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Stockholder Proposal of Phillip A. Lewis 
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Ladies and Gentlemen: 

This letter is to inform you that our client, First South Bancorp, Inc. (the "Company"), 
intends to omit from its proxy statement and form of proxy for its 2016 Annual Meeting of 
Stockholders (collectively, the "2016 Proxy Materials") a stockholder proposal (the "Proposal") 
and statement in support thereof (the "Supporting Statement") received from Phillip A. Lewis 
(the "Proponent"). 

Pursuant to Rule 14a-8(j), we have: 

• filed this letter with the Securities and Exchange Commission (the 
"Commission") no later than eighty (80) calendar days before the Company 
intends to file its definitive 2016 Proxy Materials with the Commission; and 

• concurrently sent copies of this correspondence to the Proponent. 

Rule 14a-8(k) and Staff Legal Bulletin No. 14D (Nov. 7, 2008) ("SLB 14D") provide that 
stockholder proponents are required to send companies a copy of any correspondence that the 
proponents elect to submit to the Commission or the staff of the Division of Corporation Finance 
(the "Staff"). Accordingly, we are taking this opportunity to inform the Proponent that if the 
Proponent elects to submit additional correspondence to the Commission or the Staff with 
respect to this Proposal, a copy of that correspondence should be furnished concurrently to the 
undersigned on behalf of the Company pursuant to Rule 14a-8(k) and SLB 14D. 
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A. 

THE PROPOSAL 
The Proposal states: 

RESOLVED, that the shareholders hereby inform the Board of Directors that 
the shareholders recommend that the Board of Directors immediately take the 
necessary steps to achieve a sale, merger, or other disposition of the Company 
on terms that will maximize shareholder value as promptly as possible. 

A copy of the Proposal and the Supporting Statement is attached to this letter as Exhibit 

BASES FOR EXCLUSION 

The language of the Proposal and the Supporting Statement is false and misleading, as 
well as impermissibly vague and indefinite so as to be inherently misleading. Accordingly, we 
hereby respectfully request that the Staff concur in our view that the Proposal properly may be 
excluded from the 2016 Proxy Materials pursuant to Rule 14a-8(i)(3). 

ANALYSIS 

I. The Proposal May Be Excluded Under Rule 14a-8(i)(3) Because The Proposal Is 
False and Misleading. 

The Proposal and the Supporting Statement thereof are excludable under Rule 14a-
8(i)(3) because they are contrary to Rule 14a-9, which prohibits false or misleading statements in 
proxy solicitation materials. A proxy solicitation may not, at the time and in the light of the 
circumstances under which it is made, be false or misleading with respect to any material fact, or 
omit any material fact necessary in order to make the statements therein not false or misleading. 
The Proposal and Supporting Statement mislead Company stockholders by suggesting that the 
immediate sale, merger or other disposition of the Company is the only available alternative for 
maximizing stockholder value. In addition, the Supporting Statement includes misleading 
statements regarding the Company's directors and executive compensation agreements. The 
conclusion of the Supporting Statement further misleads Company stockholders by stating that 
the Company is on an "unsustainable path." 

A. The Proposal And Supporting Statement Mislead Stockholders By Suggesting That 
The Immediate Sale, Merger, Or Other Disposition Of The Company Is The Only 
Alternative For Maximizing Stockholder Value and Ignoring the Potential 
Negative Consequences of Such Actions. 

The Proposal states that in order to "maximize shareholder value" the Company should 
"immediately take the necessary steps to achieve a sale, merger, or other disposition of the 
Company." In the Supporting Statement, the Proponent states, "[w]ith the number of potential 
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acquirers dwindling in a competitive marketplace and compliance burdens increasing drastically, 
the Company is on an unsustainable path." Together with the Proposal, this suggests that the 
only possible method of maximizing stockholder value is the immediate sale, merger or other 
disposition of the Company. There is no factual support for this claim. The Proposal neglects 
many viable alternative methods of maximizing stockholder value, including organic growth 
through expansion into new markets and related industries, strategic acquisitions, and evaluation 
and execution of current business strategies. A proposal that requires the Company to act 
immediately to pursue one course of action and suggests that course of action is the only way to 
maximize stockholder value, with no factual support for its position, is both misleading and 
adverse to the interests of the Company's stockholders. 

In addition, the Proposal and Supporting Statement fail to take into consideration the 
potential disadvantages and negative consequences of an immediate sale, merger or other 
disposition of the Company. The board of directors is keenly aware of its duties to the 
Company's stockholders and is constantly working to maximize stockholder value, which 
includes the evaluation of potential business combinations. The board and management believe 
that an immediate auction process of the type being suggested by the Proponent would result in 
an undervaluation of the Company and would, in fact, reduce stockholder value. 

B. The Supporting Statement Includes Assertions That Are Materially And Objectively 
False And Misleading. 

Many of the assertions in the Supporting Statement are demonstrably, materially and 
objectively false or misleading in violation of Rule 14a-8(i)(3). Therefore, the Company plans to 
exclude the Proposal from its 2016 Proxy Materials in its entirety and respectfully requests that 
the Staff concur that it will take no action if the Company excludes the Proposal. In the event 
that the Staff does not concur that the Proposal should be excluded in its entirety on this basis, 
the Company requests that the Staff concur with the exclusion of the following materially false 
and misleading statements contained in the Supporting Statement for the reasons set forth below: 

I. The Supporting Statement includes misleading statements regarding tlte 
Company's directors. 

The Supporting Statement states that "before 2015 the Company's independent directors 
were over 73 on average with little banking industry experience." This statement is grossly 
misleading in that it (1) ignores the banking industry experience of those independent directors 
serving on the board prior to 2015 and (2) fails to take account of the changes to the board of 
directors in 2015. 

The independent members of the Company's board of directors who were serving on the 
board prior to 2015 have considerable banking experience. Five directors have served on the 
Company's board since the Company's formation in 1996 and served as directors of the 
Company's wholly owned subsidiary, First South Bank (the "Bank"), for up to twenty years 
prior to that. Frederick Holscher has been a director of the Bank since 1985 and interfaces with 
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the banking industry in the normal course of his business as an attorney, Frederick Howdy has 
been a director of the Bank since 1975, Linley Gibbs has been a director since 1985, Charles 
Parker has been a director since 1971, and Marshall Singleton has been a director since 1990. 
The Company's independent directors have over 175 years of combined experience serving as 
bank and bank holding company directors. During this time they have overseen the successful 
growth of the Bank and navigated the organization through profound changes in the financial 
services industry and the economy. To characterize these directors as having "little banking 
industry experience" is grossly misleading . 

. Furthermore, there were two additions to the board of directors in 2015 that the 
Supporting Statement fails to take into consideration. In March of 2015, Lindsey A. Crisp and 
Steve L. Griffin joined the Company's board of directors. Mr. Crisp is 44 years old and Mr. 
Griffin is 62 years old. With the addition of Messrs. Crisp and Griffin, the average age of the 
Company's independent directors is 70. Furthermore, Messrs. Crisp and Griffin each have prior 
banking industry experience. Each of them previously served as an advisory board member of 
Wells Fargo Bank in Washington, North Carolina. 

2. The Supporting Statement misleads Company stockholders by characterizing 
certain of the Company's agreements with its executive officers as "unusual." 

The Suppoiiing Statement states that "the Company's executive officers benefit from 
unusual agreements that allow for additional cash payments, or 'excise tax gross ups,' to cover 
excise taxes that might arise in connection with a separation from service. The salary 
continuation agreements between the Bank and certain of its officers contain excise tax gross up 
provisions. Under these provisions, in the event any payment under the agreements, when added 
to all other amounts or benefits provided to an officer in connection with a separation from 
service, would result in the imposition of an excise tax under the Internal Revenue Code of 1986, 
as amended, the Bank has agreed to provide these officers with additional cash payments in an 
amount such that the after-tax proceeds of the additional payment will be equal to the amount of 
the excise tax. The Supporting Statement is misleading in its characterization of such provisions 
as "unusual." Tax gross-up provisions are in effect as part of executive compensation agreements 
at a number of public companies, including other bank holding companies in the Southeast. 

3. The Supporting Statement misleads Company stockholders by stating that the 
Company is on an "unsustainable path." 

The Supporting Statement's assertion that "the Company is on an unsustainable path" is 
misleading. Any number of metrics refute the conclusion that the Company's financial position 
is "unsustainable." 

One of the most important financial metrics for a bank is its capital levels. Federal and 
state regulations require banks to maintain certain capital ratios or else become subject to 
regulatory enforcement actions. As of December 31, 2015, the Bank's regulatory capital ratios 
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were in excess of all regulatory requirements and the Bank's regulatory capital position was 
categorized as "well capitalized." 

A financial metric commonly used to assess stockholder value is stock price appreciation. 
While the trading prices of virtually all financial sector stocks were depressed during the 
financial crisis and ensuing recession, from January 2, 2012 to December 31, 2015, the 
Company's stock price has risen from $3.33 per share to $8.50 per share for a total increase of 
over 156% and a compound annual growth rate (CAGR) of26.40%. During the comparable 
period, the Dow Jones Industrial Average, Nasdaq, and S&P 500 have increased by 40.98%, 
87.25%, and 59.96%, respectively, or CAGR of 8.97%, 16.98%, and 12.46%, respectively. 
Under the stewardship of the Company's cmTent executive management team since September 
2012, the Company's stock price has increased by 82.30% compared to 30.95%, 59.65%, and 
42.15% for the Dow Jones Industrial Average, Nasdaq, and S&P 500, respectively. By any 
objective standard, the Company's management and board of directors have delivered better than 
average stock price appreciation over the past several years. 

The financial performance metrics noted by the Proponent for the first quarter of 2015 
were impacted by a multi-branch acquisition in December 2014. The purpose of the branch 
acquisition was to significantly enhance the Bank's physical branch footprint and customer base 
to support future earning asset growth resulting in a positive earnings impact that would follow 
over time as the Bank's expanded footprint was leveraged. This goal is being realized, as the 
Company continues to execute its branch acquisition strategy and earnings have improved each 
quarter. Specifically, during the year ended December 31, 2015, the Bank generated net growth 
in its loan portfolio of $126.6 million or over 26%. The Proponent is correct in stating that 
annualized return on assets (ROA) for the fast quarter of2015 was 0.33%. Due to solid loan 
growth and increases in noninterest income, ROA has increased in each subsequent quarter and 
was 0.52% for the year ended December 31, 2015. The Proponent is also correct that annualized 
return on equity (ROE) for the first quarter of 2015 was 3 .61 %. ROE has increased steadily in 
each subsequent quarter and was 5.72% for the year ended December 31, 2015. 

Based on foregoing, the Company's financial condition is sound and in no way can be 
characterized as "unsustainable." To do so is a mischaracterization of the Company and is 
misleading to the Company's stockholders. 

II. The Proposal May Be Excluded Under Rule 14a-8(i)(3) Because The Proposal Is 
Impermissibly Vague And Indefinite So As To Be Inherently Misleading. 

Rule 14a-8(i)(3) permits the exclusion of a stockholder proposal if the proposal or 
supporting statement is contrary to any of the Commission's proxy rnles, including Rule 14a-9, 
which prohibits materially false or misleading statements in proxy soliciting materials. The Staff 
consistently has taken the position that a stockholder proposal is excludable under Rule 14a-
8(i)(3) as vague and indefinite if "neither the stockholders voting on the proposal, nor the 
company in implementing the proposal (if adopted), would be able to determine with any 
reasonable certainty exactly what actions or measures the proposal requires." Staff Legal 
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Bulletin No. 14B (Sept. 15, 2004) ("SLB 14B"). 1 Discussing Rule 14a-8(i)(3), the Staff has 
emphasized that, "[i]n evaluating whether a proposal may be excluded on this basis, we consider 
only the information contained in the proposal and supporting statement and determine whether, 
based on that infonnation, shareholders and the company can determine what actions the 
proposal seeks." Staff Legal Bulletin No. 14G (Oct. 16, 2012). 

A. The Proposal Is Impermissibly Vague Because It Does Not Specify The Means For 
Its Implementation. 

The Staff has recognized that a proposal may be omitted where it does not specify the 
means for its implementation. In Gannett Co., Inc. (avail. Feb. 24, 1998), the Staff concurred in 
the exclusion of a proposal because it was "unclear what action the Company would take ifthe 
proposal were adopted." Additionally, in A.H Belo Corp. (avail. Jan. 29, 1998) a proposal was 
excluded because "neither the stockholders voting on the proposal, nor the Company, would be 
able to determine with reasonable certainty what measures the Company would take ifthe 
proposal was approved."2 

Here, the Proposal does not request that the Company's board of directors take specific 
steps. Rather, the Proposal requests that the board "take the necessary steps,'' but the Proposal 
and Supporting Statement are void of any guidance that would allow the Company or its 
stockholders to determine what type of "necessary steps" are contemplated by the Proposal. 

Further, the Proposal recommends that the board achieve "a sale, merger, or other 
disposition of the Company," but does not otherwise explain what is meant by the term 
"disposition of the Company." A "disposition of the Company" reasonably encompasses a wide 
range of transactions, including the liquidation of some or all of the Company's assets; a spin
off, split-up, or other reorganization of the Company; or any combination thereof. These 
divergent transactions inherently result in different types of consideration for Company 
stockholders, ranging from liquidating dividends, to shares of a new subsidiary or even shares of 
an entirely unfamiliar company. Thus, there is a substantial likelihood that any actions taken by 
the Company may vary from the actions envisioned by the stockholders. 

1 See also Dyer v. SEC, 287 F.2d 773, 781 (8th Cir. 1961) ("[I]t appears to us that the proposal, as drafted and 
submitted to the company, is so vague and indefinite as to make it impossible for either the board of directors or the 
stockholders at large to comprehend precisely what the proposal would entail."); Capital One Financial C01p. 
(avail. Feb. 7, 2003) (concurring with the exclusion ofa proposal under Rule l4a-8(i)(3) where the company argued 
that its stockholders "would not know with any certainty what they are voting either for or against"); Fuqua 
Industries, Inc. (avail. Mar. 12, 1991) (concurring with the exclusion under Rule l4a-8(i)(3) where a company and 
its stockholders might interpret the proposal differently, such that "any action ultimately taken by the [c]ompany 
upon implementation [of the proposal] could be significantly different from the actions envisioned by stockholders 
voting on the proposal"). 

2 See also Duquesne Light Co. (Jan. 6, 1981) (excluded proposal requiring the establishment of a national utility 
stockholders union, but no means for implementation); Middle South Utilities Inc. (May 14, 1984) (excluded 
proposal requiring director's ownership of at least 250 shares, but no means for implementation). 
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B. The Proposal Is Misleading Because Substantial Portions Of Its Supporting 
Statement Are Irrelevant To The Proposal. 

In SLB 14B, the Staff clarified that it may be appropriate to modify or exclude a 
proposal, its supporting statement, and/or portions thereof under Rule 14a-8(i)(3) if, among other 
infirmities, " ... substantial portions of the supporting statement are irrelevant to a consideration 
of the subject matter of the proposal, such that there is a strong likelihood that a reasonable 
stockholder would be uncertain as to the matter on which she is being asked to vote." The 
Proposal and Supporting Statement at hand are excludable on this basis. 

The Proposal exclusively relates to the board "immediately" taking the "necessary steps 
to achieve a sale, merger, or other disposition of the Company," but instead of clarifying for 
stockholders what "necessary steps" should be taken by the board or what form such a 
transaction may take, the Supporting Statement outlines certain financial results, scrutinizes a 
recent branch acquisition transaction, and seeks to discredit members of the Company's board of 
directors based on qualities such as their age, place of residence and personal ownership of 
Company shares. The Supporting Statement addresses issues that, assuming the issues exist, 
could be addressed by actions other than a "sale, merger, or other disposition of the Company." 
These issues, collectively or individually, do not require "a sale, merger, or other disposition of 
the Company," as the Supporting Statement misleadingly implies. The inherent disconnect 
between the subject matter addressed in the Supporting Statement and the Proposal makes it 
unlikely that Company stockholders will be able to determine with any reasonable certainty 
exactly what actions or measures the Proposal requires the Company to take. 

CONCLUSION 

Based upon the foregoing analysis, we respectfully request that the Staff concur that it 
will take no action ifthe Company excludes the Proposal from its 2016 Proxy Materials. 

We would be happy to provide you with any additional information and answer any 
questions that you may have regarding this subject. Correspondence regarding this letter should 
be sent to teveson@wyrick.com. If we can be of any further assistance in this matter, please do 
not hesitate to call me at (919) 781-4000. 

Respectfully yours, 

~=~SY 2ES & PONTON LLP 

Todd H. Eveson 
Enclosure 
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cc: Mr. Bruce W. Elder 
President and Chief Executive Officer 
First South Bancorp, Inc. 
(via e-mail) 

Mr. Phillip A. Lewis 
(via FedEx) 

24910.11-899115 v!O 

Wyrick Robbins Yates & Ponton LLP 



Exhibit A 

Stockholder Proposal and Supporting Statement 



Via FedE 

Mr. Willi L. Wall 
Secretary 
First Sout Bancorp, Inc. 
1311 Caro ina A venue 
Washingt n, NC 27889 

Dear Mr. 

MR. PHILLIP A. LEWIS 

December 16, 2015 

As an investor in First South Bancorp, Inc. (the "Company"), I submit the following 
proposal fir consideration at the Company's 2016 Annual Meeting of Stockholders: 

SOLVED, that the shareholders hereby inform the Board of Directors that the 
sharehold rs recommend that the Board of Directors immediately take the necessary steps to 
achieve a sale, merger, or other disposition of the Company on terms that wiU maximize 
sharehold r value as promptly as possible. 

Company and its subsidiary First South Bank have suffered a long run of financial 
underperfi nuance. Since QI 2013, the Company's Returns on Average Assets have declined 
from 1.03 o to 0.54%, with a nadir of 0.33% in Ql 2015. Returns on Equity have declined from 
9.22% to .99% over the same period, also bottoming at 3.59% in Ql 2015. The Company's 
quarterly ividends held steady at $0.20/share from 2008 to 2010 before disappearing in 2011 
and reapp aring at a tiny $0.025/share in 2014. After reaching $0.43 in Q3 2007, the Company's 
earnings er share dropped to $0.03 in Ql 2011, and were an anemic $0.13 in Q3 2015. 
Meanwhll , the Company's total expenses have increased by over 40% since Q3 2012, with 
advertisin expenses increasing by 842% over the same period. And the Company's efficiency 
ratio for Q 2015 was 82.26%, far above the level of a well-managed bank. 

Th s financial decline has continued even with the Company's acquisition of nine 
branches om Bank of America in September 2014. Whlle that transaction was presented as 
potentially'increasing the Company's assets from $711 million to $972 million, total assets were 
$913 milli, n as of September 30, 2015. The deposits acquired appear to have been mismatched 
with the B' nk's products and services. This acquisition resulted in a pretax charge of $345,000 
due to ex ess liquidity acquired in the transaction, and terminated a 2014 hedging strategy 
involving :$20M in FHLB loans. Despite purchasing these branches and assets, FHLB 
borrowing to fund the Company's loans have bounced back to $32M and $33M in Q2 and Q3 
of2015. 

*** FISMA & OMB Memorandum M-07-16 *** 



Mr. Willi L. Wall 
Dec. 16, 2 15 
Page2 

M anwhile, before 2015 the Company's independent directors were over 73 on average 
with little banking industry experience, and located almost exclusively in Washington, N.C. 
Those dir. ctors earned over $50,500 on average last year, significantly exceeding director 
compensa ion for peer banks. This year, the Company appointed two directors who have little 
stake in it . success. Current Form 4 filings show that Lindsey Crisp owns 7 ,668 shares, and that 
Steven G 'ffin owns only 625 shares. Also, the Company's executive officers benefit from 
unusual a eements that allow for additional cash payments, or "excise tax gross ups," to cover 
excise tax s that might arise in connection with a separation from service. 

Wi · h the number of potential acquirers dwindling in a competitive marketplace and 
complianc burdens increasing drastically, the Company is on an unsustainable path. I propose 
that the s areholders vote for the resolution as described above at the Company's next Annual 
Meeting. intend to hold the securities required by Rule l 4a-8(b) through that Annual Meeting. 

Sincerely, 



• 
PICKED U BY THE CLIENT 

December 16, 2015 

To Whom It May Concern: 

Wells Fargo Advisors, LLC 
695 East.Arlington Boulevard 
Suite200 
Greenville, NC 27858-5808 
Tel: 252-756·6900 
Toll Free: 800-388-6850 
Fax: 252-321-2800 

This is to rtify that on December 16, 2015, Phillip A Lewis owns 149,186 shares of First South 
Bancorp I c (FSBK) and has held these shares continuously for at least 1 year. These shares are held in 
his Wells argo Advisors accounts in street name. 

Please call me if additional information is needed. 

Sincerely, 

This report is ot the official record of the client's account and is for informational purposes only. The client's Wells Fargo Advisors Client 
Statement is t e official record of their account. This verification is only valid for the specified date. 

Member FINRA/ IPC 


