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Independent Auditor’s Report 

Board of Directors 
South Atlantic Bancshares, Inc. 

Report on the Audit of the Financial Statements 

Opinion 

We have audited the consolidated financial statements of South Atlantic Bancshares, Inc. (the “Company”), which comprise 
the consolidated balance sheets as of December 31, 2024 and 2023, the related consolidated statements of income, 
comprehensive income, changes in shareholders' equity, and cash flows for the years then ended, and the related notes to 
the consolidated financial statements (collectively, the “financial statements”). 

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position of the 
Company as of December 31, 2024 and 2023, 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. 

We have also audited, in accordance with auditing standards generally accepted in the United States of America (GAAS), the 
Company’s internal control over financial reporting as of December 31, 2024, based on criteria established in Internal 
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission in 
2013, and our report dated March 10, 2025 expressed an unmodified opinion on the effectiveness of the Company’s 
internal control over financial reporting. 

Basis for Opinion 

We conducted our audits in accordance with GAAS. Our responsibilities under those standards are further described in the 
"Auditor’s Responsibilities for the Audit of the Financial Statements" section of our report. We are required to be 
independent of the Company and to meet our other ethical responsibilities, in accordance with the relevant ethical 
requirements relating to our audits. We believe that the audit evidence we have obtained is sufficient and appropriate to 
provide a basis for our audit opinion. 

Responsibilities of Management for the Financial Statements 

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

In preparing the financial statements, management is required to evaluate whether there are conditions or events, 
considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a going concern within 
one year after the date that the financial statements are issued (or within one year after the date that the financial 
statements are available to be issued when applicable). 



Auditor’s Responsibilities for the Audit of the Financial Statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from 
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. 
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee that an 
audit conducted in accordance with GAAS will always detect a material misstatement when it exists. The risk of not 
detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve 
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are 
considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence the 
judgment made by a reasonable user based on the financial statements. 

In performing an audit in accordance with GAAS, we: 

 Exercise professional judgment and maintain professional skepticism throughout the audit. 

 Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, and 
design and perform audit procedures responsive to those risks. Such procedures include examining, on a test basis, 
evidence regarding the amounts and disclosures in the financial statements. 

 Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are 
appropriate in the circumstances. 

 Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as well as evaluate the overall presentation of the financial statements. 

 Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise substantial 
doubt about the Company’s ability to continue as a going concern for a reasonable period of time. 

We are required to communicate with those charged with governance regarding, among other matters, the planned scope 
and timing of the audit, significant audit findings, and certain internal control-related matters that we identified during the 
audit. 

Other Information 

Management is responsible for the other information included in the Annual Report. The other information comprises the 
information included in the Annual Report but does not include the financial statements and our auditor's report thereon. 
Our opinion on the financial statements does not cover the other information, and we do not express an opinion or any 
form of assurance thereon. 

In connection with our audit of the financial statements, our responsibility is to read the other information and consider 
whether a material inconsistency exists between the other information and the financial statements, or the other 
information otherwise appears to be materially misstated. If, based on the work performed, we conclude that an 
uncorrected material misstatement of the other information exists, we are required to describe it in our report. 

Charleston, South Carolina 
March 10, 2025 
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  Accumulated  
  other  

Common Stock   Capital   Retained   comprehensive   Treasury  
 Shares   Amount   surplus   earnings    income (loss)   stock   Total 

Balance, December 31, 2022  7,596,198  7,596,198  71,581,401  39,445,798  (27,815,211)  (269,713)  90,538,473 

Net income –  –  –  10,018,682  –  –  10,018,682 

Other comprehensive income, 
 net of tax expense of $989,498  –  –  –  –  3,080,259  –  3,080,259 

Payment of dividends –  –  –  (753,607)  –  –  (753,607) 

Proceeds from exercise of 9,656  9,656  75,126  –  –  –  84,782 
     stock options 

Purchase of treasury stock –  –  –  –  –  (510,439)  (510,439) 

Stock and warrant 
 compensation expense –  –  158,270  –  –  –  158,270 

Contribution of treasury stock 
     to KSOP plan –  –  (122,700)  –  –  460,200  337,500 

Balance, December 31, 2023  7,605,854 $ 7,605,854 $ 71,692,097 $ 48,710,873 $ (24,734,952) $ (319,952) $ 102,953,920 

Net income -  -  -  10,055,392  -  -  10,055,392 

Other comprehensive income, 
 net of tax expense of $780,085  -  -  -  -  1,750,062  -  1,750,062 

Payment of dividends -  -  -  (757,360)  -  -  (757,360) 

Proceeds from exercise of 969  969  9,990  -  -  -  10,959 
     stock options 

Retirement of common stock  (35,000)  (35,000)  -  -  -  423,750  388,750 

Purchase of treasury stock -  -  -  -  -  (425,776)  (425,776) 

Stock and warrant 
 compensation expense -  -  193,063  -  -  -  193,063 

Contribution of treasury stock 
     to KSOP plan -  -  (400,000)  -  -  -  (400,000) 

Balance, December 31, 2024  7,571,823 $ 7,571,823 $ 71,495,150 $ 58,008,905 $ (22,984,890) $ (321,978) $ 113,769,010 
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Note 1. Summary of Significant Accounting Policies 

Organization:

South Atlantic Bancshares, Inc. was incorporated to serve as a bank holding company for its subsidiary, South 
Atlantic Bank (the “Bank”, together referred to as the “Company”). The Bank commenced business on November 
28, 2007. The principal business activity of the Bank is to provide banking services to domestic markets, principally 
in Horry, Georgetown, Charleston, and Beaufort counties, South Carolina. The Bank is a state-chartered 
commercial bank, and its deposits are insured by the Federal Deposit Insurance Corporation. The consolidated 
financial statements include the accounts of the parent company and its wholly-owned subsidiary after 
elimination of all significant intercompany balances and transactions.  The Company operates as one business 
segment. 

Management's estimates: 

The preparation of consolidated financial statements in conformity with accounting principles generally accepted 
in the United States of America (GAAP) requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the dates of the 
balance sheets and the statements of income for the periods covered. Actual results could differ from those 
estimates. 

Material estimates that are particularly susceptible to significant change relate to the determination of the 
allowance for credit losses, including valuation allowances for individually evaluated loans, business combination 
accounting, including valuation of goodwill and core deposit intangibles, the valuation of investment securities, 
and the valuation of real estate acquired in connection with foreclosures or in satisfaction of loans. In connection 
with the determination allowances for credit losses on loans and foreclosed real estate, management obtains 
independent appraisals for significant properties. Management must also make estimates in determining the 
estimated useful lives and methods for depreciating premises and equipment. 

While management uses available information to recognize losses on loans, future additions to the allowance may 
be necessary based on forecasted changes in macroeconomic conditions. In addition, regulatory agencies, as an 
integral part of their examination process, periodically review the Bank’s allowances for credit losses on loans. 
Such agencies may require the Bank to recognize additions to the allowances based on their judgments about 
information available to them at the time of their examination. Because of these factors, it is reasonably possible 
that the allowances for credit losses may change materially in the near term. 

Concentrations of credit risk: 

Financial instruments, which potentially subject the Company to concentrations of credit risk, consist principally 
of loans receivable, investment securities, federal funds sold and amounts due from banks. 

The Company makes loans to individuals and small businesses for various personal and commercial purposes 
primarily in Horry, Georgetown, Charleston, and Beaufort counties in South Carolina. Additionally, management 
is not aware of any concentrations of loans to classes of borrowers or industries that would be similarly affected 
by economic conditions. 
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Concentrations of credit risk (continued): 

In addition to monitoring potential concentrations of loans to particular borrowers or groups of borrowers, 
industries and geographic regions, management monitors exposure to credit risk from concentrations of lending 
products and practices such as loans that subject borrowers to substantial payment increases (e.g. principal 
deferral periods, loans with initial interest-only periods, etc.) and loans with high loan-to-value ratios. 
Management has determined that there is no concentration of credit risk associated with its lending policies or 
practices. Additionally, there are industry practices that could subject the Company to increased credit risk should 
economic conditions change over the course of a loan’s life. However, to offset this risk, the Company makes 
variable rate loans and fixed rate principal-amortizing loans with maturities prior to the loan being fully amortized 
(i.e. balloon payment loans usually five to seven years). These loans are underwritten and monitored to manage 
the associated risks. Therefore, management believes that these particular practices do not subject the Company 
to unusual credit risk.  

The Company’s investment portfolio consists principally of obligations of the United States, its agencies or its 
corporations and general obligation municipals. In the opinion of management, there is no concentration of credit 
risk in its investment portfolio. The Company places its deposits and correspondent accounts with and sells its 
federal funds to high quality institutions. Management believes credit risk associated with correspondent 
accounts is not significant. 

Cash and cash equivalents: 

Cash and cash equivalents consist of cash and due from banks and interest-bearing cash with banks. Cash and 
cash equivalents have maturities of three months or less. Accordingly, the carrying amount of such instruments is 
considered a reasonable estimate of fair value. The Company is not subject to any cash reserve balances. 

Securities available-for-sale:

Securities available-for-sale are carried at amortized cost and adjusted to estimated market value by recognizing 
the aggregate unrealized gains and losses in a valuation account. Aggregate market valuation adjustments are 
recorded in shareholders’ equity net of deferred income taxes. Unrealized losses on securities due to credit loss 
factors are recognized when it is determined that present value of cash flows expected to be collected is less than 
the amortized cost basis of the securities.  

Interest income includes amortization of purchase premium or discount. Premiums and discounts on securities 
are amortized on the level‐yield method without anticipating prepayments, except for mortgage‐backed securities 
where prepayments are anticipated. Gains and losses on sale are recorded on the trade date and determined 
using the specific identification method. 
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Securities available-for-sale (continued): 

For available for sale securities, management evaluates all investments in an unrealized loss position on a 
quarterly basis, and more frequently when economic or market conditions warrant such evaluation. If the 
Company has the intent to sell the security or it is more likely than not that the Company will be required to sell 
the security, the security is written down to fair value and the entire loss is recorded in earnings. If either of the 
above criteria is not met, the Company evaluates whether the decline in fair value is the result of credit losses or 
other factors. In making the assessment, the Company may consider various factors including the extent to which 
fair value is less than amortized cost, performance on any underlying collateral, downgrades in the ratings of the 
security by a rating agency, the failure of the issuer to make scheduled interest or principal payments and adverse 
conditions specifically related to the security. If the assessment indicates that a credit loss exists, the present value 
of cash flows expected to be collected are compared to the amortized cost basis of the security and any excess is 
recorded as an allowance for credit loss, limited by the amount that the fair value is less than the amortized cost 
basis. Any amount of unrealized loss that has not been recorded through an allowance for credit loss is recognized 
in other comprehensive income. Changes in the allowance for credit loss are recorded as provision for (or reversal 
of) credit loss expense. Losses are charged against the allowance for credit loss when management believes an  
available for sale security is confirmed to be uncollectible or when either of the criteria regarding intent or 
requirement to sell is met. At December 31, 2024 and 2023, there was no allowance for credit loss related to the 
available-for-sale portfolio. Accrued interest receivable on available-for-sale debt securities totaled approximately 
$1.6 million and $1.6 million at December 31, 2024 and 2023, respectively, and was excluded from the estimate 
of credit losses. 

Securities held-to-maturity: 

Securities held-to-maturity are carried at amortized cost adjusted for the amortization of premiums and the 
accretion of discounts.  In order to qualify as held-to-maturity, the Company must have the ability and intent to 
hold the securities to maturity.  Security transfers to the held-to-maturity classification are recorded at fair value 
as of the date of transfer, which becomes the new cost basis for the securities held-to-maturity.  Unrealized gains 
or losses from the transfer of available-for-sale securities continue to be reported in cumulative other 
comprehensive income and are amortized into earnings over the remaining life of the security.  

Management measures expected credit losses on held-to-maturity debt securities on a collective basis by major 
security type. Accrued interest receivable on held-to-maturity debt securities totaled $209,415 and $237,807 at 
December 31, 2024 and 2023, respectively, and was excluded from the estimate of credit losses. The estimate of 
expected credit losses is primarily based on the ratings assigned to the securities by debt rating agencies and the 
average of the annual historical loss rates associated with those ratings. The Company then multiplies those loss 
rates, as adjusted for any modifications to reflect current conditions and reasonable and supportable forecasts as 
considered necessary, by the remaining lives of each individual security to arrive at a lifetime expected loss 
amount. The state and local governments securities held by the Company are highly rated by major rating 
agencies, all bonds are investment grade, and no issuers are past due on payments. As a result, no allowance for 
credit losses was recorded on held-to-maturity at December 31, 2024 and 2023. 
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Nonmarketable equity securities:

Nonmarketable equity securities include the cost of the Company's investment in the stock of the Federal Home 
Loan Bank, investment in TIB stock and investment in Wachesaw stock. The FHLB stock has no quoted market 
value and no ready market exists. Investment in Federal Home Loan Bank stock is a condition of borrowing from 
the Federal Home Loan Bank. At December 31, 2024 and 2023, the investment in Federal Home Loan Bank stock 
was $5,882,300 and $5,734,900, respectively. Dividends received on the stock are included in interest income. 

The investment in TIB stock was $22,500 at December 31, 2024 and 2023.  The investment in Wachesaw stock 
was $15,000 at December 31, 2024 and 2023. 

Mortgage loans held-for-sale:

The Bank’s mortgage activities are comprised of accepting residential mortgage loan applications, qualifying 
borrowers to standards established by investors, funding residential mortgages, and selling mortgages to investors 
under pre-existing commitments. The commitments to originate fixed rate mortgage loans and the commitments 
to sell these loans to a third party are both derivative contracts.  The fair value of these derivative contracts is 
immaterial and has no effect on the recorded amounts in the financial statements.  Funded residential mortgages 
held temporarily for sale to investors are recorded at the lower of cost or estimated market value. Application and 
origination fees collected by the Bank are recognized as income upon sale to the investor. 

Loans receivable:

Loans are stated at their unpaid principal balance adjusted for any unamortized deferred fees and costs. Interest 
income is accrued on the unpaid principal balance using the simple interest method and is recorded in the period 
earned. 

When serious doubt exists as to the collectability of a loan or when a loan becomes contractually 90 days past due 
as to principal or interest, interest income is generally discontinued unless the estimated net realizable value of 
collateral exceeds the principal balance and accrued interest. When interest accruals are discontinued, income 
earned but not collected is reversed. 

Loan origination and commitment fees and certain direct loan origination costs (principally salaries and employee 
benefits) 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. 

The Company identifies substandard loans through its normal internal loan review process. Loans on the 
Company's problem loan watch list are considered potentially substandard loans. These loans are evaluated in 
determining whether the borrower will be able to perform in accordance with the loan agreement. Loans are not 
considered substandard if a minimal payment delay occurs and all amounts due, including accrued interest at the 
contractual interest rate for the period of delay, are expected to be collected.  
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Loans receivable (continued):

In future acquisitions, the Company may purchase loans, some of which have experienced more than insignificant 
credit deterioration since origination. In those cases, the Company will consider internal loan grades, delinquency 
status and other relevant factors in assessing whether purchased loans are purchase credit deteriorated (“PCD”). 
PCD loans are recorded at the amount paid. An initial allowance for credit loss is determined using the same 
methodology as other loans held for investment, but with no impact to earnings. The initial allowance for credit 
loss determined on a collective basis is allocated to individual loans. The sum of the loan's purchase price and 
allowance for credit loss becomes its initial amortized cost basis. The difference between the initial amortized cost 
basis and the par value of the loan is a noncredit discount or premium, which is amortized into interest income 
over the life of the loan. Subsequent to initial recognition, PCD loans are subject to the same interest income 
recognition and impairment model as non-PCD loans, with changes to the allowance for credit loss recorded 
through provision expense.

Accounting Standards Adopted in 2023:  

On January 1, 2023, the Company adopted ASU 2016-13 Financial Instruments – Credit Losses (Topic 326): 
Measurement of Credit Losses on Financial Instruments (ASC 326). This standard replaced the incurred loss 
methodology with an expected loss methodology that is referred to as the current expected credit loss (“CECL”) 
methodology. CECL requires an estimate of credit losses for the remaining estimated life of the financial asset 
using historical experience, current conditions, and reasonable and supportable forecasts and generally applies to 
financial assets measured at amortized cost, including loan receivables and held-to-maturity debt securities, and 
some off-balance sheet credit exposures such as unfunded commitments to extend credit. Financial assets 
measured at amortized cost will be presented at the net amount expected to be collected by using an allowance 
for credit losses. In addition, CECL made changes to the accounting for available-for-sale debt securities. One such 
change is to require credit losses to be presented as an allowance rather than as a write-down on available for 
sale debt securities if management does not intend to sell and does not believe that it is more likely than not, they 
will be required to sell.  

The Company adopted ASC 326 and all related subsequent amendments thereto effective January 1, 2023 using 
the modified retrospective approach for all financial assets measured at amortized cost and off-balance sheet 
credit exposures. The transition adjustment of the adoption of CECL included a decrease in the allowance for 
credit losses on loans of $502.6 thousand, which is presented as a reduction to net loans outstanding, and an 
increase in the liability for unfunded commitments of $502.6 thousand, which was recorded within other 
liabilities. The Company did not record an adjustment to retained earnings as of January 1, 2023, for the 
cumulative effect of adopting CECL, due to the negligible difference in the reserve calculation as a result of the 
transition from the allowance for loan losses to CECL.  

The Company adopted ASC 326 using the prospective transition approach for PCD assets that were previously 
classified as purchased credit impaired (“PCI”) under ASC 310-30. In accordance with the standard, management 
did not reassess whether PCI assets met the criteria of PCD assets as of the date of adoption. The remaining 
interest related discount of approximately $212.4 thousand was accreted into interest income at the effective 
interest rate as of January 1, 2023, and recorded reserves were allocated to purchased loans on a pooled basis 
within the allowance for credit losses. As a result, the Company did not have any PCD assets as of January 1, 2023.  
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Accounting Standards Adopted in 2023 (continued):  

Regarding PCD assets, the Company elected to disaggregate the former PCI pools and no longer considers these 
pools to be the unit of account, contractually delinquent PCD loans will be reported as nonaccrual loans using the 
same criteria as other loans.  

The Company adopted ASC 326 using the prospective transition approach for debt securities for which other-than-
temporary impairment had been recognized prior to January 1, 2023. As of December 31, 2022, the Company did 
not have any other than-temporarily impaired investment securities. Therefore, upon adoption of ASC 326, the 
Company determined that an allowance for credit losses on available-for-sale securities was not deemed material.  

The Company elected not to measure an allowance for credit losses for accrued interest receivable and instead 
elected to reverse interest income on loans or securities that are placed on nonaccrual status, which is generally 
when the instrument is 90 days past due, or earlier if the Company believes the collection of interest is doubtful. 
The Company has concluded that this policy results in the timely reversal of uncollectible interest. 

Allowance for Credit Losses – Held-to-Maturity Securities: 
Management measures expected credit losses on held-to-maturity debt securities on a collective basis by major 
security type. Accrued interest receivable on held-to-maturity debt securities is excluded from the estimate of 
credit losses. The estimate of expected credit losses is primarily based on the ratings assigned to the securities by 
debt rating agencies and the average of the annual historical loss rates associated with those ratings. The Company 
then multiplies those loss rates, as adjusted for any modifications to reflect current conditions and reasonable 
and supportable forecasts as considered necessary, by the remaining lives of each individual security to arrive at 
a lifetime expected loss amount. The state and local governments securities held by the Company are highly rated 
by major rating agencies, all bonds are investment grade, and no issuers are past due on payments.  

Allowance for Credit Losses – Available-for-Sale Securities:  

For available for sale securities, management evaluates all investments in an unrealized loss position on a 
quarterly basis, and more frequently when economic or market conditions warrant such evaluation. If the 
Company has the intent to sell the security or it is more likely than not that the Company will be required to sell 
the security, the security is written down to fair value and the entire loss is recorded in earnings. If either of the 
above criteria is not met, the Company evaluates whether the decline in fair value is the result of credit losses or 
other factors. 

In making the assessment, the Company may consider various factors including the extent to which fair value is 
less than amortized cost, performance on any underlying collateral, downgrades in the ratings of the security by 
a rating agency, the failure of the issuer to make scheduled interest or principal payments and adverse conditions 
specifically related to the security. If the assessment indicates that a credit loss exists, the present value of cash 
flows expected to be collected are compared to the amortized cost basis of the security and any excess is recorded 
as an allowance for credit loss, limited by the amount that the fair value is less than the amortized cost basis. Any 
amount of unrealized loss that has not been recorded through an allowance for credit loss is recognized in other 
comprehensive income. Changes in the allowance for credit loss are recorded as provision for (or reversal of) 
credit loss expense. Losses are charged against the allowance for credit loss when management believes an 
available for sale security is confirmed to be uncollectible or when either of the criteria regarding intent or 
requirement to sell is met.  
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Allowance for Credit Losses – Loans: 

The allowance for credit losses is a valuation account that is deducted from the loans' amortized cost basis to 
present the net amount expected to be collected on the loans. Loans are charged off against the allowance when 
management believes the uncollectibility of a loan balance is confirmed. Expected recoveries do not exceed the 
aggregate of amounts previously charged-off and expected to be charged-off. Accrued interest receivable related 
to loans totaled $4.8 and $4.2 million at December 31, 2024 and 2023, respectively, and was excluded from the 
estimate of credit losses. 

The allowance for credit losses represents management’s estimate of lifetime credit losses inherent in loans as of 
the balance sheet date. The allowance for credit losses is estimated by management using relevant available 
information, from both internal and external sources, relating to past events, current conditions, and reasonable 
and supportable forecasts. The Company measures expected credit losses for loans on a pooled basis when similar 
risk characteristics exist.  

The Company has elected a non-discounted cash flow methodology with probability of default (“PD”) and loss  
given default (“LGD”) for all call report code cohorts (“cohorts”). The PD calculation looks at the historical loan 
portfolio at particular points in time (each month during the lookback period) to determine the probability that 
loans in a certain cohort will default. A default is defined as a loan that has moved to past due 90 days and greater, 
non-accrual status, or experienced a charge-off during the period. Currently, the Company’s historical data is 
insufficient due to a minimal amount of default activity or zero defaults, therefore, management uses index PDs 
comprised of rates derived from the PD experience of other community banks in place of the Company’s historical 
PDs. 

The LGD calculation looks at actual losses (net charge-offs) experienced over the entire lookback period for each 
cohort of loans. The aggregate loss amount is divided by the exposure at default to determine an LGD rate. All 
defaults (non-accrual, charge-off, or greater than 90 days past due) occurring during the lookback period are 
included in the denominator, whether a loss occurred or not and exposure at default is determined by the loan 
balance immediately preceding the default event (i.e. non-accrual or charge-off). Due to very limited charge-off 
history, management uses index LGDs comprised of rates derived from the LGD experience of other community 
banks in place of the Company’s historical LGDs. 

The Company utilizes reasonable and supportable forecasts of future economic conditions when estimating the 
allowance for credit losses on loans. The calculation includes a 12-month PD forecast based on the peer index 
regression model comparing peer defaults to the national unemployment rate. After the forecast period, PD rates 
revert on a straight-line basis back to long-term historical average rates over a 12-month period. 
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Allowance for Credit Losses – Loans (continued): 

Additionally, the allowance for credit losses calculation includes subjective adjustments for qualitative risk factors 
that are likely to cause estimated credit losses to differ from historical experience. These qualitative adjustments 
may increase or reduce reserve levels and include adjustments for changes to lending policies and procedures, 
changes in economic and business conditions, experience and depth of management and staff, changes in value 
of underlying collateral, changes in concentrations of credit, and other external factors, including regulatory, legal, 
and competitive environments.  

Loans that do not share risk characteristics are evaluated on an individual basis. When management determines 
that foreclosure is probable and the borrower is experiencing financial difficulty, the expected credit losses are 
based on the fair value of collateral at the reporting dated unadjusted for selling costs as appropriate. 

Allowance for Credit Losses – Unfunded Commitments:  

Financial instruments include off-balance sheet credit instruments, such as commitments to make loans and 
commercial letters of credit issued to meet customer financing needs. The Company’s exposure to credit loss in 
the event of nonperformance by the other party to the financial instrument for off-balance sheet loan 
commitments is represented by the contractual amount of those instruments. Such financial instruments are 
recorded when they are funded. 

The Company records an allowance for credit losses on off-balance sheet credit exposures, unless the 
commitments to extend credit are unconditionally cancelable, through a charge to provision for unfunded 
commitments in the Company’s income statements. The allowance for credit losses on off-balance sheet credit 
exposures is estimated by loan segment at each balance sheet date under the current expected credit loss model  
using the same methodologies as portfolio loans, taking into consideration the likelihood that funding will occur 
as well as any third-party guarantees. The allowance for unfunded commitments is included in other liabilities on 
the Company’s consolidated balance sheets. 

Goodwill and core deposit intangible: 

In connection with business combinations, the Company records core deposit intangibles, representing the value 
of the acquired core deposit base. Core deposit intangibles are amortized over their estimated useful lives ranging 
up to 10 years. 

Goodwill represents the excess of the purchase price over the fair value of the net identifiable assets acquired in 
a business combination. The Company reviews the carrying value of goodwill on an annual basis and on an interim 
basis if certain events or circumstances indicate that an impairment loss may have been incurred.  An impairment 
charge is recognized if the carrying value of the reporting unit’s goodwill exceeds the implied fair value.  The 
annual valuation is performed on December 31 of each year. 
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Premises and equipment: 

Premises, furniture and equipment are stated at cost, less accumulated depreciation. Depreciation expense is 
computed by the straight-line method, based on the estimated useful lives for buildings and improvements of 40 
years, for furniture and equipment of five to 10 years and for software of three years. Leasehold improvements 
are amortized over the life of each respective lease. 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. Maintenance and repairs are charged to current expense. The costs of 
major renewals and improvements are capitalized. 

Right of use operating lease assets and liabilities: 

The Company determines if a lease is present at the inception of an agreement. Operating leases are capitalized 
at commencement and are discounted using the Company’s FHLB borrowing rate for a similar term borrowing 
unless the lease defines an implicit rate within the contract. Leases with original terms of less than 12 months are 
not capitalized. 

Right of use assets represent the Company’s right to use an underlying asset for the lease term and lease liabilities 
represent the obligation to make lease payments arising from the lease. Operating lease right of use assets and 
operating lease liabilities are recognized on the lease commencement date based on the present value of lease 
payments over the lease term. No significant judgments or assumptions were involved in developing the 
estimated operating lease liabilities as the Company’s operating lease liabilities largely represent future rental 
expenses associated with operating leases and the borrowing rates are based on publicly available interest rates. 

The lease term frequently includes options to extend or terminate the lease. These options to extend or terminate 
are assessed on a lease-by-lease basis and adjustments are made to the right of use asset and lease liability if the 
Company is reasonably certain that an option will be exercised and will be expensed on a straight-line basis. Right  
of use assets and lease liabilities arising from operating leases are included within right of use operating lease 
asset and lease liability, respectively, on the consolidated balance sheets.  

Other real estate owned: 

Other real estate owned includes real estate acquired through foreclosure. Other real estate owned is initially 
recorded at fair value at the date of foreclosure less estimated costs of disposal, which establishes a new cost. 
Any write-down to fair value at the time of transfer to foreclosed assets is charged to the allowance for credit 
losses. After foreclosure, valuations are periodically performed by management with the property carried at the 
lower of cost or fair value less estimated costs of disposal. Revenue and expense from the operations of foreclosed 
assets and changes in the valuation allowances are included in net expenses from foreclosed assets in other 
operating expenses. 



South Atlantic Bancshares, Inc. and Subsidiary 
Notes to Consolidated Financial Statements  
For the years ended December 31, 2024 and 2023 

18 

Federal Reserve Discount Window Advances: 

The Company has established a line of credit with the Federal Reserve Bank’s Discount Window by pledging 
securities as described within Note 8.  As of December 31, 2024, the balance available for borrowing was $79.7 
million with no outstanding balances. As of December 31, 2023, the balance available for borrowing was $106.7 
million with no outstanding balances. 

Federal Reserve Bank Term Funding Program:  

In 2023, the Company established a line of credit with the Federal Reserve Bank’s Bank Term Funding Program by 
pledging securities as described within Note 8. As of December 31, 2024, the balance available for borrowing was 
$61.6 million, with outstanding advances of $60.0 million. As of December 31, 2023, the balance available for 
borrowing was $95.8 million, with outstanding advances of $75.0 million.  

Income taxes: 

The Company accounts for income taxes in accordance with ASC 740, Income Taxes. Under ASC 740, deferred tax 
assets or liabilities are computed based upon the difference between financial statement and income tax bases 
of assets and liabilities using the enacted marginal tax rate. The Company provides a valuation allowance on its 
net deferred tax assets where it is more likely than not such assets will not be realized.  

The Company recognizes the tax benefit from an uncertain tax position only if it is more likely than not the tax 
position will be sustained on examination by the taxing authorities, based on the technical merits of the position. 
The tax benefits recognized in the financial statements from such positions are then measured based on the 
largest benefit that has a greater than 50% likelihood of being realized upon settlement. See Note 12 Income 
Taxes for additional information. The Company records any penalties and interest attributed to uncertain tax 
positions as a component of income tax expense.  

Advertising expense: 

Advertising and public relations costs are generally expensed as incurred. External costs incurred in producing 
media advertising are expensed the first time the advertising takes place. External costs relating to direct mailing 
costs are expensed in the period in which the direct mailings are sent.  

Income per share: 

Basic income per share represents income available to shareholders divided by the weighted-average number of 
common shares outstanding during the period. Dilutive income per share reflects additional common shares that 
would have been outstanding if dilutive potential common shares had been issued. The only potential common 
share equivalents are those related to stock options and warrants. Stock options and warrants which are anti-
dilutive are excluded from the calculation of diluted net income per share. The dilutive effect of options and 
warrants outstanding under the Company's stock compensation plan is reflected in diluted earnings per share by 
the application of the treasury stock method. Retroactive recognition has been given for the effects of all stock 
dividends. 
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Stock-based compensation:

The Company accounts for stock options and warrants under the fair value recognition provisions of FASB ASC 
718, Stock Based Compensation. Compensation expense is recognized as salaries and benefits in the consolidated 
statements of income.  

Revenue recognition: 

In accordance with Topic 606, revenues are recognized when control of promised goods or services is transferred 
to customers in an amount that reflects the consideration the Company expects to be entitled to in exchange for 
those goods or services. To determine revenue recognition for arrangements that an entity determines are within 
the scope of Topic 606, the Company performs the following five steps: (i) identify the contract(s) with a customer; 
(ii) identify the performance obligations in the contract; (iii) determine the transaction price; (iv) allocate the 
transaction price to the performance obligations in the contract; and (v) recognize revenue when (or as) the 
Company satisfies a performance obligation. 

The Company only applies the five‐step model to contracts when it is probable that the entity will collect the 
consideration it is entitled to in exchange for the goods or services it transfers to the customer. At contract 
inception, once the contract is determined to be within the scope of Topic 606, the Company assesses the goods 
or services that are promised within each contract and identifies those that contain performance obligations, and 
assesses whether each promised good or service is distinct. The Company then recognizes as revenue the amount 
of the transaction price that is allocated to the respective performance obligation when (or as) the performance 
obligation is satisfied. 

Service charges on deposit accounts: The Company earns fees from its deposit customers for transaction-based, 
account maintenance, and overdraft services. Transaction-based fees are recognized at the time the transaction 
is executed as that is the point in time the Company fulfills the customer’s request. Overdraft fees are recognized 
at the point in time that the overdraft occurs. Service charges on deposits are withdrawn from the customer’s 
account balance. 

Debit card income: The Company earns interchange fees from debit cardholder transactions conducted through 
payment networks. Interchange fees from cardholder transactions represent a percentage of the underlying 
transaction value and are recognized daily, with the transaction processing services provided to the cardholder. 
Fees are recognized on a daily basis. 

Merchant fee income: The Company earns fee revenue for credit card processing services.  The Company provides 
these services to merchant businesses and earns fee revenue as the merchant’s customers make purchases.  
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Statement of cash flows:

For purposes of reporting cash flows in the financial statements, the Company considers certain highly liquid debt 
instruments purchased with an original maturity of three months or less to be cash equivalents. Cash equivalents 
include amounts due from banks, federal funds sold, and interest-bearing deposits. Generally, federal funds are 
sold for one-day periods. 

Changes in the valuation account of securities available-for-sale, including the deferred tax effects, are considered 
non-cash transactions for purposes of the statement of cash flows and are presented in detail in the notes to the 
consolidated financial statements. 

Comprehensive income: 

The Company reports comprehensive income in accordance with ASC 220, “Comprehensive Income.” The 
standard requires that all items that are required to be reported under accounting standards as comprehensive 
income be reported in a financial statement that is displayed with the same prominence as other consolidated 
financial statements. The disclosure requirements have been included in the Company’s consolidated statements 
of comprehensive income. 

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. 

Derivative financial instruments:  

The Company is exposed to certain risks relating to its ongoing business operations and uses interest rate 
derivatives as part of its asset-liability management strategy to help manage its interest rate risk position. The 
Company records all derivative assets and liabilities on the consolidated balance sheets at fair value. The 
accounting for changes in the fair value of derivatives depends on the intended use of the derivative, whether the 
Company has elected to designate a derivative in a hedging relationship and apply hedge accounting and whether 
the hedging relationship has satisfied the criteria necessary to apply hedge accounting in accordance with ASC 
815, Derivatives and Hedging. The Company currently has derivatives that are designated as qualifying hedging 
relationships. There are no other derivatives that are not designated as qualifying hedging relationships.  

Changes in fair value of the Company’s cash flow hedges are recognized in AOCI and reclassified to earnings in the 
period during which the hedged transaction affects earnings and is presented in the same income statement line 
item as the earnings effect of the hedged item. For fair value hedges, the gain or loss on the derivative as well as 
the offsetting gain or loss on the hedged item are recognized in current earnings as fair value changes. The change 
in fair value of the hedged item is recorded as a basis adjustment to the hedged assets or liabilities. 

Reclassifications:

Certain prior year amounts have been reclassified to conform with the current year presentation. These 
reclassifications had no effect on the previously reported results of operations or shareholders’ equity. 
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Segment Reporting 
The Company adopted Accounting Standards Update 2023-07 “Segment Reporting (Topic 280) - Improvement to 
Reportable Segment Disclosures” on January 1, 2024. The Company has determined that all of its banking divisions 
and subsidiaries meet the aggregation criteria of ASC 280, Segment Reporting, as its current operating model is 
structured whereby banking divisions and subsidiaries serve a similar base of primarily commercial clients utilizing 
a company-wide offering of similar products and services managed through similar processes and platforms that 
are collectively reviewed by the Company’s Chief Executive Officer, who has been identified as the chief operating 
decision maker (“CODM”). 

The CODM regularly assesses performance of the aggregated single operating and reporting segment and decides 
how to allocate resources based on net income calculated on the same basis as is net income reported in the 
Company’s consolidated statements of income and other comprehensive income. The CODM is also regularly 
provided with expense information at a level consistent with that disclosed in the Company’s consolidated 
statements of income and other comprehensive income. 

Recently issued accounting pronouncements: 

The following ASUs have been issued by FASB and may impact the Company's financial statements in future 
reporting periods. 

In September 2023, the FASB issued guidance for public business entities to disclose additional information in 
specified categories with respect to the reconciliation of the effective tax rate to the statutory rate (the rate 
reconciliation) for federal, state, and foreign income taxes. It also requires greater detail about individual 
reconciling items in the rate reconciliation to the extent the impact of those items exceeds a specified threshold. 
For public business entities, the amendments are effective for annual periods beginning after December 15, 2024.  
The amendments should be applied on a prospective basis. Retrospective application is permitted. The Company 
does not expected these amendments to have a material effect on its financial statements. 

In November 2024, the FASB issued guidance for public business entities regarding disclosures of certain costs and 
expenses.  This standard requires disclosure of specified information about certain costs and expenses, including 
employee compensation, depreciation, intangible asset amortization, depreciation, and selling expenses. For 
public business entities, the amendments are effective for annual periods beginning after December 15, 2026. 
Early adoption is permitted. The Company is evaluating what impact this new standard will have on its financial 
statements. 

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are 
not expected to have a material impact on the Company’s financial position, results of operations or cash flows. 



South Atlantic Bancshares, Inc. and Subsidiary 
Notes to Consolidated Financial Statements  
For the years ended December 31, 2024 and 2023 

22 

Risks and uncertainties: 

In the normal course of its business, the Company encounters two significant types of risks: economic and 
regulatory. There are three main components of economic risk:  interest rate risk, credit risk, and market risk. The 
Company is subject to interest rate risk to the degree that its interest-bearing liabilities mature or reprice at 
different speeds, or on different basis, than its interest-earning assets. Credit risk is the risk of default on the 
Company's loan portfolio that results from a borrower's inability or unwillingness to make contractually required 
payments. Market risk reflects changes in the value of collateral underlying loans receivable and the valuation of 
real estate held by the Company. 

The Company is subject to the regulations of various governmental agencies. These regulations can and do change 
significantly from period to period. The Company also undergoes periodic examinations by the regulatory 
agencies, which may subject it to further changes with respect to asset valuations, amounts of required loss 
allowances and operating restrictions from the regulators' judgments based on information available to them at 
the time of their examination. 

Note 2. Core Deposit Intangibles 

In connection with prior business combinations, the Company recorded core deposit intangibles, representing the 
value of the acquired core deposit base. As of December 31, 2024 and 2023, respectively, core deposit intangible 
was $175,124 and $297,710. The estimated future amortization is subject to change to the extent management  
determines it is necessary to make adjustments to the carrying value or estimated useful life of the core deposit 
intangibles.

Amortization expense for core deposit intangible is expected to be as follows. 

2025 $ 90,256 
2026 57,926 
2027 25,595 
2028 1,347 
Total $ 175,124 

Amortization expense of $122,586 and $154,918 related to the core deposit intangible was recognized for the 
years ended December 31, 2024 and 2023, respectively. 
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Note 3. Investment Securities – Available-For-Sale  

The amortized cost and estimated fair values of securities available-for-sale were: 

The following is a summary of maturities of securities available-for-sale as of December 31, 2024. The amortized 
cost and estimated fair values are based on the contractual maturity dates except for mortgage-backed securities, 
which may mature earlier than their contractual maturity dates due to principal prepayments. 
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Note 3. Investment Securities – Available-For-Sale (continued)

The following table shows gross unrealized losses and fair value, aggregated by investment category, and length 
of time that individual securities have been in a continuous unrealized loss position, at December 31, 2024 and 
2023: 

There were 134 and 200 securities in an unrealized loss position at December 31, 2024 and 2023, respectively.  Of 
those, 123 and 200 were in an unrealized loss position for greater than twelve months at December 31, 2024 and 
2023, respectively.  
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Note 3. Investment Securities – Available-For-Sale (continued) 

Management evaluates securities for credit losses on a quarterly basis and more frequently when economic or 
market concerns warrant such evaluation. Consideration is given to the financial condition and near-term 
prospects of the issuer and the intent and ability of the Company to retain its investment in the issuer for a period 
of time sufficient to allow for any anticipated recovery in fair value. 

In analyzing an issuer's financial condition, management considers whether the securities are issued by the federal 
government or its agencies, whether downgrades by bond rating agencies have occurred, and industry analysts' 
reports. Management believes the Company has the ability to hold debt securities until maturity, or for the 
foreseeable future if classified as available-for-sale. As such, no declines are deemed to be related to credit loss.  
There was no recorded allowance for credit losses on available-for-sale securities at December 31, 2024 and 2023. 

At December 31, 2024 and 2023, respectively, securities with a book value of $168,226,961 and $208,254,977 and 
a market value of $143,641,493 and $180,970,578 were pledged to secure lines of credit with the Federal Reserve 
Discount Window, Federal Reserve Bank Term Funding Program, and Federal Home Loan Bank, as well pledged as 
collateral for derivative fair value positions.  Also, there were securities pledged to secure public funds with a book 
value of $4,224,963 and $4,385,641 and a market value of $3,720,330 and $3,917,169, as of December 31, 2024 
and 2023, respectively.   

Note 4. Investment Securities – Held-To-Maturity  

During the year ended December 31, 2022, the Company reclassified $96.1 million in investments to held-to-
maturity from available-for-sale. These securities were transferred at fair value at the time of the transfer, which 
became the new cost basis for the securities held-to-maturity. The pretax unrealized net holding loss on the 
available for sale securities on the date of transfer totaled approximately $475 thousand and continued to be 
reported as a component of accumulated other comprehensive loss. This net unrealized loss is being amortized 
to interest income over the remaining life of the securities as a yield adjustment. There were no gains or losses 
recognized as a result of this transfer. The remaining pretax unrealized net holding loss on these investments was 
$450 thousand and $391 thousand at December 31, 2024 and 2023, respectively.   

The Company’s held-to-maturity portfolio is recorded at amortized cost.  The Company has the ability and intent 
to hold these securities to maturity.  At December 31, 2024 and 2023, the Company’s held-to-maturity portfolio 
was comprised of municipal securities. The amortized cost and estimated fair values of securities held to maturity 
were:  
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Note 4. Investment Securities – Held-To-Maturity (continued) 

The following table shows gross unrealized losses and fair value, aggregated by investment category, and length 
of time that individual securities have been in a continuous unrealized loss position, at December 31, 2024 and 
2023: 

Unrealized losses have not been recognized into income because the issuer(s) bonds are of high credit quality 
(rated AA or higher), we do not intend to sell prior to their anticipated recovery and the decline in fair value is 
largely due to changes in interest rates and other market conditions. The issuer(s) continue to make timely 
principal and interest payments on the securities. The fair value is expected to recover as the securities near 
maturity. Considering the above factors, management has determined no declines are deemed to be a result of 
credit loss.  At December 31, 2024 and 2023, the Company had no securities held-to-maturity that were past due 
30 days or more as to principal or interest payments. The Company had no securities held-to-maturity classified 
as nonaccrual for the year ended December 31, 2024 and 2023. There was no recorded allowance for credit losses 
on held-to-maturity securities at December 31, 2024 and 2023.
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Note 5. Loans Receivable 

The Company has prepared the below schedules for the year ended December 31, 2024 and 2023, by grouping 
loans based upon call report code.  

Following is a summary of loans by major classification as of December 31, 2024 and 2023:  

The following is a summary of information pertaining to our allowance for credit losses as of and for the years 
ended December 31, 2024 and 2023. Allocation of a portion of the allowance to one category of loans does not 
preclude its availability to absorb losses in other categories. 
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Note 5. Loans Receivable (continued) 

Credit Quality Indicators 

Loans are categorized into risk categories based on relevant information about the ability of borrowers to service 
their debt, such as: current financial information, historical payment experience, credit documentation, public 
information, and current economic trends, among other factors. The following definitions are utilized for risk 
ratings, which are consistent with the definitions used in supervisory guidance: 

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 institution'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 
institution will sustain some loss if the deficiencies are not corrected. 

Doubtful – Loans classified as doubtful have all the weaknesses inherent in those classified substandard with the 
added characteristic that the weaknesses make collection or liquidation in full, on the basis of currently known 
facts, conditions and values, highly questionable and improbable. 

Loss – Loans classified as loss are considered uncollectable. 

Loans not meeting the criteria above that are analyzed individually as part of the above-described process are 
considered to be pass-rated loans. 
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Note 5. Loans Receivable (continued) 

The following is an analysis of our loan portfolio by credit quality indicators at December 31, 2024: 
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Note 5. Loans Receivable (continued) 

The following is an analysis of our loan portfolio by credit quality indicators at December 31, 2024 (continued): 

The following is an analysis of our loan portfolio by credit quality indicators at December 31, 2023: 
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Note 5. Loans Receivable (continued) 

The following is an analysis of our loan portfolio by credit quality indicators at December 31, 2023 (continued): 
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Note 5. Loans Receivable (continued) 

The following is a past due aging analysis of our loan portfolio at December 31, 2024 and 2023: 

The Company designates individually evaluated loans on nonaccrual status as collateral-dependent loans, as well 
as other loans that management of the Company designates as having higher risk. Collateral-dependent loans are 
loans for which the repayment is expected to be provided substantially through the operation or sale of the 
collateral and the borrower is experiencing financial difficulty. These loans do not share common risk 
characteristics and are not included within the collectively evaluated loans for determining the allowance for 
credit losses. Under CECL, for collateral-dependent loans, the Company has adopted the practical expedient to 
measure the allowance for credit losses based on the fair value of collateral. The allowance for credit losses is 
calculated on an individual loan basis based on the shortfall between the fair value of the loan's collateral, which 
is adjusted for liquidation costs/discounts, and amortized cost. If the fair value of the collateral exceeds the 
amortized cost, no allowance is required. For the years ended December 31, 2024 and 2023, the Company had no 
loans determined to be collateral-dependent. 

The Company had no loans classified as nonaccrual for the year ended December 31, 2024 or 2023. Additionally, no 
accrued interest receivable was written off by reversing interest income during the years ended December 31, 2024 
or 2023.   
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Note 5. Loans Receivable (continued) 

Modifications to Borrowers Experiencing Financial Difficulty:  

The allowance for credit losses incorporates an estimate of lifetime expected credit losses and is recorded on each 
asset upon asset origination or acquisition. The starting point for the estimate of the allowance for credit losses is 
historical loss information, which includes losses from modifications of receivables to borrowers experiencing 
financial difficulty. An assessment of whether a borrower is experiencing financial difficulty is made on the date of a 
modification.  

Because the effect of most modifications made to borrowers experiencing financial difficulty is already included in 
the allowance for credit losses because of the measurement methodologies used to estimate the allowance, a 
change to the allowance for credit losses is generally not recorded upon modification. Occasionally, the Company 
modifies loans by providing principal forgiveness on certain of its real estate loans. When principal forgiveness is 
provided, the amortized cost basis of the asset is written off against the allowance for credit losses. The amount of 
the principal forgiveness is deemed to be uncollectible; therefore, that portion of the loan is written off, resulting in 
a reduction of the amortized cost basis and a corresponding adjustment to the allowance for credit losses.  

In some cases, the Company will modify a certain loan by providing multiple types of concessions. Typically, one of 
the type of concession, such as a term extension, is granted initially. If the borrower continues to experience financial 
difficulty, another concession such as principal forgiveness, may be granted. As such multiple types of modifications 
may have been made on the same loan within the current reporting period, each must be reported. The combination 
is at least two of the following: a term extension, principal forgiveness, and interest rate reduction. 

There were no loan modifications made to borrowers experiencing financial difficulty during the year ended 
December 31, 2024 and 2023. Additionally, there were no loans previously modified during the year ended 
December 31, 2023 that subsequently defaulted during 2024. There were no loans previously modified during the 
year ended December 31, 2022 that subsequently defaulted during 2023. 
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Note 5. Loans Receivable (continued) 

Unfunded commitments:  

The Bank maintains a separate reserve for credit losses on off-balance-sheet credit exposures, including unfunded 
loan commitments, which is included in other liabilities on the consolidated balance sheet. The reserve for credit 
losses on off-balance-sheet credit exposures is adjusted as a provision (reversal) for credit losses in the income 
statement. The estimate includes consideration of the likelihood that funding will occur and an estimate of 
expected credit losses on commitments expected to be funded over its estimated life, utilizing the same models 
and approaches for the Company's other loan portfolio segments described above, as these unfunded 
commitments share similar risk characteristics as its loan portfolio segments. The Company has identified the 
unfunded portion of certain lines of credit as unconditionally cancellable credit exposures, meaning the Company 
can cancel the unfunded commitment at any time. No credit loss estimate is reported for off-balance-sheet credit 
exposures that are unconditionally cancellable by the Company or for undrawn amounts under such arrangements 
that may be drawn prior to the cancellation of the arrangement. 

On January 1, 2023, the Company recorded an adjustment for liability for unfunded commitments of $502,587 for 
the adoption of ASC Topic 326. For the year ended December 31, 2023, the determined the adjustment for liability 
for unfunded commitments of $502,587 remained appropriate.  

The following table presents the balance and activity in the allowance for credit losses for unfunded loan 
commitments for the year ended December 31, 2024. 



South Atlantic Bancshares, Inc. and Subsidiary 
Notes to Consolidated Financial Statements  
For the years ended December 31, 2024 and 2023 

35 

Note 6.     Premises, Furniture and Equipment

Premises, furniture and equipment is summarized as follows as of December 31: 

 2024   2023  

Land $ 7,371,703 $ 7,371,703 
Buildings and leasehold improvements  15,579,718  15,323,310 
Furniture and equipment  7,154,641  6,838,968 
Software  1,204,810  1,192,960 
Automobile 69,465  69,464 
Construction in progress  8,837,464  2,702,637 
   Total  40,217,801  33,499,042 
Less accumulated depreciation  12,314,907  11,209,317 
   Premises, furniture and equipment, net $ 27,902,894 $ 22,289,725 

Depreciation expense for the years ended December 31, 2024 and 2023 was $1,082,435 and $2,158,583, 
respectively. 

Note 7. Deposits

At December 31, 2024, the scheduled maturities of time deposits are as follows: 

2025 $ 181,512,030 
2026  36,584,150 
2027  4,412,319 
2028  480,632 
2029  112,084 
Total $223,101,215 

As of December 31, 2024 and 2023, respectively, the Bank had brokered deposits of $50,723,000 and $15,239,000.  

Management reviews estimates of deposit balances which may have exceeded the FDIC insurance limit of 
$250,000 on a quarterly basis. The Company had no material deposit concentrations to municipalities or other 
industry types as of December 31, 2024 and 2023.  

Note 8. Borrowings 

As of December 31, 2024 and 2023, advances from the Federal Home Loan Bank (“FHLB”) totaled $100.0 million. 
Pursuant to collateral agreements with the FHLB, advances are secured by stock in the FHLB and by qualifying first 
mortgage, home equity lines of credit, commercial real estate and multifamily loans. Pledged collateral to the 
FHLB totaled $140.2 million and $218.7 million, as of December 31, 2024 and 2023, respectively.  



South Atlantic Bancshares, Inc. and Subsidiary 
Notes to Consolidated Financial Statements  
For the years ended December 31, 2024 and 2023 

36 

Note 8. Borrowings (continued) 

The following table reflects FHLB advances outstanding as of December 31:  

In 2023, the Company established a line of credit with the Federal Reserve Bank’s Bank Term Funding Program by 
pledging securities as described within Note 3. The program ended in March 2024 and the Company’s outstanding 
balance is due in January 2025. As of December 31, 2024, the balance available for borrowing was $61.6 million, with 
outstanding advances of $60.0 million. As of December 31, 2023, the balance available for borrowing was $95.8 
million, with outstanding advances of $75.0 million.  

The Company has established a line of credit with the Federal Reserve Bank’s Discount Window by pledging 
securities as described within Note 3.  As of December 31, 2024, the balance available for borrowing was $79.7 
million with no outstanding balances. As of December 31, 2023, the balance available for borrowing was $106.7 
million with no outstanding balances. 

Note 9.    Subordinated Debentures  

On December 16, 2021, the Company sold and issued to certain institutional investors $30.0 million in aggregate 
principal amount of 3.25% fixed-to-floating rate subordinated notes (the “Notes”) due 2031. The Notes have a 
stated maturity of 2031, and bear interest at a fixed rate of 3.25% per year, from and including December 16, 
2021, but excluding December 16, 2026. From and including December 16, 2026, to but excluding the maturity 
date or early redemption date, the interest rate shall reset semi-annually to an interest rate equal to the then-
current three-month SOFR rate. The Notes are payable quarterly in arrears on April 15, July 15, October 15 and 
January 15 of each year commencing April 15, 2022.  

The Notes are not subject to redemption at the option of the holder and may be redeemed by the Company only 
under certain limited circumstances prior to December 16, 2026. The Company may redeem the Notes at its 
option, in whole at any time, or in part from time to time, after December 16, 2026. The Notes are unsecured, 
subordinated obligations of the Company and rank junior in right to payment to the Company’s current and future 
senior indebtedness, and each Note is equal in right to payment with respect to the other Notes.  

The Notes have been structured to qualify as Tier 2 capital for the Company under applicable regulatory 
guidelines. The balance of the subordinated debentures was $30.0 million at December 31, 2024 and 2023. 
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Note 10. Stock Compensation Plan 

The Company has adopted a 2007 Stock Incentive Plan and a 2017 Stock Incentive Plan, under which an aggregate 
of 659,1300 and 575,000 shares of common stock, respectively, have been reserved for issuance as stock options 
by the Company. The options are granted at an exercise price at least equal to the fair value of the common stock 
at the date of grant and expire ten years from the date of the grant. The vesting period for option grants will vary 
based on the timing of the grant. Options that expire without issuance, forfeitures, shares used as partial payment 
to the Company for the purchase price of the award, or an award settled in cash, including for payroll taxes, are 
added back to the shares available to be awarded under the plan. As of December 31, 2024, a total of 22,042 and 
430,000 shares were remaining in the plans to be issued. 

In connection with the merger of Atlantic Community Bank in April 2018, the Company assumed the obligations 
of Atlantic Bancshares, Inc. which included five different Incentive Stock Option plans.  As a result, the Company 
registered an aggregate 115,612 shares of common stock related to these plans. There are no additional shares 
available to be awarded under any of the Plans. All options were fully vested at the time of the merger.  

Activity in the Company’s stock option plans is summarized in the following table.  This table does not include 
warrants that were exercised and forfeited during the years ended December 31, 2024 and 2023. 

2024 2023

Shares 

Weighted 
Average 

Exercise Price Shares 

Weighted 
Average 

Exercise Price 

Outstanding at January 1, 355,625 12.16 280,281 $              11.86
Granted - - 85,000 12.76
Exercised (969) 11.31 (9,656) 8.78
Forfeited/Expired - - - -

Outstanding at December 31, 354,656 11.23  355,625  $              12.16

Exercisable at December 31, 279,657 12.03  209,807  $              11.36

The aggregate intrinsic value of the 354,656 and 355,625 stock options outstanding at December 31, 2024 and 
2023 was $1,294,257 and $209,170, respectively. The aggregate intrinsic value of 279,657 and 209,807 stock 
options exercisable at December 31, 2024 and 2023 was $1,069,593 and $290,890, respectively. Intrinsic value 
represents the amount by which the fair market value of the underlying stock exceeds the exercise price of the 
stock option. 

The following table summarizes information about stock options outstanding under the Company’s Plans at 
December 31, 2024 and 2023.   

 2024   2023  

Number of options  354,656  355,625 
Weighted average remaining life 5 year  6 years 
Weighted average exercise price  $         11.23 $ 12.16 
High exercise price  $         15.40 $ 15.40 
Low exercise price  $            8.16 $ 8.16 
Aggregate intrinsic value  $ 1,294,257 $ 904,822 
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Note 10. Stock Compensation Plan (continued) 

During 2023, the Company granted 85,000 stock options.  Options granted ratably vest over the terms below. The 
fair value of each option granted was estimated on the date of the grant using the Black-Scholes option pricing, 
resulting in a total expense of $233,016.   

The Black-Scholes model with assumptions for stock options granted in 2023 are presented below. There were no 
stock options granted in 2024. 

          Grant date  Dec 29, 2023  
          Total number of options granted   85,000  
          Expected volatility   24.00%  
          Expected term   3 years  
          Expected dividend   0.00%  
          Risk-free rate   4.01%  
          Grant date fair value 2.774  
          Vesting   3 years  
          Exercise Price   $12.75  

As of December 31, 2024, there was $213,556 of total unrecognized compensation cost related to non-vested 
stock option grants under the plan. The cost is expected to be recognized over a weighted-average period of two  
years as of December 31, 2024. 

As of December 31, 2023, there was $398,360 of total unrecognized compensation cost related to non-vested 
stock option grants under the plan. The cost is expected to be recognized over a weighted-average period of three  
years as of December 31, 2023. 

Note 11. Stock Warrants 

The organizers of the Company received stock warrants giving them the right to purchase one share of common 
stock for every share they purchased in the initial offering of the Company’s common stock up to 13,310 shares 
at a price of $7.51 per share, as adjusted for the stock dividends. The warrants vest ratably over a five year period 
and terminate ten years after date of grant. During 2017, the warrants expiration date was extended another ten 
years. Warrants held by directors of the Company will expire 90 days after the director ceases to be a director or 
officer of the Company (365 days if due to death or disability). 

At December 31, 2024 there were 93,170 warrants outstanding and exercisable. During the year ended December 
31, 2024 there were no shares exercised or cancelled. At December 31, 2023 there were 93,170 warrants 
outstanding and exercisable. During the year ended December 31, 2023 there were no warrants exercised or 
cancelled.  All warrants outstanding will expire on November 28, 2027 unless otherwise extended.  
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Note 12. Income Taxes 

Income tax expense is summarized as follows for the years ended December 31: 
 2024   2023  

Current income tax expense:
   Federal $ 2,713,800 $ 2,305,971 
   State  522,914  257,448 
Total  3,236,714  2,563,419 

Deferred income tax (benefit) expense:
   Federal  (320,375)  167,062 
   State 10,570  - 
Total  (309,805)  167,062 
Income tax expense  $ 2,926,909 $ 2,730,481 

The gross amounts of deferred tax assets and deferred tax liabilities are as follows as of December 31: 

 2024   2023  
Deferred tax assets:
   Allowance for credit losses $ 2,581,013 $ 2,282,086 
   Net operating loss carryforward  1,063,793  1,088,222 
   Unrealized loss on securities available for sale and cash flow hedge  7,252,444  7,830,590 
   Federal and state credits  877,809  895,540 
   Stock based compensation 53,336  53,336 
   Deferred compensation  1,317,881  1,115,688 
   Other 95,832  182,245 
Total deferred tax assets  13,242,108  13,447,707 
   Valuation allowance  (402,314)  (342,435) 
 Net deferred tax assets    12,839,794  13,105,272 

Deferred tax liabilities:            2024            2023 
   Accumulated depreciation $ 1,139,756 $ 1,186,950 
   Loan origination costs  623,585  544,424 
   Prepaid expenses  145,064  148,520 
   Purchase accounting adjustments 36,895  62,542 
   Total deferred tax liabilities  1,945,300  1,942,436 
Net deferred tax asset $ 10,894,494 $ 11,162,836 
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Note 12. Income Taxes (continued) 

Deferred tax assets represent the future tax 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. Management's judgment is based on estimates concerning future income earned and positive 
earnings for the years ended December 31, 2024 and 2023. Management has concluded that sufficient positive 
evidence exists to overcome any and all negative evidence in order to meet the "more likely than not” standard 
regarding the realization of the net deferred tax assets. As of December 31, 2024 and 2023, a valuation allowance 
in the amount of $402,314 and $342,435, respectively, remains for state holding company losses.  

The Company has a net operating loss carryforward of $3,190,109 and $3,591,575 as of December 31, 2024 and 
2023, respectively. These net operating loss carryforwards begin to expire in the year 2029.

A reconciliation between the income tax expense and the amount computed by applying the Federal statutory rate 
of 21% in 2024 and 2023, respectively, to income before income taxes follows for the years ended December 31:  

 2024   2023  

Tax expense at statutory rate $ 2,726,283 $ 2,677,325 
State income tax, net of federal income tax benefit  361,574  203,384 
Change in valuation allowance 59,879  61,876 
Cash surrender value of life insurance  (222,171)  (172,362) 
Tax exempt interest -  - 
Stock compensation 38,383  33,271 
Other (37,039)  (73,013) 
   Income tax expense $ 2,926,909 $ 2,730,481 

Tax returns for 2021 and subsequent years are subject to examination by taxing authorities. The Company has 
analyzed the tax positions taken or expected to be taken on its tax returns and concluded it has no liability related 
to uncertain tax positions in accordance with ASC Topic 740. 

Note 13. Employee Benefits 

The Bank sponsors a defined contribution 401(k) plan covering substantially all full-time employees. Under the 
plan and present policies, participants are permitted to make contributions up to the deferral limits allowed by 
the Internal Revenue Service. The Company contributes to the Plan annually upon approval by the Board of 
Directors. The amount of the contributions made is at the discretion of the Board with vesting of these employer 
contributions occurring over each employee’s initial five years of employment. During the years ended 
December 31, 2024 and 2023, the Company recognized $344,017 and $318,845, respectively, in expenses related 
to this plan which are included in salaries and employee benefits. 

On January 1, 2013, the Company converted the defined contribution 401(k) contribution plan into a 401(k) 
Employee Stock Ownership Plan (“KSOP”), which provides a mechanism for Company employees to invest in the 
Company. Each employee who has attained age 21, is employed at least 90 days, has completed at least 500 hours 
of service in a Plan year, and is employed the last business day of the plan year is eligible to participate in the 
KSOP. Upon approval of the Board to contribute shares to employees, the Company recognizes the related  
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Note 13. Employee Benefits (continued) 

compensation expense in the year the shares are allocated to employees. For the years ended December 31, 2024 
and 2023, there was compensation expense of $400,000 and $337,500 related to contribution of shares to the 
KSOP, which is included in salaries and employee benefits. Thirty thousand shares were contributed and allocated 
to employees for 2024 and 2023, respectively. 

The Bank has a Salary Continuation Plan (the “Plan”) for certain senior officers.  The Plan provides an annual post-
retirement cash payment beginning after a chosen retirement date for certain officers of the Bank. The officers 
will receive an annual payment from the Bank equal to the promised benefits.  In connection with this plan, life  
insurance contracts were purchased on the officers. The cash value of the life insurance contracts increased 
$1,057,959 and $820,770 for the years ended December 31, 2024 and 2023, respectively and are included in 
noninterest income. Cash values of the policies were $35,403,071 and $34,345,112 at December 31, 2024 and 
2023, respectively.  The corresponding liability associated with the Plan was $5,475,420 and $4,643,420 at 
December 31, 2024 and 2023, respectively and is included in other liabilities.  Expenses related to the Plan were 
$937,000 and $473,000 for the years ended December 31, 2024 and 2023, respectively and are included in salaries 
and employee benefits. 

The Bank also has a Director Retirement Plan (“Director Plan”) for its Board of Directors. The Director Plan provides 
an additional source of retirement income to a Director for a period of time upon their separation from the Bank 
in recognition of their service to the Bank. The corresponding liability associated with the Director Plan was 
$780,126 and $667,392 for the years ended December 31, 2024 and 2023, respectively, and is included in other 
liabilities.  The liability is calculated by the third party that manages the Director Plan. Expenses related to the 
Director Plan were $112,734 and $102,091 for the years ended December 31, 2024 and 2023, respectively and 
are included in other operating expenses. 

Note 14. Leases

The Bank has entered into agreements to lease various office facilities under non-cancellable operating lease 
agreements. At December 31, 2024, the Company’s leases had remaining lease terms of one year to 15 years, which 
include options to extend or terminate the lease.  These options to extend or terminate the lease are included when 
it is reasonably certain that the options will be exercised.   

Lease expense totaled $1,537,505 and $1,320,954 for the years ended December 31, 2024 and 2023, respectively 
and is included in net occupancy. We do not apply the recognition requirements of ASC 842 to short-term leases 
(i.e., less than 12 months), and recognize the lease payments on a straight-line basis over the term of the lease.    

Supplemental balance sheet information related to operating leases at December 31: 
 2024   2023  

   Right of use operating lease asset $ 8,573,256 $ 8,041,100 
   Operating lease liability  9,057,437  8,460,312 

   Weighted average remaining lease term 8.50  9.13 
   Weighted average discount rate 3.48%  3.46% 
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Note 14. Leases (continued)

Minimum future rental payments under non-cancelable operating leases having remaining terms in excess of one 
year, for each of the next five years and thereafter in the aggregate are: 

2025 $ 1,080,429 
2026  1,056,351 
2027  1,067,883 
2028  1,106,645 
2029 and thereafter  6,271,838 
Total $ 10,583,145 

Less: effect of discount  1,525,708 
Lease Liability  $    9,057,437 

The Company is leasing a portion of its Murrells Inlet and Mount Pleasant locations to unrelated tenants. Lease 
income generated from these tenants totaled $158,670 and $188,539 during the years ended December 31, 2024 
and 2023, respectively and is included in other income. 

Note 15. Related Party Transactions

Certain parties (principally certain directors and executive officers of the Company, their immediate families, and 
their business interests) are loan customers of and have 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. As of December 31, 2024, and 2023, the Company had related party loans totaling 
$5,900,401 and $7,966,911, respectively.   

The following table summarizes related party loans:  

         2024           2023  
   Balance at the beginning of the year $    7,966,911  $ 8,302,151 

     New loans or advances        -  2,352,322 
   Repayments  (2,066,510)  (2,687,562) 
   Balance at the end of the year $ 5,900,401 $ 7,966,911 

There were also outstanding lines of credit available to related parties with available balances of $4,086,000 and 
$4,108,248 at December 31, 2024 and 2023, respectively. 

In 2017, three executives of the Bank exercised 402,799 stock options with the Company.  Notes receivable in the 
total amount of $3,392,274, were issued for the exercise of the options. The total for the note receivable was 
determined to be the contractual exercise price of the stock options, adjusted for federal and state income taxes.  
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Note 15. Related Party Transactions (continued)

During 2023, other notes were renewed with an interest rate of 4.8% per annum and is due and payable on demand 
by the Company, no later than June 8, 2027. During 2022, one of the three executives satisfied the outstanding 
balance due from the loan. The remaining balance of the notes receivables was $2,757,512 and $2,759,226 as of 
December 31, 2023 and 2022 respectively.  

Deposits by directors, including their affiliates and executive officers, were $71,572,561 and $51,803,342 at 
December 31, 2024 and 2023, respectively. 

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 would have a material adverse effect on the financial 
position or operating results of the Company. 

Note 17. Income per Share

Basic income per share is computed by dividing net income by the weighted-average number of common shares 
outstanding. Diluted income per share is computed by dividing net income 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 stock warrants and stock 
options.  

The effect from stock options on incremental shares from the assumed conversions for basic income per share and 
diluted income per share are presented below: 

 2024   2023  
Income per common share – basic computation:
   Net income $ 10,055,392 $ 10,018,682 
   Average common shares outstanding – basic  7,588,455  7,548,410 
   Basic income per common share $ 1.33 $ 1.33 

Income per common share – diluted computation:
   Net income $ 10,055,392 $ 10,018,682 
   Average commons shares outstanding – basic  7,588,455  7,548,410 
   Incremental shares from assumed conversions: 
     Stock options and warrants 73,085  57,902 
  Average common shares outstanding – diluted  7,661,540  7,606,312 
  Diluted income per common share $ 1.31 $ 1.32 

At December 31, 2024, the Company excluded 203,160 potentially dilutive shares of common stock issuable upon 
exercise of stock options with a weighted average exercise price of $13.09 from the computation of dilutive 
income per common share because of their antidilutive effect. At December 31, 2023, the Company excluded 
237,460 potentially dilutive shares of common stock issuable upon exercise of stock options with a weighted 
average exercise price of $13.57 from the computation of dilutive income per common share because of their 
antidilutive effect.
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Note 18. Regulatory Matters

The Company and the Bank are subject to various regulatory capital requirements administered by the federal 
banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly 
additional discretionary actions by regulators that, if undertaken, could have a material effect on the Company’s 
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective 
action, the Company and the Bank must meet specific capital guidelines that involve quantitative measures of the 
Company’s and the Bank’s assets, liabilities, and certain off-balance-sheet items as calculated under regulatory 
accounting practices. The Company’s and the Bank’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 Bank 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 credit 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. 

The Company and the Bank are also required to maintain capital at a minimum level based on average assets (as 
defined), which is known as the leverage ratio. Only the strongest institutions are allowed to maintain capital at 
the minimum requirement. 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 the Bank to maintain (i) a minimum ratio 
of 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, the Bank is 
required to maintain a “capital conservation buffer” in addition to its minimum risk-based capital requirements. 
This buffer is required to consist solely of CET1, but the buffer applies to all three risk-based measurements (CET1, 
Tier 1 and total capital). The capital conservation buffer was phased in incrementally over time, beginning January 
1, 2016 at 0.625% and becoming fully effective on January 1, 2019. The capital conservation buffer consists of an 
additional amount of Tier 1 capital equal to 2.50% of risk-weighted assets, which was in effect for the year ended 
December 31, 2023.  

As of its most recent regulatory examination, the Bank was deemed well-capitalized under the regulatory 
framework for prompt corrective action. To be categorized as well-capitalized, the Bank must maintain total risk-
based, Tier 1 risk-based, and Tier 1 leverage ratios as set forth in the table below. There are no conditions or 
events that management believes have changed the Bank’s categories.
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Note 18. Regulatory Matters (continued)

The following table summarizes the capital ratios and the regulatory minimum requirements of the Bank at 
December 31: 

Actual 

For capital adequacy 
purposes 
Minimum 

To be well-capitalized 
under prompt corrective 

action provisions 
Minimum 

Amount Ratio Amount Ratio Amount Ratio 
December 31, 2024 
Total capital (to risk-weighted assets) $    166,480,000           11.87% 112,010,000 8.00% 140,013,000 10.00%
Tier 1 capital (to risk-weighted assets) 153,929,000 10.99% 84,008,000 6.00% 112,010,000 8.00%
Tier 1 capital (to average assets) 153,929,000 8.49% 72,542,000 4.00% 90,678,000 5.00%
Common equity tier 1 capital 
     (to risk-weighted assets) 153,929,000 10.99% 63,006,000 4.50% 91,008,00 6.50%

December 31, 2023 
Total capital (to risk-weighted assets) $    152,893,000           12.23% $    100,043,000           8.00% $    125,053,000 10.00%
Tier 1 capital (to risk-weighted assets) 142,030,000 11.36% 75,032,000 6.00% 100,043,000 8.00%
Tier 1 capital (to average assets) 142,030,000 8.84% 64,270,000 4.00% 80,338,000 5.00%
Common equity tier 1 capital 
     (to risk-weighted assets) 142,030,000 11.36% 56,274,000 4.50% 81,285,000 6.50%

Note 19. Unused Lines of Credit

As of December 31, 2024, the Company had available lines of credit to purchase federal funds from unrelated 
banks totaling $58,000,000. These lines of credit are available on a one to fourteen day basis for general corporate 
purposes. As of December 31, 2024 and 2023, respectively, there was no outstanding balance on the lines of credit 
for federal funds.   

Note 20. Restrictions on Dividends

The ability of the Company to pay cash dividends is dependent upon receiving cash in the form of dividends from 
its banking subsidiary. Federal and state banking regulations restrict the amount of dividends that can be paid. 
Dividends are payable only from the retained earnings of the banking subsidiary and may be limited to the amount 
of current year earnings without prior regulatory approval. The retained earnings of the banking subsidiary were 
$72,466,059 and $60,711,973 at December 31, 2024 and 2023, respectively. 
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Note 21. 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. A portion of the Company’s commitments to extend 
credit are unconditionally cancellable and are therefore not considered for credit loss exposure when determining 
the liability for unfunded commitments as of December 31, 2024.  

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 whose contract amounts 
represent credit risk at December 31:    

 2024   2023  

Commitments to extend credit $ 360,641,710 $ 388,139,918 
Letters of credit  1,571,031  2,282,296 
     Total $ 362,212,741 $ 390,422,214 

Note 22. Fair Value of Financial Instruments 

Accounting standards require disclosures about the fair value of assets and liabilities recognized in the balance sheet 
in periods subsequent to initial recognition, whether the measurements are made on a recurring basis (for example, 
available-for-sale investment securities) or on a nonrecurring basis (for example, individually evaluated). 

The accounting standard defines fair value as the exchange 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. It 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 standard describes three levels of inputs that may be used to measure fair value: 

Level 1 Quoted market prices in active markets for identical assets or liabilities. Level 1 assets and liabilities 
include debt and equity securities and derivative contracts that are traded in an active exchange 
market, as well as U.S. Treasuries and money market funds. 
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Note 22. Fair Value of Financial Instruments (continued) 

Level 2 Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted 
prices in markets that are not active; or other inputs that are observable or can be corroborated by 
observable market data for substantially the full term of the assets or liabilities. Level 2 assets and 
liabilities include debt securities with quoted prices that are traded less frequently than exchange-
traded instruments, mortgage-backed securities, municipal bonds, corporate debt securities, and 
derivative contracts whose value is determined using a pricing model with inputs that are observable 
in the market or can be derived principally from or corroborated by observable market data. This 
category generally includes certain derivative contracts and collateral dependent loans. 

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the  

   fair value of the assets or liabilities. Level 3 assets and liabilities include financial instruments whose 
value is determined using pricing models, discounted cash flow methodologies, or similar techniques, 
as well as instruments for which the determination of fair value requires significant management 
judgment or estimation. For example, this category generally includes certain private equity 
investments, retained residual interests in securitizations, residential mortgage servicing rights, and 
highly-structured or long-term derivative contracts. 

The following is a description of valuation methodologies used for assets and liabilities recorded at fair value on a 
recurring basis: 

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. 

Derivative Financial Instruments – The Company’s derivative financial instruments, which are interest rate 
contracts, are valued using the discounted cash flow method that incorporates market interest rates.  

The tables below present the balances of assets and liabilities measured at fair value on a recurring basis by level 
within the hierarchy. 
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Note 22. Fair Value of Financial Instruments (continued) 
December 31, 2024 

Assets:  Total   Level 1   Level 2   Level 3  

U.S. Government sponsored agencies $ 1,572,517 $ -- $ 1,572,517 $ –

Tax exempt municipal securities  10,730,953  –  10,730,953  – 
Taxable municipal securities  75,149,393  –  75,149,393  – 
Mortgage-backed securities  118,144,630  –  118,144,630  – 
SBA loan pools 441,181  –  441,181  – 
Corporate debt securities  23,112,650  –  23,112,650  – 
Mortgage loans held-for-sale  1,176,440  –  1,176,440  – 
 Total $  230,327,764 $  $ 230,327,764 $ – 

Liabilities - Derivatives $   969,508 $  $ 969,508 $ – 

December 31, 2023 
Assets:  Total   Level 1   Level 2   Level 3  

U.S. Treasuries $ 14,924,996 $14,924,996  $ – $ –

U.S. Government sponsored agencies  1,532,303  –  1,532,303  – 
Tax exempt municipal securities  10,051,379  –  10,051,379  – 
Taxable municipal securities  63,894,853  –  63,894,853  – 
Mortgage-backed securities  105,486,152  –  105,486,152  – 
SBA loan pools 424,437  –  424,437  – 
Corporate debt securities  23,050,291  –  23,050,291  – 
Mortgage loans held-for-sale 949,389  –  949,389  – 
 Total $  220,313,800 $ 14,924,996 $ 205,388,804 $ – 

Liabilities - Derivatives $   2,500,208 $  $ 2,500,208 $ – 

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).  Following is a description of valuation methodologies used for 
assets and liabilities recorded at fair value on a non-recurring basis. 

Mortgage Loans Held-for-Sale – The fair values of mortgage loans held-for-sale are derived from an active market 
of similar loans and as such are classified as Level 2 in the fair value hierarchy. 

Collateral Dependent Loans - The Bank has identified collateral dependent loans with fair value considerations as 
those loans with a recorded investment less the applicable reserve allocation. The estimated fair value of collateral 
dependent loans is based on the appraised fair value of the collateral, less estimated cost to sell. Collateral 
dependent loans are classified within level 2 of the fair value hierarchy. The Bank considers the appraisal or 
evaluation as the starting point for determining fair value and then considers other factors and events in the 
environment that may affect the fair value. Appraisals of the collateral securing collateral dependent loans are 
obtained when the loan is determined to be collateral dependent and subsequently, as deemed necessary, 
according to Bank policy. Appraisers are selected from the list of approved appraisers maintained by Management. 
Appraisals are only obtained from independent licensed appraisers following Uniform Standards of Professional 
Appraisal Practice. As of December 31, 2024 and 2023, the Company had no collateral dependent loans. 
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Note 22. Fair Value of Financial Instruments (continued) 

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. When the  
fair value of the collateral is based on an observable market price or a current appraised value, the Company 
records the foreclosed asset 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 foreclosed asset as nonrecurring Level 3. As of December 31, 2024 and 
2023 the Company had no OREO.  

The tables below present the balances of assets and liabilities measured at fair value on a non-recurring basis by 
level within the hierarchy. 

December 31, 2024 
 Total   Level 1   Level 2   Level 3  

Mortgage loans held-for-sale $   1,176,440 $  $ 1,176,440 $ – 

December 31, 2023 
 Total   Level 1   Level 2   Level 3  

Mortgage loans held-for-sale $   949,389 $  $ 949,389 $ – 

The following methods and assumptions were used to estimate the fair value of significant financial instruments: 

Cash and Due from Banks – The carrying amount is a reasonable estimate of fair value. 

Federal Funds Sold and Interest-Bearing Deposits – Federal funds are sold for a term of one day, and the carrying 
amount approximates the fair value. 

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 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, U.S. Treasury securities that are traded by dealers or brokers in active over-the-counter 
markets and money market funds. Level 2 securities include mortgage-backed securities 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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Note 22. Fair Value of Financial Instruments (continued) 

Nonmarketable Equity Securities – The carrying value of these securities approximates the fair value since no 
ready market exists for the stocks. 

Mortgage Loans Held-for-Sale – The carrying value of mortgage loans held-for-sale approximates fair value. 

Loans Receivable – The valuation of loans receivable is estimated using the exit price notion which incorporates 
factors, such as enhanced credit risk, illiquidity risk and market factors that sometimes exist in exit prices in 
dislocated markets. This credit risk assumption is intended to approximate the fair value that a market participant 
would realize in a hypothetical orderly transaction. The Company’s loan portfolio is initially fair valued using a 
segmented approach.  The Company divides its loan portfolio into the following categories: variable rate loans, 
individually evaluated loans and all other loans.  The results are then adjusted to account for credit risk as 
described above. 

For variable-rate loans that reprice frequently and have no significant change in credit risk, fair values approximate 
carrying values. Fair values for impaired loans are estimated using discounted cash flow models or based on the 
fair value of the underlying collateral.  

Bank-Owned Life Insurance – The carrying amount is a reasonable estimate of fair value. 

Deposits – The fair value of demand deposits, savings, and money market accounts is the amount payable on demand 
at the reporting date.  The fair values of certificates of deposit and other time deposits are estimated using a discounted 
cash flow calculation that applies current interest rates to a schedule of aggregated expected maturities. 

Subordinated debentures – The fair value is estimated by discounting the future cash flows using the current rates at 
which similar debenture offerings with similar terms and maturities would be issued by similar institutions. As discount 
rates are based on current debenture rates as well as management estimates, the fair values presented may not be 
indicative of the value negotiated in an actual sale.  

Advances from Federal Reserve– For disclosure purposes, the fair value of the fixed rate borrowing is estimated using 
discounted cash flows, based on the current incremental borrowing rates for similar types of borrowing arrangements.  

Advances from Federal Home Loan Bank – For disclosure purposes, the fair value of the fixed rate borrowing is 
estimated using discounted cash flows, based on the current incremental borrowing rates for similar types of borrowing 
arrangements.  

Accrued Interest Receivable and Payable – The carrying value of these instruments is a reasonable estimate of 
fair value. As current rates are based on daily advance rates, the carrying amount is deemed to be a reasonable 
estimate of fair value.  
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Note 22. Fair Value of Financial Instruments (continued) 

The carrying values and estimated fair values of the Company’s financial instruments as of December 31 are as 
follows: 



South Atlantic Bancshares, Inc. and Subsidiary 
Notes to Consolidated Financial Statements  
For the years ended December 31, 2024 and 2023 

52 

Note 23. Derivatives 

The Company utilizes interest rate swaps agreements as part of its asset-liability management strategy to help 
mitigate its interest rate risk. The notional amount of the interest rate swaps does not represent amounts exchanged 
by the parties. The amount exchanged is determined by reference to the notional amount and the other terms of 
the individual interest rate swap agreements. Derivative financial instruments are recorded in the Consolidated 
Balance Sheets as either an asset or a liability (in other assets or other liabilities, respectively) and measured at fair 
value.

The Company did not have any derivatives that are not designated as hedges as of December 31, 2024 and 2023.

Fair Value Hedges  

Fair value hedge interest rate swaps mature on various dates with a combined notional amount of $56.3 million and 
$75.0 million at December 31, 2024 and 2023, respectively. The risk management objective with respect to the fair 
value hedges is to hedge the risk of certain fixed-rate loans. These fair value hedges convert the fixed rates of the 
loans to 1-month compounded average Secured Overnight Financing Rate (“SOFR”). The hedges were determined 
to be effective during the periods presented. The Company expects these hedges to remain effective during the 
remaining term of the swap. 

The following table presents the amounts recorded on the balance sheet related to cumulative basis adjustment for 
the fair value hedges as of December 31, 2024 and 2023: 

There were no discontinued hedging relationships, and therefore, the above balances do not include any 
adjustments on discontinued hedging relationships. As of December 31, 2024 and 2023, the total notional amount 
of the pay-fixed/receive variable interest rate swap portfolio was $56.3 million and $75.0 million, respectively.  

The following table summarizes information about the interest rate swaps designated as fair value hedges at 
December 31, 2024 and 2023: 
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Note 23. Derivatives (continued) 

The following table presents the change in fair value for derivatives designated as fair value hedges as well as the 
offsetting change in fair value on the hedged item for the years ended December 31, 2024 and 2023: 

The following table presents the effect of Fair Value Hedge Accounting on the Consolidated Statements of 
Operations and the location and amount of gain or (loss) recognized in income on Fair Value hedging relationships 
for the years ended December 31, 2024 and 2023: 

Cash Flow Hedges 

A cash flow hedge interest rate swap that matures on February 28, 2025 had a notional amount of $20.0 million as 
of December 31, 2024 and 2023. The risk management objective with respect to the cash flow hedge is to hedge the 
risk of variability in the Company’s cash flows (future interest payments) attributable to changes in the 1-month 
compounded average SOFR rate pertaining to fluctuations in market interest rates on $20.0 million of FHLB, brokered 
Certificate of Deposits or other fixed rate advances for that period. The objective of the hedge is to offset the 
variability of cash flows due to the rollover of the Company’s fixed-rate 1-month FHLB or another fixed rate advance 
monthly until the swap matures. The hedge was determined to be effective during the periods presented. The 
Company expects the hedge to remain effective during the remaining term of the swap. 

A cash flow hedge interest rate swap that matures on February 28, 2026 had a notional amount of $40.0 million as 
of December 31, 2024 and 2023. The risk management objective with respect to the cash flow hedge is to hedge the 
risk of variability in the Company’s cash flows (future interest payments) attributable to changes in the 1-month 
compounded average SOFR rate pertaining to fluctuations in market interest rates on $40.0 of FHLB, brokered 
Certificate of Deposits or other fixed rate advances for that period. The objective of the hedge is to offset the 
variability of cash flows due to the rollover of the Company’s fixed-rate 1-month FHLB or another fixed rate advance 
monthly until the swap matures. The hedge was determined to be effective during the periods presented. The 
Company expects the hedge to remain effective during the remaining term of the swap. 
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Note 23. Derivatives (continued) 

A cash flow hedge interest rate swap that matures on July 3, 2026 had a notional amount of $20.0 million as of 
December 31, 2024 and 2023. The risk management objective with respect to the cash flow hedge is to hedge the 
risk of variability in the Company’s cash flows (future interest payments) attributable to changes in the 1-month 
compounded average SOFR rate pertaining to fluctuations in market interest rates on $20.0 million of FHLB, brokered 
Certificate of Deposits or other fixed rate advances for that period. The objective of the hedge is to offset the 
variability of cash flows due to the rollover of the Company’s fixed-rate 1-month FHLB or another fixed rate advance 
monthly until the swap matures. The hedge was determined to be effective during the periods presented. The 
Company expects the hedge to remain effective during the remaining term of the swap. 

A cash flow hedge interest rate swap that matures on February, 28 2028 had a notional amount of $20.0 million as 
of December 31, 2024 and 2023. The risk management objective with respect to the cash flow hedge is to hedge the 
risk of variability in the Company’s cash flows (future interest payments) attributable to changes in the 1-month 
compounded average SOFR rate pertaining to fluctuations in market interest rates on $20.0 million of FHLB, brokered 
Certificate of Deposits or other fixed rate advances for that period. The objective of the hedge is to offset the 
variability of cash flows due to the rollover of the Company’s fixed-rate 1-month FHLB or another fixed rate advance 
monthly until the swap matures. The hedge was determined to be effective during the periods presented. The 
Company expects the hedge to remain effective during the remaining term of the swap. 
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Note 23. Derivatives (continued) 

Note 24. Accumulated Other Comprehensive Loss  

The following were changes in accumulated other comprehensive loss by component, net of tax, for the years 
ended December 31, 2024 and 2023: 

The following were significant amounts reclassified out of each component of accumulated other comprehensive 
loss for the years ended December 31, 2024, and 2023: 
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Note 25. South Atlantic Bancshares, Inc. (Parent Company Only) 

Following is condensed financial information of South Atlantic Bancshares, Inc. (parent company only) as of and for 
the years ended December 31: 

Condensed Balance Sheets 

 2024   2023  
Assets 
Cash  $ 5,035,233 $ 7,185,044 
Investment in bank subsidiary  137,612,838  124,108,691 
Loans  2,757,512  2,759,226 
Other assets  288,127  387,340 
         Total assets $ 145,693,710 $ 134,440,301 

Liabilities and shareholders’ equity
Other liabilities $ 1,924,700 $ 1,486,381 
Subordinated debentures  30,000,000  30,000,000 
Shareholders’ equity  113,769,010  102,953,920 
        Total liabilities and shareholders’ equity $ 145,693,710 $ 134,440,301 

Condensed Statements of Income

Income $ 132,446 $ 58,246 

Expenses: 
Salaries and benefits  582,774  549,936  
Other  1,248,366  1,221,005 
        Total   1,831,140  1,770,941 
Loss before income taxes and equity in 
   undistributed income of banking subsidiary  (1,698,694)  (1,712,695) 
Income tax benefit -  326,404 
Equity in income of banking subsidiary  11,754,086  11,404,973 

Net income $ 10,055,392 $ 10,018,682 
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Note 25. South Atlantic Bancshares, Inc. (Parent Company Only) (continued)

Condensed Statements of Cash Flows 

 2024   2023  
Operating activities
Net income $ 10,055,392 $ 10,018,682 
Adjustments to reconcile net income to net cash used 
   in operating activities: 
Equity in undistributed income of banking subsidiary  (11,754,086)  (11,404,973) 
Stock and warrant compensation expense  193,063  158,270 
Contribution of treasury stock to ESOP plan -  337,500 
Increase (decrease) in accrued expenses and other liabilities  427,070  (226,491) 
(Increase) decrease in other assets 99,213  (74,572) 
   Net cash used in operating activities  (979,348)  (1,191,584)  

Investing activities:
Net increase in investment in bank -  (10,000,000) 
Net decrease in loans 1,714  - 

Net cash provided by (used in) investing activities 1,714  (10,000,000) 

Financing activities:
Proceeds from exercise of stock options 10,959  84,782 
Payment of cash dividends  (757,360)  (753,607) 
Purchase of treasury stock  (425,776)  (510,439) 
 Net cash used in financing activities  (1,172,177)  (1,179,264) 

Net decrease in cash and cash equivalents  (2,149,811)  (12,370,848) 
Cash, beginning of year  7,185,044  19,555,892 
Cash, end of year $ 5,035,233 $ 7,185,044 

Note 26. 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. Non-recognized 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. Management has reviewed events occurring 
through March 10, 2025, the date the financial statements were available to be issued.  No other subsequent events 
occurred requiring accrual or disclosure. 
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