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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-Q

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the Quarterly Period Ended June 30, 2013

OR

o0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the Transition Period from to

Commission file number 000-27719

Southern First Bancshares, Inc.

(Exact name of registrant as specified in its charter)

864-679-9000
(Registrant's telephone number, including area code)

Not Applicable
(Former name, former address, and former fiscal year, if changed since last report)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding12 months (or for such shorter period that the registrant was required to
submit and post such files).

Yes x No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of "large accelerated filer," "accelerated filer," and "smaller reporting
company" in Rule 12b-2 of the Exchange Act.
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
o No x

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date: 4,269,437 shares of common stock, par value $0.01 per share, were issued and outstanding as of July 31, 2013.
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PART I. CONSOLIDATED FINANCIAL INFORMATION
Item 1. CONSOLIDATED FINANCIAL STATEMENTS

SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

See notes to consolidated financial statements that are an integral part of these consolidated statements. Additional
paid in capital, retained earnings and common shares outstanding as of December 31, 2012 have been adjusted to
reflect the ten percent stock dividend issued in 2013.
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SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

See notes to consolidated financial statements that are an integral part of these consolidated statements. Earnings per
share and common shares outstanding for the 2012 period have been adjusted to reflect the ten percent stock dividend
issued in 2013.
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SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(Unaudited)

See notes to consolidated financial statements that are an integral part of these consolidated statements.
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SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
FOR THE SIX MONTHS ENDED JUNE 30, 2013 AND 2012
(Unaudited)

See notes to consolidated financial statements that are an integral part of these consolidated statements. Common
shares outstanding as of December 31, 2011 and 2012 have been adjusted to reflect the ten percent stock dividends
issued in 2012 and 2013.
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SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

See notes to consolidated financial statements that are an integral part of these consolidated statements.
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SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - Nature of Business and Basis of Presentation
Business Activity

Southern First Bancshares, Inc. (the "Company") is a South Carolina corporation that owns all of the capital stock of
Southern First Bank (the "Bank") and all of the stock of Greenville First Statutory Trust I and II (collectively, the
"Trusts"). On April 1, 2013, the Bank converted from a national bank charter to a South Carolina state bank charter
and the bank name was changed from Southern First Bank, N.A. to Southern First Bank. As a national bank, the
Bank's primary federal regulator was the Office of the Comptroller of the Currency (the "OCC"), and subsequent to
the conversion, the Bank's primary federal regulator is the Federal Deposit Insurance corporation (the "FDIC"). The
Bank is also regulated and examined by the South Carolina Board of Financial Institutions. The Bank is primarily
engaged in the business of accepting demand deposits and savings deposits insured by the FDIC, and providing
commercial, consumer and mortgage loans to the general public. The Trusts are special purpose non-consolidated
entities organized for the sole purpose of issuing trust preferred securities.

Basis of Presentation

The accompanying consolidated financial statements have been prepared in accordance with generally accepted
accounting principles ("GAAP") for interim financial information and with the instructions to Form 10-Q and Article
10 of Regulation S-X. Accordingly, they do not include all the information and footnotes required by accounting
principles generally accepted in the United States of America for complete financial statements. In the opinion of
management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation
have been included. Operating results for the three and six month periods ended June 30, 2013 are not necessarily
indicative of the results that may be expected for the year ending December 31, 2013. For further information, refer to
the consolidated financial statements and footnotes thereto included in the Company's Annual Report on Form 10-K
for the year ended December 31, 2012, as filed with the Securities and Exchange Commission (the "SEC") on March
5, 2013 (File No. 000-27719). The consolidated financial statements include the accounts of the Company and the
Bank. In accordance with Financial Accounting Standards Board ("FASB") Accounting Standards Codification
("ASC") 810, "Consolidation," the financial statements related to the Trusts have not been consolidated.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the consolidated
financial statements and the reported amount of income and expenses during the reporting periods. Actual results
could differ from those estimates. Material estimates that are particularly susceptible to significant change in the near
term relate to the determination of the allowance for loan losses, other real estate owned, fair value of financial
instruments, evaluating other-than-temporary-impairment of investment securities and valuation of deferred tax assets.

Reclassifications

Certain amounts, previously reported, have been reclassified to state all periods on a comparable basis and had no
effect on shareholders' equity or net income.

Subsequent Events



Edgar Filing: SOUTHERN FIRST BANCSHARES INC - Form 10-Q

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
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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 performed an
evaluation to determine whether there have been any subsequent events since the balance sheet date and determined
that no subsequent events occurred requiring accrual or disclosure.

Recently Adopted Accounting Pronouncements

The following is a summary of recently adopted authoritative pronouncements that have impacted the accounting,
reporting, and/or disclosure of financial information by the Company.

The Comprehensive Income topic of the ASC was amended in June 2011. The amendment eliminated the option to
present other comprehensive income as a part of the statement of changes in stockholders' equity and required
consecutive presentation of the statement of net income and other comprehensive income. The amendments were
applicable to the Company January 1, 2012 and have been applied retrospectively. In December 2011, the topic was
further amended to defer the effective date of presenting reclassification adjustments from other comprehensive
income to net income on the face of the financial statements while the FASB redeliberated the presentation
requirements for the reclassification adjustments. In February 2013, the FASB further amended the Comprehensive
Income topic clarifying the conclusions from such redeliberations. Specifically, the amendments do not change the
current requirements for reporting net income or other comprehensive income in financial statements. However, the
amendments do require an entity to provide information about the amounts reclassified out of accumulated other
comprehensive income by component. In addition, in certain circumstances an entity is required to present, either on
the face of the statement where net income is presented or in the notes, significant amounts reclassified out of
accumulated other comprehensive income by the respective line items of net income. The amendments were effective
for the Company on a prospective basis for reporting periods beginning after December 15, 2012. These amendments
did not have a material effect on the Company's financial statements.

NOTE 2 - Preferred Stock Issuance and Partial Redemption

On February 27, 2009, as part of the Capital Purchase Program ("CPP"), the Company entered into a Securities
Purchase Agreement with the U.S. Department of the Treasury (the "Treasury"), pursuant to which the Company sold
17,299 shares of its Fixed Rate Cumulative Perpetual Preferred Stock, Series T (the "Series T Preferred Stock") and a
warrant to purchase 399,970.34 shares of the Company's common stock (the "Warrant") for an aggregate purchase
price of $17.3 million in cash. The Series T Preferred Stock qualified as Tier 1 capital and was entitled to cumulative
dividends at a rate of 5% per annum for the first five years and 9% per annum thereafter. The Warrant had a 10-year
term and was immediately exercisable upon its issuance, with an exercise price, subject to anti-dilution adjustments
equal to $6.487 per share of the common stock.

On June 28, 2012, the Treasury sold its Series T Preferred Stock through a public offering structured as a modified
Dutch auction. The Company bid on a portion of the Series T Preferred Stock in the auction after receiving approval
from its regulators to do so. The clearing price per share for the preferred shares was $904 (compared to a par value
of $1,000 per share), and the Company was successful in repurchasing 1,000 shares of the 17,299 shares of Series T
Preferred Stock outstanding through the auction process. The remaining 16,299 shares of Series T Preferred Stock
held by the Treasury were sold to unrelated third-parties through the auction process. Included in the September 30,
2012 operating results are approximately $130,000 of costs incurred by the Company related to the offering. These
costs are not tax-deductible. The net balance sheet impact was a reduction to shareholders' equity of $904,000 which
is comprised of a decrease in Series T Preferred Stock of $1.0 million and a $96,000 increase to retained earnings
related to the discount on the shares repurchased. The redemption of the $1.0 million in preferred shares will save the
Company $50,000 annually in dividend expenses.

In addition, on July 25, 2012, the Company completed its repurchase of the Warrant from the Treasury for a mutually
agreed upon price of $1.1 million. The difference between the fair value of the Warrant, as originally recorded, and
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the $1.1 million repurchase price was $343,000 which resulted in a decrease to additional paid in capital. The
Company also recorded the remaining accretion of $180,000 on the Series T Preferred Stock which brought the
Preferred Stock to its par value. Following the settlement of the Warrant on July 25, 2012, the Treasury has
completely eliminated its equity stake in the Company through the Capital Purchase Program.

9
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In conjunction with the repurchase of the Warrant, the Company obtained an interest only line of credit for $1.5
million with another financial institution. Interest is payable quarterly at a rate of 5%, and the line of credit matures on
February 3, 2014.

On January 3, 2013 and April 1, 2013, the Company redeemed a total of $1.0 million of its outstanding Series T
preferred stock from three of its preferred shareholders. Since July of 2012, the Company has redeemed a cumulative
$2.0 million of its outstanding Series T preferred stock and reduced the balance to $15.3 million.

NOTE 3 - Investment Securities

The amortized costs and fair value of investment securities are as follows:

Contractual maturities and yields on our investment securities at June 30, 2013 and December 31, 2012 are shown in
the following table. Expected maturities may differ from contractual maturities because issuers may have the right to
call or prepay obligations with or without call or prepayment penalties.
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The tables below summarize gross unrealized losses on investment securities and the fair market value of the related
securities at June 30, 2013 and December 31, 2012, aggregated by investment category and length of time that
individual securities have been in a continuous unrealized loss position.

At June 30, 2013, the Company had 41 individual investments that were in an unrealized loss position for less than 12
months. The unrealized losses were primarily attributable to changes in interest rates, rather than deterioration in
credit quality. The Company considers the length of time and extent to which the fair value of available-for-sale debt
securities have been less than cost to conclude that such securities are not other-than-temporarily impaired. We also
consider other factors such as the financial condition of the issuer including credit ratings and specific events affecting
the operations of the issuer, volatility of the security, underlying assets that collateralize the debt security, and other
industry and macroeconomic conditions. As the Company has no intent to sell securities with unrealized losses and it
is not more-likely-than-not that the Company will be required to sell
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these securities before recovery of amortized cost, we have concluded that the securities are not impaired on an
other-than-temporary basis.

Other investments are comprised of the following and are recorded at cost which approximates fair value.

NOTE 4 - Loans and Allowance for Loan Losses

The following table summarizes the composition of our loan portfolio.

Maturities and Sensitivity of Loans to Changes in Interest Rates

The information in the following tables summarizes the loan maturity distribution by type and related interest rate
characteristics based on the contractual maturities of individual loans, including loans which may be subject to
renewal at their contractual maturity. Renewal of such loans is subject to review and credit approval, as well as
modification of terms upon maturity. Actual repayments of loans may differ from the maturities reflected below,
because borrowers have the right to prepay obligations with or without prepayment penalties.
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Portfolio Segment Methodology
Commercial

Commercial loans are assessed for estimated losses by grading each loan using various risk factors identified through
periodic reviews. We apply historic grade-specific loss factors to each class of loans. In the development of our
statistically derived loan grade loss factors, we observe historical losses over a relevant period for each loan grade.
These loss estimates are adjusted as appropriate based on additional analysis of external loss data or other risks
identified from current economic conditions and credit quality trends. The allowance also includes an amount for the
estimated impairment on nonaccrual commercial loans and commercial loans modified in a troubled debt restructuring
("TDR"), whether on accrual or nonaccrual status.
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Consumer

For consumer loans, we determine the allowance on a collective basis utilizing historic loss factors to represent our
best estimate of inherent loss. We pool loans, generally by loan class with similar risk characteristics. The allowance
also includes an amount for the estimated impairment on nonaccrual consumer loans and consumer loans modified in
a TDR, whether on accrual or nonaccrual status.

Credit Quality Indicators

Commercial

We manage a consistent process for assessing commercial loan credit quality by monitoring our loan grading trends
and past due statistics. All loans are subject to individual risk assessment. Our categories include Pass, Special
mention, Substandard, Doubtful, and Loss, each of which is defined by banking regulatory agencies. Delinquency

statistics are also an important indicator of credit quality in the establishment of our allowance for loan losses.

The tables below provide a breakdown of outstanding commercial loans by risk category.

The following tables provide past due information for outstanding commercial loans and include loans on nonaccrual
status as well as accruing TDRs.
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As of June 30, 2013 and December 31, 2012, loans 30 days or more past due represented 0.77% and 1.11% of our
total loan portfolio, respectively. Commercial loans 30 days or more past due were 0.58% and 0.94% of our total loan
portfolio as of June 30, 2013 and December 31, 2012, respectively.

Consumer

We manage a consistent process for assessing consumer loan credit quality by monitoring our loan grading trends and
past due statistics. All loans are subject to individual risk assessment. Our categories include Pass, Special mention,
Substandard, Doubtful, and Loss, each of which is defined by banking regulatory agencies. Delinquency statistics are
also an important indicator of credit quality in the establishment of our allowance for loan losses.

The tables below provide a breakdown of outstanding consumer loans by risk category.

The following tables provide past due information for outstanding consumer loans and include loans on nonaccrual
status as well as accruing TDRs.
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As of June 30, 2013 and December 31, 2012, consumer loans 30 days or more past due were 0.19% and 0.17%,
respectively, of total loans.

Nonperforming assets

Following is a summary of our nonperforming assets, including nonaccruing TDRs.
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Impaired Loans

The table below summarizes key information for impaired loans. Our impaired loans include loans on nonaccrual
status and loans modified in a TDR, whether on accrual or nonaccrual status. These impaired loans may have
estimated impairment which is included in the allowance for loan losses. Our commercial and consumer impaired
loans are evaluated individually to determine the related allowance for loan losses.
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The following table provides the average recorded investment in impaired loans and the amount of interest income
recognized on impaired loans after impairment by portfolio segment and class.
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