 3.74 2.40
Nonperforming assets to period end total assets . 0.70 1.58 2.44 241 1.96
Including acquired assets:
Nonperforming assets to period end loans and ’

repossessed assets . . ... ... ... 1.88 3.46 5.45 5.76 2.40
Nonperforming assets to period end total assets . 1.36 2.50 4.13 4.33 1.96
Capital Ratios
Common equity to assets . . . .. ........... 11.55% 9.88% 9.80% 9.18% 10.47%
Tangible common equity to tangible assets**** . | 7.11 7.62 8.04 731 8.24
Tier 1leverageratio . . .. ............... 9.30 9.87 9.12 8.48 9.89
Tier 1 risk-based capital . . .. ............. 13.58 12.73 14.09 13.34 12.47
Total risk-based capital . ................ 14.47 13.99 15.36 14.60 14.42
Other Data
Number of financial centers*** . .. ... ...... 144 86 70 76 48
Number of employees (full-time equivalent :

basis) . ... 2,106 1,324 1,071 1,015 700

* ° Excludes loans held for sale.
**  Excludes acquired assets.

#**  As of February 26, 2014, the Company had 137 financial centers due to seven branch closings as part of the First
Federal branch conversion and consolidation during the first quarter of 2014.

_®kkx A reconciliation of non-GAAP measures to GAAP is presented on page 49.
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The table below provides a reconciliation of non-GAAP measures to GAAP for the five years

ended Decembgr 31:

(Dollars in thousands, except per share)
Operating earnings

NEet operating earnings (non—GAAP) el
Gains on acquisitions, net of tax. . ........ U
Securities gains (losses), net of tax .. ..........

Other-than-temporary impairment (OTTI), net of

125 QP .

.

Merger and conversion related expense, het of tax .

Termination of group insurance, net of tax . ... ..
FHLB prepayment fee,net of tax. ........... L

Net i 1ncome (GAAP) ......... e

Tangible common equity per common share
Tanglble common equity per common share

(non-GAAP) ............ .. i .
Effect to adjust for intangible assets . . . . . . . e

Book value per common share (GAAP) ........

Return on average tangible common equity

Return on average tangible common equity
(mon-GAAP) . ....... ..

Effect to adjust for intangible assets . .. ... ... .

Return on average common equity (GAAP) .. ..
Tangible common equity to tangible assets
Tangible common equity to tangible assets

Mmon-GAAP) ....... ...
Effect to adjust for intangible assets . ... ......

Common equity to assets (GAAP) ...........

2013

2012 2011

2010

2009

(15,514)

$ 64,733 $36920 $14,445

— 10,226
130 141

(7,018) (2,2;)

$ 347 $16,977

62,453
187

(4,447)

(3,734)
(893)
(2,031)

54

(3,436)

$ 49,219 $30,032 $22,595 $51,882 $13,595

$ 2012 $ 17.04

$ 2228 § 2254 $ 21.89 ,
18.44 743 530 5.67 5.16
$ 4072 $ 2997 $2719 $ 2579 §$ 2220
11.54% 927% 810% 2012%  6.18%
—4.64% —2.12% —200% —4.61% —1.52%
6.90% 7115% 6.10% 15.45% . 4.66%
711% 7.62% 8.04% 131%  824%
444% 226% 1.76% 187%  2.23%
11.55% 9.88% 9.80% 9.18% 10.47%

Operating earnings is a non-GAAP measure and excludes the after-tax effects of gains on
acquisitions, gains or losses on sales of securities, other-than-temporary impairment (“OTTI”), merger

and conversion related expense, termination of group insurance, and FHLB prepayment fees. 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 adds back the after-tax

amortization of intangibles to GAAP basis net income. Management believes these non-GAAP financial
measures provide additional information that is useful to investors in evaluating the Company’s
performance and capital and that may facilitate comparisons with others in the banking industry as well
as period-to-period comparisons. 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, are not audited, and may not be comparable
to other similarly titled financial measures used by other companies. Investors should not consider
non-GAAP measures in isolation or as a substitute for analysis of the company’s results or f1nanc1a1

condition as reported under GAAP.
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The following table presents selected finéncial data for the five years ended December 31:

(Dollars in thousands, except per share)

Summary of Operations

Interest income . ..........ci ...
Interest expense . . . . . PP s

Net interest income .. ................
Provision for loan losses . .. ..............

Net interest income after provision for loan
losses ..ot e

Income before provision for income taxes. . .
Provision for income taxes ...............

Netincome ........................
Preferred stock dividends . ...............
Accretion on preferred stock discount . ......

. Net income available to common
" shareholders .......... N

Per Common Share Information
Net income available to common shareholders,
basic .......... P .

2013

2012 2011 2010 2009

$286,255
13,002

$187,488 $>171,718 $155,354  $141,798
11,094 20,266 32,737 37,208

273,253

1,886

176,394 = 151,452 122,617 104,590
13,619 30,236 54282 - 26,712

271,367
53,348
250,641

162,775 121,216 68,335 71,878
41,283 55,119 137,735 26,246
158,898 142,978 125242 83,646

74,574
25,355

45,160 33,357 80,828 20,478
15,128 10,762 28,946 6,883

49,219

1,354

30,032 22595 51,882 13,595
— — — 1,115
— = — 3,559

 $ 47,865 $30032 $22595 $ 51882 $ 8921
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Forward-Looking Statements ‘

Statements included in this Report which are not historical in nature are intended to be, and are -
hereby identified as, forward-looking statements for purposes of the safe harbor provided by ‘
Section 27A of the Securities Act of 1933 and Section 21E of the Securities and Exchange Act of 1934.
The words “may,” “will,” “anticipate,” “should,” “would,” “believe,” “contemplate,” “expect,”
“estimate,” “continue,” “may,” and “intend,” as well as other similar words and expressions of the
future, are intended to identify forward-looking statements. We caution readers that forward-looking
statements are estimates reflecting our judgment based on current information, and are subject to
certain risks and uncertainties that could cause actual results to differ materially from anticipated
results. Such risks and uncertainties include, among others the matters described in Part I, Ttem 1A.
Risk Factors of this Report and the following:

« Credit risk associated with an obligor’s failure to meet the terms of any contract with the,'Ba_nk
or otherwise fail to perform as agreed;

. Interest rate risk involving the effect of a change in interest rates on both the Bank’s earnings' .
and the market value of the portfolio equity; '

* Liquidity risk affecting our Bank’s ability to meet its obligations when they come due;

* Price risk focusing on changes in market factors that may affect the value of financial
instruments which are “marked-to-market” periodically; '

* Merger integration risk including potential deposit attrition, higher than expected: costs,
customer loss and business disruption associated with the integration of FFCH and Savannah,
including, without limitation, potential difficulties in maintaining relationships with key personnel
and other integration related-matters, and the inability to identify and successfully negotiate and -
complete additional combinations with potential merger or acquisition partners or to successfully
integrate such businesses into the Company, including the ability to realize the benefits and cost
savings from, and limit any unexpected liabilities associated with, any such business
combmatlons

d Transactlon l‘lSk arising from problems with service or prbduct delivery;

. Comphance risk involving risk to earnings or capltal resulting from violations of or _
nonconformance with laws, rules, regulations, prescribed practlces or ethical standards

* Regulatory change risk resultmg from new laws, rules, regulatlons, proscribed practlces or ethical
standards, including the possibility that regulatory agencies may require higher levels of capital
above the current regulatory-mandated minimums, including the impact of the new capital rules.
under Basel III;

* Strategic risk resulting from adverse business decisions or improper implementation of business
decisions;

* Reputation risk that adversely affects earnings or capital arising from negative public opinion;
* Terrorist activities risk that result in loss of consumer confidence and economic disruptions;

* Cybersecurity risk related to our dependence on internal computer systems and the technology. .
of outside service providers, as well as the potential impacts of third-party security breaches,
subjects us to potential business disruptions or financial losses resultlng from deliberate attacks
or unintentional events;
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* Noninterest income risk resulting from the effect of final rules amending Regulation E that
prohibit financial institutions from charging consumer fees for paying overdrafts on ATM.and
one-time debit card transactions, unless the consumer consents or opts-in to the overdraft
service for those types of transactions; and v

* Economic downturn risk resulting in changes in the credit markets, greater than expected _
non-interest expenses, excessive loan losses and other factors, which risks could be exacerbated
by potential negative economic developments resultmg from the expiration of the federal tax

. reductions, and the implementation of federal spending cuts currently scheduled to go 1nto
effect

Additional 1nformat10n with respect to factors that may cause actual results to differ materially
from those contemplated by our: forward-looking statements may also be included in other reports that
the Company files with the Securities and Exchange Commission. The Company cautions that the
foregoing list of risk factors is not exclusive and not to place undue reliance on forward-looking
statements. - - ' '

For any forward- looking'statements made in this Report or in any documents incorporated by
reference into this Report, we claim the protection of the safe harbor for forward looking statements
contained in the Private Securities Litigation Reform Act of 1995. Such forward-looking statements
speak only as of the date of this Report or the date of any document incorporated by reference in
Report. We do not undertake to update forward looking statements to reflect facts, circumstances,
assumptions or events that occur after the date the forward-looking statements are made. All
subsequent written and oral forward looking statements by the Company or any person acting on its
behalf are expressly qualified in. therr entlrety by the cautronary statements contained or referred to in
th1s Report

Introdu‘ctlon

~The following Management’s Discussion and Analysis of Financial Condition and Results of

Operatlons (“MD&A”) describes First Financial Holdings, Inc. and its subsidiary’s results of operations
for the year ended December 31, 2013 as compared to the year ended December 31, 2012, and the
year ended December 31, 2012 as compared to the year ended December 31, 2011, and also analyzes
our financial condition as of-December 31, 2013 .as. compared to-December- 31, 2012.-Like most
banking 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 services we charge to our customers. We describe the various components of this noninterest
income, as well as our noninterest expense, in the following discussion.’

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
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you to read this discussion and analysis in conjunction with.the financial statements and the related:
notes and the other information included in this Report. :

Ovemew

We achieved net-income of $47.9 million, or. $2 38 drluted earnings per share (“EPS”), durrng 2013
compared to net income of $30.0 million, or $2.03 diluted EPS in 2012. Net interest income was up
$96.9 million, or 54.9%, due primarily to the acquisition of FFCH and the increase in average earnings
assets of $1.8 billion, a 49.6% increase over the prior year. This increase resulted in interest income
being up $98.8 million, or 52.7%. Interest expense increased by $1.9 million, or 17.2%, driven by a
$1.4 billion increase in interest bearing liabilities, a 44.6% increase from 2012. Overall cost of funds
remains at approximately 25 basis points, including noninterest bearing liabilities. Provision for loan
losses declined by more than $11.7 million compared to 2012 due to reduced net charge offs of
$7.1 million and improved credit quality indicators throughout the year. Noninterest income increased
by $12.6 million, or 30.4%, due primarily to the mergers with FFCH and Savannah. Offsetting
increased service charges on deposit accounts, bankcard services income, trust and investment services
and other, were lower mortgage banking income of $3.4 million and increased negative accretion on
the FDIC indemnification asset of $8.8 million during 2013. Noninterest expense was up over-the prior
year by $91.7 million due primarily to a significant increase in salaries and employee benefits of
$45.8 million, or 60.0%, and merger and conversion related expenses being up $12.3 million, or 120.6%;,
over the prior year. All other expense categories increased as a result of the mergers with FFCH in
mid-2013 and Savannah during last month of 2012. In addition, the amortization of intangibles
increased by more than $3.9 million for the year, or 180.0%. Income taxes increased by $10.2 million
due primarily to the larger pre-tax income in 2013 than 2012. The effective tax rate increased due
primarily to the i increase in nondeductible cost related to the merger with FFCH in 2013 compared to
2012. '

At Decemberzal, 2013, total non-acquired: classified assets declined by $47.2 million or 32.9% to
$96.0 million. from the level at December 31, 2012. Net charge offs as a percentage of average
non-acquired loans for 2013 equaled 0.41% compared to 0.73% in 2012; an improvement of 0.32%.
Non-acquired nonperforming assets (“NPAs”) decreased to $55.7 million at December 31, 2013 from
$81.1 million at December 31, 2012, due to a decrease in the level of non-acquired nonaccrual loans
and non-acquired OREQ. NPAs as a percentage of non-acquired loans and repossessed assets
decreased 119 basis points to 1.94% at December 31, 2013 as compared to 3.13% at December 31,
2012. NPAs to total assets at December 31, 2013 were 0.70% compared to 1.58% at the end of 2012. .
These improvements in NPAs reflect the gradual improvement of the real estate market within our
local markets

-Our effrcrency ratio -was 75. 9% at December 31 2013 as compared to 72.2% at December 31,
2012. This higher ratio was primarily the result of the merger closed during 2013.'On an operating
basis for December 31, 2013 and 2012, the efficiency ratio was 64.9% and 62:1%, respectively,
excluding merger and conversion related expenses.and OREO and loan related cost. -

Balance sheet growth in loans and core deposit accounts continued to strengthen our ‘overall
balance sheet posmon Core deposits, excluding all time deposits, now comprise 77% of our total
deposit base, compared to 75% at December 31, 2012. Our non- acqulred loan portfolio § grew by more
than 11.4% in 2013, or $294.2 mllhon

We continue to remain well- capitahzed wrth a total risk-based capltal ratio of 14.47% and a Tier 1
leverage ratio of 9.30%, as of December 31, 2013, compared to 13.99% and 9.87%, at December 31,
2012. The total risk-based capital ratio has increased due to capital increasing faster than the increase
in risk-weighted assets. The decrease in the Tier 1 leverage ratio from the prior year reflects the impact
of the FFCH merger on average assets relative to the capltal added from the issuance of the
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Company’s common stock. We believe our current capital ratios position us well to grow both
organically and through certain strategic opportunities.

At December 31, 2013, we had $7.9 billion in assets and 2,106 full-time equivalent employees.
Through our Bank 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, business loans, agriculture loans, real estate loans,
personal use loans, home improvement loans, automobile loans, 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.

Recent Government Actions

Please see the caption “Regulation and Supervision” under PART I, Item 1 Business on page 4.

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 Non-acquired 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. 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 consists of general and specific reserves. The general reserves are determined, for
loans not identified as impaired, by applying loss percentages to the portfolio that are based on
historical loss experience and management’s evaluation and “risk grading” of the loan portfoho
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, for impaired loans, 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
nonaccrual loans and TDRs of $250,000 and above regardless of accrual status to determine whether or
not they are impaired. For such loans that are 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. The Company requires updated appraisals on at least an annual
basis for impaired loans that are collateral dependent. Gererally, the need for specific reserve is
evaluated on impaired loans greater than $250,000, and once a specific reserve is established for a loan,
a charge off of that amount occurs in the quarter subsequent to the establishment of the specific
reserve.

Allowance for Acquired Loan Losses

* 'With the FFCH and Savannah acquisitions, the Company segregated the loan portfolio between
loans for which there was a discount related, in part, to credit (ASC Topic 310-30 loans) and loans for

54



which there was no discount attributable to credit. The loans where the discount was not attributable to
credit or revolving type loans are accounted for. under FASB.ASC 310-20, with each loan being
accounted for individually. The allowance for loan losses on these loans will be measured and recorded
consistent with non-acquired loans. g

* Subsequent to the acquisition date, decteases in cash flows expected to be received on FASB ASC
Topic 310-30 acquired loans from the Company’s initial estimates are recognized as impairment through
the prbvision for loan losses. For acquired loans subject to a loss sharing agreement with the FDIC, the
FDIC indemnification asset will be adjusted prospectively in a similar, consistent manner with increases
and decreases in ‘expected cash flows.

Probable and significant increases in cash ﬂows (m a loan pool where an allowance for acqulred
loan losses was previously recorded) reduces the remaining allowance for acquired loan losses before-
recalculating the amount of accretable yield percentage for the loan pool in accordance with
ASC 310-30. For covered loan pools, the reduction of the remaining allowance for acquired loan losses
would be offset by the impact to the indemnification asset depending on each covered portfolio’s loss
share coverage (either 80%, in the case of Habersham, Cape Fear, Plantation, and BankMeridian, or
95%, in the case of CBT). '

Other Real Estate Owned (“OREO”)

OREQO, consisting of properties obtained through foreclosure or through a deed in lieu of
foreclosure in satisfaction of loans, is reported at the lower of cost or fair value, determined on the
basis of current valuations obtained principally from independent sources, adjusted for estimated selling
costs. At the time of foreclosure or initial possession of collateral, 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.

Subsequent declines in the fair value of OREO below the new cost basis are recorded through.
valuation. adjustments. Significant judgments and complex estimates are required in estimating the fair
value of other real estate, and the period of time within which such estimates can be considered
current is significantly shortened during periods of market volatility. In response to market conditions
and. other economic factors, management may utilize liquidation sales as part of its problem asset -
disposition strategy. As a result of the significant judgments required in estimating fair value and the -
variables involved in different methods of disposition, the net proceeds realized from sales transactions
could differ significantly from the current valuations used to determine the fair value: of OREO.
Management reviews the value of OREO periodically and adjusts the values as appropriate. Revenue
and expenses from OREO operations as well as gains or losses on sales and any subsequent
adjustments to the value are recorded as OREO expense and loan related expense, a component of
non-interest expense

Goodwzll and OIher Intangtble Assets

- Goodwill represents the excess of the purchase price over the sum. of the estimated fair values of
the tanglble 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
-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.
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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 1mp11ed fair value of goodwill
exceeds the carrying value of goodwill assigned to the reporting unit, there is no impairment. If the
carrymg 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 permltted Management has determined that the Company
has one reporting unit.

- Our stock price has historically traded above its book value and tangible book value. During 2013,
the lowest trading price for our stock was $39.56, and the stock price closed on December 31, 2013 at
$66.51, above book value and tangible book value. We evaluated the carrying value of goodwill as of
April 30, 2013, our annual test date, and determined that no impairment charge was necessary. Should
our future earnings and cash flows decline, discount rates increase, and/or the market value of our
stock decrease, an impairment charge to goodwill and other intangible .assets may be required.

Core deposit intangibles, client list intangibles, noncompetition (“noncompete”) intangibles, and
purchased credit card relationships (“PCCRs”) intangible consist of costs that resulted from the
acqu1s1t10n of other banks from other financial institutions. Core. deposit intangibles represent the
estimated value of long-term deposit relationships acquired in these transactions. Client list intangibles
represent the value of long-term client relationships for the wealth and trust ‘management business.
Noncompete intangibles represent the value of key personnel relative to various competitive factors
such as ability to compete, willingness or likelihood to compete, and feasibility based upon the
compeétitive environment, and what the Bank could lose from competition. PCCR intangibles result
when existing credit card receivables are acquired at a premium and represent-the right to conduct
ongoing credit card business dealings with the cardholders. These costs are amortized over the
estimated useful lives, such as deposit accounts in the case of core deposit intangible, on a method that
we believe reasonably approximates the anticipated benefit stream from this intangible. The estimated
useful lives are periodically reviewed for reasonableness.

Income Taxes and Deferred Tax Assets

Tncome 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, write downs of OREO properties, accumulated
depreciation, net operating loss carry forwards, 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. A valuation allowance is recorded in situations where it is.“more likely than not”
that a deferred tax asset is not realizable. As changes in tax laws or rates are enacted, deferred tax
assets and liabilities are -adjusted through the provision for income taxes. We file a consolidated federal
income tax return for our subsidiary bank. At December 31,2013, we are in a net deferred tax asset
position which resulted from the two acquisitions in 2012 and the merger with FFCH in 2013. In
addition, we evaluate the heed for income tax reserves related to uncertain income tax positions but
had no material reserves at December 31, 2013 or 2012.
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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 perlod of time sufficient to allow
for any ant1c1pated recovery in fair value or for a debt securlty 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 72
“Available-for-sale” for further discussion.

Business Combinations, Method of Accounting for Loans Acquired, and:FDIC Indemnification Asset

- We account for acquisitions undet Financial Accounting Standards Board (“FASB”) Accounting
Standards Codification (“ASC”) Topic 805, Business Combinations, which requires the use: of the
acquisition method of accounting. All identifiable assets acquired, including loans, and liabilities .
assymed, are recorded at fair value. No allowance for loan losses related to the acquired loans is
recorded on the acqulsmon date because the. fair value of ‘the loans acquired incorporates assumptions
regarding credit risk.

-Acquired credit-impaired loans are accounted for under the accounting guidance for loans and
debt securities acquired with detenorated credit quality, found in FASB ASC Topic.310-30,
Receivables—Loans and- Debt Secum‘les Acquzred with. Deteriorated Credit Quality, formerly American
Institute of Certified Public Accountants (“AICPA”) Statement of Position (SOP) 03-3, Accounting for
Certain Loans or Debt Securities Acquired in a Transfer, and initially measured at fair value, which
includes estimated future credit losses expected to be incurred over the life of the loans. Loans
acquired in business combinations with-eviderice of credit deterioration are considered impaired. Loans
acquired through business combinations that do not meet the:specific criteria of FASB ASC
Topic 310-30, but for which a discount is attributable, at least in part to credit quality, are also
accounted for under this guidance. Certain acquired loans, such as lines of credit (consumer and
commercial) and loans for which. there was no discount attributable to credit are accounted for in
accordance with FASB ASC Topic 310-20, where the discount is accreted through earnmgs based on
estlmated cash flows over the estimated life of the loan :

In accordance with FASB ASC Topic 805, the FDIC Indemnlflcatlon Assets are 1n1tlally recorded
at fair value, and are measured separately from the loan assets and foreclosed assets because the loss
sharing agreements are not contractually embedded in them or transferrable with them in the event of
disposal. The FDIC indemnification asset is measured at carrying value subsequent to initial
measurément. Improved cash flows of the underlying covered assets will result in impairment of -the
FDIC indemnification asset and- negative accretion through non-interest income over the shorter of the
lives of the FDIC indemnification asset or the underlying loans. Impairment of the underlying covered
assets will result in improved cash flows of the FDIC 1ndemn1flcat10n asset and a credit to the prov1s1on
for loan losses for acqulred loans will result. .

For further dlscussmn of the Company s loan accountmg and acqulsmons See Note 1——Summary
of Significant Accountmg Policies, Note 2—Mergers and Acquisitions and Note 4—Loans and
Allowance for Loan Losses to the audlted condensed consoltdated financial statements.

Recent Accountmg Standards and Pronouncements

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

57



Results of Operations

. Consolidated net income- available to common shareholders increased by $17.8 million for the year
ended December 31, 2013 -compared to the year ended December 31, 2012.- The increase reflects the
improved net -interest income and a lower provision for loan losses partially offset by increases in
noninterest expense and higher negative accretion on the FDIC indemnification asset. Below are key.
highlights of our results of operations during 2013: '

_" Consohdated net income available to common shareholders increased 59.4% to $47.9 million i in
- 2013 compared with '$30.0 million in 2012, and increased $25.3 million or 111 8%. from 2011,
when net income totaled $22.6 million.

* Basic earnings per common share increased to $2.41 in 2013 compared with $2. 04 in 2012 or
18.1%, and $1.65 in 2011, or 46.1%. o :

« Diluted earnings per common share increased to $2. 38 in 2013 compared with $2. 03 in 2012, or
17.2%, .and $1.63 in 2011, or 46.0%. ‘

* Book value per common share was $40.72 at the end of 2013, an increase from $29.97 at the -
end of 2012 and $27.19 at the énd of 2011. The increase in 2013 was related to the addition of
the FFCH merger which closed in July of 2013 and net income available to common
shareholders of $47.9 million.

* Return on average: assets 1ncreased to 0.77% in 2013, compared with 0.70% in 2012 and 0.58%
in 2011. The increase in return on average assets for the year ended December 31, 2013
compared to December 31, 2012 was driven by improved net 1ncome partially offset by the

- increase in average total assets from the FFCH and Savannah mergers

« Return on average common shareholders equity decreased to 6.99% in 2013, compared with
7.15% in 2012, and increased from 6.10% in 2011. The decrease from 2012 reflected the
increase in average shareholders’ equity from the issuance of common shares related to the
FFCH merger partially offset by higher net interest income and lower provision for loan losses.

* Our dividend payout ratro decreased to 31.91% for the year ended December 31, 2013
compared with 34.11% in 2012 and 42.11% in 2011. The decrease from 2012 reflects hrgher net
income available to common shareholders for the year ended December 31, 2013 due to the
lower provision for loan losses and higher net interest income for the year ended December 31,
2013 compared with 2012. ‘ :

 Our common equity to assets ratio increased to 11.55% at December 31, 2013 compared with
~ 9.88% in 2012 and 9.80% in 2011.

The yield on average earning assets improved by 11 basis points in 2013 from 2012 due primarily
to the.increase in the average balance of acquired loans from the mergers with FFCH and Savannah..
The $1.3 billion increase in volume of the average acqurred loan balance increased interest income by -
$148.3 million. This increase was offset-by the decline in yield by 2.95%, which reduced interest income
by $53.5 million. Average rate of interest-bearing liabilities also improved by 7 basis -points, which was
evident in all categories, except other borrowings, which increased due to additional trust preferred
securities from the FFCH merger at approximately 7% interest rate. This resulted in an increase in net
interest income by $96.9 million, or 54.9%, during 2013. The average balance of interest-bearing
liabilities grew by $1.4 billion, or 44.6%, due primarily from the mergers with FFCH and Savannah.
Interest expense only increased by $1.9 million from 2012, which was the result of decreases in funding
cost of all categories of deposits and Fed funds purchased and securities sold under repurchase
agreements: Overall, the higher net interest income was the result of a much higher average earning
asset base.in 2013 and an improvement in the overall yield, and the continued decline in funding cost
on average interest bearing liabilities.
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In the table below, we havé reported our results of operations by quarter for the:years ended’
December 31, 2013 and 2012.

Table I—Quarterly Results of Operations (unaudtted)

2013 Quarters S A ] / 2012 Quarters

(Dollars in thousands) ' Fourth Third Second First Fourth ’rhird ~ Second First
Interest income . ............ $88,748 $83, 808 $57 530 $56 169 $50 263 $49,535 $45,470 $42,220
Interest EXPENse . . ... ... ... 4359 4,029 2246 2,368 2,351 2,625 2,936 3,182
Net interest income . . . ... .. 84389 79,779 55284 53,801 47,912 46910 42,534 39,038
Provision for loan losses . .- ... ' 12) 659 179 1,060 - 2211 4,044 4641 2,723
Noninterest income .......... 20,683 15,157 8485 9,523 10,900 9,166 11,744 9,473
Noninterest expense . .......... 83,896 75419 44,885 46,441 48,139 38,031 37,509 35,219
Income before inicome taxes .. 21,188 18,858 18,705 15,823 8,462 : 14,001 12,128 10,569
Incometaxes . .............. 7,204 6,804 6,173 - 5174 2552 4938 4,097 3,541
Net income .......... ... $13,984 $12,054 $12,532 $10,649 $ 5,910 $ 9,063 §,8,031 $ 7,028
Preferred stock dividends .. .. .. 812 542 — — — - = =
Net income available to common o ‘ :
shareholders ...... I - . $13-,172 $11,512 $12,532 $10,649 $ 5,910 $ 9,063 °$ 8,031 $ 7,028
Earmngs Per Share o .- :
Net income, basic ........... $ 055% 053 % 075% 063 % 0398% 061 $ 055¢% 051
Net-income, diluted . .......... 0.55 0.52 7 0.74 063 038 0.60 0550 0.50

Cash dividends. ............. 0.19 0.19 0.18 018 - 0.18 017 - 017 0.17

Net Interest Income

Net interest 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 deposits and
borrowings. Net interest income is determined by the yields earned on interest-earning assets, rates
paid on interest-bearing liabilities, thé relative balances of interest-earning assets and interest-bearing
liabilities, the degree of mismatch, and the maturity and repricing characteristics of interest-carning
assets and interest-bearing liabilities. Net interest income divided by average 1nterest-eammg assets
represents our net interest margin. :

The Federal Reserve’s Federal Open Market Commlttee s target for Federal funds remained at a
“range of zero to 0.25% for the year ended. December 31, 2013. We continued to reduce rates on all of
our deposit products in 2013 in line with the hlstorlcally low Federal funds target. The reduction in the
rates on interest-bearing liabilities contributed to higher net interest income for 2013 as compared to
2012. The repricing of all of our deposit products to lower interest rates, offset by the additional
balances added from the FFCH and Savannah mergers resulted in an increase in interest expense of
$1.9 million for the year ended December 31, 2013. Both average balances and period end balances of
certificates of deposits where higher due to the merger activity during 2013. Interest expense from
other interest bearing deposit accounts declined by $301,000 even though the averages balances
increased by more than $923.1 million compared to 2012. The average rates on interest-bearing
liabilities declined at a much slower pace than the continued decrease in average yields on interest-
earning assets.
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Net interest income highlighted for the year ended December 31, 2013:
* Net interest income increased by $96.9 million, or 54.9%, to $273.3 million during 2013.

* Higher 2013 net interest income was driven by higher average balances of interest earning assets
from the FFCH and Savannah mergers completed in 2013 and December 2012, respectively, and
by a 7 basis pomt decrease in the averag¢ rate on interest-bearing liabilities.

« Non-taxable equ1va1ent net mterest margin mcreased 17 ba31s points to 4.93% from 4.76% in
2012.

. Net mterest margm (taxable equlvalent) 1ncreased 16 ba51s points to 4.99% during 2013

* Interest-free funds favorably impacted net interest margin by 6 basis points, flat from the year -
ended December 31, 2012. .

* The average balance of acquired loans increased $1.3 billion from the year ended December 31,
2012 due to the FFCH and Savannah mergers. This partlally offset the impact of dechmng
interest rates on non-acquired loans.

Net interest income highlighted for the year ended December 31, 2012:
« Net interest income increased by $24.9 million, or 16.5%, to $176.4 million during 2012.

* Higher 2012 net interest income was driven by a 33 basis point decrease in the average rate on
interest-bearing liabilities, and by higher average: balances of interest earning assets from the two
acqulsmons completed in 2012.

. * A decrease in the average rate on certlflcates and other interest-bearing depos1ts was the largest
contributor to the rate decrease.

* An increase of 17 basis points in net interest spread and $420.8 million in higher average
balances of interest-earning assets contributed to higher net interest income during 2012.

* Non-taxable equlvalent net interest margin increased 15 basis pomts to 4.76% from 4. 61% in
2011

* Net interest margin (taxable equivalent) 1ncreased 17 basis pomts to 4.83%. during 2012.

o Interest-free funds favorably impacted net interest margin by 6 basis points, a decrease of 2 basis
points from the year ended December 31, 2011. The decrease was drlven largely by the decrease
in the cost of funds which dampened the impact of interest free funds. -

* The yield on acquired loans was 11.13% and positively 1mpacted the net interest margin.-This
partially offset the impact of dechnmg interest rates on non-acqulred loans.

S
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Table 2—Volume and Rate Variance Analysis

(Dollars m thonsands)
Interest income on:
Non-acquired loans net of unearned -

income(2) ............... ..
Acquired loans, net of acquired ALL(4) R
Loans held forsale . ... ............

Investment securities:

Taxable . ......... T
Taxexempt(3) . ... ...l .

Federal funds sold and secutities purchased
under agreements to‘resell and time
deposits

Total interest income ........ ST

Interest expense on:
Deposits

Transaction and money market accounts. .
Savings depos1ts .....................
Certificates and other time deposits . . . . . . .

Federal funds purchased and securities sold
under agreements to repurchase

Other borrowings . . . .. .........ccou....
Total interest expense . .-. . . .. .. ey

‘Net interest.income

2013 Compared to 2012
Increase (Decrease) due to

2012 Compared to 2011
Increase (Decrease) due to

Total

Volume(1l) Rate(1)

Total

Volume(1) )

Rate(1)

$ 9275 $(10,358) $(1,083) $ 4334 $(4297)8 37

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

148256 (53,516) 94,740 11207 743 11,950
@ 4 39 662 . (47) 615
3005 401 3496 3293 (1,938) 1355
806 20 826 2179 (505 1,674
727. 22 M9 196 (57) . 139
162,156 (63,389) 98,767 21871 (6,101) 15,770
1,502 (1,723) (@21) 1054 (4,480) (3,426)
293 (374 (81 157 (584) (427)
1,861 (L518) 343 (1,250) (4,029) (5279)
88  (113) (25 §  (124)  (76)
1,425 465 18% = (32) 69 37
5169 (3263) 1906  (23) (9,148) (9.171)

$156 987 $(60,126) $96,859 $21 894 $ 3,047 $24 941

(1) . The rate/volume variance for each category has been allocated on an equal basis between rate and

volumes.

(2) Nonaccrualloans are included in the above analysis.

(3) Tax exempt lncome is not presented on a taxable- equ1valent bas1s in the above analy51s

(4) ALLis an abbrev1at10n for the allowance for loan losses.
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Table 3—Yields on Average Interest-Earning Assets and Rates on Average Interest-Bearing Liabilities

(Dollars in thousands)

Assets ) .

Interest-earning assets:

Non-acquired loans, net of unearned

~ income(1) .

Acquired loans, net of acquired ALL(2)

Loans held for sale ‘

. Investment securities: L

Taxable . . . ................

Tax-exempt
Federal funds sold and securities

purchased under agreements to resell

and time deposits

Total interest-earning assets
Noninterest-earning assets:

Cash and due from banks
FDIC receivable for loss share
agreements
Other real estate owned
Other assets
Allowance for loan losses

Total noninterest-earning assets . . .

Total assets
Liabilities :
Interest-bearing liabilities:

Deposits
Transaction and money market
accounmts. ... ... ...
Savings deposits .
Certificates and other time deposits .
Federal funds purchased and securities
sold under agreements to repurchase .
Other borrowings

Total interest-bearing liabilities . . .
Noninterest-bearing liabilities:

Noninterest-bearing deposits

Other liabilities

Total noninterest-bearing liabilities
Shareholders’ equity

Total noninterest-bearing liabilities
and shareholders’ equity . . . . . .

Total liabilities and shareholders’
equity

Net interest spread
Impact of interest free funds

Net interest margin (non-taxable
equivalent)

Net interest margin (taxable equivalent) . .

Net interest income

(Y]

Years Ended December 31,

2013

Nonaccrual loans are included in the above analysis.

(2) ALL is an abbreviation for the allowance for loan losses.

'
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2012 2011
‘Interest Average Interest Average Interest :Average
Average Earned/ Yield/ Average Earned/ Yield/ Average Earned/ . Yield/
Balance Paid Rate Balance Paid Rate Balance ‘Paid Rate
$2,677,450 $118,509 4.43% $2,484,751 $1'19,592 4.81% $2,397,821 $120,664  5.03%
1,813,425 148,374 8.18% 481,754 53,634 11.13% 379,678 40,575 10.69%
45,015 1,620 3.60% 45,112 1,581 3.50% 26,760 966  3.61%
458344 11,073 2.42% 325,420 7,577 - 2.33% 212,788 6,222 2.92%
151,908 4,773 3.14% 126,143 3,947 . 3.13% 64,404 2273 3.53%
392,915 1,906 0.49% 241,332 1,157 048% - 202,291 1,018 0.50%
5,539,057 286,255 5.17% 3,704,512 187,488  5.06% 3,283,742 171,718 5.23%
125,653 88,487 78,543
118,977 205,460 278,164
69,848 79,899 97,692
541,630 245,667 214,227
(40,192) (47,762) (48,005)
815,916 571,751 620,621
- $6,354,973 $4,276,263 $3,904,363
$2,280,055 $ 2,897 0.13% $1,538,795 $ 3,117  0.20% $1,325,344 '$ 6,543 0.49%
479,367 398  0.08% 297,498 479  0.16% 253,652 . 906  0.36%
1,277,772 5172 0.40% 922,377 4828 052% 1,052,563 10,109 0.96%
274,080 426 0.16% 229,185 451 0.20% 210,098 526 0.25%
76,421 4,109 538% 46,537 2,219 . 477% 47,239 2,182..  4.62%
4,387,695 13,002 0.30% 3,034,392 11,094 0.37% 2,888,896 20,266 0.70%
1,215,052 799,263 . - 615,956
39,336 22,759 29,395
1,254,388 822,022 - 645,351
712,890 419,849 370,116
1,967,278 1,241,871 1,015,467
$6,354,973 $4,276,263 $3,904,363
4.87% 4.70% 4.53%
0.06% 0.06% 0.08%
4.93% 4.76% 4.61%
4.99% 483% 4.66%
$273,253 $176,394 $151,452




Noninterest Income: and Expense

Noninterest income provides us with additional revenues that are significant sources of income. In
2013, 2012, and 2011, noninterest income comprised 16.5%, 19.0%, and 26.7%, respectively, of total net
interest and noninterest income. The increase from 2012 resulted primarily from the $7.7 million
increase in bankcard services income, $6.7 million increase in service charges on deposit accounts and
$6.3 million increase in trust and investment services income.

- Table 4—Noninterest Income for the Three Years

Years Ended December 31,

(Dollars in thousands) ) 2013 2012 2011
Service charges on deposit accounts ceieeaeae... $30561 $23815 $ 22,654
Bankcard services income . ........ e 21,883 14,173 11,721
"Mortgage banking income, net of commissions . . . . 9,108 12,622 6,271
Trust and investment services income ........... - 12,661 6,360 5,464
Securities gains (losses), net . ............... ... — 189 323.
- Total other-than-temporary impairment losses . . . .". — — (115)
. Portion of impairment losses recogmzed in other : :
comprehensive 10sS . .. ..... .. L oL — — —
Net impairment losses recognized in earnings. . . . —_ — (115)
Accretion (amortization) of FDIC indemnification
assel . ...t e e (29,535)  (20,773) - (10,135)
Gains on acquisitions . . ..................... — — 16,529
Other ... .oviiiiiiiii e . 9,170 4,897 2,407
Total noninterest income . . ................. $ 53,848 $41,283 $ 55119

Noninterest income 1ncreased 30.4% for the year ended December 31, 2013 compared to 2012
resulting from the following: : .

* Service charges on deposit accounts increased 28.3% driven by the increase in deposit accounts
through organic growth combined with the FFCH, Peoples, and Savannah acquisitions.

* Bankcard services income increased 54.4%, due to organic growth as well as an mcreased
customer base from the FFCH Peoples, and Savannah acquisitions.

* Trust and investment services income increased 99.1%, driven pnmarlly by the addition of
investment services income generated by Minis & Co., Inc., acquired in the Savannah transaction
as well as the FFCH acquisition.

* Other noninterest income increased 84.4%, driven by an increase in recoveries from acquired
assets and from the contribution of the FFCH acquisition.

* Negative accretion on the FDIC indemnification asset increased $8.8 million, resulﬁng from
decréases in expected cash flows from the FDIC. This decrease in expected cash flows from the
FDIC was driven by improvement in the cash flows in certain acquired loan pools.

» Mortgage banking income decreased 27.4%, driven by a reduction in refinancing activities in the
secondary market due to rising interest rates.
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Noninterest income decreased 25.1% for the year ended December 31, 2012 compared to- 2011
resulting from the following: .

.* Mortgage banking income mcreased 101 3%, dnven by the increased volume of mortgage
banking activity generated as-customers refinanced thelr mortgage loans to take advantage of the
low interest rate environment. S

* Service charges on deposit accounts increased 5.1% driven by the increase in deposit accounts
through organic growth combined with the Peoples and Savannah acquisitions.

* Bankcard services income increased 20.9%. This increase was primarily the result of adding
bankcard customers through organic growth as well as the Peoples and Savannah acquisitions.

» Other noninterest income mcreased 103.5%, driven by $1.8 million in recoveries on acquired
loans and a $330,000 increase in the cash surrender value of bank owned life insurance.

. Negatlve accretion on the FDIC indemnification asset increased $10.6 mllhon resulting from
decreases in expected cash flows from the FDIC related to the loss share agreement. This
decrease in expected cash flows from the FDIC was driven by improvements in the cash flows in
certain acquired loan pools during 2012 (additional detailed discussion of the accretion on the
receivable for the FDIC loss share agreements can be found in this section under the captions:
Business Combinations, Method of Accounting for Loans Acquired, and FDIC Indemnification
Asset).

Noninterest expense represents the largest expense category for our company. During 2013, we
continued to emphasize carefully controlling our noninterest expense.

Table 5—Noninterest Expense for the Three Years

Years Ended Decemﬁer 31,

- (Dollars in thousands) . 2013 2012 2011
Salaries and employee benefits ............... $122,096 $ 76,308 $ 68,937
OREOQO expense and loan related . .. ........... 13,758 12,003 14,051
Information services expense . . ............... 14,334 11,092 10,512
Merger expense ............. T S 22,534 10,214 3,198
Net occupancy expense . . . . . e ey 17,518 11,608 9,674
Furniture and equipment.expense . ............ o 12,130 9,115 8,476
Bankcard EXPENSE. . .. 6,435 4,062 3,241
FDIC assessment and other regulatory charges . . 15,034 3,875 4,573
Business development and staff related ......... 5,392 3309 3,336
Advertising and marketing ...... e 3,941' ’ 2,735 2,729
Professional fees. . ............0 . ... 4,337 2,681 1,776
Amortization of intangibles . . . .. e e .. 6,081 2,172 1,991
Other .................. P v 17,051 9,724 10,484

Total noninterest €Xpense. .. ... ............ $250,641 $158,898 $142,978 .

Noninterest expense increased 57.7% for the year ended December 31, 2013 compared to 2012
resulting from the following: '

* Salaries and employee benefits expense increased by 60.0% driven by the addition of staff from
the FFCH acquisition during 2013, along with increases in both incentive and merit pay for
employees.

64



* OREO and loan related expense increased 14.6% driven by an increase in carrying costs on
OREO properties; as well as a increase-in legal expenses related to collections.

* Business development and staff related experrSe increased 61:6% due primarily to the FFCH
acquisition, along with an increase in recruitment and relocatron costs, travel expenses, and
training expenses. g :

* Merger and conversion related expenses increased by 120.6% due to the merger costs related to
the FFCH acquisition.

Noninterest expense increased 11.1% for the year ended December 31, 2012 compared to 2011
resulting from the following:

* Salaries and employee benefits expense increased 10.7%, driven by the addition of Peo_ples‘and
Savannah and increases in both incentive and merit pay for employees during 2012. '

« Information services expense increased 5.5%, driven mainly by an incremental increase from the
Peoples and Savannah acqulsltlons and an increase in cost related to internet banking and
. © general :computer servicing, :

* Merger and conversion related expenses of $10.2 million were incurred related to the Peoples

 and Savannah acquisitions along with the conversion from a national chartered bank to a state
chartered bank in July of 2012, compared to $3.2 million for the Habersham and BankMeridian
acqulsmons in 2011.

* Net occupancy and furniture and equipment expense increased 4.2% combined, driven primarily
* by increases from the addition of the Peoples branches in the upstate of South Carolina.

* OREO and loan related expenses for the year ended December 31, 2012 was $12.0 million, -
including $3.1 million related to covered OREO and loans, net of the FDIC indemnification and
$8.8 million related to uncovered OREQ. This was a decrease of $3.9 million, or 30.5% from
2011. The decrease was largely driven by a decline in the amount of write downs recorded for
OREO properties throughout the year. In-addition, during the fourth quarter of 2012, we moved
a former potentlal branch site.to OREQ. and recorded a write down of $306,000.

Income Tax Expense

Our effective tax rate mcreased to 34.0% at December 31, 2013, compared to 33 5% at
December 31,.2012. The higher effective tax rate in 2013 is primarily attributable to higher pre-tax net .
income than in 2012. In addition, nondeductible expenses totaling $1.9 million related to the closing of
the FFCH merger contributed.to a higher effective tax rate. Tax exempt income on municipal bonds
also . made up a smaller percentage of pre-tax net income for.the year ended December 31, 2013
compared to 2012,"which -also contributed to the higher effective rate.

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 furids deposits and repurchase agreements.
The composition of the investment portfolio changed from 2012 primarily as a result of securities
acquired through the FFCH acquisition .as well as purchases of government sponsored entities
(“GSEs”) and mortgage-backed securities, the sale of $177.5 million in acquired FFCH mortgage-
backed securities and state and municipal bonds, and ‘maturing or called securities that were purchased
in higher interest rate environments. The expected average life of the investment portfolio at
December 31, 2013 was approximately 4.27 years, compared with 3.87 years at December 31, 2012. At
December 31, 2013, investment securities were $812.6 million, or.14.7% of average earning assets,
compared with $560.1 million, or 15.1%. of average earning assets, at December 31, 2012. See Note 1—
Summary of Significant Accounting Policies in the audited consolidated financial statements for our
accounting policy on investment securities. '
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As securities are purchased, they are designated as held to maturity or available 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
securities that are designated as trading securities. The following table presents the reported values of
investment securities for the past five years as of December 31:

Table 6—Investment Securities for the Five Years

December 31,

(Dollars iﬁ thousands) 2013 202 2011 2010 2009

Held-to-maturity (amortized cost): ‘ »

State and municipal obligations . ................ $ 12,426 $ 15,440 $ 16,569 $ 19,941 $ 21,538
Total held-to-maturity . ..................... 12,426 15440 16,569 19,941 21,538

Available-for-sale (fair value): L

Government-sponsored entities debt ............. 142,994 88,518 49,603 70,534 - 36,615

State and municipal obligations . . ............... - 140,651 152,799 43957 40,004 26,805

GSE mortgage-backed securities .. .............. 499,479 293,187 195,309 84,440 103,268

Trust preferred (collateralized debt obligations) . . . . . , — — — 2,034 6,250

Corporate Stocks . .. ...ttt e 3,667 379 326 362 365
Total available-for-sale ..................... . 786,791 534,883 289,195 197,374 173,303
Total other investments . .. .................. 13,386 ° 9,768 18,292 20,597 16,271

Total investment Securities . ..........c.oueunon.n . $812,603 $560,091 $324,056 $237,912 $211,112

.During 2013, total investment securities increased $252.5 million, or 45.1%, from December 31,
2012. The increase was primarily the result of $291.1 million of securities acquired through the FFCH
acquisition as well as $306.9 million of purchases of GSEs and mortgage-backed securities. These
increases were partially offset by $177.5 million in FFCH securities sold and $142.2 million of maturing,
called, and prepaid securities that were generally purchased in higher interest rate environments. The
decrease in held-to-maturity (“HTM”) securities was the result of called and maturing state and
municipal tax-exempt securities during 2013. 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. At December 31, 2013, the fair value of the total -
investment securities portfolio (including HTM) was $8.5 million, or 1.06%, below its amortized cost
basis. Comparable valuations at December 31, 2012 reflected a total investment portfolio fair value that
was $15.2 million, or 2.78%, higher than amortized cost basis.

Held-to-maturity

HTM securities consist solely of some of our tax-exempt state and municipal securities. The
following are hlghllghts

o Total HTM securities decreased $3.0 million from the balance at December 31, 2012.

* The balance of HTM securities represented 0.2% and 0.3% of total assets at December 31, 2013
and 2012, respectively.

* Interest earned -amounted to $521,000, a decrease of $131 000, or 20.1%, from $652,000 in 2012
The average balance of the HTM portfolio decreased by $3.4 million during 2013, as compared
to the average during 2012. The overall yield on the HTM portfolio decreased by 7 basis points
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from 2012 and decreased by 8 basis points from 2011 attributable to maturing or called
securities that were purchased in higher interest rate environments.

The expected: average life of the held to maturity portfolio was 2.84 years and 3.1 years at
December 31, 2013 and 2012, respectively. '

Available-for-sale

Securities available for sale consist mainly of debentures of government-sponsored entities, state
and municipal bonds, and mortgage-backed securities. At December 31, 2013, investment securities with
an amortized cost of $795.8 million and fair value of $786.8 million were classified as available for sale.
The negative adjustment of $9.0 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 of our available-for-sale securities:

» Total securities available for sale increased $251.9 million, or 47.1%, from the balance at
December 31, 2012, primarily the result of securities acquired through the FFCH acquisition as
well as purchases of GSEs and mortgage-backed securities, offset by $177.5 million in FFCH-
securities sold as well as maturing or called securities that were purchased in higher interest rate
environments. '

» The balance of securities available for sale repreéented 10.0% of total assets at December 31,
2013 and 10.4% at December 31, 2012.

“» Interest income earned in 2013 amounted to $14.9 million, an increase of $4.2 million, or 39.2%,
from $10.7 million in the comparable year of 2012. The increase in interest earned reflected a
$147.5 million increase in the average balances of securities available for sale, partially offset by
a 40 basis point decrease in the yield on available for sale securities, reflecting the ongomg low
interest rate environment throughout 2013. . :

At December 31, 2013, we had 257 securities available for sale in an unrealized loss position,
which totaled $16.0 million. During 2013, the credit and capital markets continued to experience some
turmoil globally, but rates generally increased during the year as some economic sectors recovered and
markets anticipated a tapering of securities purchased by the Federal Reserve Bank. See Note 3—
Investment Securities in the consolidated financial statements for additional information.

Investment securities in an unrealized loss position as of December 31, 2013 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 more-likely-than-not that we will not be required to sell the. debt
securities. Therefore, we do not consider these investments to be other-than-temporarily impaired at
December 31, 2013. 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 tanglble capital or liquidity.

While securities classified as available for sale may be sold from time to time to meet hquldlty 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, dependmg partly on changes in interest
rates and altematlve investment opportumtles
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Other Investments

Other investment securities primarily include our investment in Federal Home Loan Bank of

Atlanta (“FHLB”) stock, 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, 2013, the investment in FHLB stock
represented approximately $10.4 million, or 0.13% of total assets.

Table 7—Maturity Distribution and Yields of Investment Securities

‘ Par
‘Value

$ 12,426

12,426

149,708
142,934

500,000
3,161

795,803

13,386

$821,615

Due Aftér Due After . ‘
Due In 1 Thru 5 o, 5Thrul0 Due After .

1 Year or Less - Years © -~ Years 10 Years Total
glll):lils:l:d:; . ‘Amount Yield Amount Yreld : Amount -Yield Amount Yield Amount Yield
Held-to-maturity '

State and mumclpal . . ¢ . )
obligations(2)(3) . $1,480 6.08% $ 345 636% $ 9931 595% $ 670 6.08% $ 12426 5.98%
Total i s : i : '
held-to-maturity .~ 1,480 6.08% 345 6.36% 9931 5.95% 670  6.08% 12,426  598% .
Available-for-sale
Government- =
sponsored entities S i ' i ‘
debt(4) ....... 876 1.40% 22,029 1.34% 95,010 2.24% 25,079 2.62% 142994  2.30%
State and municipal
obligations(2)(3) . . . 3,780 4.23% 8,099 2.97% 42,775 411% 85997  4.86% 140,651 4.51%
Mortgage-backed : : ‘ :
securities(5) . —  0.00% 1,953 377% 101,502 228% 396,024 242% 499,479 - 2.40%
Corporate stocks(1) . —  0.00% —  0.00% —  0.00% 3,667 0.42% 3,667  0.42%
Total - ’ . i
available-for-sale 4,656 3.70% 32,081 2.82% . 239,287 259% 510,767 . 2.83% 786,791 . 2.76%
Total other . . :
mvestments(l) —  0.00% — 0.00% —  0.00% 13,386 ~ 241% 13,386  2.41%
Total investinent ) ) '
securities(6) . ... $6,136 4.27% $32,426 292% $249,218 2.73% $524,823 . 2.82% $812,603 2.80%
Percent of fotal . % 4% 3% 65% o
Cumulative percent .
oftotal . ... .. L 1% 5% 35% 100%

(1)’ 'FHLB and other corporate stocks have no set matunty date and aré cla551f1ed in “Due after 10 Years.”

(2) Yields on tax- exempt mcome have been presented ona taxable-eqmvalent basns m the above table.

(3) The expected average life for state and mummpal obligations is 5.72 years; 2.84 years for held-to-maturity and 5.97 years for

available-for-sale.

(4) - The expected average life for government sponsored entities debt securities is 2.68 years:

(5) The expected average life for mortgage-backed securities s 4:39 years.

-

' Fair
‘Value

$ 12,891

12,891

‘ 142,994
140,651

499,479
3,667

786,791
13,386

$813,068

(6) The expected average hfe for the total mvestrnent securltles portfoho is 427 years (not mcludmg FHLB and corporate stock with no maturlty

date).

Loan Portfolio

Our loan portfoho remains our largest category of, 1nterest earmng assets. The addition of

$2.3 billion in acquired loans in the FFCH business combination’ acquisitions along with a 16. 8%

increase in consumer real estate:loans; a 6.3% increase in commercial owner occupied real estate loans,
a 56.9% increase in consumer loans, and a 15.0% increase in commercial and industrial loans
contributed to overall loan growth for the year ended December 31, 2013. At December 31, 2013, total
loans had grown to $5.7 billion, an increase of $2.1: billion, or 56.7%, compared to $3.6 billion at the
end of 2012. Average loans outstanding during 2013 were $4.5 billion, an increase of $1.5 million; or
51.4%, over the 2012 average of $3.0 billion. (For further discussion of the Company’s acquired loan
accounting, see Note 1—Summary of Significant Accounting Policies, Note 2—Mergers and
Acquisitions and Note 4—Loans and Allowance for Loan Losses in the consolidated financial

statements.)
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The following table presents a summary of the non- acqmred loan portfolio by type

Table 8—Distribution of Non-Acquired Loans by Type

. L P December 31, .
2013 2012 2011 2010 2009

(Dollars in thousands)
Real estate:
Commercial non-owner occupied(1). $ 591,122 §$ 563,491 §$ 610,543 § 712,190 $ 770,934

Consumer(2) ............cou.. 805,309 689,787 . 656,515 589,431 . 533,123
Commercial owner occupled real

estate ..... e e e e e 833,513 784,152 . 742,890 578,587 469,101
Commereial and mdustrlal ......... 321,824 279,763 220,454 202,987 214,174
Other income producmg property . 143,204 133,713 140,693 124,431 137,736
Consumer ......... v e ae e 136,410 86,934 ..85,342 67,768 68,770
Otherloans.................... 33,834 33,163 :14,128 . 20,806 9,400

Total non-acquired" 'loans ......... $2,865,216 $2,571~,003 $2,470,565 : $2,296,200 $2,203,238

(1) Includes $300 0 million, $273.4 million, $310.8 million, $392 0 million, and $467.3 million of
construction and land development loans at December 31, 2013, 2012, 2011, 2010 and 2009,
respectively. : o .

(2) Includes owner occupied real estate.

In accordance with FASB ASC Topic 310-30, the. Company aggregated acquired loans-that have
common risk characteristics into pools within the following loan categories: commercial loans greater-
than or equal to $1 million—CBT, commercial real estate, commercial real estate—construction and
development, residential real estate, residential real’ estate junior lien, home equity, consumer,
commercial and industrial, and s1ngle pay. Single pay loans consist of those instruments for which
repayment of principal and interest is expected at matunty The followmg table presents the acquired
credit impaired loans by type: ~ : .

Table 9—-‘-—Distribution_ of Acquired Credit Impaired Loans by Tipe

.Décember 31,

(Dollars . in thousands) ) 2013 2012 ., 2011 2010
Acquired credit impaired loans
Commercial loans greater than or equal to _
$1 million—CBT . ... ..... .. ... o .veooo.. 8 24109 $ 39661 $ 56540 $ 84,288
Commercial real eState . . ..., .ee et evnio. .. . 439,785 372,924 108,327 . 66,628
Commercial real estate—construction .and - . . , i ,
development .. ........ N, 114,126 130,451 51,005 32,312
Residential real estate e PR 476,689 - 354,718 128,510 = 92,737
Consumer ........... A e 103,998 15685 © 10,019 10,915
" Commercial and mdustrlal. cee e 68862 - 72,718 39311 - 24,742
Smgle pay ... i o e e 129 456" “475 9416
. Total acqmred credit lmpall‘ed loans ....... .. $1,227,698  $986,613  $394,187 . $321 038

The Company did not have any FASB ASC qulc 310 30 acqulred loans for the year ended
December 31, 2009.
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Acquired loans that are not credit impaired and lines of credit (consumer and commercial) are
accounted for in accordance with FASB ASC Toplc 310 -20. The followmg table presents the acqulred
non-credit impaired loans by type:

Table 10—Distribution of Acquired Non-Credit Impaired Loans by Type

December 31,
(Dollars in thousands) . i 2013 2012
Acquired non-credit impaired loans: - ‘
Real estate: oo
Commercial non-owner occupied(1) ...... I, $ 116,994 § 3,716
e Consumer(2) . ..o vv i e e 1,006,747 36,139
‘ Commercial owner occupied real estate - ............. 73,714 12,141
Commercial and industrial ... ... ....... e e 58,773 17,531
Other income producing property ......%.c.c....ivn.n. 74,566 3,688
Consumer ......... e e e e 267,257 —
Total acquired non-credit impaired loans. . ........... $1,598,051 $73,215

(1) Includes $58.4 million and $839,000 of construction and land development loans at
December 31, 2013, and 2012, respectively.

(2) Includes owner occupied real estate.

The Company did not have any acquired non-credit 1mpa1red loans for the years ended
December 31, 2011, 2010, and 2009.

Real estate mortgage loans contlnue to comprise the largest segment of our loan portfolio. All
commercial and residential loans secured by real estate are’mcluded in this category. As of
December 31, 2013 compared to December 31, 2012:

» Acquired loans were $2.8 billion, or 49.7% of total loans at December 31, 2013

* Non-acquired loans secured by real estate mortgages, excluding commercial owner occupied
loans, were $1.4 billion, and comprised 24.5% of the total loan portfoho This was an increase of
$143.2 million, or 11.4%, over year-end 2012.

* Loans secured by commercial real estate, excluding commercial owner occupled loans, mcreased
by $27.6 million, or 4.9%.

* Loans secured by consumer real estate grew by $115.5 million, or 16.8%.

‘e Commercial owner oooupied real estate loans grew $49.4 million, or 6.3%, from the comparable
year of 2012. The balance represented 14.6% of total loans at December 31, 2013.

Loan interest income was $268.5 million in 2013, an increase of $93.7 million, or 53.6%, over 2012
income of $174.8 million. The increase was the result of the 276.6% growth in the average balance of
the acquired loan portfolio from the FFCH business comb1nat1on and organic growth partially offset by
an average acquired loan portfolio yleld in 2013 of 8.18% which was 297 basis points lower than the
11.15% loan yield in 2012 and an average non-acquired loan portfolio yield in 2013 of 4.43% which was
38 basis points lower than the 4. 81% loan yield in 2012. Interest income for 2012 was 7.8% higher than
the 2011 income of $162.2 million. The average loan yield of the non- acqu1red loan portfoho in 2012
was 22 basis points lower than the 2011 yield of 5.03%. =~
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Non-acquired loans secured by commercial real estate were comprised of $300.0 million in
construction and land development loans and $291.2 million in commercial non-owner occupied loans
at December 31, 2013. At December 31, 2012, we had $273.4 million in construction and land
development loans and $290.1 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. ‘ :

_ Non-acquired loans secured by consumer real estate comprised of $548.2 million in consumer
‘owner occupied loans and $257.1 million in home equity loans at December 31, 2013. At December 31,
2012, we had $434.5 million in consumer owner occupied loans and $255.3 million in home equlty
loans.

The table below shows the contractual matunty of the non-acquired loan portfoho at
December 31, 2013.

Table 11—Maturity Distribution of Non-acquired Loans

1 Year ‘ Maturity . Over

R)eglell;lll?seli-nstll’n 021?51:11 ds) Total or Less 1 to 5 Years 5 Years
Real estate: , Coweo T CLal e :
Commercial non-owner occupied ............. $ 591,122 $119,397 §$ 278,048 $ 193,676
N O/s) 11111111 G 805,309 60,651 246,701 497,957
Commercial owner occupied real estate . ......... 833,513 74,963 467,217 291,333
Commercial and industrial . ............... e 321,824 112,618 157,267 51,939
Other income producing property............... 143,204 29,598 84213 - 29,393
CONSUMET . & . .ottt i v e et e v ee et e e ae e 136,410 9,494 100,249 26,667
Otherloans ..............cuiinnenn.. 33,834 4,890 - 15,921 - 13,024
. Total non-acql'iired loans ........ S $2,865,216 $411,611 $1,349,616 ~ $1,103,989

. At December 31, 2013 and 2012 our non-acquired commer01a1 non-owner-occupied real estate
loans, with fixed rates and maturities. greater than a year, had a balance of $355.2 million and

-$287.5 million, respectiyely. The adjustable interest rate loan balance in this loan category was .
$116.5 million and $94.3 million, respectively. The non-acquired commercial owner occupied loans, with
fixed rates and maturities greater than a year, had a balance of $727.1 million and $666.7 million,
respectively. The adjustable interest rate loan balance in this loan category was $31.5 million and

$30.9 million, respectively. The non-acquired commercial and industrial loan category, with fixed rates
and maturities greater than a year, had a balance of $178.3 million and $141.1 million, respectively. The
adjustable interest rate loan balance in this loan category was $30.9 million and $22 5 million,
respectively.
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The table below shows. the contractual maturlty of the acqulred non-credit impaired loan portfolio
at December 31, 2013: :

Table 12—Maturity Dtstnbutwn of Acqutred Non-credtt Impazred Loans

; Y . "
?lf:ﬁ':::::tlh 02':) sl :n ds) Total olr If:srs 1 I:I(I)a;uﬁgrs 5(;'ve§rs
Real estate: - S
.Commercial non-owner occupled e e $ 116,994 $12,626  $ 39,460 § 64,908
CONSUMET + « v v ve o e ee e i e e e e e e .. 1,006,747 5,029 44.889 956,829
Commercial owner occupied realestate. . ......... - 73,714 5,106 32,510 36,098
Commercial and industrial ................ e 58,773 19,169 33,250 6,354
Other income producing.property ............. e 14566 4,249 . 3,210 - 67,107
ConSUMET . v\ v vt eenennnnn, v i 267,257 21,118 13,293 232,846
Total acquired non-credit impaired loans ......... $1 598 051 $67,297 $166,612 $1,364,142

The table below shows the contractual maturlty of the acqulred non- credlt lmpalred loan portfolio
at December 31, 2013.

Ihble 13—Maturtty Distribution of Acqutred Credtt Impaired Loans

Ye ’ i ver
?ﬁgﬁ':gefnsghfl?::nds) : \ Total . olr If?;s llga;u{l'egrs S%ears
Acquired credit impaired loans '
" Commercial loans greater than or equal to : ‘
$1 million—CBT .. ....... .. 0« i $ 24109 - $ 18693 $ 1,782 $ 3,634
“Commercial real estate . ........ RV 439,785 172,518 174,766 = 92,501
Commercial real estate~—construction and . ,
development ... ...... e e 114,126 74,278 34,012 . 5,836
Residential real estate . . ... ... ..o ivin o 476,689 115,587 105,962 255,140
Consumer . ............... e e 103,998 = 4,560 11,315 88,123
Commercial and industrial . .. ........ e 68,862 34,556 26,978 7,328
Single pay . . ... A S - 129 129 - —

Total acquired credit impaired loans . . .. ... ... $1,227,698 $420,321  $354,815  $452,562

Nonaccrual Loans

Generally, we place a non- acqulred loan on nonaccrual when the loan becomes 90 days or more
past due. Management does place loans which are not 90 days or more past due on nonaccrual based
‘upon management’s judgment of collectability of principal and interest. . - .

Troubled Debt Restructurings (“TDRs”)

The Company designates loan modifications as TDRs when, for economic or legal reasons related
to the borrower’s financial difficulties, it grants a concession to the borrower that it would not
otherwise consider (ASC Topic 310-40). Loans on nonaccrual status at the date of modification are
initially classified as nonaccrual TDRs. Loans on accruing status at the date of concession are initially
classified as accruing TDRs if the note is reasonably assured of repayment and performance is expected
in accordance with its modified terms. Such loans may be designated as nonaccrual loans subsequent to
the concession date if reasonable doubt exists as to the collection of interest or principal under the
restructuring agreement. TDRs are returned to accruing status when there is economic substance to the
restructuring, there is documented credit evaluation of the borrower’s financial condition, the remaining
balance is reasonably assured of repayment in accordance with its modified terms, and the borrower
has demonstrated sustained repayment performance in accordance with the modified terms for a
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reasonable period of time (generally a minimum of ‘six months). At December 31, 2013 and 2012, total
TDRs were $16.0 million and $19.4 million, respectively, of which $5.3 million were accruing

restructured loans at December 31, 2013, compared to $6.3 million at December 31, 2012. The '

Company does not ‘have ‘significant commltments to lend addltlonal funds to these borrowers whose

loans have been modified.

The level of risk elements in the loan pertfolio, OREO and other nonperforming assets for the

past five years is shown below:
Table:14—Nonperforming Assets
(Dollars in thousands)

Nonaccrual loans(1) . .. .. .. ooooL oL,
Accruing loans past due 90 days or more . .. ...

Restruetured loans-. . ... ... .. ... e e e
Total -nonperforming loans. .. ......... e

Other real estate owned (“OREO”)(2) .......
Other nonperforming assets(3) .............

Total nonperforming . assets excluding acquired
assets . ... ... et eee s
Acquired covered OREO ... ............. .

Acquired non-covéred OREO. . . . .. e
Other acquired nonperforming assets . ....... o

Total 'nonperfonning assets ... ...l

Excluding acqulred assets
Total nonperforming assets as a percentage of
total loans and repossessegl assets(4) .......

Total nonperforming assets as a percentage of

totalassets. . ......... i i, ;

Nonperforming loans asa percentage of period
endloans(4).....,l.(_,..’.r...i ......... s

Including acqulred assets:
Total nonperforming assets as a percentage of
total loans and repossessed -assets(4) .......

Total nonperforming assets as a percentage of

total assets. . . ... il

Nonperforming loans as a percentage of penod

end loans(4). . . . .. e R o

December 31,

2013

. 2012

2009

_ 2011 2010
$ 31,333 §$ 48387 $ 64,170 $ 62,661  $47,444
T 258 . 500 . 926 - 118 241
10,69 13151 . 11,807 - 6365 .- 2,048
42281 62,038 76903 69,144 | 49,733
13456 19069 18022 17264 3102
— _ 24 50 31
55737 81,107 94949 86458 52,866
27520 34257 65849 69317 b
23942 13179 — — L
943 44 251 19 —
$108,142 $128587 $161,049 $155794  $52,866
194% . 3.13% 382%  374%  2.40%
070%  158%  244%  241%  196%
148%  241%  311% @ 301%  2.26%
188%  3.46%  545%  576% _ 240%
C136%  250%  413%  433% _ 1.96%
0.74%  170%  2.68%  2.64% _ 2.26%

(1) Excludes the acquired credit impaired loans that are contractually past due 90 days or more totaling
$82.1 million, $76.1 million, $97.6 million, and $93.6 million as of December 31, 2013, 2012,
December 31, 2011, and December 31, 2010, respectively, including the valuation discount. Acqu1red
credit impaired loans are considered to be performing due to the application of the accretion method
under FASB ASC Topic 310-30. (For further discussion of the Company’s application of the accretion

- method, see Business-Combinations, Method of Accounting for Loans Acquired, and FDIC
Indemnification Asset under Note 1—Summary of Significant Accounting Policies in the consolidated.

financial statements.)

(2) Includes certain real estate acqulred as‘a result of foreclosure and property not 1ntended for bank

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

Excluding the acqulred loans, total nonperformmg loans were $42 3 mllllon, or 1:48% of total
loans, a decrease of $19.8 million, or 31.8%, from December 31, 2012. The decrease in nonaccrual
loans was driven by a decrease in commercial nonaccrual loans of $19.8 million. The consumer
nonaccrual loans remained flat from December 31, 2012.

Nonperforming non-acquired loans and restructured loans decreased by approximately $7.3 million
during the fourth quarter of 2013 from the level at September 30, 2013. This was primarily the result of
$5.9 million being repaid or sold, $1.8 million returning to accruing status, $2.8 million being
transferred to other real estate owned, and $1.6 million charged-off. The top 10 nonaccrual loans at
December 31, 2013 consist of seven loans located along the coast of South Carolina, two in
Orangeburg, and one located in the Charlotte: MSA, and total $15.9 million. These loans comprise
37.8% of total nonaccrual loans at December 31, 2013 and are all real estate collateral dependent. The
Company currently holds specific reserves of $744,000 on two of these ten loans. Of our non-acquired
nonperforming loan balance of $42.3 million at December 31, 2013, 44.3% is.in South Carohna coastal
markets ' : L ~

-~ At December 31, 2013 non-acquired OREO (not covered) decreased by $5.6 million from the
balance at December 31, 2012 to.$13.5 million. At December 31, 2013, non- acquired OREO consisted
of 86 properties with an average value of $156,000, a decrease of $54,000 from December 31, 2012,
when we had 91 properties. In the fourth quarter of 2013, we added 18 properties with an aggregate
value of $2.0 million into non-acquired OREQ, and we sold 27 properties with a basis of $3.4 million.
in that same quarter. We recorded a net gain of $72,000 on the properties sold during the quarter. We
also wrote down 23 properties during the fourth quarter by $1.5 million. Our non-acquired OREO
balance of $13.5 million, at December 31, 2013, is comprised of 16% in the Orangeburg, SC area, 18%
in the Myrtle Beach, SC MSA, 11% in the Hilton Head/Beaufort, SC MSA, 12% in the Charleston,
SC MSA 13% in the Charlotte, NC MSA, 4% in the Columbia; SC MSA and 18% in the Greenville/

Spartanburg, SC MSA

Our general policy is to obtain updated OREO valuations at least annually. OREO valuatlons
include appraisals or broker oplnlons (See Other Real Estate Owned (“OREO”) under Critical
Accounting Policies and Estimates in Item 7—Management’s Discussion and Analysis of Financial
Condition and Results of Operations for further discussion on the Company’s OREQ ‘policies.)

Potential Problem Loans

Potential problem loans, which are not included in nonperforming loans, amounted to
approximately $7.3 million, or 0.25% of total non-acquired loans outstanding at December 31, 2013,
compared to $8.0 million, or 0.31% of total loans outstanding -at December 31, 2012, and $8.9 million,
or 0.33% of total non-acquired loans outstanding at September 30, 2013. 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 serlous doubts about the borrower s ability to
comply with: present repayment terms. -

Allowance for Loan Losses

On December 13, 2006, Federal Reserve, FDIC; and other regulatory agencies collectively revised
the banking agencies’ 1993 policy statement on the alléwance 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 pelicy adheres to the interagency guidance.
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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 estlmated 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,
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 appropriatg, level.

The allowance consnsts of general and specific reserves. The general reserves are determmed 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. Additionially, 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 nonaccrual and graded doubtful or substandard. 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 a specific reserve is evaluated on impaired loans greater than
$250,000. Loans for which specific reserves are provided are excluded from'the calculation of the
general reserves.

With the FFCH business combination, the Company segregated the FFCH acquired loan portfolio
into performing loans (“non-credit impaired”) and credit impaired loans. The acquired non-credit
impaired loans and acquired revolvmg type loans are accounted for under FASB ASC 310-20, with each
loan being accounted for:individually. Acquired credit impaired loans are recorded net of any
acquisition accounting discounts and have no allowance for loan losses associated with them at
acquisition date. The related discount, if applicable, is accreted into interest income over the remaining,
‘contractual life of the loan using the level yield method. Subsequent deterioration in the credit quality
- .of. these loans is recognized by recordmg a.provision for loan losses through the income statement,

' increasing the non-acquired and acquired non-credit impaired allowance for loan losses. The acqulred
credit impaired loans will follow the description in the next paragraph. :

In determining' the acquisition date fair value of acquired credit impaired loans, and in subsequent
accounting, the Company generally aggregates purchased loans into pools of loans with common risk -
characteristics. Expected cash flows at the acquisition date in excess of the fair value of loans are
recorded as interest income over the life of the loans using a level yield method if the timing and
amount of the future cash flows of the pool is reasonably estimable. Subsequent to the acquisition date,
increases in cash flows over those expected at the acquisition date are recognized as interest income
prospectlvely Decreases in expected cash flows after the acquisition date are recognized by recording
an allowance fof loan losses. Evidence of credit quality deterioration for the loan pools may include
information such as increased past-due and nonaccrual levels and migration in the pools to lower loan
grades. Offsetting the impact of the provision established for the loan, the receivable from the FDIC is
adjusted to reflect the indemnified portion of the post-acquisition exposure with a corresponding credit
to the provision for loan losses (For further discussion of the Company’s allowance for loan losses on
acquired loans, see Note 1—Summary of Significant Accounting Policies, Note 2—Mergers and
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Acquisitions-and Note 4—Loans and Allowance for Loan Losses in the consolidated financial
statements.) :

The following tables provide the allocation for the nbn-acquired and acquired credit impaired
allowance for loan losses. There was no allowance for acquired credit impaired loan losses prior to
2011. At December 31, 2013 and 2012, there was no allowance for acquired non-credit impaired loan
losses.

Table 15—Allocation of the Allowanée Jor Non-Acquired Loan Losses

2013 2012 2011 2010 2009
Amount  %* Amount  %* Amount %* Amount  %* Amount  %*

(Dollars in thousands) -
Real estate:

Commercial S . : . :
non-owner occupied $10,466 20.6% $15,757 21.9% $18,482 24.6% $20,670 31.0% $14,961 35.0%
Consumer owner . ‘ ‘
occupied . . ... ... 8,851 28.1% 10,194 26.8% 11,722 26.6% 10,484 25.7% 8,386 24.2%
Commercial owner
occupied real estate 7,767 29.1% 8,743 30.5% 10,356 30.1% ' 7,814 252% 5978 21.3%
Commercial and ‘ :

industrial ......... 3,592 11.2% 4939 109% 3901 = 89% 4313 88% 4330 9.7%
Other income producing : ‘ : : ‘

property . ... ...... 2,509 50% 3,747 52% 3,636 57% 2834 54% 2375 63%
Consumer .......... 937 48% 781 34% 1,145 35% 1,191 3.0% 1258 3.1%
Other loans ......... 209 1.2% 217 13% 125 0.6% 206 0.9% 200  0.4%

Total ............ $34,331 100.0% $44,378 100.0% $49,367 100.0% $47,512 100.0% $37,488 100.0%

*  Loan carrying value in each category, expressed as a percentage of total non-acquired loans

Table 16—Allocaﬁbn of the Allowance for Acquired Credit Impaired Loan Losses

2013 2012 : 2011
Amount %* Amount %* Amount %*

(Dollars in thousands)

Commercial loans greater than or equal to , o
$1 million—CBT . ......................... $ 303 19% $ 5337 4.0% $12,417 15.1%

Commercial real estate . . ...... e e 1,816 354% - 1,517 378% 1,318 26.9%
Commercial real estate—construction and ‘
development . . .. ...vvvtiin e 2244 92% 1,628 13.2% — 12.7%
Residential real estate . ............. e 5132 382% 4,207 36.0% 5332 32.0%
(0/0)11:101 1 11=3 NN GO : 538 9.8% 9% 1.6% —  25%
Commercial and industrial .................... 1481 55% 4,139 74% 4,564 9.8%
Single pay ......ovniiiiii i . 104 0.0% 294 0.0% (24) 1.0%

Total .. ... . . $11,618 100.0% $17,218 100.0% $23,607 100.0%

*  Loan carrying value in each category, expressed as a percentagé of total acquired credit impaired
loans .
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The following table .presents changes in the allowance for loan. losses on non-acquired loans for
the five years at December 31:

Table 17—Summary of Non-Acquired Loan Loss Experience -

Years Ended December 31,

(Dollars in thonsandé) 2013 2012 2011 2010 2009
Allowance for lodn losses at January 1 $ 44378 $ 49367 $ 47512 § 37488 $§ 31,525
Charge-offs: ' ' ' ’
Real estate: ‘ ‘ :
Commercial non-owner occupied . (5,316) (10,802) (15,653) (22,161) - (12,736)
Consumer............ e ‘ (2,681) (3,244) (5,524) (9,775) (3,340)
Commercial owner occupied real ' ’ :
estate . . ... (2,695) (2,781) (2,346) (2,625) (571)
Commercial and industrial. . .. .. .. 1,329)  (2,033) (1,872) (9,138) (2,528)
Other income producing property .. (816) (924) (2,366) (338) (867)
Consumer® . ........c.cuu.... (2,452) (2,146) (1,337) (2,780) (2,005)
Otherloans .................. — — (111) — 3)
Total charge-offs ... ........ .. (15,289) (21,930) (29,209)  (46,817) (22,050)
Recoveries:
Real estate: ‘ ‘
Commercial non-owner occupied . 1,748 1,710 662 814 . 381
Consumer. . .....vuouvuuunns.. ' 861 724 356 194 38
Commercial owner occupled real ’
estate . ... ... e i . 41 5 : 158 126 4
~ Commercial and mdustrlal. AP 514 228 C295 713 192
. Other income producmg property 224 - 361 293 6 3
Consumer* . ...in . 000 e - 836 728 - 645 . .706 681
Otherloans .................. — — —_ — 2
Total recoveries . . ............ 4,224 3,756 2,409 2,559 1,301
Net charge-offs ..................  (11,065) (18,174) (26,800) (44, 258) (20,749)
Provision for loan losses . .. ........ .1,018 13,185 28,655 54,282 26,712
Allowance for loan lossés at. - . . ) o
December 31 ................. $ 34331 $ 44378 $ 49367 - $ 47512 § 37488
Average loans, net of unearned , ; .
income** . ... ... L oL $2,677,450  $2,484,751  $2,397,821  $2,224,746  $2,248,568
Ratio of net charge-offs to average ' a » '
loans, net of unearned income* . . . . - 0.41% 0.73% 1.12% 1.99% 0.92%
Allowance for loan losses as a ‘ ' . AR
percentage of total non-acquired - ‘ :t
loans ......... B 1.20% 1.73% 200% - 2.07% 1.70%

*  Net charge-offs at December 31,-2013, 2012, 2011, 2010 and 2009 include automated overdraft
protection (“AOP”) principal net charge-offs of $947 000, $813,000, $515,000, $610,000 and $572,000,
respectively, and insufficient fund (“NSF”) principal net charge-offs of $119,000, $251,000, $122,000,
$263,00 and $59,000, respectlvely, ‘that are mcluded in the consumer classification above.

** Non-acquired average loans, net of unearned income does not include loans held for sale.

The lower non-acquired provision in 2013 reflects lower net charge-offs than in 2012. The
followmg provides highlights for the years ended December 31, 2013 and 2012:

* Total net charge-offs decreased $7.1 million; or 39.1% for the year ended December 31, 2013
compared to a $8.6 million, or 32.2%, decrease for the comparable year in 2012. The decrease .
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in net charge-offs between December 31, 2013 and December 31, 2012 was in commercial
non-owner occupied real estate by $5.5 million, consumer real estate by $700,000, commercial
owner occupied real estate by $122,000, and commercial and industrial by $990,000. These
declines were offset by the following increases in net charge-offs: other income producing
property by $29,000 and consumer by $198,000.

* Management currently expects the level of net charge-offs to continue to improve (decline) in
2014 compared to 2013. Economic indicators and better performance within the real estate
market continue to support this expectation. In 2013, the ratio of net charge-offs to average
loans decreased to 0.41% at the end of 2013 compared to 0.73% at the end of 2012. This was an
improvement of 0.32% in 2013.

* During the fourth quarter of 2013,' the ratio of net charge-offs to average loans decreased to
0.26% from 0.45% during the third quarter of 2013.

The provision for loan losses as a percent of average loans decreased due to the decrease in our
levels of past due and classified assets and a decrease in net charge-offs during 2013 compared to 2012.
Net charge-offs decreased substantially in commercial non-owner occupied during 2013 compared to
2012. Of the total net charge:offs during 2013, 34.8%, or $5.3 million, was in commercial non-owner
occupied real estate lending which includes construction and land development loans. The remaining
loan categories were down modestly, other than consumer which was up $306,000 compared to the
level in 2012 which include home equity loans. We continue to aggressively charge off loans resulting
from the decline in the appraised value of the underlying collateral (real estate) and there remains
concern that certain borrowers will be unable to meet the contractual payments of principal and
interest. We have seen noted improvement in the economy and business activity throughout our
markets during 2013, and are expecting this trend to.continue in 2014. Excluding covered assets,
nonperforming loans decreased by $7.5 million during the fourth quarter compared to the third quarter
.of 2013. The ratio of the ALLL to cover these loans increased from 72% at December 31, 2012 to 81%
‘at December 31, 2013.

We decreased the ALLL for the fourth quarter of 2013 compared to the fourth quarter of 2012
due to the decline in risk and net charge offs within the overall loan portfolio. On a general basis, we
consider three-year historical loss rates on all loan portfolios, except residential lot loans where
two-year historical loss rates are applied. We also consider economic risk, model risk and operational
risk when determining the ALLL. All of these factors are reviewed and adjusted each reportlng period
to account for managememt s assessment of loss w1th1n the loan portfolio.

The three-year historical loss rate average on an overall basis decreased from December 31, 2012
-due to the removal of higher historical loss rates in our rolling averages being replaced with recent
lower historical loss rates. This resulted in a decrease of 35 basis points in the ALLL. Compared to the
thlrd quarter of 2013, the decrease was 9 basis points.

Economic risk decreased by 3 basis points during 2013 as compared to 2012 due to a decrease in
unemployment rates, improved home sales and improved real estate markets. Compared to the third
quarter of 2013, we adjusted the economic risk factors down by 2 basis points.

Model risk increased 1 basis point compared to December 31, 2012, and was ‘adjusted based upon
our experience with the current model which is a more automated solution. 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 reduced this factor
since our model has been used for approx1mate1y four years. Our model has been reviewed by
management, the audit committee, and the bank’s primary regulators (including the FDIC, the state of
South Carolina, and'until July 2012, the OCC), and we believe it adequately addresses the various
inherent risks in our 1oan portfolio.” -~
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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 and classified assets,
loan growth, supé€rvisory:loan to value exceptions, results of external loan reviews, our centralized loan -
documentation process and significant loan concentrations. We. reduced the overall operational risk by
3 basis points during 2013 compared to December 31, 2012, due primarily to a decrease in classified
loans, decrease in the overall level of past due loans, and offset with increase in the loan growth factor.

On a spemﬁc reserve basis, the allowance for loan losses at December 31, 2013 decreased by
approximately $3.2 million from December 31, 2012. The loan balances being evaluated for specific
reserves during the year decreased from $47.2 million to $26.0 million at December 31, 2013. Our
practice, generally, is that once a specific reserve is established for a loan, a charge off of that amount
occurs in the quarter subsequent to the estabhshment of the specific reserve.

The following table presents changes in the allowance for loan losses on acquired credit unpalred
loans for the years ended December 31, 2013, 2012 and 2011. Prior to 2011, there was no allowance for
loan losses on acquired credit impaired loans.
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Table 18—Summary of Acquired Credit Impaired Loan Loss Experience

(Dollars in thousands)

Balance, beginning of the period . . ... ......... ... o i .

Provision for loan losses before benefit attributable.to FDIC loss share
agreements:
Commercial loans greater than or equal to $1 million—CBT .......
Commercial Teal €State . . ..o vi v e e
Commercial real estate—construction and development . ..........
Residential 1€al €StAtE . . . oo v vttt i e e
COnSUMET . ..\ ittt e e e e
Commercial and industrial . ............ ... ... . oL,
Single pay . .. ... ool PP

Total prov1s10n for loan losses before benefit attributable to FDIC

loss Share agreements . .. .....o.vven e enensenechonn.

Benefit attributable to FDIC loss share agreements:
Commercial loans greater than or equal to $1 million—CBT .......
Commercial real estate . ............. ..o,
Commercial real estate—construction and development . ..........
Residential real estate . . ........ oot
COMSUIMET .+ & v v et e e et e et et ettt e et
Commercial and industrial .. .......... ... ... .
Single Pay - - o i e

Total benefit attributable to FDIC loss share agreements ........

Total provision for loan losses charged to operations. . .............

Provision for loan losses recorded through the FDIC loss share
receivable . .. .. ... e e

Reductions due to loan removals:
Commercial loans greater than or equal to $1 million—CBT .......
Commercial real estate .. .......... ... ..
Commercial real estate—construction and development ...........
Residential real estate . . .......... i,
L07s) 111 11111=) o B
Commercial and industrial . ........ ... ... . o ol
Singlepay . . ....coiiiiiiii e

Total reductions due to loanremovals .. ....................

Balance, end of the period .. ......... ... .. . . ...
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Years Ended Deeember 31,

2013

2012

2011

$17,218 $23,607 $

(3,109)

(1,298) 16,706

299 199 1,318
2347 1,628 —
1,057 (855) 5,471
442 96 —
(1,786)  (259) 4,564
(168) 1,001 3561
©18) 512 31,620
2,934 1233 (15871)
(456) (30)  (1,252)
(1,645  (1,319) —
(5200 813  (5,198)
(412) (88) —
1,719 264 (4,336)
166  (951)  (3,383)
1,786 (78)  (30,039)
868 434 1,581
(1,786) 78 30,039
1,925) (5782)  (4,289)
1,731) — —
132  (270)  (139)
(872)  (166) —
22)  (683) (3,585)
(4,682) (6901)  (8,013)

$11,618 $17,218 $ 23,607




Loss .Share

The following table presents the projected total losses compared to the original estimated losses on
acqulred assets covered under loss share agreements as of December 31, 2013:

Table 19—Projected Total Losses under FDIC Loss Share Agreements

Losses Losses
Incurred* Incurred* Remaining

FDIC Original Original By FFCH By SCBT Estimated = OREO  Projected

Threshold Estimated Estimated through - through Losses Mark*#* Total

(Dollars in thousands) or ILE :Gross Losses Covered Losses 7/26/2013 12/31/2013 for Loans 12/31/2013 - Losses
CBT .......... $233,000 $340,039  $334,082 $ — $305,781 $ 8,531 $ 6,333 $320,645
Habersham ..... 94,000 124,363 119,978 — 88,585 6,178 1,813 96,576
BankMeridian ... 70,827 70,190 67,780 — 28,333 6,098 4,111 38,542
Cape Fear*** . . .. 131,000 20,105 17,399 76,122 3,234 13,255 910 = 93,521
Plantation*** . . . . 70,178 24,273 16,176 35,190 7,941 7,988 247 51,366
Total. ........ $599,005 $578,970 $555,415” $111,312 $433;874 $42,050 $13,414 $600,650

*  Claimed or Claimable loans and OREO losses excluding expenses, net of revenues.

o Represents the estimated losses on OREO at period end. These losses have been recognized to -
record OREO at net realizable value. These losses are claimable from the. FDIC upon sale or
receipt of a valid appraisal.

*** For Cape‘Fear and Plantation, the original estimated gross losses and the original estimated
covered losses represent the estimated losses subsequent to 7/26/2013.

Under the Habersham and BankMeridian loss share agreements, all losses (whether or not they
exceed the intrinsic loss estimate (“ILE”)) are reimbursable by the FDIC at 80% of the losses and
reimbursable expenses paid. During the fourth quarter of 2011, the losses and reimbursable expenses
claimed under the CBT loss share agreement exceeded the $233.0 million threshold and became
reimbursable at 95% rather than 80%. Under the loss sharing agreement for Cape Fear, the Bank
assumes the first. $32.4 million of losses and the FDIC reimburses the Bank for 80% of the losses.
greater than $32.4 million and up to $110.0 million. On losses exceeding $110.0 million, the FDIC will
reimburse the Bank for 95% of the losses. Under the loss sharing agreement for Plantation, the Bank
shares in the losses on certain commercial loans and commercial OREQ in three tranches. On losses
up to $55 0 million, the FDIC reimburses the Bank for 80% of all eligible losses; the Bank absorbs -
losses gréater than $55.0 million up to $65.0 million; and the FDIC reimburses the Bank for 60% of all
eligible losses in excess of $65.0 million.

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 (“AL.CO”) is charged with the responsibility of monitoring
policies that are designed to ensure acceptable composition of our 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, less than one percent.of the investment:
portfolio contractually matures in one year or less. This segment of the portfolio consists mostly of
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municipal obligations. There is also an additional amount of securities that could be called or prepaid
as well as expected monthly paydowns of mortgage-backed securities. Normally, changes in the earning
asset mix are of a longer-term nature and are not utlhzed for day-to day corporate 11qu1d1ty needs

Our liabilities provide liquidity on a day-to-day bas1s. Daily liquidity needs are met from deposn
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 rela'tionship" banking to new and existing customers, where borrowers are
encouraged and normally expected to maintain ‘depesit accounts with our bank, ..

* Pricing deﬁosus including certificates of deposit, at rate levels that will sustain balances at levels
that will enhance our bank’s asset/liability management and net 1nterest margin requlrements
and :

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

On July 26, 2013, we entered in to a business combination with FFCH which provided
approximately $174.1 million in cash and cash equlvalents Deposits in the amount of $2.5 bllhon were
also acquired. Of this amount, $430.5 million were in the form of highly liquid fransaction accounts.
Certificates of deposit and interest-bearing deposits comprised $830.2 million of total deposits, or
32.9%. Consistent with previous acquisitions, we lowered time deposit and other deposit rates at the
First Federal branches to more closely align with rates at legacy SCBT branches. As anticipated, we
experlenced approximately $99.6 million in run-off of time deposit account balances between the
acquisition date and December 31, 2013. Our liquidity position could continue to be affected by |
potential run-off of the FFCH deposits.

The FFCH transaction had a significant impact upon our 11qu1d1ty position, 1n1t1ally increasing our
excess hquldlty These excess liquidity balances were managed downward through the anticipated
run-off of higher costing time deposit balances and the repayment of FHLB advances following the ,
FFCH transaction. : ' ‘

Total cash and cash equivalents was $479.5. m11110n at December 31, 2013 as. compared to
$380.9 million: at December 31, 2012. '

At December 31, 2013, we had $34.8 million of traditional, out-of-market brokered deposits
compared to $13.0 million as of December 31, 2012. Total deposns increased 52.5% to $6.6 billion
resulting mainly from the FFCH acquisition; excluding FFCH, total deposits decreased $102.1 million,
or 2.4%. Federal funds purchased and securities sold under agreements to repurchase decreased
$27.2 million, or 11.4%, from the balance at December 30, 2012. Other borrowings increased to
$102.1 million, increasing by $47.2 million, or 85.9%, from December 31, 2012, due to the addition of
FFCH Capital Trust I through the FFCH merger. During the third quarter of 2013, we repaid the
FHLB $255.9 million for the FHLB advances acquired in the FFCH merger, including the prepayment
fee and accrued interest. To the extent that we employ other types of non-deposit funding sources,
typically to accommodate retail and correspondent customers, we continue 'to emphasize shotter- -
maturities of such funds. Our approach may provide 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 ongomg philosophy is to remain in a liquid position as reflected by such 1ndlcators as the
composition: of our earning assets, typically including some level of reverse repurchase agreements,
federal funds sold, balances at the:Federal Reserve Bank, 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
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conditions would generally beof a short-term nature. Under such circumstances, our bank’s reverse
repurchase agreements and federal funds sold positions, or balances at the Federal Reserve Bank, if
any, serves as the primary source of immediate liquidity. At December 31, 2013, our bank had total
federal funds credit lines of $376.0 million with no outstanding advances. If additional liquidity were
needed, the bank would turn to short-term 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, 2013, our bank had. $243.5 million of credit
available at the Federal Reserve Bank’s discount window, but had no outstanding advances as of the
end of 2013. 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, 2013, our bank had a total FHLB credit facility of $841.2 million with no outstanding
advances and outstanding uses of FHLB letters of ‘credit to secure certain public-funds deposits of
$31.9 million: We believe that our liquidity position continues to be very adequate and readily available.

Our contingency funding plan describes several potentlal stages based on stressed liquidity levels
Our board of directors reviews liquidity bénchmarks quarterly. Also, we review on at least an annual
basis our liquidity position and our contmgency fiinding plans with our principal banking regulator. Our
bank maintains various wholesale sources of funding. If our deposit retention effotts were to be
unsuceessful, the 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. This could increase our Bank’s cost of funds ; impacting net interest margms
and net. interest spreads . ,

Derlvatrves and Securltles Held for Tradmg

The SEC has adopted rules that require comprehensrve 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 tradmg purposes and all other instruments (non- tradmg purposes). We do
not maintain a derivatives or securities trading portfolio.

Asset-Lrablllty Management and Market Risk Sensitivity

Our earmngs and the econormc value of our shareholders’ equity may vary in relation to changes
in interest rates and 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, monltorrng the present value of asset and liability
portfolios under various interest rate scenanos, and, to a lesser extent, monitoring the difference, or
gap, between our balances of rate sensitive assets and’ liabilities. The earnings simulation models take
into account our contractual agreements with regard to investments, loans, deposits, borrowings, and
derivatives. While the 51mu1at10n models are sub]ect 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 a static or even a beta-adjusted interest rate sensitivity gap analysis. The simulation
models assist 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.
Numerous simulations incorperate an array 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, ansmg
from interest:rate changes or other market risk factors. : : ;

From time-to-time we' enter into interest rate swaps to hedge some of our interest rate risks. For
further discussion of the Company’s interest rate swaps, see Note 29—Derivative Financial Instruments
in the consolidated financial statements.

83



Our primary management tool and 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. This most-relied-upon simulation also uses a strategy (or dynamic) balance sheet that
forecasts growth, not a static or frozen: balance sheet. We traditionally have maintained a risk position
well within the policy guideline level. As of December 31, 2013, the earnings simulations indicated that
the impact of a 200 basis point increase in rates over 12 months would result in an approximate 0.93%
increase in net interest income—as compared with a base case interest rate environment that uses the
implied forward rates in the currently eXisting yield curve. 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 somewhat asset sensitive
to the indicated change in interest rates over a one-year horizon. As of December 31, 2012, the
earnings simulations indicated that the impact of a 200 basis point increase in rates over 12 months
would result in an approximate 0.9% increase in net interest income—as compared with a base case
interest rate environment.

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 example, in our analysis at December 31, 2013, we
simulated a curve that flattens with one-month rates rising by 200 basis points-and-then all rates
beyond that point rising proportional up to the current 30-year rate. This caused net interest income to
increase somewhat from a base case. This is largely attributable to our position in short-term assets
rising quickly in yield. A simulation of a curve that steepened, caused by a 200 basis points rise in
30-year yields, and then slopmg downward proportionally to the current one-month rate, would have a
less beneficial but still positive effect on net interest income as deposit rates would rise only modestly
and longer-term loan yields (like mortgages) would increase.

In addition to simulation analysis, we use Economic Value of Equity (“EVE”) analysis as an
indicator of the extent to which the present value of our capital could change, given potential changes
in interest rates. This measure assumes no growth or decline in the balance sheet (no management
influence) but does assume mortgage-related prepayments and certain other cash flows occur. 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 fair value of all of the Company 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, 2013, the Company’s
ratio of EVE-to-assets was 16.4% in a current forward rate curve and 16.8% in a hypothetical
environment where rates increased from there by 200 basis points instantaneously.

Deposits

We rely on deposits by our customers as the 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 the Company with “interest-free” sources of funds. Interest-bearing
deposits include savings deposit, interest-bearing transaction accounts, certificates of deposits, and other
time deposits. Interest-bearmg transaction accounts include NOW HSA, IOLTA and Market Rate
checking accounts.
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During 2013 and 2012, we continued ‘our focus on increasing core deposits (excluding certificates
of deposits and other time deposits).. This focus has led to increases in demand deposits, savings
deposits and interest-bearing deposits. This increase in our core deposit balances helped offset the

planned decline in certificate of deposit balances, which are a hlgher cost funds to. the bank.

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

Table 20—Total Deposits

Deceniber 31,

2012 2011

(Dollars in thousands) 2013 2010 2009
Demand deposits . ... vi....ou. .. $1,487,798 $ 982,046 $ 658454 '$ 484,838 ' $§ 346,248
Savings deposits. . ......... .. PR 647,648 341,103 258,644 202,054 163,348
Interest-bearing demand depos1ts s... 2,893,646 1,910,374 1,432,806 1,186,260 731,060
Total savings and interest-bearing . _ , ‘
demand deposits ... ... ... co.. o 3,541,294 2,251,477, 1,691,450 1,388,314 - . 894,408
Certificates of deposit ......... Yoo, 1,525,567 1,064,141 - 903,874 1,129,892 ¢ 863,507
Other time deposits . : ... ...... . . 838 . 779 694 1,104 476
Total time deposits. ... ... . 000 1,526,405 1,064,920 904,568 1,130,996 . 863,983
Total deposits ....... EERETTRRT .$6,555,497 $4,298,443 $3,254,472 $3,00.4,'148'_ $2,104,639

The acquisitions of FFCH and Savannah as well as orgamc growth in most categories of depos1ts
excluding time deposits drove the higher balance in total deposits at December 31, 2013 compared to

2012. The following are key highlights regarding overall growth in total deposits:

* Total deposits increased $2.3 billion, or 52.5%, for the year ended December 31, 2013 dnven
largely by the acqu1s1t10ns of FFCH. For the year ended December 31, 2012, total deposits
increased $1.0 billion, or 32.1% from the year endéd December 31, 2011 dr1Ven largely by the

acqu181t10ns of Peoples and Savannah, °

. Nonmterest—bearmg deposits (demand deposns) 1ncreased by $505 8 mllhon or 51 5%, for the .

- year-ended December 31, 2013.

* Total savings and interest-bearing account ‘balances increased $1.3 billion for the year endéd
December 31, 2013. Savings deposits increased $306.5 million, or 89.9%, money market (Market
Rate Checking) deposits increased $395.4 million, or 36.8%, and other 1nterest-bear1ng dep031ts ,
(NOW, IOLTA, and other) increased $586.7 million, or 70.1%.

. Excludmg the FFCH acqu1s1t10n total deposus decreased $102:0 million- including the following:
certificates of deposits less than or equal to $100; 000 by $104.3 million, or 17.3%, certificates of
‘deposit greater than $100,000 by $118.7 million, or 25.8%, and money market deposits by o
$26.2 million, or 2.4%. Off-setting these decreases, demand deposits increased by $78.7 million,
or 8.0%, other interest-bearing dep051ts 1ncreased by $56.3 mllhon, or 6. 7%, and savmgs deposits

increased by $12.2 million, or 3:6%: .

. At December 31, 2013, the ratio of sav1ngs 1nterest-bear1ng, and time deposns to total depos1ts '
was 77.3%, up shghtly from 77.2% at the end of 2012. '

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

* Total deposits averaged $6.6 billion in 2013, an increase of 76.8% from 2012. This increase is
attributable to the acquisitions of FFCH and Savannah as well as organic growth. Total deposits
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averaged $3.7 billion in 2012, an increase of 13.7% from 2011. This increase is attributable to
the acquisitions of Peoples and Savannah as well as organic growth.. -

* Average interest-bearing transaction account deposits grew by $2.2 billion, or 78.7%, in 2013
compared to 2012. ' '

* Average noninterest-bearihg demand deposits increased by $626.1 million, or 70.8%, in 2013
compared to 2012. :

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:

Tﬁble 21—Maturity Distribution of Certificates Vof Déposits of $100 Thousand or More

December 31,
(Dollars in thousands) 2013 2012 % Change
Within three months .. ......... e, $160,984 $129,826 24.0%
After three throughsix months . ....... Loy 103,647 101,393 22%
After six through twelve months. . ... e euh. 138977 137,744 0.9%

After twelve months . Ceeeee e Do 259,043 95,589 171.0%
{ - $662,651 $464,552  42.6%

In July 2010, the Dodd-Frank Act permanently increased the insurance limit on deposit accounts
ﬁom $100,000 to $250,000. At December 31, 2013 and 2012, respectively, the Company had
$166.1 million and $129.6 million in certificates of deposits greater than $250,000.

Short-Term Borrowed Funds

Our short-term borrowed funds consist of federal funds purchased and securities sold under
repurchase agreements. Note 10—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
most typically have maturities within one to three days from the transaction date. Certain of these
borrowings have no defined maturity date. o

C%ipital ahd Dividends

On July 26, 2013, the Company acquired all of the outstanding common stock of FFCH. FFCH
common shareholders received 0.4237 shares of the Company’s common stock in exchange for each
sﬂare of FFCH stock, resulting in the Company issuing 7,018,274 common shares at a fair value of
$447.0 million. '

Our ongoing capital requirements have been met primarily through retained earnings, less the
payment of cash dividends. As of December 31, 2013, shareholders’ equity was $981.5 million, an
increase of $473.9 million, or 93.4%, from $507.5 million at December 31, 2012. Our equity-to-assets
raJitio increased to 12.37% at December 31, 2013 from 9.88% at the end of the comparable period of
2012,
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The Federal Reserve Board in March of 2005 annouriced changes to its capital adequacy rules,
including the capital treatment of trust preferred securities: The Federal Reserve’s rule, 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 $40.0 million-of these types of junior non-conselidated securities during 2005,
positively impacting Tier I Capital. In November of 2007, we acquired the Scottish Bank and an
additional $3.0 million of non-consolidated junior subordinated debt securities. In December of 2012,
we acquired $9.2 million of non-consolidated junior subordinated debt securities through the Savannah
acquisition. In July of 2013, we.acquired an additional $46.1 million of non-consolidated junior
subordinated debt securities through the FFCH merger. We ‘did not issue trust preferred securities
during the years ended December 31, 2013, 2012 and 2011. (See Note 1—Summary of Significant
Accounting Policies in the audited consolidated financial statements for a more detailed explanation of
our trust preferred secuntles)

Pursuant to the Basel 111 capltal rules adopted by the Federal Reserve and the FDIC in July of .
2013, financial institutions with less -than$15 billion in total assets, such as the Company, may continue
to.include their TRUPs issued prior to May 19, 2010 in: Tier 1 capital, but cannot include in Tier 1
capita] any TRUPs issued after such date. ‘ :

We are sub]ect to certain risk-based capltal guidelines that measure the relatlonshlp of capital to
both balance sheet and off-balance sheet risks. Risk values are adjusted to reflect credit risk. Pursuant
to guidelines of the Federal Reserve Board, which are substantially similar to those promulgated by the
FDIC, Tier 1 capital must be at least 50% of total capital and total capital must be 8% 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 3% and
5% and is dependent .on the institution’s composite rating as determined by its regulators.

Table 22—Capital Adequacy Ratios

. December 31, .
2013. 2012 2011

(In percent) .

Tier 1 risk-based capital .. ... ....... e e e 13.58 1273 14.09 .
Total risk-based capltal .......... e e . 1447 1399 15.36
Tier 1leverage ............ e [ .. 930 987 912

Compared to December 31, 2012, our Tier 1 risk-based cap1ta1 and total risk-based capital have
increased due primarily to capital increasing faster than the increase in risk-weighted assets. The
growth in risk-weighted assets, average assets, and capital were generated primarily by the FFCH
merger. The Tier 1 leverage ratio has decreased compared to December 31, 2012 due to the increase in
average assets as a result of the FFCH merger. Our capital ratios are currently well in excess of the
minimum standards and continue to be in the “well capitalized” regulatory classification.

We pay cash dividends to shareholders from funds provided mainly by dividends rece1ved from our
bank subsidiary. Dividends paid by our bank are subject to certain regulatory restrictions. The approval
of the South Carolina Board of Financial Institutions (“SCBFI”) is required to pay dividends that
exceed current year’s net income. As of December 31, 2013, approximately $40.8 million of the bank’s
current year net income was available for distribution to the Company as dividends without prior
regulatory approval. During 2012 and in conjunction with the acquisition of Peoples, the Bank paid a -
special dividend of $13.4 million to thé Company to allow for the redemption of Peoples preferred
stock (TARP). This special dividend along with a special dividend used to pay certain obligations
assumed from the Savannah acquisition resulted in the Bank paying dividends that approximated
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current year net income. During January 2013,. the-Bank requested -and received approval, from the
SCBFI, to pay a special dividend of $5.0 million to the Company in order to provide working capital
and the funds needed to pay the quarterly dividend to its shareholders in February of 2013. In January
2014, the Bank requested and received approval from the SCBFI to pay a special dividend of
$31 4 million. These funds, along with a normal level of Bank: dividends, would allow for the Company
10 have sufficient funds to redeem $65.0 million of outstanding preferred stock. The Company has
recelved all necessary regulatory approvals to redeem the outstanding preferred stock (see Note 31—
Srubsequent Events for more information). It is expected that no special dividend approval will be
needed from the SCBFI during the remainder of 2014. The Federal Reserve Board, the FDIC, and the
D)CC have issued policy statements which provide that bank holding companies and insured banks
should generally only pay dividends out of current operating earnings.

On July 2, 2013, the Federal Reserve adopted a final rule for the Basel I1I capital framework and,
on July 9, 2013, the FDIC adopted the same provisions in the form of an “interim” final rule. The rule
will apply to all national and state banks and savings associations and most bank holding companies
(including the Company) and savings and loan holding companies, which we collectively refer to herein
as “covered” banking organizations. The requirements in the rule begin to phase in on January 1, 2015,
for covered banking organizations such as the Company. The requirements in the rule will be fully
phased in by January 1, 2019. (See Item 1. Business under the heading Basel Capital Standards on
page 9 for a more detailed discussion of the final Basel rule.)

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

Tjhble 23—Dividends Paid to Common Shareholders

Years Ended December 31,

(Dollars in thousands) ‘ 2013 2012 2011
Dividend payments to common shareholders. .. ... ... $15,274 $10,244 $9,514
Dividend payout ratios ............ ... .. ... .. 31.91% 3411% 42.11%

We retain earnings to have capital sufficient to grow our loan and investment portfolios and to
support certain acquisitions or other business expansion opportunities. The dividend payout ratio is
calculated by dividing dividends paid during the year by net income for the year.

During 2013, the Company paid $1.4 m11110n in cash dividends on the Company’s Series A
preferred stock.

In February 2004, the Company’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 2013, 2012 and 2011. During 2013, 2012 and 2011, we redeemed 17,186,
23,532, and 11,445, respectively, of shares of common stock from officers and directors at an average
cost of $54.38, $35.57 and $29.82, respectively, under an approved program designed to facilitate stock
option exercises or tax payments on vesting restricted stock under the Company’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
tﬁat include credit limits, documentation, perlodlc examination, and follow-up. In addition, we examine
these portfolios for exposure to concentration in any one industry, ‘government agency, or geographic
l@catlon
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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%
of total loans to a multiple number of borrowers engaged in similar business activities. At . ‘
December 31, 2013 and 2012, 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 forelgn loans or dep051ts

Concentratwn of Credit Risk

Each category of earning assets has a certain degree of credlt risk. We use various techmques 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 entity 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 nationally recognized statistical rating organizations. The credit risk of the loan
portfolio can bé measured by historical experience. We maintain our loan portfolio in accordance W1th
credit policies that we have established. Although the subsidiary has diversified loan portfohos a
substantial portion of their borrowers’ abilities to honor their contracts is dependent upon economlc
conditions ‘within South Carolina, North Carolma Georg1a and the surroundlng regions.

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 four such credit concentrations at December 31, 2013, including
loans to religious organizations, loans to lessors of nonresuientlal buildings (except mini-warehouses),
loans to lessors of residential buildings, ‘and loans to offices of physicians, dentists, and other health
practitioners. The risk for these loans and for all loans is managed collectively through the use of credlt
underwriting practlces developed and updated over time. The loss estimate for these loans is
determined using our standard ALLL methodology.

Off-Balance Sheet Arrangements

Through the operations of our bank, we have made contractual commitments to extend credlt in
the ordinary course of our business activities. These commitments are legally binding agreements to
lend money to our customers at- predetermmed interest rates for a specified period of time. We- ‘
evaluate each customer’s credit worthiness on a case-by-case basis. The amourit 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, 2013, the bank had issued commitments to extend credit:and standby letters of
credit and financial guarantees of $1.3 billion through various types of lending arrangements. We
believe that we have adequate sources of liquidity to fund commitments that are drawn upon by the
borrowers.

In addltlon to commitments to extend credit, we also issue standby letters of credit which are
assurances to third parties that they will not suffet a loss if our customer fails to meet its contractual
obhgatlon to the third party. Standby létters of credit totaled $28.9 million at December 31, 2013. Past
experience indicates that many of these standby letters of credit will expire unused. However, through
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our various sources of liquidity, we believe that we will have the necessary resources to meet these
obhgatlons should the need arise.

¥

- Except as disclosed. in this report we arenot mvolved in off-balance sheet contractual
rélationships, unconsolidated related. entities that have off-balance sheet arrangements or transactions
that could result in liquidity needs or other commitments that significantly impact earnings.

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 prices 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
eXperlence above average growth in assets, loans and deposits. Also, general increases in the prices of
goods and services will result in increased operatmg expenses. Inflation also affects our bank’s
customers and may result in an 1nd1rect effect on our bank’s busmess

-Contractual Obligations =~

The followmg table presents payment schedules for certain of our contractual obllgauons as of
December 31, 2013. Long-term debt obligations totahng $102 1 million include junior subordinated
debt. Operatlng lease obhgat1ons of $36.8 million pertain to bankmg facilities and eqmpment Certain
lease agreements include payment Qf property taxes and insurance and contain various renewal options.
Addltlonal information regarding leases is contained in Note 21 of the audited consolidated financial
statements. Additional information regardlng FDIC loss share agreement—estlmated clawback is
contained in Note 2 of the audited consolidated financial statements.

‘Tuble 24—Obligations

Less Than  1to 3 3to5 . More Than

( Jollars in thousan ds) L . Total o 1 Year Years Years S Years
Long -term debt obligations* . ................ $102,060 $1,186 $ 12 $ 14 $100,848
peraung lease obligations . ... ......c.o.... e 36,796 .- 5232 . 8345 . 6,470 16,749
DIC loss share agreement—estrmated true up# - 7,122 — —_ — 7,122

Total R Wo. $145978  $6,418 . - $8,357 $6,484  $124,719

—Represents principal maturities.

#—Amount is 1ncluded in the FDIC 1ndemmf1cat10n asset on the balance sheet.

Item TA. Quantltatlve and Qualitative Disclosures about Market Risk.

See “Asset——Llabrhty Management and Market RlSk Sens1t1v1ty” on page 83 in Management s
Discussion and Analysis of Financial Cond1t1on and Results of Operatlons for quantitative and
quahtatlve d1sclosures about market risk.. :
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Item 8. Financial Statements and Supplementary Data.

See Table 1 on page 59 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.

Item 9A. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures

The Company’s management, with the participation of its Chief Executive Officer'and Chief
Financial Officer, has evaluated the effectiveness of the design and operation of the Company’s .
dlsclosure controls and procedures as of December 31, 2013, in accordance with Rule 13a-15 of the
Securities Exchange Act of 1934 (Exchange Act). 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 that evaluation, our Chief Executive Officer and the Chief Financial
Officer concluded that the Company’s disclosure controls and procedures as of December 31, 2013,
were effective to provide reasonable assurance regarding our control ob]ectlves

Management’s Annual Report on Internal Control over Financial Reporting is mcluded on
page F-1 of this Report. The report of the Company’s independent registered public accounting firm
regarding the Company’s internal control over financial reporting begins on page F-2 of this Report.

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 materially 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
reportlng ‘Management’s. assessment of the effectiveness of the Company’s internal control over
financial reporting as of December 31, 2013 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 Informatlon
Not apphcable
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PART 111
Iq:em 10. Directors, Executive Officers and Corporate Governance.

The information required by this item will be incorporated herein by reference to the information
in the Company’s definitive proxy statement to be filed in connection with the our 2014 Annual
eeting 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.”

It}em 11. Executive Compensation.

The information required by this item will be incorporated herein by reference to the information
1q the Company’s definitive proxy statement to be filed in connection with our 2014 Annual Meeting of
Shareholders under the caption “Executive Compensation,” including the sections titled “Compensation

iscussion and Analysis,” “Summary Compensation Table,” “Grants of Plan Based Awards,”
%utstandlng Equity Awards at Fiscal Year-End,” “Option Exercises and Stock Vested,” “Pension
aneflts,” “Deferred Compensation Plan,” “Compensation Committee Report,” “Potential Payments
U{pon Termination or Change of Control,” “Dlrector Compensation,” and “Compensation Committee
Interlocks and Insider Part1cxpat10n

Item 12. Security Ownership of Certam Beneﬁcnal Owners and Management and Related Stockholder
Matters.

The following table contains certain information as of December 31, 2013, relating to securities
authorized for issuance under our equity compensation plans:

C
Number of
securities
A B remaining
Number of Weighted- available for
securities to be average future issuance
issued upon exercise -  under equity
exercise of price of compensation
outstanding outstanding plans (excluding
options, : options, securities
i ' warrants,: and warrants, and reflected in
Plan Category ' rights rights column “A”)
Ehulw compensation plans approved by security holders. . 295,916 $33.26 1,655,089
Eqﬁuity compensation. plans not approved by security
hoIdeTS . . v v ottt e e e e e None n/a n/a-

Included within the 1,655,089 number of securities available for future issuance in the table above
are a total of 145,236 shares remaining from the authorized total of 363,825 under the Company’s 2002
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 the Company to be filed in

connection with our 2014 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
the Company to be filed in connection with our 2014 Annual Meetmg 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 the Company to be filed in
connection with our 2014 Annual Meeting of Shareholders.
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PART:IV *©
Item 15. Exhibits, Financial Statement Schedules. '

(a)l. The financial statements and mdependent audltors report referenced in “Item 8—Financial
Statements and Supplementary Data” are listed below:

First Financial Holdmgs Inc. and Subsidiary :
Report of Independent Registered Pubhc Accounting Firm
Consolidated Balance Sheets

Consolidated Statements of Income

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

22 Purchase & Assumption Agreement dated February 18, 2011 (incorporated by reference as
Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed on February 25, 2011)

2.3 . Purchase & Assumption Agreement dated July 29, 2011 (incorporated by reference as
Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed on August 2, 2011)

2.4 Agreement and Plan of Merger, dated as of December 19, 2011, by and between SCBT
Financial Corporation and Peoples Bancorporation, Inc. (incorporated by reference as
Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed on December 23, 2011)

2.5 Agreement and Plan of Merger, dated as of August 7, 2012, by and between SCBT
Financial Corporation and The Savannah Bancorp, Inc. (incorporated by reference as
Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed on August 10, 2012)

2.6 Agreement and Plan of Merger, dated as of February 19, 2013, by and between SCBT
Financial Corporation and First Financial Holdings, Inc. (incorporated by reference as
Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed on February 22, 2013)

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 First Financial Holdings, Inc. (incorporated by reference
to Exhibit 3.3 to the Registrant’s Current Report on Form 8-K filed on July 29, 2013)
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Exhibit No.

Description of Exhibit

33 .

34

35

4.1

42
" Bylaws (1ncluded as Exhibit 3. 2).

43
4.4

101
102

- 10.3%

104
10.5

10.6°

10.7 -

10.8

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) : : .

Articles of Amendment to the Articles of Ineorporatidﬁ of SCBT Financial Corporation

) changing the name of SCBT_ Financial Corporation from “SCBT Financial Corporation” t
~ “First Financial Holdings, Inc.” (incorporated by reference to Exhibit 3.1 to the Reglstrant S
- Current Report on Form 8-K filed on July 29, 2013)

Articles of Amendment to the Articles of Incorporatrori of First Financial Holdings, Inc.
containing the terms of the Fixed Rate Cumulative Perpetual Preferred Stock, Series A.
(incorporated by reference to Exhibit 3.2 to the Registrant’s Current Report on Form 8-K
filed on July 29, 2013)

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

Atrticles of Incorporatxon (mcluded as EXhlbltS 3.1 and 3.3)

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

First Natlonal Corporatlon Dividend Reinvestment’ Plan (incorporated by reference to
exhlblts ﬁled w1th Reglstratlon Statement on Form S-8, Registration No. 33-58692)

First Nat10nal Corporatlon 1999 Stock Option Plan (incorporated by reference to Exhibit 4

to the Reglstrant’s Reglstratlon Statement on Form S-8, Reglstratlon No. 333-33092)

'SCBT Fmanmal Corporation Stock Incentive Plan (incorporated by reference to

Appendix A to the Registrant’s Definitive Proxy Statement filed in connectlon with its 2004
Annual Meeting of Shareholders) : v : 5

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

~as Debenture Tiustee, 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)

Guarantee Agreement between SCBT Financial Corporation and Wilrnington Trust
Company, dated as; of April 7, 2005 (incorporated 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 Corporatlon 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 Wilmingfdn 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)
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Exhibit No.

Description of Exhibit

10.9

10.10
10.11

10.12

10.13*
10.14*
10.15*
10.16*
10;17%

10.18*

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)

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)

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 Reglstrant s Current Report on
Form 8K 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-Competltlon Agreement between
SCBT Financial Corporation and Joseph 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) .
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Exhibit No.

‘Description of Exhibit

10.19*
10.20*
10.21*

10.22*
1023
10.24

10.25*
10.26
10.27

10.28*
10.29
10.30
10.31

10.32*

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 Reglstrant 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 Joseph E. Burns effective as of
December 30, 2008 (incorporated by reference to Exhibit 10.1 to the Reglstrant’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 F.

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) -

< 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 8K filed on

January 6, 2009)

Amended and Restated’ SCBT, N.A. Deferred_ Ineome (Plan, executed on November 30,
2010, to be effective as of December 1, 2010 (incorporated by reference to Exhibit 10.1 to
the Registrant’s Current Report on Form 8-K filed on December 6, 2010)

Employment and Noncompetition Agreement for Renee R. Brooks, effective January 27,

2011 (incorporated by reference as Exhibit 10.1 to the Reglstrant s Current Report on

Form 8-K filed on February 2, 2011)

Executive Performance Plan (incorporated by reference as Exhibit 10,1 to the Reglstrant’
Current Report on Form 8- K filed on July 27, 2012)

- Form of Voting Agreement (incorporated by reference as Exhlblt 10.1 to the Reg1strant s

Current Report on Form 8-K filed on December 23, 2011)
Form of Votmg Agreement (1ncorporated by reference as Exhibit 10.1 to the Reglstrant S

" Current Report on Form 8-K filed on August 10, 2012)

SCBT Financial Corporatlon Omnlbus Stock and Performance Plan (1ncorp0rated by
reference as Appendix A to the Registrant’s Definitive Proxy Statement filed in connection
with its 2012 Annual Meeting of Shareholders)

Form of Restricted Stock Agreement under the SCBT Financial Corporation Omnibus
Stock and Performance Plan (incorporated by reference as Exhibit 10.1 to the Reglstrant s
Current Report on Form 8-K filed on January 22, 2013)

Form of Stock Option Agreement under the SCBT Financial Corporation Omnibus Stock
and Performance Plan (incorporated by reference as Exhibit 10.2 to the Registrant’s

Current Report on Form 8-K filed on January 22, 2013)

Form of Restricted Stock Unit Agreement under the SCBT Financial Corporation Omnibus
Stock and Performance Plan (incorporated by reference as Exhibit 10.3 to the Registrant’s
Current Report on Form 8K filed on January 22, 2013)

SCBT Financial Corporation 2002 Employee Stock Purchase Plan (Amended and Restated)
(Effective April 30, 2012) (incorporated by reference as Exhibit 10.32 to the Registrant’s
Annual Report on Form 10-K filed on March 4, 2013)
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Exhibit No. " Description of Exhibit .-

10.33*" Employment and Non-Competition Agreement, dated February 19,2013, by and between
SCBT Financial Corporation and R. Wayne Hall (incorporated by reference as Exhibit 10.1
to the Registrant’s Amendment No. 1 to Registration Statement on Form S-4, Registration
No. 33- 188089, filed on May 29, 2013)

10.34*  ‘Transition and Advisory Agreement, dated as of January 31, 2014, between SCBT, First
Financial Holdings, Inc. (f/k/a SCBT Financial Corporation) and R. Wayne Hall
(incorporated by reference as Exhibit 10.1 to the Registrant’s Current Report on Form 8-K
filed on February 4, 2014)

10.35 Credit Agreement, dated as of October 28, 2013, by and between First Financial
Holdings, Inc., as borrower, and U.S. Bank National Association, as lender (incorporated

by reference as Exhibit 10.1 to the Registrant’s Current Report on Form 8-K filed on
October 29, 2013)
21 Subsidiaries of the Registrant : ' . >
23 Consent of Dixon Hughes Goodman LLP
241  Power of Attorney (contained herein as part of the signature pages)
2311 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
101 The following financial statements from the Annual Report on Form 10-K of First

Financial Holdings, Inc., formatted in eXtensible Business Reporting Language (XBRL):

(i) Consolidated Balance Sheets as of December 31, 2013 and 2012, (ii) Consolidated

Statements of Income for the years ended December 31, 2013, 2012 and 2011,

(iii) Consolidated Statements of Comprehensive Income for the years ended December 31,
2013, 2012 and 2011,(iv) Consolidated Statements of Changes in Shareholders’ Equity and
Comprehensive Income for the years ended December 31, 2013, 2012 and 2011,

(v) Consolidated Statement of Cash Flows for the years ended December 31, 2013, 2012
and 2011 and (vi) Notes to Consolidated Financial Statements.

* . 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 28th day of February, 2014.

virtue hereof.

First Financial Holdings, Inc.
(Registrant)

By: | /s/ ROBERT R.bHILL, JR.

?

Robert R. Hill, Jr.

~ 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/ R. WAYNE HALL

R. Wayne Hall

/s/ KEITH S RAINWATER

Keith S. Rainwater

/s/ ROBERT R. HORGER

Robert R. Horger

Title
.

Chief Executive Officer and Director

Senior Executive Vice -President, Chief
Financial Officer, Chief Operating
Officer, and Director

President and Director

Executive Vice President and Principal
Accounting Officer

Chairman of the Board of Diréctors :
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Date

February 28, 2014

- February 28, 2014

February 28, 2014

February 28, 2014

February 28, 2014



Signature

s/ JIMMY E. ADDISON

Jimmy E. Addison

/s/ LUTHER J. BATTISTE, III

Luther J. Battiste, 1

/s/ PAULA HARPER BETHEA

~ Paula Harper Bethea

_/s/ ROBERT H. DEMERE, JR.

Robert H. Demere, Jr.

* /s/ M. OSWALD FOGLE’:

M. Oswald Fogle

/é/ HERBERT G. GRAY

Herbert G. Gray

/s/ CYNTHIA A. HARTLEY

Cynthia A. Hartley

/s/ THOMAS J. JOHNSON

Thomas J. Johnson

/s/ RALPH W. NORMAN, JR.

Ralph W. Norman, Jr.

/s/ ALTON C. PHILLIPS

“Alton C. Phillips -

/s/ JAMES W. ROQUEMORE

James W. Roquemore

Director

Director

Director

Director =

Director

Director

. Director

Director

Director

Director

Director
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Title

Date

P“ebruary 28, 2014
February 28, 2014
February 28, 2()14
Féb?uary 28, 2014
February 28, 2014

February 28, 2014

- February 28, 2014

February 28, 2014

February 28, 2014

February 28, 2014

February 28, 2014



Signature

/s/ RICHARD W. SALMONS, JR.

Richard W. Salmons, Jr.

/s/ B. ED SHELLEY, JR.

B. Ed Shelley, Jr.

/s/ THOMAS E. SUGGS

Thomas E. Suggs

/s/ KEVIN P. WALKER

Kevin P. Walker

/s/ JOHN W. WILLIAMSON, II1

John W. Williamson, III

Director

Director

Director

Director

Director
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Title

Date

February 28, 2014 |
Eebruary 28, 2014
February 28, 2014
February 28, 2014

February 28, 2014



EXHIBIT INDEX

Exhibit No. Description of Exhibit
21 Subsidiaries of the Registrant ‘
23 Consent of Dixon Hughes Goodman 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
101 The following financial statements from the Annual Report on Form 10-K of First

Financial Holdings, Inc., formatted in eXtensible Business Reporting Language (XBRL):
(i) Consolidated Balance Sheets as of December 31, 2013 and 2012, (ii) Consolidated
Statements of Income for the years ended December 31, 2013, 2012 and 2011,

(iii) Consolidated Statements of Comprehensive Income for the years ended December 31,
2013, 2012 and 2011,(iv) Consolidated Statements of Changes in Shareholders’ Equity and
Comprehensive Income for the years ended December 31, 2013, 2012 and 2011,

(v) Consolidated Statement of Cash Flows for the years ended December 31, 2013, 2012
and 2011 and (vi) Notes to Consolidated Financial Statements.
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FIRSTFINANCIAL HOLDINGS INC.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of First Financial Holdings, Inc. (the. “Company”) is responsible for establishing and
maintaining adequate internal control over financial reportmg Management has assessed the
effectiveness of internal control over financial reporting using the criteria established in Internal
Control—Integrated Framework (1992) issued by the Commlttee of Sponsormg Orgamzatlons 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 accordarice 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 reasondble assurance regarding prevention or timely detection of unauthorized acquisitions,
use, or disposition of the Company’s assets that could have a materlal effect on the financial..
statements. L : -

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 pohc1es or
procedures may deteriorate.

As permitted by guidance prov1ded by thc staff of the US. Secuntles and Exchange Commlssmn
the scope of management’s assessment of internal control over financial reporting as of December 31,
2013 has excluded the operations of the former First Financial Holdings, Inc., which mérged with and
into the Company on July 26, 2013. The operations of the former First Financial Holdings, Inc.
constituted 12.1 percent of consolidated révenue (total interest income and total noninterest income)
for the year ended December 31, 2013, and 32.8 percent of consolidated total assets as of
December 31, 2013.

Based on the testing performed using the criteria established in Internal Control—Integrated
Framework (1992) 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; 2013. : co

The effectiveness of our internal control over financial reporting as of December 31k 2013, has
been audited by Dixon Hughes Goodman LLP, an independent registered public accounting firm, as
stated in their report which is included herein. |

First F1nanc1a1 Holdlngs, Inc.
Columbia, South Carolina
February 28, 2014

www.SCBTonline.com _
(803) 771-2265 | P.O. Box 1030 | Columbia, South Carolina“| 29202-1030
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DIXON HUGHES GOODMAN.»

Certified Public Accountants and Advisors

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
First Financial Holdings, Inc.

We have audited First Financial Holdings, Inc.’s (the “Company”) internal control over financial reporting as
of December 31, 2013, based on criteria established in Internal Control—Integrated Framework (1992) issued by the
Committee of Sponsorlng 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 the Pubhc Company Accountmg 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.

As indicated in Management’s Report on Internal Control Over Financial Reporting, management has
excluded the operations of the former First Federal Bank of Charleston from the scope of its assessment of
internal control over financial reporting, because it was acquired by the Company on July 26, 2013. Accordingly,
we also have excluded the operations of the former First Federal Bank of Charleston from the scope of our audit
of internal control over financial reporting. The operations of the former First Federal Bank of Charleston
constituted 12.1 percent of consolidated revenue (total interest income and total noninterest income) for the year
ended December 31, 2013, and 32.8 percent of consolidated assets at December 31, 2013.

In our opinion, First Financial Holdings, Inc. maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2013, based on criteria established in Internal Control—Integrated
Framework (1992) 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 First Financial Holdings, Inc. and Subsidiary as of
December 31, 2013 and 2012, and for each of the years in the three year period ended December 31, 2013, and
our report dated February 28, 2014, expressed an unqualified opinion on those consolidated financial statements.

/s/f DIXON HUGHES GOODMAN LLP

Charlotte, North Carolina
February 28, 2014
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DIXON HUGHES GOODMAN .

Certified Public Accountants and Advisors

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and the Shareholders
First Financial Holdings, Inc.

We have audited the accompanying consolidated balance sheets of First Financial Holdmgs Inc.
and Subsidiary (the “Company) as of December 31, 2013 and 2012, and the related consolidated
statements of income, comprehensive income, changes in shareholders’ equity, and cash flows, for each
of the years in the three year period ended December 31, 2013. These consolidated financial statements
are the responsibility of the Company’s -management. Our responsibility is to express an oplmon on
these 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 provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of First Financial Holdings, Inc. and Subsidiary as of
December 31, 2013 and 2012 and the results of its operations and its cash flows for each of the years in
the three year period ended December 31, 2013, in conformity with accounting pr1nc1ples generally
accepted in the United States of America.

We also have audited, in accordance w1th the standards of the Public Company Accountmg
Oversight Board (United States), the Company’s internal control over financial reporting as of
December 31, 2013, based on criteria established in Internal Control—Integrated Framework (1992)
issued by the Committee of Sponsoring Organizations of the Treadway Commission, and our report
dated February 28, 2014, expressed an unqualified opinion on the effectiveness of the' Company’s
internal control over financial reporting.

/s/ DIXON HUGHES GOODMAN LLP

Charlotte, North Carolina
February 28, 2014

F-3



First Financial Holdings, Inc. and Subsidiary
Consolidateéd Balance Sheets
(Dollars in thousands, except par value)

December 31,

' 2013 2012
ASSETS
Cash and cash equivalents: . d R s o
Cashand due from banks . . . . . . ittt i i i e e e e e $ 184,611 § 186,196
Interest-bearing deposits with banks . ........ [ P S A 32,632 15,664
Federal funds sold and securities purchased under agreements to resell ................. :262,218 179,004
Total cash and cash equivalents . . .. ......................... R .. 479,461 380,804
Investment securities: ‘ - ) '
Securities held to maturity (fair value of $12,891 and $1s, 553 respectwely) R 12,426 15,440
Securities available for sale, at fairvalue. . ... ... . o JERTINE R e alare e i e 786,791 .° 534,883
Other mvestmepts .................... Ne e e e e BT O . 13,386 9,768
Total investment securities . . . . .- S T T T T, e 812,603 560,091
Loans held forsale . .. ... . i i it e e e e e 30,586 65,279
Loans:
Acquired credit impaired (covered of $289,122, and $250,596, respectively; non-covered of $926 958,
and $718;799, respectively), net of allowance for loan losses *. . ...\ v v vt ..o . 1,216,080 969,395
Acquired non-credit impaired (covered of $7, 824, and. $0, respectively; non-covered of $1, 590 227
and $73,215, respecnvely) ............................. T 1,598,051 73,215
Nom-acquired ...................... e e e e U T SR 2,865,216 © 2,571,003
Less allowapce for non-acquired loan losses .. ............ e Gk e e e e . (34,331) (44,378)
Loans, net . . . . it o e e e i e P P 5,645,016 3,569,235
Goodwill. . . . ... . e A e e e 319,429 103,292
Premises and equipment, met . . . ... ... e 188,114 115,583
Bank owned life insurance . .............. BN e e e e e 97,197 42,737
FDIC receivable for loss share agreements e e e e e e e e e e e e e e e e e et 93,947 146,171
Deferred tax assets . . . . . . oottt i e e e e e e e e 76,690 33,901
Other real estate owned (covered of $27,520, and $34 257, respectlvely, non-covered of $37,398, and
$32,248; respectively) . .. L. e e e 64,918 66,505
Core deposit and other intangibles . . ............... ... ....... B » . 59,908 25,199
Mortgage servicing rights . . . . . ... . e e e e 20,729
Other assets . ........ Seateaansies s e e e e i s 42,900 21, 589
Total assets . o v v viv e e e e e e e e e i, $7,931,498 $5 136,446
LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits: y : . ) . . .
Nonmterest-bearmg .......................... e e $1,487,798  § 982,046
Interest-bearing . . ........... ..., i .. B L. 5,067,699 3,316,397
TOtal dePOSIES .« . . . . v e\ ot L U 0. 6555497 4298443
Federal funds purchased and securities sold under agreements to repurchase. .. ... ...,........ + 211,401 238,621
Otherborrowings . . ... ... .ttt et e . 102,060 54,897
Other liabilities . . . . . ...t o e e e e e e e e - 81,071 36,936
Total Habilities . . . . . . o vttt e e e e e e e 6,950,029 4,628,897
Shareholders’ equity:
Preferred stock—$.01 par value; authorized 10,000,000 shares; 65,000, and 0 shares issued and
outstanding, respectively . . . . . ... e 1 —
Common stock—$2.50 par value; authorized 40,000,000 shares; 24,104,124, and 16,937,464 shares
issued and outstanding, respectively . . . .. ... e e e 60,260 42,344
Surplus. . ..... e e e e e e e e e e e e e e e e e e e e 762,354 328,843
Retained earnings . . . . . .o oottt e e e e e e e e 168,577 135,986
Accumulated other comprehensive income (loss) .. ........ .. ... .. .. i oL, (9,723) 376
Total shareholders’ equity . . . . .. ..o o i e e 981,469 507,549
Total liabilities and shareholders’ equity . . . . . ... ... ... . . ... .. . $7,931,498  $5,136,446

The Accompanying Notes are an Integral Part of the Financial Statements.
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First Financial Holdings, Inc. 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.

F-5

2013 2012 2011
Interest income: . ’
Loans; Including fees . . . . . i . o i i e e e e e $268,503 $174,807 $162,205
Investment securities: . :
1) 11,073 7,577 7,641
TaX-EXEMPL . . . o o e e e e e 4,773 3,947 854
Federal funds sold and securities purchased under agreements toresell . ... ... .. ................ 1,906 1,157 1,018
Total interestiNCOME . .« . . . ottt e e 286,255 187,488 171,718
Interest expense: . .

B D L« 8,467 8424 17,557
Federal funds purchased and securities sold under agreements torepurchase . ..................... 426 451 527
Other BOITOWINZS . & L . . . oo oo 4,109 2,219 2,182

Total HIEEIESt GXPEIISE © v .« o'\ v o et e e e e e e 13,002 11,094 20,266
Net interest iDCOME . . . v o v v v it it i et e e e e e 273253 176,394 151,452
Provision for 10an 10Sses . . = . v« v v o it e e e e e e e e e e e Ce e 1,886 13,619 30,236
Net interest income after provision forloanlosses . .. ... ... ... ... ... . i i . 271,367 162,775 121,216
Noninterest income: .
Service charges on deposit accounts . . . .. ... ... e e e 30,561 23815 22,654
Bankcard services inCOME . . . . . . v v v v v v it o e e e e e e e e 21,883 14,173 11,721
Trust and investment SEIVICES INCOME . . . . . . ¢ vt i it e it et i e e e e e e e e 12,661 6,360 5,464
Mortgage banking income . . . . . ... L D e e e e e 9,108 12,545 6,271
Securities gains, Met . . . ... .. e e e e L= 189 323
Total other-than-temporary impairment I0SSes . . . . . . . v v v ittt i e e e — — (115)
Portion of impairment losses recognized in other comprehensive income . . . . . .. ... Lo oL — — —
Net impairment losses recognized in €armings . . . . . . .o v v i v vt e e —_ — (115)
Gains 00 acqUISIHONS . . . .o o o o i e e e e e e e e —_ — 16,529
Accretion (amortization) of FDIC indemnification asset . . . . .. ... .. ... ... ... . (29,535) (20,773) (10,135)
Other . . . . it et e e e e e e e e e e e e e O 9,170 4974 2,407
Total nonINTErest MCOME . & . . . .\ vt e et e e e et i e it e e e e e e e e e e e e e 53,848 41,283 55,119
Noninterest expense: ) -
Salaries and employee benefits . . . .. ... ... ... ... .. ... e e e e e e e e e e 122,096 76,308 68,937
MEIger €XpenSe - . . . - o ottt e e e e e e i 22,534 10,214 3,198
Net OCCUPAnCY EXPENSE . & . . v v v v v v e s i e e e e i e e e e e b e e 17,518 11,608 9,674
Information SEIVICES €XPENSe . . . . . . . vttt e e e e 14,334 11,092 10,512
OREO expense and loan related . . . . ... .. e e e e e e e e e e e e e e 13,758 12,003 14,051
Furniture and eqUIpmMENt €Xpense . . . . . . . . ittt e e e 12,130 - 9,115 8,476
Bankeard eXPENSE . . . . . L. e e e e e e e e e e e e ) 6,435 4,062 3,241
Amortization of intangibles . . . .. ... ... 0 0L L. e e e 6,081 2,172 1,991
FDIC assessment and other regulatory charges . . . . . ................... e e e e e e e e 5,034 3,875 4,573
Professional fE€s . . . . . o . o . e e e e e 4,337 2,681 1,776
Advertising and marketmg e e e e 3,941 2,735 2,729
10275 O 22,443 13,033 13,820
Total noninterest expense ................................................. 250,641 - 158,898 142,978
Earnings: . }
Income before provision for income taxes . . . .. .. ... 74,574 - 45,160 33,357
Provision for INCOME TAXES . . .. v v v o o vt i e et e e e e e e e e e e e e 25355 15128 10,762
NetiDCOMIE . . . . . . . L o e e e e e e e e e e e e e e e e $ 49,219 §$ 30,032 $ 22,595
Preferred stock dividends . . . . . . .. L L e 1,354 — —
Net income available to common shareholders . . . .. ... ... .. .. ...ttt ennnnn. $ 47,865 $ 30,032 $ 22,595
Earnings per common share:
BaSIC & . vt e e e e e e e e e e e e e e e e e e e e $ 241 § 204 $ 165
Dilited . . . oo oot e P $ 238§ 203 $ 163
Dividends percommon share . . ., . . ... ... i e e $ 074 $ 069 $§ 068
Weighted average common shares outstanding:
BasiC . . .. e e e e e e e 19,866 14,698 13,677
Diluted . . . . . e e e e e e e e e 20,077 14,796 13,751



First Financial Holdings, Inc. and Subsidiary
Consolidated Statements.of Comprehensive Income

(Dollars in thousands)

Years Ended December 31,

' , 2013 2012 2011
NELINCOME .o\ v vttt e et e e e e e et $ 49,219 $30,032 - $22,595
Other comprehensive income (loss):
Unrealized gains on securities: :
Unrealized holding gains (losses) arising during period . ......... (23,069) 4,739 7,345
Taxeffect ... ... 8,732  (1,793) (2,647)
Reclassification adjustment for gains included in net income . . . . .. — (189) (323)
Taxeffect .. ...t e s e — T2 126
_ Netoftax amount . .. ...ttt ittt (14,337) 2,829 4,501
Noncredit portion of other-than-temporary impairment losses:
Total other-than-temporary impairment losses ................ —_ — (115)
TaX effeCt . . v vt e N — 44
Reclassification adjustment of credit portion mcluded in net income — — 115
Tax effect . . ..ot e — — (44)
Netoftaxamount . .. ....cv ittt ennneens — —_ —
Unrealized losses on derivative financial instruments qualifying as
~ cash flow hedges:
Unrealized holding gains (losses) arising during period . ... ...... . 283 (403)  (1,060)
Taxeffect . ... ... (108) 153 428
Reclassification adjustment for losses included in interest expense . . 307 293 304
Tax effect . . ..o e 117 (112) (123)
Netof taXx amOUNt . . . ..ot e et e it ieee i annen 365 (69) (451)
Change in pension and retiree medical plan obligation: '
~Change in pension and retiree medical plan obligation during : ,
Period . .. e e e e 5,804 139 (5,156)
Tax effect . ..o vv it e (2,249) &7 2119
Reclassification adjustment for actuarial losses included in salaries - ,
and employee benefits. .. . ....... ... L i 482 471 45
Tax effect . ..ot e (164) (158) (15)
Net of taX amOoUNE « « « v v v v ettt ettt et e e et e 3,873 365  (3,007)
Other comprehensive income, netof tax. . ...................... (10,099) 3,125 1,043

Comprehensive income . ................ R I $ 39,120 $33,157 $23,638

The Accompanying Notes are an Integral Part of the Financial Statements.
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First Financial Holdings, Inc. and Subsidiary

Consolidated Statements of Changes in Shareholders’ Equity

(Dollars in thousands, except per share data)

The Accompanying Notes

ll

Accumulated
Other
Preferred Stock  Common Stock Retained Comﬁt;]:::gswe
. Shares Amount Shares Amount Surplus Earnings (Loss) Total
Balance, December 31,2010 . ... ... .. —  $— 12,793,823 $31,985 $198,647 $103,117 $ (3,792)  $329,957
Comprehensive income:
Netincome . ...........c..o.. — — - —_ —_ 22,595 — 22,595
Other comprehensive income, net of
taxeffects ................. — — — — — — 1,043 1,043
. Total comprehensive income . . .. .. 23,638
Cash dividends declared at $.68 per share — — — — —  (9,514) — (9,514)
- Stock options exercised . . . ......... — — 43,533 109 622 — — 731
Employee stock purchases . ......... — — 26,838 67 626 — — 693
Restricted stock awards . . .. ........ — —_ 57,641 144 (144) — — —
Common stock repurchased . ........ — — (11,445) (29) (313) — — (342)
Share-based compensation expense. . . . . — — — —_ 1,777 — — 1,777
Common stock issued in private
placement offering ............. —_ — 1,129,032 2,823 32,017 — — 34,840
Balance, December 31,2011 ......... — —  14,039422 35,099 233,232 116,198 (2,749) 381,780
Comprehensive income:
Netincome . . .......... .00 —_ — — — 30,032 — 30,032
Other comprehensive income, net of
taxeffects ................. —_ —_— — —_ — — 3,125 3,125
Total comprehensive income .. . . .. 33,157
Cash dividends declared at $.69 per share — — —_ — —  (10,244) — (10,244)
Stock options exercised . . .......... — — 51,887 129 1,115 — — 1,244
Employee stock purchases . ......... — — 22,135 55 665 — — 720
Restricted stock awards . . .. ........ — — 42,674 106 (106) — — —
Common stock repurchased .. ....... — — (23,532) (58) (778) — — (836)
Share-based compensation expense . . . . . —_ — — — ,741 — —_ 1,741
Common stock issued for the Peoples
acquisition. . . . ... ... L. — — 1,002,741 2,507 28,638 — — 31,145
Common stock issued for the Savannah
acquisition. . . .. ... ... ... .. -— — 1,802,137 4,506 - 64,336 — — 68,842
Balance, December 31,2012......... —_ — 16,937,464 42344 328,843 135,986 376 507,549
Comprehensive income:
Netincome . ...........v..... — — — — 49,219 e 49,219
Other comprehensive income, net of
taxeffects . ................ - — —_ -— — — (10,099) (10,099)
Total comprehensive income . . . . . . 39,120
Cash dividends on Series A preferred
stock at annual dividend rate of 5% . . — — — — —  (1,354) — (1,354)
Cash dividends declared at $.74 per share — — —_ —  (15274) — (15,274)
- Stock options exercised . .. ......... — — 65,555 163 1,722 — — 1,885
Employee stock purchases . ......... — — 16,907 41 740 — — 781
Restricted stock awards . . . ......... —_ - 83,110 208 (208) — — —
*Common stock repurchased . ....... . — —_ (17,186) (42) (891) — — (933)
Share-based compensation expense. . . . . — — — — 3,322 — — 3,322
Common stock issued for FFH, Inc. .
acquisition. . . ...... ... .. ..., — — 7,018,274 17,546 363,827 — — 381,373
Preferred stock assumed in FFH, Inc.
acquisition . . . . . e e 65,000 1 — — 64,999 — — 65,000
Balance, December 31,2013 .. ....... 65000 $ 1 24,104,124 $60,260 $762,354 $168,577 $ (9,723)  $981,469

are an Integral Part of the Financial Statements.
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First Financial Holdings, Inc. and Subsidiary
- Consolidated Statements of Cash Flows
- (Dollars in thousands)

Years Ended December 31,

2013 2012 2011

Cash flows from operating activities:

Net income . ... .. S e e e R $ 49219 § 30,032 $ 22595
Adjustments to reconcile net income to.net cash provided by operating activities: LA ;

Depreciation and amortization . . ... .. ... .. ... ... P e e e 17,495 12,092 10,767

Provision for loan losses . . . . . . . I e S 1,886 13,619 30,236

Deferred income taxes . . . . . . . . . v v v v e e e e e e e e e e e e e o (120) 25,086 (10,201)

Other-than-temporary impairment O SECUTILIES . . . "o« o o v v v vt v et e e et e e e ’ _ — 115

Gain on sale of securities available for L — (189) (323)

Gain on acqUiSItion . . . . . .. Ll e e e — — . (16,529)

Share-based cOMPENSAtioN EXPENSE . o v v v v v v o v v b v e e e e e e e e 3,322 L4 1,777

Amortization on FDIC indemnification asset . . . . . . . . . v vt i i i e e e e e e e e e e ’ 29,535 - 20,773 10,135

Accretionon acquired loans . . . ... ... LTl L e (99,609) (52,011) (16,099)

Loss 0msale Of aSSEtS . . . . . . v . i e e e e e e e e e e e e e e e e e . 4 . 10 - 63

Gainonsale of OREO . .. . . . . .. e e e T (13,357) (8,482) (2,655)

‘Net-amortization of premium on investment securities . . . .. ... ..... ... ... ... 0 i " 3,917 3,893 1,682

OREO WIIte dOWRS . . . . . o ot it it e e e et e e e e et e e e e e e e e e e 8,109 . 13,190 - 29,010

Originations and purchases of mortgage loansforsale . .. ..................... e e e e (846,772) .  (908,034) (548,794)

Proceeds from mortgage loans forsale . . . .. .. .. L. e 901,330 888,564 545,689

Net change in: !

. Accrued interest receivable . . - . .. ... ... . e e e e 953 5,252 1,941
Prepaid assets . . . . . . . .. e via 1,738 1,239 3,743
FDIC Loss Share Receivable . . . . . . . . .. e e 52,081 o . 95,707 77,488
Miscellaneous other assets . . . . . . ... ... e e "(3,320) (894) 1,855
Accrued interest payable . . ... ... ... ... e . e (1,729) (1,651) (4,382)
Accrued income taxes . . . . . . . e P e e 40,317 (12502) 2,064
Miscellaneous other liabilities . . . . .. ... ... ........... e e e e 4,522 (8,921) 14,768

Net cash provided by operating activities . . . . . ... ... .......... e e e 149,521 118,514 154,945

Cash flows from investing activities:

Proceeds from sales of investment securities available forsale . .. ... ... ... ... ... ... . .. ... 177468 29,301 52,282

Proceeds from maturities and calls of investment securities . :
held to maturity . . . . . . . . L e e e e e e e e e e e . 3,014 1,129 3,370
Proceeds from maturities of investment securities available forsale . . .. ... ... ... ... ... .. .. ... ... .. ’ 142,163 101,582 100,026
Proceeds from sales of other investment SECUTTtES . . . . . . . o o o ot i e e e e e e e e e e -17,019 13,251 7,781
Purchases of investment securities available for'sale . . . . . e e e e e (286,912) (130,078) (146,272)
Purchases of other investment SECUTItIES . . . . . . . . . . v Lt i e e e e e - — (1,041)
Net (increase) decrease in custOmer 10ans . . . . . . . . L L.t e e e e 226,359 49,950 - (74,892)
Net cash received from acquisitions . . . . . ... oo o oo oo e e e e e e 173,503 97,093 136,717
Purchases of premises and equipment . . . . . . .. L. L.l e e e e e (13,751) (8,387) (19,463)
Proceeds from sale of OREQ . . . . . . . . 0 i i it et e e et e e e e e e e e e e e e e - 72,380 75,970 56,809
Proceeds from sale of premises and equipment . . . . . . . . L L L e e e e e 64 58 28
Net cash provided by investing activities . . . . . .. ... .. P e e e e e 511,307 229,869 115,345

Cash flows from financing activities: ’

Net decrease indeposifs . . . . . . ... o i i e e e e (264,673) (142,812) (290,906)
Net increase (decrease) in federal funds purchased and securities sold under agreements to repurchase and other
ShORt-term DOTTOWINZS . . . . . . o o o ot it i i i e i e e e e e e e e . (27,220) 35,152 (12,338)
Repayment of FHLB advances . . . . . . . . oo v vt ittt it e e e e e e e (255,443) (22,168) (59,128)
Common StOCK ISSUANCE . . .« v v v vt e e e e e e e e e e e e e e e e e e e 781 720 35,533
Common stock Tepurchased . . . . . . v e e e e (933) (836) (342)
Dividends paid on preferred stock . . . . . . . oL e s “. (1,354) — —
Dividends paid on common stock . . . . ... Lo e (15,274) (10,244) (9,514)
Stock options exercised . . . . .. ... e e 1,885 244 731
Net cash used in financing activities . . . . . . . o o i i i e e e e e e e e e e e (562,231) (138,944) (335,964)

Net increase (decrease) in cash and cash equivalents . . . . . .. ... .... e e e 98,597 209,439 (65,674)

Cash'and cash equivalents at beginning of period . . . . . .. ... . L L 380,864 171,425 237,099

Cash and cash equivalents at end of Period . . . . o' v v i i e e e e e $ 479461 $ 380,864  $ 171,425

Supplemental Disclosures:

Cash Flow Information:

Cash.paid for: R Y
INEETESE . . . o ot e i e e e e e e e e e e e e e e e e e e e e e e e “$ 14063 $ 11303 $ 22,870
INCOME tAXES . . . . . . o vt e e e e e e e e e e e e e e e e e e e e e e e e e e e ’ 16,358 6,504 12,981

Schedule of N h Investing Transactions: .

Acquisitions:

Fair value of tangible assets acquired . . . . . . . . ... e $3,018,522  $1,321482 ° § 540,547
Other intangible assets acquired . . . . . . . . ... e [N 59,931 15,833 3813
Liabilities. assumed . . . . . . . . e e e e e e e e e e e e e e e e e e e e 2,847,637 1,261,563 603,774
Net identifiable assets acquired over (under) llabﬂmes assumed . .. L. L. L0 230,816 75,752 (59,414)
Comrion stock issued in anulSlUOn ................................................. 381,423 100,014 —
Preferred stock issued in acquisition . . . .. ... .. L Ll L D 65,000 — —

Real estate acquired in full or in partial settlement of loans (covered of $20,559, $20,631, and $39 793, respectwely, and

non-covered of $33,760, $25,958, and $21,342, respectively) . . . . . . . .. .. e e e 54,319 46,589 61,135

T hé Accompanying Notes are an Integral Part of the Financial Statements.
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Note 1—Summary of Significant Accounting Policies
Nature of Operations

First Financial Holdings, Inc. (the “Company”) is a bank holding company whose principal activity
is the ownership and management of its wholly-owned subsidiary, SCBT (the “Bank”), which has -
additional operating divisions of NCBT, Community' Bank & Trust (“CBT”), The Savannah Bank, and
First Federal Bank (“First Federal”). The Bank also operates Minis & Co., Inc. and First Southeast
401k Fiduciaries, both wholly owned registered investment advisors; and First Southeast Investor
Services, a wholly owned broker dealer. The Bank provides general banking services within 19 counties
in South Carolina, 4 counties in North Carolina, 10 counties in northeast Georgia and 2 coastal
Georgia counties. The accountmg and reportmg pol1c1es of the Company and its consolidated subsidiary
conform to accounting principles generally accepted in the United States of America. There are seven
unconsolidated subsidiaries of the. Company, that were established for the purpose of issuing in the
aggregate $98.0 mllhon of trust preferred securities. The seven capital trusts include the following:
SCBT Capital Trust I at $12.0 million; SCBT Capital Trust IT at $8.0 million; SCBT Capital Trust III at
$20.0 million; TSB Statutory Trust I at $3.0 million; SAVB Capital Trust I at $6.0 million; SAVB Capital
Trust II at $4.0 mllllon and FFCH Capital | Trust T at $45.0 m11110n

During the first quarter of 2013, the Bank successfully completed the operatlonal conversion of -
The Savannah Bank and Bryan Bank & Trust and consolidated the Bryan Bank & Trust Division of the
Bank into The Savannah Bank Division. In July of 2013, SCBT Financial Corporation entered into'a
business combination with First Financial Holdings, Inc. (“FFCH”) of Charleston, South Carolina and
changed its name to First Fmanmal Holdlngs Inc. The system and operational conversion of FFCH is
expected to be completed dunng the third quarter of 2014.

Basis of Consolidation

The consohdated fmanc1al statements mclude the accounts ‘of the Company and other entities in
which it has a controlhng fmanmal 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 accompanymg consolidated flnan01al statements.

Segments

- The: Company, through its sub31d1ary, provides a broad range ‘of financial-services to individuals
and companies in South Carolina, North Carolina and Georgia. These services include demand, time ~
and savings deposits; lending and credit card servicing; ATM processing; and wealth management 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
orgamzat10n-w1de basis. Accordingly, the Company s banking and flnance operations are not cons1dered
by management to constitute more than one reportable operating segment

Use of Estimates

The preparatlon of consohdated flnancral statements in conformity with accountmg pr1n01p1es
generally accepted in the United States of Amerlca 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. Mater1a1 estimates that are particularly susceptible to
significant change in the near term relate to the determination of the allowance for lpan losses, fair -
value of financial instruments, fair values. of assets and liabilities acquired in business combinations, loss
estimates related to loans and other real estate acquired which are covered under loss share



Note 1—Summary of Significant Accounting Policies (Continued)

agreements with the FDIC, evaluating other-than-temporary-impairment of investment securities,
goodwill impairment tests and valuation of deferred tax assets.

With the FDIC loss share agreements, the Company must comply with certain administration
requirements of the covered assets and indemnification is limited for the assets covered. Actions by the
Company can result in assets becoming uncovered under the loss share provisions, and interpretation of
the provisions of the loss share agreement may be different in a way which results in losses increasing
and impacting the Company adversely.

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, North Carolina and Georgia. Although the subsidiary has diversified loan
portfolios, a substantial portion of their borrowers’ abilities to honor their contracts is dependent upon
economic conditions within South Carolina, North Carolina, Georgia 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 $188.2 million at December 31, 2013. Based on this criteria, the Company had
five such credit concentrations for non-acquired and acquired non-credit impaired loans at
December 31, 2013, including $270.8 million of loans to lessors of residential buildings, $317.1 million
of loans to lessors of nonresidential buildings (except mini-warehouses), $205.8 million of loans to
religious organizations, and $263.8 million of loans to offices of physicians, dentists, and other health
practitioners.

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, 2013 and 2012 consisted of U.S. government-sponsored entities and agency 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
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Note 1—Summary of Significant Accounting Policies (Continued)

recognizes the Company’s ‘interest in the securities. The Company monitors the market value of the
underlying securities, including accrued interest, which collateralizes the related receivable on
agreements to resell. At December 31, 2013, these agreements were considered to be cash equivalents
with maturities of three months or less.

Investment Securmes

Debt securltles that management has the posmve 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 secutities with readily determinable fair values, are classified as “available for
sale” and carried at fair value with unreahzed galns and losses excluded from earnings and reported in
other comprehenswe income.. :

Purchase premiums and dlscounts are recogmzed in interest income usmg methods approxrmatrng
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 atlow for any anticipated recovery in fair valué or, for a debt security,
whether it is more-likely-than-not that the Company will be requrred to sell the debt securlty prlor to
recovering its fair value (see Note 3—Investment Securltles) o

Other 1nvestments 1nclude stock acqulred for regulatory purposes ‘and ‘investments in
unconsolidated subsidiaries. Stock acquired for regulatory purposes include Federal Home Loan Bank
of Atlanta (“FHLB”) stock. T hese 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. Investments in unconsolidated subsidiaries
represent a.minority investment in-SCBT Capital Trust I, SCBT Capital Trust II, SCBT Capital
Trust III, TSB Statutory Trust I, SAVB. Capital Trust I, SAVB Caprtal Trust II, and FFCH Capital Trust.
These investments are recorded at cost and the Company receives quarterly dividend payments on
these investments. . .

Loans Held for Sale

"Loans orlgmated 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 held-for-sale are sold to
investors either-under guaranteed delivery or with the best effort intent and ab111ty to sell loans as long
as they meet the underwntrng standards of the potential investor. : /

Loans

Loans that management has originated and 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
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Note 1—Summary of Significant Accounting Policies (Continued) -

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 120 days past due.
Unsecured commercial loans are charged off on or before the date they become 120 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. When a loan is
placed on nonaccrual status, Jpreviously accrued and uncollected interest is charged against interest
revenue on loans. Interest payments are apphed 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
and 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
nonaccrual-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
income recognition on non-acquired impaired loans is discontinued when the loans meet the criteria for
nonaccrual status described above. Large groups of smaller balance homogeneous non—acqulred loans
are collectively evaluated for loss and a general reserve is estabhshed accordlngly

~ Acquired credit 1mpa1red loans are initially recorded at a discount to recognize the difference in
the fair value of the loans and the contractual balance. The discount includes a component to recognize
the absolute difference between the contractual value:and the amount expected to be collected (total
cash flow) as well as a component to recognize the net present value of that future amount to be
collected. The net present. value component is accretable into income, and therefore generates a yield
on all acquired credit impaired loans, regardless of past due status. Therefore, acquired credit impaired
loans are considered to be accruing loans. Acquired credit impaired loans that are greater than 90 days
past due are placed into the greater than 90 days past due and still accruing category when analyzing
the aging status of the loan portfolio. See Note 4—Loans and Allowance for Loan Losses for further
detail.

Troubled Debt Restmcturmgs ( “TDRs”)

SCBT designates loan modlflcanons as TDRs when, for economic or legal reasons related to the
borrower’s financial difficulties, it grants a concession to the borrower that it would not otherwise
consider. Loans on nonaccrual status at the date of modification are initially classified as nonaccrual
TDRs. Loans on accruing status at the date of modification are initially classified as accruing TDRs at
the date of modification, if the note is reasonably assured of repayment and performance is in
accordance with its modified terms. Such loans may be des1gnated as nonaccrual loans subsequent to
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Note 1—Summary of Significant Accounting Policies (Continued)

the modification date if reasonable doubt exists as to the colléction of interest or principal under the
restructuring agreement. Nonaccrual TDRs are returned to accruing status when there is economic
substance to the restructurlng, there is well documented credit evaluation of the borrower’s financial
condition, the remaining balance is reasonably assured of repayment in accordance with its modified
terms, and the borrower has demonstrated sustained repayment performance in accordance with the
mod1f1ed terms for a reasonable period of time (generally a minimum of six ‘months).

Allowance Jor Loan Losses

- The allowance for loan- losses 4s estabhshed 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 collectablllty of the pr1nc1pal is unhkely Subsequent recoveries, if any, are- credlted to the
allowarnce. : -

The aflowancé 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- susceptlble to s1gn1fufant revision as more ’
information becomes' avarlable : : : ,

The allowance consrsts of general and spe01f1c reserves. The general reserves are determmed for
loans not 1dent1f1ed as. unparred by applying loss percentages to the portfoho that are based on-
historical loss experrence and management’s evaluation and “risk grading” of the loan portfolio.
Additionally, the general economlc and business conditions affectrng key lendmg areas, credit quality
trends, collateral values, loan volumes and concentrations, seasoning of the loan portfoho 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, for impaired loans, on a loan-by-loan -
basis based on management’s evaluation of the Company’s exposure for each credit, given the cufrent
payment status of the loan and the value of any underlying collateral. Management evaluates
nonaccrual loans and TDRs-of $250,000 and above regardless of accrual status to determine whether or
not they are impaired. For such'loans that are classified as impaired, an allowance is establislied when
the disc'ourited ‘cash flows (or collateral value or observable market price) of the impaired loan is lower
than the carrying value:of that loan. The Company requires updated appraisals on at least an annual
basis for impaired loans that are collateral dependent.: Generally, the need-for specrfrc reserve is
evaluated on ‘impaired loans greater than $250,000, and once a specific reserve is established for a loan,
a charge -off of that amount occurs in the quarter subsequent to the estabhshment of the specific
reserve. S REE :

Although management uses available information to estlmate losses on loans because of
uncertainties associated with local, regronal and national economic conditions, collateral values, and
future cash flows on 1mpa1red loans, and subjection. of the model to the review of regulatory
authorltles, it is reasonably possible that a material change could occur in the allowance for loan losses
in the near term. However the amount of the change that is reasonably possible. cannot be estimated.

Other Real Estate Owned

Other real ¢state owned (“OREO”) con51st1ng of properties obtained through foreclosure or
through a deed inlieu of foreclosure in satisfaction of loans, is reported at the lower of cost or fair =~
value, determined on the basis of: carrent vaulations obtained principally from independent sources,
adjusted for estimated selling costs. At the time ‘of foreclosure or initial possession of collateral, any
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Note 1—Summary of Significant Accounting Policies (Continued).

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,

Subsequent declines in the fair value of OREO below the new cost basis are recorded through
valuation adjustments. Significant judgments and complex estimates are required in estimating the fair
value of other real estate, and the period of time ‘within which such estimates’ can be considered
current is significantly shortened during periods of market volatility. In response to market conditions
and other economic factors, management may utilize liquidation sales as part of its problem asset
disposition strategy. As a result of the significant judgments required in estimating fair value and the
variables involved in different methods: of disposition, the net proceeds realized from sales transactions
could differ significantly from the valuations used to determine the fair value of OREQ. Management
reviews the value of OREO each quarter and adjusts the values as appropriate. Revenue and expenses
from OREOQ operations as well as gains or losses on sales and any subsequent adjustments to the value
are recorded as OREO expense and loan related expense, a component of non-interest expense.

Business Combinations and Method of Accountmg for Loans Acqulred

The Company accounts for its acquisitions under Financial Accountmg Standards Board (“FASB”)
Accounting Standards Codification (“ASC”) Topic 805, Business Combinations, which requires the use
of the acquisition method of accounting. All identifiable assets acquired, including loans, are recorded
at fair value. No allowance for loan losses related to the acquired loans is recorded on the acquisition
date because the fair value of the loans acquired incorporates assumptions regarding credit risk. Loans
acquired are recorded at fair value in accordance with the fair value methodology prescribed in FASB
ASC Topic 820, Fair Value Measurements and Disclosures, exclusive of the loss share agreements with
the Federal Deposit Insurance Corporation (the “FDIC”). The fair value estimates associated with the
loans include estimates related to expected prepayments and the amount and timing of expected
principal, interest and other cash flows.

Acqulred credit-impaired loans are accounted for under the accountmg guldance for loans and
debt securities acquired with deteriorated credit quality, found in FASB ASC Topic 310-30,
Receivables—Loans .and Debt Securities Acquired with Deteriorated Credit Quality, formerly American
Institute of Certified Public Accountants (“AICPA”) Statement of Position (SOP) 03-3, Accounting for
Certain Loans or Debt Securities Acquired in a Transfer, and initially measured at fair value, which
includes estimated future credit losses expected to be incurred over the life of the loans. Loans
acquired in business combinations with evidence of credit deterioration since origination and for which
it is probable that all contractually required payments will not be. collected are considered to be credit
impaired. Evidence of credit quality deterioration as of purchase dates may include information such as
past-due and nonaccrual status, borrower credit scores and recent loan to value percentages. The
Company considers expected prepayments and estimates the amount and timing of expected principal,
interest and other cash flows for each loan or pool of loans meeting the criteria above, and determines
the excess of the loan’s scheduled contractual principal and contractual interest payments over all cash
flows expected to be collected at acquisition as an amount that should not be accreted (nonaccretable
difference). The remaining amount, representing the excess of the loan’s or pool’s cash flows expected
to be collected over the fair value for the loan or pool of loans, is accreted into interest income over
the remaining life of the loan. or pool (accretable difference). In accordance with FASB ASC
Topic 310-30, the Company aggregated acquired loans that have common risk characteristics into pools
within the following loan categories: commercial loans greater than or equal to $1 million—CBT,
commercial real estate, commercial real estate—construction and development, residential real estate,
residential real estate junior lien, home equity, consumer, commercial and industrial, and single pay.
Single pay loans consist of those instruments for which repayment of principal and interest is expected
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Note 1-—Summary of Significant Accounting Policies (Continued)

at maturity. Commercial loans greater than or equal to $1 million—CBT consists of commercial loans
acquired the Community Bank and Trust (“CBT”) FDIC-assisted transaction that had outstanding
contractual principal balances of $1.0 million or more at the date of acquisition.

Loans acquired through business combinations that do not meet the specific criteria of FASB- ASC
Topic 310-30, but for which a discount is attributable at least in part to credit quality are generally
accounted for under this guidance. As a result, related discounts are recognized subsequently through -
accretion based on the expected cash flow of the acquired loans. Certain acquired loans, such as lines
of credit (consumer and commercial) and loans for which there was no discount attributable to credit
are accounted for in accordance with' FASB ASC Topic 310-20, where the discount is accreted through
earnings based on estimated cash flows over the estimated life of the loan. With the FFCH merger,
there was much larger amount of loans-accounted for under FASB ASC Topic 310-20 than prior
acquisitions. This was due primarily to the disposition of many problem assets in prior years by FFCH
and the improvement in the overall economy during 2012 and 2013.

Subsequent to the acquisition date, increases in cash flows expected to be received in excess of the
Company’s initial estimates are reclassified from nonaccretable difference to accretable difference and
are accreted into interest income on a level-yield basis over the remaining life of the loan. Decreases in
cash flows expected to be collected are recognized as impairment through the provision for loan losses.
For acquired loans subject to a loss sharing agreement with the FDIC, the FDIC indemnification asset
will be adjusted prospectively in a similar, consistent manner with increases and decreases in expected
cash flows.

Probable and significant increases in cash flows (in ‘a loan pool where an allowance for acquired
loan losses was previously recorded) reduces the remaining allowance for acquired loan losses before
recalculating the amount of accretable yield percentage for the loan pool in accordance with
ASC 310-30. For covered loan pools, the reduction of the remaining allowance for acquired loan losses
would be offset by the impact to the indemnification asset depending on each covered portfolio’s loss
share coverage (80%, in the case of Habersham Bank (“Habersham”) and BankMeridian, N.A.
(“BankMeridian”); 95% in the case of CBT; 80% up to $110.0 million and 95% thereafter, in the case
of Cape Fear Bank (“Cape Fear™); or 80% up to $55.0 million, 0% from $55.0 million to $65.0 million,
and 60% thereafter, in the case of Plantation Federal Bank (“Plantation”)). ‘

FDIC Indemnification Asset

The FDIC indemnification asset is measured separately from the related covered asset as it is not
contractually embedded in the assets and is not transferable with the assets should the Company
choose to dispose of them. Fair value was estimated at the acquisition date using projected cash flows
related to the loss sharing agreements based on the expected reimbursements for losses and the
applicable loss sharing percentages. These expected reimbursements do not include rennbursable
amounts related to future covered expenditures. These cash flows were discounted to reflect the
uncertainty of the timing and recelpt of the loss sharing reimbursement from the FDIC. The Company
will offset any recorded provision for loan losses related to acquired-covered loans by recordmg an
increase in the FDIC indemnification asset by the increase in expected cash flow, which is the result of
a decrease in expected cash flow of acquired loans. An increase in cash flows on acquired loans results
in a decrease in cash flows on the FDIC indemnification asset, which is recognized in the future as '
negative accretion through non-interest income over the shorter of the remaining life of the FDIC
indemnification asset or the underlying loans

The Company incurs expenses related to the assets mdemmﬁed by the FDIC and pursuant to the
loss share agreement certain costs are reimbursable by the FDIC and are included in monthly and
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Note 1—Summary of Significant Accounting Policies (Continued)

quarterly claims made by the Company. The: estlmates of relmbursements are-netted against these
covered expenses in the income statement. ,

Premises and Eqatpment

Land is carried at cost. Office equlpment furnlshmgs, and buildings are carried at cost less
accumulated: depreciation computed principally on the declining-balance 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 of goodwill, core deposit intangibles, client list intangibles, noncompetition
agreement (“noncompete”) intangibles, and purchased credit card relationships (“PCCRs”) intangible-
that result from the acquisition of other banks or branches from other financial institutions. Core
deposit intangibles represent the value of long-term deposit relationships acquired in these transactions.
Client list intangibles represent the value of long-term client relationships for the wealth and trust
management business. Noncompete intangibles represent the value of key personnel relative to various
competitive factors such as ability to compete, willingness or likelihood to compete, and feasibility
based upon the competitive environment, and what the Bank could lose from COmpetition PCCR
intangibles result when existing credit card receivables are acquired at a premium and represent the
right to conduct ongoing credit card business dealings with the cardholders. 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 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 the reporting unit’s
estimated fair value to its carrying value, including goodwill. If the estimated fair value of a reportmg
unit exceeds its carrying value, goodwill assigned to that reporting unit 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 of goodwill
assigned.to that reporting unit.- : o y

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.
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Note 1—Summary of Significant Accounting Policies (Continued)

The Company evaluated the carrying value of goodwill as of April 30, 2013, 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 1mpa1rment charge to goodwrll and
other intangible assets may be required. There have been no events subsequent to the April 30, 2013
evaluatlon that caused the Company to perform an interim review of the carrymg value of goodw1ll

Core deposrt intangibles, included in core deposrt and. other 1ntang1bles are amortized over the
estimated useful lives of the deposit accounts acquired-(generally 7 to 13 years) on either (1) the
straight-line method or. (2) an accelerated basis method which reasonably approximates the anticipated
benefit stream from the accounts. The estimated-useful lives are periodically reviewed for »
reasonableness. - ‘ : : :

Noncompete intangibles, included in core deposit and other 1ntang1b1es are amortized over the life
of the underlying noncompete agreemerits (generally 2 to 3 years) on the stralght lme method The
estimated useful lives are periodically reviewed for reasonableness v

Client list mtanglbles included in core depeosit and other mtanglbles are amortlzed over the
estimated useful lives of the client lists acquired (generally 15 years) on the straight-line method. The
estimated useful lives are periodically reviewed for reasonableness. 3 v

PCCRs intangible, included. in core deposit and other intangibles, are amortized over-the. estimated
useful lives of the credit card relationship-(currently estimated to be 10 years) on an-accelerated basis
which reasonably approximates the anticipated benefit stream of the relatlonshrp The estrmated useful
lives are periodically. reviewed for reasonableness. : S :

Mortgage Servicing nghts

The Company has a mortgage loan servicing portfolio with related mortgage semcmg rrghts
Mortgage servicing rights (“MSRs”) represent the present value of the future net servicing fees from
servicing mortgage loans. Servicing assets and servicing | 11ab111t1es must be 1n1t1a11y measured at fair
value, if practicable. For subsequent measurements an entrty can choose to measure servrcmg assets
and liabilities either based on fair value or lower of cost or’ market ‘The COmpany uses the fa1r value
measurement optlon for MSRs \

‘The methodology used to determlne the farr value of MSRs is sub]ectlve and requlres the
development of a number of assumptions; including anticipated prepayments-of loan principal. Fair
value is determined by estimating the present value of the asset’s future cash flows utilizing estimated
market-based prepayment rates and discount rates, interest rates and other economic factors and
assumptions validated through comparison to trade information, industry surveys and with the use of
independent thrrd party appraisals. Risks inherent in the MSRs valuation include hrgher than expected
prepayment rates and/or delayed receipt of cash flows. The value of MSRs is srgnrfrcantly affected by
mortgage interest rates available in the marketplace, which influencé mortgage loan prepayment speeds.
In general during periods of declining interest rates, the value of mortgage servicing rights declines due
to mcreasmg prepayments attributable to increased mortgage refinance activity. Conversely, during
periods of rising interest rates, the value of servicing rights generally increases due.to reduced refinance
activity. MSRs are carried at fair value with changes in fair value recorded as a component of mortgage
banking income each period in the Consolidated Statement of Income. The Company also uses
derivative instruments to mitigate the income statement effect of changes in fair value due to changes-
in valuation inputs and assumptions of its MSRs. -
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Note 1—Summary of Significant Accounting Policies (Contmued)
Transfer of Financial Assets

With the FFCH merger in July of 2013, the Company acqurred a portfolio of residential mortgages
serviced for others and began to sell mortgages directly to Fannie Mae. Prior to this merger, all of the
Company s loan sales were to third party investors on the secondary market with servicing rights
released. Transfers of financial assets are accounted for as sales when control over the assets has been
surrendered. Control over the 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. The Company reviews all sales of loans by evaluating specific
terms in the sales documents and believes that the criteria discussed above to qualify for sales
treatment have been met as loans have been transferred for cash and the notes and mortgages for all
loans in each sale are endorsed and assigned to the transferee. As stated in the commitment document,
the Buyer has no recourse with these loans except in the case of fraud. In certain sales, mortgage
servicing rights may be retained and in other programs-potential loss exposure from the credit
enhancement obligation may beé retained, both of which are evaluated and appropnately measured at
the date of sale. - :

- The Company packages most of the 30 year fixed rate conforming mortgage loans as securities to
investors issued through Fannie Mae and sold to third-party investors or sells them as cash forward
mandatory commitments to Fannie Mae. The Company records loan securitizations or cash forwards as
a sale when the transferred loans are legally isolated from its‘creditors and the accounting criteria for a
sale are met. Gains or losses recorded on loan securitizations and cash forwards depend in part on the
net carrying amount of the loans sold, which is allocated between the loans sold and retained interests
based on their relative, fair values at the date of sale. The Company generally retains mortgage
servicing rights on residential ‘martgage loans sold in the secondary market. Loans transferred to held
for sale with the intention of disposal through a bulk loan sale will be sold with servicing released.
Since quoted market prices are not typlcally available, the fair value of retalned interests is estimated
through the services of a thlrd-party service provider to determine the net present value of expected
future cash flows. Such' models incorporate management’s best estimates of key variables, such as
prepayment speeds and discount rates that would be used by market participants and are approprlate
for the risks involved. Gains and losses incurred on loans'sold to third-party investors are included in
mortgage banking income in the Consolidated Statements of Operations. :

Advertising Cbsts

The Company expenseb advertrsrng costs as they are 1ncurred and advertrsmg communication costs C_
the first time the advertrsmg takes place The Company may establish accruals for anticipated
advertlsmg expenses within the course of a fiscal year.

Comprehenszve Income

Accounting-principles generally requlre that recogmzed revenue, expenses, gains and losses be
included in net income. Certain changes in assets and liabilities, such as (1) unrealized gains and losses-
on available-for-sale securities (2) unrealized gains and losses on effective portions of derivative '
financial instruments accounted for as cash flow hedges and (3) 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 total
comprehensive income (see Consolidated Statements of Comprehensive Income on page F-6).
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Note 1—Summary of Significant Accounting: Policies (Continued)
Employee Benefit Plans

The Company’s defined benefit pension and other post retirement plans are accounted: for in
accordance with FASB ASC 715, Compensation—Retirement Benefits, which requires the Company. to
recognize the funded status in its statement-of financial position. See Note 17 for information regarding
the defined benefit pension plan and Note 18 for information regarding our post-retirement benefits

" plan. The expected costs of the plans are bemg expensed over the period that employees prov1de ,
service. v

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 19 for the amount the Company recognized as expense for the years ended December 31,
2013, 2012 and 2011.

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-tax basis and financial statement basis of gains on: acquisitions,
available-for-sale securities, allowance for loan losses, write downs of OREQ preperties, 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 hab111t1es are
adjusted through the provision for income taxes. )

The Company recognizes lnterest and penalties accrued relative to unrecogmzed tax beneflts in-its -
respective federal or state income taxes accounts. As of December 31, 2013 and 2012, there were no
material accruals for uncertain tax positions. 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, Georgia, and North Carolina. The Company’ s filed income tax returns are no longer sub]ect
to examination by taxing authorities for years before 2010.

Earmngs Per Share

Basic earnings per share (“EPS”) represents income available to common shareholders d1v1ded 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 0pthIlS 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. Weighted-average shares for the basic and diluted EPS calculations have been
reduced by the average number of unvested restricted shares.

F-19



Note 1—Summary of Significant Accounting Policies :(Continued)
Derivative Financial Instruments

The Company’s interest rate risk management strategy incorporates the use of a derivative
financial instrument, specifically an interest rate swap, 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 increlases 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.

In addition, the Company acquired two interest rate swap contracts through the merger transaction
with Savannah. These derivatives are not designated as hedges:and are not speculative in nature.:One
of the derivatives is an interest rate swap that was executed with a commercial borrower to facilitate a-
respective risk management strategy and allow the'customer to-pay a fixed rate. of interest to the
Company. This interest rate swap-was simultaneously hedged by executing an offsetting interest rate
swap.that was entered into with a third party to. minimize the net risk exposure to the Company
resulting from. the transactions and allow the Company to receive a variable rate of interest.

During 2013, the Company acquired derivatives contracts through the merger transaction with
FFCH. These instruments are a part of the Company’s risk management strategy for its mortgage
banking activities. These derivative instruments are used to hedge both the value of the mortgage
servicing rights and the mortgage pipeline and are not designated as hedges and are not speculative in
nature. The derivative instruments that are used to hedge the value of the mortgage servicig rights
include financial forwards, futures contracts, and options written and purchased, while when-issued
securities and mandatory cash forward trades are typically used to hedge the mortgage pipeline. These
instruments derive their cash flows, and therefore their values, by reference to an underlymg
instrument, index or referenced interest rate. i :

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- quahty counterpartles that are reviewed penodlcally by the
Company. , : . .

The Company’s denvatlve act1v1tles 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 incorporated into the overall
interest-rate risk management process ;

The Company recognlzes the fair value of derivatives as assets or liabilities i 1n 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 1nstruments that are not intended as a hedge are accounted for in the net income in
the perlod of the change (see Note 29—Derivative Fmanmal Instruments for further dlsclosure)
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Note 1—Summary of Significant Accounting Policies. (Continued)
Reclassification

Certain amounts revrously reported have been reclasmfled to conform to the current year’s
presentation. Such reclassifications had no effect on net income and shareholders’ equity. Specifically,
the Company. has feclassified loan removals related to subsequent loan impairments recorded for
acquired loans. These loan removals include charge offs, pay offs, and transfers to other real estate
owned. When analyzing acquired loans accounted for under the expected cash flow method, we
consider the carrying value of the loan to include. the unpaid ‘principal balance, less any remaining
discount, and less‘any.recognized allowance for loan loss. The reclassification was necessary to better
reflect the allocation:of the carrying value between these:three categories. There was no impact of this
reclassification to carrying value of acquired credit impaired loans, net, and no impact on total assets,
capltal net mcome or cash ﬂow expectatlons on acquired loans.

Subsequent Events -

The Company has evaluated subsequent events for accounting and disclosure purposes through the
date the financial statements are issued (see Note 31—Subsequent Events for further disclosure).

Recent Accountmg and Regulatory Pronouncements

In July 2013 the Financial Accountmg Standards Board (“FASB”) 1ssued Accounting Standards
Update (“ASU”) No. 201310, Inclusion of the Fed “Funds Effective Swap Rate (or Overnight Index Swap
Rate) as a Benchmark Interest Rate for Hedge Accounting Purposes (“ASU 2013-10”). The amendments
in this update perrmt the Fed Funds Effective Swap Rate (OIS) to be used as a benchmark interest
rate for hedge accountmg in addition to UST and LIBOR. The amendments also remove the
restnqtlon on’ usmg dlfferent benchmark rates for similar hedges. ASU 2013-10 is effective prospectively
for qualifying new or re- de81gnated hedging relatlonshlps entered into on or after July 17 2013 and d1d
not have a 51gmf1cant impact on the Company’s financial statements.

In February 2013, the FASB issued ASU 2013-02, Comprehensive Income: (Topic 220)—Reportmg of
Amounts Reclassified Out of Accumulated Other Comprehensive Income ("ASU 2013-02”). The ASU
amends Topic 220 to require an entlty to provlde information about the amourits reclassified out of
accumulated other, comprehenswe income by component In addition, an entity is required to present,
either on the face of the statement where net income is presented or in the notes, significant amounts
reclassified out of accumulated other comprehens1ve income by the respective line items of net income
but only if the amount reclassified is requlred under U.S. GAAP to be reclassified to net income in its
entirety in the same reportlng period. ASU 2013-02. became effective for the Company on J anuary 1,
2013 and d1d not have a s1gmflcant 1mpact on the Company s financial statements.

In January 2013 the FASB issued ASU 2013-01, Balance Sheet (Topic 210)—Clarifying the Scope of
Disclosures aboiit Offsetting Assets and Liabilities (“ASU 2013-01”). The ASU amends ASU 2011-11 to
clarify that the'scope applies to. derivatives, repurchase and reverse repurchase agreements, and
securities borrowing:and lending transactions that .are either offset in accordance with ...

Section 210-20-45 or Section 815-10-45 or subject to master netting or similar arrangements. Other
types of financial assets and liabilities subject to master netting or similar arrangements are not subject
to the dlsclosure reqmrements in ASU 2011-11. ASU 2013- 01 became effective for the Company on
January 1, 2013 and did not have a srgmflcant 1mpact on the Company s flnanmal statements ‘

~In October 2012 the FASB issued ASU No. 2012-06, Subsequent Accounting for an Indemmﬁcatton
Asset Recognized at the Acquisition Date as a Result of a Government-Assisted Acquisition of a Financial -
Institution (“ASU 2012-06"). ASU 2012-06 amends Subtopic 805-20 to require subsequent measurement
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of an indemnification asset to be on the same basis as the indemnified asset.or liability, subject to any
contractual limitations on its amount and, for an indemnification asset that is not subsequently
measured at its fair value, management’s assessment of the collectability of the indemnification asset.
ASU 2012-06 is effective for fiscal years, and interim periods within those fiscal years, beginning on or
after December 15, 2012 and is not expected to have a s1gn1flcant impact on the Company s financial
statements.

In December 2011 the FASB issued ASU No 2011-11, Balance Sheet ( Topzc 210)——Dzsclosures
about Offsetting Assets and Liabilities (“ASU 2011-117). ASU 2011-11 amends Topic 210 to require an.
entity to disclose both gross and net information about financial instruments, such as'sales and
repurchase agreements and reverse sale and repurchase agreements and securities borrowing/iending
arrangements, and derivative instruments that are eligible for offset in the statement of financial
position and/or subject to a master netting arrangement or similar agreement. ASU 2011-11 became
effective for the Company on January 1, 2013 and did not have a significant impact on the Company’s
financial statements.

Note 2—Mergers and Acquisitions

Generally, acquisitions are accounted for under the acquisition method of accounting in:
accordance with FASB. ASC 805, Business Combinations. Both the purchased assets and. liabilities
assumed are recorded at their respective acquisition date fair values. Acquisition-related costs are
expensed separately from the acquisition. Restructuring costs that the acquirer eéxpected but was not
obligated to incur are expensed separately from the business combination. Determining the fair value of
assets and liabilities, especially the loan portfolio and foreclosed real estate, is a complicated process
involving significant judgment regardlng methods and assumptions used to calculate estimated fair
values. Fair values are preliminary and subject to refinement for up to one year after the closing date’
of the acquisition as additional information regarding the closing date fair’ values becomes available.

First Financial Holdings, Inc. Merger

On July 26, 2013, the Company acquired all of the outstanding common stock of First Financial
Holdings, Inc. (“FFCH”) of Charleston, South Carolina, the bank holding company for First Federal
Bank (“First Federal”), in a stock transaction. FFCH common shareholders received 0.4237 shares of
the Company s common stock in exchange for each share of” FFCH common stock, resulting in the
Company issuing 7,018,274 shares of its common stock. Each outstanding share of FFCH Fixed Rate
Cumulative Perpetual Preferred Stock, Series A (“FFCH Preferred Stock”), was converted into the
right to receive one share of preferred stock of the Company, designated Series A Fixed Rate
Cumulative Perpetual Preferred Stock and having such rights, préferences and priviléges as are not
materially less favorable than the rights, preferences and privileges of the FFCH Preferred Stock. In
total, the purchase price for the FFCH acquisition was $447.0-million including $65.0 million in
preferred stock and the value of “in the money” outstanding stock optiens (i.e., stock options for which
the exercise price of the stock optlon is below.the market price of the. underlymg stock) totaling
$530,000. : S

The FFCH transaction was accounted for using the acqulsmon method of accountmg and,
accordingly, assets acquired, liabilities assumed and cons1derat10n exchanged were recorded at
estimated fair value on the acquisition date. Fair values are preliminary and subject to refinement for

up to a year after the closing date of the acquisition: The Company expects to record adjustments of
the fair values of the following assets over the next: three te six months, which will result in adjustments

v b
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Note 2—Mergers and Acquisitions (Continued)

to recorded goodwill: Loans, other real estate owned, deferred. tax asset, and FDIC receivable for loss

share agreements.

' The following table presents the assets acquired and liabilities assumed as of July 26, 2013, as

recorded by FFCH on the acquisition date and initial and subsequent fair value adjustments.

(Dollars in thousands)
Assets

Cash and cash equivalents ..................
Investment securities . . . .. ... ... .. Ll
Loans held forsale . ... ... e e e e e
Loans & . ... 0. i
Premises and equipment. . . ... ....... ... ..
Intangible assets .. .................. PR
Mortgage servicing rights . . . ................
Otherrealestateowned . . . ... ..............
FDIC receivable for loss sharing agreement . . . ... :
Bank owned life insurance . .................
Deferred tax. asset . .. .
Other assets ... . . wenye o baee s e e e s aen es e

Total assets .« . i v v vt i i e e ..

Liabilities
Deposits:

Noninterest-bearing ......... e, e
Interest-bearing . . . . . P oL

Total deposrts P
Federal funds purchased and $ecurities sold under
agreements to repurchase . .......... s L
Other borrowings . .. .......c.covunn s
Other liabilities . . . . ......... ... ... ...

Totalhabrhtles..'.,.,................._.’..'.

Net identifiable assets acquired over (under)

liabilities assumed .. ... ... ... ... L
Goodwrll....'....'....‘....‘.‘ ......

Net assets acquired over liabilities assumed. N

Consideration:

Common sharesissued . .. ........... L
. Purchase price pershare of the Company’s :
. COHMMMON StOCK v vt v v veve e v e aan e .

Company common stack lssued and cash

- ~exchanged for fractional shares.: . .. . ..

Cash paid for stock options outstanding .

' Assumptron of preferred stock . ........
Fair value of total cons1derat10n transferred ..

Explanation of fair value adjustments

Initial Subsequent As Recorded
As Recorded by Fair Value Fair Value by the
FFCH Adjustments ‘Adjustments Company
$ 174,082 $  — $ — $ 174,082
313,200 . (1,388)(a) . — 311,812
19,858 6(b — 19,864
2,355,527 (92,720)(b) 1,320(b) 2,264,127
82,399 - (5,435)(c) — 76,964
7,037 33,738(d) = — 40,775
19,156 — — 19,156
©13.271 (2,065)(e) - 416(e) < 11,622
47,459 (18‘,122)(f)(k) - 54(f) 29,391
51,513 ' ‘ — 51,513
(5:279) 42 741(g) - (979)(8) 36,483
47,257 ~ (6,125)(h). 1,532(1) 42,664
$3,125,480 $(49,370) $ 2,343 $3,078,453
$ 430517 8 — $ —  $ 430517
2,083,495 7,801(i) — 2,091,296
2,514,012 7801 . — 2,521,813
280,187 21,526(j) — 301,713
25,584 (2,059)(k) 586(k) 24,111
2,819,783 27268 586 | 2,847,637
305,697 (76,638) 1,757 230,816
‘ — 217,894 (1,757) 216,137
$ 305697  $141,256 $ — $ 446,953
7,018,274
$ 54.3'4
381,423
530
1 65,000
$ 446,953

(a)—Adjustment reflects marking the securities portfolio to fair value as of the acquisition date.

(b)—Adjustment reflects the fair value adjustments based on the Company’s evaluation of the acquired loan
portfolio and excludes the allowance for loan losses recorded by FFCH.
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Note 2—Mergers and Acquisitions (Continued)

(c)—-Adjustment reflects the fair value adjustments based .on the Company’s -evaluation: of the acquired premises
and equipment.

(d)—Adjustment reflects the recording of the core deposit intangible on the acqulred deposit accounts and other
intangibles for credit cards and customer hsts

(e)—Adjustment reﬂects the fair value ad]ustments to OREO based on the Company s evaluatlon of the acquired
OREO portfolio.

(f)—,Adjustmeni 're.ﬂe_cts,»the fair value adjustments:‘to the FDIC receivable for loss sharing agreements based on
‘the Company’s evaluation of the losses on the ‘acquired assets covered under loss share agreements with the
FDIC net of any clawback.

(g)———Ad]ustment to record deferred tax asset related to fair value ad]ustments
(h)fAd]ustmen_t reflects uncollectible portion of: accrucd interest receivable and loan fees receivable.

(i)—Adjustment arises since the rates on interest-bearing deposits are higher than rates available on similar
dep051ts as of the acquisition date. .

(J)—Ad]ustment reflects the fair value adjustment which was equal to the prepayment fee paid to. fully pay off the
- FHLB advances on July 26, 2013. This fair value adjustment and the fair value adJustment of the ]umor
subordinated debt were determined based upon interest rates. : .

(k)—Adjustment reflects the reclassification of the clawback to net against the FDIC recelvable, the incremental
" accrual for employee related benefits, lease hab1ht1es, and adjustment of other miscellaneous accruals.

()—Adjustment reflects the adjustment for mlscellaneous receivables. |

. The operating results of the 'Company for the year ended December 31, 2013, include the
operating results of the acquired assets and assumed liabilities for the 158 days subsequent to the
acquisition date of July 26, 2013. Merger-related charges of $19.7 million are recorded in the
consolidated statement of income and include incremental costs related to closing the acquisition,
including legal, accounting and auditing, investment banker cost, termination of certain employment
related contracts, travel costs, printing, supplies:and other costs. .

The following table discloses the impact of the merger with FFCH (excluding the impact of
merger-related expenses) since the acquisition on July 26, 2013 through December 31, 2013. The table
also presents certain pro forma information as if FFCH had been acquired on January, 1 2012. These
results combine the historical results of FFCH in the Company’s consolidated statement of income and,
while certain adjustments were made for the estimated impact of certain fair value adjustments and
other acquisition-related activity, they are not indicative of what would have occurred had the
acquisition taken place on January 1, 2013 or January 1, 2012.

Merger-related costs of $22.8 million from the Savannah and FFCH acquisitions are included in
the Company’s consolidated statements of income for the year ended December 31, 2013, and are not
included in the pro forma information below. In particular, no adjustments have been made to the pro
forma information to eliminate the provision for loan losses for the years ended December 31, 2013
and 2012 of FFCH in the amount of $6.4 million and $20.1 million, respectlvely No adjustments have
been made to reduce the impact of any OREO erte downs recognized by FFCH in either the years
ended December 31, 2013 or 2012. In addition, expenses related to systems convérsions and other costs
of integration are expected to be recorded during 2014. The Company expects to achieve further
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Note 2—Mergers and Acquisitions (Continued)

operating cost savings and other business synergles as‘a result of the acquisition which are not reflected
in the pro forma amounts below: : ,

Actual since
Acquisition Pro Forma Pro Forma
(July 26, 2013 through Year Ended Year Ended
(Dollars in thousands) December 31, 2013) December 31, 2013  December 31’,2,012

Total revenues (net interest income plus

nOninterest INCOME) . . . . .« o vv v v : $75,206 $438,625 ‘ $480,672
Net income available to the common ‘ '
shareholder e PP R , $17,619 $ 80,624 % 54,529

The Savannah Bancorp, Inc. Acquzsn‘zon

-On December 13, 2012, the Company acqulred all of the outstanding common stock of The
Savannah Bancorp, Inc. (“Savannah”), a bank holding company based in Savannah, Georgia, in a stock
transaction. Savannah common shareholders received 0.2503 shares of the Company’s common stock in
exchange for each share of Savannah common stock, resulting in the Company issuing 1,802, 137 shares
of common stock. In total, the purchase price for the Savannah acquisition was $68.9 million including
the value of “in the money” outstanding stock optlons (i.e., stock options for which the. exercise price
of the stock option is below the market price of the underlymg stock) totaling $63,000.

~ The Savannah transaction was accounted for using the acquisition method of accounting and,
accordingly, assets acquired, liabilities assumed and consideration exchanged were recorded at fair
value on the acquisition date. . ’

F-25



Note 2—Mergers and Acquisitions (Continued)

The following table presents the assets acquired and liabilities assumed as of December 13, 2012,
as recorded by Savannah on the acquisition date and initial and subsequent fair value adjustments.

Subsequent
As Recorded Fair Value Fair Value As Recorded
(Dollars in thousands) »by Savannah  Adjustments Ad;ustmfnts by the Company
Assets '
Cash and cash equivalents . . . ............... $ 86,244 $ — $ — $ 86,244
Investment securities . ................ 0 ... 75,460 (1,288)(a) 31(a) . - - 74203
Loans ....................... e 660,555 (59,196)(b) — - 601,359
Premises and equipment . . ... .............. 12,555 (1,843)(c). (260)(c) 10,452
Intangible assets . ....................... 3,357 9,546(d) 15(d) 12,918
Other real estate owned and repossessed assets . . . 13,934 (5,315)(e) (1,513)(e) 7,106
Bank owned life insurance ................. 6,705 — : — 6,705
Deferred tax asset . ...................... (790) 39,143(f) (202)(f) 38,151
~ Other assets .. ...... R P - 8497 (2,348)(g) (@93)k) - 5256
Total assets .. ........................ $ 866517 = $(21,301) 8(2822)  $842.304
Liabilities . ' ‘ ' '
Deposits: ; o
Norninterest-bearing. . .. ............ Voae. $0129902 0 8 — $ — $129,902
Interest-bearing . ..........0 .. .. ... 619,198 2,530(h) — 621,728
Total deposits . ........... e 749,100 2,530 — 751,630
Federal funds purchased and securities sold under v . :
agreements to repurchase. . ............... 13,491 —_ — 13,491
Other borrowings . . . .. ..............0.... 30,613 (232)(i) — 30,381
Other liabilities . . . . . e e 8,026 6,657(j) (310G © 14,372
Total liabilities .. ...................... 801,230 8,955 (31 809,874
Net identifiable assets acquired over (under) o
labilities assumed . . . ... ... ... ... ..., 65,287 (30,256) (2,511) 32,520
Goodwill ........ ... .. ... . i, _— 33,886 2,511 36,397
Net assets acquired over liabilities assumed . . . . .. $ 65,287 $ 3,630 $ — $ 68,917
Consideration:
Common sharesissued ............... 1,802,137
Purchase price per share of the Company’s
common Stock. . ... ... ... $ 3820
Company common stock issued and cash
exchanged for fractional shares. ...... 68,854
Cash paid for stock options outstanding . . 63
Fair value of total consideration transferred . § 68,917

Explanation of fair value adjustments
(a)—Adjustment reflects marking the available-for-sale portfolio to fair value as of the acquisition date.

b)—Adjustment reflects the fair value adjustments based on the Company’s evaluation of the acquired loan
! i pany q
portfolio and excludes the allowance for loan losses recorded by Savannah.

(c)y—Adjustment reflects the fair value adjustments based on the Company’s evaluation of the acquired premises
and equipment.

(d)—Adjustment reflects the recording of the core deposit intangible on the acquired deposit accounts and other
intangibles for non-compete agreements and customer lists.

(e)—Adjustment reflects the fair value adjustments to OREO based on the Company’s evaluation of the acquired
OREQO portfolio.
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Note 2—Mergers and Acquisitions (Continued)

(fy—Adjustment to record deferred tax asset related to purchase .accounting adjustments.

(g}——-Adjustme‘nt reflects unt:ollectiblepor‘tion of accrued interest receivable.

(h)-—Ad_]ustment arises. since the rates on 1nterest-bear1ng deposits are higher than rates available on similar
deposrts as of the acqursrtron date: ‘

(1)—-Ad]ustment reﬂects the. prepayment fee pald when FHLB advances were completely paid off in December of
2012 and the fair value adjustment based on the Company s evaluation of the junior subordmated debt.

())—Ad}ustment reflects the mcremental accrual for employee related benefits, asset sale termination fee and other
lrablhtles

(k)—Ad]ustmenf reflects the adjustment for miscellaneous receivables.

Peoples Bancorporatzon Acquzsztzon

On April 24, 2012, the Company acquired all of the outstanding common stock of Peoples
Bancorporatron Inc. (“Peoples”), a bank holding company based in Easley, South Carolina, in a stock
transaction. Peoples common shareholders received 0.1413 shares of the Company’s common stock in -
exchange for each share of Peoples stock, resulting in the Company issuing 1,002,741 common shares at
a fair value of $31.1 million, Peoples’ preferred stock (including accrued and unpaid dividend) issued
under the U.S. Treasury’s Troubled Asset Relief Program (“TARP”) were purchased by the Company
for $13.4 million and retired as part of the merger transaction. In total, the purchase price was.
$44.5 million mcludmg the value of the outstandrng options to purchase common stock assumed in the

merger. ;

The Peoples transaction was accounted for using the acquisition method of accounting and
accordingly, assets acquired, 11ab111t1es assumed and consideration exchanged were recorded at fair
value on the acqms1t10n date \
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The following table presents the assets acquired and liabilities assumed as'of April 24,2012, as--
recorded by Peoples on the acquisition date and initial and subsequent fair value adjustments.

Initial - Subsequent ~ As Recorded
As Recorded Fair Value - - . Fair Value by the

® ollar < in thousand: s) I’)yA Peoplgs Adjustments Adiustmenfs Company

Assets ' L » . o .
Cash and cash eqmvalents. e e $ 24,459 $ — - $ 24,459
Investment securltles. R 176,334 (442)(a) — 175,892
Loans ... 262,858 (28,613)(b) — 234,245
Premises and equlpmcnt SeL e 10,094 3,240(c) . (38)(c) . 13,296
Intangible assets . ........................ — 2930(d) T — 7 2930
Other real estate owned and repossessed assets . . . . . . 13,257 (5,341)(e) 188(e) 8,104
Deferred tax aSset . . .. ..oovveen v iivnnnn. .. 4,702 11,669(f) - - 197 . 16,568
Other assets ... ............ et 17,588 (883)(g)v = 18705
Total assets . ............ I Ceeia.o.. $509292  $(17440)  C $347 - $492,199
Liabilities. : ‘ B B
Deposits: . S ey ) o .
Noninterest-bearing . . .. .. Lo e 8 5488478 — - $ 54,884
Interest-beanng e N Lo L 378,781 ¢ 1, 405(h) ‘ — 380,186
Total deposits . . . . . .. AN SR PR VUL 433665 1, 405 = 435,070
Other borrowings . ....... P N O, 9,542 ’ —_ © 9,542
Other liabiliies . .. .. . . R N AR DI 4,291 " 2054(1) “7003) - 7,045
Total liabilities . . . . . .. e 447,498 3,459 700 451,657
Net identifiable assets acquired over (under) liabilities ... . T O
assumed ....... T S P e 61,794 (20,899) . . (353) 40,542
Goodwill ....... ... ... ... — 3654 . 353 4,007
Net assets acquired over (under) liabilities assumed ... § 61,794 $(17,245) $ — $ 44,549
Consideration:
Common sharesissued .................. 1,002,741
Purchase price per share of the Company’s
commonstock ............. ... .. ..., $ 31.06
Company common stock issued and cash
exchanged for fractional shares ......... 31,160
‘Cash paid for stock options outstanding . . . . . 96
Cash paid for TARP preferred stock .. ..... 13,293
Fair value of total consideration transferred . ... $ 44,549

Explanation of fair value adjustments
(a)—Adjustment reflects marking the available-for-sale portfolio to fair value as of the acquisition date.

b)—Adjustment reflects the fair value adjustments based on the Company’s evaluation of the acquired loan
] pany’ q
portfolio and excludes the allowance for loan losses recorded by Peoples Bancorporation, Inc.

(c)—Adjustment reflects the fair value adjustments based on the Company’s evaluation of the acquired premises
and equipment.

(d)—Adjustment reflects the recording of the core deposit intangible on the acquired deposit accounts and other
intangibles for non-compete agreements.

(e)—Adjustment reflects the fair value adjustments to.OREO based on the Company’s evaluation of the acquired
OREO portfolio.

(f)—Adjustment to record deferred tax asset related to purchase accounting adjustments.
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(g)—Adjustment reflects uncollectible portion of accrued interest receivable.

(h)—Adjustment arises since the rates on lnterest-beanng dep051ts are h1gher than rates ava11able on s1m1lar
deposits as of the acqu1smon date.

(1)—Ad]ustment reflects the 1ncremental accrual for SERP termmanon other employee related beneﬁts, and other
habrlmes ,

BankMeridian Acquisition

On July’ 29, 2(_)1‘1, the"Bank entered into a purchase and assumption (“P&A”) agfeement with loss
share arrangements with the FDIC to purchase certain assets and assume substantially all of the
deposits and ‘certain Tiabilities 6f BankMeridian, N.A. A full service community bank headquartered in

Columbia, Seuth Carolina. BankMeridian operated 3 branches in total in Columbla Spartanburg, and
Hilton Head, South Carolina.”

Pursuant to the P&A agreement, the Bank received a discount of $30.8 million on the assets
acquired and did not pay the FDIC a premium to assume all customer deposits. Most of the loans and
foreclosed real estate purchased are covered by a loss share agreement between the FDIC and the
Baik. Under this loss share agreement, the FDIC has agreed to cover 80% of loan and foreclosed real
estate losses. Gains and recoveries on covered assets will offset losses, or be paid to the FDIC, at the -
applicable loss share percentage at thé time of recovety. The loss sharing agreement applicable to
single family assets (loans and OREO) provides for FDIC loss sharing and Bank reimbursement to the
FDIC for ten years. The loss share agreement applicable to commercial assets (loans and OREO).
provides for FDIC loss sharing for five years and Bank reimbursement to the FDIC for eight years. As
of the date of acquisition, we calculated the amount of such reimbursements that we expect to receive
from the FDIC using the present value of anticipated cash flows from the covered assets based on the
cred1t adjustments estlmated for each pool of loans and the estimated losses on foreclosed assets. In
accordance with FASB ASC Toprc 805, the FDIC indemnification asset was initially recorded at its fair
value, and is measured separately from:the loan assets and foreclosed assets because the loss sharmg
agreements are not contractually embedded i in them or transferable with them in the event of disposal.
The balance of the. FDIC 1ndemn1f1cat1on asset increases and decreases as, the expected and actual cash
flows from the covered assets fluctuate, as-loans are paid off or impaired and as loans and foreclosed
assets are sold. There are no contractual interest rates on this contractual receivable from the. FDIC;
however, a dlscount was recorded against the initial balance of the FDIC mdemmflcatlon asset in
conjunction w:th the fair value measurement: as this recelvable will be collected over the term of the
loss sharing agreement. This dlscount will be accreted to non-mterest income over future periods. .

The Bank did not immediately acqu1re the real ‘estate, banking facilities, furniture or equipment of
BankMeridian'as a'part of the P&A agreement. However, the Bank had the option to purchase the
real estate and furniture and equipment from-the FDIC: The term of this option expired apprommately
90 days from the date of the acquisition. In' September of 2011, the Bank consolidated the main
BankMeridian location in Columbia into the Bank’s miain Columbia location, and opted not to acquire

- this facility. The Bank also consolidated its Spartanburg and Hilton Head locations into the locations”
assumed-in'the BankMeridian transaction during the fourth quarter of 2011. The result of these actions
was no additional branch locations for the Bank. . : i

There were no adjustments or changes to the initial fair values related to the BankMendran
acquisition within the one year time frame from ‘the date of acquisition. The purchase ‘a¢counting
adjustments and the loss sharmg arrangement with the FDIC significantly impact the effects of the
acqulred entrty on the ongomg operatlons -of the Company ' : \
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During the year ended December 31, 2011, noninterest income included a pre:tax gain of
$11.0 million which resulted from the acquisition of BankMeridian. The amount of the gain was equal -
to the amount by which the fair value of assets acquired exceeded the fair value of liabilities assumed,
and resulted from the discount bid on the assets acquired and the impact of the FDIC loss share,
agreement, both of which are attributable to the troubled nature of BankMeridian prior to the .
acquisition. The Company recognized $776,000 in merger-related expense from the BankMeridian
acquisition during 2011. :

.. Included in the FDIC indemnification asset is. an expected “true up” with the FDIC related to the
BankMeridian acqu1s1t10n This amount is determined each reporting period and at December 31, 2013,
was estimated to be approximately $3.7 million at the end of the, loss share agreement (in ten years).
The actual payment will be determined at the end of the loss sharing agreement term and is based on
the negative bid, expected losses, intrinsic loss estimate, and assets covered under loss share.

Habersham Bank Acquisition

On February 18, 2011, the Bank entered into a 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 Habersham Bank (“Habersham™). A full service Georgia state-chartered community bank
headquartered in CIarkesvﬂle Georgia, Habersham operated eight branches in the northeast region of .
Georgia. :

Pursuant to the P&A agreement, the Bank received a’discount of $38.3 million on the assets
acquired and did not pay the FDIC a premium to assume all customer deposits. Most of the loans and
foreclosed real estate purchased are covered by a loss share agreement between the FDIC and the
Bank. Under this loss share agreement the FDIC has agreed to cover 80% of loan and foreclosed real
estate losses. Gains and recoveries on covered assets will offset losses, or be paid to the FDIC, at the
applicable loss share percentage at the time of recovery. The loss sharing agreement applicable to
single family assets (loans and OREOQ) provides for FDIC loss sharing and Bank reimbursement to the
FDIC for ten years. The loss share agreement applicable to commercial assets (loans and OREO)
provides ‘for FDIC loss sharing for five years and Bank reimbursement to the FDIC for eight years. As
of the date of acqulsmon we calculated the amount of such reimbursements that we expect to receive
from the: FDIC using the present value of anticipated cash flows from the covered assets based on the
credit adjustments estimated for each pool of loans and the estimated losses on foreclosed assets. In
accordance with- FASB ASC Topic 805, the FDIC indemnification asset was initially recorded at its fair
- value, and is measured separately from the loan assets and foreclosed assets because the loss sharing
agreements are not contractually embedded in them or transferable with them in the event of disposal.
The balance of the FDIC indemnification asset increases and decreases as the expected and actual cash
flows from the covered assefs fluctuate, as loans are paid off or impaired and as loans and foreclosed
assets are sold. There are no contractual interest rates on this contractual receivable from the FDIC;
however, a discount was recorded against the initial balance of the FDIC indemnification asset in
conjunction with the fair value measurement as this. receivable will be collected over the term of the
loss_sharing agreement. This.discount will be accreted. to non-interest income over future periods.

The Bank did not immediately acquire the real estate, banking facilities, furniture or equipment of
Habersham as a part of the P&A agreement. However, the Bank had the option to purchase the. real
estate and furniture and equxpment from the FDIC. The term of this option expired on May 19, 2011.
On May 19, 2011, the Bank notified the FDIC that it planned to acquire four bank facilities with. an
appraised value of approximately $6.7 million. In addition, the Bank notified the FDIC that it planned
to purchase approximately $362,000 of furniture or equipment related to five locations being retained
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by the Bank. The Bank settled this purchase along with other settlement items on February 15, 2012
for approximately $7.2 million. These five banking facilities include both leased and owned locations. In
June of 2011, the Bank closed three branches and converted the operating system of Habersham.

There were no adjustments or changes to the initial fair values related to the Habersham
acquisition within the one year time frame from the date of acquisition. The purchase accounting -
‘adjustments and the loss sharing arrangement with the FDIC significantly 1mpact the effects of the o
acquired entity on the ongoing operations of the Company : : ‘

For the year ended December 31, 2011, noninterest income included a pre-tax gain of $5.5 million
‘which resulted from the acquisition of Habersham. The amount of the gain was equal to the amount by
which the fair value of assets acquired exceeded the fair value of liabilities assumed, and resulted from
the discount bid on the assets acquired and the impact of the FDIC loss share agreement, both of
which are attributable to the troubled nature of Habersham prior to the acquisition. The Company.
recognized $2.6 million in merger-related expense related to the Habersham acquisition, including lease
termination payments related to branch consolidations, during the year ended ‘December 31, 2011.

There is no expected “true up” included in the FDIC indemnification asset related to this
acquisition. Any potential “true up” is evaluated and reviewed each reporting period. The actual
‘payment, if any, will be determined at the end of the loss sharing agreement term and i§ based on the
‘negative bid, expected losses, intrinsic loss estimate, and assets covered under loss share.

Note 3—Investment Securmes

The following is. the amortlzed cost and fa1r Value of mvestment securmes held to matunty:

_ Gross ' Gro_ss o
Amortized Unrealized = Unrealized Fair
(Dollars in thousands) Cost Gains Lt?sses ) Value =
December 31, 2013:
State: and municipal obligations. .. ... .. $12,426 $ 480 $(15) $12,891
December 31, 2012: r
State and municipal obligations. .. ..... $15,440  $1,113 $ — - $16,553

AN
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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 Losse; Value
December 31, 2013: ' . .
Government-sponsored entities debt®* . .............. $149,708 - $ 185 $ (6,899) $142,994
State and municipal obligations . . .................. 142,934 1,798 (4,081) .= 140,651
Residential government-sponsored entities mortgage- _ _
~backed securities . .. ........ .. ... ..., eenee.. 500,000 4,394 4,915) 499,479
Corporate stocks . .................. e . 3,161 638 132) 3,667

$795,803 $ 7,015 $(16,027) $786,791

December 31, 2012: : SRR
Government-sponsored entities debt* .. ........ e $87584 $ 965 $ (31) $ 88518

State and municipal obligatidn's ............ e e © 147,201 5,647 (49) - 152,799
Residential government-sponsored entities mortgage- o :
backed securities . . . ... oo 285,800 7,489 (102) 293,187

Corporate StockS . .. ............. e PR 24 139 1) 379
L $520,826 $14,240 $ (183) $534,883

*—Government-sponsored entities debt held by the Company consists 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”), Federal
Farm Credit Banks (“FFCB”), and Small Business Administration (“SBA”).

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

Gross ~_Gross

Amortized Unrea_llized Unrealized Fair
(Dollars in thousands) Cost Gains Losses Value
December 31, 2013: ‘ ‘ ‘ co
Federal Home Loan Bank stock .................... $10,352 $— $— $10,352
Investment in unconsolidated subsidiaries.............. 3,034 = = 3,034

$13,386 $: $: $13,386
December 31, 2012:
Federal Home Loan Bank stock . ................... $ 8,126 $— $— $ 8,126
Investment in unconsolidated subsidiaries. ............. 1,642 — — 1,642

$ 9,768 $: k $ 9,768

The Company has determined that the investment in Federal Home Loan Bank stock is not other
than temporarily impaired as of December 31, 2013 and ultimate recoverability of the par value of
these investments is probable. With the Savannah and FFCH business combinations in December of
2012 and July of 2013, respectively, the Company added investments in unconsolidated subsidiaries
related to SAVB Capital Trust I and II of $310,000 and FFCH Capital Trust of $1.4 million.
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Note 3—Investment Securities (Continued)

. The amortized cost and fair value of debt-and equity securities at December 31, 2013 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. Equity securities have no set maturity dates and are classified as “Due after ten years”.

Securities Securities

Held to Maturity Available for Sale

Amortized Fair Amortized  Fair

(Dollars in thousands) Cost Vaiue - Cost - Value
Duein one year orless . .. .o vv v invnnenennenenn $ 1,480  $ 1,510 $ 4,59 $ 4,656
Due after one year through five years ................ 345 358 31,828 32,081
Due after five years through ten'years . ............... 9,931 10,320 242,604 239,287
Due after ten years . . .. v v v v e e e 670 703.. 516,775.. 510,767
: ' $12,426 ~ $12,891 $795,803  $786,791

There were no sales or transfers of held-to-maturity securities during 2013; 2012 or 2011. The

following table summarizes information with respect to sales of available-for-sale securities:

Years Ended December 31,

(Dollars in thousands) 2013 2012 201

Saleproceeds ..........coiiiiiiiiiiiiny $177,468 $29,301  $52,282
Gross realized gains . . . ... ... PO '$ — §$ 193 § 517
Gross realized 10sses .. ........ .. i — 4) (194)
Net realized gain (loss) ........ ereeeeeneenas $ — $ 189 §$ 323

The sales-of available-for-sale securities during 2013 were of securities acquired in the FFCH
transaction. These securities were sold during the third and fourth quarter of 2013 shortly after the
FFCH transaction and were marked based on the selhng price of the security; and therefore, no gain

or loss was realized on the i income statement

The Company had 257 securities with gross unrealized losses at December 31, 2013. Informatlon
pertaining to securities' with“gross unrealized losses at December 31, 2013 and 2012, aggregated by

¢

F-33 .



Note 3—Investment Securities (Continued) ST

investment category and length of time that 1nd1v1dual securities have been in a continuous loss posmon
follows: , SRR

i Less Théif ' Tielve Months

Twelve Months or More
Gross Gross
o . Unrealized Fair Unrealized Fair
(Dollars in thousands) Losses Value Losses Value
December 31, 2013:
Securities Held to Maturity ‘
State and municipal obligations ... ..... $ 15 § 486 $— § —

_ $ 15 § 486 $— - § —
Securities Available for Sale : : .
Government-sponsored entities debt . . . . . $ 6,899 $112,085 :

State and municipal obligations ........ 3,901 87,060 180 3,900
Mortgage-backed securltles ..... Ve 4,874 263,383 - 41 . 2,125
Corporate stocks . . . .« covionco i on e o 1320 002,099 — R

$15,806  $464,627 $221 $6,025

December 31, 2012:
Securities Available for Sale

Government-sponsored entities debt . . . .. $ 31 $ 4,963 $ - $ —
State and municipal Obligations ... ... .. 49 9,602 — —
Mortgage-backed securities. . .. ........ 102 13,709 - —_ —
Corporate stocks . .. ... .. e o1 .9 S RS
~§ 183 $ 28,283 $ — $ — ,

The unrealized losses in 2013 relate pr1n01pa11y to state and mun1c1pa1 obligations, government
sponsored entities (“GSE”) debentures and mortgage-backed securities due to the increasing interest
rates. In analyzing an issuer’s financial condition, management considers whether the securities aré
issued by the federal government -or its agencies, whether downgrades by bond rating 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 currently 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, 2013. 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
may be sold or are other than temporarily impaired, which would require a charge to earnings in such
periods.

Management evaluates securities 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
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. As part of the
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Note 3—Investment Securities (Continued)

Company’s evaluation of its intent -and ability to hold investments for a period of time sufficient to
allow for any anticipated recovery in the market, the Company considers its investment.strategy, cash
flow needs, I1qu1d1ty pos1t10n capital adequacy and interest rate risk position.

At December 31 2013 and 2012, investment securities with a carrying value of $261.7 million and
$203.9 million, respectively, were pledged to secure public funds depos1ts and for other purposes
required and permitted by law. At December 31, 2013 and 2012, the carrying amount of the securities
pledged to collateralize repurchase agreements was $163 2 m1lhon and $109.5 million, respectlvely
~ Note 4—Loans and Allowance for Loan Losses

The following is a summary of non- acqulred loans

December 31,

(Dollars in thousands) 2013 2012
Non-acquired loans: ‘
Commetcial non-owner occupied real estate: o ‘
Construction and land development . . . . ... e $ 299951 § 273,420
* Commercial non-owner occupied ......... IR ) Iy ) | 290,071
Total commercial non-owner occupled real estate R 591,122 563,491
" Consumer real estate: S
Consumer owner occupled ..................... 548,170 434,503
- Home equ1tylpans R LT 257,139 255284
Total consumer real estate . ....... R 7 805,309 689,787
Commercial owner occupied real éstate . ... ... oUWl 833,513 784,152
Commercial and industrial ............. e 321,824 279,763
Other income producing property ................. 143,204 133,713
CONSUMET . ......'iiiin ittty 136,410 86,934
- Otherloans ...:.....c.vvvnn... e 33,834 33,163
Total non-acquired loans . ..................... 2865216 2,571,003
Less allowance for loanlosses. .. .............. e (34,331) (44,378)
Non-acquired loans, net .............. [, $2,830,885 | $2,526,625
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Note 4—Loans and Allowance for Loan Losses (Continued) ...

The following is a summary of acquired non-credit impaired loans accounted for under
FASB ASC Topic 310-20, net of related discount: ;

December 31,
(Dollars in thousands) o 2013 » 2012
Acquired non-credit impaired loans:

Commer01a1 non-owner occupled real estate: o _
Construction and land development ............. ... % 5839% § 839
Commercial non-owner occupied ............... e - 58,598 2,877

Total commercial non-owner occupled real estate . . ... 116,994 3,716

Consumer real estate: o .
Consumer owner occupied . . ............ e 742,597 —
Home equity loans ............................ 264,150 36,139

Total consumer real estate ..................... 1,006,747 36,139

Commercial owner occupied real estate ......... e 73,714 12,141

Commercial and industrial . . ............. e - 58773 17,531

Other income producing property .......... o e e e 74,566 3,688

(00031131111 1=3 S e 267,257 —
Total acquired non-credit impaired loans. . . . ...... L $1,598,051  $73,215

In accordance with FASB ASC Topic 310-30, the Company aggregated accjuiréd loans that have
common risk characteristics into pools of loan categories as described in the table below.

The following is a summary of acquiréd credit impaired loans accounted for under
FASB ASC Topic 310-30 (1dent1fled as credit impaired at the time of acquisition), net of related
discount: ‘

December 31,

(Dollars in thousands) 2013 2012
Acquired credit impaired loans:
Commercial loans greater than or equal to -
$1 million-CBT ......... ... ... $ 24,109 $ 39,661
Commercial real estate. .. ...................... 439,785 372,924
Commercial real estate—construction and development . 114,126 130,451
Residential real estate .. ....................... 476,689 354,718
Consumer . .........couvuiiuninnnn.n, PP . 103,998 15,685
Commercial and industrial . ..................... 68,862 72,718
Singlepay ........o i 129 456
Total acquired credit impaired loans . . ............... 1,227,698 986,613
Less allowance for loan losses . ... ................... (11,618) (17,218)
Acquired credit impaired loans, net ................. $1,216,080 $969,395
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Note 4—Loans and Allowance for Loan Losses (Continued) -

Contractual loan payments receivable, -estimates of amounts not expected to be collected, other
fair value adjustments and the resulting fair values of acquired credit 1mpa1red loans at the acquisition

date for FFCH (July 26, 2013) are as follows:

July 26, 2013

Loans
Loans Impaired = Not Impaired

(Dollars in th ousand s) at Acquisition  at Acquisition Total .

Contractual principal and interest. . ...... $ 650,331 $222,820  $ 873,151
Non-accretable difference ............. (125,701) (24,719)  (150,420)
Cash flows expected to be collected ...... 524,630 " 198,101 722,731
Accretable difference. ... ... e (102,260) (28,520)  (130,780)
Carrying value . . . ....... I S $ 422,370 $169,581  § 591,951

The table above excludes $1.67 billion ($1.71 billion in contractual principal less a $40.6 million
fair value adjustment) in acquired loans at fair value that were identified as either performing with no -
discount related to credit or as revolving lines of credit (commercial or consumer) as of the acquisition

date and are accounted for under FASB ASC Topic 310- 20.

Contractual loan payments receivable, estimates of amounts not expected to be collected, other
fair value adjustments and the resulting fair values of acquired credit impaired loans at the acquisition

date for Savannah (December 13, 2012) are as follows:

December 13, 2012

. Loans
Loans Impaired  Not Impaired

(Dollars in th ousand s) at Acquisition at Acquisition - Total
Contractual principal and interest . . . . e $155,582 - $483,293  $638,875
Non-accretable difference .. ............ (37,492) (9,460) (46,952)
Cash flows expected:to be collected e e o 118,090 473,833 591,923
~ Accretable difference ... ... ... el - (8,615) (51,466)  (60,081)
" Carrying value ............ oo 8109475 $422,367  $531,842

The table above excludes $69.5 million ($74.9 million in COntracfu'al’principal less a $5.4 million
fair value adjustment) in acquired loans.at fair value that were identified as revolving lines of credit

(commercial or consumer) as of the acquisition date and are accounted for under
FASB ASC Topic 310-20.
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Note 4—Loans and Allowance for Loan Losses (Continued) .

Contractual loan payments receivable, estimates of amounts not expected to be collected, other
fair value adjustments and the resulting fair values of acquired credit 1mpa1red loans at the acquisition
date for Peoples (April 24, 2012) are as follows:

April 24, 2012

Lo
. Loans Impaired  Not Ini‘;:ired
(Dollars in thousands) - . at Acquisition  at Acquisition / Total
Contractual principal and interest ........ . $56,940 $250,023  $306,963
Non-accretable difference ... ........... ‘ (21,237) . -- (16,560) - (37,797)
Cash flows expected to be collected . . .. . .. 35,703 . . 233,463 269,166
Accretable difference ................. (4,968) (29,953) - (34,921)
Carrying value . .................. . $ 30,735 $203,510  $234,245

Contractual loan payments receivable, estimates of amounts not expected to be collected, other
fair value adjustments and the resulting carrying values of acqulred credit nnpalred loans as of.
December 31, 2013, and 2012 are as follows: L : -

Decémber 31,

(Dollars in thousands) o » 2013 - 2012
Contractual principal and interest . ... ... e . $1,700,129 $1,288,133
Non-accretable difference . . .. ... ... oo Ve (222,091) (140,671)
Cash flows expected to be collected ................. 1,478,038 1,147,462
Accretable difference . ... ... ... o o L, (250,340)  (160,849)
Carryingvalue . .............vvvniennnenn.. ... $1,227,698 § 986,613
Allowance for acquired loanlosses . ................. -~ $ (11,618 $ (17,218)

Income on acquired credit impaired loans that are not impaired at the acquisition date is
recognized in the same manner as loans impaired at the acquisition date. A portion of the fair value
discount on acquired non-impaired loans has been ascribed as an accretable difference that is accreted
into interest income over the estimated remaining life of the loans. The remaininig nonaccretable
difference represents cash flows not expected to be collected.

The following are changes in: the carrymg value of acqulred credit 1mpa1red loans:

Years Ended December 31,

(Dollars in thousands) 2013 2012
Balance at beginning of period. . . ................... $ 969,395 $ 370,581
Fair value of acquired loans . . . ..................... 591,951 766,087
Net reductions for payments, foreclosures, and accretion . (344,348)  (166,761)
Change in the allowance for loan losses on acquired loans (918) (512)
Balance at end of period, net of allowance for loan losses

onacquiredloans ............. ... ... ..., coo.. $1216,080  $ 969,395
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Note 4—Loans and Allowance for Loan Losses (Continued) -

The following are changes in the carrying amount of accretable difference for acqulred credxt
1mpaxred loans for the.year ended December 31, 2013 and 2012:

Years Ended
December 31,

(Dollars in thousands) : : . 2013 2012
Balance at begmmng of perlod ........................ $ 160,849 $ 94,600
Addition from the First Financial acqulsmon ............. 130,780 - —
Addition from the Peoples acquisition .. ... ... T — 34,921

Addition from the Savannah acqu1s1t10n ........ e — 60,081
Interest inCOMe : . © .. ... 0w .. oui.. PR (104,705) - (52,628)
Reclass of nonaccretable: dlfference due to 1mprovement in- '

expected cashflows .......... .. ....... 0. . ..., 71,136 35,739
Other changes, met. ............ ... ... . v, : (7,720)  (11,864)
Balance at end of period . ... .... ... e e e e $ 250,340 $160,849

On December 13, 2006, the FDIC, Federal Reserve, 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 Joans 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 ]udgment 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,
past due and nonaccrual loans, concentrations of credlt lending policies and procedures and historical
loan loss experience. While management uses available information to recognize losses on loans, future
additions to the allowance may be necessary based on, among other factors, changes in economic
conditions in our markets. In addition, regulatory agencies, as an integral part of their examination
process, periodically review our allowances for losses on loans. These agencies may require _
management to recognize additions to the allowances based on their judgments about information
available to them at the time of their examination. Because of these and other factors, it is possible
that the allowances for losses on loans may change. The provision for loan losses is charged to expense
in an amount necessary to maintain the allowance at an appropriate level. .

The allowance for loan losses on non-acquired loans 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 for each class of loans 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. Currently, these adjustments are applied to the
non-acquired loan portfolio when estimating the level of reserve required. 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
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Note 4—Loans and Allowance for Loan Losses (Continued) .

classified by management as doubtful or substandard. 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, and once a specific reserve is
established for a loan, a charge off of that amount occurs in the quarter subsequent to the
establishment of the specific reserve. Loans that are determined to be impaired are provided a spec1f1c
reserve, if necessary, and are excluded from the calculation of the general TEServes.

With the FFCH acquisition, the Company segregated the loan portfoho into performing loans
(“non-credit impaired) and purchased credit impaired loans. The performing loans and revolving type
loans are accounted for under FASB ASC 310-20, with each loan being accounted for individually. The
allowance for loan losses on these loans will be measured and recorded consistent with non-acquired
loans. The acquired credit impaired loans will follow the description in the next paragraph.

In determining the acquisition date fair value of purchased loans, and in subsequent accounting,
the Company generally aggregates purchased loans into pools of loans with common risk characteristics.
Expected cash flows at the acquisition date in excess of the fair value of loans are recorded as interest
income over the life of the loans using a level yield method if the timing and amount of the future cash
flows of the pool is reasonably estimable. Subsequent to the acquisition date, increases in cash flows
over those expected at the acquisition date are reclassified from the non-accretable difference to
accretable difference and recognized as interest income prospectively. Decreases in expected cash flows
after the acquisition date are recognized by recording an allowance for loan losses. Management
analyzes the acqmred loan pools using various assessments of risk to determine an expected loss. The
expected loss is derived based upon a loss given default based upon the collateral type and/or detailed
review by loan officers of loans greater than $25,000 and the probability of default that is determined
based upon historical data at the loan level. The Company changed the threshold of loans reviewed
from $500,000 during the second quarter to more accurately derive. the expected loss in pools where
there are few, if any, loans greater than $500,000. Trends are reviewed in terms of accrual status, past
due status, and weighted-average grade of the loans within each of the accounting pools. In addition,
the relationship between the change in the unpaid principal balance and change in the mark is assessed
to correlate the directional consistency of the expected loss for each pool. Offsetting the impact of the
provision established for acquired loans covered under FDIC loss share agreements, the receivable
from the FDIC is adjusted to reflect the indemnified portion of the post-acquisition exposure with a
corresponding credit to the provision for loan losses. (For further discussion of the Company’s
allowance for loan losses on acquired loans, see Note 1-—Summary of Significant Accounting Policies
and Note 2—Mergers and Acquisitions.)
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Note 4—Loans and Allowance for Loan Losses (Continued)-

An aggregated analysis of the changes in allowance for-loan losses is as follows:

Non-acquired  Acquired Credit

(Dollars in thousands) Loans Impaired Loans‘ Total
Year ended December 31, 2013: . : , .
Balance at beginning of period ...................... $ 44,378 $17,218 - - $ 61,596
Loans charged-off .......... ... ... .. .. ... (15,289) —_ (15,289)
Recoveries of loans previously charged off ............ . 4,224 — - 4,224
Net charge-offs ................ R . (11,065) — 7 (11,065
Provision for loan losses . . .................. T 1,018 918) -+ 100
~ Benefit attributable to FDIC loss share agreements .... — "1,78 - - 1,786
- Total provision for loan losses charged to operations . . ... 1,018 868 1,886
Provision for loan losses recorded through the FDIC loss
‘share receivable .. ... .. i e _— (1,786) (1,786)
Reduction due toloanremovals . . .................. — 4,682) (4,682)
Balance at end of period........... e .. $34331 