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Dear Fellow Shareholders, 
 
I am happy to report that in 2023, we had a good year.  Our factoring product again performed well, 
extending credit across the United States to small businesses who do not conform to traditional lending 
criteria.  Revenues were higher, and our interest costs did not increase so much as to cause the margin 
compression currently plaguing the banking industry.  However, with higher rates, customer behavior has 
changed, causing us to lose some of the funds that came so easily during the COVID years.   
 
Our model only works because of our outstanding employees who help customers in our local branches 
and in places far afield.  The products we sell are available everywhere, so service has to win the day. 
 
Our plan is the same in 2024: Offer Community Banking in our branch markets and Factoring across the 
country, growing them both on a conservatively managed balance sheet.   
 
We appreciate your support, and look forward reporting to you next year. 
 
Sincerely, 

 
Gates Little 
President 



   

THE SOUTHERN BANC COMPANY, INC. 
 
 The Southern Banc Company, Inc. (the “Company”) was incorporated at the direction of management of The 
Southern Bank Company (the “Bank”), formerly First Federal Savings and Loan Association of Gadsden, Alabama 
(the “Original Bank”), for the purpose of serving as the holding company of the Bank upon the acquisition of all of 
the capital stock issued by the Original Bank in its conversion from mutual to stock form in 1995.  At June 30, 2023, 
the Company had total consolidated assets of approximately $108.6 million, deposits of $91.0 million and 
stockholders’ equity of $12.1 million, or 11.1% of total consolidated assets. 
 
 The Original Bank was organized in 1936 as a federal savings association, at which time it also became a 
member of the Federal Home Loan Bank (“FHLB”) System and obtained federal deposit insurance.  On July 1, 2008, 
the Company announced that the Original Bank had converted its charter from a federal savings association to an 
Alabama state-chartered commercial bank.  As a state-chartered bank, the Bank is regulated by the State of Alabama 
Banking Department (the “Banking Department”) and the Federal Deposit Insurance Corporation (“FDIC”).  As a 
bank holding company, the Company is regulated by the Board of Governors of the Federal Reserve System (the 
“Federal Reserve”).  In 1999, the Bank adopted its current corporate title.   
 

The Bank currently operates through four full-service banking offices located in Gadsden, Albertville, 
Guntersville and Centre, Alabama, and one commercial finance office located in Birmingham, Alabama.  The Bank’s 
business strategy has been to operate as a profitable and independent community-oriented financial institution 
dedicated to providing quality customer service.  Generally, the Bank has sought to implement this strategy by using 
retail deposits as its sources of funds and maintaining most of its assets in loans secured by real estate properties 
located in the Bank’s market area, consumer loans, commercial loans and leases, mortgage-backed securities issued 
by Federal Home Loan Mortgage Corporation (“Freddie Mac”), the Government National Mortgage Association 
(“GNMA”) and Federal National Mortgage Association (“Fannie Mae”), U.S. government and agency securities, 
interest-earning deposits, and cash and equivalents.   

 
 In an effort to diversify the Company’s loan and lease portfolio and to increase yield in the portfolio, the 
Company’s management team and the Board of Directors developed and approved the Commercial Finance Division 
(“CFD”) of the Bank.  This division was officially started in January 2011.  The business of the CFD is to purchase 
accounts receivable. This business is also known as factoring.  In 2023 factoring constituted a significant amount of 
the Company’s revenue.   
 
 Accounts receivable factoring allows participating companies to access cash by selling their customers’ 
invoices for Bank cash advances. The Bank follows up with the selling company’s customers for payment of the 
outstanding invoice amount. After receiving payment from the customer, the Bank pays the selling company the 
remainder of the invoice amount, minus the Bank’s fee which is a percentage of the invoice face value. The interest 
charge fee is calculated based on the advanced amount outstanding multiplied by an agreed-upon interest rate based 
on a number of considerations, primarily the creditworthiness of the selling company’s customer. Although factoring 
is generally considered to have greater risk than commercial lending, to date the Bank has experienced approximately 
$45,000 of losses in CFD’s factoring activities. At June 30, 2023 accounts receivable in the factoring portfolio 
constituted approximately $26.1 million or 24.0%, as compared to approximately $24.8 million or 21.5% at June 30, 
2022, of the Company’s total assets. For additional information, see Note 1 of Notes to Consolidated Financial 
Statements. 

 
The Bank’s business strategy incorporates the following key elements: (1) remaining a community-oriented 

financial institution while maintaining a strong core customer base by providing quality service and offering customers 
the access to senior management and services that a community-based institution can offer; (2) attracting a retail 
deposit base from the communities served by the Bank’s four banking offices; (3) maintaining asset quality by 
emphasizing investment in real estate loans, commercial loans, consumer loans, leases, factoring, mortgage-backed 
securities and other securities issued or guaranteed by the U.S. government or agencies thereof; and (4) maintaining 
liquidity and capital substantially in excess of regulatory requirements. 
 
 The lending activities and other investments of the Bank must comply with various regulatory requirements, 
and the Banking Department and FDIC periodically examine the Bank for compliance with various regulatory 
requirements.  The Bank must file reports with the regulators describing its activities and financial condition.  The 
Company and the Bank are also subject to certain reserve and capital requirements promulgated by the Federal 
Reserve. 



MARKET FOR COMMON STOCK
AND RELATED STOCKHOLDER MATTERS

At June 30, 2023, there were 806,086 shares of the Common Stock outstanding and approximately 124
stockholders of record.  This total does not reflect the number of persons or entities who hold Common Stock in
nominee or “street name” through various brokerage firms.

The Company’s common stock trades in the over-the-counter market under the symbol “SRNN.”    

The payment of dividends on the Common Stock is subject to determination and declaration by the Board of 
Directors of the Company.  In addition, from time to time, the Board of Directors may pay special cash dividends in 
addition to, or in lieu of, regular cash dividends.  The payment of future dividends will be subject to the requirements 
of applicable law and the determination by the Board of Directors of the Company that the net income, capital and 
financial condition of the Company and the Bank, industry trends and general economic conditions, justify the 
payment of dividends.  The Company is subject to certain restrictions on the amount of dividends that may be declared 
without prior regulatory approval.

Dividends paid by the Bank are a principal source of funds available to the Company for payment of 
dividends to its stockholders and for other needs.  Applicable federal and state statutes and regulations impose 
restrictions on the amounts of dividends that may be declared by the subsidiary bank.  At June 30, 2023, the Bank was 
able to pay dividends subject to regulatory approval. See Note 12 of Notes to Consolidated Financial Statements.

 
On April 21, 2009, the Company announced that to preserve capital it would suspend the payment of future 

dividends.  The determination was made in the best judgment of the Board of Directors and management.

The following table sets forth information as to high and low sales prices of the Company’s Common Stock 
for the calendar quarters indicated.  The high and low sales prices of the Company’s common stock shown below are 
based on information posted on the over-the-counter market by broker-dealers.  These prices may include dealer mark-
up, mark-down and/or commission and may not necessarily represent actual transactions. Comparable sales price 
information for the Common Stock may not be currently available from the OTC Pink Marketplace.

Price Per Share
High Low

Fiscal 2022
First Quarter $9.75 $8.30
Second Quarter $9.75 $5.00
Third Quarter $11.00 $7.56
Fourth Quarter $11.00 $10.00

Fiscal 2023
First Quarter $11.93 $10.99
Second Quarter $11.98 $11.10
Third Quarter $15.00 $10.00
Fourth Quarter $12.90 $12.25
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SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA

Year Ended June 30,
2023 2022 2021 2020 2019

(In thousands, except per share data)

INCOME STATEMENT DATA
Interest income.............................................. $    9,216 $    7,079 $    5,225 $    5,377 $    5,483
Interest expense............................................. 926 470 784 1,118 918
Net interest income ....................................... 8,290 6,609 4,441 4,259 4,565
Provision for loan and lease losses................            0            0            41            44            20 
Net interest income after provision

for loan and lease losses .............................. 8,290 6,609 4,400 4,215 4,545
Non-interest income...................................... 538 478 328 395 170
Non-interest expense..................................... 5,515 4,734 4,081 4,181 4,081

Income before income tax expense ............... 3,313 2,353 647 429 634
Income tax expense ...................................... 839 617 169 115 169
Net income .................................................... $    2,474 $       1,736 $       478 $       314 $       465
Earnings per share

Basic......................................................... $      3.26 $      2.29 $      0.63 $      0.41 $ 0.61
Diluted...................................................... $      3.24 $      2.28 $      0.63 $      0.41 $      0.61

As of June 30,
2023 2022 2021 2020 2019

(In thousands)

BALANCE SHEET DATA
Total assets .................................................... $  108,631 $ 115,282 $ 112,425 $ 103,302 $   97,705
Loans and leases receivable, net.................... 55,356 56,894 54,127 49,105 58,874
Securities:

Available for sale ..................................... 40,424 45,345 44,608 25,874 18,567
Federal Home Loan Bank stock ...............           98           141           141           174           177

Deposits......................................................... 90,952 97,112 93,839 88,766 82,342
FHLB advances & other borrowings............. 0 2,000 430 0 2,000
Stockholders’ equity...................................... 12,122 10,601 12,455 12,348 11,760

Year Ended June 30,
2023 2022 2021 2020 2019

KEY OPERATING DATA
Return on average assets ............................... 2.26% 1.54% 0.45% 0.32% 0.49%
Return on average equity............................... 22.46% 15.04% 4.05% 2.73% 4.34%
Average equity to average assets .................. 10.06% 10.25% 11.02% 11.79% 11.38%
Dividend payout ratio.................................... 0.00% 0.00% 0.00% 0.00% 0.00%
Number of full-service offices ...................... 4 4 4 4 4
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis is intended to assist you in understanding the consolidated financial condition and 
results of operations of The Southern Banc Company, Inc. and The Southern Bank Company (collectively, the “Company”), 
as of June 30, 2023 and June 30, 2022 and for the fiscal years ended June 30, 2023 and 2022.  This discussion should be read 
in conjunction with the audited consolidated financial statements, accompanying footnotes and supplemental financial data 
included herein.

General

The principal business of the Bank consists of accepting deposits from the general public through the Bank’s main 
and branch offices and investing those funds in loans secured by real estate properties, commercial and consumer loans located 
in the Bank’s primary market area, and factoring. In order to preserve liquidity, the Bank maintains a sizeable portfolio of 
investment and mortgage – backed securities.  Substantially all of the Bank’s mortgage-backed securities are guaranteed as to 
principal and interest by GNMA, Freddie Mac or Fannie Mae.  The Bank’s securities portfolio consists primarily of mortgage-
backed securities, municipal securities and government agency securities, including agency notes.  See Note 2 of Notes to 
Consolidated Financial Statements.  The Bank maintains a substantial amount in interest-bearing deposits in other banks, 
primarily interest-bearing accounts with the FHLB of Atlanta, PNC Bank and South States Bank, the Bank’s correspondents. 

In an effort to diversify the Company’s loan and lease portfolio and to increase yield in the loan portfolio, the 
Company’s management team and the Board of Directors developed and approved the Commercial Finance Division (“CFD”)
of The Southern Bank Company.  This division was officially started in January 2011 and currently generates significant 
revenues for the loan portfolio.  The business of the CFD is to purchase accounts receivable, also known as “factoring”, the 
results of which are included in the commercial loan portfolio.  See Note 1 and Note 3 of Notes to Consolidated Financial
Statements.

The Company’s earnings are dependent primarily on the Bank’s net interest income, which is the difference between 
interest income earned on its loans, securities portfolio, and income from factoring activities, and interest paid on customers’ 
deposits and any other borrowings. See Note 1 of Notes to Consolidated Financial Statements. The Company’s earnings are
also affected by the Bank’s level of non-interest income, such as service charges on customers’ deposit accounts, net gains or 
losses on the sale of securities, and other fees.  In addition, earnings are affected by the level of non-interest expense, primarily
consisting of compensation and employee benefit expense, data processing expense, professional service expense, office 
building and equipment expense, and other expenses.

The operations of the Company and the financial institution industry as a whole are significantly affected by prevailing 
economic conditions, competition and the monetary and fiscal policies of governmental agencies.  Lending activities are 
influenced by the economy, the supply of housing, competition among lenders and the level of interest rates in the Bank’s 
market area.  The Bank’s deposit flows and costs of funds are influenced by prevailing market rates of interest, primarily on 
competing investments, account maturities, and the levels of personal income and savings in the Bank’s market area.

Comparison of Financial Condition at June 30, 2023 and June 30, 2022

Total consolidated assets decreased approximately $6.7 million, or (5.77%), from $115.3 million at June 30, 2022 to 
$108.6 million at June 30, 2023.  During the year ended June 30, 2023, net loans decreased approximately $1.5 million, or 
(2.70%), from $56.9 million at June 30, 2022 to $55.4 million at June 30, 2023. For the fiscal year ended June 30, 2023,
securities available for sale decreased approximately $4.9 million, or (10.85%), from $45.3 million at June 30, 2022 to $40.4
million at June 30, 2023.

Cash and cash equivalents decreased approximately $1.3 million, or (12.89%), from $10.0 million at June 30, 2022 to 
$8.7 million at June 30, 2023.  The change in cash was primarily attributable to decreases in securities available for sale of 
approximately $4.9 million and loans receivable, net of approximately $1.5 million. Total deposits decreased approximately 
$6.2 million and FHLB Advances net of federal funds purchased decreased by approximately $2.0 million.

Accrued interest and dividends receivable increased approximately $485,000, or 163.52%, from approximately 
$297,000 at June 30, 2022 to $782,000 at June 30, 2023.  This increase was primarily attributable to an increase in interest 
receivables in securities available for sale, loans, and factoring.

Total deposits decreased approximately $6.2 million, or (6.34%), from approximately $97.1 million at June 30, 2022
to $91.0 million at June 30, 2023.   During the fiscal year ended June 30, 2023, other borrowings including federal funds 
purchased decreased approximately $2.0 million or (100.00%). Other liabilities decreased during the fiscal year ended June 30, 
2023 by approximately $11,000, or (0.20%) when compared to fiscal year ended 2022.
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Total consolidated equity increased approximately $1.5 million, or 14.37%, from approximately $10.6 million at
June 30, 2022 to $12.1 million at June 30, 2023.  This increase was primarily attributable to an increase in retained earnings 
offset in part by an increase in accumulated other comprehensive income (loss) on securities available for sale of approximately 
$1.0 million, or (28.34%) due to the current rising rate environment in the securities market. No dividends were paid during 
the fiscal years ended June 30, 2023, and 2022.

The Company evaluates securities for impairment on a monthly basis. This evaluation considers a number of factors 
including the cause of a decline in value. These unrealized losses resulted primarily from higher interest rates that have impacted 
the current market value of available for sale securities, but they do not currently appear related to any credit deterioration
within the portfolio. Even though these securities have been classified as available for sale, the Company has traditionally held 
these securities until maturity. As a result, management does not anticipate the unrealized losses recorded in fiscal 2023 to be 
other than temporary.

Results of Operation for the Years Ended June 30, 2023 and June 30, 2022

The Company reported net income for the fiscal year ended June 30, 2023 of approximately $2.5 million as compared 
to net income of approximately $1.7 million for the fiscal year ended June 30, 2022. Net interest income after provision for 
loan and lease losses increased approximately $1.7 million, or 25.45% for the fiscal year ended June 30, 2023 when compared 
to fiscal year 2022.  This increase was primarily attributable to an increase in total interest expense of approximately $456,000, 
or 96.93%, and an increase in total interest income of approximately $2.1 million, or 30.20%.

Net Interest Income.  For the year ended June 30, 2023, net interest income before provision for loan and lease losses 
increased approximately $1.7 million, or 25.45%, when compared to fiscal year ended 2022.  This increase was primarily 
attributable to an increase in the Bank’s total interest expense of approximately $456,000, or 96.93%, and an increase in total 
interest income of approximately $2.1 million, or 30.20%. Interest income on securities available for sale increased
approximately $91,000, or 14.16%. Total interest and fees on loans increased approximately $1.9 million, or 29.41%.

Provision for Loan and Lease Losses.  During the fiscal year ended June 30, 2023, the Company recorded no provision 
for loan and lease losses for the fiscal years ended June 30, 2023, and 2022, respectively. The allowance for loan and lease 
losses is based on management’s evaluation of possible loan and lease losses inherent in the Bank’s loan portfolio.  Management 
considers, among other factors, past loss experience, current economic conditions, volume, growth and composition of the loan 
portfolio, and other relevant factors.

Other Non-Interest Income.  Other non-interest income increased approximately $59,000, or 12.43%, for the fiscal 
year ended June 30, 2023, when compared to fiscal year ended 2022.  The increase in other non-interest income was primarily 
attributable to an increase in miscellaneous income, net of approximately $61,000, or 19.53%, offset in part by a decrease in 
customer service fees of approximately $1,300, or (0.79%).

Other Non-Interest Expense.  Other non-interest expense increased approximately $781,000, or 16.51%, for the fiscal 
year ended June 30, 2023, when compared to fiscal year ended 2022. This increase was primarily attributable to increases in 
salaries and benefits of approximately $698,000, or 26.97%, occupancy expenses of approximately $17,000, or 6.39%, and 
professional services expenses of approximately $60,000, or 12.71%, offset in part by a decrease in data processing expenses 
of approximately $30,000, or (4.14%).

Provision for Income Taxes.  During the fiscal year ended June 30, 2023, the income tax provision increased
approximately $223,000, or 36.09%.  See Note 7 of Notes to Consolidated Financial Statements for reconciliation between the 
statutory tax rate and the effective tax rate.

Asset/Liability Management

Net interest income, the primary component of the Company’s net income, is determined by the difference or “spread” 
between the yields earned on the Bank’s interest-earning assets and the rates paid on its interest-bearing liabilities and the 
relative amounts of such assets and liabilities.  Key components of a successful asset/liability strategy are the monitoring and 
managing of interest rate sensitivity on both the interest-earning assets and interest-bearing liabilities.  The matching of the 
Bank’s assets and liabilities may be analyzed by examining the extent to which its assets and liabilities are interest rate sensitive 
and by monitoring the expected effects of interest rate changes on an institution’s net portfolio value.

An asset or liability is interest rate sensitive within a specific time period if it will mature or reprice within that time 
period.  If the Bank’s assets mature or reprice more quickly or to a greater extent than its liabilities, the Bank’s net portfolio 
value and net interest income would tend to increase during periods of rising interest rates but decrease during periods of falling 
interest rates.  If the Bank’s assets mature or reprice more slowly or to a lesser extent than its liabilities, the Bank’s net portfolio 
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value and net interest income would tend to decrease during periods of rising interest rates but increase during periods of falling 
interest rates.  The Bank’s policy has been to seek to mitigate the interest rate risk inherent in business of originating long term 
loans funded by short term deposits by pursuing the following strategies and practices: (i) the Bank has historically maintained 
substantial liquidity and capital levels to sustain unfavorable movements in market interest rates; (ii) analyzing alternative rate 
scenarios given the recent unparalleled movement in interest rates; (iii) revisit deposit assumptions (betas and decay rates); and 
(iv) focus on sensitivity testing. However, the reemergence of significant inflation and uncertain market expectations have 
pushed Treasury rates higher. This aggressive rise in market rates resulted in steep declines in the values of, and unrealized 
losses in, many financial institutions’ investment portfolios. While the Bank has experienced portfolio losses, management 
believes that its strategies and practices have mitigated, but not avoided, the adverse effects of inflation on its portfolio and 
support its opinion that these effects will ultimately be temporary.

The Bank measures its interest rate risk by computing estimated changes in the net interest income (“NII”) of its cash 
flows from assets, liabilities and off-balance sheet items in the event of a range of assumed changes in market interest rates.  
These computations estimate the effect on the Bank’s NII of sudden and sustained 100 basis point to 400 basis point increases 
and 100 basis point to 400 basis point decreases in market interest rates.  The Bank’s Board of Directors has adopted an interest 
rate risk policy which establishes maximum decreases in the Bank’s estimated NII of 7.5%, 10%, 15% and 20% and maximum 
decreases of 7.5%, 10%, 15% and 20% in the event of 100, 200, 300 and 400 basis point increases and decreases in market 
interest rates, respectively.  At June 30, 2023, based on the most recent available information, management estimated that the 
Bank’s NII change from the base to be approximately (0.81%), (1.50%), (2.15%), and (2.75%) in the event of an instantaneous 
and sustained 100, 200, 300 and 400 point increase and approximately 0.25%, 0.23%, (0.23%) and (1.56%) in the event of an 
instantaneous and sustained 100, 200, 300 and 400 point decrease.    

These calculations indicate that the Bank’s net interest income would increase in the event of an instantaneous and 
sustained rate increase whereas the economic value (long-term sensitivity) of the Bank’s equity would decrease in the event of 
instantaneous and sustained rate increases.  These calculations indicate that the Bank’s interest-earning assets would be 
expected to reprice more quickly than the Bank’s interest-bearing liabilities.

Computations of prospective effects of hypothetical interest rate changes are based on numerous assumptions, 
including relative levels of market interest rates, prepayments and deposit run-offs and should not be relied upon as indicative 
of actual results.  Certain shortcomings are inherent in such computations.  Although certain assets and liabilities may have
similar maturity or periods of repricing, they may react at different times and in different degrees to changes in the market 
interest rates.  The interest rates on certain types of assets and liabilities may fluctuate in advance of changes in market interest 
rates, while rates on other types of assets and liabilities may lag behind changes in market interest rates.  Certain assets, such 
as adjustable-rate mortgages, generally have features which restrict changes in interest rates on a short-term basis and over the 
life of the asset.  In the event of a change in interest rates, prepayments and early withdrawal levels could deviate significantly 
from those assumed in making calculations set forth above.  Additionally, an increased credit risk may result, as the ability of 
many borrowers to service their debt may decrease in the event of an interest rate increase.  Finally, virtually all of the 
adjustable-rate loans in the Bank’s portfolio contain conditions which restrict periodic changes in interest rates.

The Bank’s Board of Directors is responsible for reviewing the Bank’s asset and liability policies.  On at least a 
quarterly basis, the Board reviews interest rate risk and trends, as well as liquidity and capital ratios and requirements.  The 
Bank’s management is responsible for administering the policies and determinations of the Board of Directors with respect to 
the Bank’s asset and liability goals and strategies.  Management expects that the Bank’s asset and liability policies and strategies 
will continue as described above so long as competitive and regulatory conditions in the financial institution industry continue 
as they have in recent years.

Contractual Obligations

The following table sets forth the contractual obligations of the Bank as of June 30, 2023. The Company maintains a 
credit facility with the Federal Home Loan Bank of Atlanta for borrowings subject to certain collateral requirements. As of 
June 30, 2023, there were no amounts outstanding under this arrangement.

Less than 
One Year

One Year 
through Two 

Years
Two through 
Three Years

Over
Three Years Total

(In thousands)

Certificates of deposit (1) $ 37,503 $           5,242 $         1,663 $      2,776 $ 47,184
Total $  37,503 $         5,242 $         1,663 $        2,776 $   47,184

____________________
(1) See Note 5 of Notes to Consolidated Financial Statements.
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Average Balance, Interest and Average Yields and Rates

The following table sets forth certain information relating to the Company’s average interest-earning assets and 
interest-bearing liabilities and reflects the average yield on assets and the average cost of liabilities for the periods and at the 
dates indicated.  Such yields and costs are derived by dividing income or expense by the average monthly balance of assets or 
liabilities, respectively, for the periods indicated.  

The table also presents information for the periods indicated with respect to the difference between the weighted 
average yield earned on interest-earning assets and the weighted average rate paid on interest-bearing liabilities, or “interest 
rate spread” which banks have traditionally used as an indicator of profitability.  Another indicator of an institution’s net interest 
income is its “net yield on interest-earning assets” which is its net interest income divided by the average balance of interest-
earning assets.  Net interest income is affected by the interest rate spread and by the relative amounts of interest-earning assets 
and interest-bearing liabilities.  When interest-earning assets approximate or exceed interest-bearing liabilities, any positive 
interest rate spread will generate net interest income.

                                          Years Ended June 30,
2023 2022

Average
Balance Interest

Average
Yield/

Cost
Average
Balance Interest

Average
Yield/

Cost
                                          (Dollars in thousands)

Interest-earning assets:
Loans receivable............................. $ 57,200 $   8,254 14.43% $  55,897 $   6,378 11.41%
Securities ........................................ 42,460 732 1.72 45,892 642 1.40
Other interest-earning assets .......... 6,913 230 3.33 6,598 59 0.89

Total interest-earning assets ....... 106,573 9,216 8.65 108,387 7,079 6.53
Non-interest-earning assets ............ 2,901 4,226

Total assets ................................. $  109,474 $  112,613

Interest-bearing liabilities:
Deposits.......................................... $   78,155 820 1.05 $    80,323 467 0.58
Borrowings..................................... 2,488 106  4.26 401 3 0.75

Total interest-bearing liabilities.. 80,643 926 1.15 80,724 470 0.58
Non-interest-bearing liabilities....... 17,818 19,856

Total liabilities ........................... 98,461 100,580
Stockholders’ equity....................... 11,013 12,033

Total liabilities and equity.......... $  109,474 $  112,613
Net interest income ..................... $   8,290 $   6,609
Interest rate spread ...................... 7.50% 5.95%
Net interest margin...................... 7.78% 6.10%
Ratio of average interest-earning

assets to average interest-bearing
liabilities.................................... 132.15% 134.27%
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Rate/Volume Analysis

The table below sets forth certain information regarding changes in interest income and interest expense of the 
Company for the periods indicated.  For each category of interest-earning asset and interest-bearing liability, information is 
provided on changes attributable to: (i) changes in volume (changes in volume multiplied by old rate) and (ii) changes in rates 
(changes in rate multiplied by old volume).

Year Ended June 30,
2023 vs. 2022

Increase (Decrease)
Due to

Rate Volume Total
(In thousands)

Interest income
Loans………………………………... $ 1,727 $ 149 $ 1,876
Securities……………………………. 138 (48)            90

Other interest-earning assets…..…... 171            - 171
Total interest-earning assets……… 2,036 101 2,137

Interest expense
Deposits…………………………….. 365 (13) 352
Interest on FHLB advances…….…..              87 16 103  

Total interest-bearing liabilities…..       452 3 455

Change in net interest income……… $    1,584 $     98 $  1,682

Liquidity and Capital Resources

The Company conducts its business through its subsidiary, the Bank, which is required to maintain minimum levels 
of liquidity.  The requirement, which varies from time to time depending upon economic conditions and deposit flows, is based
upon a percentage of deposits and short-term borrowings.  The Bank adjusts its liquidity levels in order to meet funding needs 
of deposit outflows, repayments of borrowings, and loan commitments.  The Bank also adjusts liquidity as appropriate to meet 
its asset and liability management objectives.

The Bank’s primary sources of funds are deposits, repayments of loans and mortgage-backed securities, maturities of 
investment securities and other investments.  While scheduled principal repayments on loans and mortgage-backed securities 
are a relatively predictable source of funds, deposit flows and loan prepayments are greatly influenced by general interest rates, 
economic conditions and competition.  The Bank invests, with the FHLB of Atlanta and other correspondent banks, in short-
term interest-earning assets (e.g., Overnight Investments and Federal Funds Sold) that provide liquidity to meet lending 
requirements.

The Bank continues to maintain a high level of liquid assets in order to meet its funding requirements and 
compensating balance requirements of correspondent banks.  At June 30, 2023, the Bank had approximately $33.4 million in 
on-balance sheet liquidity which represented 31.22% of total assets. The Bank’s average liquidity ratio well exceeded the 
required minimum at and during the fiscal year ended June 30, 2023.

As of June 30, 2020, the Bank opted into the Community Bank Leverage Ratio (“CBLR”) framework.  At June 30, 
2023, the Bank’s CBLR ratio was 14.89% which exceeded all regulatory capital requirements under the CBLR framework and 
the Bank was considered to be “well-capitalized.” See Note 12 of Notes to Consolidated Financial Statements.

Commitments and Contingencies

In the normal course of business, the Bank is a party to activities that contain credit, market and operational risks that 
are not reflected in the Company’s Consolidated Financial Statements.  The Bank provides customers with off-balance sheet 
credit support through loan commitments and lines of credit.  Many of the commitments expire unused or are only partially 
used.  Therefore, the total amount of commitments does not necessarily represent future cash demand requirements.  The 
Company anticipates that the Bank will continue to have sufficient funds together with available borrowings to satisfy its 
commitments.  As of June 30, 2023, the Bank had approximately $55.1 million of commitments to extend credit.  See Note 10 
of Notes to Consolidated Financial Statements.
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Critical Accounting Policy

The accounting principles followed by the Company and the methods of applying principles conform with accounting 
principles generally accepted in the United States and with general practices followed by the banking industry.  The most 
critical accounting policy relates to the allowance for loan and lease losses.

The allowance for loan and lease losses is maintained at a level which management considers to be adequate to absorb 
losses inherent in the loan portfolio.  Management’s estimation of the amount of the allowance is based on a continuing 
evaluation of the loan portfolio and includes such factors as economic conditions, analysis of individual loans, overall portfolio 
characteristics, delinquencies and balance of any impaired loans (generally considered to be nonperforming loans, excluding 
residential mortgages and other homogeneous loans).

Management reviews the adequacy of the allowance for loan and lease losses on a continuous basis by assessing the 
quality of the loan portfolio and adjusting the allowance when appropriate.  Management’s evaluation of certain specifically 
identified loans includes a review of the financial condition and capacity of the borrower, the value of the collateral, current 
economic trends, historical losses, workout and collective arrangements, and possible concentrations of credit.  The loan review 
process also includes a collective evaluation of credit quality within the mortgage and installment loan portfolios.  In 
establishing the allowance, loss percentages are applied to groups of loans with similar risk characteristics.  These loss 
percentages are determined by historical experience, portfolio mix, regulatory influence, and other economic factors.  Each 
month this review is quantified in a report to management, which uses it to determine whether an appropriate allowance is 
being maintained.  This report is then submitted to the Board of Directors monthly.

Changes in the allowance can result from changes in economic events or changes in the creditworthiness of borrowers.  
The effect of these changes is reflected when known.  Though management believes the allowance for loan and lease losses to 
be adequate, ultimate losses may vary from estimations.  Specific allowances for impaired loans are generally based on 
comparisons of the carrying values of the loans to the estimated fair value of the collateral. If our assumptions and judgments 
require modifications, our current allowance may not be sufficient, and adjustments may be necessary to allow for different 
economic conditions or adverse developments in our loan portfolio. Further, changes in market factors, such as interest rates or 
commodity prices, could lead to increases in the allowance. While management monitors these market dynamics carefully, adverse 
changes to these factors could be unforeseen by management and would result in higher levels of allowance and credit losses.

Impaired loans (generally considered to be nonperforming loans, excluding residential mortgages and other 
homogeneous loans) are measured based on the present value of expected future cash flows discounted at each loan’s original 
effective interest rate. As a practical expedient, impairment is measured based on the loan’s observable market price or the fair 
value of the collateral if the loan is collateral dependent. When the measure of the impaired loan is less than the recorded 
investment of the loan, the impairment is recorded through a valuation allowance. 

The Company ceases accrual of interest on a loan when payment on the loan is in excess of 90 days past due. Income 
is subsequently recognized only to the extent that cash payments are received until, in management’s judgment, the borrower’s 
ability to make periodic interest and principal payments has been reestablished, in which case the loan is returned to accrual
status. In addition, bank regulators periodically review our allowance and may require us to increase our provision for credit 
losses or recognize further loan charge-offs.

Forward-Looking Statements
Management’s discussion and analysis includes certain forward-looking statements addressing, among other things, 

the Company’s prospects for earnings, asset growth and net interest margin.  Forward-looking statements are accompanied by, 
and identified with, such terms as “anticipates,” “believes,” “expects,” “intends,” and similar phrases.  Management’s 
expectations for the Company’s future involve a number of assumptions and estimates.  Factors that could cause actual results 
to differ from the expectations expressed herein include substantial changes in interest rates, changes in the general economy,
and changes in the Bank’s strategies for credit-risk management, interest-rate risk management and investment activities.  
Accordingly, any forward-looking statements included herein do not purport to be predictions of future events or circumstances 
and may not be realized.

Risk Factors
In the course of conducting our business operations, we are exposed to a variety of risks, some of which are inherent 

in the financial services industry and others of which are more specific to our own businesses. Management considers a variety
of risks together with other factors that might materially adversely affect our liquidity, cash flows, competitive position, 
business, reputation, results of operations or financial condition, including by materially increasing our expenses or decreasing 
our revenues. Additional factors that could affect our businesses, results of operations and financial condition are discussed 
herein. However, other factors could also adversely affect our businesses, results of operations and financial condition. 
Therefore, the risk factors identified should not be considered a complete list of potential risks that we may face.
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Gates Little
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