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Independent Auditor's Report 
 
 
The Board of Directors 
CoastalSouth Bancshares, Inc. and CoastalStates Bank 
Hilton Head Island, South Carolina 
 
 
Report on the Financial Statements 

We have audited the accompanying consolidated financial statements of CoastalSouth Bancshares, Inc. and 
Subsidiary which are comprised of the consolidated balance sheets as of December 31, 2018 and 2017, and the 
related consolidated statements of operations, comprehensive loss, changes in stockholders’ equity and cash 
flows for the years then ended and the related notes to the financial statements (collectively, “the financial 
statements”). 
 
Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in accordance 
with accounting principles generally accepted in the United States of America; this includes the design, 
implementation, and maintenance of internal control relevant to the preparation and fair presentation of 
consolidated financial statements that are free from material misstatement, whether due to fraud or error. 
 
Auditor’s Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our 
audits in accordance with auditing standards generally accepted in the United States of America. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud 
or error. In making those risk assessments, the auditor considers internal controls relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 
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Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of CoastalSouth Bancshares, Inc. and Subsidiary as of December 31, 2018 and 2017, and the results of its 
operations and its cash flows for the years then ended in accordance with accounting principles generally accepted 
in the United States of America. 
 
Other Matters 

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The 
accompanying supplementary information to include the Consolidating Schedules, computation of adjusted net 
worth and HUD-required financial data template, are presented for purposes of additional analysis and is not a 
required part of the financial statements. Such information is the responsibility of management and was derived 
from and relates directly to the underlying accounting and other records used to prepare the financial statements. 
The information has been subjected to the auditing procedures applied in the audit of the financial statements 
and certain additional procedures, including comparing and reconciling such information directly to the underlying 
accounting and other records used to prepare the financial statements or to the financial statements themselves, 
and other additional procedures in accordance with auditing standards generally accepted in the United States of 
America. In our opinion, the information is fairly stated, in all material respects, in relation to the financial 
statements as a whole. 
 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated March 27, 2019 on our 
consideration of CoastalStates Mortgage, Inc.’s (“CSM”) (HUD Title II Lender Number 47282-0999-7) (a wholly 
owned subsidiary of CoastalStates Bank, a wholly owned subsidiary of CoastalSouth Bancshares, Inc.) internal 
control over financial reporting and on our tests of its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements and other matters. The purpose of that report is to describe the scope of our 
testing of internal control over financial reporting and compliance and the results of that testing, and not to 
provide an opinion on internal control over financial reporting or on compliance. That report is an integral part of 
an audit performed in accordance with Government Auditing Standards in considering CoastalStates Mortgage, 
Inc.’s internal control over financial reporting and compliance. 
 

 
Columbia, South Carolina 
March 27, 2019 
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(in thousands of dollars, except share data) 2018 2017

Assets

Cash and cash equivalents:

     Cash and due from banks 8,700$                6,917$                

     Interest-bearing accounts with other banks 29,844                89,924                

     Federal funds sold 29,152                48,959                

          Total cash and cash equivalents 67,696                145,800              

Investments

     Securities available for sale (amortized cost of $60,621 and $54,577, respectively) 59,870                54,786                

     Equity securities 147                     100                      

     Non-marketable equity securities 621                     3,586                  

          Total investments 60,638                58,472                

Loans held for sale 32,641                36,333                

Loans held for investment 376,746             265,821              

Allowance for loan losses (2,919)                 (3,915)                 

          Loans held for investment, net 373,827             261,906              

Bank-owned life insurance 13,180                11,227                

Deferred tax asset 12,154                10,020                

Premises, furniture and equipment, net 12,047                1,174                  

Other real estate owned 2,117                  4,172                  

Goodwill 4,708                  -                           

Intangible assets 1,614                  -                           

Other assets 3,489                  2,864                  

          Total assets 584,111$           531,968$           

Liabilities

Deposits

     Non-interest bearing transaction accounts 116,478$           90,374$              

     Interest-bearing transaction accounts 91,056                87,829                

     Savings and money market 186,237             111,980              

     Time deposits 119,555             77,016                

          Total deposits 513,326             367,199              

Other borrowings 500                     105,682              

Other l iabilities 2,454                  1,948                  

          Total l iabilities 516,280             474,829              

Stockholders' Equity

     Voting common stock, $1 par value at December 31, 2018 and 2017; 50,000,000

         shares authorized at December 31, 2018 and 2017; 4,950,602 and 4,254,714 

         shares issued and outstanding at December 31, 2018 and 2017, respectively 4,951                  4,255                  

     Nonvoting common stock, $1 par value at December 31, 2018 and 2017;  

          10,000,000 shares authorized at December 31, 2018 and 2017; 1,449,482 

          shares issued and outstanding at December 31, 2018  and 2017 1,449                  1,449                  

Capital surplus 101,590             90,743                

Accumulated deficit (39,569)              (39,478)               

Accumulated other comprehensive income (loss) (590)                    170                      

          Total stockholders' equity 67,831                57,139                

          Total l iabilities and stockholders' equity 584,111$           531,968$           



CoastalSouth Bancshares, Inc. and Subsidiary 
Consolidated Statements of Operations 
For the years ended December 31, 2018 and 2017 

 

The accompanying notes are an integral part of these consolidated financial statements. 
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(in thousands of dollars, except share data) 2018 2017

Interest income

     Loans, including fees 19,457$             15,885$              

     Investments

          Taxable 1,547                  945                      

          Non-taxable 25                        28                        

          Non-marketable equity securities 38                        76                        

     Federal funds sold 920                     266                      

     Other earning assets from banks 133                     309                      

          Total 22,120                17,509                

Interest expense

     Interest-bearing deposits 2,242                  886                      

     Other borrowings 77                        830                      

          Total 2,319                  1,716                  

Net interest income 19,801                15,793                

Provision for credit losses 1,694                  4,452                  

Net interest income after provision for loan losses 18,107                11,341                

Noninterest income

     Income from mortgage originations 1,287                  3,170                  

     Gain on sale of government guaranteed loans 1,222                  -                           

     Service charges on deposit accounts 705                     650                      

     Interchange income and card fees 668                     599                      

     Bank-owned life insurance 345                     172                      

     Other noninterest income 558                     405                      

          Total noninterest income 4,785                  4,996                  

Noninterest expenses

     Salaries and employee benefits 13,975                11,277                

     Other professional fees 1,745                  1,007                  

     Occupancy and equipment 1,280                  1,377                  

     Data processing 937                     723                      

     Regulatory assessment 428                     464                      

     Loss on other real estate owned, net 263                     1,445                  

     Marketing and advertising 344                     186                      

     Net cost of operation of other real estate owned 275                     698                      

     Impairment on investment securities -                           344                      

     Other noninterest expense 4,049                  4,438                  

          Total noninterest expense 23,296                21,959                

Loss before taxes (404)                    (5,622)                 

     Income tax (benefit) provision (223)                    3,510                  

Net loss from continuing operations (181)                    (9,132)                 

     Loss from discontinued operations, net of tax -                           (2,681)                 

Net loss  (181)$                  (11,813)$            

Net loss per common share

     Basic (0.03)$                 (3.59)$                 

     Diluted (0.03)$                 (3.59)$                 



CoastalSouth Bancshares, Inc. and Subsidiary 
Consolidated Statements of Comprehensive Loss 
For the years ended December 31, 2018 and 2017 

 

The accompanying notes are an integral part of these consolidated financial statements. 
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(In thousands of dollars, except share data) 

 

 
 
 

2018 2017

Net loss (181)$                 (11,813)$           

Other comprehensive income (loss)

Unrealized gains (losses) on investment securities available for sale:

     Holding gains (losses) arising during the period, net of taxes of ($175)

          and $235 (771)                   459                     

     Reclassification adjustment for realized net gains included in net loss, net 

          of taxes of ($3) and ($98) 11                       192                     

Reclassification of income tax effects associated with the Tax Cuts and Jobs Act -                          27                       

Other comprehensive income (loss), net of tax (760)                   678                     

Comprehensive loss (941)$                 (11,135)$           



CoastalSouth Bancshares, Inc. and Subsidiary 
Consolidated Statements of Changes in Stockholders' Equity 
For the years ended December 31, 2018 and 2017 

 

The accompanying notes are an integral part of these consolidated financial statements. 
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(In thousands of dollars, except share data) 
 

           

Accumulated

Other

Series A Series B Series D Treasury Capital Accumulated Comprehensive

Amount Amount Amount Shares Amount Shares Amount Stock Surplus Deficit Income/ (Loss) Total

Balance as of December 31, 2016 16,015$ 480$    -$    9,758,033     36,627$ -            -$      -$       1,138$     (19,560)$       (508)$                34,192$ 

  Repurchase of shares -         -      -      -               -         -            -        500        -           -                -                    500        

  Issuance of common and preferred stock -         -      14        32,788,750   32,789   -            -        (500)       24,395     (67)                -                    56,631   

  Issuance of stock warrants -         -      -      -               -         -            -        -         1,335       -                -                    1,335     

  Repayment of preferred stock and dividends (16,015)  (480)    -      -               -         -            -        -         -           (8,011)           -                    (24,506)  

  10-for-1 reverse stock split -         -      -      (38,292,069) (65,161)  -            -        -         65,161     -                -                    -         
  Conversion of shares from  preferred 

    to common -         -      (14)      -               -         1,449,482 1,449     -         (1,435)      -                -                    -         

  Stock based compensation expense -         -      -      -               -         -            -        -         149          -                -                    149        

  Net loss -         -      -      -               -         -            -        -         -           (11,813)         -                    (11,813)  
  Reclassication of income tax effects 

    associated with the Tax Cuts and  Jobs Act -         -      -      -               -         -            -        -         -           (27)                27                     -         

  Other comprehensive income, net of  tax -         -      -      -               -         -            -        -         -           -                651                   651        

Balance as of December 31, 2017 -$       -$    -$    4,254,714     4,255$   1,449,482 1,449$   -$       90,743$   (39,478)$       170$                 57,139$ 

  Effect of adoption of ASU 2016-01 -         -      -      -               -         -            -        -         -           90                  -                    90          

  Issuance of common stock for the

    acquisition of First Citizents Financial

    Corporation -         -      -      695,888        696        -            -        -         10,264     -                -                    10,960   

  Stock based compensation expense -         -      -      -               -         -            -        -         583          -                -                    583        

  Net loss -         -      -      -               -         -            -        -         -           (181)              -                    (181)       

  Other comprehensive loss, net of  tax -         -      -      -               -         -            -        -         -           -                (760)                  (760)       

Balance as of December 31, 2018 -$       -$    -$    4,950,602     4,951$   1,449,482 1,449$   -$       101,590$ (39,569)$       (590)$                67,831$ 

Preferred Stock

Voting Nonvoting

Common Stock



CoastalSouth Bancshares, Inc. and Subsidiary 
Consolidated Statements of Cash Flows 
For the years ended December 31, 2018 and 2017 

 

The accompanying notes are an integral part of these consolidated financial statements. 
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(In thousands of dollars, except share data) 2018 2017

Operating activities

     Net loss (181)$                 (11,813)$           

       Adjustments to  reconcile net loss to net cash provided by operating activities:

               Provision for loan losses 1,694                 4,452                 

               Depreciation expense 555                     505                     

               Increase in cash value of bank-owned life insurance (345)                   (172)                   

               Stock-based compensation 583                     149                     

               Net gain on sale of securities available for sale (14)                     -                          

               Impairment of securities available for sale -                          290                     

Decrease in fair value of equity securities 71                       -                          

               Write down on nonmarketable securities -                          54                       

               Write down on other real estate owned 268                     889                     

               Write down on repossessed assets -                          25                       

               Net gain on sale of premises, furniture and equipment (77)                     (51)                      

               Net (gain) loss on sale of other real estate owned (5)                        531                     

               Net (gain) loss on sale of portfolio loans (64)                     916                     

Net gain on sale of government guaranteed loans 1,222                 -                          

               Discount accretion and premium amortization 486                     886                     

Amortization of intangible assets 144                     -                          

               Deferred income tax benefit (181)                   (2,023)                

               Decrease (increase) in loans held for sale 3,692                 26,552               

               Decrease (increase) decrease in other assets 1,374                 5,759                 

               (Decrease) increase in other liabilities (502)                   362                     

                    Net cash provided by operating activities 8,720                 27,311               

Investing activities

     Purchase of securities available for sale (27,785)             (19,254)             

     Proceeds from sales of securities available for sale 13,716               -                          

     Proceeds from paydowns on mortgage backed securities 7,551                 5,883

     Net sale (purchase) of non-marketable equity securities 3,095                 (1,703)

     Net decrease (increase) in loans (45,127)             (30,185)

     Net disposals (purchase) of premises, furniture and equipment (5,309)               1,919

     Proceeds from sales of other real estate owned 1,841                 3,121

     (Purchases) redemption of bank owned life insurance -                          (5,000)                

Net cash received from business combination 18,670               -                          

               Net cash used by investing activities (33,348)             (45,219)             

Financing activities

     Net increase in deposits 51,706               27,309               

     Net proceeds (repayments) of Federal Home Loan Bank advances (75,000)             40,000               

     Net increase (decrease) in federal funds purchased (30,182)             30,182               

     Net decrease in notes payable and subordinated debt -                          (2,350)                

     Issuance of preferred stock, net -                          17,153               

     Issuance of stock warrants -                          1,335                 

     Issuance of common stock, net -                          39,978               

     Repayment of preferred stock and dividends -                          (24,506)             

               Net cash provided (used) by financing activities (53,476)             129,101             

Net increase (decrease) in cash and cash equivalents (78,104)             111,193             

Cash and cash equivalents, beginning of year 145,800            34,607               

Cash and cash equivalents, end of year 67,696$            145,800$          

Cash paid during the year for:

     Interest 1,993$               1,708$               

     Income taxes 32                       (57)                      

Noncash investing and financing activities:

     Unrealized gains (losses) on securities available for sale, net (760)$                 651$                   

     Reclassification of income tax effects associated with the Tax Cuts and Jobs Act -                     27                       

     Transfers of loans to other real estate owned 49                       656                     



CoastalSouth Bancshares, Inc. and Subsidiary 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2018 and 2017 

 
(In thousands of dollars, except share data) 
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Note 1. Summary of Significant Accounting Policies 
 
Organization 
CoastalSouth Bancshares, Inc. (the “Company”), headquartered in Hilton Head Island, South Carolina, is a 
registered bank holding company with one banking subsidiary, CoastalStates Bank (“CSB”).  CSB operates retail 
banking branches in Beaufort County, South Carolina, Dawson County, Georgia, and Forsyth County, Georgia. CSB 
also has commercial lending centers in Savannah, Georgia and Atlanta, Georgia, as well as other commercial lines 
of business that operate on a national platform. The deposits of CSB are insured by the Federal Deposit Insurance 
Corporation (“FDIC”). CSB has one wholly owned subsidiary, CoastalStates Mortgage, Inc. (“CSM”), formerly 
known as Homeowners Mortgage Enterprises, Inc. (“HME”), a mortgage company focused on originating and 
selling residential mortgages to investors.  The Company was organized on September 28, 2003 as a Virginia 
corporation, with no activity until August 9, 2004.  CSB was organized as a South Carolina state-chartered bank on 
July 30, 2004 and opened on August 9, 2004.   
 
Nature of Business 
The Company offers full-service banking services designed to meet the needs of retail and commercial customers 
in the markets in which it operates. The services offered include transaction and savings deposit accounts, 
commercial and consumer lending, mortgage banking and other activities related to commercial banking. The 
Company and CSB are subject to the regulations of certain federal and state agencies and are periodically 
examined by those regulatory agencies.  CSM is an approved mortgage lender with the Federal Housing 
Administration, Department of Veterans Affairs, Federal National Mortgage Association and Federal Home Loan 
Mortgage Corporation.   
 
Use of Estimates in the Preparation of Financial Statements 
The accounting and reporting policies of the Company and its subsidiaries are in accordance with accounting 
principles generally accepted in the United States of America (“US GAAP” or “GAAP”) and also conform to general 
industry practices.  All intercompany accounts and transactions have been eliminated in consolidation.  Assets and 
liabilities of purchased companies are stated at estimated fair values at the date of acquisition. Results of 
operations of companies purchased are included from the date of acquisition.  Certain reclassifications have been 
made to prior period amounts to conform to the current period presentation. 
 
Management’s Estimates 
The preparation of consolidated financial statements requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities and disclosure of contingent liabilities at the date of the 
consolidated financial statements and the reported amounts of revenues and expenses during the reporting 
period.  Actual results could differ from those estimates.  Material estimates that are particularly susceptible to 
significant changes include: 
 

• Determination of the allowance for loan losses (“ALL”) and provision for credit losses 
• Valuation of real estate acquired in conjunction with foreclosures or in satisfaction of loans 
• Income taxes, including tax provisions and realization of deferred tax assets 
• Fair value of assets and liabilities, including intangible assets and goodwill 

 
  



CoastalSouth Bancshares, Inc. and Subsidiary 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2018 and 2017 

 
(In thousands of dollars, except share data) 
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Cash and Due From Banks 
The Company is required to maintain cash balances with its correspondent banks to cover all cash letter 
transactions. At December 31, 2018 and 2017, the requirement was met by the cash balance in the vault and 
balances on deposit with other banks. 
 

Debt Securities 
The Company classifies debt investment securities into three categories: trading, held-to-maturity and available-for-
sale.   Management determines the appropriate classification of investment securities at the time of purchase.  Debt 
investment securities are classified as held-to-maturity when the Company has the positive intent and ability to hold 
the investment securities to maturity.  Held-to-maturity investment securities are carried at amortized cost. At 
December 31, 2018 and 2017, the Company had no investment securities classified as held-to-maturity. 
 
Investment securities classified as trading are held principally for resale in the near term and are recorded at fair 
value.  Gains or losses, either unrealized or realized, are reported in noninterest income.  At December 31, 2018 
and 2017, the Company had no investment securities classified as trading.   
 
Investment securities not classified as either held-to-maturity or trading are classified as available-for-sale.  
Investment securities available-for-sale are stated at fair value, with the unrealized gains and losses, net of tax, 
reported as a separate component of accumulated other comprehensive income (loss) in the Consolidated 
Statements of Comprehensive Income (Loss). 
 
The amortized cost of debt investment securities classified as either held-to-maturity or available-for-sale is 
adjusted for amortization of premiums and accretion of discounts to maturity or call, or in the case of mortgage-
backed securities, over the estimated life of the security.  Such amortization is considered an adjustment to yield 
on the security and included in interest income from investments.  Interest and dividends are included in interest 
and dividends on investment securities in the Consolidated Statements of Operations.   
 
Gains and losses realized from the sales of investment securities are determined by specific identification and are 
included in noninterest income.  Available-for-sale and held-to-maturity investment securities are reviewed 
quarterly for potential impairment.  The Company determines whether it has the intent to sell a debt security or 
whether it is more likely than not it will be required to sell the debt security before the recovery of its amortized 
cost basis.  If either condition is met, the Company will recognize, in earnings, an impairment loss necessary to 
reduce the carrying value of the debt security to fair value.  For all other debt investment securities for which the 
Company does not expect to recover the entire amortized cost basis of the security and do not meet either 
condition, an other-than-temporary loss is considered to have occurred and the Company records the credit loss 
portion of impairment in earnings and the impairment related to all other factors in other comprehensive loss.   
 
Equity Securities 
Equity securities are recorded at fair value, with changes in fair value presented in other noninterest income.  The 
fair value of equity securities is based on observable market prices. 
 
Non-Marketable Equity Securities 
Non-marketable equity securities include the cost of the Company’s investment in the stock of the Federal Home 
Loan Bank of Atlanta and various other non-marketable equity investments. These stocks have no quoted market 



CoastalSouth Bancshares, Inc. and Subsidiary 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2018 and 2017 

 
(In thousands of dollars, except share data) 
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value and no ready market for them exists.  Investment in the Federal Home Loan Bank of Atlanta is a condition 
of borrowing from the Federal Home Loan Bank of Atlanta, and the stock is pledged to collateralize such 
borrowings.  At December 31, 2018 and 2017, the Company’s investment in Federal Home Loan Bank stock was 
$609 and $3,559, respectively. Dividends received on non-marketable equity securities are included as a separate 
component in interest income.  
 
Loans Held for Sale 
Loans held for sale (“LHFS”) includes loans acquired through the Company’s mortgage banker finance line of business 
that are acquired with the intent to sell.  These LHFS are accounted for at the lower of cost or fair value; as of 
December 31, 2018 and 2017, respectively, there have been no fair value adjustments recorded on this type of LHFS.   
 
LHFS also represents mortgage loans originated by CSM with the intent to sell.  Generally, loans originated by CSM 
with the intent to sell are accounted for at fair value.   These loans are initially recorded and carried at fair value, 
with changes in fair value recognized in income from mortgage operations.  
 
Additionally, the Company may periodically decide to sell other commercial and consumer loans and may reclassify 
loans from held for investment to held for sale when appropriate.  At the time of transfer, the amount by which the 
amortized cost basis of the LHFS exceeds fair value may be accounted for as a valuation allowance or direct write-
down. 
 
Loans Held for Investment  
Loans held for investment (“LHFI” or “Loans”) are stated at their unpaid principal balance, net of any charge-offs.  
Interest income on loans is computed based upon the unpaid principal balance.  Interest income on loans is 
recognized in the period earned and is computed using the effective interest method.  Bank loan origination and 
commitment fees and certain direct loan origination costs, as well as purchase premiums and discounts, are 
deferred and amortized to income over the contractual life of the related loans or commitments, adjusted for 
prepayments, using a method that approximates a level yield. 
 
Loans are considered past due or delinquent when the contractual principal or interest due in accordance with 
the terms of the loan agreement or any portion thereof remains unpaid after the due date of the scheduled 
payment.  Loans are placed on non-accrual status when it becomes probable that interest is not fully collectible, 
generally when the loan becomes 90 days past due. Once loans are placed on non-accrual status, previously 
accrued but unpaid interest is reversed from interest income, and the accrual of interest income is suspended.  
Future payments received are applied to the principal balance of the loan.  If and when borrowers demonstrate 
the sustained ability to repay such loans in accordance with the loan’s contractual terms, the loan may be returned 
to accrual status. Loans which become 90 days past due are reviewed for collectability of principal.  Principal 
amounts deemed uncollectible are charged off against the ALL, unless such loans are in the process of 
modification, collection through repossession, or foreclosure.  
 
Acquired Loans 
Acquired, non-impaired loans are recorded at their initial fair value and adjusted for subsequent advances, pay 
downs, amortization, or accretion of any premium or discount on purchase, charge-offs, and additional provision 
for credit loss that may be required. 
 



CoastalSouth Bancshares, Inc. and Subsidiary 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2018 and 2017 

 
(In thousands of dollars, except share data) 
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Impaired Loans 
The Company considers a loan to be impaired when, based upon current information and events, it believes it is 
probable that the Company will be unable to collect all amounts due according to the contractual terms of the 
loan agreement.  Management reviews all impaired loans over $100,000, and certain loans judgmentally identified 
under this threshold, individually to determine if a specific allowance based upon the borrower’s overall financial 
condition, resources and payment record, support from guarantors and the realizable value of any collateral is 
necessary.  Specific allowances are based upon discounted cash flows using a loan’s initial effective interest rate 
or the net realizable value of the collateral for collateral-dependent loans.  If the recorded investment in the 
impaired loan exceeds its fair value, a valuation allowance is required as a component of the ALL.  Interest income 
on impaired loans is recorded on a cash basis once the loan’s principal has been fully recovered. 
 
Troubled Debt Restructurings 
A loan is also considered impaired if its terms are modified in a troubled debt restructuring (“TDR”).  A 
restructuring of debt constitutes a TDR if the Company, for economic or legal reasons related to a borrower’s 
financial difficulties, grants a concession to a borrower that it would not otherwise consider.  Concessions granted 
generally involve forgiving or forbearing a portion of interest or principal on any loans or making loans at a rate 
that is less than prevailing market rates.  Prior to modifying a borrower’s loan terms, the Company performs an 
evaluation of the borrower’s financial condition and ability to service the debt under the potential modified loan 
terms.  If a loan is accruing at the time of modification, the loan remains on accrual status and is subject to the 
Company’s charge-off and non-accrual policies. If a loan is on non-accrual before it is determined to be a TDR, 
then the loan remains on non-accrual. TDRs may be returned to accrual status if there has been a sustained period 
of repayment performance by the borrower. 
 
Allowance for Loan Losses 
The ALL represents management’s estimate of probable and reasonably estimable credit losses incurred in loans 
held for investment as of the balance sheet date. The estimate of the ALL is based upon management’s evaluation 
of the loan portfolio including such factors as past loan loss experience, known and inherent risks in the portfolio, 
adverse situations that may affect the borrower’s ability to repay (including the timing of future payments), the 
estimated value of any underlying collateral, composition of the loan portfolio, current market and economic 
conditions, borrower’s payment status, internal credit risk ratings and other relevant factors.  This evaluation is 
inherently subjective as it requires material estimates including the amounts and timing of future cash flows 
expected to be received on impaired loans that may be susceptible to significant changes.  Loans are charged off 
when management believes that the ultimate collectability of the loan is unlikely.  Allocation of the ALL may be 
made for specific loans, but the entire allowance is available for any loan that, in management’s judgment, is 
deemed to be uncollectible.  The ALL is increased by provisions charged to expense and decreased by actual 
charge-offs, net of recoveries. 
 
The ALL adequacy assessment begins with a process of estimating probable and reasonably estimable credit losses 
incurred within the loan portfolio.  These estimates are established by category and based upon the Company’s 
internal system of credit risk ratings and historical loss data.  The estimate of probable and reasonably estimable 
credit losses incurred within the loan portfolio may then be adjusted for management’s estimate of additional 
probable and reasonably estimable credit losses as a result of specific credit exposures, trends in delinquent and 
nonaccrual loans, as well as other factors such as prevailing economic conditions, lending strategies, and other 
influencing factors. 
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Bank-Owned Life Insurance 
Bank Owned Life Insurance (“BOLI”) is long-term life insurance on the lives of certain employees where the insurance 
policy benefits and ownership are retained by the employer.  To date, the Company has purchased life insurance 
policies on certain senior officers. BOLI is recorded at the cash surrender value, which can be adjusted for charges 
due at settlement at the balance sheet date.  The cash value accumulation on BOLI is permanently tax deferred if 
the policy is held until the insured person’s death. 
 
Core Deposit Intangible 
As a result of the Company’s acquisition, identifiable intangible assets were recorded representing the estimated 
value of core deposits assumed. The Company amortizes the intangible assets over their estimated useful lives. Core 
deposit intangibles are periodically reviewed for reasonableness and are evaluated for impairment whenever events 
or changes in circumstances indicate the carrying amount of the assets may not be recoverable. 
 
Commercial Mortgage Servicing Rights 
The Company’s commercial mortgage servicing rights arise from the sale of participating interests in government 
guaranteed loans to third parties where servicing is retained by the Company.   The Company defines its classes of 
servicing assets relationship to the government guarantor, such as USDA or SBA guaranteed loans.  The Company 
initially records servicing assets at fair value at the time the sale is recognized.  Subsequently, the Company amortizes 
these servicing assets over the expected life of the related loan, adjusting for expected prepayments.   Periodically, 
the Company evaluates these assets for impairment.  When the carrying value exceeds the fair value of a class of 
servicing assets, the Company recognizes impairment of the servicing assets.   
 
Goodwill 
Goodwill represents the excess of the purchase price over the fair value of net assets acquired in a business 
combination. Goodwill is not amortized but tested for impairment on an annual basis, or more often, if events or 
circumstances indicate there may be impairment. Goodwill impairment exists when a reporting unit’s carrying value 
of goodwill exceeds its implied fair value, which is determined through a two-step impairment test. Authoritative 
guidance governing the testing of indefinite lived intangible assets for impairment allows the option to first assess 
Goodwill by utilizing qualitative factors in determining if it is more likely than not that carrying value exceeds fair 
value. If, through this analysis, it is determined that it is more likely than not that carrying value exceeds fair value, 
then the next step, referred to as Step 1, requires estimation of the fair value of the reporting unit. If the fair value 
of the reporting unit exceeds its carrying value, no further testing is required. If the carrying value exceeds the fair 
value, further analysis is required to determine whether an impairment charge must be recorded based upon the 
implied fair value of goodwill and, if so, the amount of such charge.  
 
Liabilities for Representations and Warranties 
The Company is exposed to certain liabilities under representations and warranties made to purchasers of 
mortgage loans and servicing rights that require indemnification or repurchase of loans.  At the time it issues a 
guarantee, the Company is required to recognize an initial liability for the fair value of obligations assumed under 
the guarantee. 
 
The Company establishes a contingency reserve for its liabilities under representations and warranties provided 
to purchasers of its mortgage loans and servicing rights. This reserve is maintained at a level considered 
appropriate by management to provide adequately for known and inherent losses.  The reserve is based upon a 
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continuing review of past loss experience, estimates and assumptions of risk elements and future economic 
conditions.  Additions to the reserve are recorded in other expenses. 
 
Management's judgment about the adequacy of the reserve is based upon a number of assumptions about future 
events which it believes to be reasonable but which may or may not be accurate.  There is no assurance that 
additional increases in the reserve will not be required.  The Company may from time-to-time be required to 
repurchase loans previously sold to investors due to loan nonperformance.   At December 31, 2018 and 2017, CSM 
had a contingency reserve of $173 and $200, respectively, for potential indemnifications to other third-party 
purchasers.  
 
Premises, Furniture and Equipment 
Premises, furniture and equipment are stated at cost, less accumulated depreciation. The provision for 
depreciation is computed by the straight-line method, based on the estimated useful lives for buildings of 30 to 
40 years and software, furniture and equipment of 3 to 10 years.  Leasehold improvements are amortized over 
the life of the respective leases or over the useful life of the asset. The cost of assets sold or otherwise disposed 
of and the related allowance for depreciation are eliminated from the accounts and the resulting gains or losses 
are reflected in the income statement when incurred. Routine maintenance and repairs are charged to current 
expense. The costs of major repairs and improvements are capitalized.  Premises and equipment are evaluated 
for impairment whenever events or changes in circumstances indicate that the carrying value of the asset may 
not be recoverable. 
 
Other Real Estate Owned 
Other real estate owned (“OREO”) includes assets that have been acquired in satisfaction of debt through 
foreclosure.  OREO is recorded at the lower of cost or fair value, minus estimated costs to sell. Subsequent to 
foreclosure, losses resulting from the periodic revaluation of the property are charged to Loss on other real estate 
owned, net and a new carrying value is established.  Any gains or losses realized at the time of disposal or 
subsequent write-downs are reflected in the Consolidated Statements of Operations.  Expenses to maintain such 
assets are included in net cost of operation of other real estate owned. 
 
Income Taxes 
Income tax expense is based upon income before income taxes and generally differs from income taxes paid due to 
deferred income taxes and benefits arising from income and expenses being recognized in different periods for financial 
and income tax reporting purposes, as well as permanent differences.  The Company uses the asset and liability method 
to account for deferred income taxes.  The objective of the asset and liability method is to establish deferred tax assets 
and liabilities for the temporary differences between the financial reporting basis and the income tax basis of the 
Company’s assets and liabilities at the effective rates expected to be in effect when such amounts are realized or 
settled.  The Company evaluates the realization of deferred tax assets based upon all positive and negative evidence 
available at the balance sheet date.  Realization of deferred tax assets is based upon the Company’s judgments, 
including taxable income within any applicable carryback periods, future projected taxable income, reversal of taxable 
temporary differences and other tax-planning strategies to maximize realization of the deferred tax assets.  A valuation 
allowance is recognized for a deferred tax asset if, based upon the weight of available evidence, it is more likely than 
not that some portion or all of the deferred tax asset will not be realized.  In computing the income tax provision or 
benefit, the Company evaluates the technical merits of its income tax positions based upon current legislative, judicial 
and regulatory guidance.  
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The Company continually monitors and evaluates the potential impact of current events on the estimates used to 
establish income tax expense and income tax liabilities.  The Company and its Subsidiary file a consolidated federal 
income tax return and separate state income tax returns based upon current tax law, positions taken by various tax 
auditors within the jurisdictions that the Company is required to file income tax returns, as well as potential or pending 
audits or assessments by such tax auditors. If the Company incurs interest and/or penalties related to income tax 
matters it will report them as a part of income tax expense. 
 
The Company believes that its income tax filing positions taken or expected to be taken in its tax returns will more likely 
than not be sustained upon audit by the taxing authorities and does not anticipate any adjustments that will result in a 
material adverse impact on the Company’s financial condition, results of operations, or cash flow.  Therefore no 
reserves for uncertain income tax positions have been recorded. 

 
Retirement Plan 
The Company has a 401(k) profit sharing plan (the “Plan”), which provides retirement benefits to officers and employees 
who meet certain age and service requirements. The Plan includes a salary reduction feature pursuant to Section 401(k)  
of the Internal Revenue Code of 1986, as amended (the “Code”). At its discretion, the Bank makes matching 
contributions to the Plan.  Expenses charged to earnings for the 401(k) profit sharing plan were $292 and $189 in 2018 
and 2017, respectively, from continuing operations. 
 

Net Loss Per Common Share 
Basic net loss per common share represents loss available to stockholders divided by the weighted-average 
number of common shares outstanding during the period.  Dilutive loss per share reflects additional common 
shares that would have been outstanding if dilutive potential common shares had been issued. Potential common 
shares that may be issued by the Company relate solely to outstanding options, warrants and restricted stock 
units are determined using the treasury stock method. Potential common shares are not included in the 
denominator of the diluted per share computation when inclusion would be anti-dilutive.  
 
Comprehensive Income (Loss) 
Other comprehensive income is defined as the change in stockholders’ equity during the period from transactions 
and other events and circumstances from nonowner sources.  Accumulated other comprehensive income (loss) 
includes the reclassification for realized gains and losses from investment securities sales during the period and 
the unrealized holding gains and losses from investment securities available-for-sale. 
 
Statement of Cash Flows 
For purposes of reporting cash flows in the financial statements, the Company considers certain highly liquid debt 
instruments purchased with a maturity of three months or less to be cash equivalents.  Cash equivalents include 
amounts due from banks, interest bearing accounts with other banks and federal funds sold.  Generally, federal 
funds are sold for one-day periods. 
 
Off-Balance-Sheet Financial Instruments 
In the ordinary course of business, the Company enters into off-balance sheet financial instruments consisting of 
commitments to extend credit and letters of credit.  These financial instruments are recorded in the financial 
statements when they become payable by the customer. 
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Stock-Based Compensation 
The Company grants stock options, restricted stock units, and other equity awards to purchase its common stock to 
certain key officers/employees and directors.  Stock options are for a fixed number of shares with an exercise price 
equal to the fair value of the shares at the grant date. The fair value of stock options is determined using the Black-
Scholes model.  The fair value of restricted stock units when granted is the fair value of the stock on the grant date.  
Stock-based compensation expense is recognized in the Consolidated Statements of Operations on a straight-line 
basis over the vesting period.  In addition, the Company estimates the number of awards for which vesting is 
probable and adjusts compensation cost accordingly.  For nonqualified stock options, as compensation expense is 
recognized, a deferred tax asset is recorded that represents an estimate of the future tax deduction from exercise.  
At the time that stock-based awards are exercised, cancelled, or expire, the Company may be required to recognize 
an adjustment to income tax expense.  For incentive stock options, the Company does not recognize an income tax 
benefit related to compensation expense in the period incurred or when exercised, unless there is a disqualifying 
disposition. 
 
Fair Value 
US GAAP requires the use of fair values in determining the carrying values of certain assets and liabilities, as well as 
for specific disclosures.  Fair value is defined as the price that would be received to sell an asset or transfer a liability 
in an orderly transaction between willing market participants at the measurement date.  When determining the fair 
value measurements for assets and liabilities, the Company considers the principal or most advantageous market in 
which those assets or liabilities are sold and considers assumptions that market participants would use when pricing 
those assets or liabilities. 
 
Individual fair value estimates are classified on a three-tiered scale based upon the relative reliability of the inputs  
used in the valuation.  Fair values determined using Level 1 inputs rely on active and observable markets to price 
identical assets or liabilities.  In situations where identical assets and liabilities are not traded in active markets, fair 
values may be determined based upon Level 2 inputs, which are used when observable data exists for similar assets 
and liabilities.  Fair values for assets and liabilities that are not actively traded in observable markets are based upon 
Level 3 inputs, which are considered to be unobservable.  
 
Business Combinations 
The Company applies the acquisition method of accounting for all business combinations. The acquirer is the entity 
that obtains control of one or more businesses in the business combination and the acquisition date is the date the 
acquirer achieved control. The acquirer recognizes the fair value of assets acquired, liabilities assumed and any non-
controlling interest in the acquiree at the acquisition date. If the fair value of assets purchased exceeded the fair 
value of liabilities assumed, it results in a “gain on acquisition”. If the consideration given exceeds the fair value of 
the net assets received, goodwill is recognized. Generally, fair values are subject to refinement for up to one year 
after the closing date of an acquisition as information relative to closing date fair values becomes available (the 
“measurement period”). During the measurement period, the Company may recognize adjustments to the initial 
amounts recorded as if the accounting for the business combination had been completed at the acquisition date. 
Adjustments are typically recorded as a result of new information received after the acquisition date that is necessary 
to identify and measure identifiable assets acquired and liabilities assumed. In many cases, the determination of 
acquisition-date fair values requires management to make estimates about discount rates, future expected cash 
flows, market conditions, and other future events that are subjective in nature and subject to change. 
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The following is a description of the methods used to determine the fair values of significant assets and liabilities 
acquired: 
 

Cash and Due from Banks  
The carrying amount of these assets is expected to reasonably approximate fair value given the short-term 
nature of the assets. 
 
Investment Securities Available-for-sale 
The fair value of investment securities is determined by quoted market prices at the time of acquisition. 
 
Loans 
The fair value of acquired loans is based upon a discounted cash flow methodology that considered factors 
including the type of loans and related collateral, classification status, fixed or variable interest rate, loan 
term, whether or not the loan was amortizing, and a market discount rate reflecting risks inherent in the 
acquired loans, including potential prepayments. The fair value of acquired loans includes both a rate-based 
valuation mark, representing the carrying value of discount required to establish the appropriate effective 
yield for acquired loans, as well as a credit-based valuation mark representing the valuation adjustment 
applied to acquired loans related to credit loss assumptions. 

 
Other Real Estate Owned 
The fair value of other real estate owned is estimated based upon the value that management expects to 
receive when the property is sold, net of related costs of disposal. 
 
Core Deposit Intangibles 
The fair value of core deposit intangibles is estimated based upon a discounted cash flow methodology that 
gives consideration to expected customer attrition rates, cost of the deposit base, and the net maintenance 
cost attributable to customer deposits. 
 
Premises and Equipment 
The fair value of premises and equipment is estimated based upon independent appraisals or broker price 
opinions. 
 
Other Assets 
Other assets generally include accrued interest that has been earned on borrowers’ loans or investment 
securities not yet received and prepaid expenses. The carrying value of these assets is expected to 
reasonably approximate fair value. 
 
Deposits 
The fair values used for the noninterest-bearing deposits that comprise the transactions accounts acquired 
closely approximate the amount payable on demand at the acquisition date and thus reasonably 
approximate fair value. The fair value of interest-bearing deposits is estimated based upon a discounted 
cash flow methodology. The discount rate is estimated using the rates currently offered for deposits of 
similar remaining maturities. 
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Deferred Tax Assets and Liabilities 
Deferred tax assets and liabilities are temporary differences between the carrying amount of an asset or a 
liability recognized in the Consolidated Balance Sheets and the related tax basis for the asset or liability using 
enacted tax rates in effect for the year in which the differences are expected to be recovered. 

 
Other Liabilities 
Other liabilities generally include accrued interest on deposit accounts, accrued expenses, and additional 
accounts held in escrow. The carrying value of these liabilities is expected to reasonably approximate fair 
value. 

 
Operating Segments 
Accounting standards require that information be reported about a company’s operating segments using a 
“management approach.”  Reportable segments are identified in these standards as those revenue producing 
components for which separate financial information is produced internally and which are subject to evaluation 
by the chief operating decision maker.  While the chief operating decision maker monitors the revenue streams 
of the various products and services, operations are managed and financial performance is evaluated on a 
Company-wide basis.  Accordingly, all of the financial service operations are considered by management to be 
aggregated in one reportable segment. 
 
Reclassifications 
Certain captions and amounts in the 2017 consolidated financial statements were reclassified to conform with the 
2018 presentation. These reclassifications had no effect on the net results of operations or stockholders’ equity. 
 
Recently Issued Accounting Pronouncements 
In 2017, the Company registered with OTCQX, which classifies the bank as a public business entity for the purposes 
of adopting new accounting pronouncements.  The following table summarizes Accounting Standard Updates 
(“ASUs”) which update various topics of the Accounting Standards Codification (“ASC”) recently issued by the 
Financial Accounting Standards Board (“FASB”) that could have a material effect on the Company’s financial 
statements: 
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Standards Adopted in 2018 

Standard Description Date of Adoption 
Effect on the Financial Statements or Other Significant 

Matters 

ASU 2014-09, Revenue 
from Contracts with 
Customers  
 
ASU 2015-14, Deferral of 
the Effective Date 
 
ASU 2016-08, Principal 
versus Agent 
Considerations 
 
ASU 2016-10, Identifying 
Performance Obligations 
and Licensing 
 
ASU 2016-12, Narrow-
Scope Improvements and 
Practical Expedients 
 
ASU 2016-20, Technical 
Corrections and 
Improvements 
 
ASU 2017-05, Clarifying 
the Scope of Asset 
Derecognition Guidance 
and Accounting for Partial 
Sales of Nonfinancial 
Assets 
 

These ASUs supersede the revenue recognition 
requirements in ASC Topic 605, Revenue 
Recognition, and most of the industry-specific 
guidance throughout Industry Topics of the 
Codification.  The core principle of the new 
guidance is that an entity should recognize 
revenue to reflect the transfer of goods and 
services to customers in an amount equal to the 
consideration the entity receives or expects to 
receive. Additionally, guidance was added to 
align the derecognition of non-financial assets 
with the new revenue recognition guidance. 
There are several new qualitative and 
quantitative disclosures required. The ASUs may 
be adopted either retrospectively or on a 
modified retrospective basis to new contracts 
and existing contracts, with remaining 
performance obligations as of the adoption 
date. 

January 1, 2018 The Company adopted the standards on January 1, 2018 
using use the modified retrospective method of 
adoption.  The Company’s revenue is comprised of net 
interest income and noninterest income.  The scope of 
the guidance explicitly excludes net interest income as 
well as many other revenue streams for financial 
institutions, including loans, securities, and derivatives.  
The Company’s revenue streams in scope of the 
standard are Service charges on deposit accounts, 
Interchange income and card fees, and Other non-
interest income.  The Company’s accounting policies did 
not change materially since the principles of revenue 
recognition from the ASUs are largely consistent with 
existing guidance and current practices applied by our 
businesses. Besides the addition of new disclosures to 
the Consolidated Financial Statements, there was no 
impact of the adoption of this standard. 

ASU 2016-01, Recognition 
and Measurement of 
Financial Assets and 
Financial Liabilities 
 

The ASU amends ASC Topic 825, Financial 
Instruments-Overall, and addresses certain 
aspects of recognition, measurement, 
presentation, and disclosure of financial 
instruments. The main provisions require 
investments in equity securities to be measured 
at fair value through net income, unless they 
qualify for a practicability exception, and require 
fair value changes arising from changes in 
instrument-specific credit risk for financial 
liabilities that are measured under the fair value 
option to be recognized in other comprehensive 
income. With the exception of disclosure 
requirements that will be adopted 
prospectively, the ASU must be adopted on a 
modified retrospective basis. 

January 1, 2018 
 
 

The Company adopted the standard on January 1, 2018, 
resulting in an adjustment to beginning retained 
earnings on January 1, 2018 of $90 related to the 
recognition of an increase in fair value on equity 
securities at time of adoption.   
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Standards Not Yet Adopted 

Standard Description 
Required Date of 

Adoption 
Effect on the Financial Statements or Other Significant 

Matters 

ASU 2016-02, Leases The ASU creates ASC Topic 842, Leases, which 
supersedes ASC Topic 840, Leases. ASC Topic 
842 requires lessees to recognize right-of-use 
assets and associated liabilities that arise from 
leases, with the exception of short-term leases. 
The ASU does not make significant changes to 
lessor accounting; however, there were certain 
improvements made to align lessor accounting 
with the lessee accounting model and ASC Topic 
606, Revenue from Contracts with Customers. 
There are several new qualitative and 
quantitative disclosures required. Upon 
transition, lessees and lessors are required to 
recognize and measure leases at the beginning 
of the earliest period presented using a modified 
retrospective approach. 

January 1, 2019 
 
Early adoption is 
permitted. 

The amount of the right-of-use assets and associated 
lease liabilities recorded upon adoption will be based 
primarily on the present value of unpaid future minimum 
lease payments. We expect to adopt the guidance in first 
quarter 2019 using the optional transition method 
without restating 2018 and 2017 financial statements 
with comparable amounts. The calculation of our 
operating lease right-of-use assets and liabilities, for our 
significant real estate leases, are expected to be 
approximately $1,000, and will continue to be refined as 
we complete our implementation process. We do not 
expect material changes to the timing of expense 
recognition on our operating leases. While the increase 
to our consolidated total assets related to operating 
lease right-of-use assets will increase our risk-weighted 
assets and decrease our capital ratios, we do not expect 
these changes to be material. 

ASU 2016-13, 
Measurement of Credit 
Losses on Financial 
Instruments 
 

The ASU amends ASC Topic 326, Financial 
Instruments- Credit Losses, to replace the 
incurred loss impairment methodology with a 
current expected credit loss (“CECL”) 
methodology for financial instruments 
measured at amortized cost and other 
commitments to extend credit. For this purpose, 
expected credit losses reflect losses over the 
remaining contractual life of an asset, 
considering the effect of voluntary prepayments 
and considering available information about the 
collectability of cash flows, including 
information about past events, current 
conditions, and reasonable and supportable 
forecasts. The resulting allowance for credit 
losses reflects the portion of the amortized cost 
basis that the entity does not expect to collect. 
Additional quantitative and qualitative 
disclosures are required upon adoption. The 
CECL model does not apply to AFS debt 
securities; however, the ASU requires entities to 
record an allowance when recognizing credit 
losses for AFS securities, rather than recording a 
direct write-down of the carrying amount. 

January 1, 2021 
 
Early adoption is 
permitted. 

The Company is evaluating the impact that this ASU will 
have on its Consolidated Financial Statements and 
related disclosures, and the Company currently 
anticipates that an increase to the allowance for credit 
losses will be recognized upon adoption to provide for 
the expected credit losses over the estimated life of the 
financial assets. In addition to our allowance for loan 
losses, we may also be required to record an allowance 
for credit losses on debt securities instead of applying 
the impairment model currently utilized. However, since 
the magnitude of the anticipated increase in the 
allowance for credit losses will be impacted by economic 
conditions and trends in the Company’s portfolio at the 
time of adoption, the quantitative impact cannot yet be 
reasonably estimated. 

ASU 2017-04, Intangibles - 
Goodwill and Other (Topic 
350): Simplifying the Test 
for Goodwill Impairment 

This ASU amends ASC Topic 350, Intangibles – 
Goodwill and Other, to simplify the subsequent 
measurement of goodwill, by eliminating Step 2 
from the goodwill impairment test. The 
amendments require an entity to perform its 
annual, or interim, goodwill impairment test by 
comparing the fair value of a reporting unit with 
its carrying amount. This ASU requires an entity 
to recognize an impairment charge for the 
amount by which a reporting unit's carrying 
amount exceeds its fair value, with the loss 
limited to the total amount of goodwill allocated 
to that reporting unit. The ASU must be applied 
on a prospective basis. 

January 1, 2020 
 
Early adoption is 
permitted. 

The Company is evaluating the impact that this ASU will 
have on its Consolidated Financial Statements and 
related disclosures. 

 
Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are 
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not expected to have a material impact on the Company’s financial position, results of operations, or cash flows. 
 
Note 2. Business Combinations 
 
First Citizens Financial Corporation 
On July 17, 2018, the Company acquired 100% of the outstanding shares of First Citizens Financial Corporation 
(“FCFC”), the parent company of Georgia state-chartered Foothills Community Bank (“FCB”), headquartered in 
Dawsonville, Georgia.  Upon consummation of the acquisition, FCFC was merged with and into the Company, with 
the Company as the surviving entity in the merger; concurrently, FCB was merged with and into CSB.  Through the 
acquisition, the Company entered the North Georgia market and expanded its deposit base to fund planned future 
growth.  FCB operated two retail bank branches located in Dawsonville, Georgia and Cumming, Georgia, respectively. 
 
Under the terms of the acquisition, FCFC’s accredited common shareholders received 0.033 shares of the Company’s  
common stock in exchange for each share of FCFC common stock.  $12,524 of total consideration transferred was 
comprised of 695,888 shares of the Company’s voting common stock issued at $15.75 per share, and $1,564 of cash. 
The fair value of the common shares issued as part of the consideration paid for FCFC was determined in the basis 
of the closing price of the Company’s common shares on the acquisition date. 
 
Goodwill of $4,708 arising from the acquisition consisted of synergies resulting from the combining of the operation 
of the companies, and it is not deductible for tax purposes.  Acquisition-related costs of $235 are included in Other 
noninterest expense in the Company’s income statement for the year ended December 31, 2018.   
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The following table summarizes the consideration paid for FCFC and the amounts of the assets and liabilities acquired 
and assumed, respectively, recognized at the acquisition date: 
 

 
 
The loans acquired had gross contractual amounts receivable of $92,483.  At the acquisition date CSB’s current 
estimate of expected cash flows to be collected was $89,529.  Acquired loans were evaluated to determine if they 
were purchased credit-impaired (PCI). PCI loans are loans with evidence of deterioration of credit quality since 
origination for which it is probable, at acquisition, that the Company will be unable to collect all contractually 
required payments receivable.  No PCI loans were identified as part of this business combination. 
  

 Carrying Value 

Acquired 

 Purchase 

Adjustments 

 As Recorded 

by CSB 

Assets

Cash and due from banks 20,234$             -$                  20,234$           

Investment securitues 131                      -                    131                    

Loans, net 70,881                (945)                  69,936              

Property, plant and equipment 6,268                  (226)                  6,042                

Intangible assets 87                        1,431                1,518                

Bank owned life insurance 1,608                  -                    1,608                

Deferred tax asset -                      1,863                1,863                

Other assets 1,979                  (64)                    1,915                

Total assets acquired 101,188             2,059                103,247           

Liabilities

Deposits

Noninterest-bearing 16,073                -                    16,073              

Interesting-bearing 78,118                231                    78,349              

Total deposits 94,191                231                    94,422              

Other liabilities 1,009                  -                    1,009                

Total liabilities assumed 95,200                231                    95,431              

Net identifiable assets acquired 5,988$                1,828$              7,816$              

Consideration

Voting common stock 10,960$           

Cash 1,564                

Total consideration transferred to FCFC 12,524              

Goodwill 4,708$              



CoastalSouth Bancshares, Inc. and Subsidiary 
Notes to the Consolidated Financial Statements 
For the years ended December 31, 2018 and 2017 

 
(In thousands of dollars, except share data) 

  

22 

 

Note 3. Investment Securities 
 
The amortized cost and estimated fair values of securities available for sale at December 31, 2018 and 2017 are 
shown in the tables below: 
 
 

 
 

 
 
 
Proceeds from sales of securities available for sale during 2018 and 2017 were $13,716 and $0, respectively, 
resulting in gross realized gains of $14 and $0, respectively, and gross realized losses of $0 and $0, respectively. 
 
The following is a summary of maturities of securities available for sale as of December 31, 2018.  The amortized 
cost and estimated fair values are based on the contractual maturity dates. Actual maturities may differ from 
contractual maturities because borrowers may have the right to call or repay obligations with or without penalty. 
Mortgaged-backed securities are not presented by maturity date because pay-downs are expected before 
contractual maturity dates. 

Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value

Mortgage backed securities 44,213$          5$                     815$                43,403$          

Government-sponsored agencies 3,525               4                       25                     3,504               

Obligations of corporations 4,000               12                     14                     3,998               

Municipal obligations 8,892               149                  76                     8,965               

     Total securities available for sale 60,630$          170$                930$                59,870$          
    

2018

Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value

Mortgage backed securities 40,950$          142$                281$                40,811$          

Government-sponsored agencies 4,360               24                     34                     4,350               

Obligations of corporations 500                  -                        -                        500                  

Municipal obligations 8,767               415                  57                     9,125               

     Total securities available for sale 54,577$          581$                372$                54,786$          

2017
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The following table shows gross unrealized losses and fair value of securities available for sale, aggregated by 
investment category, and length of time that individual securities have been in a continuous unrealized loss 
position at December 31, 2018. 
   

 
 
The following table shows gross unrealized losses and fair value of securities available for sale, aggregated by 
investment category, and length of time that individual securities have been in a continuous unrealized loss position at 
December 31, 2017.   

 
 
Securities classified as available for sale are recorded at fair market value. Of the securities in an unrealized loss 
position at December 31, 2018 and 2017, thirty-eight and eighteen securities were in a continuous loss position 
for twelve months or more, respectively. The Company believes, based on industry analyst reports and credit 
ratings, that the deterioration in value is attributable to changes in market interest rates and is not in the credit 
quality of the issuer and therefore, these losses are not considered other-than-temporary.   

Amortized Estimated

Cost Fair Value

Due after one year but within five years 5,525$                   5,516$                   

Due after five years but within ten years 5,595                      5,599                      

Due after ten years 5,297                      5,352                      

Mortgage backed securities 44,204                   43,403                   

     Total 60,621$                 59,870$                 

Unrealized Unrealized Unrealized

Fair Value losses Fair Value losses Fair Value losses

Mortgage backed securities 12,511$   256$           28,862$   559$           41,373$   815$           

Government-sponsored agencies -                 -                   2,408        25                2,408        25                

Obligations of corporations 1,486        14                -                 -                   1,486        14                

Municipal obligations 492            3                  2,911        73                3,403        76                

14,489$   273$           34,181$   657$           48,670$   930$           

Less than

Twelve months

Twelve months

or more Total

Unrealized Unrealized Unrealized

Fair Value losses Fair Value losses Fair Value losses

Mortgage backed securities 17,167$   30$              11,407$   251$           28,574$   281$           

Government-sponsored agencies 2,444        26                562            8                  3,006        34                

Municipal obligations -                 -                   1,752        57                1,752        57                

19,611$   56$              13,721$   316$           33,332$   372$           

Twelve months or more Total

Less than Twelve months
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The Company evaluates securities available for sale for other-than-temporary impairment on an annual basis and 
more frequently when economic conditions warrant. In performing this evaluation at December 31, 2018, the 
length of time and the extent to which the fair value has been less than cost, the fact that the Company’s securities 
are primarily issued by U.S. Treasury and U.S. Government agencies and the cause of the decline in value are 
considered. In addition, the Company does not intend to sell, and it is not more likely than not that we will be 
required to sell, these securities before maturity.  As a result of this evaluation, the Company has determined that 
the declines summarized in the tables above are not deemed to be other-than-temporary.   
 
At December 31, 2017, as part of its routine evaluation of securities for other-than-temporary impairment, the 
Company identified potential credit losses on certain individual bonds issued by the Small Business Administration 
(“SBA”) with a carrying value of $14,209 during 2017. On October 16, 2017, the SBA posted in the Federal Register 
(Vol. 82 No. 198) to provide notice of a procedural change in SBA’s Secondary Market Pooling Program. The change 
involved the way principal payments were passed through on prepayments in SBA pools which caused a push‐
through of “retained principal” when a loan prepays. The change increased prepayment speeds on investment 
securities in 2017. Due to the changes to the SBA program, the Company had the intent to sell such securities 
prior to December 31, 2017 and would not likely recover the amortized cost basis. Therefore, the Company 
recorded a loss of $290 from the credit impairment of these bonds.  
 
During 2018, the Company recognized a net loss on changes in market value of $71 to reflect the change in fair 
value of equity securities. No write down on equity securities was recognized during 2017. 
 
At December 31, 2018 and 2017, investment securities with a book value of $47,825 and $46,135, respectively, 
and a market value of $47,594 and $45,724, respectively, were pledged to secure federal funds lines of credit and 
Federal Home Loan Bank borrowings. 
 
Note 4. Loans and Allowance for Loan Losses 
 
Composition of Loan Portfolio 
The Company engages in a full complement of lending activities, including real estate-related loans, construction 
loans, commercial and industrial loans, and consumer purpose loans. While risk of loss in the Company’s portfolio 
is primarily tied to the credit quality of the various borrowers, risk of loss may increase due to factors beyond the 
Company’s control, such as local, regional and/or national economic downturns. General conditions in the real 
estate market may also impact the relative risk in the real estate portfolio. 
 
Construction and land loans include loans for the development of residential neighborhoods, construction of one-
to-four family residential construction loans to builders, commercial real estate construction loans, primarily for 
owner-occupied properties, and other loans for land investment.  Construction loans generally carry a higher 
degree of risk than long-term financing of existing properties because repayment depends upon the ultimate 
completion of the project and usually on the subsequent lease-up and/or sale of the property. The Company limits 
its construction lending risk through adherence to established underwriting procedures.  
 
Commercial real estate loans include loans secured by owner-occupied commercial buildings for office, storage, 
retail, farmland, and warehouse space. They also include non-owner occupied commercial buildings such as leased 
retail and office space, multi-family properties, and senior housing developments. The primary risk associated 
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with loans secured with income-producing property is the inability of that property to produce adequate cash 
flow to service the debt. High unemployment, generally weak economic conditions and/or an oversupply in the 
market may result in our customers having difficulty achieving adequate occupancy rates.  Payments on such loans 
are often dependent on successful operation or management of the properties. 
 
Commercial and industrial loans include both secured and unsecured loans for working capital, expansion, and 
other business purposes. Short-term working capital loans may be secured by non-real estate collateral such as 
accounts receivable, inventory, and/or equipment. The Company evaluates the financial strength, cash flow, 
management, credit history of the borrower and the quality of the collateral securing the loan. Repayment is 
primarily dependent on the ability of the borrower to achieve business results consistent with those projected at 
loan origination resulting in cash flow sufficient to service the debt. To the extent that a borrower's business 
results are significantly unfavorable versus the original projections, the ability for the loan to be serviced on a basis 
consistent with the contractual terms may be at risk.  The Company often requires personal guarantees and 
secondary sources of repayment on commercial and industrial loans. 
 
Residential real estate loans include permanent mortgage financing, construction loans to individual consumers, 
and home equity lines of credit.  These loans are secured by residential properties.  Significant and rapid declines 
in real estate values can result in residential mortgage loan borrowers having debt levels in excess of the current 
market value of the collateral. 
 
Consumer purpose loans primarily includes purchased student loans and purchased consumer unsecured loans. 
Consumer loans may carry greater risks than other loans, as these loans are generally unsecured. 
 
Loans held for sale are comprised of loans acquired through mortgage warehouse lending activities and mortgage 
banking activities.  The Company serves as a warehouse lender by purchasing loans originated by third-party 
mortgage originators and selling these loans to other third-party investors.  The Company also originates mortgage 
loans with customers through CSM and sells these loans to third-party investors. 
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Following is a summary of the composition of the loan portfolio at December 31, 2018 and 2017: 

 
 
Credit Quality Indicators 
The Company monitors the credit quality of its commercial loan portfolio using internal credit risk ratings.  These 
credit risk ratings are based upon established regulatory guidance and are assigned upon initial approval of credit 
to borrowers.  Credit risk ratings are updated periodically after the initial assignment or whenever management 
becomes aware of information affecting the borrowers’ ability to fulfill their obligations.  The Company utilizes 
the following categories of credit grades to evaluate its commercial loan portfolio: 
 

Pass - Loans classified as pass are higher quality loans that do not fit any of the other categories below. 
 
Special Mention - Loans classified as special mention have a potential weakness that deserves management's 
close attention.  If left uncorrected, these potential weaknesses may result in deterioration of the repayment 
prospects for the loan or of the Company's credit position at some future date. 
 
Substandard - Loans classified as substandard are inadequately protected by the current net worth and paying 
capacity of the obligor or of the collateral pledged, if any.  Loans so classified have a well-defined weakness 
or weaknesses that jeopardize the liquidation of the debt.  They are characterized by the distinct possibility 
that the Company will sustain some loss if the deficiencies are not corrected.  
 
Doubtful - Loans classified as doubtful have all the weaknesses inherent in those classified as substandard, 
with the added characteristic that the weaknesses make collection or liquidation in full, on the basis of 
currently existing facts, conditions, and values, highly questionable and improbable.  The possibility of loss is 
high, but because of certain important and reasonably specific pending factors that may work to the 
advantage and strengthening of the credit quality of the loan, its classification as an estimated loss is deferred 
until its more exact status may be determined. Pending factors include proposed merger, acquisition, or  
liquidation procedures, capital injection, perfecting liens on additional collateral and refinancing plans. 

2018 2017

Commercial loans:

Construction and land 30,609$            16,136$            

Commercial real estate 162,509            79,342               

Commercial and industrial 56,247               49,763               

Consumer loans:

Residential real estate 70,387               73,675               

Other consumer (1) 56,994               46,905               

     Total gross LHFI 376,746            265,821            

Less allowance for loan losses (2,919)               (3,915)               

LHFI, net 373,827$          261,906$          

LHFS (2) 32,641$            36,333$            

(1)  Includes $0 and $28,022 in loans acquired through the Lending Club program, an online marketplace lender, $36,627 and $14,942

      of student loans acquired from Laurel Road Bank, and $17,219 and $0 of marine loans acquired from Radius Bank as of December 31, 

      2018 and 2017, respectively.

(2)  Includes $32,641 and $34,128 in loans acquired through mortgage banker finance as of December 31, 2018 and 2017, respectively.
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The following table shows the credit quality indicators associated with the Company’s commercial loan portfolio 
as of December 31, 2018: 
 

 
 
The following table shows the credit quality indicators associated with the Company’s commercial loan portfolio 
as of December 31, 2017: 
 

 
 
 
The Company monitors the credit quality of its consumer portfolio based primarily on payment activity and credit 
scores.  Payment activity is the primary factor considered in determining whether a consumer loan should be 
classified as nonperforming.   
 
  

Commercial

Construction Commercial and

and Land Real Estate Industrial Total

Pass 29,390$          157,958$        54,310$          241,658$          

Special mention 1,219               2,063               1,157               4,439                 

Substandard -                        2,488               780                  3,268                 

Doubtful -                        -                        -                        -                          

          Total 30,609$          162,509$        56,247$          249,365$          

Commercial

Construction Commercial and

and Land Real Estate Industrial Total

Pass 15,550$          71,903$          48,479$          135,932$          

Special mention 483                  5,216               997                  6,696                 

Substandard 103                  2,223               287                  2,613                 

Doubtful -                        -                        -                        -                          

          Total 16,136$          79,342$          49,763$          145,241$          
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The following table shows the credit quality indicators associated with the Company’s consumer loan portfolio as 
of December 31, 2018: 
 

 
 
The following table shows the credit quality indicators associated with the Company’s consumer loan portfolio as 
of December 31, 2017:  
 

  

Residential Other

Real Estate Consumer Total

Performing 67,051$        56,994$      124,045$ 

Nonperforming 3,336            -                    3,336        

          Total 70,387$        56,994$      127,381$ 

Residential Other

Real Estate Consumer Total

Performing 71,030$        46,895$      117,925$ 

Nonperforming 2,645            10                 2,655        

          Total 73,675$        46,905$      120,580$ 
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The following is a summary of information pertaining to our allowance for loan losses at December 31, 2018: 
 

 
 
  

Commercial

Construction Commercial and Residential Other

and Land Real Estate Industrial Real Estate Consumer Total

Allowance for loan losses:

Beginning balance: 202$                 817$                411$                1,091$          1,394$            3,915$               

     Charge-offs (112)                  (541)                (46)                   (484)              (2,407)             (3,590)               

     Recoveries 8                        5                       50                    314                523                  900                     

     Provision 66                      154                  121                  261                1,092              1,694                 

     Ending balance 164$                 435$                536$                1,182$          602$                2,919$               

Ending balances:

     Individually evaluated

     for impairment -$                       -$                     66$                  714$             -$                     780$                  

     Collectively evaluated
     for impairment 164$                 435$                470$                468$             602$                2,139$               

Loans receivable:

Ending balance - total 30,609$           162,509$       56,247$          70,387$       56,994$          376,746$          

Ending balances:

     Individually evaluated 

     for impairment -$                       2,534$            134$                4,742$          15$                  7,425$               

     Collectively evaluated

     for impairment 30,609$           159,975$       56,113$          65,645$       56,979$          369,321$          
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The following is a summary of information pertaining to our allowance for loan losses at December 31, 2017: 
 

 
  

Commercial

Construction Commercial and Residential Other

and Land Real Estate Industrial Real Estate Consumer Total

Allowance for loan losses:

Beginning balance: 88$                    294$                747$                418$             1,061$            2,608$               

     Charge-offs (35)                    (34)                   (990)                (493)              (1,913)             (3,465)               

     Recoveries 11                      49                    10                    151                99                    320                     

     Provision (Release) 138                    508                  644                  1,015            2,147              4,452                 

     Ending balance 202$                 817$                411$                1,091$          1,394$            3,915$               

Ending balances:

     Individually evaluated

     for impairment 73$                    386$                12$                  454$             -$                     925$                  

     Collectively evaluated

     for impairment 129$                 431$                399$                637$             1,394$            2,990$               

Loans receivable:

Ending balance - total 16,136$           79,342$          49,763$          73,675$       46,905$          265,821$          

Ending balances:

     Individually evaluated 

     for impairment 408$                 3,130$            287$                4,065$          10$                  7,900$               

     Collectively evaluated

     for impairment 15,728$           76,212$          49,476$          69,610$       46,895$          257,921$          
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The following summarizes the Company's impaired loans at December 31, 2018: 
 
 

 Unpaid Average Interest

Recorded Principal Related Recorded Income

Investment Balance Allowance Investment Recognized

With no related allowance needed:

Construction and land -$                       -$                     -$                     -$                     -$                        

Commercial real estate 2,534                2,840              -                       2,805              22                       

Commercial and industrial 1                        1                       -                       3                       -                          

Residential real estate 2,433                2,657              -                       2,563              89                       

Other consumer 15                      15                    -                       16                    1                         

   Ending balance 4,983$              5,513$            -$                     5,387$            112$                  

With an allowance recorded:

Construction and land -$                       -$                     -$                     -$                     -$                        

Commercial real estate -                         -                       -                       -                       -                          

Commercial and industrial 133                    136                  66                    148                  4                         

Residential real estate 2,309                2,329              714                  2,332              106                     

Other consumer -                         -                       -                       -                       -                          

   Ending balance 2,442$              2,465$            780$                2,480$            110$                  

Total:

Construction and land -$                       -$                     -$                     -$                     -$                        

Commercial real estate 2,534                2,840              -                       2,805              22                       

Commercial and industrial 134                    137                  66                    151                  4                         

Residential real estate 4,742                4,986              714                  4,895              195                     

Other consumer 15                      15                    -                       16                    1                         

   Ending balance 7,425$              7,978$            780$                7,867$            222$                  
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The following summarizes the Company's impaired loans at December 31, 2017: 

 
 
The following is a summary of past due and nonaccrual loans as of December 31, 2018: 
 
 Total

30-59 Days 60-89 Days Over 90 Days Past Due and Total Loans

Past Due Past Due and Accruing Nonaccrual Nonaccrual Current Receivable

Construction and land 25$                  -$                     -$                     -$                     25$                  30,584$            30,609$            

Commercial real estate -                        -                        -                        2,488               2,488               160,021            162,509            

Commercial and industrial 10                     3                       -                        133                  146                  56,101               56,247               

Residential real estate 287                  -                        -                        3,336               3,623               66,764               70,387               

Other consumer 2                       83                     -                        -                        85                     56,909               56,994               

324$                86$                  -$                     5,957$            6,367$            370,379$          376,746$          
 

 
  

 Unpaid Average Interest

Recorded Principal Related Recorded Income

Investment Balance Allowance Investment Recognized

With no related allowance needed:

Construction and land 268$                 382$                -$                     280$                1$                       

Commercial real estate 797                    797                  -                       804                  -                          

Commercial and industrial -                         -                       -                       -                       -                          

Residential real estate 2,025                2,115               -                       2,110               87                       

Other consumer 10                      10                    -                       20                    8                         

   Ending balance 3,100$              3,304$            -$                     3,214$            96$                    

With an allowance recorded:

Construction and land 140$                 140$                73$                  143$                -$                       

Commercial real estate 2,333                2,333               386                  2,351               1                         

Commercial and industrial 287                    287                  12                    293                  -                          

Residential real estate 2,040                2,040               454                  2,058               48                       

Other consumer -                         -                       -                       -                       -                          

   Ending balance 4,800$              4,800$            925$                4,845$            49$                    

Total:

Construction and land 408$                 522$                73$                  423$                1$                       

Commercial real estate 3,130                3,130               386                  3,155               1                         

Commercial and industrial 287                    287                  12                    293                  -                          

Residential real estate 4,065                4,155               454                  4,168               135                    

Other consumer 10                      10                    -                       20                    8                         

   Ending balance 7,900$              8,104$            925$                8,059$            145$                  
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The following is a summary of past due and nonaccrual loans as of December 31, 2017: 
 

 
               

Troubled Debt Restructurings 

The following table summarizes the carrying balance of troubled debt restructurings (“TDRs”) as of December 31, 
2018 and 2017: 

 
 
Loans classified as TDRs may be removed from this status for disclosure purposes after a specified period of time 
if a subsequent restructured agreement specifies an interest rate equal to or greater than the rate that the lender 
was willing to accept at the time of the restructuring for a new loan with comparable risk, and the loan is 
performing in accordance with the terms specified by the restructured agreement.  
 
There were no TDRs identified during the year ended December 31, 2018. 
 
The following is an analysis of TDRs identified during the year ended December 31, 2017: 

 
  

 Total

30-59 Days 60-89 Days Over 90 Days Past Due and Total Loans

Past Due Past Due and Accruing Nonaccrual Nonaccrual Current Receivable

Construction and land -$                     -$                     -$                     -$                     -$                     16,136$             16,136$             

Commercial real estate 255                  -                       -                       1,618               1,873               77,469               79,342               

Commercial and industrial 164                  -                       -                       287                  451                  49,312               49,763               

Residential real estate 320                  -                       -                       2,644               2,964               70,711               73,675               

Other consumer 215                  188                  -                       10                    413                  46,492               46,905               

954$                188$                -$                     4,559$             5,701$             260,120$          265,821$          

2018 2017

Performing TDRs 1,468$          1,618$              

Nonperforming TDRs 1,309            3,340                

Total TDRs 2,777$          4,958$              

 Pre-Modification Post-Modification

Outstanding Outstanding

Number Recorded Recorded

of Contracts Investment Investment

Troubled Debt Restructurings

Construction and land -                                -$                             -$                             

Commercial real estate 1                               728                          728                          

Commercial and industrial -                                -                                -                                

Residential real estate 1                               638                          638                          

Other consumer -                                -                                -                                

2                               1,366$                     1,366$                     
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The Bank provided interest rate and/or amortization term concessions for loans identified as TDRs during the year 
ended December 31, 2017.  No TDRs that were restructured in the previous twelve months re-defaulted during 
the years ended December 31, 2018 and 2017. 
 
Note 5. Premises, Furniture and Equipment 
 
Premises, furniture and equipment is summarized as follows as of December 31: 

 
 
Depreciation expense for the years ended December 31, 2018 and 2017 was $555 and $505, respectively. 
 
Note 6. Other Assets 
 
Other assets consisted of the following as of December 31: 
 

 
 
  

2018 2017

Buildings and improvements 7,880$          501$             

Land 3,451            -                

Furniture and equipment 3,272            3,370           

Leasehold and land improvements 2,392            2,550           

Software 1,073            1,374           

Vehicles 39                  209               

     Total 18,107          8,004           

Less: accumulated depreciation and amortization (6,060)          (6,830)          

Premises, furniture and equipment, net 12,047$       1,174$         

2018 2017

Accrued interest receivable 1,922$          1,394$         

Prepaid expense 819                703               

Current income tax receivable 194                57                 

Accounts receivable 143                615               

Other 411                95                 

     Total 3,489$          2,864$         
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Note 7. Other Real Estate Owned 
 
The following summarizes the activity in the other real estate owned for the years ended December 31: 
 

 
 
A net gain of $5 and a net loss of $531 were recognized on the sale of other real estate owned for the years ended 
December 31, 2018 and 2017, respectively and are included in the net cost of operation of other real estate owned 
in the statement of operations.  Other real estate expenses for the years ended December 31, 2018 and 2017 
were $275 and $698, respectively.   
 
There were no repossessed assets at December 31, 2018 and 2017, respectively.  Repossessed asset write-downs 
for the years ended December 31, 2018 and 2017 were $0 and $25, respectively.   
 
There were $1,417 and $765 of residential real estate loans in the process of foreclosure at December 31, 2018 
and 2017, respectively. 
 
 
Note 8. Goodwill and Intangible Assets 
 
The Company’s carrying amount of goodwill at December 31, 2018 and changes in goodwill are summarized as 
follows: 
 

 
 
 
Goodwill was recognized as a result of the Company’s acquisition of First Citizens Financial Corporation during 2018. 
The Company had no goodwill at December 31, 2017.  A qualitative assessment was conducted at December 31, 
2018 and no impairment was indicated. 
 
  

2018 2017

Balance, beginning of year 4,172$          8,058$         

Additions - foreclosures 49                  656               

Sales (1,836)          (3,653)          

Writedowns (268)              (889)             

Balance, end of year 2,117$          4,172$         

2018

Beginning of year -$            

Acquired goodwill 4,708          

Impairment -              

End of year 4,708$       
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The Company also has other intangible assets at December 31, 2018, presented in the following table: 
 

 
 
There were no intangible assets at December 31, 2017. 
 
Core deposit intangibles are amortized over their estimated useful lives, which the Company determined is ten years.  
Amortization expense of $101 and $0 at December 31, 2018 and 2017, respectively, was recognized in Other 
noninterest expense.  
 
Commercial mortgage servicing rights arise from the sale of participating interests in government guaranteed loans 
to third parties where servicing is retained by the Company.  These assets are amortized over the expected remaining 
life of the related loan. Amortization expense of $43 and $0 at December 31, 2018 and 2017, respectively, was 
recognized in Other noninterest expense related to these intangible assets.   
 
The Company’s estimated future amortization of intangible assets at December 31, 2018 is presented in the 
following table: 
 

 
 
Contractually specified servicing fees related to commercial mortgage servicing rights of $84 and $0 was recognized 
in Other noninterest income during the years ended December 31, 2018 and 2017, respectively.  The principal 
balance of loans serviced for third parties was $26,240 and $0 at December 31, 2018 and 2017, respectively.  A 
rollforward of each class of commercial mortgage servicing rights is presented as follows: 
 

Gross Carrying 

Amount

Accumulated 

Amortization

Net Carrying 

Value

Definite-lived intangible assets:

Core deposit intangibles 1,240$                        101$                 1,139$              

Commercial mortgage servicing rights 518                              43                      475                    

Total 1,758$                        144$                 1,614$              

2018

2019 290$           

2020 258             

2021 226             

2022 195             

2023 165             

Thereafter 480             

Total expected amortization 1,614$       
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The fair value of the commercial mortgage servicing rights approximated carrying value at December 31, 2018. 
 
Note 9. Deposits 
 
At December 31, 2018, the scheduled maturities of certificates of deposit were as follows: 
 

 
 
The Company had $18,393 and $25,251 in brokered deposits at December 31, 2018 and 2017, respectively.  Of 
these brokered deposits, $18,393 and $13,768 were reciprocal deposits at December 31, 2018 and 2017.   
 
Time deposits that meet or exceed the FDIC Insurance limit of $250 at December 31, 2018 and 2017 were $18,809 
and $12,196, respectively. 
 
 
  

SBA USDA

Balance as of December 31, 2017 -$                -$                

Amortization (38)                  (5)                     

Servicing rights originated 104                  137                  

Servicing rights purchased 277                  -                  

Servicing rights sold -                  -                  

Other-than-temporary impairment -                  -                  

Balance as of December 31, 2018 343$               132$               

December 31, 2018

Maturing In Amount

2019 72,866$                  

2020 37,429                     

2021 6,713                       

2022 2,079                       

2023 and thereafter 468                           

     Total 119,555$                
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Note 10. Other Borrowings 
 
The Company has the following other borrowings at December 31, 2018 and 2017: 

 
At December 31, 2017, the Company has $75,000 FHLB fixed rate advances maturing September 28, 2018 with an 
interest rate of 1.59%.  This FHLB advance was a daily rate line of credit that could be repaid at any time with no 
penalty. 
 
The Company had pledged investment securities at December 31, 2018 and 2017, totaling $40,221 and $35,459, 
respectively, as collateral for the FHLB advances.  The Company's Federal Home Loan Bank stock is also pledged 
to secure the borrowings.  In addition, the Company has pledged blanket liens on its first mortgage 1-4 family 
loans, its multifamily residential property loans, and its revolving, open-end loans secured by 1-4 family residential 
properties and extended under lines of credit. The aggregate balance of these loans totaled $29,764 and $40,355 
at December 31, 2018 and 2017, respectively.  Certain advances are subject to prepayment penalties. 
 
The Company had pledged investment securities at December 31, 2018 and 2017, totaling $7,374 and $9,045, 
respectively, as collateral for federal funds purchased.   
 
The Company executed a promissory note on December 23, 2015 for $3,548 with CSouth Financial Group, LLC 
(“CSFG”). The outstanding principal was immediately reduced to $2,850 on the date of execution due to a common 
stock for debt swap transaction also with CSFG. The individual owners of CSFG were issued 415,540 shares of 
common stock (pre-split). Interest payments were calculated based on the Prime Rate as published by the Wall 
Street Journal, and due quarterly beginning March 23, 2016, with principal installments of $285 beginning 
December 23, 2018 and to be repaid in its entirety by December 23, 2027. The Company incurred $0 and $108 in 
interest expense for the years ended December 31, 2018 and 2017.  The full balance of the note payable in the 
amount of $2,850 was paid off on November 30, 2017. 
 
On July 27, 2017, the Company issued a 9% fixed rate subordinated note payable for $500 to KR Four, LLC.  The 
subordinated note will mature on July 27, 2027 and bear a fixed rate of interest of 9% per annum, payable on May 
1 and November 1 of each year.  Beginning July 27, 2022 and thereafter, the Company may, at its option redeem 
the subordinated note due in whole or in part at a redemption price equal to 100% of the principal amount plus 
accrued and unpaid interest, subject to prior approval by the Board of Governors of the Federal Reserve System.  
The subordinated note is unsecured and is an obligation of the Company only and is not guaranteed by its 
subsidiary, CSB.  The Company incurred $45 and $19 of interest expense for the year ended December 31, 2018 
and 2017, respectively. The Company’s subordinated note payable was $500 and $500 at December 31, 2018 and 
2017, respectively.   
 
  

2018 2017

Federal Home Loan Bank advance -$                     75,000$              

Federal funds purchased -                       30,182                

Subordinated debt 500                  500                      

     Total 500$                105,682$            
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Note 11. Discontinued Operations 
 
On November 3, 2017, the Company sold the third-party origination and non-core retail mortgage origination lines 
of business to Towne Mortgage (“Towne”), an unrelated third party, for $200 of consideration plus an earn-out 
related to its future production from the portion of the business that was sold. Towne also purchased an 
immaterial amount of furniture and equipment associated with the business. The Company also sold the building 
where CSM was headquartered. This sale reflected a strategic shift that will have a major effect on the Company’s 
operations and financial results as the Company no longer intends to continue with these lines of business after 
the sale.  As of the date of the transaction, CSM began operating as a correspondent bank of Towne where the 
majority of loans originated after the transaction were fulfilled by Towne.  As a result of the sale, approximately 
75% of the employees of CSM and the business name Homeowners Mortgage Enterprises were transferred to 
Towne.  A transition services agreement was put in place for a limited time to help facilitate the transition of 
operations to Towne. 
 
The following table indicates the results of operations associated with the disposal group for the year ending 
December 31, 2017: 
 

 
 

Note 12. Income Taxes 
 
On December 22, 2017, H.R.1, commonly known as the Tax Cuts and Jobs Act (the “Act”) was signed into law. The 
Act reduced our corporate federal tax rate from 34% to 21% effective January 1, 2018.  As a result, we were 

2017

Net interest income 446$           

Noninterest income

     Income from mortgage originations 3,392         

     Other non-interest income (including gain on disposal of $272 in 2017) 325             

          Total noninterest income 3,717         

Noninterest expenses

     Salaries and employee benefits 5,051         

     Net occupancy 303             

     Furniture and equipment 156             

     Marketing and advertising 105             

     Other professional fees 403             

     Service charges on deposit accounts 11               

     Other operating 2,409         

          Total noninterest expense 8,438         

Loss before taxes (4,275)        

     Income tax benefit (1,594)        

Net loss from discontinued operations (2,681)$     
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required to remeasure, through income tax expense, our deferred tax assets and liabilities using the enacted rate 
at which we expect them to be recovered or settled. The remeasurement of our net deferred tax asset resulted 
in additional income tax expense of $5,532 for the year ended December 31, 2017. 
 
Income tax expense (benefit) for the years ended December 31, 2018 and 2017 is summarized as follows: 
 

 
 
A reconciliation between the income tax expense and the amount computed by applying the Federal statutory rate 
of 21% for the year ended December 31, 2018 and 34% for the year ended December 31, 2017 to income before 
income taxes follows: 
 

 
 
  

2018 2017

Current portion:

 Federal (42)$                   1$                       

 State                          -   -                     

(42) 1

Deferred income tax benefit (181)                   (2,023)               

Effect of federal tax law change -                                       5,532 

(181)                   3,509                 

     Total tax (benefit) expense from continuing operations (223)$                 3,510$               

     Tax benefit related to discontinued operations -$                    $             (1,594)

2018 2017

Tax at U.S. Statutory Rate (85)$                   (1,912)$             

Increase (decrease) resulting from:

     State income tax, net of federal income tax effect (79)                     (113)                   

     Life insurance (69)                     (58)                     

     Tax exempt income (55)                     (88)                     

     Equity based compensation 78                                               31 

     Effect of federal tax law change -                                       5,532 

     Other items, net (13)                     118                     

       Total tax (benefit) expense from continuing operations (223)$                 3,510$               
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The gross amounts of deferred tax assets and deferred tax liabilities at December 31, 2018 and 2017 are as follows: 
 

 
 
Deferred tax assets represent the future benefit of deductible differences and, if it is more likely than not that a 
tax asset will not be realized, a valuation allowance is required to reduce the recorded deferred tax assets to net 
realizable value.  After review of all positive and negative factors and potential tax planning strategies, as of 
December 31, 2018 and 2017, management has determined that a valuation allowance is not necessary. 
Management has determined that it is more likely than not that the remaining deferred tax asset at December 
31, 2018 will be realized, and accordingly, has not established a valuation allowance. 
 
In July 2018, the Company acquired First Citizens Financial Corporation and its wholly owned subsidiary Foothills 
Bank and recorded $1,863 in acquired deferred tax assets.  These entities incurred an ownership change within 
the meaning of Section 382 of the Internal Revenue Code.  As such, the Company’s ability to benefit from the use 
of Foothills’ pre-ownership change net operating loss carry forwards will be limited to $268 annually.  
Management only recorded a deferred tax asset for the loss carryforwards determined to be utilizable under the 
annual Section 382 limitations.   
 
At the same time in July 2018, the Company incurred an ownership change under Section 382. As a result, the 
Company’s ability to utilize loss carry forwards originating prior to the ownership change is limited to $2,084 

2018 2017

Deferred tax assets

     Origination costs and fees 86$                     122$                  

     Allowance for loan losses 679                                           880 

     Net operating loss carryforward 10,254               8,059                 

     Reserve for investment securities -                     73                       

     Depreciation 322                     270                     

     Nonaccrual loan interest 37                       18                       

     Tax credits 73                       157                     

     Accrued expenses 159                     65                       

     Stock based compensation 58                       12                       

  Purchase accounting adjustments 71                       -                     

     Unrealized losses on securities available for sale                       158 -                     

     Other real estate owned 229                     357                     

     Other 119                     82                       

       Total deferred tax asset 12,245               10,095               

Deferred tax liabilities

     Prepaid expenses (28)                     (26)                     

     Unrealized gain on securities available for sale -                                           (44)

     Other (63)                                             (5)

       Total deferred tax liabilities (91)                     (75)                     

         Net deferred tax asset 12,154$            10,020$            
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annually. The annual limitation imposed by this ownership change did not cause an additional reduction in the 
carrying value of loss carry forwards. 
 
The Company has federal net operating losses of $43,800 and $34,817 at December 31, 2018 and 2017, 
respectively.  These net operating losses expire at various times from 2028 through 2038.  The Company has $84 
of federal alternative minimum tax credit carryforwards which do not expire and are carried as a current 
receivable at December 31, 2018 since under the Tax Act they are expected to be recovered by 2022 via reduction 
of regular tax liability or refund.  The Company has state net operating losses of $28,087 and $21,010 at December 
31, 2018 and 2017, respectively. These net operating losses expire at various times from 2028 through 2038.   
 
The Company has analyzed the tax positions taken or expected to be taken in its tax returns and concluded it has 
no liability related to uncertain tax positions in accordance with applicable regulations. 
 
Tax returns for 2015 and subsequent years are subject to examination by taxing authorities.   
 
Note 13. Leases 
 
The Company has entered into a number of operating leases for properties relating to its branch banking and 
mortgage operations.  The leases have various initial terms and expire on various dates.  The lease agreements 
generally provide that the Bank is responsible for ongoing repairs and maintenance, insurance and real estate 
taxes.  The leases also provide for renewal options and certain scheduled increases in monthly lease payments. 
Rental expenses recorded under leases for the years ended December 31, 2018 and 2017 were $420 and $842, 
respectively. 
 
At December 31, 2018, minimum future lease payments under noncancelable operating leases having remaining 
terms in excess of one year are: 
 

 
 
  

2019 478$             

2020 522               

2021 326               

2022 177               

2023 140               

Thereafter 770               

  Total future minimum lease payments 2,413$         
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Note 14. Other Noninterest Expense 
 
A summary of the components of other noninterest expense is as follows for the years ended December 31: 

 
 
Note 15. Related Party Transactions 
 
Certain parties (principally certain directors and executive officers of the Company, their immediate families and 
business interests) were loan customers of and had other transactions in the normal course of business with the 
Company.  Related party loans are made on substantially the same terms, including interest rates and collateral, as 
those prevailing at the time for comparable transactions with unrelated persons and do not involve more than the 
normal risk of collectability.  Related party loans totaled $3,043 and $4,581 as of December 31, 2018 and 2017, 
respectively.  At December 31, 2018 and 2017, total deposits held by related parties were $11,275 and $7,062, 
respectively.   
 
The Company had leases with a limited liability company that is owned by certain directors of the Company.  The 
expenses associated with the leases totaled $32 and $570 for the years ended December 31, 2018 and 2017, 
respectively.  During 2018, the Company purchased the properties associated with these leases. 
 
The Company executed a promissory note on December 23, 2015 for $3,548 with CSouth Financial Group, LLC 
(“CSFG”), which is owned by certain directors of the Company. The outstanding principal was immediately reduced 
to $2,850 on the date of execution due to a common stock for debt swap transaction also with CSFG. The individual 
owners of CSFG were issued 415,540 shares of common stock. The balance of the note payable in the amount of 
$2,850 was paid off on November 30, 2017.   
 
Note 16. Commitments and Contingencies 
 
The Company is subject to claims and lawsuits which arise primarily in the ordinary course of business. 
Management is not aware of any legal proceedings which could have a material adverse effect on the financial 
position or operating results of the Company.   
 
  

2018 2017

Software amortization and maintenance 956$                    535$                    

Other loan fees 732                      549                      

Travel related expenses 369                      284                      

Board of director compensation 209                      217                      

Mortgage loan expenses 81                        196                      

Net loss on portfolio loan sales 46                        916                      

Correspondent bank charges 30                        223                      

Mortgage loans sold indemnification and repurchase expense -                           23                        

Other 1,626                  1,495                  

4,049$                4,438$                
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Note 17. Stock-Based Compensation 
 
In 2017, the stockholders of the Company approved the CoastalSouth Bancshares, Inc. 2017 Incentive Plan (“2017 
Plan”) to motivate, attract and retain the services of employees, officers, and directors.  The 2017 Plan originally 
provided 627,450 shares to be available for stock-based awards, including options, stock appreciation rights, 
restricted stock, restricted stock units, deferred stock units, or any other right or interest related to stock or cash 
granted to a participant. In 2018, the number of shares available under the plan increased to 703,950, in 
conjunction with the acquisition of FCFC.  The terms of each stock-based award is indicated in an award certificate. 
At December 31, 2018, there were 153,450 remaining shares available to be awarded under the 2017 Plan. 
 
The Company granted stock options in 2017 and 2018 which vest 25% each year on the anniversary date of the grant 
date over four years of continuous service.  The term of the options are for ten years expiring on the tenth 
anniversary of the grant date.  A summary of stock option activity for the years ended December 31, 2018 and 2017 
is below: 

 
 
108,875 and 0 options were exercisable at December 31, 2018 or 2017, respectively. 
 
The grant date fair value of stock options is determined using the Black-Scholes model.  A summary of assumptions 
used in the valuation for stock options granted during the year ended December 31, 2018 is below: 
 

 
 

  

Weighted Average Weighted Average

Number of Weighted Average Grant Date Remaining

Shares Exercise Price Fair Value Contractual Life

Outstanding at December 31, 2016 -                    -$                          -$                          -                            

Granted 382,500           13.00                        4.91                          10.00                        

Exercised -                    -                            -                            -                            

Forfeited -                    -                            -                            -                            

Outstanding at December 31, 2017 382,500           13.00$                     4.91$                        9.73                          

Granted 115,000           15.75                        5.06                          10.00                        

Exercised -                    -                            -                            -                            

Forfeited 15,000              13.00                        4.91                          9.50                          

Outstanding at December 31, 2018 482,500           13.66$                     4.95$                        8.94                          

2018 Black-

Scholes Inputs

Expected dividend yield 0.00%

Expected volatility 21.4% - 33.5%

Risk-free interest rate 2.83% - 2.94%

Expected life (in years) 6.25
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The Company also awarded restricted stock units in 2017 which vest over four years of continuous service, with 50% 
vesting on the third anniversary of the grant date and the remaining 50% vesting on the fourth anniversary of the 
grant date. A summary of restricted stock unit activity for the years ended December 31, 2018 and 2017 is below: 

 
 
Stock-based awards are recognized over the vesting period and reflected as salaries and employee benefits within 
the Consolidated Statements of Operations, which was $583 and $149 for the years ended December 31, 2018 and 
2017, respectively. 
 
Note 18. Stock Warrants 
 
In conjunction with the July 28, 2017 capital raise, the Company issued stock warrants in conjunction with the 
issuance of voting common stock and preferred stock.  At the time of the capital raise, insufficient shares of stock 
were authorized to permit classification of the warrants as equity, and $1,335 was recorded as a liability to reflect 
the fair value of warrants on July 28, 2017.  Following the authorization of the nonvoting common stock class at 
the shareholder meeting on September 22, 2017, the fair value of the warrants was reclassified to equity.  The 
warrants vested immediately upon issuance and are outstanding for five years.  Under the warrants, there are 
385,202 shares of nonvoting common stock permitted for purchase with an exercise price of $13 per share.  At 
December 31, 2017 and 2018, none of the warrants had been exercised.  At December 31, 2018, all warrants are 
considered in-the-money. 
 
Note 19. Net Loss Per Common Share 
 
Basic net loss per common share is computed by dividing net loss by the weighted-average number of common 
shares outstanding.  Diluted loss per share is computed by dividing net loss by the weighted-average number of 
common shares outstanding and dilutive common share equivalents using the treasury stock method.  Dilutive 
common share equivalents include common shares issuable upon exercise of outstanding in-the-money stock 
warrants, options and restricted stock units.  Potential common shares are not included in the denominator of the 
diluted per share computation when inclusion would be anti-dilutive.  
         

Weighted Average

Number of Grant Date

Shares Fair Value

Outstanding at December 31, 2016 -                    -$                          

Granted 68,000              13.00                        

Delivered -                    -                            

Forfeited -                    -                            

Outstanding at December 31, 2017 68,000              13.00$                     

Granted -                    -                            

Delivered -                    -                            

Forfeited -                    -                            

Outstanding at December 31, 2018 68,000              13.00$                     
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Note 20. Regulatory Matters 
 
CSB is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to 
meet minimum capital requirements can initiate certain mandatory, and possibly additional discretionary actions 
by regulators that, if undertaken, could have a direct adverse material effect on the Company's financial 
statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, CSB 
must meet specific capital guidelines that involve quantitative measures of the CSB’s assets, liabilities, and certain 
off-balance-sheet items as calculated under regulatory accounting practices. The CSB’s capital amounts and 
classifications are also subject to qualitative judgments by the regulators about components, risk weightings, and 
other factors.   
 
Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain 
minimum ratios (set forth in the table below) of Tier 1, Common Equity Tier 1 (CET1), and total capital as a 
percentage of assets and off-balance-sheet exposures, adjusted for risk-weights ranging from 0% to 150%.  Tier 1 
capital of the CSB consists of common stockholders’ equity, excluding the unrealized gain or loss on securities 
available-for-sale, minus certain intangible assets, while CET1 is comprised of Tier 1 capital, adjusted for certain 
regulatory deductions and limitations.  Tier 2 capital consists of the allowance for loan losses subject to certain 
limitations. Total capital for purposes of computing the capital ratios consists of the sum of Tier 1 and Tier 2 capital. 
 
CSB is also required to maintain capital at a minimum level based on total assets, which is known as the leverage 
ratio. Only the strongest banks are allowed to maintain capital at the minimum requirement of 3%. All  
others are subject to maintaining ratios 1% to 2% above the minimum. 
 
Effective March 31, 2015, quantitative measures established by applicable regulatory standards, including the  
newly implemented Basel III revised capital adequacy standards and relevant provisions of the Dodd-Frank Wall 
Street Reform and Consumer Protection Act (“Dodd Frank Act”), require CSB to maintain (i) a minimum ratio of 

2018 2017

Net loss per share - basic computation:

Net loss available to common stockholders (181)$              (11,813)$        

Average common shares outstanding - basic 6,022,589      3,290,473      

Basic net loss per share (0.03)$             (3.59)$             

Diluted net loss per share computation:

Net loss available to common stockholders (181)$              (11,813)$        

Average common shares outstanding - basic 6,022,589      3,290,473      

Incremental shares from assumed conversions

   Restricted stock units 13,182            366                  

   Stock warrants 33,992            -                   

Average common shares outstanding - diluted 6,069,763      3,290,839      

Diluted net loss per share (0.03)$             (3.59)$             
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Tier 1 capital to average total assets, after certain adjustments, of 4.00%, (ii) a minimum ratio of Tier 1 capital to 
risk-weighted assets of 6.00%, (iii) a minimum ratio of total-capital to risk-weighted assets of 8.00% and (iv) a 
minimum ratio of CET1 to risk-weighted assets of 4.50%. A “well-capitalized” institution must generally maintain 
capital ratios 2% higher than the minimum guidelines. 

In order to avoid restrictions on capital distributions or discretionary bonus payments to executives, CSB will also 
be required to maintain a “capital conservation buffer” in addition to its minimum risk-based capital requirements. 
This buffer will be required to consist solely of CET1, but the buffer will apply to all three risk-based measurements 
(CET1, Tier 1 and total capital). The capital conservation buffer will be phased in incrementally over time, 
beginning January 1, 2016 at 0.625% and becoming fully effective on January 1, 2019, and will ultimately consist 
of an additional amount of Tier 1 capital equal to 2.5% of risk-weighted assets. The capital conservation buffer in 
effect for the year ended December 31, 2018 was 3.75%. 

The following table summarizes the capital amounts and ratios of the CSB and the regulatory minimum requirements 
at December 31, 2018 and 2017. 
 

 

 

Note 21. Lines of Credit 

As of December 31, 2018, and 2017, the Company had unused lines of credit to purchase federal funds from 
unrelated banks totaling $42,500 and $6,000, respectively, a portion of which is secured by investment securities. 
These lines of credit are available on a one-day basis for general corporate purposes. As of December 31, 2018, 
and 2017, the Company had $0 outstanding at both dates.   
 
CSB had the ability to borrow an additional $62,150 and $6,653 at year-end 2018 and 2017, respectively, from the 
Federal Home Loan Bank (“FHLB”) secured by a blanket lien on one-to-four family first mortgage loans, multifamily 
residential loans, and revolving, open-end loans, marketable securities or cash.  FHLB has approved borrowings 
up to 20% of CSB's total assets less advances outstanding. The borrowings are available by pledging collateral and 

December 31, 2018 Amount Ratio Amount Ratio Amount Ratio

CoastalStates Bank

     Total capital (to risk-weighted assets) 54,417$   11.75% 37,053$   8.00% 46,316$         10.00%

     Tier 1 capital (to risk-weighted assets) 51,498     11.12% 27,790     6.00% 37,053           8.00%

     Tier 1 capital (to average assets) 51,498     9.32% 22,093     4.00% 27,617           5.00%

     Common Equity Tier 1 Capital

          (to risk weighted-assets) 51,498     11.12% 20,842     4.50% 30,106           6.50%

December 31, 2017

CoastalStates Bank

     Total capital (to risk-weighted assets) 47,487$   14.58% 26,060$   8.00% 32,576$         10.00%

     Tier 1 capital (to risk-weighted assets) 43,572     13.38% 19,545     6.00% 26,060           8.00%

     Tier 1 capital (to average assets) 43,572     10.38% 16,796     4.00% 20,995           5.00%

     Common Equity Tier 1 Capital

          (to risk weighted-assets) 43,572     13.38% 14,659     4.50% 21,174           6.50%

Actual

For Capital

Adequacy Purposes

To Be Well-

Capitalized Under Promp

 Corrective Action Provisions
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purchasing additional stock in the FHLB. All of the lines discussed above can be revoked at the lender’s discretion. 
 
Note 22. Stockholders’ Equity 
 
Preferred Stock – Series A & Series B - In December 2009, the Company issued to the United States Department 
of the Treasury (“Treasury”) 16,015 shares of its newly designated Series A Preferred shares, liquidation 
preference $1,000 per share, and a warrant to purchase approximately 480 shares of the Company’s newly 
designated Series B Preferred shares, liquidation preference $1,000 per share, for $16,015 pursuant to the Capital 
Purchase Program (“Capital Purchase Program”), implemented as part of the Emergency Economic Stabilization 
Act’s (“EESA”) Troubled Asset Relief Program (“TARP”). Treasury immediately exercised the warrant for nominal 
consideration, resulting in the Company issuing to the Treasury the 480 shares of the Series B Preferred shares 
underlying the warrant.  
 
On February 28, 2013, the Treasury auctioned 16,015 Series A and 480 Series B Preferred shares, with the sale of 
the Series A and Series B Preferred Stock having settled on March 11, 2013 to the private investors.  
 
On July 28, 2017, the Company redeemed 16,015 shares of Series A and 480 shares of Series B preferred stock for 
$16,015 and $480, respectively, and paid $8,011 in accrued dividends to preferred shareholders. Under the terms 
of the Series A Preferred shares, the Company was obligated to pay a 5% per annum cumulative dividend on the 
liquidation preference of the preferred shares until December 29, 2014 and thereafter at a rate of 9% per annum. 
The terms of the Series B Preferred shares were identical to those for the Series A Preferred shares except that (i) 
the dividend rate on the Series B is fixed at 9% per annum and does not adjust in the future and (ii) the Series B 
Preferred shares may not be redeemed unless all of the Series A Preferred shares have been redeemed.   
 
Preferred Stock – Series D – On July 28, 2017, the Company issued 14,494.82 shares of $1.00 par value Series D 
Preferred shares at $1,300 per share, resulting in gross proceeds of $18,843.  The Series D Preferred shares were 
mandatorily convertible to nonvoting common stock.  On September 22, 2017, the Series D Preferred shares were 
converted to 1,449,482 shares of $1.00 par value nonvoting common stock. 
 
Voting Common Stock – On July 28, 2017, the Company issued 32,455,416 shares of voting common stock and 
sold 333,334 shares of treasury stock at $1.30 per share, resulting in gross proceeds of $43,125.  On September 
22, 2017, the Company performed a 10-for-1 reverse stock split for $1.00 par voting common stock.  Following 
the reverse stock split, and at December 31, 2017, there were 4,254,714 shares outstanding. 
 
On July 17, 2018, the Company acquired First Citizens Financial Corporation and issued 695,888 shares of voting 
common stock at $15.75 per share, resulting in gross proceeds of $10,960.  Following the issuance of these shares, 
and at December 31, 2018, there are 4,950,602 shares of $1.00 par value voting common stock outstanding. 
 
Nonvoting Common Stock – On August 28, 2017, the stockholders of the Company authorized 10,000,000 shares 
of nonvoting common stock.  On September 22, 2017, the Series D Preferred shares were converted to 1,449,482 
shares of $1.00 par value nonvoting common stock. 
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Treasury Stock – On July 27, 2017, the Company repurchased 333,334 shares of common stock for $1.50 per 
share.  On July 28, 2017, these shares were reissued as common stock for $1.30 per share.  The resulting difference 
in share price was recorded as an adjustment to retained earnings of $67. 
 
Dividends – The ability of the Company to pay cash dividends to stockholders is dependent upon receiving cash 
in the form of dividends from its banking subsidiary.  However, certain restrictions exist regarding the ability of 
the subsidiary to transfer funds in the form of cash dividends to the Company. South Carolina banking regulators 
restrict the amount of dividends that can be paid to stockholders. All of CSB’s dividends to the Company are 
payable only from the undivided profits of CSB. At December 31, 2018, CSB had an accumulated deficit of $25,908.  
 
As a State chartered bank under South Carolina law, the Bank is authorized to pay cash dividends up to 100% of 
net income in any calendar year without obtaining the prior approval of the South Carolina State Board of Financial 
Institutions ("State Board") or the Commissioner of Banking provided that the Bank received a composite rating 
of one or two at the last examination conducted by the State or Federal regulatory authority. Otherwise, the Bank 
must file an income and expense report and obtain the specific approval of the State Board.  Under Federal 
Reserve Board regulations, the amount of loans or advances from the banking subsidiary to the parent company 
are also restricted.   
  
Note 23. Financial Instruments with Off-Balance-Sheet Risk 
 
The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business to 
meet the financing needs of its customers. These financial instruments consist of commitments to extend credit 
and standby letters of credit.  Commitments to extend credit are agreements to lend to a customer as long as 
there is no violation of any condition established in the contract.  Commitments generally have fixed expiration 
dates or other termination clauses and may require payment of a fee.  A commitment involves, to varying degrees, 
elements of credit and interest rate risk in excess of the amount recognized in the balance sheet.  The Company’s 
exposure to credit loss in the event of nonperformance by the other party to the instrument is represented by the 
contractual notional amount of the instrument. Since certain commitments are expected to expire without being 
drawn upon, the total commitment amounts do not necessarily represent future cash requirements.  The 
Company uses the same credit policies in making commitments to extend credit as it does for on-balance-sheet 
instruments. Letters of credit are conditional commitments issued to guarantee a customer’s performance to a 
third party and have essentially the same credit risk as other lending facilities.  Collateral held for commitments 
to extend credit and letters of credit varies but may include accounts receivable, inventory, property, plant, 
equipment and income-producing commercial properties. 
 
The following table summarizes the Bank’s off-balance-sheet financial instruments at December 31, 2018 and 
2017 whose contract amounts represent credit risk: 
 

  

2018 2017

Commitments to extend credit 81,322$          46,488$          

Letters of credit 753 646

     Total 82,075$          47,134$          
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Note 24. Fair Value of Financial Instruments 
 
US GAAP provides a framework for measuring and disclosing fair value which requires disclosures about the fair 
value of assets and liabilities recognized in the balance sheet, whether the measurements are made on a recurring 
basis (for example, available for sale investment securities) or on a nonrecurring basis (for example, impaired 
loans). 
 
Fair value is defined as the exchange in price that would be received for an asset or paid to transfer a liability (an 
exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between 
market participants on the measurement date.  US GAAP also establishes a fair value hierarchy, which requires an 
entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair 
value. 
 
The Company utilizes fair value measurements to record fair value adjustments to certain assets and to determine 
fair value disclosures. Securities available for sale are recorded at fair value on a recurring basis. Additionally, from 
time to time, the Company may be required to record at fair value other assets on a nonrecurring basis, such as 
loans held for sale, loans held for investment and certain other assets. These nonrecurring fair value adjustments 
typically involve application of lower of cost or market accounting or write-downs of individual assets.   
 
Fair Value Hierarchy 

The Company groups assets and liabilities at fair value in three levels, based on the markets in which the assets and 

liabilities are traded and the reliability of the assumptions used to determine the fair value.  These levels are: 

 
Level 1 Valuation is based upon quoted prices for identical instruments traded in active markets. 

Level 2 Valuation is based upon quoted prices for similar instruments in active markets, quoted prices for 
identical or similar instruments in markets that are not active, and model-based valuation techniques 
for which all significant assumptions are observable in the market. 

Level 3 Valuation is generated from model-based techniques that use at least one significant assumption not 
observable in the market.  These unobservable assumptions reflect estimates of assumptions that 
market participants would use in pricing the asset or liability.  Valuation techniques include the use of 
option pricing models, discounted cash flow models and similar techniques. 

 
Following is a description of valuation methodologies used for assets and liabilities recorded at fair value. 
 
Investment Securities Available for Sale - Investment securities available for sale are recorded at fair value on a 
recurring basis. Fair value measurement is based upon quoted prices, if available.  If quoted prices are not available, 
fair values are measured using independent pricing models or other model-based valuation techniques such as the 
present value of future cash flows, adjusted for the security's credit rating, prepayment assumptions and other factors 
such as credit loss assumptions.  Level 1 securities include those traded on an active exchange such as the New York 
Stock Exchange, Treasury securities that are traded by dealers or brokers in active over-the counter markets and money 
market funds.  Level 2 securities include mortgage backed securities issued by government sponsored entities, 
municipal bonds and corporate debt securities.  Securities classified as Level 3 include asset-backed securities in less 
liquid markets. 
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Equity Securities - Equity securities are recorded at fair value on a recurring basis.  Fair value measurement is based 
upon quoted prices. 
 
Loans Held for Sale - Loans held for sale are comprised of loans originated for sale in the ordinary course of business. 
The fair value of loans originated for sale in the secondary market is based on purchase commitments or quoted prices 
for the same or similar loans and are classified as recurring Level 2. 
 
Impaired Loans - The Company does not record loans at fair value on a recurring basis, however, from time to time, a 
loan is considered impaired and an allowance for loan loss is established. Loans for which it is probable that payment 
of interest and principal will not be made in accordance with the contractual terms of the loan are considered impaired.  
Once a loan is identified as individually impaired, management measures impairment. The fair value of impaired loans 
is estimated using one of several methods, including the collateral value, market value of similar debt, enterprise value, 
liquidation value and discounted cash flows.  Those impaired loans not requiring a specific allowance represents loans 
for which the fair value of expected repayments or collateral exceed the recorded investment in such loans.  At 
December 31, 2018 and 2017, substantially all of the impaired loans were evaluated based upon the fair value of the 
collateral. Impaired loans where an allowance is established based on the fair value of collateral require classification 
in the fair value hierarchy. When the fair value of the collateral is based on an observable market price or a current 
appraised value, the Company records the loan as nonrecurring Level 2.  When an appraised value is not available or 
management determines the fair value of the collateral is further impaired below the appraised value and there is no 
observable market price, the Company records the loan as nonrecurring Level 3.   
 
Other Real Estate Owned - Foreclosed assets are adjusted to fair value upon transfer of the loans to other real 
estate owned.  Real estate acquired in settlement of loans is recorded initially at estimated fair value of the 
property less estimated selling costs at the date of foreclosure.  The initial recorded value may be subsequently 
reduced by additional allowances, which are charges to earnings if the estimated fair value of the property less 
estimated selling costs declines below the initial recorded value.  Fair value is based upon independent market 
prices, appraised values of the collateral or management's estimation of the value of the collateral.   
 
The table below presents the balances of assets and liabilities measured at fair value on a recurring basis by level 
within the hierarchy at December 31, 2018 and 2017. 
 

 
 

 

 

Total Level 1 Level 2 Level 3

Mortgage backed securities 43,403$  -$             43,403$  -$             

Government-sponsored agencies 3,504      -               3,504      -               

Obligations of corporations 3,998      -               3,498      500          

Municipal obligations 8,965      -               8,965      -               

Equity securities 147          147          -               -               

          Total 60,017$  147$        59,370$  500$        

December 31, 2018
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The changes in Level 3 assets and liabilities measured at fair value on a recurring basis are summarized as follows: 
 

 
 
Certain assets and liabilities are measured at fair value on a nonrecurring basis; that is, the instruments are not 
measured at fair value on an ongoing basis but are subject to fair value adjustments in certain circumstances (for 
example, when there is evidence of impairment). The following table presents the assets and liabilities carried on the 
balance sheet by caption and by level within the valuation hierarchy (as described above) for which a nonrecurring 
change in fair value has been recorded during the years ended December 31, 2018 and 2017. 
 

Total Level 1 Level 2 Level 3

Mortgage backed securities 40,811$  -$             40,811$  -$             

Government-sponsored agencies 4,350      -               4,350      -               

Obligations of corporations 500          -               -               500          

Municipal obligations 9,125      -               9,125      -               

Residential mortgage LHFS 2,205      -               2,205      -               

          Total 56,991$  -$             56,491$  500$        

December 31, 2017

Obligations of

Corporations

Balance at December 31, 2016 500$                  

Total net gains (losses) included in:

     Net income (loss) -                          

     Other comprehensive income -                          

Purchases, sales, issuances and settlements, net -                          

Transfers into/out of Level 3 -                          

Balance at December 31, 2017 500                    

Total net gains (losses) included in:

     Net income (loss) -                          

     Other comprehensive income -                          

Purchases, sales, issuances and settlements, net -                          

Transfers into/out of Level 3 -                          

Balance at December 31, 2018 500$                  
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There were no liabilities measured at fair value on a nonrecurring basis at December 31, 2018 and 2017. 

The following tables provide information describing the unobservable inputs used in Level 3 fair value measurements 
at December 31, 2018 and 2017:  
 

 

Total Level 1 Level 2 Level 3

Other real estate owned 933$            -$                 -$                 933$            

Impaired loans, net 6,645          6,645          

               Total 7,578$        -$                 -$                 7,578$        

December 31, 2018

Total Level 1 Level 2 Level 3

Other real estate owned 3,377$        -$                 -$                 3,377$        

Impaired loans, net 6,975          7,900          

               Total 10,352$      -$                 -$                 11,277$      

December 31, 2017

December 31, 2018

Financial Instrument

Net Carrying 

Value Valuation Technique Unobservable Input

Range of 

Inputs

Other real estate owned 933$            Third party appraisal or broker's 

price opinion

Management discount for 

costs to sell

0% -10%

Impaired loans, net 6,645$         Non-collateral dependent -  

Discounted cash flow analysis

Discount rate 3.32% - 

3.75%

Collateral dependent - Third party 

appraisal or broker's price 

opinion

Management discount for 

costs to sell

0% -10%
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Fair Value of Financial Instruments 
 
The following table includes the estimated fair value of the Company’s financial assets and financial liabilities.  The 
methodologies for estimating the fair value of financial assets and financial liabilities measured on a recurring and 
nonrecurring basis are discussed above.  The methodologies for estimating the fair value for other financial assets 
and financial liabilities are discussed below.  The estimated fair value amounts have been determined by the 
Company using available market information and appropriate valuation methodologies.  However, considerable 
judgement is required to interpret market data in order to develop the estimates of fair value.  Accordingly, the 
estimates presented below are not necessarily indicative of the amounts the Company could realize in a current 
market exchange.  The use of different market assumptions and/or estimation techniques may have a material effect 
on the estimated fair value amounts at December 31, 2018.   
 

 
 
Cash and cash equivalents 
The carrying amount approximates fair value for these instruments.   
 
  

December 31, 2017

Financial Instrument

Net Carrying 

Value Valuation Technique Unobservable Input

Range of 

Inputs

Other real estate owned 3,377$         Third party appraisal or broker's 

price opinion

Management discount for 

costs to sell

0% -10%

Impaired loans, net 6,975$         Non-collateral dependent -  

Discounted cash flow analysis

Discount rate 3.25% - 

10.00%

Collateral dependent - Third party 

appraisal or broker's price 

opinion

Management discount for 

costs to sell

0% -10%

Carrying Fair Carrying Fair

Value Value Value Value

Cash and cash equivalents 67,696$    67,696$    145,800$ 145,800$    

Securities available-for-sale 59,870      59,870      54,786      54,786         

Loans held for sale 32,641      32,641      36,333      36,333         

Loans held for investment, net 373,827    363,193    261,906    260,365      

Non-marketable equity securities 768            768            3,686        3,686           

Deposits 513,326    455,383    367,199    344,817      

Other borrowings 500            500            105,682    105,682      

2018 2017
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Securities available-for-sale 
The fair value of investment securities are generally determined using widely accepted valuation techniques 
including matrix pricing and broker-quote-based applications.   
 
Loans held for sale 
Loans held for sale are carried at the lower of cost or fair value.  These loans currently consist of on-to-four family 
residential real estate loans originated for sale to qualified third parties.  Fair value is based upon the contractual 
price to be received from these third parties, which may be different than cost.   
 
Loans held for investment 
Fair values are estimated for portfolios of loans with similar financial characteristics if collateral-dependent.  Loans 
are segregated by type.  The fair value of performing loans is calculated by discounting scheduled cash flows through 
the estimated maturity using estimated market discount rates that reflect observable market information 
incorporating the credit, liquidity, yield and other risks inherent in the loan.  The estimate of maturity is based upon 
the Company’s historical experience with repayments for each loan classification, modified, as required, by an 
estimate of the effect of the current economic and lending conditions.  Fair value for significant non-performing 
loans is generally based upon recent external appraisals.  If appraisals are not available, estimated cash flows are 
discounted using a rate commensurate with the risk associated with the estimated cash flows.  Assumptions 
regarding credit risk, cash flows and discounted rates are judgmentally determined using available market 
information and specific borrower information.   
 
Non-marketable equity securities 
Non-marketable equity securities are carried at original cost basis, as cost approximates fair value and there is no 
ready market for such investments.   
 
Deposits 
The fair value of deposits with no stated maturity date, such as noninterest-bearing demand deposits, savings and 
money market and checking accounts, is based on the discounted value of estimated cash flows.  The fair value of 
time deposits is based upon the discounted value of contractual cash flows.  The discount rate is estimated using the 
rates currently offered for deposits of similar remaining maturities.   
 
Other borrowings 
The fair value of the Company’s FHLB advances is estimated based upon the discounted value of contractual cash 
flows.  The fair value of investment securities sold under agreements to repurchase approximates the carrying 
amount because of the short maturity of these borrowings.  The discount rate is estimated using rates quoted for 
the same or similar issues or the current rates offered to the Company for debt of the same remaining maturities.   
 
Note 26. Revenue Recognition 
 
The Company adopted ASC 606, Revenue from Contracts with Customers, on January 1, 2018.  The Company’s 
sources of revenue are generated from both interest and noninterest revenue streams.  According to the standard, 
revenue streams generated by fees and interest from financial instruments, investments, and transfers and servicing 
of these assets are excluded from the scope of the standard. 
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The Company has certain revenue streams within the scope of ASC 606 contained within Noninterest income.  The 
Company’s contracts with customers generally do not contain terms that require significant judgement to determine 
the amount of revenue to recognize.  The table below presents the revenue streams within the scope of the standard 
and is followed by a description of each Noninterest income revenue stream. 
 

 
 
Income from mortgage originations 
The Company earns mortgage production income which is comprised primarily of activity related to the sale of 
consumer mortgage loans as well as loan origination fees such as closing charges, document review fees, application 
fees, other loan origination fees, and loan processing fees.   
 
Gain on sale of government guaranteed loans 
The Company records a gain from the sale of government guaranteed loans to third parties at the time the transfer 
is complete.  The gain on sale is recognized as a result of the recognition of mortgage servicing rights and premiums 
paid by the buyer for the purchase of the loan. 
 
Service charges on deposit accounts 
The Company earns fees from its deposit customers for transaction-based, account maintenance, and overdraft 
services.  Transaction-based fees, which include services such as ATM use fees and stop payment charges, are 
recognized at the time the transaction is executed as that is the point in time the Company fulfills the customer’s 
request.  Account maintenance fees, which relate primarily to monthly maintenance, are earned over the course of 
a month, representing the period over which the Company satisfies the performance obligation.  Overdraft fees are 
recognized at the point in time that the overdraft occurs.  Service charges are withdrawn from the customer’s 
account balance.   
 
Interchange income and card fees 
The Company earns interchange fees from debit cardholder transactions conducted through a payment network.  
Interchange fees from cardholder transactions represent a percentage of the underlying transaction value and are 
earned daily.   
 
Bank-owned life insurance 
The Company’s income from bank-owned life insurance primarily represents changes in the cash surrender value of 
such life insurance policies held on certain key employees, for which the Company is the owner and beneficiary.  

Within Scope Out of Scope Total

Noninterest income

     Income from mortgage originations -$                        1,287$                   1,287$                   

     Gain on sale of government guaranteed loans -                          1,222                      1,222                      

     Service charges on deposit accounts 705                         -                          705                         

     Interchange income and card fees 668                         -                          668                         

     Bank-owned life insurance -                          345                         345                         

     Other noninterest income 74                            484                         558                         

          Total noninterest income 1,447$                   3,338$                   4,785$                   

December 31, 2018
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Revenue is recognized in each period based on the change in cash surrender value during the period.   
 
Other noninterest income 
Other noninterest income consists primarily of loan fees, which are out of the scope of ASC Topic 606.  The items 
within scope of the standard primarily relate to contracts with third parties for miscellaneous referral or broker 
income.  
 
Note 27. Subsequent Events 
 
Subsequent events are events or transactions that occur after the balance sheet date but before financial 
statements are issued. Recognized subsequent events are events or transactions that provide additional evidence 
about conditions that existed at the date of the balance sheet, including the estimates inherent in the process of 
preparing financial statements.  Nonrecognized subsequent events are events that provide evidence about 
conditions that did not exist at the date of the balance sheet but arose after that date.  
 
No subsequent events were noted through March 27, 2019. 
 


