










                    

     We have announced plans to lease 28,900 square feet of a 50,000 square foot building being built near our current headquarters at the
intersection of Cahaba Road and Shades Creek Parkway in a joint-venture with Protective Life Corp., whose home offices are adjacent to the
land, and Birmingham-based construction company B.L. Harbert International. Construction began in the second quarter of 2008, and is
expected to be completed during the second quarter of 2009.  

     We are relocating the Dothan office into a building located at U.S. Highway 84 at the entrance to Grove Park. We will occupy 8,750 square
feet of the building which has a total of 13,750 square feet. The new location offers better visibility and greater convenience for our customers. 

ITEM 3. LEGAL PROCEEDINGS.  

     There is currently no material litigation to which we and the Bank are subject other than as described below and such legal proceedings as
are in the normal course of business for the Bank such as claims to enforce liens, claims involving the making and servicing of real property
loans, and other issues incident to the Bank’s business. Management does not believe that there are any threatened proceedings against us or
the Bank which, if determined adversely, would have a material effect on our or the Bank’s business, financial position or results of operations. 

     ServisFirst Bank v. Max Federal Credit Union. The Bank received a letter on or about August 12, 2008, from Max Federal Credit Union
requesting an assurance that, within 14 days, the Bank would take measures to modify its logo to make it clearly distinguishable from the logo
of Max Federal Credit Union. Max Federal Credit Union contended that the Bank’s incorporation of a blue square in its logo constituted 
trademark infringement upon the logo of Max Federal Credit Union which also incorporates a blue square. We concluded that the two logos
were sufficiently dissimilar and that it was extremely unlikely that any customer of either of the institutions would actually be confused as a
result of the use of both logos. Accordingly, the Bank issued a letter to Max Federal Credit Union proposing that the Bank and Max Federal
Credit Union enter into a co-existence agreement in regards to the use of their logos. Max Federal Credit Union refused.  

     The Bank then filed a Complaint for Declaratory Judgment in the Circuit Court of Montgomery County, Alabama on November 25, 2008
asking the Court to declare that the Bank’s use of its logo does not constitute trademark infringement or unfair competition and that Max
Federal Credit Union’s purported trademark is not inherently distinctive. Max Federal Credit Union subsequently filed a counterclaim asking 
the Court to declare that Max Federal Credit Union has the exclusive right to use a blue square logo and to enjoin the Bank from utilizing a
blue square logo in the 15 counties in the state of Alabama in which Max Federal Credit Union is chartered to do business.  

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.  

     No matter was submitted to a vote of security holders during the fourth quarter of 2008 through the solicitation of proxies or otherwise.  

PART II  

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER 
PURCHASES OF EQUITY SECURITIES.  

     There is no public market for our common stock, and we have no current plans to list our common stock on any public market.
Consequently, there have only been a very few secondary trades in our common stock. Our most recent sale of our common stock was at $25
per share on December 31, 2008, when we issued and sold to 106 accredited investors 260,540 shares of our common stock, for an aggregate
purchase price of $6,513,500. As of December 31, 2008, we had approximately 953 stockholders of record holding 5,374,022 outstanding
shares of our common stock, and we had 741,000 shares of our common stock presently subject to outstanding options to purchase such shares
under the 2005 Amended and Restated Stock Incentive Plan.  
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Dividends  

     We have never declared or paid dividends and there are no dividends planned to be paid to stockholders in the near future. We anticipate
that our earnings, if any, will be held for purposes of enhancing our capital. Our payment of cash dividends is subject to the discretion of our
Board of Directors and the Bank’s ability to pay dividends. The principal source of our cash flow, including cash flow to pay dividends, comes 
from dividends that our bank subsidiary pays to us as its sole shareholder. Statutory and regulatory limitations apply to the Bank’s payment of 
dividends to us, as well as our payment of dividends to our stockholders. For a complete discussion on the restrictions on dividends, see
“Supervision and Regulation — Payment of Dividends” in Item 1.  

Recent Sales of Unregistered Securities  

     Trust Preferred Offering  

     We established a new Delaware statutory trust subsidiary, ServisFirst Capital Trust I (the “Trust”), which issued, on September 2, 2008,
15,000 shares of its trust preferred securities, for $15 million or $1,000 per share. The Trust simultaneously issued 463,918 shares of its
common securities to us for a purchase price of $463,918, or $1.00 per share, which together with the trust preferred securities, constitutes all
of the issued and outstanding securities of the Trust. The Trust invested all of the proceeds from the sale of its trust preferred and common
securities in our 8.5% junior subordinated deferrable interest debenture due September 1, 2038 in the principal amount of $15.5 million (the
“Debenture”), $500,000 of which came from us and is thus not new money. We are using the $15 million of net proceeds from the offering
(after eliminating the $500,000 for our common securities) for general operating capital necessary for our growth. Holders of the trust preferred
securities will be entitled to receive distributions accruing from the date of issuance, and payable quarterly in arrears on December 1, March 1,
June 1 and September 1 of each year, commencing December 1, 2008, unless we defer interest payments on the Debenture which pays interest
to the Trust on the same dates at 8.5% per annum. We may defer interest payments on the Debentures and consequently the trust preferred
securities for a maximum of 20 consecutive quarters; provided that, holders continue to accumulate additional distributions thereon at 8.5%,
compounded quarterly, to the extent permitted by law. During any such deferral period, we may not pay dividends or make certain other
distributions or payments to the holders of our common stock or any other capital stock junior to the Debentures as provided for in the
Indenture. The trust preferred securities may be redeemed in whole or in part at any time on or after September 1, 2011, at a redemption price
of $1,000 per share, plus accumulated and unpaid distributions. The Debentures may be redeemed in whole (but not in part) at a redemption
price of $1,050 per share prior to September 11, 2011 upon the occurrence of a Special Event, as defined in the Indenture. We pay the Trust
and the Trust pays us a distribution on the common securities also equal to 8.5%, just as for the trust preferred securities, but such payments are
financially immaterial since we are paying to ourselves via the Trust.  

     Additionally, we issued a total of 75,000 warrants each with the right to purchase one share of our common stock for a purchase price of
$25.00. The warrants were issued in increments of 500 warrants for each $100,000 of trust preferred securities purchased. Each warrant is
exercisable for a period beginning upon its date of issuance and ending upon the later to occur of either (i) September 1, 2013 or (ii) such date
which is sixty (60) days following the date upon which our common stock becomes listed for trading upon a “national securities exchange” as 
defined in the Securities Exchange Act of 1934, as amended.  

     Dothan Offering  

     In connection with a private placement and pursuant to subscription agreements effective December 31, 2008, we issued and sold to 106
accredited investors living in or near the Dothan MSA 260,540 shares of our common stock for $25.00 per share, or an aggregate purchase
price of $6,513,500 of a proposed $10 million private placement. We expect to complete the remainder of the private placement by the end of
the first quarter of 2009. We issued the trust preferred shares and the shares of our common stock in reliance upon the exemption from the
registration requirements of the Securities Act of 1933, as amended, as set forth in Section 4(2) under the Securities Act and Rule 506 of
Regulation D promulgated thereunder relating to sales by an issuer not involving any public offering, to the extent an exemption from such
registration was required.  

Purchases of Equity Securities by the Registrant and Affiliated Purchasers  

     We made no repurchases of our equity securities, and no Affiliated Purchasers (as defined in Rule 10b-18(a)(3) under the Securities 
Exchange Act of 1934) purchased any shares of our equity securities during the fourth quarter of the fiscal year ended December 31, 2008.  
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Equity Compensation Plan Information  

     The following table sets forth certain information relating to our 2005 Amended and Restated Stock Incentive Plan and other options or
warrants issued outside of our 2005 Amended and Restated Stock Incentive Plan. The information below is as of December 31, 2008.  

          We grant stock options as an incentive to employees, officers, directors, and consultants, as a means to attract or retain these individuals,
to maintain and enhance our long-term performance and profitability, and to allow these individuals to acquire an ownership interest in our 
company. Our compensation committee administers this program, making all decisions regarding grants and amendments to these awards. All
shares to be issued upon the exercise of these options must be authorized and unissued shares. In the event an option holder leaves us we may
provide for varying time periods for exercise of options after the termination of ones employment; provided, that, an incentive stock option
plan may not be exercised later than 90 days after an option holder terminates his or her employment with us unless such termination is a
consequence of such options holder’s death or disability in which case the option period may be extended for up to 1 year after termination of 
employment. All of our issued options will vest immediately upon a transaction in which we merge or consolidate with or into any other
corporation, or sell or otherwise transfer our property, assets, or business substantially in its entirety to a successor corporation. At that time,
upon the exercise of the option, the option holder will receive the number of shares of stock or other securities or property, including cash, to
which the holder of a like number of shares of common stock would have been entitled upon the merger, consolidation, sale or transfer if such
option had been exercised in full immediately prior thereto. All of our issued options have a term of 10 years. This means the options must be
exercised within 10 years from the date of the grant. At December 31, 2008, we have issued and outstanding options to purchase 796,000
shares of our common stock.  

     We issued to each of our directors upon the formation of the Bank in May 2005 warrants to purchase up to 10,000 shares of our common
stock, or 60,000 in the aggregate, for a purchased price of $10.00 per share, expiring in ten years. These warrants became fully vested in
May 2008.  

     We granted non-plan stock options to certain key relationships to purchase up to an aggregate of 55,000 shares of our common stock at
between $15.00 and $20.00 per share for 10 years. These stock options are non-qualified and are not part of our 2005 Amended and Restated 
Stock Incentive Plan. They vest 100% at one time five years after their date of grant.  

Performance Graph  

     The information included under the caption “Performance Graph” in this Item 5 of this Form 10-K is not deemed to be “soliciting material”
or to be “filed” with the SEC or subject to Regulation 14A or 14C under the Securities Exchange Act of 1934 or the liabilities of Section 18 of 
the Securities Exchange Act of 1934, and will not be deemed to be incorporated by reference into any filings we make under the Securities Act
of 1933 or the Securities Act of 1934, except to the extent we specifically incorporate it by reference into such a filing.  

     The following graph compares the change in cumulative total stockholder return on our common stock with the cumulative total return of
the NASDAQ Banks Index and the S&P Stock Index from 2005 through 2008. This comparison assumes $100 invested on May 2, 2005 in
(a) our common stock, (b) the NASDAQ Banks Index, and (c) the NASDAQ Composite Index.  
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  Number of securities to  Weighted-average  Number of securities
  be issued upon exercise  exercise price of  remaining available for
  of outstanding options,  outstanding options,  future issuance under

Plan Category  warrants and rights  warrants and rights  equity compensation plans

Equity compensation awards plans approved by security holders 801,000 13.98   284,000
Equity compensation awards plans not approved by security holders 55,000 17.27   —
              

Total   856,000   14.19   284,000 
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    Date  
 Index:    5/2/2005    12/31/2005    12/31/2006    12/31/2007    12/31/2008  

 ServisFirst Bancshares, Inc.   100.00 100.00 150.00    200.00 250.00
 NASDAQ Composite   100.00 114.35 125.23    137.52 81.77
 NASDAQ Bank   100.00 105.91 117.57    91.62 69.70

 



                    

ITEM 6. SELECTED FINANCIAL DATA.  

     The following table sets forth selected historical consolidated financial data from our consolidated financial statements and should be read in
conjunction with our consolidated financial statements including the related notes and “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations” which are included below. Except for the data under “Selected Performance Ratios”, “Asset Quality 
Ratios”, “Liquidity Ratios”, “Capital Adequacy Ratios” and “Growth Ratios”, the selected historical consolidated financial data as of 
December 31, 2008, 2007, 2006 and 2005 and for the years ended December 31, 2008, 2007 and 2006 and the period from May 2, 2005 (date
of inception) to December 31, 2005 is derived from our audited consolidated financial statements and related notes.  
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  As of and for the years ended December 31,   
       As of and for
              the period from
              May 2, 2005
              (date of
              inception) to
              December 31,
  2008  2007  2006  2005
  (Dollars in thousands except for share data)     
Selected Balance Sheet Data:        

Total assets  $1,162,272 $ 838,250 $ 528,545  $ 277,963
Total loans   968,233 675,281  440,489   249,250
Loans, net   957,631   667,549   435,071   246,140 
Securities available for sale   102,339 87,233  28,119   924
Cash and due from banks   22,844 15,756  15,706   4,188
Interest bearing balances with banks   30,774 34,068  22   —
Fed funds sold   19,300 16,598  37,607   20,725
Mortgage loans held for sale   3,320 2,463  2,902   1,778
Restricted equity securities   2,659 1,202  805   230
Premises and equipment, net   3,884   4,176   2,605   1,400 
Deposits   1,037,319 762,683  473,348   244,048
Other borrowings   20,000 73  —   —
Trust preferred securities   15,087 —  —   —
Other liabilities   3,082 2,465  2,353   273
Stockholders’ equity   86,784 72,247  52,288   33,469

Selected Income Statement Data:        
Interest income  $ 55,450  $ 51,417  $ 30,610  $ 6,580 
Interest expense   20,474 25,872  13,335   2,325
Net interest income   34,976 25,545  17,275   4,255
Provision for loan losses   6,274 3,541  3,252   3,521
Net interest income after provision for loan losses   28,702 22,004  14,023   734
Non-interest income   2,704 1,441  911   101
Non-interest expense   20,576 14,796  8,674   3,161
Income (loss) before income taxes   10,830   8,649   6,260   (2,326)
Income taxes expenses (benefit)   3,825 3,152  2,189  (840)
Net income (loss)   7,005 5,497  4,071  (1,486)

Common Per Share Data:        
Net income (loss), basic  $ 1.37 $ 1.19 $ 1.06  $ (0.42)
Net income (loss), diluted   1.31 1.16  1.06  (0.42)
Book value   16.15 14.13  11.71   9.56
Weighted average shares outstanding:                 

Basic   5,114,194 4,631,047  3,831,881   3,500,000
Diluted   5,338,883 4,721,864  3,846,111   3,500,000

Actual shares outstanding   5,374,022 5,113,482  4,463,607   3,500,000
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 As of and for the years ended December 31,
              As of and for the
              period from May
              2, 2005 (date of
              inception) to
  2008  2007  2006  December 31, 2005

Selected Performance Ratios:      
Return on average assets 0.71% 0.78%  1.02% (1.40)%
Return on average stockholders’ equity   9.28%  9.40%  9.96%  (6.65)%
Net interest margin(1) 3.70% 3.78%  4.60% 4.21%
Efficiency ratio(2) 54.61% 54.83%  50.67% 72.56%

Asset Quality Ratios:      
Net charge-offs to average loans outstanding 0.41% 0.23%  0.28% 0.53%
Non-performing loans to total loans 1.02% 0.66%  0.00% 0.28%
Non-performing assets to total assets 1.74% 0.73%  0.11% 0.25%
Allowance for loan losses to total gross loans   1.09%  1.15%  1.23%  1.25%
Allowance for loan losses to total non-performing loans 108.17% 173.94%  5,418.00% 446.20%

Liquidity Ratios:      
Net loans to total deposits 92.32% 87.53%  91.91% 100.86%
Net average loans to average earning assets 85.84% 77.19%  89.34% 76.35%
Non-interest-bearing deposits to total deposits 11.71% 11.15%  15.05% 20.40%

Capital Adequacy Ratios:      
Stockholders’ equity to total assets(3)   7.38%  8.50%  9.89%  12.04%
Total risked-based capital(4) 11.25% 11.22%  11.58% 13.42%
Tier I capital(5) 10.18% 10.12%  10.49% 12.28%
Leverage ratio(6) 9.01% 8.40%  10.32% 14.32%

Growth Ratios:      
Percentage change in net income 27.43% 35.00%  373.93% n/a
Percentage changed in diluted net income per share 12.93% 13.21%  352.38% n/a
Percentage change in assets   38.65%  58.59%  90.15%  n/a 
Percentage change in net loans 45.45% 53.43%  76.76% n/a
Percentage change in deposits 36.00% 61.13%  93.96% n/a
Percentage change in equity 20.12% 38.18%  56.23% n/a

 

(1)  Net interest margin is the net yield on interest earning assets and is the difference between the interest yield earned on interest-earning 
assets and interest rate paid on interest-bearing liabilities, divided by average earning assets.

 

(2)  Efficiency ratio is the result of non-interest expense divided by the sum of net interest income and non-interest income.
 

(3)  Total stockholders’ equity excluding unrealized losses on securities available for sale, net of taxes, divided by total assets.
 

(4)  Total stockholders’ equity excluding unrealized losses on securities available for sale, net of taxes, and intangible assets plus allowance 
for loan losses (limited to 1.25% of risk-weighted assets) divided by total risk-weighted assets. The FDIC required minimum to be well-
capitalized is 10%. 

 

(5)  Total stockholders’ equity excluding unrealized losses on securities available for sale, net of taxes, and intangible assets divided by total
risk-weighted assets. The FDIC required minimum to be well-capitalized is 6%.

 

(6)  Total stockholders’ equity excluding unrealized losses on securities available for sale, net of taxes, and intangible assets divided by 
average assets less intangible assets. The FDIC required minimum to be well-capitalized is 5%; however, the Alabama Banking 
Department has required that the Bank maintain a Tier 1 capital leverage ratio of 7%.



  

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.  

     The following is a narrative discussion and analysis of significant changes in our results of operations and financial condition. The purpose 
of this discussion is to focus on information about our financial condition and results of operations that is not otherwise apparent from the
audited financial statements. Analysis of the results presented should be made with an understanding of our relatively short history. This
discussion should be read in conjunction with the financial statements and selected financial data included elsewhere in this document.  

Forward-Looking Statements  

     We may from time to time make written or oral forward-looking statements, including statements contained in our filings with the Securities 
and Exchange Commission and reports to stockholders. Statements made in this annual report, other than those concerning historical
information, should be considered forward-looking and subject to various risks and uncertainties. Such forward-looking statements are made 
based upon our management’s belief as well as assumptions made by, and information currently available to, our management. Our actual 
results may differ materially from the results anticipated in forward-looking statements due to a variety of factors, including governmental 
monetary and fiscal policies, deposit levels, loan demand, loan collateral values, securities portfolio values, interest rate risk management, the
effects of competition in the banking business from other commercial banks, thrifts, mortgage banking firms, consumer finance companies,
credit unions, securities brokerage firms, insurance companies, money market funds and other financial institutions operating in our market
area and elsewhere, including institutions operating through the Internet, changes in governmental regulation relating to the banking industry,
including regulations relating to branching and acquisitions, failure of assumptions underlying the establishment of reserves for loan losses,
including the value of collateral underlying delinquent loans, and other factors. We caution that such factors are not exclusive. We do not
undertake to update any forward-looking statement that may be made from time to time by, or on behalf of, us. See also “Cautionary Note 
Regarding Forward Looking Statements” on page 1.  

Overview  

     We are a bank holding company within the meaning of the Bank Holding Company Act of 1956 headquartered in Birmingham, Alabama.
Through our wholly-owned bank subsidiary, we operate eight full service banking offices located in Jefferson, Shelby, Madison, Houston and 
Montgomery counties in the metropolitan statistical areas (hereinafter, and more commonly, referred to as MSAs) of Birmingham-Hoover, 
Huntsville, Montgomery and Dothan, Alabama.  

     We were originally incorporated as a Delaware corporation in August 2007 for the purpose of acquiring all of the common stock of
ServisFirst Bank, an Alabama banking corporation (separately referred to herein as the “Bank”), that was formed on April 28, 2005 and 
commenced operations on May 2, 2005. On November 29, 2007, we became the sole shareholder of the Bank by virtue of a plan of
reorganization and agreement of merger pursuant to which a wholly-owned subsidiary formed for the purpose of the reorganization was
merged with and into the Bank with the Bank surviving and each shareholder of the Bank exchanging their shares of the Bank’s common stock 
for an equal number of shares of our common stock.  

     We are headquartered at 3300 Cahaba Road, Suite 300, Birmingham, Alabama 35223 (Jefferson County). In addition to the Jefferson
County headquarters, the Bank currently operates through two offices in the Birmingham-Hoover, Alabama MSA (one office in Jefferson 
County and one office in North Shelby County), two offices in the Huntsville, Alabama MSA (Madison County), two offices in the
Montgomery, Alabama MSA (Montgomery County) and one in the Dothan, Alabama MSA (Houston County) which constitute our primary 
service areas. We also serve certain adjacent areas to our primary service areas. Our principal business is to accept deposits from the public and
to make loans and other investments. Our principal source of funds for loans and investments are demand, time, savings, and other deposits
(including negotiable orders of withdrawal, or NOW accounts) and the amortization and prepayment of loans and borrowings. Our principal
sources of income are interest and fees collected on loans, interest and dividends collected on other investments and service charges. Our
principal expenses are interest paid on savings and other deposits (including NOW accounts), interest paid on our other borrowings, employee
compensation, office expenses and other overhead expenses.  
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Critical Accounting Policies  

     Our consolidated financial statements are prepared based on the application of certain accounting policies, the most significant of which are
described in the Notes to the Consolidated Financial Statements. Certain of these policies require numerous estimates and strategic or economic
assumptions that may prove inaccurate or subject to variation and may significantly affect our reported results and financial position for the
period or in future periods. The use of estimates, assumptions, and judgments are necessary when financial assets and liabilities are required to
be recorded at, or adjusted to reflect, fair value. Assets carried at fair value inherently result in more financial statement volatility. Fair values
and information used to record valuation adjustments for certain assets and liabilities are based on either quoted market prices or are provided
by other independent third-party sources, when available. When such information is not available, management estimates valuation
adjustments. Changes in underlying factors, assumptions, or estimates in any of these areas could have a material impact on our future financial
condition and results of operations.  

Allowance for Loan Losses  

     The allowance for loan losses, sometimes referred to as the “ALLL,” is established through periodic charges to income. Loan losses are
charged against the ALLL when management believes that the future collection of principal is unlikely. Subsequent recoveries, if any, are
credited to the ALLL. If the ALLL is considered inadequate to absorb future loan losses on existing loans, based on, but not limited to,
increases in the size of the loan portfolio, increases in charge-offs or changes in the risk characteristics of the loan portfolio, then the provision 
for loan losses is increased.  

Impairment of Assets  

     Loans are considered impaired when, based on current information and events, it is probable that the Bank will be unable to collect all
amounts due according to contractual terms of the loan agreement. The collection of all amounts due according to contractual terms means both
the contractual interest and principal payments of a loan will be collected as scheduled in the loan agreement. Impaired loans are measured
based on the present value of expected future cash flows discounted at the loan’s effective interest rate, or, as a practical expedient, at the loan’s 
observable market price, or the fair value of the underlying collateral. The fair value of collateral, reduced by costs to sell on a discounted basis,
is used if a loan is collateral dependent. Conforming one-to-four family residential mortgage loans, home equity and second mortgages, and 
consumer loans are pooled together as homogeneous loans and, accordingly, are not covered by Statement of Financial Accounting Standards
(SFAS) No.114 “Accounting by Creditors for Impairment of a Loan.”  

Investments Securities Impairment  

     Periodically, we may need to assess whether there have been any events or economic circumstances to indicate that a security on which
there is an unrealized loss is impaired on an other-than-temporary basis. In any such instance, we would consider many factors including the
severity and duration of the impairment, our intent and ability to hold the security for a period of time sufficient for a recovery in value, recent
events specific to the issuer or industry, and for debt securities, external credit ratings and recent downgrades. Securities on which there is an
unrealized loss that is deemed to be other-than-temporary are written down to fair value with the write-down recorded as a realized loss in 
securities gains (losses).  

Results of Operations  

     Net Income  

     Net income for the year ended December 31, 2008 was $7.0 million, compared to a net income of $5.5 million for the year ended
December 31, 2007. This increase in net income is primarily attributable to a significant increase in net interest income due to significant
growth of our deposits and loan portfolio resulting from significant continued core growth in Birmingham, Huntsville and Montgomery and our
expansion into Dothan. These positive effects were partially offset by a 77.2% increase in the provision for loan losses, from $3.5 million in
2007 to $6.3 million in 2008 and an increase of $5.8 million in non-interest expense, up 39.2%, from $14.8 million in 2007 to $20.6 million in 
2008. The increase in provision for loan losses were the result of funding the loan loss reserve to match the growth in the loan portfolio and
loan charge-offs. The increase in non-interest expense was due to an increase in personnel and general operating expenses due to our growth. 
Basic and diluted net income per common share were $1.37 and $1.31, respectively, for the year ended December 31, 2008, compared to $1.19
and $1.16,  
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respectively, per common share for basic and diluted for the year ended December 31, 2007. Return on average assets was 0.71% in 2008,
compared to 0.79% in 2007, and return on average stockholders’ equity was 8.71% in 2008, compared to 9.40% in 2007.  

     Net income for the year ended December 31, 2007 was $ 5.5 million, compared to net income of $4.1 million for the year ended
December 31, 2006. This increase in net income is primarily attributable to a significant increase in net interest income due to significant
growth of our deposits and loan portfolio resulting from significant continued core growth in Birmingham and Huntsville and our expansion
into Montgomery. Basic and diluted net income per common share were $1.19 and $1.16, respectively, for the year ended December 31, 2007,
compared to $1.06, for both basic and diluted income per share, for the year ended December 31, 2006. Return on average assets was 0.79% in
2007, compared to 1.02% in 2006, and return on average stockholders’ equity was 9.40% in 2007, compared to 9.96% in 2006.  

     Net Interest Income  

     Net interest income is the difference between the income earned on interest-earning assets and interest paid on interest-bearing liabilities 
used to support such assets. The major factors which affect net interest income are changes in volumes, the yield on interest earning assets and
the cost of interest bearing liabilities. Our management’s ability to respond to changes in interest rates by effective asset-liability management 
techniques is critical to maintaining the stability of the net interest margin and the momentum of our primary source of earnings.  

     Beginning in mid-2004, the Federal Reserve Open Market Committee, or FOMC, increased interest rates 400 basis points through mid-2006 
where interest rates remained constant until September 2007 when the FOMC began lowering interest rates in reaction to the affects of the sub-
prime credit crisis. Since September 2007, the FOMC has lowered interest rates 275 basis points including an emergency 75 basis point
decrease in January 2008, 75 basis points at its March 18, 2008 meeting, and 25 basis points at its April 30, 2008 meeting. In anticipation of
these decreases in interest rates, our management has placed us in a moderately liability sensitive position. This means that more liabilities are
scheduled to reprice within the next year than assets, thereby taking advantage of the anticipated decrease in interest rates.  

     Net interest income increased $9.5 million, or 36.9%, to $35.0 million for the year ended December 31, 2008 from $25.5 million for the
year ended December 31, 2007. This was due to an increase in total interest income of $4.0 million, or 7.8%, and a decrease in total interest
expense of $5.4 million, or 20.9%. The increase in total interest income was primarily attributable to loan growth as a consequence of
significant continued core growth in Birmingham, Huntsville and Montgomery and our expansion into Dothan in 2008.  
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  Year Ended     
  December 31,   Change from the 
  2008   2007   Prior Year  
  (Dollars in Thousands)      
Interest income $55,450  $51,417  7.84%
Interest expense 20,474   25,872  (20.86)%
   

 
     

Net interest income 34,976   25,545  36.92%
Provision for loan losses   6,274   3,541   77.18%
   

 
     

Net interest income after provision for loan losses 28,702   22,004  30.44%
Noninterest income 2,704   1,441  87.65%
Noninterest expense 20,576   14,796  39.06%
         

Net income before taxes 10,830   8,649  25.21%
Provisions for income taxes 3,825   3,152  21.35%
         

Net income  $ 7,005  $ 5,497   27.43%
   

 

     

       
  Year Ended     
  December 31,   Change from the 
  2007   2006   Prior Year  
  (Dollars in Thousands)      
Interest income $51,417  $30,610  67.97 %
Interest expense   25,872   13,335   94.02 %
   

 
  

 
   

Net interest income 25,545   17,275  47.87 %
Provision for loan losses 3,541   3,252  8.89 %
          

Net interest income after provision for loan losses 22,004   14,023  56.91 %
Noninterest income 1,441   911  58.18 %
Noninterest expense 14,796   8,674  70.58 %
          

Net income before taxes   8,649   6,260   38.14 %
Provisions for income taxes 3,152   2,189  43.99 %
   

 
  

 
   

Net income $ 5,497  $ 4,071  35.03 %
   

 

  

 

   



                    

     Net interest income increased $8.2 million, or 47.87%, to $25.5 million for the year ended December 31, 2007 from $17.3 million for the
year ended December 31, 2006. This was due to an increase in total interest income of $20.8 million, or 67.97%, offset by an increase in total
interest expense of $12.5 million, or 94.02%. The increase in total interest income was primarily attributable to loan growth as a consequence
of significant continued core growth in Birmingham and Huntsville and our expansion into Montgomery in 2007.  

     Investments  

     We view the investment portfolio as a source of income and liquidity. Our investment strategy is to accept a lower immediate yield in the
investment portfolio by targeting shorter term investments. Our investment policy provides that no more than 40% of our total investment
portfolio should be composed of municipal securities.  

     The investment portfolio at December 31, 2008 was $102.3 million, compared to $87.2 million at December 31, 2007. The interest earned
on investments rose to $4.8 million in 2008 from $2.9 million in 2007. That was a result of higher average portfolio balances due to our
growth. The average yield on the investment portfolio increased from 5.55% in 2007 to 5.60% in 2008, or 5 basis point(s).  

     The investment portfolio at December 31, 2007 was $87.2 million, compared to $28.1 million at December 31, 2006. The interest earned on
investments rose to $2.6 million in 2007 from $400,000 in 2006. That was a result of higher average portfolio balances due to our growth. The
average yield on the investment portfolio increased from 5.54% in 2006 to 5.55% in 2007, or 1 basis point.  

     Net Interest Margin Analysis  

     The net interest margin is impacted by the average volumes of interest sensitive assets and interest sensitive liabilities and by the difference
between the yield on interest sensitive assets and the cost of interest sensitive liabilities (spread). Loan fees collected at origination represent an
additional adjustment to the yield on loans. Our spread can be affected by economic conditions, the competitive environment, loan demand, and
deposit flows. The net yield on earning assets is an indicator of effectiveness of our ability to manage the net interest margin by managing the
overall yield on assets and cost of funding those assets.  

     The following table shows for the twelve months ended December 31, 2008, 2007 and 2006, the average balances of each principal category
of our assets, liabilities and stockholders’ equity, and an analysis of net interest revenue, and the change in interest income and interest expense 
segregated into amounts attributable to changes in volume and changes in rates. This table is presented on a taxable equivalent basis, if
applicable.  
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  Average Consolidated Balance Sheets and Net Interest Analysis  
  On a Fully Tax-Equivalent Basis  
  

  For the Years Ended December 31  
  2008 2007   2006
      Interest   Average      Interest   Average      Interest   Average 
  Average   Earned/  Yield/   Average   Earned/  Yield/   Average   Earned/  Yield/  
  Balance   Paid   Rate   Balance   Paid   Rate   Balance   Paid   Rate  
  (Dollars in Thousands)  
Assets                                     
                                      
Interest-earning assets:                                     

Loans, net of unearned 
income(1)  $ 829,426  $ 49,997   6.03% $ 532,280  $ 43,839   8.24% $ 338,472  $ 28,280   8.36%

Investment securities:                                     
Taxable   68,683   3,840   5.59%  40,665   2,235   5.50%  5,920   323   5.44%
Tax-exempt(2)   23,384   1,318   5.64%  16,972   962   5.67%  2,684   155   5.77%

Total investment 
securities(3)   92,067   5,158   5.60%  57,637   3,197   5.55%  8,604   478   5.54%

Federal funds sold   29,474   548   1.86%  87,592   4,379   5.00%  29,130   1,871   6.42%
Restricted equity 

securities   2,454   90   3.73%  1,110   45   4.05%  561   28   4.99 
Interest bearing balances 

with banks   3,141   58   1.83%  5,286   250   4.76%  6   —   — 
                         

Total interest- earnings 
assets  $ 956,562  $ 55,851   5.84% $ 683,997  $ 51,710   7.56% $ 376,773  $ 30,657   8.14%

     

 

       

 

       

 

   

Non-interest earning assets:                                     
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  Average Consolidated Balance Sheets and Net Interest Analysis
  On a Fully Tax-Equivalent Basis  
  

  For the Years Ended December 31
  2008   2007   2006  
      Interest   Average Interest Average      Interest Average
  Average   Earned/  Yield/   Average   Earned/  Yield/   Average   Earned/  Yield/  
  Balance   Paid   Rate   Balance   Paid   Rate   Balance   Paid   Rate  
  (Dollars in Thousands)  

Cash and due from banks   18,247           14,558           19,994         
Net fixed assets and 

equipment   3,998           3,312           2,009         
Allowance for loan losses, 

accrued interest and other 
assets   4,514           (177)           (1,250)         

Total assets  $ 983,321          $ 701,690          $ 397,526         
Liabilities and stockholders’ 

equity                                     
Interest-bearing liabilities:                                     

Interest bearing demand 
deposits  $ 92,717  $ 1,522   1.64% $ 41,824  $ 1,157   2.77% $ 28,459  $ 675   2.37%

Savings deposits   455   3   0.64%  205   3   1.54%  126   2   1.47%
Money market accounts   558,313  12,411   2.22% 458,925 21,918 4.76%  244,618   11,607 4.73%
Time deposits   135,128   5,439   4.03%  55,002   2,793   5.08%  21,992   1,044   4.75%
Fed funds purchased   4,729   119   2.51%  —   —   —   122   7   5.69%
Other borrowings   20,838   980   4.71%  —   1   7.50%  —   —   — 
                         

Total interest bearing liabilities  $ 812,180  $ 20,474   2.52% $ 555,956  $ 25,872   4.65% $ 295,317  $ 13,335   4.52%
     

 

       

 

       

 

   

Non-interest bearing liabilities:                                     
Non-interest bearing demand 

deposits   92,451           84,051           60,138         
Other liabilities   3,203           3,224           1,181         
Stockholders’ equity   75,034           58,553           40,878         
Unrealized gains(loss) on 

securities and derivative   453           (94)           12         
                                

Total liabilities and 
stockholders’ equity  $ 983,321          $ 701,690          $ 397,526         

                                

Net interest spread           3.32%          2.91%          3.62%
Net interest margin           3.70%          3.78%          4.60%
           

 

          

 

           

 

(1)  Non-accrual loans are included in average loan balances in all periods. Loan fees of $920,000, $1,423,000 and $1,041,000 are included in 
interest income in 2008, 2007 and 2006, respectively.

 

(2)  Interest income and yields are presented on a fully taxable equivalent basis using a tax rate of 34%.
 

(3)  Unrealized gains (losses) of $376,000, $233,000 and $(25,000) are excluded from the yield calculation in 2008, 2007 and 2006, 
respectively.



                    

     The following table reflects changes in our net interest margin as a result of changes in the volume and rate of our interest-bearing assets 
and liabilities. Changes as a result of mix or the number of days in the period have been allocated to the volume and rate changes in proportion
to the relationship of the absolute dollar amounts of the change in each.  

     The two primary factors that make up the spread are the interest rates received on loans and the interest rates paid on deposits. We have
been disciplined in raising interest rates on deposits only as the market demanded and thereby managing cost of funds. Also, we have not
competed for new loans on interest rate alone, but rather we have relied on effective marketing to business customers.  

     Our net interest spread and net interest margin were 3.32% and 3.70%, respectively, for the year ended December 31, 2008, compared to
2.91% and 3.78%, respectively, for the year ended December 31, 2007. Our average interest-earning assets for the year ended December 31, 
2008 increased $272.6 million, or 39.9%, to $956.6 million from $684.0 million for the year ended December 31, 2007. This increase in our
average interest-earning assets was due to continued core growth in Birmingham, Huntsville and Montgomery and our expansion into Dothan 
in 2008, increased loan production and increased investment securities. Our average interest-bearing liabilities increased $256.20 million, or 
46.1%, to $812.2 million for the year ended December 31, 2008 from $556.0 million for the year ended December 31, 2007. This increase in
our average interest-bearing liabilities is primarily due to an increase in interest bearing deposits in Birmingham, Huntsville and Montgomery
and our expansion into Dothan which further increased our deposits. The ratio of our average interest-earning assets to average interest-bearing 
liabilities was 117.8% and 123.0% for the years ended December 31, 2008 and 2007, respectively.  

     Our average interest-earning assets produced a taxable equivalent yield of 5.84% for the year ended December 31, 2008, compared to 7.56%
for the year ended December 31, 2007. The average rate paid on interest-bearing liabilities was 2.52% for the year ended December 31, 2008, 
compared to 4.65% for the year ended December 31, 2007.  

     Our net interest spread and net interest margin were 2.91% and 3.78%, respectively, for the year ended December 31, 2007, compared to
3.62% and 4.60%, respectively, for the year ended December 31, 2006. Our average interest-earning assets for the year ended December 31, 
2007 increased $307.2 million, or 81.5%, to $684.0 million from $376.8 million for the year ended December 31, 2006. This increase in our
average interest-earning assets was due to continued core growth in Birmingham and Huntsville and our expansion into Montgomery in 2007, 
increased loan production and increased investment securities. Our expansion into Montgomery added approximately $35.0 million in average
interest earning assets in 2007, and we added approximately $103.9 million in Huntsville. Our average interest-bearing liabilities increased 
$260.7 million, or 88.3%, to $556.0 million for the year ended December 31, 2007 from $295.3 million for the year ended December 31, 2006.
This increase in our average interest-bearing liabilities is primarily due to an increase in interest bearing deposits in Birmingham and Huntsville 
and our expansion into Montgomery which further increased our deposits. The ratio of our average interest-earning assets to average interest-
bearing liabilities was 123.0% and 127.6% for the years ended December 31, 2007 and 2006, respectively.  

     Our average interest-earning assets produced a taxable equivalent yield of 7.56% for the year ended December 31, 2007, compared to 8.14%
for the year ended December 31, 2006. The average rate paid on interest-bearing liabilities was 4.65% for the year ended December 31, 2007, 
compared to 4.52% for the year ended December 31, 2006. The 58-basis point decrease in the yield on average interest earning assets along
with the 13-basis point increase in the average rate paid on interest-bearing liabilities resulted in a decrease in our interest rate spread of 71 
basis points. In 2007, increases in interest income of $20.8 million, or 68.0%, were offset by an increase in interest expense of $12.5 million, or
94.0%.  
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  Change in Interest Income and Expenses on a  
  Tax-Equivalent Basis  
  2008 Compared to 2007   2007 Compared to 2006  
  Increase (Decrease) in   Increase (Decrease) in  
  Interest Income and Expense   Interest Income and Expense  
  Due to Changes in:   Due to Changes in:  
  Volume   Rate   Total   Volume   Rate   Total  
  (Dollar amounts in Thousands)  
Interest-earning assets:          

Loans, net of unearned income  $ 24,477  $(18,319) $ 6,158 $ 16,302  $ (743) $ 15,559
Investment securities:          

Taxable   1,541  64 1,605 1,893   19 1,912
Tax-exempt   363  (7) 356 825   (18) 807

Restricted equity securities   53   (8)   45   8   11   19 
Interest bearing balances with banks   (101)  (91) (192) 248   — 248
Federal funds sold   (2,906)  (925) (3,831) 3,755   (1,247) 2,508
   

 
  

 
  

 
  

 
  

 
   

Total earning assets   23,427  (19,286) 4,141 23,031   (1,978) 21,053
   

 

  

 

  

 

  

 

  

 

   

Interest-bearing liabilities:          
Interest bearing demand deposits   1,408  (1,043) 365 317   165 482
Savings deposits   4  (4) — 1   — 1
Money market accounts   4,747   (14,254)   (9,507)   10,167   142   10,309 
Time deposits   4,069  (1,423) 2,646 1,564   187 1,751
Federal funds purchased   119  — 119 (7)   — (7)
Other borrowings   979  — 979 1   — 1
                   

Total interest-bearing liabilities   11,326  (16,724) (5,398) 12,043   494 12,537
   

 

  

 

  

 

  

 

  

 

   

Increase in net interest income  $ 12,101  $ (2,562) $ 9,539 $ 10,988  $ (2,472) $ 8,516
   

 

  

 

  

 

  

 

  

 

   



                    

     Provision for Loan Losses  

     The provision for loan losses represents the amount determined by management to be necessary to maintain the allowance for loan losses at
a level capable of absorbing inherent losses in the loan portfolio. Our management reviews the adequacy of the allowance for loan losses on a
quarterly basis. The allowance for loan losses calculation is segregated into various segments that include classified loans, loans with specific
allocations and pass rated loans. A pass rated loan is generally characterized by a very low to average risk of default and in which management
perceives there is a minimal risk of loss. Loans are rated using a nine-point risk grade scale with loan officers having the primary responsibility
for assigning risk grades and for the timely reporting of changes in the risk grades. These processes, and the assigned risk grades, the criticized
and classified loans in the portfolio are segregated into the following regulatory classifications: Special Mention, Substandard, Doubtful or
Loss, with some general allocation of reserve based on these grades. Impaired loans are reviewed specifically and separately under Statement
of Financial Accounting Standards (“SFAS”) Statement No. 114 to determine the appropriate reserve allocation. Our management compares 
the investment in an impaired loan with the present value of expected future cash flow discounted at the loan’s effective interest rate, the loan’s 
observable market price or the fair value of the collateral, if the loan is collateral-dependent, to determine the specific reserve allowance. 
Reserve percentages assigned to non-rated loans are based on historical charge-off experience adjusted for other risk factors. To evaluate the 
overall adequacy of the allowance to absorb losses inherent in our loan portfolio, our management considers historical loss experience based on
volume and types of loans, trends in classifications, volume and trends in delinquencies and non-accruals, economic conditions and other 
pertinent information. Based on future evaluations, additional provisions for loan losses may be necessary to maintain the allowance for loan
losses at an appropriate level.  

     The provision expense for loan losses were $6.27 million for the year ended December 31, 2008, an increase of $2.73 million, in
comparison to $3.54 million in 2007. Our management continues to maintain a proactive approach to credit risk management as the economy
experiences cycles and as we continue to grow. Also, nonperforming loans increased to $9.7 million, or 1.02%, of total loans at December 31,
2008 from $4.4 million, or 0.66%, of total loans at December 31, 2007. During 2008, we had net charged-off loans totaling $3.4 million,
compared to net charged-off loans of $1.2 million for 2007. The ratio of net charged-off loans to average loans was 0.41% for 2008, compared 
to 0.23% for 2007. The allowance for loan losses totaled $10.6 million, or 1.10%, of loans, net of unearned income, at December 31, 2008,
compared to $7.7 million, or 1.15%, of loans, net of unearned income, at December 31, 2008. Our management continues to maintain a
proactive approach to credit risk management as the economy experiences cycles and as we continue to grow.  

     The provision expense for loan losses were $3.54 million for the year ended December 31, 2007, an increase of $289,000, in comparison to
$3.25 million in 2006. The provision is only moderately higher in comparison to 2006 as loan growth from 2006 to 2007 of $234.8 million
continued to be relatively steady versus loan growth from 2005 to 2006 of $191.3 million. Also, nonperforming loans increased to $4.4 million,
or 0.66%, of total loans at December 31, 2007 from $1,000 or less than one thousandth of a percent, of total loans at December 31, 2006.
During 2007, we had net charged-off loans totaling $1.2 million, compared to net charged-off loans of $943,000 for 2006. The ratio of net 
charged-off loans to average loans was 0.23% for 2007, compared to 0.28% for 2006. The allowance for loan losses totaled $7.7 million, or
1.15%, of loans, net of unearned income, at December 31, 2007, compared to $5.4 million, or 1.23%, of loans, net of unearned income, at
December 31, 2006.  

     Noninterest Income  

     Noninterest income increased $1.3 million, or 92.86%, to $2.7 million in 2008 from $1.4 million in 2007. This increase is due to our
significant growth in deposits and lending fees. Noninterest income increased $530,000, or 58.18%, to $1.4 million in 2007 from $911,000 in
2006. This increase is due to our significant growth in deposits and lending fees.  

     Income from mortgage banking operations for the year ended December 31, 2008 increased $341,000, or 52.1%, to $995,000 from
$654,000 for the year ended December 31, 2007. This increase was due to increased refinancing activity during 2008, plus the addition of a
loan production officer in the Montgomery, Alabama market in May 2008. Income from mortgage banking operations for the year ended
December 31, 2007 increased $184,000, or 39.15%, to $654,000 from $470,000 for the year ended December 31, 2006. This increase was the
result of higher originations and refinancings, and the addition of two loan production officers in the Huntsville, Alabama market, one in
December 2006, and the other in July 2007. Income from customer service charges and fees for the year ended December 31, 2008 increased
$686,000, or 117.5%, to $1.27 million from $584,000 for the year ended December 31, 2007. Income from customer service charges and fees
for the year ended December 31, 2007  
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increased $208,000, or 55.32%, to $584,000 from $376,000 for the year ended December 31, 2006. These increases are primarily due to a gain
of transaction accounts from 2006 to 2008. Our management is currently pursuing new accounts and customers through direct marketing and
other promotional efforts to increase this source of revenue. Merchant service fees for the year ended December 31, 2008 increased $282,000,
or 144.6%, to $477,000 from $195,000 for the year ended December 31, 2007. Merchant service fees for the year ended December 31, 2007
increased $132,000, or 209.5%, to $195,000 from $63,000 for the year ended December 31, 2006.  

     Noninterest Expense  

     Noninterest expense increased $5.8 million, or 39.1%, to $20.6 million for the year ended December 31, 2008 from $14.8 million for the
year ended December 31, 2007, primarily due to our continued growth and expansion which has resulted in the addition of personnel and the
opening of new offices in Dothan. Noninterest expense increased $6.1 million, or 70.6%, to $14.8 million for the year ended December 31,
2007 from $8.7 million for the year ended December 31, 2006, primarily due to our growth and expansion which resulted in the addition of
personnel and the opening of new offices in Montgomery and our reorganization into a holding company. Salaries and employee benefits
increased $1.2 million, or 13.4%, to $10.5 million in 2008, compared to $9.3 million in 2007, and increased $4.1 million, or 77.7%, to
$9.3 million in 2007, compared to $5.2 million in 2006. These increases are primarily the result of our increased employee base to 152
employees as of the end of 2008 from 38 as of the end of 2005 as a consequence of our expansion and growth. Other noninterest expenses
increased $4.5 million, or 82.7%, to $10.0 million in 2008, compared with $5.5 million in 2007 and $3.4 million in 2006. Included in other
expenses are expenses to carry other real estate owned, which was $1.6 million in 2008 compared to just $13,000 in 2007 and $19,000 in 2006.
This was the result of increases in the amount of other real estate owned during 2008.  

     Income Tax Expense  

     Income tax expense was $3.8 million in 2008, compared to an income tax expense $3.2 million in 2007. Income tax expense was
$3.2 million in 2007, compared to an income tax expense $2.2 million in 2006. Our effective tax rates for 2008, 2007 and 2006 were 35.32%,
36.44% and 35.00%, respectively. Our primary permanent differences are related to FAS 123(R) option expenses and tax-free income. Barring 
legislative tax changes, we anticipate our effective tax rate to remain consistent with preceding years.  

Financial Condition  

     Assets  

     Total assets at December 31, 2008, were $1.16 billion, an increase of $324.0 million, or 38.65%, over total assets of $838.3 million at
December 31, 2007. Average assets for 2008 were $983.7 million, an increase of $282.0 million, or 40.2%, over average assets in 2007. Loan
growth was the primary reason for the increase. Year-end 2008 net loans were $957.6 million, up $290.1 million, or 43.5%, over the year-end 
2007 total net loans of $667.5 million.  

     Total assets at December 31, 2007, were $838.3 million, an increase of $309.7 million, or 58.6%, over total assets of $528.5 million at
December 31, 2006. Average assets for 2007 were $701.6 million, an increase of $304.1 million, or 76.5%, over average assets in 2006. Loan
growth was the primary reason for the increase. Year-end 2007 net loans were $667.5 million, up $232.5 million, or 53.4%, over the year-end 
2006 total net loans of $435.1 million.  

     Our business model of operation results in a higher level of earning assets than peer banks. Earning assets are defined as assets which earn
interest income. Earning assets include short-term investments, the investment portfolio and net loans. We maintain a higher level of earning
assets because fewer assets are allocated to facilities, ATMs, cash, and due-from bank accounts used for transaction processing. Earning assets 
at December 31, 2008 were $1.1 billion, or 96.1% of total assets of $1.16 billion. Earning assets at December 31, 2007 were $816.8 million, or
97.4% of total assets of $838.3 million. We believe this ratio is expected to generally continue at these levels although it may be affected by
economic factors beyond our control.  

     Investment Portfolio  

     We view the investment portfolio as a source of income and liquidity. Our investment strategy is to accept a lower immediate yield in the
investment portfolio by targeting shorter term investments. Our investment policy provides that no more than 40% of our total investment
portfolio should be composed of municipal securities. At year end 2008, mortgage-backed securities represented 61.11% of the investment 
portfolio, state and municipal securities represented 28.81% of the investment portfolio, U.S. Treasury and government agencies represent
5.00%  
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of the investment portfolio, and corporate debt represents 5.08% of the investment portfolio. Our investment portfolio at December 31, 2008,
2007, and 2006 consisted of the following:  

     All of our investments in mortgage-backed securities were pass-through mortgage-backed securities. We do not currently and did not have 
any structured investment vehicles at December 31, 2008. The amortized cost of securities in our portfolio totaled $101.2 million at
December 31, 2008, compared to $86.4 million at December 31, 2007. The following table provides the amortized cost of our securities as of
December 31, 2008 by their stated maturities (this maturity schedule excludes security prepayment and call features), as well as the tax
equivalent yields for each maturity range. All such securities held are traded in liquid markets.  

Maturity of Investment Securities — Amortized Cost  

     At December 31, 2008, we had $19.3 million in federal funds sold, compared with $16.6 million at December 31, 2007.  

     The objective of our investment policy is to invest funds not otherwise needed to meet our loan demand to earn the maximum return, yet
still maintain sufficient liquidity to meet fluctuations in our loan demand and deposit structure. In doing so, we balance the market and credit
risks against the potential investment return, make investments compatible with the pledge requirements of any deposits of public funds,
maintain compliance with regulatory investment requirements, and assist certain public entities with their financial needs. The asset liability
and investment committee has full authority over the investment portfolio and makes decisions on purchases and sales of securities. The entire
portfolio, along with all investment transactions occurring since the previous board of directors meeting, is reviewed by the board at its next
monthly meeting. The investment policy allows portfolio holdings to include short-term securities purchased to provide us with needed 
liquidity and longer term securities purchased to generate level income for us over periods of interest rate fluctuations.  
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      Gross   Gross     
  Amortized   Unrealized  Unrealized  Market  
  Cost   Gain   Loss   Value  
  (Dollars in Thousands)  
As of December 31, 2008     

Securities available for sale:     
U.S. Treasury and government sponsored agencies $ 5,093 $ 42  $ (18) $ 5,117
Mortgage-backed securities 60,211 2,338   (5) 62,544
State and municipal securities 29,879 457   (857) 29,479
Corporate debt $ 5,971 —   (772) 5,199

       
 
  

 
 

Total 101,154 $ 2,837  $ (1,652) $102,339
       

 

  

 

 

As of December 31, 2007     
Securities available for sale:     

U.S. Treasury and government sponsored agencies $ — $ —  $ — $ —
Mortgage-backed securities 62,162 471   (30) 62,603
State and municipal securities 24,271 374   (15) 24,630
Corporate debt — —   — —

       
 
  

 
 

Total $ 86,433 $ 845  $ (45) $ 87,233
       

 

  

 

 

As of December 31, 2006     
Securities available for sale:     

U.S. Treasury and government sponsored agencies $ 2,000 $ —  $ — $ 2,000
Mortgage-backed securities 13,154 71   (42) 13,183
State and municipal securities 12,969 59   (92) 12,936
Corporate debt — —   — —

       
 
  

 
 

Total $ 28,123 $ 130  $ (134) $ 28,119
       

 

  

 

 

      
          More than        
  Less than  One year to  five years to  More than    
  one year   five years   ten years   ten years   Total  
  (Dollars in Thousands)  
U.S. Treasury and government sponsored agencies  $ — $ 1,055 $ 3,107  $  931 $ 5,093
Mortgage-backed securities  — 28,761 26,711   4,739 60,211
State and municipal securities       2,020   15,094   12,765   29,879 
Corporate debt  — — 4,032   1,939 5,971
   

 
  

 
  

 
     

Total  $ — $ 31,836 $ 48,944  $ 20,374 $101,154
   

 

  

 

  

 

     

Tax equivalent yield  — 5.17 % 5.50 %  5.82 % 5.46 %
   

 

  

 

  

 

     



                    

     Loan Portfolio  

     We had total loans of approximately $968.2 million at December 31, 2008. Approximately 59% of our loan portfolio is concentrated in the
Birmingham-Hoover, Alabama, MSA, while approximately 27% is concentrated in the Huntsville, Alabama MSA. The Montgomery, Alabama
MSA, with approximately 13% of our loans, and the Dothan, Alabama MSA, with only about 1% of our loans, represent a smaller portion of
the total portfolio. With our loan portfolio concentrated in only a few markets, there is a risk that our borrowers’ ability to repay their loans 
from us could be affected by changes in local economic conditions.  

     The following table details our loans at December 31, 2008, 2007, 2006 and 2005:  

     The following table details the percentage composition of our loan portfolio by type at December 31, 2008, 2007, 2006 and 2005:  

     The following table details maturities and sensitivity to interest rates changes for our commercial loans at December 31, 2008:  
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 December 31,
 2008 2007   2006 2005
  (Dollars in Thousands)  
Commercial, financial and agricultural  $325,968  $219,684  $187,817  $ 95,356 
Real estate — construction 235,162 195,238   128,029 46,997
Real estate — mortgage:     

Owner occupied commercial 147,197 89,014   53,711 —
1-4 family mortgage 137,019 64,325   25,251 20,666
Other mortgage 93,412 83,663   20,308 76,153

             

Total real estate — mortgage 377,628 237,002   99,270 96,819
   

 

  

 

  

 

   

Consumer   29,475   23,357   25,373   10,078 
   

 
  

 
  

 
   

Total loans 968,233 675,281   440,489 249,250
   

 

  

 

  

 

   

Less: allowance for loan losses (10,602) (7,732)   (5,418) (3,110)
   

 
  

 
  

 
   

Net loans $957,631 $667,549  $435,071 $246,140
   

 

  

 

  

 

   

     
  December 31,  
  2008   2007   2006   2005  
Commercial, financial and agricultural 33.67 % 32.53 %  42.64 % 38.26 %
Real estate — construction   24.29 %  28.91 %  29.07 %  18.86 %
Real estate — mortgage:     

Owner occupied commercial 15.20 % 13.18 %  12.19 % —%
1-4 family mortgage 14.15 % 9.53 %  5.73 % 8.29 %
Other mortgage 9.65 % 12.39 %  4.61 % 30.55 %

            

Total real estate — mortgage 39.00 % 35.10 %  22.53 % 38.84 %
   

 

  

 

     

Consumer 3.04 % 3.46 %  5.76 % 4.04 %
   

 
  

 
     

Total loans 100.00 % 100.00 %  100.00 % 100.00 %

     
  Due in 1   Due in 1   Due after     
  year or less  to 5 years   5 Years   Total  
Type of Loan(1)  (Dollars in Thousands)  
Commercial, financial and agricultural $ 245,956 $ 63,724  $ 16,288 $325,968
Real estate — construction   221,787   12,352   1,023   235,162 
Real estate — mortgage 176,016 163,673   37,939 377,628
Consumer 23,238 6,192   45 29,475
     

 
    

 
 

Total $ 666,997 $245,941  $ 55,295 $968,233
Less: allowance for loan losses     $ (10,602)
               

 
 

Net loans     $957,631
               

 

 

Interest rate sensitivity:     
Fixed interest rates $ 53,510 $247,547  $ 55,294 $356,351
Floating or adjustable rates 390,932 149,338   71,612 611,882

            

Total  $ 444,442  $396,885  $126,906  $968,233 
     

 

    

 

 

 

(1)  Includes non-accrual loans. 



                    

     Asset Quality  

     The following table presents a summary of changes in the allowances for loan losses since our inception in 2005. Our net charge-offs as a 
percentage of average loans for 2008 was higher than 2007 and 2006 at 0.41%, compared to 0.23% and 0.28%, respectively. The largest
balance of our charge-offs are on real estate construction loans. Real estate construction loans represent 24.29% of our loan portfolio.  

Analysis of Changes in Allowance for Loan Losses  

     The allowance for loan losses is established and maintained at levels management deems adequate to absorb anticipated credit losses from
identified and otherwise inherent risks in the loan portfolio as of the balance sheet date. In assessing the adequacy of the allowance for loan
losses management considers its evaluation of the loan portfolio, past due loan experience, collateral values, current economic conditions and
other factors considered necessary to maintain the allowance at an adequate level. Our management feels that the allowance is adequate at
December 31, 2008.  

     The following table presents the allocation of the allowance for loan losses for each respective loan category with the corresponding percent
of loans in each category to total loans. The comprehensive allowance analysis developed by our credit administration group is in compliance
with all current regulatory guidelines.  

48

      
              For the Period 
              from May 2,  
              2005 (date of  
              inception) to  
  For the Years Ended December 31,  December 31,  
  2008   2007   2006   2005  
  (Dollars in Thousands)  
Allowance for loan losses:      

Beginning of year $ 7,732 $ 5,418  $ 3,110 $ —
   

 
  

 
    

 
 

Charge-offs:      
Commercial, financial and agricultural (545) (279)   (707) (358)
Real estate — construction   (2,264)   (953)   (38)   — 
Real estate — mortgage:      

Owner occupied commercial — —   — —
1-4 family mortgage (480) —   — —
Other mortgages (459) —   — —

             

Total real estate — mortgages (939) —   — —
   

 

  

 

    

 

 

Consumer   (44)   (8)   (303)   (53)
Lease financing — —   — —
Other (74) —   — —

   
 

  
 
    

 
 

Total charge-offs (3,866) (1,240)   (1,048) (411)
   

 

  

 

    

 

 

Recoveries:      
Commercial, financial and agricultural 264 13     
Real estate — construction — —   — —
Real estate — mortgage   —   —   —   — 
Consumer 198 —   104 —
Lease financing — —   — —
Other — —   — —

             

Total recoveries 462 13   104 —
   

 

  

 

    

 

 

       
Net charge-offs (3,404) (1,227)   (944) (411)

                  
Provision for loan losses charged to expense 6,274 3,541   3,252 3,521
   

 
  

 
    

 
 

       
Allowance for loan losses at end of period $10,602 $ 7,732  $ 5,418 $ 3,110
   

 

  

 

    

 

 

     
  December 31,
  2008  2007  2006  2005
As a percentage of year-to-date average total loans:     

Net charge-offs   0.41%   0.23%   0.28%   0.53%
Provisions for loan losses 0.76% 0.67%   0.97% 4.52%

Allowance for loan losses as a percentage of:     
Year end loans 1.09% 1.15%   1.23% 1.25%
Nonperforming assets 52.68% 126.88%   n/a n/a



                    

Allocation of Allowance for Loan Losses  

     We target small and medium sized businesses as loan customers. Because of their size, these borrowers may be less able to withstand
competitive or economic pressures than larger borrowers in periods of economic weakness. If loan losses occur to a level where the loan loss
reserve is not sufficient to cover actual loan losses, our earnings will decrease. Additionally, we use an independent consulting firm to review
our loans annually for quality in addition to the reviews that may be conducted by bank regulatory agencies as part of their usual examination
process.  

     Nonperforming Assets  

     Nonaccrual loans totaled $7.7 million, $4.3 million, $1,000 and $297,000 as of December 31, 2008, 2007, 2006 and 2005, respectively. The
table below summarizes our nonperforming assets for the last four years.  

     The following table presents information regarding non-accrual, past due and restructured loans at December 31, 2008, 2007, 2006 and
2005:  

Nonperforming assets  

     The balance of nonperforming assets can fluctuate due to changes in economic conditions. It is our policy to classify loans as non-accrual 
when they are past due in principal or interest payments for more than ninety days or if it is otherwise not reasonable to expect collection of
principal and interest due under the original terms. Exceptions are allowed for ninety day past due loans when such loans are secured by real
estate or negotiable collateral and in the process of collection. Generally, payments received on non-accrual loans are applied directly to 
principal.  

49  

               
                          For the Period from  
                          May 2, 2005 (date of  
                          inception) to  
  For the Years Ended December 31,   December 31,  
  2008   2007   2006   2005  
      Percentage      Percentage      Percentage      Percentage 
      of loans in       of loans in       of loans in       of loans in  
      each       each       each       each  
      category to      category to      category to      category to 
(Dollars in Thousands)  Amount   total loans   Amount   total loans   Amount   total loans   Amount   total loans  
Commercial, financial and 

agricultural  $ 1,489 33.67% $ 1,714 32.53% $ 1,767  42.64% $ 1,032 38.26%
Real estate — construction   5,473 24.29%  3,487 28.91% 1,711  29.07%  395 18.86%
Real estate — mortgage   40 39.00%  340 35.10% 1,162  22.53%  1,444 38.84%
Consumer   5   3.04%  12   3.46%  114   5.76%  61   4.04%
Lease financing   — —   — — —  —   — —
Other   3,595 —   2,179 — 664  —   178 —
   

 
  

 
  

 
  

 
    

 
  

 
   

Total  $10,602 100.00% $ 7,732 100.00% $ 5,418  100.00% $ 3,110 100.00%
   

 

  

 

  

 

  

 

    

 

  

 

   

      
              For the Period 
              from May 2,  
              2005 (date of  
              inception) to  
  For the Years Ended December 31,   December 31,  
  2008   2007   2006   2005  
  (Dollars in Thousands)  
Non-accrual loans:      

Number 27 20   1 1
Amount $ 7,713 $ 4,284  $ 1 $ 297

Accruing loans which are contractually past due 90 days or more as to 
principal and interest payments:      
Number 1 2   — 1
Amount $ 1,939 $ 187  $ — $ 400

Loans defined as “troubled debt restructurings”:      
Number — —   — —
Amount $ — $ —  $ — $ —
   

 
  

 
    

 
 

Total nonperforming loans $ 9,652 $ 4,471  $ 1 $ 697
   

 

  

 

    

 

 

  
Other real estate owned $10,473 $ 1,623  $ 585 $ —

   
 

  
 
    

 
 

Total nonperforming assets $20,125 $ 6,094  $ 586 $ 697
   

 

  

 

    

 

 

Gross interest income lost on the above loans $ 450 $ 177  $  $ 3
Interest income included in net income on the above loans $ 232 $ —  $ — $ —



                    

     As of December 31, 2008, we had impaired loans of $15.9 million inclusive of nonaccrual loans, an increase of $4.3 million from
$11.6 million as of December 31, 2007. We allocated $1.1 million of our allowance for loan losses at December 31, 2008 to these impaired
loans with an aggregate principal balance of $15.9 million. The average balance of all impaired loans in 2008 was $13.5 million. Interest
income foregone for impaired loans was $567,000 for the year ended December 31, 2008 and there was $644,000 of income recognized on
impaired loans for the year ended December 31, 2008. A loan is considered impaired, based on current information and events, if our
management has serious doubts that we will be unable to collect the scheduled payments of principal or interest when due according to the
contractual terms of the loan agreement. Impairment does not always indicate credit loss, but provides an indication of collateral exposure
based on prevailing market conditions and third party valuations. Impaired loans are measured by either the present value of expected future
cash flows discounted at the loans effective interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is
collateral dependant. The amount of impairment, if any, and subsequent changes are included in the allowance for loan losses. Interest on
accruing impaired loans is recognized as long as such loans do not meet the criteria for nonaccrual status. Our credit risk management performs
verification and testing to ensure appropriate identification of impaired loans and that proper reserves are held on these loans.  

     Of the $15.9 million of impaired loans reported as of December 31, 2008, $10.6 million were real estate — construction loans, $2.0 were 
commercial and industrial loans and $1.9 were multifamily real estate loans. Of the $10.6 million of impaired real estate — construction loans, 
$5.6 million (a total of twenty loans with eight builders) were residential construction loans and $5.0 million consisted of various residential lot
loans from eight builders.  

     The Bank has several procedures and special processes in place to ensure losses do not exceed the potential amounts documented in the
Bank’s impairment analyses and reduce potential losses in the remaining performing loans within our real estate construction portfolio. These
include the following:  

     Deposits  

     We rely on increasing our deposit base to fund loan and other asset growth. Each of the Birmingham-Hoover, Huntsville, Montgomery and 
Dothan, Alabama MSAs is highly competitive with financial institutions and banking facilities (as of December 31, 2008). We compete for
local deposits by offering attractive products with premium rates. We expect to have a higher average cost of funds for local deposits than
competitor banks due to our lack of an extensive branch network. Our management’s strategy is to offset the higher cost of funding with a 
lower level of operating expense and firm pricing discipline for loan products. We have promoted electronic banking services by providing
them without charge and by offering in-bank customer training. The following table presents the average balance of and average rate paid on 
each of the following deposit categories at the Bank level for years ended 2008, 2007 and 2006:  
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 •  Close monitoring of the past due and overdraft reports on a weekly basis to identify deterioration as early as possible and the
placement of identified loans on the watchlist; 

 

 •  Extensive monthly credit review for all watchlist/classified loans including formulation of aggressive workout or action plans. When a
workout is not achievable, move immediately to collection/foreclosure mode to obtain control of the underlying collateral as rapidly as
possible to minimize the deterioration/loss of its value;

 

 •  Requiring updated financial information, global inventory aging and interest carry analysis for existing builders to help identify
potential future loan payment problems; and 

 

 •  New construction is generally limited to established builders/developers that are turning inventory and we have little desire to increase
our fundings of developed lots and land. 



                    

     The scheduled maturities of time deposits at December 31, 2008 are as follows:  

     Total average deposits in 2008 were $879.1 million, an increase of $239.1 million, or 37.4%, over the total average deposits of
$640.0 million in 2007. Average non-interest bearing deposits increased by $8.5 million, or 10.1%, from $84.0 million in 2007 to $92.5 million 
in 2008. Average interest bearing deposits increased by $108.9 million from $677.7 million in 2007 to $786.6 million in 2008.  

     Total average deposits in 2007 were $640.0 million, an increase of $284.7 million, or 80.11%, over the total average deposits of
$355.3 million in 2006. Average non-interest bearing deposits increased by $23.9 million, or 39.77%, from $60.0 million in 2006 to 
$84.0 million in 2007. Average interest bearing deposits increased by $275.5 million from $402.1 million in 2006 to $677.7 million in 2007.  

     We had no purchased deposits in 2008, 2007 or 2006.  

     Stockholders’ Equity  

     Stockholders’ equity increased $14.6 million during 2008, to $86.8 million at December 31, 2008 from $72.2 million at December 31, 2007. 
The increase in stockholders’ equity resulted primarily from (1) positive earnings of $7.0 million and (2) a private placement transaction, in
which, we issued and sold to 106 accredited investors 260,540 shares of our common stock for $25.00 per share, or an aggregate purchase price
of $6,513,500. Since December 31, 2008, we have sold an additional 136,560 shares of our common stock for $25.00 per share, or an aggregate
purchase price of $3,414,000.  

     We issued to each of our directors upon the formation of the Bank in May 2005 warrants to purchase up to 10,000 shares of our common
stock, or 60,000 in the aggregate, for a purchased price of $10.00 per share, expiring in ten years. These warrants became fully vested in
May 2008.  

     We issued warrants to purchase 75,000 shares of our common stock at a price of $25.00 per share in the third quarter 2008. These warrants
were issued in connection with the trust preferred securities that are discussed in detail in Note 9 to the Consolidated Financial Statements.  

     We granted non-plan stock options to certain key relationships to purchase up to an aggregate of 55,000 shares of our common stock at
between $15.00 and $20.00 per share for 10 years. These stock options are non-qualified and are not part of our 2005 Amended and Restated 
Stock Incentive Plan. They vest 100% at one time five years after their date of grant.  
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  Average Deposits
  Average for Years Ended December 31,
  2008  2007  2006
      Average Average     Average
  Average   Rate   Average   Rate   Average   Rate  
  Balance   Paid   Balance   Paid   Balance   Paid  
Types of Deposits:  (Dollars in Thousands)
Non-interest-bearing demand deposits  $ 92,451   —  $ 84,051   —  $ 60,138   — 
Interest-bearing demand deposits   92,717  1.64 % 41,824 2.77 %  28,459 2.37 %
Money market accounts   558,313  2.22 % 458,925 4.76 %  244,618 4.73 %
Savings accounts   455  0.64 % 205 1.54 %  126 1.47 %
Time deposits   19,144  3.99 % 9,058 4.92 %  3,596 4.74 %
Time deposits, $100,000 and over   115,984  4.04 % 45,944 5.11 %  18,396 4.75 %
Purchased time deposits   —  — — —   — —
   

 
            

 
     

Total deposits  $879,064  $640,007   $355,333
   

 

            

 

     

     
  $100,000 or more  Less than $100,000  Total  

Maturity  (Dollars in Thousands)
Three months or less $ 58,633  $ 8,595 $ 67,228
Over three through six months 27,746   4,430 32,176
Over six months through one year 29,853   6,891 36,744
Over one year   23,075   6,004   29,079 
   

 
  

 
  

 
 

Total $ 139,307  $ 25,920 $165,227
   

 

  

 

  

 

 



                    

     Borrowed Funds  

     We have available approximately $68.0 million in unused federal funds lines of credit with regional banks, subject to certain restrictions and
collateral requirements.  

     Off-balance sheet arrangements  

     In the normal course of business, we are a party to financial credit arrangements with off-balance sheet risk to meet the financing needs of 
our customers. These financial credit arrangements include commitments to extend credit beyond current fundings, credit card arrangements,
standby letters of credit and financial guarantees. Those credit arrangements involve, to varying degrees, elements of credit risk in excess of the
amount recognized in the balance sheet. The contract or notional amounts of those instruments reflect the extent of involvement we have in
those particular financial credit arrangements. All such credit arrangements bear interest at variable rates and we have no such credit
arrangements which bear interest at fixed rates.  

     Our exposure to credit loss in the event of non-performance by the other party to the financial instrument for commitments to extend credit, 
credit card arrangements and standby letters of credit is represented by the contractual or notional amount of those instruments. We use the
same credit policies in making commitments and conditional obligations as we do for on-balance sheet instruments.  

     The following table sets forth our credit arrangements and financial instruments whose contract amounts represent credit risk as of
December 31, 2008:  

     Commitments to extend credit beyond current fundings are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Such commitments generally have fixed expiration dates or other termination clauses and may require payment of a
fee. Since many of the commitments are expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. We evaluate each customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained if 
deemed necessary by us upon extension of credit is based on our management’s credit evaluation. Collateral held varies but may include 
accounts receivable, inventory, property, plant and equipment, and income-producing commercial properties.  

     Standby letters of credit are conditional commitments issued by us to guarantee the performance of a customer to a third party. Those
guarantees are primarily issued to support public and private borrowing arrangements, including commercial paper, bond financing, and similar
transactions. All letters of credit are due within one year or less of the original commitment date. The credit risk involved in issuing letters of
credit is essentially the same as that involved in extending loan facilities to customers.  

     Derivatives  

     Prior to 2008, we entered into an interest rate floor with a notional amount of $50 million in order to fix the minimum interest rate on a
corresponding amount of our floating-rate loans. The interest rate floor was sold in January 2008 and the related gain of $817,000 has been 
deferred and will be amortized to income over the remaining term of the original agreement which would have terminated on June 22, 2009. A
gain of $544,000 was recognized in interest income for the year ended December 31, 2008.  

     During 2008 the Bank entered into interest rate swaps (“swaps”) to facilitate customer transactions and meet their financing needs. Upon 
entering into these swaps to meet customer needs, the Bank entered into offsetting positions with a regional correspondent bank in order to
minimize the risk to the Bank. As of December 31, 2008, the Bank was party to two swaps with notional amounts totaling approximately
$12.4 million with customers, and two swaps with notional amounts totaling approximately $12.4 million with a regional correspondent bank.
These swaps qualify as derivatives, but are not designated as hedging instruments.  
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  2008   2007   2006  
  (Dollars in Thousands)
Commitments to extend credit $294,502  $291,937 $141,380
Credit card arrangements 11,323   5,849 2,441
Standby letters of credit and financial guarantees 32,655   21,010 32,924
           

Total  $338,480  $318,796  $176,745 
   

 

  

 

  

 

 



                    

     The Bank has entered into agreements with secondary market investors to deliver loans on a “best efforts delivery” basis. When a rate is 
committed to a borrower, it is based on the best price that day and locked with our investor for our customer consisting of a 30 day period. In
the event the loan is not delivered to the investor, the Bank has no risk or exposure with the investor. The interest rate lock commitments
related to loans that are originated for later sale are classified as derivatives. The fair values of our agreements with investors and rate lock
commitments to customers as of December 31, 2008 and 2007 were not material.  

     Liability and Asset Management  

     The matching of assets and liabilities may be analyzed by examining the extent to which such assets and liabilities are “interest rate 
sensitive” and by monitoring an institution’s interest rate sensitivity “gap.” An asset or liability is said to be interest rate sensitive within a
specific time period if it will mature or reprice within that time period. The interest rate sensitivity gap is defined as the difference between the
dollar amount of rate sensitive assets repricing during a period and the volume of rate sensitive liabilities repricing during the same period. A
gap is considered positive when the amount of interest rate sensitive assets exceeds the amount of interest rate sensitive liabilities. A gap is
considered negative when the amount of interest rate sensitive liabilities exceeds the amount of interest rate sensitive assets. During a period of
rising interest rates, a negative gap would tend to adversely affect net interest income while a positive gap would tend to result in an increase in
net interest income. During a period of falling interest rates, a negative gap would tend to result in an increase in net interest income while a
positive gap would tend to adversely affect net interest income.  

     Our asset liability and investment committee of the Bank, which consists of four executive officers of the Bank, is charged with monitoring
our liquidity and funds position. The committee regularly reviews the rate sensitivity position on a three-month, six-month and one-year time 
horizon; loans to deposit ratios; and average maturity for certain categories of liabilities. The asset liability committee uses a computer model to
analyze the maturities of rate sensitive assets and liabilities. The model measures the “gap” which is defined as the difference between the 
dollar amount of rate sensitive assets repricing during a period and the volume of rate sensitive liabilities repricing during the same period. Gap
is also expressed as the ratio of rate sensitive assets divided by rate sensitive liabilities. If the ratio is greater than “one,” then the dollar value of 
assets exceeds the dollar value of liabilities and the balance sheet is “asset sensitive.” Conversely, if the value of liabilities exceeds the dollar 
value of assets, then the ratio is less than one and the balance sheet is “liability sensitive.” Our internal policy requires our management to 
maintain the gap such that net interest margins will not change more than 10% if interest rates change by 100 basis points or more than 15% if
interest rates change by 200 basis points. As of December 31, 2008, our gap was within such ranges. See “—Quantitative and Qualitative 
Analysis of Market Risk” below in Item 7A for additional information.  

Liquidity and Capital Adequacy  

     Liquidity  

     Liquidity is defined as our ability to generate sufficient cash to fund current loan demand, deposit withdrawals, or other cash demands and
disbursement needs, and otherwise to operate on an ongoing basis.  

     Liquidity is managed at two levels. The first is the liquidity of the Company. The second is the liquidity of the Bank. The management of
liquidity at both levels is critical, because the Company and the Bank have different funding needs and sources, and each are subject to
regulatory guidelines and requirements. We are subject to general FDIC guidelines which require a minimum level of liquidity. Management
believes our liquidity ratios meet or exceed these guidelines. Our management is not currently aware of any trends or demands that are
reasonably likely to result in liquidity increasing or decreasing in any material manner.  

     The retention of existing deposits and attraction of new deposit sources through new and existing customers is critical to our liquidity
position. In the event of compression in liquidity due to a run-off in deposits, we have a liquidity policy and procedure that provides for certain 
actions under varying liquidity conditions. These actions include borrowing from existing correspondent banks, selling or participating loans,
and the curtailment of loan commitments and funding. At December 31, 2008, our liquid assets, represented by cash and due from banks,
federal funds sold and available-for-sale securities, totaled $175.3 million. Additionally, at such date we had available to us approximately
$68.0 million in unused federal funds lines of credit with regional banks, subject to certain restrictions and collateral requirements, to meet
short term funding needs. On March 19, 2008, we borrowed $20.0 million from the Federal Home Loan Bank against “qualified” loans of the 
Bank (as defined by the FHLB). We also have approximately $146.0 million in borrowing capacity from the FHLB under a blanket pledge of
our qualifying residential mortgages, consumer home equity lines of credit and second mortgage loans, and our  
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commercial real estate loans. We believe these sources of funding are adequate to meet immediate anticipated funding needs, but we will need
additional capital to maintain our current growth. Our management meets on a weekly basis to review sources and uses of funding to determine
the appropriate strategy to ensure an appropriate level of liquidity, and we have increased our focus on the generation of core deposit funding to
supplement our liquidity position. At the current time, our long-term liquidity needs primarily relate to funds required to support loan
originations and commitments and deposit withdrawals.  

     To finance our continued growth and planned expansion activities, the Company issued, on September 2, 2008, 15,000 shares of trust
preferred securities, for $15 million or $1,000 per share. Also, in connection with a private placement and pursuant to subscription agreements
effective December 31, 2008, we issued and sold to 106 accredited investors 260,540 shares of our common stock for $25.00 per share, for an
aggregate purchase price of $6,513,500. Our regular sources of funding are from the growth of our deposit base, repayment of principal and
interest on loans, the sale of loans and the renewal of time deposits.  

     The following table reflects the contractual maturities of our term liabilities as of December 31, 2008. The amounts shown do not reflect any
early withdrawal or prepayment assumptions.  

Capital Adequacy  

     As of December 31, 2008, our most recent notification from the FDIC categorized us as well-capitalized under the regulatory framework for 
prompt corrective action. To remain categorized as well-capitalized, we must maintain minimum total risk-based, Tier 1 risk-based, and Tier 1 
leverage ratios as disclosed in the table below. Our management believes that we are well-capitalized under the prompt corrective action 
provisions as of December 31, 2008. Furthermore, the Alabama Banking Department has required that we maintain a leverage ratio of 7%.  

     The following table sets forth (i) the capital ratios required by the FDIC and the Alabama Banking Department’s leverage ratio requirement 
to be maintained by us for the first four years of its operations and (ii) our actual ratios of capital to total regulatory or risk-weighted assets, as 
of December 31, 2008.  

     For a description of capital ratios see Note 12 of “Notes to Consolidated Financial Statements” for the period ending December 31, 2008.  

     Impact of Inflation  

     Our consolidated financial statements and related data presented herein have been prepared in accordance with generally accepted
accounting principles which require the measure of financial position and operating results in terms of historic dollars, without considering
changes in the relative purchasing power of money over time due to inflation.  

54  

      
  Payments due by Period  
      Less Than  1-3   More than 3 to 5  More than 
  Total   1 Year   Years   Years   5 Years  

Contractual Obligations (1):  (Dollars in Millions)  
Deposits without a stated maturity  $ 872 $ — $ —  $ — $ 872
Certificates of deposit(2)    165   136   21   8   — 
Capital lease obligations  — — —   — —
Operating lease obligations  16 1 3   3 9
Purchase obligations  — — —   — —
Federal Home Loan Bank borrowings  20 — —   20 —
Trust preferred securities  15     15
Other long term liabilities      
     

 
  

 
  

 
  

 
 

Total  $ 1,088 $ 137 $ 24  $ 31 $ 896
     

 

  

 

  

 

  

 

 

 

(1)  Excludes interest. 
 

(2)  Certificates of deposit give customers rights to early withdrawal. Early withdrawals may be subject to penalties. The penalty amount
depends on the remaining time to maturity at the time of early withdrawal. 

     
      Actual at
  “Well-Capitalized”  December 31, 2008

Total risk-based capital   10.00% 11.25%
Tier 1 capital   6.00% 10.18%
Leverage ratio   5.00% 9.01%



                    

     Inflation generally increases the costs of funds and operating overhead, and to the extent loans and other assets bear variable rates, the yields
on such assets. Unlike most industrial companies, virtually all of the assets and liabilities of a financial institution are monetary in nature. As a
result, interest rates generally have a more significant effect on the performance of a financial institution than the effects of general levels of
inflation. In addition, inflation affects financial institutions’ cost of goods and services purchased, the cost of salaries and benefits, occupancy 
expense, and similar items. Inflation and related increases in interest rates generally decrease the market value of investments and loans held
and may adversely affect liquidity, earnings and stockholders’ equity. Mortgage originations and refinancings tend to slow as interest rates 
increase, and likely will reduce our volume of such activities and the income from the sale of residential mortgage loans in the secondary
market.  

Recent Accounting Pronouncements  

     In June 2008, the FASB issued FASB Staff Position (FSP) Emerging Issues Task Force (EITF) No. 03-6-1, “Determining Whether 
Instruments Granted in Share-Based Payment Transactions Are Participating Securities.” Under the FSP, unvested share-based payment awards 
that contain rights to receive nonforfeitable dividends (whether paid or unpaid) are participating securities, and should be included in the two-
class method of computing EPS. The FSP is effective for fiscal years beginning after December 15, 2008, and interim periods within those
years, and is not expected to have a significant impact on the Company’s results of operations, financial condition or liquidity.  

     In May 2008, the FASB issued Financial Accounting Standard (FAS) No. 162, “The Hierarchy of Generally Accepted Accounting 
Principles” (FAS 162). Under FAS 162, the GAAP hierarchy will now reside in the accounting literature established by the FASB. FAS162
identifies the source of accounting principals and the framework for selecting the principles used in the preparation of financial statements in
conformity with GAAP. FAS 162 is effective 60 days following the SEC’s approval of the Public Company Accounting Oversight Board
Auditing amendments to AU Section 411 “The Meaning of Present Fairly in Conformity with Generally Accepted Accounting Principles.”
FAS 162 is not expected to have an impact on the Company’s results of operations or financial condition.  

     In February 2008, the FASB issued Staff Position No.157-2, Effective Date of FASB Statement No. 157 (FSP 157-2), that would permit a 
one-year deferral in applying the measurement provisions of Statement No. 157 to non-financial assets and non-financial liabilities (non-
financial items) that are not recognized or disclosed at fair value in an entity’s financial statements on a recurring basis (at least annually).
Therefore, if the change in fair value of a non-financial item is not required to be recognized or disclosed in the financial statements on an
annual basis or more frequently, the effective date of application of Statement 157 to that item is deferred until fiscal years beginning after
November 15, 2008 and interim periods within those fiscal years. This deferral does not apply, however, to an entity that applies Statement 157
in interim or annual financial statements before proposed FSP 157-2 is finalized. The application of FSP 157-2 for our non-financial assets and 
liabilities is not expected to have a material impact on their reported values.  

     In March 2008, the FASB issued FAS No. 161, Disclosures about Derivative Instruments and Hedging Activities — an amendment of FASB 
Statement No. 133. This Statement changes the disclosure requirements for derivative instruments and hedging activities. Entities are required
to provide enhanced disclosures about (a) how and why an entity uses derivative instruments, (b) how derivative instruments and related
hedging items are accounted for under Statement 133 and its related interpretations, and (c) how derivative instruments and related hedged
items affect an entity’s financial position, financial performance, and cash flows. This Statement is effective for financial statements issued for
fiscal years and interim periods beginning after November 15, 2008. We will adopt this Statement at the beginning of our fiscal year ending
December 31, 2009. We have not determined the effect that the adoption of FAS 161 will have on our financial statement disclosures.  

     In December 2007, the FASB issued SFAS No. 141(R), Business Combinations which replaces SFAS No. 141, Business Combinations. 
This Statement establishes principles and requirements for how the acquirer (i) recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree, (ii) recognized and measures the goodwill
acquired in the business combination or a gain from a bargain purchase, and (iii) determines what information to disclose to enable users of the
financial statements to evaluate the nature and financial effects of the business combination. This Statement applies prospectively to business
combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15,
2008. We will adopt this standard at the beginning of our fiscal year ending December 31, 2009 for all prospective business acquisitions. We
have not determined the effect that the adoption of SFAS No. 141(R) will have on our consolidated financial statements, but the impact will be
limited to future acquisitions, if any, beginning in fiscal year 2009.  
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     In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements — an amendment of 
ARB No. 51. This Statement requires all entities to report noncontrolling interests in subsidiaries as equity in the consolidated financial 
statements. This Statement is effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008.
The Company will adopt this Statement effective January 1, 2009. The Company does not expect the adoption of this FASB to have a
significant impact on its results of operations and financial condition.  

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.  

     Like all financial institutions, we are subject to market risk from changes in interest rates. Interest rate risk is inherent in the balance sheet
due to the mismatch between the maturities of rate sensitive assets and rate sensitive liabilities. If rates are rising, and the level of rate sensitive
liabilities exceeds the level of rate sensitive assets, the net interest margin will be negatively impacted. Conversely, if rates are falling, and the
level of rate sensitive liabilities is greater than the level of rate sensitive assets, the impact on the net interest margin will be favorable.
Managing interest rate risk is further complicated by the fact that all rates do not change at the same pace, in other words, short term rates may
be rising while longer term rates remain stable. In addition, different types of rate sensitive assets and rate sensitive liabilities react differently
to changes in rates.  

     To manage interest rate risk, we must take a position on the expected future trend of interest rates. Rates may rise, fall, or remain the same.
Our asset liability committee develops its view of future rate trends and strives to manage rate risk within a targeted range by monitoring
economic indicators, examining the views of economists and other experts, and understanding the current status of our balance sheet. Our
annual budget reflects the anticipated rate environment for the next twelve months. The asset liability committee conducts a quarterly analysis
of the rate sensitivity position and reports its results to our board of directors.  

     The asset liability committee uses a computer model to analyze the maturities of rate sensitive assets and liabilities. The model measures the
“gap” which is defined as the difference between the dollar amount of rate sensitive assets repricing during a period and the volume of rate 
sensitive liabilities repricing during the same period. The gap is also expressed as the ratio of rate sensitive assets divided by rate sensitive
liabilities. If the ratio is greater than “one”, the dollar value of assets exceeds the dollar value of liabilities; the balance sheet is “asset 
sensitive”. Conversely, if the value of liabilities exceeds the value of assets, the ratio is less than one and the balance sheet is “liability 
sensitive”. Our internal policy requires management to maintain the gap such that net interest margins will not change more than 10% if 
interest rates change 100 basis points or more than 15% if interest rates change 200 basis points. As of December 31, 2008, our gap was within
such ranges.  

     The model measures scheduled maturities in periods of three months, four to twelve months, one to five years and over five years. The chart
below illustrates our rate sensitive position at December 31, 2008. Management uses the one year gap as the appropriate time period for setting
strategy.  
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  Rate Sensitivity Gap Analysis  
  0-3 4-12 1-5   Over
  Months   Months   Years   5 years   Total  
Interest earning assets:  (Dollars in Thousands)
Loans  $ 630,036 $ 60,253 $239,106  $38,838 $ 968,233
Securities   4,075   12,464   40,576   45,224   102,339 
Federal funds sold  19,300 — —   — 19,300
Interest bearing balances with banks  30,774 — —   — 30,774
   

 
      

 
  

 
 

Total interest-earning assets  $ 684,185 $ 72,717 $279,682  $84,062 $1,120,646
   

 

      

 

  

 

 

Interest bearing liabilities:      
Deposits:      

Interest checking  $ 147,099 $ — $ —  $ — $ 147,099
Money market and savings   750,593   —   —   —   750,593 
Time deposits  67,228 68,824 29,169   — 165,221

Other borrowings  — — 35,000   — 35,000
   

 
      

 
  

 
 

Total interest-bearing liabilities  $ 964,920 $ 68,824 $ 64,169  $ — $1,097,913
   

 
      

 
  

 
 

Interest sensitivity gap  $(280,735) $ 3,893 $215,513  $82,876 $ 22,773
   

 

      

 

  

 

 

Cumulative sensitivity gap  $(280,735) $(276,142) $ (61,325)  $22,733
   

 

      

 

    

Percent of cumulative sensitivity gap to total interest-
earning assets  (25.1)% (24.6)% (5.5)%  2.0%



                    

     The interest rate risk model that defines the gap position also performs a “rate shock” test of the balance sheet. The rate shock procedure 
measures the impact on the economic value of equity (EVE) which is a measure of long term interest rate risk. EVE is the difference between
the market value of our assets and the liabilities and is our liquidation value. In this analysis, the model calculates the discounted cash flow or
market value of each category on the balance sheet. The percent change in EVE is a measure of the volatility of risk. Regulatory guidelines
specify a maximum change of 30% for a 200 basis points rate change. At December 31, 2008, the percent change at plus or minus 200 basis
points is well within that range at (12.87)% and (8.42)% respectively.  

     The chart below identifies the EVE impact of a shift in rates of 100 and 200 basis points in either direction.  

     The one year gap ratio of (23.89)% indicates that we would show an increase in net interest income in a falling rate environment, and the
EVE rate shock shows that the EVE would decline in a falling rate environment. The EVE simulation model is a static model which provides
information only at a certain point in time. For example, in a rising rate environment, the model does not take into account actions which
management might take to change the impact of rising rates on us. Given that limitation, it is still useful is assessing the impact of an
unanticipated movement in interest rates.  

     The above analysis may not on its own be an entirely accurate indicator of how net interest income or EVE will be affected by changes in
interest rates. Income associated with interest earning assets and costs associated with interest bearing liabilities may not be affected uniformly
by changes in interest rates. In addition, the magnitude and duration of changes in interest rates may have a significant impact on net interest
income. Interest rates on certain types of assets and liabilities fluctuate in advance of changes in general market rates, while interest rates on
other types may lag behind changes in general market rates. Our asset liability committee develops its view of future rate trends by monitoring
economic indicators, examining the views of economists and other experts, and understanding the current status of our balance sheet and
conducts a quarterly analysis of the rate sensitivity position. The results of the analysis are reported to our board of directors.  

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.  

     The financial statements and supplementary data required by Regulations S-X and by Item 302 of Regulation S-K are set forth in the pages 
listed below.  
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  Economic Value of Equity Under Rate Shock
  At December 31, 2008
  -200bps  -100bps  0bps  +100bps  +200bps
Rate Change  (Dollars in Thousands)
Economic value of equity  $ 75,618  $88,209  $86,784  $83,391  $79,476 
  
Actual dollar change  $(11,116) $ 1,425 —  $ (3,393) $ 7,308
  
Percent change  (12.87)% 1.64% —   (3.91)% ( 8.42)%
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Report of Independent Registered Public Accounting Firm   58 
Consolidated Balance Sheets at December 31, 2008 and 2007 59
Consolidated Statements of Income for the Years Ended December 31, 2008, 2007 and 2006 60
Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2008, 2007 and 2006 61
Consolidated Statements of Stockholders’ Equity for Years Ended December 31, 2008, 2007 and 2006 62
Consolidated Statements of Cash Flows for the Years December 31, 2008, 2007 and 2006 63
Notes to Consolidated Financial Statements 64



  

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM  

To the Board of Directors 
ServisFirst Bancshares, Inc. 
Birmingham, Alabama  

     We have audited the accompanying consolidated balance sheets of ServisFirst Bancshares, Inc., as of December 31, 2008 and 2007, and 
the related consolidated statements of income, comprehensive income, stockholders’ equity and cash flows for each of the three years in the 
period ended December 31, 2008. These consolidated financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these consolidated financial statements based on our audits.  

     We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial 
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.  

     In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of 
ServisFirst Bancshares, Inc. as of December 31, 2008 and 2007, and the results of their operations and their cash flows for each of the three 
years in the period ended December 31, 2008, in conformity with accounting principles generally accepted in the United States of America.  

        

/s/ Mauldin & Jenkins, LLC  

Birmingham, Alabama 
March 9, 2009  
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SERVISFIRST BANCSHARES, INC.  
CONSOLIDATED BALANCE SHEETS DECEMBER 31, 2008 AND 2007 

(In thousands, except share and per share amounts) 

See Notes to Consolidated Financial Statements.  
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  2008   2007  
ASSETS    
Cash and due from banks  $ 22,844 $ 15,756
Interest bearing balances due from depository institutions   30,774 34,068
Federal funds sold   19,300 16,598
        

Cash and cash equivalents   72,918 66,422
Securities available for sale   102,339 87,233
Restricted equity securities   2,659 1,202
Mortgage loans held for sale   3,320 2,463
Loans   968,233 675,281
Less allowance for loan losses   (10,602) (7,732)
   

 
  

 
 

Loans, net   957,631 667,549
Premises and equipment, net   3,884 4,176
Accrued interest and dividends receivable   4,026 3,949
Deferred tax assets   3,585 2,432
Other real estate owned   10,473   1,623 
Other assets   1,437 1,201
   

 
  

 
 

Total assets  $1,162,272 $838,250
   

 

  

 

 

     
LIABILTIES AND STOCKHOLDERS’ EQUITY    
Liabilities:    
Deposits:    

Noninterest-bearing  $ 121,459  $ 85,018 
Interest bearing   915,860 677,665

   
 
  

 
 

Total deposits   1,037,319 762,683
Other borrowings   20,000 73
Trust preferred securities   15,087   — 
Accrued interest payable   1,280 782
Other liabilities   1,803 2,465
   

 
  

 
 

Total liabilities   1,075,489 766,003
Shareholders’ equity:    

Common stock, par value $.001 per share; 15,000,000 shares authorized; 5,374,022 and 5,113,482 shares 
issued and outstanding   5 5

Preferred stock, par value $.001 per share; 1,000,000 shares authorized; no shares outstanding   — —
Additional paid-in capital   70,729 63,159
Retained earnings   15,087 8,082
Accumulated other comprehensive income   962 1,001

        

Total shareholders’ equity   86,783 72,247
   

 
  

 
 

Total liabilities and shareholders’ equity  $1,162,272 $838,250
   

 

  

 

 



                    

SERVISFIRST BANCSHARES, INC.  
CONSOLIDATED STATEMENTS OF INCOME 

YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006 
(In thousands, except share and per share amounts) 

See Notes to Consolidated Financial Statements.  
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  2008   2007   2006  
Interest income:     

Interest and fees on loans $ 49,997  $ 43,839 $ 28,280
Taxable securities 3,840   2,235 323
Nontaxable securities 917   669 108
Federal funds sold 548   4,379 1,871
Other interest and dividends   148   295   28 

   
 
  

 
  

 
 

Total interest income 55,450   51,417 30,610
           

Interest expense:     
Deposits 19,375   25,871 13,328
Borrowed funds 1,099   1 7

           

Total interest expense   20,474   25,872   13,335 
   

 
  

 
  

 
 

Net interest income 34,976   25,545 17,275
Provision for loan losses 6,274   3,541 3,252
           

Net interest income after provision for loan losses 28,702   22,004 14,023
   

 
  

 
  

 
 

Noninterest income:     
Service charges on deposit accounts 1,270   584 376
Other operating income   1,434   857   535 

   
 
  

 
  

 
 

Total noninterest income 2,704   1,441 911
           

Noninterest expenses:             
Salaries and employee benefits 10,552   9,308 5,238
Equipment and occupancy expense 2,157   1,566 826
Professional services 986   528 492
Other operating expenses 6,881   3,394 2,118

           

Total noninterest expenses 20,576   14,796 8,674
   

 
  

 
  

 
 

Income before income taxes 10,830   8,649 6,260
Provision for income taxes 3,825   3,152 2,189

   
 
  

 
  

 
 

Net income $ 7,005  $ 5,497 $ 4,071
   

 

  

 

  

 

 

      
Basic earnings per share $ 1.37  $ 1.19 $ 1.06
      
Diluted earnings per share $ 1.31  $ 1.16 $ 1.06



                    

SERVISFIRST BANCSHARES, INC.  
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006 
(In thousands) 

See Notes to Consolidated Financial Statements.  
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  2008   2007   2006  
Net income $ 7,005  $ 5,497 $ 4,071
   

 
  

 
  

 
 

  
Other comprehensive income (loss), net of tax:             

Unrealized holding gains arising during period from securities available for sale, net tax 
of $131, $273, and $6 for 2008, 2007 and 2006, respectively 254   531 12

Unrealized holding gains arising during period from derivative, net of tax of $23, $125 
and $14 for 2008, 2007 and 2006, respectively 67   445 28

Reclassification adjustment for net gains realized on derivatives in net income, net of tax 
of $184 (360)   — —

   
 
  

 
  

 
 

Other comprehensive income (loss) (39)   976 40
           

Comprehensive income  $ 6,966  $ 6,473  $ 4,111 
   

 

  

 

  

 

 



                    

SERVISFIRST BANCSHARES, INC.  
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY  

YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006  
(In thousands, except share amounts)  

See Notes to Consolidated Financial Statements.  
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              Accumulated Other  Total  
      Additional   Retained Earnings  Comprehensive   Shareholders’ 
  Common Stock  Paid-In Capital  (Deficient)   Income (Loss)   Equity  
Balance, December 31, 2005  $ 17,500 $ 17,470 $ (1,486) $ (15) $ 33,469

Sale of 963,607 shares   4,818 9,593 —   — 14,411
Other comprehensive income   — — —   40 40
Stock based compensation expense   —   297   —   —   297 
Net income   — — 4,071   — 4,071

       
 
  

 
  

 
 

Balance, December 31, 2006   22,318 27,360 2,585   25 52,288
Change in par value   (22,314) 22,314 —   — —
Sale of 649,875 shares   1   12,945   —   —   12,946 
Other comprehensive income   — — —   976 976
Stock based compensation expense   — 540 —   — 540
Net income   — — 5,497   — 5,497

       
 
  

 
  

 
 

Balance, December 31, 2007   5 63,159 8,082   1,001 72,247
Sale of 260,540 shares   —   6,474   —   —   6,474 
Other comprehensive loss   — — —   (39) (39)
Stock based compensation expense   — 671 —   — 671
Relative fair value of warrants issued in connection 

with subordinated debentures   — 425 —   — 425
Net income   — — 7,005   — 7,005

               

Balance, December 31, 2008  $ 5 $ 70,729 $ 15,087  $ 962 $ 86,783
       

 

  

 

  

 

 



                    

SERVISFIRST BANCSHARES, INC.  
CONSOLIDATED STATEMENTS OF CASH FLOWS 
YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006 

(In thousands) 

See Notes to Consolidated Financial Statements.  
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  2008   2007   2006  
OPERATING ACTIVITIES     

Net income $ 7,005  $ 5,497 $ 4,071
Adjustments to reconcile net income to net cash provided by operating activities:     

Deferred tax benefit (1,237)  (1,036) (837)
Provision for loan losses 6,274   3,541 3,252
Depreciation and amortization   926   615   396 
Write-down of other real estate owned 1,289   — —
Write-down of investment in limited partnership —   — 541
Net accretion of investments (320)  (447) (29)
Amortized gain on derivative 544   — —
Increase in accrued interest and dividends receivable (77)  (1,047) (1,693)
Stock compensation expense 671   540 297
Increase in accrued interest payable   498   226   383 
Proceeds from mortgage loans held for sale 79,751   50,232 45,531
Originations of mortgage loans held for sale (81,025)  (49,793) (46,655)
Loss on sale of other real estate owned 180   — —
Net change in other assets, liabilities, and other operating activities (2,281)  1,879 1,958

         

Net cash provided by operating activities 12,198   10,207 7,215
       

 
 

      
INVESTMENT ACTIVITIES     

Purchase of securities available for sale   (23,825)  (94,679)  (28,123)
Proceeds from maturities, calls and paydowns of securities available for sale 9,434   36,816 975
Increase in loans (308,944)  (239,160) (192,767)
Purchase of premises and equipment (817)  (2,186) (1,601)
Purchase of restricted equity securities (1,457)  (397) (574)
Purchase of interest rate floor —   — (230)
Proceeds from sale of interest rate floor 1,000   — —
Proceeds from tenant reimbursement   183   —   — 
Proceeds from sale of other real estate owned and repossessions 4,111   261 —
Additions to other real estate owned (1,424)  (129) (184)

       
 
 

Net cash used in investing activities (321,739)  (299,474) (222,504)
       

 
 

      
FINANCING ACTIVITIES     

Net increase in non-interest bearing deposits 36,441   13,794 21,480
Net increase in interest-bearing deposits 238,195   275,541 207,820
Proceeds from other borrowings 20,317   73 —
Repayments and maturities of borrowings   (390)  —   — 
Proceeds from sale of stock, net 6,474   12,946 14,411
Net proceeds from issuance of trust preferred securities 15,000   — —

       
 
 

Net cash provided by investing activities 316,037   302,354 243,711
       

 
 

      
Net increase in cash and cash equivalents 6,496   13,087 28,422
      
Cash and cash equivalents at beginning of year 66,422   53,335 24,913
       

 
 

      
Cash and cash equivalents at end of year $ 72,918  $ 66,422 $ 53,335

       

 

 

      
SUPPLEMENTAL DISCLOSURE     

Cash paid for:     
Interest $ 19,976  $ 25,646 $ 12,953
Income taxes 4,169   4,371 1,605

              
NONCASH TRANSACTIONS     

Transfers of loans from held for sale to held for investment $ 417  $ — $ —
Other real estate acquired in settlement of loans 13,650   3,141 585
Finance sale of other real estate owned 555   1,049 —



                    

SERVISFIRST BANCSHARES, INC.  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  

Nature of Operations  

ServisFirst Bancshares, Inc. (the “Company”) was formed on August 16, 2007 and is a bank holding company whose business is conducted
by its wholly-owned subsidiary ServisFirst Bank (the “Bank”). The Bank is headquartered in Birmingham, Alabama, and provides a full
range of banking services to individual and corporate customers throughout the Birmingham market since opening for business in
May 2005. In addition, the Bank entered the Huntsville, Alabama market in 2006, the Montgomery, Alabama market in 2007 and the
Dothan, Alabama market in 2008.  

Basis of Presentation and Accounting Estimates  

To prepare consolidated financial statements in conformity with accounting principles generally accepted in the United States of America,
management makes estimates and assumptions based on available information. These estimates and assumptions affect the amounts reported
in the financial statements and the disclosures provided, and future results could differ from these estimates. The allowance for loan losses,
valuation of foreclosed real estate, and fair values of financial instruments are particularly subject to change. All numbers are in thousands
except share and per share data.  

Cash, Due From Banks, Interest Bearing Balances Due from Financial Institutions  

Cash and due from banks includes cash on hand, cash items in process of collection, amounts due from banks and interest bearing balances
due from financial institutions. For purposes of cash flows, cash and cash equivalents include cash and due from banks and federal funds
sold. Generally, federal funds are purchased and sold for one-day periods. Cash flows from loans, mortgage loans held for sale, federal funds
sold, and deposits are reported net.  

The Bank is required to maintain reserve balances in cash or on deposit with the Federal Reserve Bank based on a percentage of deposits.
The total of those reserve balances were approximately $25,000 at December 31, 2008 and $441,000 at December 31, 2007.  

Investment Securities  

Securities are classified as available for sale when they might be sold before maturity. Unrealized holding gains and losses, net of tax, on
securities available for sale are reported as a net amount in a separate component of shareholders’ equity until realized. Gains and losses on 
the sale of securities available for sale are determined using the specific-identification method. The amortization of premiums and the 
accretion of discounts are recognized in interest income using methods approximating the interest method over the period to maturity.  

Declines in the fair value of available for sale securities below their cost that are deemed to be other than temporary are reflected in earnings
as realized losses. In estimating other-than-temporary impairment losses, management considers (1) the length of time and the extent to
which the fair value has been less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of 
the Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.  
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SERVISFIRST BANCSHARES, INC.  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  

NOTE 1. Summary of Significant Accounting Policies — (Continued)  

Investments in Restricted Equity Securities Carried at Cost  

Investments in restricted equity securities, without a readily determinable market value, are carried at cost.  

Loans  

Loans are stated at unpaid principal balances, less the allowance for loan losses. Interest on all loans is recognized as income based upon the
applicable rate applied to the daily outstanding principal balance of the loans. Interest income generally is not recognized on specific
impaired loans unless the likelihood of further loss is remote. Interest payments received on such loans are generally applied as a reduction
of the loan principal balance. Interest income on nonaccrual loans is recognized on a cash basis or cost recovery basis until the loan is
returned to accrual status. Loan fees, net of direct costs, are reflected as an adjustment to the yield of the related loan over the term of the
loan.  

Mortgage Loans Held for Sale  

The Company classifies certain residential mortgage loans as held for sale. Typically mortgage loans held for sale are sold to a third party
investor within a very short time period and are sold without recourse. Net fees earned from this banking service are recorded in noninterest
income.  

Allowance for Loan Losses  

The allowance for loan losses is maintained at a level which, in management’s judgment, is adequate to absorb credit losses inherent in the 
loan portfolio. The amount of the allowance is based on management’s evaluation of the collectability of the loan portfolio, including the 
nature of the portfolio, credit concentrations, trends in historical loss experience, specific impaired loans, economic conditions, and other
risks inherent in the portfolio. Allowances for impaired loans are generally determined based on collateral values or the present value of the
estimated cash flows. The allowance is increased by a provision for loan losses, which is charged to expense, and reduced by charge-offs, 
net of recoveries. In addition, various regulatory agencies, as an integral part of their examination process, periodically review the allowance
for losses on loans. Such agencies may require the Company to recognize adjustments to the allowance based on their judgments about
information available to them at the time of their examination.  

Foreclosed Real Estate  

Foreclosed real estate includes both formally foreclosed property and in-substance foreclosed property. At the time of foreclosure,
foreclosed real estate is recorded at fair value less cost to sell, which becomes the property’s new basis. Any write downs based on the 
asset’s fair value at date of acquisition are charged to the allowance for loan losses. After foreclosure, these assets are carried at the lower of
the new cost basis or fair value less cost to sell. Costs incurred in maintaining foreclosed real estate and subsequent adjustments to the
carrying amount of the property are included in other operating expenses.  

Premises and Equipment  

Premises and equipment are stated at cost less accumulated depreciation. Expenditures for additions and major improvements that
significantly extend the useful lives of the assets are capitalized. Expenditures for repairs and maintenance are charged to expense as
incurred. Assets which are disposed of are removed from the accounts and the resulting gains or losses are recorded in operations.
Depreciation is calculated on a straight-line basis over the estimated useful lives of the related assets (3 to 10 years). Leasehold 
improvements are amortized on a straight-line basis over the lesser of the lease terms or the estimated useful lives of the improvements.  
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SERVISFIRST BANCSHARES, INC.  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  

NOTE 1. Summary of Significant Accounting Policies — (Continued)  

Derivatives and Hedging Activities  

As part of its overall interest rate risk management, the Company uses derivative instruments, which can include interest rate swaps, caps,
and floors. Statement of Financial Accounting Standard No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended 
(Statement 133), requires all derivative instruments to be carried at fair value on the balance sheet. Statement 133 provides special
accounting provisions for derivative instruments that qualify for hedge accounting. To be eligible, the Company must specifically identify a
derivative as a hedging instrument and identify the risk being hedged. The derivative instrument must be shown to meet specific
requirements under Statement 133.  

The Company designates the derivative on the date the derivative contract is entered into as (1) a hedge of the fair value of a recognized
asset or liability or of an unrecognized firm commitment (“fair-value” hedge) or (2) a hedge of a forecasted transaction of the variability of
cash flows to be received or paid related to a recognized asset or liability (“cash-flow” hedge). Changes in the fair value of a derivative that 
is highly effective as and that is designated and qualifies as a fair-value hedge, along with the loss or gain on the hedged asset or liability
that is attributable to the hedged risk (including losses or gains on firm commitments), are recorded in current-period earnings. The effective 
portion of the changes in the fair value of a derivative that is highly effective as and that is designated and qualifies as a cash-flow hedge is 
recorded in other comprehensive income, until earnings are affected by the variability of cash flows (e.g., when periodic settlements on a
variable-rate asset or liability are recorded in earnings). The remaining gain or loss on the derivative, if any, in excess of the cumulative
change in the present value of future cash flows of the hedged item is recognized in earnings.  

The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk-management 
objective and strategy for undertaking various hedge transactions. This process includes linking all derivatives that are designated as fair-
value or cash-flow hedges to specific assets and liabilities on the balance sheet or to specific firm commitments or forecasted transactions.
The Company also formally assesses, both at the hedge’s inception and on an ongoing basis (if the hedges do not qualify for short-cut 
accounting), whether the derivatives that are used in hedging transactions are highly effective in offsetting changes in fair values or cash
flows of hedged items. When it is determined that a derivative is not highly effective as a hedge or that it has ceased to be a highly effective
hedge, the Company discontinues hedge accounting prospectively, as discussed below. The Company discontinues hedge accounting
prospectively when: (1) it is determined that the derivative is no longer effective in offsetting changes in the fair value or cash flows of a
hedged item (including firm commitments or forecasted transactions); (2) the derivative expires or is sold, terminated, or exercised; (3) the
derivative is re-designated as a hedge instrument, because it is unlikely that a forecasted transaction will occur; (4) a hedged firm
commitment no longer meets the definition of a firm commitment; or (5) management determines that designation of the derivative as a
hedge instrument is no longer appropriate.  

When hedge accounting is discontinued because it is determined that the derivative no longer qualifies as an effective fair-value hedge, 
hedge accounting is discontinued prospectively and the derivative will continue to be carried on the balance sheet at its fair value with all
changes in fair value being recorded in earnings but with no offsetting being recorded on the hedged item or in other comprehensive income
for cash flow hedges.  

The Company uses derivatives to hedge interest rate exposures associated with mortgage loans held for sale and mortgage loans in process.
The Company regularly enters into derivative financial instruments in the form of forward contracts, as part of its normal asset/liability
management strategies. The Company’s obligations under forward contracts consist of “best effort” commitments to deliver mortgage loans
originated in the secondary market at a future date. Interest rate lock commitments related to loans that are originated for later sale are
classified as derivatives. In the normal course of business, the Company regularly extends these rate lock commitments to customers during
the loan origination process. The fair values of the Company’s forward contract and rate lock commitments to customers as of December 31, 
2008 and 2007 were not material.  
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Income Taxes  

Income tax expense is the total of the current year income tax due or refundable and the change in deferred tax assets and liabilities.
Deferred tax assets and liabilities are the expected future tax amounts for the temporary differences between carrying amounts and tax bases
of assets and liabilities, computed using enacted tax rates. A valuation allowance, if needed, reduces deferred tax assets to the amount
expected to be realized.  

Stock-Based Compensation  

At December 31, 2008, the Company had a stock-based employee compensation plan for grants of options to key employees. The plan has
been accounted for under the provisions of FASB Statement No. 123( R ), Share-based Payment, for the years ended December 31, 2008, 
2007 and 2006 using the modified prospective-transition method. The stock-based employee compensation plan is more fully described in
Note 9.  

Earnings Per Common Share  

Basic earnings per common share are computed by dividing net income by the weighted average number of common shares outstanding
during the period. Diluted earnings per common share include the dilutive effect of additional potential common shares issuable under stock
options and warrants.  

Loan Commitments and Related Financial Instruments  

Financial instruments, which include credit card arrangements, commitments to make loans, and standby letters of credit, are issued to meet
customer financing needs. The face amount for these items represents the exposure to loss before considering customer collateral or ability
to repay. Such financial instruments are recorded when they are funded. Instruments such as stand by letters of credit are considered
financial guarantees in accordance with FASB Interpretation No. 45. The fair value of these financial guarantees is not material.  

Fair Value of Financial Instruments  

Fair values of financial instruments are estimated using relevant market information and other assumptions, as more fully disclosed in a
separate note. Fair value estimates involve uncertainties and matters of significant judgment regarding interest rates, credit risk,
prepayments, and other factors, especially in the absence of broad markets for particular items. Changes in assumptions or in market
conditions could significantly affect the estimates.  

Comprehensive Income  

Comprehensive income consists of net income and other comprehensive income (loss). Other comprehensive income (loss), which is
recognized as a separate component of equity, includes unrealized gains and losses on securities available for sale as well as the interest rate
floor contract that qualified for cash flow hedge accounting.  

Advertising  

Advertising costs are expensed as incurred. Advertising expense for the years ended December 31, 2008, 2007 and 2006 was $318,000,
$272,000 and $330,000, respectively.  

Recent Accounting Standards  

In June 2008, the Financial Accounting Standards Board (FASB) issued FASB Staff Position (FSP) Emerging Issues Task Force
(EITF) No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions Are Participating Securities.” Under 
the FSP, unvested share-based payment  
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Recent Accounting Standards — (continued)  

awards that contain rights to receive nonforfeitable dividends (whether paid or unpaid) are participating securities, and should be included in
the two-class method of computing EPS. The FSP is effective for fiscal years beginning after December 15, 2008, and interim periods within
those years, and is not expected to have a significant impact on the Company’s results of operations, financial condition or liquidity.  

In May 2008, the Financial Accounting Standards Board (FASB) issued Financial Accounting Standard (FAS) No. 162, “The Hierarchy of 
Generally Accepted Accounting Principles” (FAS 162). Under FAS 162, the GAAP hierarchy will now reside in the accounting literature
established by the FASB. FAS162 identifies the sources of accounting principles and the framework for selecting the principles used in the
preparation of financial statements in conformity with GAAP. FAS 162 is effective 60 days following the SEC’s approval of the Public 
Company Accounting Oversight Board Auditing amendments to AU Section 411 “The Meaning of Present Fairly in Conformity with 
Generally Accepted Accounting Principles.” FAS 162 is not expected to have an impact on the Company’s results of operations or financial
condition.  

In March, 2008, the FASB issued FAS 161, Disclosures about Derivative Instruments and Hedging Activities-an amendment of FASB 
No. 133. This Statement changes the disclosure requirements for derivative instruments and hedging activities. Entities are required to
provide enhanced disclosure about (a) how and why an entity uses derivative instruments, (b) how derivative instruments and related
hedging items are accounted for under Statement 133 and its related interpretations, and (c) how derivative instruments and related hedging
items affect an entity’s financial position, financial performance, and cash flows. This statement is effective for financial statements issued
for fiscal years and interim periods beginning after November 15, 2008. The Company will adopt this Statement at the beginning of the
Company’s fiscal year ending December 31, 2009. The Company does not expect the adoption of this FASB to have a significant impact on
its results of operations and financial condition.  

In February 2008, the FASB issued Staff Position No.157-2, Effective Date of FASB Statement No. 157 (FSP 157-2), that would permit a 
one-year deferral in applying the measurement provisions of Statement No. 157 to non-financial assets and non-financial liabilities (non-
financial items) that are not recognized or disclosed at fair value in an entity’s financial statements on a recurring basis (at least annually).
Therefore, if the change in fair value of a non-financial item is not required to be recognized or disclosed in the financial statements on an
annual basis or more frequently, the effective date of application of Statement 157 to that item is deferred until fiscal years beginning after
November 15, 2008 and interim periods within those fiscal years. This deferral does not apply, however, to an entity that applies Statement
157 in interim or annual financial statements before proposed FSP 157-2 is finalized. The application of FSP 157-2 for non-financial assets 
and liabilities is not expected to have a material impact on their reported values.  

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations which replaces SFAS No. 141, Business Combinations. 
This Statement establishes principles and requirements for how the acquirer (i) recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree, (ii) recognizes and measures the
goodwill acquired in the business combination or a gain from a bargain purchase, and (iii) determines what information to disclose to enable
users of the financial statements to evaluate the nature and financial effects of the business combination. This Statement applies
prospectively to business combinations for which the acquisition date is on or after the beginning of the first annual reporting period
beginning on or after December 15, 2008. The Company will adopt this standard at the beginning of the Company’s fiscal year ending 
December 31, 2009 for all prospective business acquisitions. Barring any acquisitions, the adoption of this FASB will not impact the
Company’s results of operations or financial condition.  

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements — an amendment of 
ARB No. 51. This Statement requires all entities to report noncontrolling interests in subsidiaries as equity in the consolidated financial
statements. This Statement is effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15,
2008. The Company  
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will adopt this Statement effective January 1, 2009. The Company does not expect the adoption of this FASB to have a significant impact on
its results of operations and financial condition.  

NOTE 2. INVESTMENT SECURITIES  

The amortized cost and fair value of securities are summarized as follows:  

The amortized cost and fair value of securities as of December 31, 2008 by contractual maturity are shown below. Actual maturities may
differ from contractual maturities because the issuers may have the right to call or prepay obligations with or without call or prepayment
penalties.  
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      Gross   Gross     
  Amortized   Unrealized  Unrealized    
  Cost   Gain   Loss   Market Value 
     (In Thousands)     
Securities Available for Sale     

December 31, 2008:     
U.S. Treasury and government sponsored agencies $ 5,093 $ 42  $ (18) $ 5,117
Mortgage-backed securities   60,211   2,338   (5)   62,544 
State and municipal securities 29,879 457   (857) 29,479
Corporate debt 5,971 —   (772) 5,199

     
 
  

 
  

 
 

Total $101,154 $ 2,837  $ (1,652) $ 102,339
     

 

  

 

  

 

 

      
Securities Available for Sale     

December 31, 2007:     
U.S. Treasury and government sponsored agencies  $ —  $ —  $ —  $ — 
Mortgage-backed securities 62,162 471   (30) 62,603
State and municipal securities 24,271 374   (15) 24,630
Corporate debt — —   — —

             

Total $ 86,433 $ 845  $ (45) $ 87,233
     

 

  

 

  

 

 

    
  Amortized     
  Cost   Market Value 
  (In Thousands)  
Due within one year  $ — $ —
Due from one to five years   3,076 3,119
Due from five to ten years   22,233 21,798
Due after ten years   15,634 14,878
Mortgage-backed securities   60,211 62,544
       

   $101,154 $ 102,339
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NOTE 2. INVESTMENT SECURITIES — (Continued)  

The following table shows the gross unrealized losses and fair value of securities, aggregated by category and length of time that securities
have been in a continuous unrealized loss position at December 31, 2008 and 2007. The Company has the ability and intent to hold these
securities until such time as the value recovers or the securities mature. Further, the Company believes the loss in value on these securities is
attributable to changes in market interest rates and not credit quality of the issuer.  

One corporate debt security with an amortized cost of $1,005,000, and one municipal security with an amortized cost of $215,000
experienced a price decline greater than 20% during 2008. The Company believes the loss in value is the result of infrequent trades in the
case of the corporate bond, and a low rating on the insurance company insuring the municipal security. Further, The Company believes,
based on its analysis, there is no other than temporary impairment on either of these securities.  

In analyzing an issuer’s financial condition, management considers whether the securities are issued by agencies of the federal government, 
whether downgrades by bond rating agencies has occurred, and industry analysts’ reports.  

There were no sales of securities during 2008 or 2007.  

The carrying value of investment securities pledged to secure public funds on deposit and for other purposes as required by law as of
December 31, 2008 and 2007 was $94,022,000 and $87,016,000, respectively.  

Restricted equity securities include (1) a restricted investment in Federal Home Loan Bank stock for membership requirement and to secure
available lines of credit, and (2) an investment in First National Banker’s Bank stock. The amount of investment in the Federal Home Loan
Bank stock was $2,409,000 and $951,000 at December 31, 2008 and 2007, respectively. The amount of investment in the First National
Banker’s Bank stock was $250,000 at December 31, 2008 and 2007.  
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  Less Than Twelve Months   Twelve Months or More  
  Gross       Gross     
  Unrealized      Unrealized    
  Losses   Fair Value  Losses   Fair Value 
  (In Thousands)   (In Thousands)  
December 31, 2008:     
U.S. Treasury and government sponsored agencies $ (18) $ 3,089  $ — $ —
Mortgage-backed securities (5) 1,868   — —
State and municipal securities   (857)   14,814   —   — 
Corporate debt (772) 5,199   — —
     

 
  

 
   

  $ (1,652) $ 24,970  $ — $ —
     

 

  

 

   

      
December 31, 2007:     
U.S. Treasury and government sponsored agencies $ — $ —  $ — $ —
Mortgage-backed securities (22) 6,440   (8) 726
State and municipal securities   (13)   3,309   (2)   773 
Corporate debt — —   — —
     

 
  

 
   

  $ (35) $ 9,749  $ (10) $ 1,499
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NOTE 3. LOANS  

The composition of loans is summarized as follows:  

Changes in the allowance for loan losses are as follows:  

Impaired loans were as follows:  

Nonperforming loans were as follows:  
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  December 31,  
  2008   2007  
  (In Thousands)  
Commercial, financial and agricultural  $325,968 $219,640
Real estate-construction   235,162 195,538
Real estate-mortgage   377,628 237,002
Consumer   29,475 23,401
       

    968,233 675,281
Allowance for loan losses   (10,602) (7,732)
       

Loans, net  $957,631  $667,549 
     

 

 

     
 Years Ended December 31,
  2008   2007   2006  
 (In Thousands)
Balance, beginning of year  $ 7,732  $ 5,418  $ 3,110 

Loans charged off (3,866)   (1,240) (1,048)
Recoveries 462   13 104
Provision for loan losses 6,274   3,541 3,252

           

Balance, end of year  $ 10,602  $ 7,732  $ 5,418 
   

 

  

 

  

 

 

     
 Years Ended December 31,
  2008  2007  2006  
 (In Thousands)
Total impaired loans  $15,880  $11,612  $ 1 
Impaired loans with allowance allocated 6,254   6,185 1
Impaired loans without valuation allowance 9,626   5,427 —
Amount of allowance allocated 1,125   1,370 —
Average balance during the year 13,450   7,070 —
Interest income not recognized during impairment 450   177 —
Interest income recognized for impaired loans 644   — —

    
  December 31,
  2008  2007
  (In Thousands)
Nonaccrual loans  $7,713 $4,284
Past due 90 days and still accruing   1,939 187
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NOTE 3. LOANS — (Continued)  

In the ordinary course of business, the Company has granted loans to certain related parties, including directors, executive officers, and their
affiliates. The interest rates on these loans were substantially the same as rates prevailing at the time of the transaction and repayment terms
are customary for the type of loan. Changes in related party loans for the year ended December 31, 2008 and 2007 are as follows:  

NOTE 4. PREMISES AND EQUIPMENT  

Premises and equipment are summarized as follows:  

The provisions for depreciation charged to occupancy and equipment expense for the year ended December 31, 2008, 2007 and 2006 were
$926,000, $615,000 and $396,000, respectively.  

The Company leases land and building space under noncancellable operating leases. Future minimum lease payments under noncancellable
operating leases are summarized as follows:  

For the years ended December 31, 2008, 2007 and 2006, annual rental expense on operating leases was approximately $1,009,000, $802,000
and $303,000, respectively.  
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  December 31,  
  2008   2007  
  (In Thousands)  
Balance, beginning of year  $ 12,078 $ 14,514

Advances   22,579 35,552
Repayments   (18,723) (37,988)

   
 

   

Balance, end of year  $ 15,934 $ 12,078
   

 

   

    
  December 31,  
  2008   2007  
  (In Thousands)  
Furniture and equipment  $ 3,511 $ 2,849
Leasehold improvements   2,422 2,450
        

    5,933 5,299
Accumulated depreciation   (2,049) (1,123)
        

   $ 3,884  $ 4,176 
   

 

  

 

 

 
  (In Thousands) 
2009 $ 1,425
2010 1,476
2011 1,504
2012 1,528
2013 1,548
Thereafter   8,276 
   

 
 

  $ 15,757
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NOTE 5. DEPOSITS  

Deposits at December 31, 2008 and 2007 were as follows:  

The scheduled maturities of time deposits at December 31, 2008 were as follows:  

At December 31, 2008 and 2007, overdraft deposits reclassified to loans totaled $518,000 and $1,985,000, respectively.  
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  December 31,  
  2008   2007  
  (In Thousands)  
Noninterest-bearing demand  $ 121,459 $ 85,018
Interest bearing checking   749,856 605,788
Savings   777 319
Time   25,920 11,667
Time, $100,000 and over   139,307 59,891
   

 
  

 
 

   $1,037,319 $762,683
   

 

  

 

 

 
  (In Thousands) 
2009 $ 136,148
2010 16,520
2011 4,747
2012 5,900
2013   1,912 
   

 
 

  $ 165,227
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NOTE 6. FEDERAL FUNDS PURCHASED  

At December 31, 2008, the Company had available lines of credit totaling approximately $68.0 million with various financial institutions for
borrowing on a short-term basis, with no amount outstanding. These lines are subject to annual renewals with varying interest rates.  

NOTE 7. OTHER BORROWINGS  

At December 31, 2008 and 2007, the composition of other borrowings is presented below.  

The Company had a line of credit with a regional bank allowing for the borrowing of up to $5,000,000. The line was paid in full and
terminated in September 2008.  

Other borrowings as of December 31, 2008, consist of two advances from the Federal Home Loan Bank in the amount of $10 million each.
One has an original maturity of nine years, and the other has an original maturity of ten years.  

The Bank has pledged certain qualifying mortgage loans with an aggregate carrying value of $282.3 million as collateral under the
borrowing agreement with the FHLB. The Bank has borrowing capacity with the Federal Home Loan Bank of Atlanta totaling
$146.4 million at December 31, 2008.  

NOTE 8. SUBORDINATED DEBENTURES  

On September 2, 2008 the Company formed a wholly-owned grantor trust to issue cumulative trust preferred securities to the public. The
grantor trust invested the proceeds of the trust preferred securities in junior subordinated debentures of the Company. The trust preferred
securities can be redeemed prior to maturity (September 1, 2038) at the option of the Company on or after September 2, 2013. The sole
assets of the guarantor trust are the junior subordinated deferrable interest debentures of the Company (the “debentures”) held by the grantor 
trust. The debentures have the same interest rate (8.50%) as the trust preferred securities. The Company has the right to defer interest
payments on the debentures at any time or from time to time for a period not exceeding twenty consecutive quarters provided that no
extension may extend beyond the stated maturity of the related debentures. During such extension period, distributions on the trust preferred
certificates would also be deferred.  

The trust preferred securities are subject to mandatory redemption upon payment of the related debentures at their stated maturity date or
their earlier redemption at a redemption price equal to their liquidation amount plus accrued distributions to the date fixed for the
redemption upon concurrent repayment of the related debentures.  

Payment of periodic cash distributions and payment upon liquidation or redemption with respect to the trust preferred securities are
guaranteed by the Company to the extent of funds held by the grantor trust (the “Preferred Securities Guarantee”). The Preferred Securities 
Guarantee, when taken together with the Company’s other obligations under the debentures, constitutes a full and unconditional guarantee,
on a subordinated basis, by the Company of payments due on the trust preferred securities.  
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  2008   2007  
      Weighted       Weighted  
  Amount   Average Rate  Amount   Average Rate 
FHLB Advances     

Fixed rate, due 2012 and 2013 $20,000 3.13 % $ — —%
Borrowing from correspondent bank under line of credit   —   —   73   7.50 %
   

 
  

 
  

 
   

Total other borrowings $20,000 3.13 % $ 73 7.50 %
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The Company is required by the Federal Reserve Board to maintain certain levels of capital for bank regulatory purposes. The Federal
Reserve Board has determined that certain cumulative preferred securities having the characteristics of trust preferred securities qualify as
minority interests, which is included in tier 1 capital for bank and financial holding companies. In calculating the amount of Tier 1
qualifying capital, the trust preferred securities can only be included up to the amount constituting 25% of total Tier 1 capital elements
(including trust preferred securities). Such Tier 1 capital treatment provides the Company with a more cost-effective means of obtaining 
capital for bank regulatory purposes than if the Company were to issue preferred stock.  

The trust preferred securities and the related debentures were issued on September 2, 2008. Both financial instruments bear an identical
annual rate of interest of 8.50%. The dates of the distributions are March 1, June 1, September 1, and December 1 of each year. Interest on
the debentures is paid on corresponding dates. The aggregate amount of trust preferred certificates outstanding at September 30, 2008 was
$15,000,000. The aggregate principal amount of debentures outstanding was $15,463,418. In addition, the Company issued a total of 75,000
warrants, each with the right to purchase one share of the Company’s common stock for a purchase price of $25.00. The warrants were 
issued in increments of 500 for each $100,000 of trust preferred securities purchased. Each warrant is exercisable for a period beginning
upon its date of issuance and ending upon the later to occur of either (i) September 1, 2013 or (ii) such date which is sixty (60) days
following the date upon which the Company’s common stock becomes listed for trading upon a “national securities exchange” as defined 
under the Securities Exchange Act of 1934, as amended. The Company estimates the fair value of each warrant using a Black-Scholes-
Merton valuation model and determined the fair value per warrant to be $5.65. This total value of $423,000 was recorded as a discount and
reduced the net book value of the debentures to $15,052,000 with an offsetting increase to the Company’s additional paid-in capital. The 
discount will be amortized over a 3 year period. These warrants had no intrinsic value as of December 31, 2008.  

NOTE 9. DERIVATIVES  

Prior to 2008 the Company entered into an interest rate floor with a notional amount of $50 million in order to fix the minimum interest rate
on a corresponding amount of its floating-rate loans. The interest rate floor was sold in January 2008 and the related gain of $817,000 has 
been deferred and will be amortized to income over the remaining term of the original agreement which would have terminated on June 22,
2009. A gain of $544,000 was recognized in 2008.  

The Company has entered into agreements with secondary market investors to deliver loans on a “best efforts delivery” basis. When a rate is 
committed to a borrower, it is based on the best price that day and locked with the investor for the customer consisting of a 30-day period. In 
the event the loan is not delivered to the investor, the Company has no risk or exposure with the investor. The interest rate lock
commitments related to loans that are originated for later sale are classified as derivatives. The fair values of our agreements with investors
and rate lock commitments to customers as of December 31, 2008 and 2007 were not material.  

During 2008, the Company entered into interest rate swaps (“swaps”) to facilitate customer transactions and meet their financing needs. 
Upon entering into these swaps, the Company entered into offsetting positions with a regional correspondent bank in order to minimize the
risk to the Company. As of December 31, 2008, the Company was party to two swaps with notional amounts totaling approximately
$12.4 million with customers, and two swaps with notional amounts totaling approximately $12.4 million with a regional correspondent
bank. These swaps qualify as derivatives, but are not designated as hedging instruments. The Company has recorded $823,000 in other
assets and liabilities.  
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NOTE 10. EMPLOYEE AND DIRECTOR BENEFITS  

At December 31, 2008, the Company has a share-based compensation plan, which is described below. The compensation cost that has been
charged against income for the plan was $671,000, $540,000 and $297,000 for the years ended December 31, 2008, 2007 and 2006,
respectively.  

Stock Option Plan  

The Company’s 2005 Stock Incentive Plan (the “Plan”), originally permitted the grant of stock options to its officers, employees, directors
and organizers of the Company for up to 525,000 shares of common stock. However, upon shareholder approval during 2006, the 2005
stock incentive plan was amended in order to allow the Company to grant stock options for up to 1,025,000 shares of common stock. Both
incentive stock options and non-qualified stock options may be granted under the Plan. Option awards are generally granted with an exercise 
price equal to the estimated fair market value of the Company’s stock at the date of grant; those option awards vest in varying amounts from 
2007 through 2014 and are based on continuous service during that vesting period and have a ten-year contractual term. Dividends are not 
paid on unexercised options and dividends are not subject to vesting. The Plan provides for accelerated vesting if there is a change in control
(as defined in the Plan). There are 284,000 stock option shares available to be granted as of December 31, 2008.  

The Company has granted non-plan options to certain key relationships to purchase up to an aggregate amount of 55,000 shares of common 
stock at between $15.00 and $20.00 per share for 10 years. These options are non-qualified and not part of the 2005 Amended and Restated 
Stock Option Plan.  

The fair value of each stock option award is estimated on the date of grant using a Black-Scholes-Merton valuation model that uses the
assumptions noted in the following table. Expected volatilities are based on an index of Alabama traded community banks. The expected
term of options granted is based on the short-cut method and represents the period of time that options granted are expected to be 
outstanding. The risk-free rate for periods within the contractual life of the option is based on the U.S. Treasury yield curve in effect at the
time of grant.  

The weighted-average grant-date fair value of options granted during the years ended December 31, 2008, 2007 and 2006 was $6.58, $4.92, 
and $3.92, respectively.  
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 2008  2007 2006

Expected volatility  21.16 %  20.00 %  20.00 %
Expected dividends 0.50 %  0.50 % 0.50 %
Expected term (in years) 7 years  7 years 7 years
Risk-free rate 2.93 %  4.15 % 4.86 %
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Stock Option Plan (Continued)  

The following tables summarize the status of stock options granted by the Company:  

Exercisable options at December 31, 2008 were as follows:  

As of December 31, 2008, there was $2,034,000 of total unrecognized compensation cost related to nonvested share-based compensation 
arrangements granted under the Plan. The cost is expected to be recognized over a weighted-average period of 2.4 years. The total fair value 
of shares vested during the year ended December 31, 2008 was $199,000.  
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          Weighted     
          Average     
      Weighted   Remaining   Aggregate 
      Average   Contractual   Intrinsic  
  Shares   Exercise Price  Term (years)  Value  
Year Ended December 31, 2008:     

Outstanding at beginning of year 712,500 $ 13.12   8.4 $ 4,905
Granted 98,500 24.31   — —
Exercised — —   — —
Forfeited (15,000) 13.50   — —

               

Outstanding at end of year 796,000 14.50   7.7 $ 8,363
   

 

           

                  
Exercisable at end of year 68,598 $ 12.08   7.0 $ 886
      
Year Ended December 31, 2007     

Outstanding at beginning of year 517,000 $ 11.35   9.0 $ 1,894
Granted 201,500 17.56   — —
Exercised — —   — —
Forfeited   6,000   10.00   —   — 

   
 
           

Outstanding at end of year 712,500 13.12   8.4 $ 4,905
   

 

           

      
Exercisable at end of year 20,000 $ 10.00   7.3 $ 200
      
Year Ended December 31, 2006     

Outstanding at beginning of year 229,000 $ 10.00   9.3 $ —
Granted   304,000   12.30   —   — 
Exercised — —   — —
Forfeited (16,000) 10.06   — —

   
 
           

Outstanding at end of year 517,000 11.35   9.0 $ 1,894
   

 

           

      
Exercisable at end of year 10,000 $ 10.00   8.3 $ 50

                   
            Weighted     
        Average   
        Weighted   Remaining   Aggregate  

Range of       Average   Contractual   Intrinsic Value  
Exercise Price   Shares   Exercise Price Term (years)   (In Thousands)

$ 10.00   40,000  $ 10.00   6.4  $ 600 
 15.00   28,598  15.00 8.0  286
             

     68,598  7.0  $ 886
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NOTE 10. EMPLOYEE AND DIRECTOR BENEFITS — (Continued)  

Stock Warrants  

In recognition of the efforts and financial risks undertaken by the Company’s organizers, the Company granted organizers an opportunity to
purchase a total 60,000 shares of common stock at a price of $10, which was the fair market value of the Company’s common stock at the 
time of the date. The warrants fully vested on May 2, 2008, the third anniversary of the Bank’s incorporation, and will terminate on the tenth 
anniversary of the incorporation date. The total number of warrants outstanding at December 31, 2008 and 2007 was 60,000.  

As of December 31, 2008, all warrants were fully vested and related compensation expense recognized. The total fair value of shares vested
during the year ended December 31, 2008 was $38,000.  

The following tables summarize the status of stock warrants granted by the Company:  

The Company has a retirement savings 401(k) and profit sharing plan in which all employees may participate upon attaining one year of
service and the age of 21. For employees in service with the Company at June 15, 2005, the length of service and age requirements were
waived. The Company matches employees’ contributions based on a percentage of salary contributed by participants and may make 
additional discretionary profit sharing contributions. The Company’s expense for the plan was $303,000, $202,000 and $106,000 for 2008,
2007 and 2006, respectively.  
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          Weighted     
          Average     
 Weighted   Remaining
      Average   Contractual   Aggregate  
  Shares   Exercise Price  Term (years)  Intrinsic Value 
           (In Thousands) 
Year Ended December 31, 2008:     

Outstanding at beginning of year   60,000  $ 10.00   7.3  $ 600 
Granted — —   — —
Exercised — —   — —
Forfeited — —   — —

                

Outstanding at end of year   60,000  $ 10.00   6.3  $ 900 
   

 

            

      
Exercisable at end of year 60,000 $ 10.00   6.3 $ 900
                  
Year Ended December 31, 2007:     

Outstanding at beginning of year 60,000 $ 10.00   8.3 $ —
Granted — —   — —
Exercised — —   — —
Forfeited — —   — —

                

Outstanding at end of year 60,000 $ 10.00   7.3 $ 600
   

 

            

      
Exercisable at end of year 40,000 $ 10.00   7.3 $ 400
      
Year ended December 31, 2006:     

Outstanding at beginning of year 60,000 $ 10.00   9.3 $ —
Granted — —   — —
Exercised   —   —   —   — 
Forfeited — —   — —

   
 
            

Outstanding at end of year 60,000 $ 10.00   8.3 —
   

 

            

      
Exercisable at end of year 20,000 $ 10.00   8.3 $ 100
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NOTE 11. COMMON STOCK  

During 2006, the Bank completed a private placement of 963,607 shares of common stock. The shares were issued and sold at $15 per share
to accredited investors of which approximately 78,077 shares were purchased by directors, officers and their families. This sale of stock
resulted in net proceeds of $14,411,000. This includes stock offering expenses of $43,000.  

During 2007, the Bank completed private placements of 649,875 shares of common stock. The shares were issued and sold at $20 per share
to accredited investors of which approximately 184,875 shares were purchased by directors, officers and their families. This sale of stock
resulted in net proceeds of $12,946,000. This includes stock offering expenses of $51,000.  

On August 16, 2007 ServisFirst Bancshares, Inc. was formed with 100,000,000 authorized shares of common stock, par value $.001, and
issued 5,113,482 shares, and 5,000,000 shares of preferred stock, par value $.001, with no shares issued. On November 29, 2007, each share
of ServisFirst Bank’s $5 par value common stock was exchanged for one share of ServisFirst Bancshares, Inc. $0.001 common stock. (See
Note 18 of Notes to Consolidated Financial Statements).  

During 2008, the Company completed private placements of 260,540 shares of common stock. The shares were issued and sold at $25 per
share to accredited investors of which approximately 78,400 shares were purchased by directors, officers and their families. This sale of
stock resulted in net proceeds of $6,474,000. This includes stock offering expenses of $39,000.  

NOTE 12. REGULATORY MATTERS  

The Bank is subject to dividend restrictions set forth by the Alabama State Banking Department. Under such restrictions, the Bank may not,
without the prior approval of the Alabama State Banking Department, declare dividends in excess of the sum of the current year’s earnings 
plus the retained earnings from the prior two years. Based on this, the Bank would be limited to paying $14.8 million in dividends as of
December 31, 2008.  

The Company and the Bank are subject to various regulatory capital requirements administered by the state and federal banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory and possible additional discretionary actions by regulators that
if undertaken, could have a direct material effect on the Bank and the financial statements. Under regulatory capital adequacy guidelines and
the regulatory framework for prompt corrective action, the Bank must meet specific capital guidelines involving quantitative measures of the
Bank’s assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices. The Bank’s capital 
amounts and classification under the prompt corrective guidelines are also subject to qualitative judgments by the regulators about
components, risk weightings, and other factors.  

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to maintain minimum
amounts and ratios (set forth in the table below) of total risk-based capital and Tier 1 capital to risk-weighted assets (as defined in the 
regulations), and Tier 1 capital to adjusted total assets (as defined). Management believes, as of December 31, 2008, that the Company and
the Bank meets all capital adequacy requirements to which they are subject.  

As of December 31, 2008, the most recent notification from the Federal Deposit Insurance Corporation categorized the Bank as well
capitalized under the regulatory framework for prompt corrective. To remain categorized as well capitalized; the Bank will have to maintain
minimum total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as disclosed in the table below. Management believes that it is well 
capitalized under the prompt corrective action provisions as of December 31, 2008.  
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NOTE 12. REGULATORY MATTERS — (Continued)  

The Company’s and the Bank’s actual capital amounts and ratios are presented in the following table:  
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                  To Be Well Capitalized Under
                  Prompt Corrective Action
  Actual  For Capital Adequacy Purposes  Provisions
  Amount  Ratio  Amount  Ratio  Amount  Ratio

As of December 31, 2008:          
Total Capital to Risk Weighted 

Assets:          
Consolidated  $111,424  11.25 % $79,247 8.00 %  $99,058 10.00 %
ServisFirst Bank  110,242  11.14 % 79,182 8.00 %   98,977 10.00 %

Tier I Capital to Risk Weighted 
Assets:          
Consolidated  100,822  10.18 % 39,623 4.00 %   59,435 6.00 %
ServisFirst Bank  99,640  10.07 % 39,591 4.00 %   59,386 6.00 %

Tier I Capital to Average Assets:          
Consolidated  100,822  9.01 % 44,746 4.00 %   55,933 5.00 %
ServisFirst Bank  99,640  8.91 % 44,746 4.00 %   55,933 5.00 %

           
As of December 31, 2007:                         

Total Capital to Risk Weighted 
Assets:          
Consolidated  78,978  11.22 % 56,306 8.00 %   N/A N/A
ServisFirst Bank  79,035  11.22 % 56,306 8.00 %   70,382 10.00 %

Tier I Capital to Risk Weighted 
Assets:          
Consolidated   71,246   10.12 %  28,152   4.00 %   N/A   N/A 
ServisFirst Bank  71,303  10.12 % 28,152 4.00 %   42,229 6.00 %

Tier I Capital to Average Assets:          
Consolidated  71,246  8.40 % 28,152 4.00 %   N/A N/A
ServisFirst Bank  71,246  8.40 % 28,152 4.00 %   35,082 5.00 %
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NOTE 13. OTHER OPERATING INCOME AND EXPENSES  

The major components of other operating income and expense included in noninterest income and noninterest expense are as follows:  

NOTE 14. INCOME TAXES  

The components of income tax expense (benefit) are as follows:  
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  Years Ended December 31,  
  2008   2007   2006  
  (In Thousands)  
Other operating income     

Mortgage fee income $ 995  $ 654 $ 470
Merchant Services income 477   195 63
Loss on sale of other real estate owned (180)   — —
Other 142   8 2

   
 
  

 
  

 
 

  $ 1,434  $ 857 $ 535
   

 

  

 

  

 

 

      
Other operating expenses     

Postage $ 105  $ 129 $ 71
Telephone 206   130 81
Data Processing 1,341   718 442
FDIC insurance 568   203 36
Expense to carry other real estate owned   1,619   13   19 
Recording fees 288   202 172
Supplies 274   205 176
Customer and public relations 409   335 199
Marketing 318   272 347
Sales and use tax 243   190 111
Donations and contributions 205   147 77
Directors fees   198   96   45 
Other 1,107   754 342

   
 
  

 
  

 
 

  $ 6,881  $ 3,394 $ 2,118
   

 

  

 

  

 

 

     
  Years Ended December 31,  
 2008   2007 2006
  (In Thousands)  
Current $ 5,062  $ 4,188 $ 3,026
Deferred   (1,237)   (1,036)   (837)
   

 
  

 
  

 
 

Income tax expense $ 3,825  $ 3,152 $ 2,189
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NOTE 14. INCOME TAXES — (Continued)  

The Company’s total income tax expense differs from the amounts computed by applying the Federal income tax statutory rates to income 
before income taxes. A reconciliation of the differences is as follows:  

82  

    
  Year Ended December 31, 2008  
      % of Pre-tax 
  Amount   Earnings  
  (In Thousands)  
Income tax at statutory federal rate  $ 3,683 34.00 %
Effect on rate of:    

State income tax, net of federal tax effect   191 1.76 %
Tax-exempt income, net of expenses   (278) -2.57 %

Incentive stock option expense   177   1.64 %
Other   52 0.48 %
   

 
   

Effective income tax and rate  $ 3,825 35.31 %
   

 

   

    
  Year Ended December 31, 2007  
      % of Pre-tax 
  Amount   Earnings  
  (In Thousands)  
Income tax at statutory federal rate  $ 2,941 34.00 %
Effect on rate of:    

State income tax, net of federal tax effect   165 1.91 %
Tax-exempt income, net of expenses   (102) -1.18 %

Incentive stock option expense   163   1.88 %
Other   (15) -0.18 %
   

 
   

Effective income tax and rate  $ 3,152 36.43 %
   

 

   

    
  Year Ended December 31, 2006  
      % of Pre-tax 
  Amount   Earnings  
  (In Thousands)  
Income tax at statutory federal rate  $ 2,129 34.00 %
Effect on rate of:    

State income tax, net of federal tax effect   154 2.70 %
Tax-exempt income, net of expenses   (175)   -8.26 %

Incentive stock option expense   86 1.50 %
Other   (5) -1.13 %
   

 
   

Effective income tax and rate  $ 2,189 28.81 %
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NOTE 14. INCOME TAXES — (Continued)  

The components of net deferred tax asset are as follows:  

The Company believes the net deferred tax asset is recoverable as of December 31, 2008 and 2007 based on the expectation of future taxable
income and other relevant considerations.  

NOTE 15. COMMITMENTS AND CONTINGENCIES  

Loan Commitments  

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing needs of 
its customers. These financial instruments include commitments to extend credit, credit card arrangements, and standby letters of credit.
Such commitments involve, to varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the balance
sheets. A summary of the Company’s commitments and contingent liabilities is approximately as follows:  

Commitments to extend credit, credit card arrangements, commercial letters of credit and standby letters of credit all include exposure to
some credit loss in the event of nonperformance of the customer. The Company uses the same credit policies in making commitments and
conditional obligations as it does for on-balance sheet financial instruments. Because these instruments have fixed maturity dates, and
because many of them expire without being drawn upon, they do not generally present any significant liquidity risk to the Company.  
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  December 31,  
  2008   2007  
  (In Thousands)  
Other real estate  $ 309 $ —
Start-up costs   154 168
Net unrealized (gains) losses on securities available for sale and cash flow hedge   (496) (412)
Depreciation   (195) (107)
Deferred loan fees   131 299
Allowance for loan losses   3,649   2,422 
Nonqualified equity awards   116 41
Other   (83) 21
     

 
 

Net deferred income tax assets  $ 3,585 $ 2,432
     

 

 

    
  December 31,  
  2008   2007  
  (In Thousands)  
Commitments to extend credit  $294,502 $291,937
Credit card arrangements   11,323   5,849 
Standby letters of credit   32,655 21,010
     

 
 

   $338,480 $318,796
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NOTE 16. CONCENTRATIONS OF CREDIT  

The Company originates primarily commercial, residential, and consumer loans to customers in the Company’s market area. The ability of 
the majority of the Company’s customers to honor their contractual loan obligations is dependent on the economy in this area.  

The Company’s loan portfolio is primarily concentrated in loans secured by real estate of which 64% is secured by real estate in the 
Company’s primary market area. In addition, a substantial portion of the other real estate owned is located in that same market. Accordingly,
the ultimate collectability of the loan portfolio and the recovery of the carrying amount of other real estate owned are susceptible to changes
in market conditions in the Company’s primary market area.  

NOTE 17. EARNINGS PER SHARE  

A reconciliation of the numerators and denominators of the earnings per common share and earnings per common share assuming dilution
computations are presented below.  

NOTE 18 RELATED PARTY TRANSACTIONS  

Loans  

As more fully described in Note 3, the Company had outstanding loan balances to related parties as of December 31, 2008 and 2007 in the
amount of $15,934,000 and $12,078,000, respectively.  

NOTE 19. FAIR VALUE MEASUREMENT  

Effective January 1, 2008, the Company adopted the methods of fair value as described in SFAS No. 157, Fair value Measurements, to 
value its financial assets and financial liabilities measured at fair value. As defined in SFAS No. 157, fair value is based on the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement
date. In order to increase consistency and comparability in fair value measurements, SFAS No.157 establishes a fair value hierarchy that
prioritizes observable and unobservable inputs used to measure fair value into three broad levels, which are described below:  

Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or liabilities. The fair value
hierarchy gives the highest priority to Level 1 inputs.  
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  Years Ended December 31,  
  2008   2007   2006  
  (In Thousands, except share and per share amounts)  
Earnings per Share     
Weighted average common shares outstanding 5,114,194   4,617,422 3,831,881
   

 

    

 

 

Net income $ 7,005  $ 5,497 $ 4,071
   

 

    

 

 

Basic earnings per share $ 1.37  $ 1.19 $ 1.06
   

 

    

 

 

      
Weighted average common shares outstanding   5,114,194   4,617,422   3,831,881 
Dilutive effects of assumed conversions and exercise of stock options and warrants 224,689   104,442 14,230
   

 
    

 
 

Weighted average common and dilutive potential common shares outstanding 5,338,883   4,721,864 3,846,111
   

 

    

 

 

Net income $ 7,005  $ 5,497 $ 4,071
   

 

    

 

 

Diluted earnings per share $ 1.31  $ 1.16 $ 1.06
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Level 2: Observable prices that are based on inputs not quoted on active markets, but corroborated by market data.  

Level 3: Unobservable inputs are used when little or no market data is available. The fair value hierarchy gives the lowest priority to Level 3
inputs.  

In determining fair value, the Company utilizes valuation techniques that maximize the use of observable inputs and minimize the use of
unobservable inputs to the extent possible, as well as considers counterparty credit risk in its assessment of fair value.  

The following table presents the fair value hierarchy of financial assets and financial liabilities measured at fair value as of December 31,
2008:  

During 2008, the Company recognized losses related to impaired loans that are measured at fair value on a nonrecurring basis. For the year
ended December 31, 2008, $1,125,000 was recognized as specific allocation to the allowance for loan losses.  

NOTE 20. FAIR VALUE OF FINANCIAL INSTRUMENTS  

The fair value of a financial instrument is the current amount that would be exchanged between willing parties, other than in a forced
liquidation. Fair value is best determined based upon quoted market prices. However, in many instances, there are no quoted market prices
for the Company’s various financial instruments. In cases where quoted market prices are not available, fair values are based on estimates
using present value or other valuation techniques. Those techniques are significantly affected by the assumptions used, including the
discount rate and estimates of future cash flows. Accordingly, the fair value estimates may not be realized in an immediate settlement of the
instrument. SFAS No. 107, Disclosures about Fair Values of Financial Instruments, excludes certain financial instruments and all 
nonfinancial instruments from its disclosure requirements. Accordingly, the aggregate fair value amounts presented may not necessarily
represent the underlying fair value of the Company.  

The following methods and assumptions were used by the Company in estimating its fair value disclosures for financial instruments.  

Cash and cash equivalents: The carrying amounts reported in the statements of financial condition for cash and cash equivalents
approximate those assets’ fair values.  

Investment securities: Fair values for investment securities are based on quoted market prices, where available. If a quoted market price is 
not available, fair value is based on quoted market prices of comparable instruments.  
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  (In Thousands)  
  Quoted Prices in          
  Active Markets   Significant Other  Significant     
  for identical   Observable   Unobservable     
  Assets (Level 1)   Inputs (Level 2)   Inputs (Level 3)  Total  
Assets measured on a recurring basis:     

Available for sale securities $ — $ 102,339  $ — $102,339
   

 

    

 

  

 

 

      
Assets measured on a nonrecurring basis:     

Impaired loans — —   15,880 15,880
   

 

    

 

  

 

 

 

(1)  The Company chose not to elect the fair value option as prescribed by SFAS No. 159 for its financial assets and financial liabilities that
had not been previously carried at fair value. 
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Restricted equity securities: Fair values for other investments are considered to be their cost.  

Loans: For variable-rate loans that re-price frequently and with no significant change in credit risk, fair value is based on carrying amounts. 
The fair value of other loans (for example, fixed rate commercial real estate, mortgage loans, and industrial loans) is estimated using
discounted cash flow analysis, based on interest rates currently being offered for loans with similar terms to borrowers of similar credit
quality. Loan fair value estimates include judgments regarding future expected loss experience and risk characteristics. Fair value for
impaired loans is estimated using discounted cash flow analysis, or underlying collateral values, where applicable.  

Derivatives: The fair value of the derivative agreements are based on quoted prices from an outside third party.  

Accrued interest and dividends receivable: The carrying amount of accrued interest and dividends receivable approximates its fair value.  

Deposits: The fair value disclosed for demand deposits is, by definition, equal to the amount payable on demand at the reporting date (that
is, their carrying amounts). The carrying amounts of variable-rate, fixed-term money market accounts and certificates of deposit 
approximate their fair values. Fair values for fixed-rate certificates of deposit are estimated using a discounted cash flow calculation that 
applies interest rates currently offered on certificates to a schedule of aggregated expected monthly maturities on time deposits.  

Other borrowings: The fair value of other borrowings are estimated using discounted cash flow analysis, based on interest rates currently 
being offered by the Federal Home Loan Bank for borrowings of similar terms as those being valued.  

Trust preferred securities: The fair value of trust preferred securities are estimated using a discounted cash flow analysis, based on interest
rates currently being offered on the best alternative debt available at the measurement date.  

Accrued interest payable: The carrying amount of accrued interest payable approximates its fair value.  

Loan commitments: The fair values of the Company’s off-balance sheet financial instruments are based on fees currently charged to enter 
into similar agreements. Since the majority of the Company’s other off-balance-sheet instruments consist of non-fee-producing, variable-rate 
commitments, the Bank has determined they do not have a distinguishable fair value.  
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The carrying amount and estimated fair value of the Company’s financial instruments were as follows:  

NOTE 21. BUSINESS COMBINATION  

During the second quarter of 2007 the shareholders approved the formation of a holding company for the Bank. On November 29, 2007,
each share of the Bank’s $5 par value common stock was exchanged for one share of the Company’s $0.001 common stock. The 
combination was accounted for by transferring the net assets of the Bank to the Company at the carrying amount. The net income of the
Bank prior to the combination was $4,963,000 and has been included in the consolidated statements of income for the year ended
December 31, 2007.  

NOTE 22. PARENT COMPANY FINANCIAL INFORMATION  

BALANCE SHEETS 
(In Thousands)  
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  December 31,  
  2008   2007  
  Carrying       Carrying     
  Amount   Fair Value   Amount   Fair Value  
  (In Thousands)  
Financial Assets:     

Cash and short-term investments $ 72,918 $ 72,918  $ 66,422 $ 66,422
Investment securities 102,339 102,339   87,233 87,233
Restricted equity securities 2,659 2,659   1,202 1,202
Mortgage loans held for sale 3,320 3,320   2,463 2,463
Loans, net 957,631 979,656   667,549 669,300
Accrued interest and dividends receivable   4,026   4,026   3,949   3,949 
Derivative 823 823   796 796

     
 
    

 
 

  $1,143,716 $1,165,741  $829,614 $831,365
     

 

    

 

 

      
Financial Liabilities $1,037,319 $1,038,502  $762,683 $763,368

Deposits 20,000 20,270   — —
Borrowings 15,087 12,544   — —
Trust preferred securities   1,280   1,280   782   782 
Accrued interest payable 823 823   796 796

     
 
    

 
 

Derivative $1,074,509 $1,073,419  $764,261 $764,946
     

 

    

 

 

    
  December 31  
  2008   2007  
Assets    

Cash and due from banks  $  561 $ 1
Investment in subsidiary   100,602 72,304
Other assets   812   32 

   
 
  

 
 

Total assets   101,975 72,337
   

 

  

 

 

     
Liabilities    

Other borrowings   15,087 73
Other liabilities   105 17

        

    15,192 90
   

 

  

 

 

     
Stockholders’ equity    
Common stock   5 5
Paid in capital   70,729 63,159
Retained earnings   15,087 8,082
Accumulated other comprehensive income   962 1,001
        

Total stockholders’ equity   86,783 72,247
   

 
  

 
 

Total liabilities and stockholders’ equity  $101,975 $72,337
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NOTE 22. PARENT COMPANY FINANCIAL INFORMATION (Continued)  

STATEMENTS OF INCOME 
In Thousands  

STATEMENTS OF CASH FLOWS 
(In Thousands)  

88

         
  2008   2007  
Income    

Dividends received from subsidiary  $ 850 $ —
Other income    330 —

        

Total income    880   — 
   

 
  

 
 

     
Expense    

Interest on other borrowing   12 1
Other operating expenses    867 88

   
 
  

 
 

Total expense    879 89
        

Income before income taxes and equity in undistributed earnings of subsidiary   1   (89)
   

 
  

 
 

Income tax benefit   (313) (33)
        

Income before equity in undistributed earnings of subsidiary    314   (56)
   

 
  

 
 

Equity in undistributed earnings of subsidiary   6,691 590
        

Net income  $ 7,005 $ 534
   

 

  

 

 

    
  2008   2007  
Operating activities         
Net income  $ 7,005 534

Other   (180) (16)
Equity in undistributed earnings of subsidiary   (6,691) (590)

       

Net cash provided by (used in) operating activities   134   (72)
     

 
 

Investing activities    
Investment in subsidiary   (20,975) —

       

Net cash used in investing activities   (20,975) —
     

 
 

Financing activities    
Proceeds from other borrowings   317 73
Repayment of borrowings   (390)   — 
Proceeds from issuance of trust preferred securities   15,000 —
Proceeds from issuance of common stock   6,474 —

     
 
 

Net cash provided by financing activities   21,401 73
       

Increase in cash and cash equivalents  $ 560 $ 1
Cash and cash equivalents at beginning of year   1 —
       

Cash and cash equivalents at end of year  $ 561  $ 1 
     

 

 



                    

SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)  

     The following table sets forth certain unaudited quarterly financial data derived from our consolidated financial statements. The following
data is only a summary and should be read with our historical consolidated financial statements and related notes continued in this annual
report on Form 10-K.  

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.  

     There were no changes in or disagreements with accountants regarding accounting and financial disclosure matters during the year ended
December 31, 2008.  

ITEM 9A. CONTROLS AND PROCEDURES.  

Evaluation of Disclosure Controls and Procedures  

     Our management, under supervision and with the participation of the Chief Executive Officer and the Chief Financial Officer, evaluated the
effectiveness of our disclosure controls and procedures, as defined under Exchange Act Rule 13a-15(e). Based upon this evaluation, the Chief 
Executive Officer and Chief Financial Officer concluded that, as of December 31, 2008, the disclosure controls and procedures were effective
to ensure that information required to be disclosed in our Exchange Act reports are recorded, processed, summarized and reported within the
time periods specified in the Securities Exchange Commission’s rules and forms.  

Management’s Report On Internal Control Over Financial Reporting  

     Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as defined under
Exchange Act Rules 13a-15(f) and 14d-14(f). Our internal control over financial reporting is designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles.  

     Our Annual Report does not include a report of management’s assessment regarding internal control over financial reporting or an
attestation report of the Company’s registered public accounting firm due to a transition period established by rules of the Securities and 
Exchange Commission for newly public companies.  

Changes in Internal Control Over Financial Reporting  

     There have been no changes in our internal controls over financial reporting that occurred during our most recent fiscal quarter that has
materially affected, or is reasonably likely to materially affect, our internal controls over financial reporting.  
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  2008 Quarter Ended
  (Dollars in Thousands, except per share data)
  March 31  June 30  September 30  December 31

Interest Income $13,835 $13,341 $13,881 $14,393
Interest Expense 5,748 4,647  5,004 5,075
Net Interest Income 8,087 8,694  8,877 9,318
Provision for Loan Loss 1,383 2,137  1,381 1,373
Net Income 1,570 1,750  1,724 1,961
Income Per Share, basic 0.31 0.34  0.34 0.38
Income Per Share, diluted   0.30   0.33   0.32   0.36 
    
  2007 Quarter Ended
  (Dollars in Thousands, except per share data)
  March 31  June 30  September 30  December 31

Interest Income $10,882 $12,194 $13,816 $14,525
Interest Expense 5,225 6,133  7,099 7,415
Net Interest Income 5,657 6,061  6,717 7,110
Provision for Loan Loss 643 816  1,041 1,041
Net Income 1,509 1,294  1,264 1,430
Income Per Share, basic   0.32   0.28   0.27   0.32 
Income Per Share, diluted 0.32 0.28  0.26 0.30



                    

ITEM 9B. OTHER INFORMATION.  

     None.  

PART III  

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.  

     We respond to this Item by incorporating by reference the material responsive to this Item in our definitive proxy statement to be filed with
the Securities and Exchange Commission in connection with our 2009 Annual Meeting of Shareholders.  

Code of Ethics  

     Our Board of Directors has adopted a Code of Ethics that applies to all of our employees, officers and directors. The Code of Ethics covers
compliance with law; fair and honest dealings with us, with competitors and with others; fair and honest disclosure to the public; and
procedures for compliance with the Code of Ethics. A copy of the Code of Ethics has been filed as Exhibit 14 to this Form 10-K.  

Executive Officers of the Registrant  

     The business experience of our executive officers, who are not also directors, is set forth below.  

     William Foshee – Mr. Foshee has served as our Executive Vice President, Chief Financial Officer, Treasurer and Secretary since 2007 and 
as Executive Vice President, Chief Financial Officer, Treasure and Secretary of the Bank since 2005. Mr. Foshee served as the Chief Financial
Officer of Heritage Financial Holding Corporation from 2002 until it was acquired in 2005. Mr. Foshee received a Bachelor of Science in
Accounting from Auburn University and is a C.P.A.  

     Clarence C. Pouncey, III – Mr. Pouncey has served as our Executive Vice President and Chief Operating Officer since 2007 and Executive
Vice President and Chief Operating Officer of the Bank since November 2006 and Chief Risk Officer of the Bank from March 2006 until
November 2006. Prior to jointing the Bank, Mr. Pouncey was employed by SouthTrust Bank (now Wells Fargo Bank) in various capacities
from 1978 to 2006, most recently as the Senior Vice President and Regional Manager of Real Estate Financial Services. Mr. Pouncey received
a Bachelor of Science degree from the University of Alabama and a diploma from the Graduate School of Banking at Southern Methodist
University.  

     Andrew N. Kattos – Mr. Kattos has served as Executive Vice President and Huntsville President and Chief Executive Officer of the Bank
since April 2006. Prior to joining the Bank, Mr. Kattos was employed by First Commercial Bank for 14 years, most recently as an Executive
Vice President and Senior Lender in the Commercial Lending Department. Mr. Kattos received a Bachelor of Science in Finance from the
University of Alabama in Huntsville and received a diploma from The Graduate School of Banking at Louisiana State University. Mr. Kattos
also serves on the advisory council of the University of Alabama in Huntsville School of Business.  

     G. Carlton Barker – Mr. Barker has served as Executive Vice President and Montgomery President and Chief Executive Officer of the
Bank since February 1, 2007. Prior to joining the Bank, Mr. Barker was employed by Regions Bank for 19 years in various capacities most
recently as the Regional President for the Southeast Alabama Region. Mr. Barker received a Bachelor of Science in Business Administration
from Huntingdon College and a graduate degree in banking at the Stonier Graduate School of Banking at Rutgers University. Mr. Barker also
serves on the Huntingdon College Board of Trustees and on the Board of Directors of the Alabama State Banking Board.  

     Ronald A. DeVane – Mr. DeVane has served as Executive Vice President and Dothan President and Chief Executive Officer of the Bank
since August 2008. Prior to joining the Bank, Mr. DeVane held various positions with Wachovia Bank and SouthTrust Bank until his
retirement in 2006, including CEO for Wachovia Midsouth Region which encompassed Alabama, Tennessee, Mississippi and the Florida
panhandle from September 2004 until 2006, CEO of the Community Bank Division of SouthTrust from January 2004 until September 2004,
and CEO for SouthTrust Bank of Atlanta and North Georgia from July 2002 until December 2003. Mr. DeVane graduated from Troy
University and majored in Business Administration. Mr. DeVane is a Trustee at Samford University, a member of the Troy University
Foundation Board, a Trustee of the Southeast Alabama Medical Center Foundation Board, and a Board Member of the National Peanut Festival
Association.  
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ITEM 11. EXECUTIVE COMPENSATION.  

     We respond to this Item by incorporating by reference the material responsive to this Item in our definitive proxy statement to be filed with
the Securities and Exchange Commission in connection with our 2009 Annual Meeting of Shareholders.  

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.  

     We respond to this Item by incorporating by reference the material responsive to this Item in our definitive proxy statement to be filed with
the Securities and Exchange Commission in connection with our 2009 Annual Meeting of Shareholders.  

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE.  

     We respond to this Item by incorporating by reference the material responsive to this Item in our definitive proxy statement to be filed with
the Securities and Exchange Commission in connection with our 2009 Annual Meeting of Shareholders.  

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.  

     We respond to this Item by incorporating by reference the material responsive to this Item in our definitive proxy statement to be filed with
the Securities and Exchange Commission in connection with our 2009 Annual Meeting of Shareholders  

PART IV  

ITEM 15. FINANCIAL STATEMENTS AND EXHIBITS.  

          (a) The following financial statements are filed as a part of this registration statement:  

          (b) The following exhibits are furnished with this registration statement.  
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2.1   Plan of Reorganization and Agreement of Merger dated August 29, 2007(1)

    
3.1   Certificate of Incorporation(1)

    
3.2   Certificate of Amendment to Certificate of Incorporation(1)

    
3.3   Bylaws(1)
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EXHIBIT NO.  NAME OF EXHIBIT

  
4.1   Common stock certificate(1)

    
4.2   Certain provisions from the Certificate of Incorporation(1)

    
4.3   Revised Common Stock Certificate(2)

    
4.4   Amended and Restated Trust Agreement of ServisFirst Capital Trust I dated September 2, 2008(3)

    
4.5   Indenture dated September 2, 2008(3)

    
4.6   Guarantee Agreement dated September 2, 2008(3)

  
4.7   Form of Common Stock Purchase Warrant dated September 2, 2008(3)

    
10.1   2005 Amended and Restated Stock Incentive Plan(1)*

    
10.2   Change in Control Agreement with William M. Foshee dated May 20, 2005(1)*

    
10.3   Change in Control Agreement with Clarence C. Pouncey III dated June 6, 2006(1)*

    
10.4   Employment Agreement of Andrew N. Kattos dated April 27, 2006(1)*

    
10.5   Employment Agreement of G. Carlton Barker February 1, 2007(1)*

    
11  

 
Statement Regarding Computation of Earnings Per Share is included herein at Note 16 to the Financial Statements in 
Item 8.

    
14   Code of Ethics for Principal Financial Officers
    

21   List of Subsidiaries
    

24   Power of Attorney
    

31.1   Section 302 Certification of Chief Executive Officer
    

31.2   Section 302 Certification of Chief Financial Officer
    

32.1   Section 906 Certification of Chief Executive Officer
    

32.2   Section 906 Certification of Chief Financial Officer

 

(1)  Previously filed as an exhibit to ServisFirst Bancshares, Inc.’s Registration Statement on Form 10, as filed with the Securities and
Exchange Commission on March 28, 2008, and incorporated herein by reference.

 

(2)  Previously filed as an exhibit to ServisFirst Bancshares, Inc.’s Form 8-K, as filed with the Securities and Exchange Commission on 
September 15, 2008, and incorporated herein by reference. 

 

(3)  Previously filed as an exhibit to ServisFirst Bancshares, Inc.’s Form 8-K, as filed with the Securities and Exchange Commission on 
September 3, 2008, and incorporated herein by reference.

 

*  Management contract or compensatory plan arrangements.



                    

SIGNATURES  

     Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.  

Dated: March 10, 2009  

     Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf
of the Registrant and in the capacities and on the date indicated.  
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 SERVISFIRST BANCSHARES, INC.  

 By:  /s/ Thomas A. Broughton, III   
 Thomas A. Broughton, III 
 President and Chief Executive Officer 
 

     
Signature  Title  Date
      
/s/ Thomas A. Broughton, III 
  

Thomas A. Broughton, III   
President, Chief Executive Officer and Director 
(Principal Executive Officer)  

March 10, 2009

      
/s/ William M. Foshee 
  

William M. Foshee  
 

Executive Vice President and Chief Financial 
Officer (Principal Financial Officer and Principal 
Accounting Officer)  

March 10, 2009

      
* 
  

Stanley M. Brock   
Chairman of the Board  

 
March 10, 2009

      
* 
  

Michael D. Fuller   
Director  

 
March 10, 2009

      
* 
  

James J. Filler   
Director  

 
March 10, 2009

      
* 
  

Joseph R. Cashio   
Director  

 
March 10, 2009

      
* 
  

Hatton C. V. Smith   
Director  

 
March 10, 2009

 

*  The undersigned, acting pursuant to a Power of Attorney, have signed this Annual Report on Form 10-K for and on behalf of the persons 
indicated above as such persons’ true and lawful attorney-in-fact and in their names, places and stated, in the capacities indicated above 
ad on the date indicated below. 

   
/s/ William M. Foshee 
  

William M. Foshee   
 

Attorney-in-Fact   
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EXHIBIT 14

ServisFirst Bancshares, Inc.  

Code of Business Conduct and Ethics  

     The Board of Directors of ServisFirst Bancshares, Inc. (with its subsidiaries, the “Company”) has adopted this code of ethics (this “Code”) 
to:  

     All directors, officers and employees of the Company are expected to be familiar with this Code and to adhere to those principles and
procedures set forth in this Code that apply to them.  

     For purposes of this Code, the “Code of Ethics Contact Person” will be the Company’s “Employee Hotline” unless another contact person is
specified in this Code for certain reports or such specified person is unavailable.  

     From time to time, the Company may waive some provisions of this Code. Any waiver of this Code for executive officers or directors of the
Company may be made only by the Board of Directors or an appropriate committee of the Board and must be promptly disclosed as required
by SEC rules. Any waiver for other employees may be made only by a committee of the Board or an officer of the Company specifically
granted such authority.  

I. Honest and Candid Conduct  

     Each director, officer and employee owes a duty to the Company to act with integrity. Integrity requires, among other things, being honest
and candid. Deceit and subordination of principle are inconsistent with integrity.  

     Each director, officer and employee must:  

1

 •  promote honest and ethical conduct, including fair dealing and the ethical handling of conflicts of interest; 
 

 •  promote full, fair, accurate, timely and understandable disclosure;
 

 •  promote compliance with applicable laws and governmental rules and regulations;
 

 •  ensure the protection of the Company’s legitimate business interests, including corporate opportunities, assets and confidential 
information; and 

 

 •  deter wrongdoing. 

 •  act with integrity, including being honest and candid while still maintaining the confidentiality of information where required or
consistent with the Company’s policies; 



                    

II. Conflicts of Interest  

     A “conflict of interest” occurs when an individual’s private interest interferes or appears to interfere with the interests of the Company. A
conflict of interest can arise when a director, officer or employee takes actions or has interests that may make it difficult to perform his or her
Company work objectively and effectively. For example, a conflict of interest would arise if a director, officer or employee, or a member or his
or her family, receives improper personal benefits as a result of his or her position in the Company. Any material transaction or relationship
that could reasonably be expected to give rise to a conflict of interest should be discussed with the Company’s Chief Financial Officer, or, if he 
is not available, the Director of Human Resources.  

     Service to the Company should never be subordinated to personal gain and advantage. Conflicts of interest should, wherever possible, be
avoided.  

     In particular, clear conflict of interest situations involving directors, executive officers and other employees who occupy supervisory
positions or who have discretionary authority in dealing with any third party specified below may include the following:  

Such situations, if material, should always be discussed with the Company’s Chief Financial Officer, or, if he is not available, the Director of 
Human Resources.  

     Anything that would present a conflict for a director, officer or employee would likely also present a conflict if it is related to a member of
his or her family.  
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 •  observe both the form and spirit of laws and governmental rules and regulations, accounting standards and Company policies; and 
 

 •  adhere to a high standard of business ethics. 

 •  any significant ownership interest in any supplier or customer;
 

 •  any consulting or employment relationship with any customer, client, supplier or competitor;
 

 •  any outside business activity that detracts from an individual’s ability to devote appropriate time and attention to his or her 
responsibilities with the Company;

 

 •  the receipt of non-nominal gifts or excessive entertainment from any company with which the Company has current or prospective 
business dealings; 

 

 •  being in the position of supervising, reviewing or having any influence on the job evaluation, pay or benefit of any immediate family
member; and 

 

 •  selling anything to the Company or buying anything from the Company, except on the same terms and conditions as comparable 
directors, officers or employees are permitted to so purchase or sell.



  

III. Disclosure  

     Each director, officer or employee materially involved in the Company’s disclosure process, including the Chief Executive Officer, the
President, the Chief Financial Officer and the Chief Accounting Officer or any other officer serving a similar function (the “Senior Financial 
Officers”), is required to be familiar with and comply with the Company’s disclosure controls and procedures and internal control over 
financial reporting, to the extent relevant to his or her area of responsibility, so that the Company’s public reports and documents filed with the 
Securities and Exchange Commission (the “SEC”) comply in all material respects with the applicable federal securities laws and SEC rules. In
addition, each such person having direct or supervisory authority regarding these SEC filings or the Company’s other public communications 
concerning its general business, results, financial condition and prospects should, to the extent appropriate within his or her area of
responsibility, consult with other Company officers and employees and take other appropriate steps regarding these disclosures with the goal of
making full, fair, accurate, timely and understandable disclosure.  

     Each director, officer or employee who is involved in the Company’s disclosure process, including without limitation the Senior Financial
Officers, must:  

IV. Compliance  

     It is the Company’s policy to comply with all applicable laws, rules and regulations. It is the personal responsibility of each employee, 
officer and director to adhere to the standards and restrictions imposed by those laws, rules and regulations.  

     It is against Company policy and in many circumstances illegal for a director, officer or employee to profit from undisclosed information
relating to the Company or any other company. Any director, officer or employee may not purchase or sell any of the Company’s securities 
while in possession of material nonpublic information relating to the Company. Also, any director, officer or employee may not purchase or
sell securities of any other company while in possession of any material nonpublic information relating to that company.  

     Any director, officer or employee who is uncertain about the legal rules involving a purchase or sale of any Company securities or any
securities in companies that he or she is familiar with by virtue of his or her work for the Company, should consult with the Company’s 
securities counsel, William K. Holbrook with the Haskell Slaughter law firm, (205) 251-1000.  
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 •  familiarize himself or herself with the disclosure requirements applicable to the Company as well as the business and financial
operations of the Company; 

 

 •  not knowingly misrepresent, or cause others to misrepresent, facts about the Company to others, whether within or outside the
Company, including to the Company’s independent auditors, governmental regulators and self-regulatory organizations; and

 

 •  properly review and critically analyze proposed disclosure for accuracy and completeness (or, where appropriate, delegate this task to
others). 



                    

V. Reporting and Accountability  

     The Audit Committee is responsible for applying this Code to specific situations in which questions are presented to it and has the authority
to interpret this Code in any particular situation. Any director, officer or employee who becomes aware of any existing or potential violation of
this Code is required to notify the Code of Ethics Contact Person promptly. Failure to do so is itself a violation of this Code.  

     Any questions relating to how this Code should be interpreted or applied should be addressed to the Company’s Chief Financial Officer, or, 
if he is not available, the Director of Human Resources. A director, officer or employee who is unsure of whether a situation violates this Code
should discuss the situation with the Company’s Chief Financial Officer, or, if he is not available, the Director of Human Resources to prevent 
possible misunderstandings and embarrassment at a later date.  

     Each director, officer or employee must:  

     The Audit Committee shall cause all action that the Committee considers appropriate be taken to investigate any violations reported to the
Committee. If a violation has occurred, the Company will take such disciplinary or preventive action as it deems appropriate, after consultation
with the Audit Committee, in the case of a director or executive officer, or in the case of any other employee, either the Audit Committee or a
person or persons designated by the Audit Committee who need not be an employee of the Company.  

VI. Corporate Opportunities  

     Directors, officers and employees owe a duty to the Company to advance the Company’s business interests when the opportunity to do so 
arises. Directors, officers and employees are prohibited from taking (or directing to a third party) a business opportunity that is discovered
through the use of corporate property, information or position, unless the Company has already been offered the opportunity and turned it
down. More generally, directors, officers and employees are prohibited from using corporate property, information or position for personal gain
and from competing with the Company.  

     Sometimes the line between personal and Company benefits is difficult to draw, and sometimes there are both personal and Company
benefits in certain activities. Directors, officers and employees who intend to make use of Company property or services in a manner not solely
for the benefit of the Company should consult beforehand with the Chief Financial Officer, or, if he is not available, the Director of Human
Resources.  
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 •  notify the Code of Ethics Contact Person promptly of any existing or potential violation of this Code; and 
 

 •  not retaliate against any other director, officer or employee for reports of potential violations that are made in good faith. 



                    

VII. Confidentiality  

     Directors, officers and employees often learn confidential or proprietary information about the Company, its customers, suppliers, or other
outside parties. Directors, officers and employees must maintain the confidentiality of all information so entrusted to them, except when
disclosure is authorized or legally mandated. Confidential or proprietary information of the Company, and of other companies, includes any
non-public information that would be harmful to the relevant company or useful or helpful to competitors if disclosed.  

VIII. Fair Dealing  

     We do not seek competitive advantages through illegal or unethical business practices. Each director, officer and employee should endeavor
to deal fairly with the Company’s customers, service providers, suppliers, competitors and employees. No director, officer or employee should 
take unfair advantage of anyone through manipulation, concealment, abuse of privileged information, misrepresentation of material facts, or
any unfair dealing practice.  

IX. Protection and Proper Use of Company Assets  

     All directors, officers and employees should protect the Company’s assets and ensure their efficient use. All Company assets should be used 
only for legitimate business purposes.  
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EXHIBIT 21

SUBSIDIARIES OF SERVISFIRST BANCSHARES, INC.  
   
  State of  Additional

Name  Organization  Trade Name
ServisFirst Bank   Alabama  Servis1st



                    

EXHIBIT 24

POWER OF ATTORNEY  

     KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes Thomas A. Brougton, III and
William M. Foshee, and each of them, his true and lawful attorney-in-fact and agent, with full power of substitution, for him or her and in his 
or her name, place and stead, in any and all capacities to sign on his or her behalf the ServisFirst Bancshares, Inc.’s Annual Report and Form 
10-K for the year ended December 31, 2008.  

     Hereby executed by the following person in the capacities indicated on February 17, 2009, in Birmingham, Alabama.  
   
Name  Title   
   
/s/ Stanley M. Brock 
  

Stanley M. Brock   
Chairman of the Board  

 
 

      
/s/ Michael D. Fuller 
  

Michael D. Fuller   
Director 

 
 

    
/s/ James J. Filler 
  

James J. Filler   
Director 

 
 

    
/s/ Joseph R. Cashio 
  

Joseph R. Cashio   
Director 

 
 

    
/s/ Hatton C.V. Smith 
  

Hatton C.V. Smith   
Director 

 
 



                    

Exhibit 31.1: Section 302 Certification of the CEO  

     I, Thomas A. Broughton, III, certify that:  

     1. I have reviewed this Annual Report on Form 10-K of ServisFirst Bancshares, Inc.;  

     2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;  

     3. Based on my knowledge, the financial statements and other financial information included in this report fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  

     4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f) for the registrant and have:  

     (a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this report is being prepared;  

     (b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;  

     (c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report, based on such evaluation; and  

     (d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most 
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to 
materially affect, the registrant’s internal control over financial reporting; and  

     5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent 
functions):  

     (a) all significant deficiencies and material weaknesses in the design or operation of internal controls over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and  

     (b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal 
control over financial reporting.  

Date: March 10, 2009  

A signed original of this written statement has been provided to the registrant and will be retained by the registrant and furnished to the
Securities and Exchange Commission or its staff upon request.  

     
By:  /s/ Thomas A. Broughton, III   
    

 
  

    President and Chief Executive Officer   



                    

Exhibit 31.2: Section 302 Certification of the CFO  

     I, William M. Foshee, certify that:  

     1. I have reviewed this Annual Report on Form 10-K of ServisFirst Bancshares, Inc.;  

     2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;  

     3. Based on my knowledge, the financial statements and other financial information included in this report fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  

     4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-
15(f) and 15d-15(f) for the registrant and have:  

     (a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this report is being prepared;  

     (b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;  

     (c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report, based on such evaluation; and  

     (d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most 
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to 
materially affect, the registrant’s internal control over financial reporting; and  

     5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent 
functions):  

     (a) all significant deficiencies and material weaknesses in the design or operation of internal controls over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and  

     (b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal 
control over financial reporting.  

Date: March 10, 2009  

A signed original of this written statement has been provided to the registrant and will be retained by the registrant and furnished to the
Securities and Exchange Commission or its staff upon request.  

     
By:  /s/ William M. Foshee   
    

 
  

    Chief Financial Officer   



                    

Exhibit 32.1: Section 906 Certification of the Chief Executive Officer  

CERTIFICATION OF PERIODIC FINANCIAL REPORT 
PURSUANT TO 18 U.S.C. SECTION 1350  

     Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned officer of 
ServisFirst Bancshares, Inc. (the “Company”) certifies that, to his knowledge, the Annual Report on Form 10-K of the Company for the year 
ended December 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), fully complies with the 
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and information contained in the Report fairly presents, in all
material respects, the financial condition and results of operation of the Company.  

A signed original of this written statement has been provided to the registrant and will be retained by the registrant and furnished to the
Securities and Exchange Commission or its staff upon request.  

 
 
Date: March 10, 2009 By /s/ Thomas A. Broughton, III  
 President and Chief Executive Officer 



                    

Exhibit 32.2: Section 906 Certification of the Chief Financial Officer  

CERTIFICATION OF PERIODIC FINANCIAL REPORT 
PURSUANT TO 18 U.S.C. SECTION 1350  

     Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned officer of 
ServisFirst Bancshares, Inc. (the “Company”) certifies that, to his knowledge, the Annual Report on Form 10-K of the Company for the year 
ended December 31, 2008, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), fully complies with the 
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and information contained in the Report fairly presents, in all
material respects, the financial condition and results of operation of the Company.  

A signed original of this written statement has been provided to the registrant and will be retained by the registrant and furnished to the
Securities and Exchange Commission or its staff upon request.  

 
 
Date: March 10, 2009 By /s/ William M. Foshee  
 Chief Financial Officer 




