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FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of
1934 and the Private Securities Litigation Reform Act of 1995, which statements are inherently subject to risks and
uncertainties. Forward-looking statements are statements that include projections, predictions, expectations or beliefs
about future events or results or otherwise are not statements of historical fact. Further, forward-looking statements
are intended to speak only as of the date made. Such statements are often characterized by the use of qualifying words
(and their derivatives) such as “expect,” “believe,” “estimate,” “plan,” “project,” or other statements concerning our opinions or
judgment about future events. Our actual results may differ materially from those anticipated in any forward-looking
statements, as they will depend on many factors about which we are unsure, including many factors which are beyond
our control. Factors that could influence the accuracy of such forward-looking statements include, but are not limited
to, the financial success or changing strategies of our customers, our level of success in integrating acquisitions,
actions of government regulators, the level of market interest rates, and general economic conditions. For additional
information about factors that could affect the matters discussed in this paragraph, see the “Risk Factors” section in Item
1A of this report.

PART I

Item 1. Business

General Description

First Bancorp (the “Company”) is the fourth largest bank holding company headquartered in North Carolina.  At
December 31, 2018, the Company had total consolidated assets of $5.9 billion, total loans of $4.2 billion, total
deposits of $4.7 billion, and shareholders’ equity of $0.8 billion.  Our principal activity is the ownership and operation
of First Bank (the “Bank”), a state-chartered bank with its main office in Southern Pines, North Carolina. 

The Company was incorporated in North Carolina on December 8, 1983, as Montgomery Bancorp, for the purpose of
acquiring 100% of the outstanding common stock of the Bank through a stock-for-stock exchange. On December 31,
1986, the Company changed its name to First Bancorp to conform its name to the name of the Bank, which had
changed its name from Bank of Montgomery to First Bank in 1985.

The Bank was organized in 1934 and began banking operations in 1935 as the Bank of Montgomery, named for the
county in which it operated. Until September 2013, the Bank’s main office was in Troy, North Carolina, located in the
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center of Montgomery County. In September 2013, the Company and the Bank moved their main offices
approximately 45 miles to Southern Pines, North Carolina, in Moore County. As of December 31, 2018, we conducted
business from 101 branches covering a geographical area from Florence, South Carolina to the south, to Wilmington,
North Carolina to the east, to Kill Devil Hills, North Carolina to the northeast, to Mayodan, North Carolina to the
north, and to Asheville, North Carolina to the west. Of the Bank’s 101 branches, 95 branches are in North Carolina and
six branches are in South Carolina. Ranked by assets, the Bank was the fourth largest bank headquartered in North
Carolina as of December 31, 2018 and the only one with total assets between $4 billion and $35 billion.

As of December 31, 2018, the Bank had three wholly owned subsidiaries, First Bank Insurance Services, Inc. (“First
Bank Insurance”), SBA Complete, Inc. (“SBA Complete”), and First Troy SPE, LLC. First Bank Insurance’s primary
business activity is the placement of property and casualty insurance coverage. SBA Complete specializes in
providing consulting services for financial institutions across the country related to Small Business Administration
(“SBA”) loan origination and servicing. First Troy SPE, LLC, which was organized in December 2009, is a holding
entity for certain foreclosed properties.

Our principal executive offices are located at 300 SW Broad Street, Southern Pines, North Carolina, 28387, and our
telephone number is (910) 246-2500. Unless the context requires otherwise, references to the “Company,” “we,” “our,” or “us”
in this annual report on Form 10-K shall mean collectively First Bancorp and its consolidated subsidiaries.
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General Business

We engage in a full range of banking activities, with the acceptance of deposits and the making of loans being our
most basic activities. We offer deposit products such as checking, savings, and money market accounts, as well as
time deposits, including various types of certificates of deposits (“CDs”) and individual retirement accounts (“IRAs”). We
provide loans for a wide range of consumer and commercial purposes, including loans for business, real estate,
personal uses, home improvement and automobiles. We offer residential mortgages through our Mortgage Banking
Division, and we offer SBA loans to small business owners across the nation through our SBA Lending Division. We
also offer credit cards, debit cards, letters of credit, safe deposit box rentals and electronic funds transfer services,
including wire transfers. In addition, we offer internet banking, mobile banking, cash management and bank-by-phone
capabilities to our customers, and are affiliated with ATM networks that give our customers access to thousands of
ATMs across the country, with no surcharge fee. We also offer a mobile check deposit feature for our mobile banking
customers that allows them to securely deposit checks via their smartphone. For our business customers, we offer
remote deposit capture, which provides them with a method to electronically transmit checks received from customers
into their bank account without having to visit a branch. We are a member of the Certificate of Deposit Account
Registry Service (“CDARS”), which gives our customers the ability to obtain Federal Deposit Insurance Corporation
(“FDIC”) insurance on deposits of up to $50 million, while continuing to work directly with their local First Bank
branch.

Because the majority of our customers are individuals and small to medium-sized businesses located in the markets
we serve, management does not believe that the loss of a single customer or group of customers would have a material
adverse impact on the Bank. There are no seasonal factors that tend to have any material effect on the Bank’s business,
and we do not rely on foreign sources of funds or income. Because we operate primarily within North Carolina and
northeastern South Carolina, the economic conditions of these areas could have a material impact on the Company.
See additional discussion below in the section entitled “Territory Served and Competition.”

We also offer various ancillary services as part of our commitment to customer service. Through First Bank Insurance,
we offer the placement of property and casualty insurance. We also offer non-FDIC insured investment and insurance
products, including mutual funds, annuities, long-term care insurance, life insurance, and company retirement plans,
as well as financial planning services through our investments division called FB Wealth Management Services.

First Bank also offers SBA loans to small business owners throughout the nation, which is supported by First Bank’s
subsidiary, SBA Complete. SBA Complete specializes in providing consulting services for financial institutions across
the country related to SBA loan origination and servicing.

The Company is also the parent to a series of statutory business trusts organized for the purpose of issuing trust
preferred debt securities that qualify as regulatory capital. See additional discussion below in the section entitled
“Borrowings.”
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Territory Served and Competition

Our headquarters are located in Southern Pines, Moore County, North Carolina, where we have a significant
concentration of deposits. At the end of 2018, we served regions spread across North Carolina, with additional
operations in northeastern South Carolina. The following table presents, for each county where we operated as of
December 31, 2018, the number of bank branches operated by the Bank within the county, the approximate amount of
deposits with the Bank in the county as of December 31, 2018, our approximate deposit market share at June 30,
2018, and the number of bank competitors located in the county at June 30, 2018.

County Number of
Branches

Deposits
(in
millions)

Market
Share

Number of
Competitors

Alamance, NC 1 $ 53 2.5% 15
Beaufort, NC 2 66 9.4% 7
Bladen, NC 1 31 10.2% 4
Brunswick, NC 4 187 8.6% 11
Buncombe, NC 8 538 10.3% 16
Cabarrus, NC 2 52 2.0% 11
Carteret, NC 2 52 3.8% 8
Chatham, NC 2 47 6.8% 9
Chesterfield, SC 1 44 10.7% 6
Columbus, NC 2 50 6.2% 5
Cumberland, NC 1 25 0.6% 14
Dare, NC 1 23 1.6% 8
Davidson, NC 2 133 5.0% 10
Dillon, SC 3 65 22.3% 4
Duplin, NC 3 171 21.1% 6
Florence, SC 2 57 2.4% 12
Forsyth, NC 4 61 0.2% 15
Guilford, NC 6 414 4.3% 17
Harnett, NC 3 130 12.8% 9
Henderson, NC 2 66 3.5% 12
Iredell, NC 3 70 2.4% 19
Lee, NC 3 209 23.4% 9
Madison, NC 1 41 41.2% 1
McDowell, NC 1 58 17.4% 5
Mecklenburg, NC 2 51 0.0% 24
Montgomery, NC 2 137 43.5% 2
Moore, NC 10 481 35.7% 9
New Hanover, NC 5 215 2.2% 19
Onslow, NC 2 100 6.8% 10
Pitt, NC 1 22 0.7% 14
Randolph, NC 3 143 9.4% 11
Richmond, NC 1 62 12.6% 5
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Robeson, NC 4 204 18.8% 8
Rockingham, NC 1 24 2.4% 10
Rowan, NC 1 58 4.1% 13
Scotland, NC 1 82 22.6% 6
Stanly, NC 4 111 11.2% 6
Transylvania, NC 1 24 4.7% 6
Wake, NC 3 62 0.2% 31
Brokered Deposits — 240
    Total 101 $ 4,659

Historically, our branches and facilities have been primarily located in small to medium-sized communities, whose
economies are based primarily on a variety of industries, including services and manufacturing. Leading producers of
lumber and rugs are located in Montgomery County, North Carolina. The Pinehurst area within Moore County, North
Carolina, is a widely known golf resort and retirement area. The High Point, North Carolina area is widely known for
its furniture market. New Hanover and Brunswick Counties, located in the southeastern coastal region of North
Carolina, are popular with tourists and have significant retirement populations. Buncombe County, located in the
western region of North Carolina, is a highly diverse area with industries in manufacturing, service, and tourism.
Additionally, several of the communities served by the Bank are “bedroom” communities of large cities like Charlotte,
Raleigh and Greensboro, while several branches are located in medium-sized cities such as Albemarle, Asheboro,
Fayetteville, Greenville, Jacksonville, High Point, Southern Pines, and Sanford.
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In recent years, we have implemented a branch strategy of expansion into larger, higher growth markets. In 2016, this
expansion continued with additional investments in Charlotte, Raleigh and the Triad region of North Carolina. Several
seasoned bankers joined the Bank and have led our expansion efforts in these markets. We opened our first full service
branch in Charlotte in August 2016, after opening a loan production office there in 2015. In Raleigh, we opened a loan
production office early in 2016 and upgraded that location to a full service branch in April 2017. In the Triad region,
experienced bankers joined us in early 2016 as we opened our first loan production office in Greensboro. Our
expansion into higher growth markets was significantly enhanced by three strategic transactions that we implemented
in 2016 and 2017. See discussion below in the section entitled “Mergers and Acquisitions.”

We have three counties that hold significant shares of our deposit base. Buncombe County, the former headquarters of
one of our 2017 acquisitions (Asheville Savings Bank), holds 12% of our total deposit base. Moore County, the
headquarters of the Company, has total deposits comprising approximately 10% of our deposit base, while Guilford
County, the former headquarters of another 2017 acquisition (Carolina Bank), also holds 10% of our deposit base.
Accordingly, material changes in competition, the economy or the population of these counties could materially
impact the Company. No other county comprises more than 10% of our deposit base.

We compete in our various market areas with, among others, several large interstate bank holding companies. These
large competitors have substantially greater resources than our Company, including broader geographic markets,
higher lending limits and the ability to make greater use of large-scale advertising and promotions. A significant
number of interstate banking acquisitions have taken place in the past few years, thus further increasing the size and
financial resources of some of our competitors, some of which are among the largest bank holding companies in the
nation. In many of our markets, we also compete against smaller, local banks. With banks of all sizes attempting to
maximize yields on earning assets, the competition for high-quality loans remains intense. Accordingly, loan rates in
our markets continue to be under competitive pressure. Also, with the continued interest rate increases initiated by the
Board of Governors of the Federal Reserve System (“Federal Reserve”), the competitive pressure on increasing rates on
deposits has intensified. Many of the markets we operate in are particularly competitive markets, with at least ten
other financial institutions having a physical presence within those markets.

We compete not only against banking organizations, but also against a wide range of financial service providers,
including federally and state-chartered thrift institutions, credit unions, investment and brokerage firms and small-loan
or consumer finance companies. One of the credit unions in our market area is among the largest in the nation.
Competition among financial institutions of all types is virtually unlimited with respect to legal ability and authority to
provide most financial services. We also experience competition from internet loan providers, especially for mortgage
loans, and from internet banks, particularly in the area of time deposits.

Despite the competitive market, we believe we have certain advantages over our competition in the areas we serve.
We are large enough to be able to more easily absorb higher costs being experienced in the banking industry,
particularly regulatory costs and technology costs, than the smaller banks with which we compete. We are also able to
originate significantly larger loans than many of our smaller bank competitors. At the same time, we attempt to
maintain a banking culture associated with smaller banks – a culture that has a personal and local flavor that appeals to
many retail and small business customers. Specifically, we seek to maintain a distinct local identity in each of the
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communities we serve and we actively sponsor and participate in local civic affairs. Most lending and other
customer-related business decisions can be made without the delays often associated with larger institutions.
Additionally, employment of local managers and personnel in various offices and low turnover of personnel enable us
to establish and maintain long-term relationships with individual and corporate customers. Also, due to acquisitions of
other banks headquartered in North Carolina and South Carolina, we are the only bank headquartered in North
Carolina with total assets between $4 billion and $35 billion and the only bank headquartered in either state with total
assets between $4 billion and $14 billion. We believe that enhances several of our competitive advantages discussed
above, as well as provides scarcity value from an investor viewpoint.
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Lending Policy and Procedures

Conservative lending policies and procedures and appropriate underwriting standards are high priorities of the Bank.
Loans are approved under our written loan policy, which provides that lending officers, principally branch managers,
have authority to approve loans of various amounts up to $350,000 with lending limits varying depending upon the
experience of the lending officer and whether the loan is secured or unsecured. We have seven senior lending officers
who have authority to approve secured loans up to $500,000 and each of our five Regional Presidents has authority to
approve secured loans up to $1,000,000. Loans up to $5,000,000 are approved by the Bank’s Regional Credit Officers
through our Credit Administration Department. The Bank’s President and Chief Credit Officer have authority to
approve loans up to $10,000,000, while the President and the Chief Credit Officer have joint authority to approve
loans up to $25,000,000. The Bank’s Board of Directors maintains loan authority in excess of the Bank’s in-house limit,
currently $25,000,000, and generally approves loans through its Executive Loan Committee. All lending authorities
are based on the borrower’s Total Credit Exposure (“TCE”), which is an aggregate of the Bank’s lending relationship to
the borrower. TCE is based on the borrower’s total credit exposure with the Bank either directly or indirectly through
loan guarantees or other borrowing entities related to the borrower through control or ownership.

The Executive Loan Committee reviews and approves loans that exceed the Bank’s in-house limit, loans to executive
officers, directors, and their affiliates and, in certain instances, other types of loans. New credit extensions are
reviewed daily by our senior management and the Credit Administration Department.

We continually monitor our loan portfolio to identify areas of concern and to enable us to take corrective action.
Lending and credit administration officers and the board of directors meet periodically to review past due loans and
portfolio quality, while assuring that the Bank is appropriately meeting the credit needs of the communities it serves.
Individual lending officers are responsible for monitoring any changes in the financial status of borrowers and
pursuing collection of early-stage past due amounts. For certain types of loans that exceed our established parameters
of past due status, the Bank’s Asset Resolution Group assumes the management of the loan, and in some cases we
engage a third-party firm to assist in collection efforts.

The Bank has an internal Loan Review Department that conducts on-going and targeted reviews of the Bank’s loan
portfolio and assesses the Bank’s adherence to loan policies, risk grading and accrual policies. Reports are generated
for management based on these activities and findings are used to adjust risk grades as deemed appropriate. In
addition, these reports are shared with the Bank’s Board of Directors. The Loan Review Department also provides
training assistance to the Bank’s Training and Credit Administration departments.

To further assess the Bank’s loan portfolio and as a secondary review of the Bank’s Loan Review Department, we also
contract with an independent consulting firm to review new loan originations meeting certain criteria, as well as to
assign risk grades to existing credits meeting certain thresholds. The consulting firm’s observations, comments, and
risk grades, including variances with the Bank’s risk grades, are shared with the audit committee of the Company’s
board of directors and are considered by management in setting Bank policy, as well as in evaluating the adequacy of
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our allowance for loan losses. For additional information, see “Allowance for Loan Losses and Loan Loss Experience”
under Item 7 below.

Investment Policy and Procedures

We have adopted an investment policy designed to maximize our income from funds not needed to meet loan demand,
in a manner consistent with appropriate liquidity and risk objectives. Pursuant to this policy, we may invest in U.S.
government and government-sponsored enterprises, mortgage-backed securities, state and municipal obligations,
public housing authority bonds, and, to a limited extent, corporate bonds. We may also invest up to $60 million in
time deposits with other financial institutions. Time deposit purchases from any one financial institution exceeding
FDIC insurance coverage limits are evaluated as a corporate bond and are subject to the same due diligence
requirements as corporate bonds (described below).
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In making investment decisions, we do not solely rely on credit ratings to determine the credit-worthiness of an issuer
of securities, but we use credit ratings in conjunction with other information when performing due diligence prior to
the purchase of a security. Securities that are not rated investment grade will not be purchased. Securities rated below
Moody’s BAA or Standard and Poor’s BBB generally will not be purchased. Securities rated below A are periodically
reviewed for credit-worthiness. We may purchase non-rated municipal bonds only if such bonds are in our general
market area and we determine these bonds have a credit risk no greater than the minimum ratings referred to above.
We are also authorized by our Board of Directors to invest a portion of our securities portfolio in high quality
corporate bonds, with the amount of such bonds not to exceed 15% of the entire securities portfolio. Prior to
purchasing a corporate bond, the Company’s management performs due diligence on the issuer of the bond, and the
purchase is not made unless we believe that the purchase of the bond bears no more risk to the Company than would
an unsecured loan to the same company. On a quarterly basis, we review the financial statements for the corporate
bond issuers that we own for any signs of deterioration so that we can take timely action if deemed necessary.

Our Chief Investment Officer implements the investment policy, monitors the investment portfolio, recommends
portfolio strategies and reports to the Company’s Investment Committee. The Investment Committee generally meets
on a quarterly basis to review investment activity and to assess the overall position of the securities portfolio. The
Investment Committee compares our securities portfolio with portfolios of other companies of comparable size. In
addition, reports of all purchases, sales, issuer calls, net profits or losses and market appreciation or depreciation of the
securities portfolio are reviewed by our Board of Directors. Once a quarter, our interest rate risk exposure is evaluated
by our Board of Directors. Each year, the written investment policy is approved by the board of directors.

Mergers and Acquisitions

As part of our operations, we have pursued an acquisition strategy over the years to augment our organic growth. We
regularly evaluate the potential acquisition of various financial institutions. Our acquisitions have generally fallen into
one of three categories: 1) an acquisition of a financial institution or branch thereof within a market in which we
operate, 2) an acquisition of a financial institution or branch thereof in a market contiguous or nearly contiguous to a
market in which we operate, or 3) an acquisition of a company that has products or services that we do not currently
offer. Historically, we have paid for our acquisitions with cash and/or common stock and any operating income or loss
has been fully borne by the Company beginning on the closing date of the acquisition.

Since becoming a public company in 1987, we have completed numerous acquisitions in each of the three categories
described above. We have completed several whole-bank traditional acquisitions in our existing and contiguous
markets; we have purchased a number of bank branches from other banks (both in existing market areas and in
contiguous/nearly contiguous markets); and we have acquired several insurance agencies, which has provided us with
the ability to offer property and casualty insurance coverage.

In 2009, FDIC-assisted acquisitions began to occur frequently as banking regulators closed problem banks. In
FDIC-assisted transactions, the acquiring bank often does not pay any consideration for the failed bank, and in some
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cases receives cash from the FDIC as part of the transaction. In addition, the acquiring bank usually enters into one or
more loss share agreements with the FDIC, which affords the acquiring bank significant loss protection. In both 2009
and 2011 we acquired the operations of failed banks in FDIC-assisted transactions. See the Company’s Annual Reports
on Form 10-K for those years for more information on these acquisitions.

The following paragraphs describe the other acquisitions that we have completed in the past three years.

In January 2016, we acquired Bankingport, Inc., an insurance agency based in Sanford, North Carolina. Although not
material to the Company’s consolidated operations, the acquisition provided us with the opportunity to enhance our
product offerings, as well as expand our insurance agency operations into a significant banking market for our
Company. Also, this acquisition provides us a larger platform for leveraging insurance services throughout our bank
branch network.
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In May 2016, we completed the acquisition of SBA Complete. SBA Complete specializes in consulting with financial
institutions across the country related to SBA loan origination and servicing. Many community banks do not have the
in-house capability to comprehensively originate and service those types of loans, so they contract with SBA
Complete for assistance. To learn more about this subsidiary of the Bank, please visit www.sbacomplete.com.
Information included on our Internet site is not incorporated by reference into this annual report.

Soon after the acquisition of SBA Complete, we leveraged its capabilities by launching our own SBA Lending
Division. Through a network of specialized First Bank loan officers, this Division offers SBA loans to small business
owners throughout the United States. We typically sell the portion of each loan that is guaranteed by the SBA at a
premium and record the non-guaranteed portion to our balance sheet. To learn more about our SBA Lending Division,
please visit www.firstbanksba.com. Information included on our Internet site is not incorporated by reference into this
annual report.

In March 2016, we announced an agreement to exchange our seven Virginia branches, with approximately $151
million in loans and $134 million in deposits, for six North Carolina branches of a community bank with a large
Virginia presence that included approximately $152 million in loans and $111 million in deposits. Four of the six
branches we assumed were in Winston-Salem, with the other two branches located in the Charlotte-metro markets of
Mooresville and Huntersville. The Winston-Salem branches we assumed improved the Triad expansion initiative,
while the Mooresville and Huntersville branches increased our Charlotte market expansion. This transaction, which
was completed in July 2016, resulted in our exit from western Virginia. The opportunity to assume what is essentially
a banking franchise in markets where we had recently invested in human capital was the primary factor we considered
in entering into the exchange agreement.

In March 2017, we acquired Carolina Bank Holdings, Inc. (“Carolina Bank”), the parent company of Carolina Bank.
Carolina Bank was a community bank headquartered in Greensboro with $682 million in assets, with eight branches
located in Greensboro, Winston-Salem, Burlington and Asheboro. This acquisition built on the Winston-Salem
expansion previously discussed and significantly accelerated our recent expansion initiative in the Greensboro market.

In September 2017, we acquired Bear Insurance Services, an insurance agency based in Albemarle, North Carolina.
This acquisition provided us a larger platform for leveraging insurance services throughout our bank branch network
and more than doubled our insurance agency revenue.

In October 2017, we acquired ASB Bancorp, Inc. (“Asheville Savings Bank”), the parent company of Asheville Savings
Bank, SSB. Asheville Savings Bank operated in the attractive and high-growth market of Asheville, North Carolina,
with $798 million in assets and 13 branches located throughout the Asheville market area.
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There are many factors that we consider when evaluating how much to offer for potential acquisition candidates, with
a few of the more significant factors being projected impact on earnings per share, projected impact on capital, and
projected impact on book value and tangible book value. Significant assumptions that affect this analysis include the
estimated future earnings stream of the acquisition candidate, estimated credit and other losses to be incurred, the
amount of cost efficiencies that can be realized, and the interest rate earned/lost on the cash received/paid. In addition
to these primary factors, we also consider other factors including (but not limited to) marketplace acquisition statistics,
location of the candidate in relation to our expansion strategy, market growth potential, management of the candidate,
potential integration issues (including corporate culture), and the size of the acquisition candidate.

We plan to continue to evaluate acquisition opportunities that could potentially benefit the Company and its
shareholders. These opportunities may include acquisitions that do not fit the categories discussed above.
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Employees

As of December 31, 2018, we had 1,054 full-time and 44 part-time employees. We are not a party to any collective
bargaining agreements, and we consider our employee relations to be good.

Supervision and Regulation

As a bank holding company, we are subject to supervision, examination and regulation by the Federal Reserve and the
North Carolina Office of the Commissioner of Banks (the “Commissioner”). The Bank is also subject to supervision and
examination by the Federal Reserve and the Commissioner. For additional information, see Note 16 to the
consolidated financial statements.

Supervision and Regulation of the Company

The Company is a bank holding company within the meaning of the Bank Holding Company Act of 1956, as
amended. The Company is also regulated by the Commissioner under the North Carolina banking laws.

A bank holding company is required to file quarterly reports and other information regarding its business operations
and those of its subsidiaries with the Federal Reserve. It is also subject to examination by the Federal Reserve and is
required to obtain Federal Reserve approval prior to making certain acquisitions of other institutions or voting
securities. The Federal Reserve requires the Company to maintain certain levels of capital - see “Capital Resources and
Shareholders’ Equity” under Item 7 below. The Federal Reserve also has the authority to take enforcement action
against any bank holding company that commits any unsafe or unsound practice, or violates certain laws, regulations
or conditions imposed in writing by the Federal Reserve. The Federal Reserve generally prohibits a bank holding
company from declaring or paying a cash dividend that would impose undue pressure on the capital of subsidiary
banks or would be funded only through borrowing or other arrangements which might adversely affect a bank holding
company’s financial position. Under the Federal Reserve policy, a bank holding company is not permitted to continue
its existing rate of cash dividends on its common stock unless its net income is sufficient to fully fund each dividend
and its prospective rate of earnings retention appears consistent with its capital needs, asset quality and overall
financial condition.

The Commissioner is empowered to regulate certain acquisitions of North Carolina banks and bank holding
companies, issue cease and desist orders for violations of North Carolina banking laws, and promulgate rules
necessary to effectuate the purposes of those banking laws.
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Regulatory authorities have cease and desist powers over bank holding companies and their nonbank subsidiaries
where their actions would constitute a serious threat to the safety, soundness or stability of a subsidiary bank. Those
authorities may compel holding companies to invest additional capital into banking subsidiaries upon acquisitions or
in the event of significant loan losses or rapid growth of loans or deposits.

The U.S. Congress and the North Carolina General Assembly have periodically considered and adopted legislation
that has impacted the Company.

Supervision and Regulation of the Bank

Federal banking regulations applicable to all depository financial institutions, among other things: (i) provide federal
bank regulatory agencies with powers to prevent unsafe and unsound banking practices; (ii) restrict preferential loans
by banks to “insiders” of banks; (iii) require banks to keep information on loans to major shareholders and executive
officers; and (iv) bar certain director and officer interlocks between financial institutions.

As a state-chartered bank, the Bank is subject to the provisions of the North Carolina banking statutes and to
regulation by the Commissioner. The Commissioner has a wide range of regulatory authority over the activities and
operations of the Bank, and the Commissioner’s staff conducts periodic examinations of the Bank and its affiliates to
ensure compliance with state banking laws and regulations and to assess the safety and soundness of the Bank. Among
other things, the Commissioner regulates the merger of state-chartered banks, the payment of dividends, loans to
officers and directors, recordkeeping, types and amounts of loans and investments, and the establishment of branches.
The Commissioner also has cease and desist powers over state-chartered banks for violations of state banking laws or
regulations and for unsafe or unsound conduct that is likely to jeopardize the interest of depositors.

12 
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The dividends that may be paid by the Bank to the Company are subject to legal limitations under North Carolina law.
In addition, under Federal Reserve regulations, a dividend cannot be paid by the Bank if it would be less than
well-capitalized after the dividend. The Federal Reserve may also prevent the payment of a dividend by the Bank if it
determines that the payment would be an unsafe and unsound banking practice. The ability of the Company to pay
dividends to its shareholders is largely dependent on the dividends paid to the Company by the Bank.

The Federal Reserve is authorized to approve conversions, mergers, and assumptions of deposit liability transactions
between insured banks and uninsured banks or institutions, and to prevent capital or surplus diminution in such
transactions if the resulting, continuing, or assumed bank is an insured member bank. First Bank is a member of the
Federal Reserve System, and accordingly the Federal Reserve also conducts periodic examinations of the Bank to
assess its safety and soundness and its compliance with banking laws and regulations, and it has the power to
implement changes to, or restrictions on, the Bank’s operations if it finds that a violation is occurring or is threatened.
In addition, the Federal Reserve monitors the Bank’s compliance with several banking statutes, such as the Depository
Institution Management Interlocks Act and the Community Reinvestment Act of 1977.

FDIC Insurance

As a member of the FDIC, our deposits are insured up to applicable limits by the FDIC, and such insurance is backed
by the full faith and credit of the United States Government. The basic deposit insurance level is generally $250,000,
as specified in FDIC regulations. For this protection, each insured bank pays a quarterly statutory assessment and is
subject to the rules and regulations of the FDIC.

The FDIC insurance premium is based on an institution’s total assets minus its Tier 1 capital. An institution’s premiums
are determined based on its capital, supervisory ratings and other factors. Premium rates generally may increase if the
FDIC deposit insurance fund is strained due to the cost of bank failures and the number of troubled banks. In addition,
if the Bank experiences financial distress or operates in an unsafe or unsound manner, its deposit premiums may
increase.

We recognized approximately $2.3 million, $2.4 million, and $2.0 million in FDIC insurance expense in 2018, 2017,
and 2016, respectively. In November 2018, the FDIC announced that the Deposit Insurance Fund (“DIF”) reserve ratio
exceeded the statutory minimum of 1.35% as of September 30, 2018. Among other things, this resulted in the FDIC
awarding assessment credits for banks with less than $10 billion in total assets that had contributed to the DIF in prior
years. We were notified in January 2019 that we had received $1.35 million in credits that could be used to offset
deposit insurance assessments in the future. When the DIF reaches 1.38%, the FDIC will begin to apply the Bank’s
credits against our quarterly deposit insurance assessments. The DIF was 1.36% at December 31, 2018.
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The FDIC may conduct examinations of and require reporting by FDIC-insured institutions. It may also prohibit an
institution from engaging in any activity that it determines by regulation or order to pose a serious risk to the deposit
insurance fund and may terminate the Bank’s deposit insurance if it determines that the institution has engaged in
unsafe or unsound practices or is in an unsafe or unsound condition.

Legislative and Regulatory Guidance and Developments

In addition to the regulations that are described above, new legislation is introduced from time to time in the U.S.
Congress that may affect our operations. In addition, the regulations governing the Company and the Bank may be
amended from time to time by the Federal Reserve, the FDIC, the Securities and Exchange Commission (the “SEC”), or
other agencies, as appropriate. Any legislative or regulatory changes, or changes to accounting standards, in the future
could adversely affect our operations and financial condition.
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Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010

On July 21, 2010, the Dodd-Frank Act became law. The Dodd-Frank Act has had and will continue to have a broad
impact on the financial services industry, including significant regulatory and compliance changes including, among
other things,

· enhanced authority over troubled and failing banks and their holding companies;
· increased capital and liquidity requirements;
· increased regulatory examination fees; and

·specific provisions designed to improve supervision and safety and soundness by imposing restrictions andlimitations on the scope and type of banking and financial activities.

While much of the original provisions of the Dodd-Frank Act were not directly applicable to us due to size thresholds,
many of the requirements of the Dodd-Frank Act remain subject to implementation over the course of several years.
While we do not currently expect the final requirements of the Dodd-Frank Act to have a material adverse impact on
the Company, we do expect them to negatively impact our profitability, require changes to certain of our business
practices, including limitations on fee income opportunities, and impose more stringent capital, liquidity and leverage
requirements upon the Company. These changes may also require us to invest significant management attention and
resources to evaluate and make any changes necessary to comply with the new statutory and regulatory requirements.

In May 2018, the Economic Growth, Regulatory Relief and Consumer Protection Act (the “Economic Growth Act”),
was enacted to modify or remove certain financial reform rules and regulations, including some of those implemented
under the Dodd-Frank Act. While the Economic Growth Act maintains most of the regulatory structure established by
the Dodd-Frank Act, it amends certain aspects of the regulatory framework for small depository institutions with
assets less than $10 billion and for large banks with assets of more than $50 billion. Many of these changes could
result in meaningful regulatory changes for banks and their holding companies.

The Economic Growth Act, among other matters, expands the definition of qualified mortgages which may be held by
a financial institution and provides for an alternative capital rule for financial institutions and their holding companies
with total consolidated assets of less than $10 billion. The Economic Growth Act instructed the federal banking
regulators to establish a single “Community Bank Leverage Ratio” of between 8% and 10%, which has been proposed to
be 9% by the federal regulators. The Community Bank Leverage Ratio provides for a simpler calculation of a bank’s
capital ratio than the Basel III provisions currently in place (see below). Any qualifying depository institution or its
holding company that exceeds the Community Bank Leverage Ratio will be considered to have met generally
applicable leverage and risk-based regulatory capital requirements and any qualifying depository institution that
exceeds the new ratio will be considered to be “well capitalized” under the prompt corrective action rules. In addition,
the Economic Growth Act includes regulatory relief for community banks of certain sizes regarding regulatory
examination cycles, call reports, the Volcker Rule (proprietary trading prohibitions), mortgage disclosures and risk
weights for certain high-risk commercial real estate loans. We continue to evaluate the impact that the rules issued
thus far under the Economic Growth Act will have on the bank, but we currently do not believe that it will be
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significant. At this time, we do not expect to opt-in to the ability to utilize the Community Bank Leverage Ratio and
will instead continue to use the Basel III standards.

It is difficult at this time to predict when or how any new standards under the Economic Growth Act will ultimately be
applied to, or what specific impact the Economic Growth Act and the yet-to-be-written implementing rules and
regulations will have on us.
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Regulatory Capital Requirement under Basel III

Effective January 1, 2015, the Company and the Bank became subject to new regulatory capital rules agreed to by the
Basel Committee on Banking Supervision in the accord referred to as “Basel III.” Under the Basel III Capital Rules, the
following were the initial minimum capital ratios applicable to the Company and the Bank as of January 1, 2015:

· 4.5% CET1 to risk-weighted assets;
· 6.0% Tier I capital (that is, CET1 plus Additional Tier I capital) to risk-weighted assets;
· 8.0% total capital (that is, Tier I capital plus Tier II capital) to risk-weighted assets; and
· 4.0% Tier I leverage ratio (that is Tier I capital) to quarterly average total assets.

Common Equity Tier I capital (“CET1”) is comprised of common stock and related surplus, plus retained earnings, and
is reduced by goodwill and other intangible assets, net of associated deferred tax liabilities. Tier I capital is comprised
of CET1 capital plus Additional Tier I capital, which for the Company includes non-cumulative perpetual preferred
stock and trust preferred securities. Total capital is comprised of Tier I capital plus certain adjustments, the largest of
which for the Company and the Bank is the allowance for loan losses. Risk-weighted assets refer to the on- and
off-balance sheet exposures of the Company and the Bank, adjusted for their related risk levels using formulas set
forth in Federal Reserve regulations

The Basel III Capital Rules include a “capital conservation buffer,” composed entirely of CET1, on top of these
minimum risk-weighted asset ratios. The capital conservation buffer is designed to absorb losses during periods of
economic stress. Banking institutions with a ratio of CET1 to risk-weighted assets above the minimum but below the
capital conservation buffer will face constraints on dividends, equity repurchases and compensation based on the
amount of the shortfall. The implementation of the capital conservation buffer began on January 1, 2016 at 0.625%
and is being phased in over a four-year period (increasing by that amount on each subsequent January 1, until it
reaches 2.5% on January 1, 2019). Thus, effective as of January 1, 2019, the Company and the Bank are required to
maintain this additional capital conservation buffer of 2.5% of CET1, resulting in the following minimum capital
ratios:

·4.5% CET1 to risk-weighted assets, plus the capital conservation buffer, effectively resulting in a minimum ratio ofCET1 to risk-weighted assets of at least 7%;

·6.0% Tier I capital to risk-weighted assets, plus the capital conservation buffer, effectively resulting in a minimumTier I capital ratio of at least 8.5%;

·8.0% total capital to risk-weighted assets, plus the capital conservation buffer, effectively resulting in a minimumtotal capital ratio of at least 10.5%; and
· 4.0% Tier I leverage ratio
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In addition to the minimum capital requirements described above, the regulatory framework for prompt corrective
action also contains specific capital guidelines for a bank’s classification as “well capitalized.” The current specific
guidelines are as follows:

· CET1 Capital Ratio of at least 6.50%;
· Tier I Capital Ratio of at least 8.00%;

· Total Capital Ratio of at least 10.00%; and a
· Leverage Ratio of at least 5.00%.

If a bank falls below “well capitalized” status in any of these three ratios, it must ask for FDIC permission to originate or
renew brokered deposits. First Bank is well-capitalized under all capital guidelines.

Current Expected Credit Loss Accounting Standard

The Financial Accounting Standards Board (“FASB”) has adopted a new accounting standard that will be effective for
the Company on January 1, 2020. This standard, referred to as Current Expected Credit Loss (or “CECL”), requires
FDIC-insured institutions and their holding companies (banking organizations) to recognize credit losses expected
over the life of certain financial assets. CECL covers a broader range of assets than the current method of recognizing
credit losses and generally results in earlier recognition of credit losses. Upon adoption of CECL, a banking
organization must record a one-time adjustment to its allowance for loan losses as of the beginning of the fiscal year
of adoption equal to the difference, if any, between the amount of credit loss allowances under the current
methodology and the amount required under CECL. For a banking organization, implementation of CECL is generally
likely to reduce retained earnings, and to affect other items, in a manner that reduces its regulatory capital. We
continue our ongoing analysis on the impact of this guidance on our consolidated financial statements.
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The Federal Reserve and the FDIC have adopted a rule that provides a banking organization the option to phase-in
over a three-year period the effects of CECL on its regulatory capital upon the adoption of the standard.

Liquidity Requirements

Historically, the regulation and monitoring of bank and bank holding company liquidity has been addressed as a
supervisory matter, without required formulaic measures. Liquidity risk management has become increasingly
important since the financial crisis. The Basel III liquidity framework requires banks and bank holding companies to
measure their liquidity against specific liquidity tests that, although similar in some respects to liquidity measures
historically applied by banks and regulators for management and supervisory purposes, going forward would be
required by regulation. One test, referred to as the liquidity coverage ratio (“LCR”), is designed to ensure that the
banking entity maintains an adequate level of unencumbered high-quality liquid assets equal to the entity’s expected
net cash outflow for a 30-day time horizon (or, if greater, 25% of its expected total cash outflow) under an acute
liquidity stress scenario. The other test, referred to as the net stable funding ratio (“NSFR”), is designed to promote more
medium- and long-term funding of the assets and activities of banking entities over a one-year time horizon. These
requirements will incent banking entities to increase their holdings of Treasury securities and other sovereign debt as a
component of assets and increase the use of long-term debt as a funding source.

In September 2014, the federal bank regulators approved final rules implementing the LCR for advanced approaches
banking organizations (i.e., banking organizations with $250 billion or more in total consolidated assets or $10 billion
or more in total on-balance sheet foreign exposure) and a modified version of the LCR for bank holding companies
with at least $50 billion in total consolidated assets that are not advanced approach banking organizations, neither of
which would apply to the Company or the Bank. The federal bank regulators have not yet proposed rules to
implement the NSFR or addressed the scope of bank organizations to which it will apply.

Following the enactment of the Economic Growth Act in May 2018, the Federal Reserve stated that it would no
longer require bank holding companies with less than $100 billion in total consolidated assets to comply with the
modified version of the LCR. In addition, in October 2018, the federal bank regulators proposed to revise their
liquidity requirements so that banking organizations that are not global systematically important banks and have less
than $250 billion in total consolidated assets and less than $75 billion in each of off-balance sheet exposure, nonbank
assets, cross-jurisdictional activity and short-term wholesale funding would not be subject to any LCR or NSFR
requirements.

Financial Privacy and Cybersecurity

The federal banking regulators have adopted rules that limit the ability of banks and other financial institutions to
disclose non-public information about consumers to non-affiliated third parties. These limitations require disclosure of
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privacy policies to consumers and, in some circumstances, allow consumers to prevent disclosure of certain personal
information to a non-affiliated third party. These regulations affect how consumer information is transmitted through
diversified financial companies and conveyed to outside vendors. In addition, consumers may also prevent disclosure
of certain information among affiliated companies that is assembled or used to determine eligibility for a product or
service, such as that shown on consumer credit reports and asset and income information from applications.
Consumers also have the option to direct banks and other financial institutions not to share information about
transactions and experiences with affiliated companies for the purpose of marketing products or services.
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In March 2015, federal regulators issued two related statements regarding cybersecurity. One statement indicates that
financial institutions should design multiple layers of security controls to establish lines of defense and to ensure that
their risk management processes also address the risk posed by compromised customer credentials, including security
measures to reliably authenticate customers accessing Internet-based services of the financial institution. The other
statement indicates that a financial institution’s management is expected to maintain sufficient business continuity
planning processes to ensure the rapid recovery, resumption and maintenance of the institution’s operations after a
cyber-attack involving destructive malware. A financial institution is also expected to develop appropriate processes
to enable recovery of data and business operations and address rebuilding network capabilities and restoring data if the
institution or its critical service providers fall victim to this type of cyber-attack. The Company has multiple
Information Security Programs that reflect the requirements of this guidance. If, however, we fail to observe the
regulatory guidance in the future, we could be subject to various regulatory sanctions, including financial penalties.

In the ordinary course of business, we rely on electronic communications and information systems to conduct our
operations and to store sensitive data. We employ an in-depth, layered, defensive approach that leverages people,
processes and technology to manage and maintain cybersecurity controls. We employ a variety of preventative and
detective tools to monitor, block, and provide alerts regarding suspicious activity, as well as to report on any suspected
advanced persistent threats. Notwithstanding the strength of our defensive measures, the threat from cyber-attacks is
severe, attacks are sophisticated and increasing in volume, and attackers respond rapidly to changes in defensive
measures. While to date we have not detected a significant compromise, significant data loss or any material financial
losses related to cybersecurity attacks, our systems and those of our customers and third-party service providers are
under constant threat and it is possible that we could experience a significant event in the future. Risks and exposures
related to cybersecurity attacks are expected to remain high for the foreseeable future due to the rapidly evolving
nature and sophistication of these threats, as well as due to the expanding use of Internet banking, mobile banking and
other technology-based products and services by us and our customers. See Item 1A. Risk Factors for a further
discussion of risks related to cybersecurity.

Anti-Money Laundering and the USA Patriot Act

A major focus of governmental policy on financial institutions in recent years has been aimed at combating money
laundering and terrorist financing. The USA PATRIOT Act of 2001 (the “USA Patriot Act”) substantially broadened the
scope of United States anti-money laundering laws and regulations by imposing significant new compliance and due
diligence obligations on financial institutions, creating new crimes and penalties and expanding the extra-territorial
jurisdiction of the United States.

On May 11, 2016, the Financial Crimes Enforcement Network (“FinCEN”) issued new anti-money laundering (“AML”)
rules governing corporate entities doing business with banks and other financial institutions that are subject to the
requirements of the USA Patriot Act. The AML rules impose significant due diligence obligations on financial
institutions with respect to opening of new accounts and the monitoring of existing accounts. Under the AML rules, a
financial institution must identify persons owning or controlling 25% or more of a “legal entity,” whenever the legal
entity opens a new account at the bank. The financial institution must also identify an individual who has substantial
management authority at the legal entity, such as a CEO, CFO, or managing partner. These new AML rules became
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effective in May 2018.

The AML rules codify within the FinCEN regulations the “pillars” that must be included in a financial institutions AML
compliance program. Regulators previously communicated their expectations with respect to four of these pillars:
(1) the development of internal policies, procedures, and control; (2) the designation of a compliance officer; (3) the
establishment of an ongoing employee training program; and (4) the implementation of an independent audit function
to test programs. The new beneficial ownership requirement establishes a fifth pillar. Among other things, this new
pillar includes the necessity to monitor and update the beneficial ownership of a legal entity, including the need to
subject corporate borrowers to due diligence requests from financial institutions for certifications with respect to their
beneficial owners. Failure of a financial institution to maintain and implement adequate programs to combat money
laundering and terrorist financing, or to comply with all of the relevant laws or regulations, could have serious legal
and reputational consequences for the institution, including causing applicable bank regulatory authorities not to
approve merger or acquisition transactions when regulatory approval is required or to prohibit such transactions even
if approval is not required.
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Office of Foreign Assets Control Regulation

The United States has imposed economic sanctions that affect transactions with designated foreign countries, nationals
and others which are administered by the U.S. Treasury Department Office of Foreign Assets Control (“OFAC”).
Failure to comply with these sanctions could have serious legal and reputational consequences, including causing
applicable bank regulatory authorities not to approve merger or acquisition transactions when regulatory approval is
required or to prohibit such transactions even if approval is not required.

Community Reinvestment Act

The Community Reinvestment Act of 1977 (“CRA”) requires depository institutions to assist in meeting the credit needs
of their market areas consistent with safe and sound banking practice. Under the CRA, each depository institution is
required to help meet the credit needs of its market areas by, among other things, providing credit to low- and
moderate- income individuals and communities. Depository institutions are periodically examined for compliance
with the CRA and are assigned ratings. In order for a financial holding company to commence any new activity
permitted by the BHC Act, or to acquire any company engaged in any new activity permitted by the BHC Act, each
insured depository institution subsidiary of the financial holding company must have received a rating of at least
“satisfactory” in its most recent examination under the CRA. Furthermore, banking regulators take into account CRA
ratings when considering a request for an approval of a proposed transaction. First Bank received a rating of
“satisfactory” in its most recent CRA examination. In April 2018, the U.S. Department of Treasury issued a
memorandum to the federal banking regulators with recommended changes to the CRA’s implementing regulations to
reduce their complexity and associated burden on banks. We will continue to evaluate the impact of any changes to
the regulations implementing the CRA.

Federal Securities Laws

The common stock of the Company is registered with the SEC under the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). Therefore, the Company is subject to the reporting, information disclosure, proxy
solicitation, insider trading limits and other requirements imposed on public companies by the SEC under the
Exchange Act. This includes limits on sales of stock by certain insiders and the filing of insider ownership reports
with the SEC. The SEC and Nasdaq have adopted regulations under the Sarbanes-Oxley Act of 2002 and the Dodd
Frank Act that apply to the Company as a Nasdaq-traded, public company, which seek to improve corporate
governance, provide enhanced penalties for financial reporting improprieties and improve the reliability of disclosures
in SEC filings.

Tax Cuts and Jobs Act
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U.S. tax reform legislation was signed into law on December 22, 2017 and made broad and complex changes to the
U.S. Internal Revenue Code, including reducing the U.S. statutory tax rate from 35% to 21% beginning on January 1,
2018. With the adoption of this tax reform, our deferred tax balances were reduced as of December 31, 2017 to reflect
the new 21% statutory tax rate.

Beginning January 1, 2018, we applied the federal tax rate of 21% to our taxable earnings. Other provisions of U.S.
tax reform that we adopted on January 1, 2018, include, but are not limited to: 1) provisions reducing the dividends
received deduction; 2) essentially eliminating U.S. federal income taxes on dividends from foreign subsidiaries;
3) retaining an element of current inclusion of certain earnings of controlled foreign corporations; 4) eliminating the
corporate alternative minimum tax ("AMT") and 5) changing how existing AMT credits will be realized.
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Available Information

We maintain a corporate Internet site at www.LocalFirstBank.com, which contains a link within the “Investor
Relations” section of the site to each of our filings with the SEC, including our annual reports on Form 10-K, our
quarterly reports on Form 10-Q, our current reports on Form 8-K, and amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Exchange Act. These filings are available, free of charge, as soon as
reasonably practicable after we electronically file such material with, or furnish it to, the SEC. These filings can also
be accessed at the SEC’s website located at www.sec.gov. Information included on our Internet site is not incorporated
by reference into this annual report.
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Item 1A. Risk Factors

An investment in our common stock involves certain risks. Before you invest in our common stock, you should be
aware that there are various risks, including those described below, which could affect the value of your investment in
the future. The trading price of our common stock could decline due to any of these risks, and you may lose all or part
of your investment. The risk factors described in this section, as well as any cautionary language in this report,
provide examples of risks, uncertainties and events that could have a material adverse effect on our business,
including our operating results and financial condition. In addition to the risks and uncertainties described below,
other risks and uncertainties not currently known to us, or that we currently deem to be immaterial, also may
materially or adversely affect our business, financial condition, and results of operations. The value or market price of
our common stock could decline due to any of these identified or other unidentified risks.

Risks Related to Our Business

Unfavorable economic conditions could adversely affect our business.

Our business is subject to periodic fluctuations based on national, regional and local economic conditions. These
fluctuations are not predictable, cannot be controlled, and may have a material adverse impact on our operations and
financial condition. Our banking operations are primarily locally oriented and community-based. Our retail and
commercial banking activities are primarily concentrated within the same geographic footprint. Our markets include
most of North Carolina and parts of South Carolina. Worsening economic conditions within our markets could have a
material adverse effect on our financial condition, results of operations and cash flows. Accordingly, we expect to
continue to be dependent upon local business conditions as well as conditions in the local residential and commercial
real estate markets we serve. Unfavorable changes in unemployment, real estate values, interest rates and other factors
could weaken the economies of the communities we serve. In recent years, economic growth and business activity
across a wide range of industries has been slow and uneven and there can be no assurance that economic conditions
will continue to improve, and these conditions could worsen. In addition, oil price volatility, the level of U.S. debt and
global economic conditions have had a destabilizing effect on financial markets. Weakness in any of our market areas
could have an adverse impact on our earnings, and consequently our financial condition and capital adequacy.

Cybersecurity incidents could disrupt business operations, result in the loss of critical and confidential
information, and adversely impact our reputation and results of operations.

Global cybersecurity threats and incidents can range from uncoordinated individual attempts to gain unauthorized
access to information technology (IT) systems to sophisticated and targeted measures known as advanced persistent
threats, directed at the Company and/or its third party service providers. While we have experienced, and expect to
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continue to experience, these types of threats and incidents, none of them to date have been material to the Company.
Although we employ comprehensive measures to prevent, detect, address and mitigate these threats (including access
controls, employee training, data encryption, vulnerability assessments, continuous monitoring of our IT networks and
systems and maintenance of backup and protective systems), cybersecurity incidents, depending on their nature and
scope, could potentially result in the misappropriation, destruction, corruption or unavailability of critical data and
confidential or proprietary information (our own or that of third parties) and the disruption of business operations. The
potential consequences of a material cybersecurity incident include reputational damage, litigation with third parties
and increased cybersecurity protection and remediation costs, which in turn could materially adversely affect our
results of operations.

Our allowance for loan losses may not be adequate to cover actual losses; we may need to materially increase
our allowance for loan losses under CECL.

Like all financial institutions, we maintain an allowance for loan losses to provide for probable losses caused by
customer loan defaults. The allowance for loan losses may not be adequate to cover actual loan losses, and in this case
additional and larger provisions for loan losses would be required to replenish the allowance. Provisions for loan
losses are a direct charge against income.
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We establish the amount of the allowance for loan losses based on historical loss rates, as well as estimates and
assumptions about future events. Because of the extensive use of estimates and assumptions, our actual loan losses
could differ, possibly significantly, from our estimate. We believe that our allowance for loan losses is adequate to
provide for probable losses, but it is possible that the allowance for loan losses will need to be increased for credit
reasons or that regulators will require us to increase this allowance. Either of these occurrences could materially and
adversely affect our earnings and profitability.

In addition, the measure of our allowance for loan losses is dependent on the adoption of new accounting standards.
The FASB issued an Accounting Standards Update related to CECL, the new credit impairment model, which will
become effective on January 1, 2020 for the Company. This new model requires financial institutions to estimate and
develop a provision for credit losses at origination for the lifetime of the loan, as opposed to reserving for probable
incurred losses up to the balance sheet date. Under the CECL model, credit deterioration will be reflected in the
income statement in the period of origination or acquisition of the loan, with changes in expected credit losses due to
further credit deterioration or improvement reflected in the periods in which the expectation changes. Accordingly, the
CECL model will likely require financial institutions like the Company to increase their allowances for loan losses.
Moreover, the CECL model will likely create more volatility in our level of allowance for loan losses in the periods
after adoption.

We are subject to extensive regulation, which could have an adverse effect on our operations.

We are subject to extensive regulation and supervision from the Commissioner and the Federal Reserve. This
regulation and supervision is intended primarily to enhance the safe and sound operation of the Bank and for the
protection of the FDIC insurance fund and our depositors and borrowers, rather than for holders of our equity
securities. In the past, our business has been materially affected by these regulations. This trend is likely to continue in
the future.

Regulatory authorities have extensive discretion in their supervisory and enforcement activities, including the
imposition of restrictions on operations, the classification of our assets and the determination of the level of allowance
for loan losses. Changes in the regulations that apply to us, or changes in our compliance with regulations, could have
a material impact on our operations.

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

The federal Bank Secrecy Act, the Patriot Act and other laws and regulations require financial institutions, among
other duties, to institute and maintain effective anti-money laundering programs and file suspicious activity and
currency transaction reports as appropriate. The FINCEN, established by the Treasury to administer the Bank Secrecy
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Act, is authorized to impose significant civil money penalties for violations of those requirements and has recently
engaged in coordinated enforcement efforts with the individual federal banking regulators, as well as the U.S.
Department of Justice, Drug Enforcement Administration and Internal Revenue Service. There is also increased
scrutiny of compliance with the rules enforced by the OFAC. Federal and state bank regulators also have begun to
focus on compliance with Bank Secrecy Act and AML regulations. If our policies, procedures and systems are
deemed deficient or the policies, procedures and systems of the financial institutions that we have already acquired or
may acquire in the future are deficient, we would be subject to liability, including fines and regulatory actions such as
restrictions on our ability to pay dividends and the necessity to obtain regulatory approvals to proceed with certain
aspects of our business plan, including our acquisition plans, which would negatively impact our business, financial
condition and results of operations. Failure to maintain and implement adequate programs to combat money
laundering and terrorist financing could also have serious reputational consequences for us.
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Consumers may decide not to use banks to complete their financial transactions.

Technology and other changes are allowing parties to complete financial transactions through alternative methods that
historically have involved banks. For example, consumers can now maintain funds that would have historically been
held as bank deposits in brokerage accounts, mutual funds or general-purpose reloadable prepaid cards. Consumers
can also complete transactions such as paying bills and/or transferring funds directly without the assistance of banks.
The process of eliminating banks as intermediaries, known as “disintermediation,” could result in the loss of fee income,
as well as the loss of customer deposits and the related income generated from those deposits. The loss of these
revenue streams and the lower cost of deposits as a source of funds could have a material adverse effect on our
financial condition and results of operations.

Negative public opinion regarding our Company and the financial services industry in general, could damage
our reputation and adversely impact our earnings.

Reputation risk, or the risk to our business, earnings and capital from negative public opinion regarding our Company
and the financial services industry in general, is inherent in our business. Negative public opinion can result from
actual or alleged conduct in any number of activities, including lending practices, corporate governance and
acquisitions, and from actions taken by government regulators and community organizations in response to those
activities. Negative public opinion can adversely affect our ability to keep and attract clients and employees and can
expose us to litigation and regulatory action. Although we have taken steps to minimize reputation risk in dealing with
our clients and communities, this risk will always be present given the nature of our business.

We may make future acquisitions, which could dilute current shareholders’ stock ownership and expose us to
additional risks.

In accordance with our strategic plan, we evaluate opportunities to acquire other banks and branch locations to expand
the Company. As a result, we may engage in acquisitions and other transactions that could have a material effect on
our operating results and financial condition, including short and long-term liquidity. Our acquisition activities could
require us to issue a significant number of shares of common stock or other securities and/or to use a substantial
amount of cash, other liquid assets, and/or incur debt. In addition, if goodwill recorded in connection with our
potential future acquisitions were determined to be impaired, then we would be required to recognize a charge against
our earnings, which could materially and adversely affect our results of operations during the period in which the
impairment was recognized.
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Our acquisition activities could involve a number of additional risks, some of which are described in more detail
elsewhere in this report and include:

· the possibility that expected benefits may not materialize in the timeframe expected or at all, or may be more costlyto achieve;

·
incurring the time and expense associated with identifying and evaluating potential acquisitions and merger partners
and negotiating potential transactions, resulting in management’s attention being diverted from the operation of our
existing business;

· using inaccurate estimates and judgments to evaluate credit, operations, management, and market risks with respectto the target institution or assets;
· incurring the time and expense required to integrate the operations and personnel of the combined businesses;

·
the possibility that we will be unable to successfully implement integration strategies, due to challenges associated
with integrating complex systems, technology, banking centers, and other assets of the acquired bank in a manner
that minimizes any adverse effect on customers, suppliers, employees, and other constituencies;
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·

the possibility of regulatory approval for the acquisition being delayed, impeded, restrictively conditioned or denied
due to existing or new regulatory issues surrounding the Company, the target institution or the proposed combined
entity as a result of, among other things, issues related to AML and Bank Secrecy Act compliance, fair lending
laws, fair housing laws, consumer protection laws, unfair, deceptive, or abusive acts or practices regulations, or
CRA requirements, and the possibility that any such issues associated with the target institution, which we may or
may not be aware of at the time of the acquisition, could impact the combined entity after completion of the
acquisition;

· the possibility that the acquisition may not be timely completed, if at all;
· creating an adverse short-term effect on our results of operations; and
· losing key employees and customers as a result of an acquisition that is poorly received.
If we do not successfully manage these risks, our acquisition activities could have a material adverse effect on our
operating results and financial condition, including short- and long-term liquidity.

The soundness of other financial institutions could adversely affect us.

Our ability to engage in routine funding transactions could be adversely affected by the actions and commercial
soundness of other financial institutions. Financial services companies are interrelated as a result of trading, clearing,
counterparty or other relationships. We have exposure to many different industries and counterparties, and we
routinely execute transactions with counterparties in the financial services industry, including brokers and dealers,
commercial banks, and investment banks. Defaults by, or even rumors or questions about, one or more financial
services companies, or the financial services industry generally, have led to market-wide liquidity problems and could
lead to losses or defaults by us or by other institutions. We can make no assurance that any such losses would not
materially and adversely affect our business, financial condition or results of operations.

We are subject to interest rate risk, which could negatively impact earnings.

Net interest income is the most significant component of our earnings. Our net interest income results from the
difference between the yields we earn on our interest-earning assets, primarily loans and investments, and the rates
that we pay on our interest-bearing liabilities, primarily deposits and borrowings. When interest rates change, the
yields we earn on our interest-earning assets and the rates we pay on our interest-bearing liabilities do not necessarily
move in tandem with each other because of the difference between their maturities and repricing characteristics. This
mismatch can negatively impact net interest income if the margin between yields earned and rates paid narrows.
Interest rate environment changes can occur at any time and are affected by many factors that are outside our control,
including inflation, recession, unemployment trends, the Federal Reserve’s monetary policy, domestic and
international disorder and instability in domestic and foreign financial markets.

In the normal course of business, we process large volumes of transactions involving millions of dollars. If our
internal controls fail to work as expected, if our systems are used in an unauthorized manner, or if our
employees subvert our internal controls, we could experience significant losses.
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We process large volumes of transactions on a daily basis involving millions of dollars and are exposed to numerous
types of operational risk. Operational risk includes the risk of fraud by persons inside or outside the Company, the
execution of unauthorized transactions by employees, errors relating to transaction processing and systems and
breaches of the internal control system and compliance requirements. This risk also includes potential legal actions
that could arise as a result of an operational deficiency or as a result of noncompliance with applicable regulatory
standards.
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We establish and maintain systems of internal operational controls that provide us with timely and accurate
information about our level of operational risk. Although not foolproof, these systems have been designed to manage
operational risk at appropriate, cost-effective levels. Procedures exist that are designed to ensure that policies relating
to conduct, ethics, and business practices are followed. From time to time, losses from operational risk may occur,
including the effects of operational errors. We continually monitor and improve our internal controls, data processing
systems, and corporate-wide processes and procedures, but there can be no assurance that future losses will not occur.

Liquidity risk could impair our ability to fund operations and jeopardize our financial condition.

Liquidity is essential to our business. We rely on a number of different sources in order to meet our potential liquidity
demands. Our primary sources of liquidity are increases in deposit accounts, cash flows from loan payments and our
securities portfolio. Borrowings also provide us with a source of funds to meet liquidity demands. An inability to raise
funds through deposits, borrowings, the sale of loans and other sources could have a substantial negative effect on our
liquidity.

Our access to funding sources in amounts adequate to finance our activities or on terms which are acceptable to us
could be impaired by factors that affect us specifically, or the financial services industry or economy in general.
Factors that could detrimentally impact our access to liquidity sources include adverse regulatory action against us or
a decrease in the level of our business activity as a result of a downturn in the markets in which our loans are
concentrated. Our ability to borrow could also be impaired by factors that are not specific to us, such as a disruption in
the financial markets or negative views and expectations about the prospects for the financial services industry in light
of the recent turmoil faced by banking organizations or deterioration in credit markets.

If our goodwill becomes impaired, we may be required to record a significant charge to earnings.

We have goodwill recorded on our balance sheet as an asset with a carrying value as of December 31, 2018 of $234.4
million. Under generally accepted accounting principles, goodwill is required to be tested for impairment at least
annually and between annual tests if an event occurs or circumstances change that would more likely than not reduce
the fair value of a reporting unit below its carrying amount.  The test for goodwill impairment involves comparing the
fair value of a company’s reporting units to their respective carrying values.  We have three reporting units – 1) First
Bank with $222.7 million in goodwill, 2) First Bank Insurance with $7.4 million in goodwill, and 3) SBA activities,
including SBA Complete and our SBA Lending Division, with $4.3 million in goodwill. The price of our common
stock is one of several factors available for estimating the fair value of our reporting units and is most closely
associated with our First Bank reporting unit. Subject to the results of other valuation techniques, if the price of our
common stock falls below book value, it could indicate that a portion of our goodwill is impaired.  Accordingly, for
this reason or other reasons that indicate that the goodwill at any of our reporting units is impaired, we may be
required to record a significant charge to earnings in our financial statements during the period in which any
impairment of our goodwill is determined, which could have a negative impact on our results of operations.

We might be required to raise additional capital in the future, but that capital may not be available or may not
be available on terms acceptable to us when it is needed.
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We are required to maintain adequate capital levels to support our operations. In the future, we might need to raise
additional capital to support growth, absorb loan losses, or meet more stringent capital requirements. Our ability to
raise additional capital will depend on conditions in the capital markets at that time, which are outside our control, and
on our financial performance. Accordingly, we cannot be certain of our ability to raise additional capital in the future
if needed or on terms acceptable to us. If we cannot raise additional capital when needed, our ability to conduct our
business could be materially impaired.

We may issue additional shares of stock or equity derivative securities that will dilute the percentage ownership
interest of existing shareholders and may dilute the book value per share of our common stock and adversely
affect the terms on which we may obtain additional capital.
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Our authorized capital includes 40,000,000 shares of common stock and 5,000,000 shares of preferred stock. As of
December 31, 2018, we had 29,724,874 shares of common stock outstanding and had reserved for issuance 9,000
shares underlying options that are or may become exercisable at an average price of $14.35 per share. In addition, as
of December 31, 2018, we had the ability to issue 750,707 shares of common stock pursuant to options and restricted
stock under our existing equity compensation plans and 53,496 contingently issuable shares that are tied to
performance goals associated with a corporate acquisition.

Subject to applicable NASDAQ rules, our board generally has the authority, without action by or vote of the
shareholders, to issue all or part of any authorized but unissued shares of stock for any corporate purpose. Such
corporate purposes could include, among other things, issuances of equity-based incentives under or outside of our
equity compensation plans, issuances of equity in business combination transactions, and issuances of equity to raise
additional capital to support growth or to otherwise strengthen our balance sheet. Any issuance of additional shares of
stock or equity derivative securities will dilute the percentage ownership interest of our shareholders and may dilute
the book value per share of our common stock. Shares we issue in connection with any such offering will increase the
total number of outstanding shares and may dilute the economic and voting ownership interest of our existing
shareholders.

We may be adversely impacted by the transition from LIBOR as a reference rate.

In 2017, the United Kingdom’s Financial Conduct Authority announced that after 2021 it would no longer compel
banks to submit the rates required to calculate the London Interbank Offered Rate (“LIBOR”). This announcement
indicated that the continuation of LIBOR on the current basis cannot and will not be guaranteed after 2021.
Consequently, at this time, it is not possible to predict whether and to what extent banks will continue to provide
submissions for the calculation of LIBOR. Similarly, it is not possible to predict whether LIBOR will continue to be
viewed as an acceptable market benchmark, what rate or rates may become accepted alternatives to LIBOR, or what
the effect of any such changes in views or alternatives may be on the markets for LIBOR-indexed financial
instruments.

We have a significant number of loans and borrowings with attributes that are either directly or indirectly dependent
on LIBOR. The transition from LIBOR could create considerable costs and additional risk. Furthermore, failure to
adequately manage this transition process with our customers could adversely impact our reputation. Although we are
currently unable to assess what the ultimate impact of the transition from LIBOR will be, failure to adequately manage
the transition could have a material adverse effect on our business, financial condition and results of operations.

Future acquisitions may be delayed, impeded, or prohibited due to regulatory issues.
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Future acquisitions by the Company, particularly those of financial institutions, are subject to approval by a variety of
federal and state regulatory agencies. The process for obtaining these required regulatory approvals has become
substantially more difficult in recent years. Regulatory approvals could be delayed, impeded, restrictively conditioned
or denied due to existing or new regulatory issues we have, or may have, with regulatory agencies, including, without
limitation, issues related to AML and Bank Secrecy Act compliance, fair lending laws, fair housing laws, consumer
protection laws, unfair, deceptive, or abusive acts or practices regulations, CRA issues, and other similar laws and
regulations. We may fail to pursue, evaluate or complete strategic and competitively significant acquisition
opportunities as a result of our inability, or perceived or anticipated inability, to obtain regulatory approvals in a
timely manner, under reasonable conditions or at all. Difficulties associated with potential acquisitions that may result
from these factors could have a material adverse effect on our business, and, in turn, our financial condition and
results of operations.

We may be exposed to difficulties in combining the operations of acquired businesses into our own operations,
which may prevent us from achieving the expected benefits from our acquisition activities.
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We may not be able to fully achieve the strategic objectives and operating efficiencies that we anticipate in our
acquisition activities. Inherent uncertainties exist in integrating the operations of an acquired business. In addition, the
markets and industries in which the Company and our potential acquisition targets operate are highly competitive. We
may lose customers or the customers of acquired entities as a result of an acquisition. We also may lose key personnel
from the acquired entity as a result of an acquisition. We may not discover all known and unknown factors when
examining a company for acquisition during the due diligence period. These factors could produce unintended and
unexpected consequences for us. Undiscovered factors as a result of acquisition, pursued by non-related third party
entities, could bring civil, criminal, and financial liabilities against us, our management, and the management of those
entities acquired. These factors could contribute to the Company not achieving the expected benefits from its
acquisitions within desired time frames.

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

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

We could experience losses due to competition with other financial institutions.

We face substantial competition in all areas of our operations from a variety of different competitors, both within and
beyond our principal markets, many of which are larger and may have more financial resources. Such competitors
primarily include national, regional and internet banks within the various markets in which we operate. We also face
competition from many other types of financial institutions, including, without limitation, thrifts, credit unions,
finance companies, brokerage firms, insurance companies and other financial intermediaries, such as online lenders
and banks. The financial services industry could become even more competitive as a result of legislative and
regulatory changes and continued consolidation. In addition, as customer preferences and expectations continue to
evolve, technology has lowered barriers to entry and made it possible for nonbanks to offer products and services
traditionally provided by banks, such as automatic transfer and automatic payment systems. Banks, securities firms
and insurance companies can merge under the umbrella of a financial holding company, which can offer virtually any
type of financial service, including banking, securities underwriting, insurance (both agency and underwriting) and
merchant banking. Many of our competitors have fewer regulatory constraints and may have lower cost structures.
Additionally, due to their size, many competitors may be able to achieve economies of scale and, as a result, may offer
a broader range of products and services as well as better pricing for those products and services than we can.
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Our ability to compete successfully depends on a number of factors, including, among other things:

· the ability to develop, maintain, and build upon long-term customer relationships based on top quality service, highethical standards, and safe, sound assets;
· the ability to expand our market position;

· the scope, relevance, and pricing of products and services offered to meet customer needs and demands;
· the rate at which we introduce new products and services relative to our competitors;

· customer satisfaction with our level of service; and
· industry and general economic trends.
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Failure to perform in any of these areas could significantly weaken our competitive position, which could adversely
affect our growth and profitability, which, in turn, could have a material adverse effect on our financial condition and
results of operations.

Failure to keep pace with technological change could adversely affect our business.

The financial services industry is continually undergoing rapid technological change with frequent introductions of
new technology-driven products and services. The effective use of technology increases efficiency and enables
financial institutions to better serve customers and to reduce costs. Our future success depends, in part, upon our
ability to address the needs of our customers by using technology to provide products and services that will satisfy
customer demands, as well as to create additional efficiencies in our operations. Many of our competitors have
substantially greater resources to invest in technological improvements. We may not be able to effectively implement
new technology-driven products and services or be successful in marketing these products and services to our
customers. Failure to successfully keep pace with technological change affecting the financial services industry could
have a material adverse impact on our business and, in turn, our financial condition and results of operations.

New lines of business or new products and services may subject us to additional risk.

From time to time, we may implement new lines of business or offer new products and services within existing lines
of business. There are substantial risks and uncertainties associated with these efforts, particularly in instances where
the markets are not fully developed. In developing and marketing new lines of business and/or new products and
services, we may invest significant time and resources. Initial timetables for the introduction and development of new
lines of business and/or new products or services may not be achieved and price and profitability targets may not
prove feasible. External factors, such as compliance with regulations, competitive alternatives, and shifting market
preferences, may also impact the successful implementation of a new line of business and/or a new product or service.
Furthermore, any new line of business and/or new product or service could have a significant impact on the
effectiveness of our system of internal controls. Failure to successfully manage these risks in the development and
implementation of new lines of business and/or new products or services could have a material adverse effect on our
business and, in turn, our financial condition and results of operations.

In May 2016, we completed the acquisition of SBA Complete. SBA Complete specializes in consulting with financial
institutions across the country related to SBA loan origination and servicing. We leveraged the expertise assumed in
the acquisition of SBA Complete to launch our own SBA Lending Division in the third quarter of 2016. These are
both relatively new lines of business for the Bank with unique operational, control and accounting risks, which if not
properly managed, could result in losses for our Company.
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Our reported financial results are impacted by management’s selection of accounting methods and certain
assumptions and estimates.

Our accounting policies and methods are fundamental to the way we record and report our financial condition and
results of operations. Our management must exercise judgment in selecting and applying many of these accounting
policies and methods so they comply with generally accepted accounting principles and reflect management’s
judgment of the most appropriate manner to report our financial condition and results. In some cases, management
must select the accounting policy or method to apply from two or more alternatives, any of which may be reasonable
under the circumstances, yet may result in reporting materially different results than would have been reported under a
different alternative.

Certain accounting policies are critical to presenting our financial condition and results. They require management to
make difficult, subjective or complex judgments about matters that are uncertain. Materially different amounts could
be reported under different conditions or using different assumptions or estimates. These critical accounting policies
include: the allowance for loan losses; intangible assets; and the fair value and discount accretion of acquired loans.
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Changes in accounting standards could materially impact our financial statements.

From time to time accounting standards setters change the financial accounting and reporting standards that govern
the preparation of our financial statements. These changes can be difficult to predict and can materially impact how
we record and report our financial condition and results of operations. In some cases, we could be required to apply a
new or revised standard retroactively, resulting in changes to previously reported financial results or a cumulative
charge to retained earnings. See Note 1(v) – Recent Accounting Pronouncements in the notes to consolidated financial
statements included in Item 8. Financial Statements.

Our business continuity plans or data security systems could prove to be inadequate, resulting in a material
interruption in, or disruption to, our business and a negative impact on our results of operations.

We rely heavily on communications and information systems to conduct our business. Our daily operations depend on
the operational effectiveness of our technology. We rely on our systems to accurately track and record our assets and
liabilities. Any failure, interruption or breach in security of our computer systems or outside technology, whether due
to severe weather, natural disasters, acts of war or terrorism, criminal activity, cyber attacks or other factors, could
result in failures or disruptions in general ledger, deposit, loan, customer relationship management, and other systems
leading to inaccurate financial records. This could materially affect our business operations and financial condition.
While we have disaster recovery and other policies and procedures designed to prevent or limit the effect of any
failure, interruption or security breach of our information systems, there can be no assurance that any such failures,
interruptions, or security breaches will not occur or, if they do occur, that they will be adequately addressed. The
occurrence of any failures, interruptions or security breaches of our information systems could damage our reputation,
result in a loss of customer business, subject us to additional regulatory scrutiny, or expose us to civil litigation and
possible financial liability, any of which could have a material adverse effect on our results of operations.

In addition, the Bank provides its customers the ability to bank online and through mobile banking. The secure
transmission of confidential information over the Internet is a critical element of online and mobile banking. While we
use qualified third party vendors to test and audit our network, our network could become vulnerable to unauthorized
access, computer viruses, phishing schemes and other security issues. The Bank may be required to spend significant
capital and other resources to alleviate problems caused by security breaches or computer viruses. To the extent that
the Bank’s activities or the activities of its customers involve the storage and transmission of confidential information,
security breaches and viruses could expose the Bank to claims, litigation, and other potential liabilities. Any inability
to prevent security breaches or computer viruses could also cause existing customers to lose confidence in the Bank’s
systems and could adversely affect its reputation and its ability to generate deposits.

Additionally, we outsource the processing of our core data system, as well as other systems such as online banking, to
third party vendors. Prior to establishing an outsourcing relationship, and on an ongoing basis thereafter, management
monitors key vendor controls and procedures related to information technology, which includes reviewing reports of
service auditor’s examinations. If our third party provider encounters difficulties or if we have difficulty in
communicating with such third party, it will significantly affect our ability to adequately process and account for
customer transactions, which would significantly affect our business operations.
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We rely on certain external vendors.

We are reliant upon certain external vendors to provide products and services necessary to maintain our day-to-day
operations. Accordingly, our operations are exposed to risk that these vendors will not perform in accordance with
applicable contractual arrangements or service level agreements. We maintain a system of policies and procedures
designed to monitor vendor risks including, among other things, (i) changes in the vendor’s organizational structure,
(ii) changes in the vendor’s financial condition and (iii) changes in the vendor’s support for existing products and
services. While we believe these policies and procedures help to mitigate risk, and our vendors are not the sole source
of service, the failure of an external vendor to perform in accordance with applicable contractual arrangements or the
service level agreements could be disruptive to our operations, which could have a material adverse impact on our
business and its financial condition and results of operations.
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We are subject to losses due to errors, omissions or fraudulent behavior by our employees, clients,
counterparties or other third parties.

We are exposed to many types of operational risk, including the risk of fraud by employees and third parties, clerical
recordkeeping errors and transactional errors. Our business is dependent on our employees as well as third-party
service providers to process a large number of increasingly complex transactions. We could be materially and
adversely affected if employees, clients, counterparties or other third parties caused an operational breakdown or
failure, either as a result of human error, fraudulent manipulation or purposeful damage to any of our operations or
systems.

In deciding whether to extend credit or to enter into other transactions with clients and counterparties, we may rely on
information furnished to us by or on behalf of clients and counterparties, including financial statements and other
financial information, which we do not independently verify. We also may rely on representations of clients and
counterparties as to the accuracy and completeness of that information and, with respect to financial statements, on
reports of independent auditors. For example, in deciding whether to extend credit to a client, we may assume that the
client’s audited financial statements conform with U.S. Generally Accepted Accounting Principles (“GAAP”) and
present fairly, in all material respects, the financial condition, results of operations and cash flows of the client. Our
financial condition and results of operations could be negatively affected to the extent we rely on financial statements
that do not comply with GAAP or are materially misleading, any of which could be caused by errors, omissions, or
fraudulent behavior by our employees, clients, counterparties, or other third parties.

Risks Related to the Company’s Common Stock

There can be no assurance that we will continue to pay cash dividends.

Although we have historically paid cash dividends, there is no assurance that we will continue to pay cash dividends.
Future payment of cash dividends, if any, will be at the discretion of our board of directors and will be dependent
upon our financial condition, results of operations, capital requirements, economic conditions, and such other factors
as the board may deem relevant.

Future sales of our stock by our shareholders or the perception that those sales could occur may cause our
stock price to decline.

Although our common stock is listed for trading in The NASDAQ Global Select Market under the symbol “FBNC”, the
trading volume in our common stock is lower than that of other larger financial services companies. A public trading
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market having the desired characteristics of depth, liquidity and orderliness depends on the presence in the
marketplace of willing buyers and sellers of our common stock at any given time. This presence depends on the
individual decisions of investors and general economic and market conditions over which we have no control. Given
the relatively low trading volume of our common stock, significant sales of our common stock in the public market, or
the perception that those sales may occur, could cause the trading price of our common stock to decline or to be lower
than it otherwise might be in the absence of those sales or perceptions.

Our stock price can be volatile.

Stock price volatility may make it more difficult for you to resell your common stock when you want and at prices
you find attractive. Our stock price can fluctuate significantly in response to a variety of factors including the risk
factors discussed elsewhere in this report that are outside of our control and which may occur regardless of our
operating results.

An investment in the Company’s common stock is not an insured deposit.

The Company’s common stock is not a bank deposit and, therefore, is not insured against loss by the FDIC, any other
deposit insurance fund or by any other public or private entity. Investment in the Company’s common stock is
inherently risky for the reasons described in this “Risk Factors” section and elsewhere in this report and is subject to the
same market forces that affect the price of common stock in any company. As a result, if you acquire the Company’s
common stock, you could lose some or all of your investment.

29 
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Item 1B. Unresolved Staff Comments

None

Item 2. Properties

The main offices of the Company and the Bank are located in a three-story building in the central business district of
Southern Pines, North Carolina and is owned by the Bank. The building houses administrative facilities. The Bank’s
Operations Division, including customer accounting functions, offices for information technology operations, and
offices for loan operations, are primarily housed in two one-story steel frame buildings in Troy, North Carolina. Both
of these buildings are owned by the Bank. At December 31, 2018, the Company operated 101 bank branches. The
Company owned all of its bank branch premises except eight branch offices for which the land and buildings are
leased and nine branch offices for which the land is leased but the building is owned. The Bank also leases one loan
production office and five other office locations for administrative functions. The Bank also leases 10 locations for
our SBA related activities and leases three properties for our insurance subsidiary. There are no options to purchase or
lease additional properties. The Company considers its facilities adequate to meet current needs and believes that lease
renewals or replacement properties can be acquired as necessary to meet future needs.

Item 3. Legal Proceedings

Various legal proceedings may arise in the ordinary course of business and may be pending or threatened against the
Company and its subsidiaries. Neither the Company nor any of its subsidiaries is involved in any pending legal
proceedings that management believes are material to the Company or its consolidated financial position. If an
exposure were to be identified, it is the Company’s policy to establish and accrue appropriate reserves during the
accounting period in which a loss is deemed to be probable and the amount is determinable.

Item 4. Mine Safety Disclosure

Edgar Filing: FIRST BANCORP /NC/ - Form 10-K

56


