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Summary Statistics

Exchange NASDAQ
Market Cap ($M) $71.9
Avg. Volume 5,584
Annual Dividend $0.23
Dividend Yield 0.46%
Tangible Book/Share $9.84
Price/Tangible Book 110%
Price/2014 EPS 15.0x
Price/2015 EPS 11.8x
Total Assets (M) $786,687
TCE/'TA 8.39%
ROAA (2014) 0.60%
ROAE (2014) 6.85%

EPS Estimates

2012 2013 2014 2015

Ql 5019 $020 s014  $0.19
Q2 §0.23  S0.23 008 $0.22
Q3 §0.19 $020 $0.19 $0.25
Q4 5019 5020 $021  $0.26

FY 5079 $0.78 $0.72 $0.92

Industry Type Bank
Headquarters Lexington, SC
Offices 14
Date Established 1995
CEO Michael C. Crapps
CFO Joseph G. Sawyer

Brian Martin, CFA
312-461-4346
bmartin@figpartners.com

First Community Corporation

Lowering EPS Estimates — Maintain “Outperform” as Valuation Re-
mains Attractive For This Solid Performer Growing Tang. Book Value

e FCCO reported 2Q14 EPS of $0.18 missing our estimate by 4 cents. Higher
credit costs coupled with slightly lower than expected fees drove the miss par-
tially offset by better than expected expense disciplines.

e  Credit costs spiked reflecting a write down taken on one credit that went non-
accrual in 1Q14. Absent this, recoveries would have been noted. Notably,
NPAs & Classifieds remain modest at 2.6% of loans & OREO and 23% of
Tier 1 Capital plus reserves.

e Core revenues expanded 6.4% LQ outpacing a 3% increase in expenses lead-
ing to improved operating leverage and a 250 bps decline in Efficiency Ratio
(70.5%). Revenues benefitted from a larger balance sheet reflecting a full
quarter impact of the Savannah deal as NIM and core fees were unchanged.
Expenses are well contained at 2.84% of average assets.

o Core fees were stable as a rebound in mortgage revenues (+13% LQ ) was
tempered by a decline in investment fees. Management is optimistic on both
business lines with investment activity picking-up and new leadership at its
mortgage unit focused on improving efficiencies and recruiting new talent.

e NIM was unchanged at 3.32% as asset yield pressure was offset by a contin-
ued reduction in the cost of funds. Gradual expansion is forecast in 2015 as
excess liquidity is deployed into loans. FCCQO’s pending deposit acquisition is
expected to negatively impact 4Q14 NIM by 8-10 bps.

e Loans were flat despite increased production as payoffs remain a headwind. A
new pricing strategy should help drive increased volumes prospectively. De-
posits moderated as customers used excess liquidity to fund projects.

e We are lowering our 2014 and 2015 EPS to $0.72 and $0.92, respectively. No
change to “Outperform” rating and $13 Price Target which equates to 14x
2015 EPS, 130% of forward TBV or a low 3.5% Core Deposit Premium. Val-
uation remains attractive for this solid performer with strong credit quality
with good core funding and attractive growth prospects.

Please see important disclosures regarding FIG Partners’ equity rating system, distribution of ratings, and other report

disclosures on the last page of this report.
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Additional Analysis

Despite the earnings miss in the quarter, we remain optimistic on FCCO’s future prospects. First
off, we expect credit costs to decline following 2Q14 lumpiness as the overall credit outlook re-
mains favorable with trends continuing to improve. Second, we are confident new leadership at the
mortgage operation will 1) successfully optimize efficiencies driving improved profitability and 2)
add new talent to drive increased production. To that end, a new originator in the Augusta GA mar-
ket was recently added. Mortgage efficiencies are expected to begin to be realized in 4Q14 and in
2015. On the investment front, management is seeing a pick-up in activity which is expected to
translate into increasing revenues; the timing of which will likely remain lumpy given the nature of
the business. We are forecasting wealth management fees to increase ~15-20% in 2H14.

Organic loan growth has been somewhat of a struggle of late reflecting modest demand and payoffs
which continue to mask new production. Looking forward, management expects to get more com-
petitive on pricing high quality, shorter duration credits in an effort to drive increased volume and
deploy its excess liquidity; underscored by a 57% loan to asset ratio. Management is currently roll-
ing out this new pricing strategy which is expected to gain traction in the coming quarters. We ex-
pect NIM to benefit from this strategy as the mix change from investments into loans trumps the
expected yield give up. Importantly, increased volume should drive greater net interest income and
improved profitability over time. We expect the NIM to be flat in 3Q14 as this strategy begins to
be implemented with an 8-10 bps decline in NIM forecast for 4Q14 driven by FCCO’s pending
purchase and assumption agreement with Spartanburg, SC based First South Bank whereby they are
acquiring ~$40 Mil. in deposits and $9 Mil. in loans. We peg 4Q14 Tangible Book value at ~§10
per share inclusive of the $800,000 premium paid on these purchased deposits.

Pure Deposits have demonstrated good growth in recent years increasing to 78% of total Deposits at 2Q14.

2009 2010 2011 2012 2013 6/30/14
Pure: $ % 3 % $ % $ % 3 % $ %
DDAs, MMA's, Savings and IRA's | $ 233.1 50% 259.8 56% 286.8 60% 319.5 65% 363.2 70% 496.2 76%
Cash Management $ 207 4% 12.7 3% 136 3% 159 3% 18.6 4% 164 2%
| Pure Deposits + Cash Mgmnt | 3 253.8 54% 272.5 58% 3004 63% 3354 68% 381.8 74% 512.6 78%
Certificates of Deposits:
CDs $ 201.6 43% 1955 42% 177.8 37% 1554 32% 1339 26% 143.9 22%
Brokered CDs $ 149 3% - 0% - 0% - 0% - 0% 0.0 0%
$ 216.5 46% 1955 42% 177.8 37% 1554 32% 1339 26% 143.9 22%
Total 3 470.3 100% 468.0 100% 478.2 100% 490.8 100% 515.7 100% 656.5 100%
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Price-to- | Deposit |
Ticker Company Name Closing  Market Total Tangible : Premium: % Pure
Price (§) Cap(SM) Assets Book | (Ex. CDs)| Deposits
2014Q1  Current | Cumrent | 2014Ql
1 | 1
I I
FCCO  First Community Corp. $10.80  $71.9 797873 115% : 1.7% : 82%
BKSC  Bank of South Carolina Corp. $14.99 $66.9 336,618 190% | 17.6% | 60%
CARO  Carolina Financial Corp. $21.90 $88.5 918,800  103% : 0.5% : 77%
CNBW  CNB Corp. $51.90 $85.4 962,139 91% | (14%) | 77%
FCBN  First Citizens Bancorp. $967.00 $660.7 8,532,136 116% | 1.8% | 68%
PLMT  Palmetto Bancshares Inc. $14.07 $180.0 1,099,407 NA = 10.6% : 54%
SSB South State Corporation $59.07  $1,4249 7,990,975 256% | 184% | 71%
SFDL Security Federal Corp. $15.25 $44.9 848,780 78% ; 3B.2%) : 58%
SFST  Southern First Bancshares Inc $13.80 $66.5 936,884 114% | 15% | 73%
SOCB  Southcoast Financial Corp. $7.35 $52.1 453,026 120% !_3.0% _! 86%

We find FCCO shares relatively inexpensive on a Core Deposit Premium excluding all CDs. We
think today’s 1.7% premium could rise over the next several years as the scarcity value of a grow-
ing South Carolina franchise (Columbia/Augusta) is better reflected in the stock’s valuation.
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FIG Research Rating: "Outperform"

No change to “QOutperform” rating and Price Target: $13.05

|
|
$13 Price Target which equates to 14x |
2015 EPS, 130% of forward TBV or a I
low 3.5% Core Deposit Premium. |
|
|
|
|
|
|
|

Implied Gain/Loss versus Current Price:  19.6%

Alternative Approach
2015 EPS $0.92 14.2x $13.00
Tang Book 12/15 $10.70 1.21x $13.00

——————————————

Deposit Premium Analysis
Today  Dec-2014 Dec-2015

Market Cap. 71.8 79.0 89.5
Tang. Common Eq. 62.5 66.6 71.2
Total Deposits $654 $683 $692
Core Deposits $506 $520 $525

Premium - Core 1.8% 2.4% 35%

Source: FIG Partners Research, Forward Estimates

Background and Risks

Headquartered in Lexington, South Carolina, First Community (FCCO) is a ~$787 Million bank
holding company (BHC) and the parent of First Community Bank, NA.

Founded in 1995 by a group of former executives from Republic National Bank (acquired by South
Financial Group, Inc.), FCCO provides traditional retail, commercial and mortgage banking ser-
vices through a network of 13 branches in the Midlands area of South Carolina.

We see primary risks to include (1) integration of acquisitions; (2) negative impact from persistent-

ly low or rapidly changing interest rates and/or a flattening yield curve; and (3) potential for rising
credit costs in light of further growth in unemployment.

FIG Partners LLC 4
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FCCO SnapShot % Change
[2Q013A 3Q13A  4Q13  1Q14 | 2014 | WY LQ
Eamings Per Share (EPS)  $0.23 $0.20 $0.16 $0.14 $0.18 21.1%  292%
Tangible Book Value $9.86 $9.87 $9.83 $9.40 $9.84 -0.2% 4.83%
Shares Outstanding EOP  $5.29 $5.30 $5.30 $6.65 $6.66 25.8% 0.1%

Net Interest Income $4.42 $4.57 $4.78 $5.50 $5.95 34.5% 8.2%
Loan Loss Provision $0.10 $0.13 $0.15 $0.15 $0.40 | 300.0% 166.7%
Non-Interest Income $2.162 $1.937 $1.951 $1.867 | $1.821 | -158% -2.5%
Securities Gains $133 $4 ($79) $8 $78 41.4% 875.0%
Non-Interest Expense $4.96 $4.92 $5.20 $5.61 $5.77 16.4% 2.9%
Net Income $1.20 $1.05 $0.85 $0.86 $1.20 -02%  39.3%
Total Core Revenue $6,726  $6,507 $6,728 $7,363 | $7,835 16.5% 6.4%
Total Core Fee Income $2,303  $1,937 $1,951 $1,867 | $1,888 | -18.0% 1.1%
Core Expense $4,795 $4,703  $5,052  $5,426 | $5,590 16.6% 3.0%
ROAA 0.77% 0.66% 0.53% 0.47% 0.61% | -20.3%  29.7%
ROAE 8.72% 7.99% 6.37% 5.42% 6.86% | -21.4%  26.6%
Net Interest Margin 311% 3.10% 320% 3.32% | 3.32% 6.8% 0.0%
Core Efficiency Ratio 70.6% 718% 74.6% 73.1% | 705% | -0.1%  -3.5%

Core Exp./ Avg. Assets  3.05%  298%  3.17% 296% | 2.84% | -6.9% 4.1%

Total Loans $341 $345 $348 $444 $445 304%  02%
Intangibles $0.64 $0.60 $0.57 $6.25 $5.47 7609% -12.5%
Total Deposits $510 $509 $497 $654 $640 25.6%  -22%
Total Common Equity $53 $53 $53 $69 Ry 34.4% 3.2%
Avg Assets $628 $631 $637 $733 $787 25.3% 7.4%
Avg Loans $344 $345 $350 $416 $444 29.1%  6.8%
Average Eaming Assets  $585 $585 $591 $672 $719 22.9% 71%
Avg Deposits $499 $506 $508 $586 $639 281%  9.0%
Loan / Deposit 66.9% 67.8% 69.9% 67.8% 69.5% 3.8% 2.4%
TCE Ratio 825% 823% 823% 7.90% | 839% 1.7% 6.2%
Net Charge-offs $0.20 $0.25 $0.25 $0.21 $0.50 153.8% 138.0%
NPL's +90 Days Past $6.57 $5.74 $5.98 $8.68 $8.53 29.8% -1.8%
OREO $2.82 $3.61 $3.37 $3.15 $3.30 16.9% 4.9%
Total NPA's $9.4 $9.3 $94 $11.7 $11.7 242%  -0.3%

NPA / (Loans + OREO) 273%  2.67%  2.66%  2.62% | 2.60% | -4.6% -0.5%
Provision / Avg Loans 0.03%  0.04%  0.04%  0.04% | 0.09% | 209.9% 149.7%
Reserve / NPL + 90 68% 76% 1% 49% 49% -28.1%  -0.1%

FIG Partners LLC 5
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Compliance
FIG Partners LLC Distribution of Ratings

Buy/Outperform | Hold/Market-Perform| Sell/Underperform
% Rated 52.6% 46.6% 0.9%
IB Client % in Category 29.5% 22.2% 0.0%

Equity Rating System as of July 1, 2003

Buy/Outperform “O” FIG expects that total return of the subject stock will outperform the industry benchmark
(BIX) over the next 12 months

Hold/Market-Perform “M-P” FIG expects that total return of the subject stock will perform inline with the industry
benchmark (BIX) over the next 12 months

Sell/Underperform “U” FIG expects that total return of the subject stock will under perform the industry bench-
mark (BIX) over the next 12 months

For purposes of FINRA rule 2711, outperform is classified as a buy, market perform is a hold and underperform is a sell.
The industry benchmark that we use is the S&P Bank Index referred to as the BIX.

Ratings Changes for First Community Corporation (FCCO)

FCCO First Community Nasdaq CM @ StockCharts.com
16-Jul-2014 Close 10.80 Volume 5523 Chg -0.15 (1.37%) v
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Additional Risks to Our Earnings Model Assumptions & Ratings:

Unexpected and/or rapid changes in interest rates may have significant negative impact on the company’s balance-
sheet. Likewise, persistently low interest rates, and/or a flat yield curve may add downward
pressure to revenues and the absolute level of NIM-Net Interest Margin.

Declines in asset quality beyond our estimates due to an economic slowdown in the company’s operating footprint may
require increased expenses for loan losses which could decrease profitability. Further, this may cause an increase in Net
Charge-offs, Nonperforming loans, and Classified Assets.

New rules set forth by regulatory agencies could reduce future profitability by eliminating certain revenue items, adding

additional expenses, or requiring this institution to hold more capital. A similar effect is possible if new legislation (local,
state, or federal) is passed.

Any regulatory action or litigation against the company could impact future earnings and also affect the public market per-
ception towards this stock.

“
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Compliance

®  Neither the research analyst nor any member of the analyst’s household has any financial interest in the subject
company

® At the prior month end, neither FIG Partners LLC nor any of its partners or officers owned more than 1% of the
outstanding equity securities of the subject company

®  There are no material conflicts of interest of the analyst or FIG Partners LLC at the time of this report

FIG has been a manager or co-manager of a public offering of any securities of the recommended issuer within the last
twelve months

FIG has received investment banking compensation from the subject company in the last 12 months

FIG intends to seek investment banking compensation from the subject in the next three months

The subject company is a client of FIG

Neither the analyst nor anyone at FIG serves as an officer, director, or advisory board member of the subject company

FIG will usually make a market in the subject security and was making a market in this security at the time of this

report’s publication

®  All analysts are compensated based on a number of factors including the overall profits of FIG Partners LLC which
includes investment banking revenues, but no analyst receives any compensation which is based on a specific
investment banking service or transaction

®  To determine price target, our analysts utilize a variety of valuation techniques including but not limited to: peer
analysis, absolute P/E, relative P/E, projected P/E, absolute P/B, relative P/B, projected P/B, deposit premium, and a
discounted cash flow model

®  This research report reflects the analyst’s actual opinion

®  No research analyst is subject to the supervision or control of any employee of the member’s investment banking
department

®  No employee of the investment banking department has reviewed or approved this report prior to publication

e  The report has not been approved by the subject company, but may have been reviewed for factual accuracy except for
the research summary, research rating and price target

®  The subject company has not promised directly or indirectly favorable research, a specific rating or a specific price
target nor has the subject company been threatened with a change in research as an inducement for business or
compensation
Additional information is available by request

The information contained herein has been prepared from sources and data we believe to be reliable but we make no
representation as to its accuracy or completeness. The opinions expressed herein are our. own unless otherwise noted
and are subject to change without notice. The price and value of the securities mentioned herein will fluctuate; past
performance is no guarantee of future results.

®  This report is published solely for informational purposes and should not be construed as an offer to buy or sell, or a
solicitation of an offer to buy or sell, any security. The securities discussed herein are not suitable for everyone; each
investor should assess his or her own particular financial condition and investment objectives before making any
investment decisions.

®  FIG Partners LLC may act as principal for its own account or as agent for both buyer and seller in connection with the
purchase or sale of any security discussed herein.

e  Reproduction or redistribution of this report in any form is prohibited except with the written permission of FIG
Partners LLC.

The author is employed by FIG Partners LLC, a broker-dealer

Data sources for the report are Bloomberg Financial L.P., SNL Financial LC, Stockcharts.com, Thompson Financial
and regulatory filings.
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